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PART A

SALES AND EXCISE TAXES AND DUTIES



CHAPTER 27
INTRODUCTION

Sales taxes have been widely adopted throughout thé world. They are
imposed at various levels—on the manufacturer, the wholesaler and the re-
tailer; in various forms—single and multiple stage; and markedly different
exemptions are provided—food, clothing, services, producer goods. Pro-
bably the maiﬁ reasons for the widespread and heavy reliance on such taxes
is the fact that they are capable of raising substantial revenues with
comparatively low administrative costs and, after the initial upset following
their adoption, are thought to be as popular as any tax can be. In Canada,
at the present time (May 1966), a federal tax at the manufacturer's level is
imposed at a rate of 11 per cent (including 014 Age Security tax). In addi-
tion, eight provinces impose retail sales taxes at rates varying from 3 per
cent tow6 per cent. It should be noted here that our discussion of sales
taxes does not reflect the changes proposed by the Exéise Tax Resolutions
introduced in the House of Commons on March 29, 1966. The Resolutions pro-
vide for the removal of sales taxes on production machinery and apparatus

in two steps.

As we have frequently stated in this Report, equity requires that
taxes be allocated in accordance ﬁith ability to pay. We believe this
can only be achieved when those witﬁ larger incomesAbear relatively
heavier taxes. 'Unless income is taken into account in the sales tax
system, either by exemptiné "necessities" or by allowing credit and
refunds against personél income tax liabilities for sales taxes paid,
general sales taxes are, by our definition, inequitable., This folloﬁs
because it is reasonable to assume that most general sales taxes, regardless
of their level or form, are ultimately borne by consumers of goods and ser-
vices. Consumption expenditures are not a constant proportion of income.
The proportion is lower the greater the income pf the individual or family.
A general sales tax on all consumer goods aﬁd services, without exemptions

or, alternatively, without credits against personal income tax liabilities,



would therefore be regressive. It would impose relatively heavier tax burdens
on those with low incomes. This is the antithesis of taxation according to

ability to pay.

We do not recommend, however, that the federal government abandon a

general tax on sales. Our reasons may be briefly stated.
1. It is possible to design a sales ta.x system that is not regressive.

2. We could not countenance the -increase in rates that would be necessary
to raise through the personsl income tax all the revenues that are now

raised through the personal incame tax and the manufacturer's sales tax.

3. We think it would be -desirable for the federal government to have a
revenue sourge that 1t can turn over to the provinces, in part,

in exchange for some provincial direct tax revenues.

Moreover, while we hope there will be a gradual reduction in the proportion
of the revemues of all governments raised through sales taxes, we believe
that fiscal responsibility would be better maintained if each level of
government were primarily responsible for the collection of at least one
major tax. The provinces éeem to be particularly well suited to act as the
collection agency for sales taxes. It seems to us, thereforé, that sales
taxes should have a permanent place in the Canadian tax sti'ucture , but that
sales tax revenues should cénstitute only a naninal part of total fedéral
revenues a.hd the provinces should act as sales tax colleétion agents for

the federal govermment.

However, we would not wish to see the federal government withdraw
entirely from the field of sales taxation. In times of national émergency
it may be necessary to sharply increase federal sales tax rates. The federal
government must have access to the administrative machinery that would ma.ke
such an emergency tax change possible. In periods of incipient inflation it

may be necessary to. impose special temporary excise taxes on certain broad .



classes of goods,‘such as consumer durables,.to reduce private demand for
them. This could be more quickly achieved if the federal government were
imposing a general sales tax. Finally, but not of the least importance, we
recommend later that the provinces be given the power, if necessary by con-
stitutional amendment, to 1evy indirect retail sales taxes if they accepted
& cammon base that was in turn acceptable to the federal government. Because
an indirect retail.sales tax could be used to tax interprovincial movements
of goods and services, we are convinced that the federal governmment must be
able to veto a sales tax change proposed by one province that would beggar
neighbouring provinces. If the federal government has to be concerned.about
tﬁe provincial indirect retail sales tax base,,agd if the federal government
is to be able to impose high sales taxes quickly for econamic reasons, we
think it desirable that the federal government should maintain a general
retail sales tax even if the rate were only fractional as long &s it did not

involve duplicating administrative machinery with the provinces.

We recommend later that the federal government should replace the manu-
facturer s sales tax with a tax at the retail level; it should adopt a sales
tax base that removed the regressiveness of the tax by exempting food, shelter,
and producer goods it should try to negotiate arrangements under which the
provinces adopted the same sales tax base and acted as sales tax collection
agents for the federal government, and it should try to negotiate an exchange
of more sales tax room for the provinces for more direct tax room for the

federal govermment.

We are fuliy avare that tte exemption of food and-shelter would be, at
best a rough and ready way of reducing the regressive characteristics of a
sales tax However, if the relative Weight of . sales taxes in the revenue
mix is graduslly reduced as we have recommended in Chapter 6 and if these
exemptions were gradually replaced by a system of refundable credits against
personal incame tax liabilities for sales taxes paid, greater equity could
be achieved without running the risks that would be involved in abolishing
sales taxes and recouping the revenues through & massive increase in income

tax.



We want to make our position quite clear. As we said in Chapter k,
we are convinced that the increase in personal saving that might result
from a tax mix that placed greater weight on sales taxes could be more
effectively and equitably achieved in other ways, assuming that an increase
in saving were thought necessary. We can see no economic Jjustification
for placing greater weight on sales taxes. We have no doubt that, from
an equity point of view, income taxes are superior to sales taxes, unless
sales taxes are treated as a method of collection of tax rather than as
an independent levy. If we could be reasonably certain that there would
be no adverse économic effects from a sudden and massive increase in
income tax rates, and if we did not believe there ﬁas merit in the provinces
taking prime responsibility for one of the major revenue sources, we would

recommend that sales taxes be replaced by higher federal income taxes.

We recommend that the federal government should try to negotiate
a transfer of sales tax room to the provinces in exchange for more federal
direct tax room. If the federal sales tax were at the retail level, such
an exchange would be greatly facilitated. But our purpose in recommending
that the federal sales tax collections should be moved from the manu-
facturer's level to the retail level is not only to facilitate this
exchange. It would also eliminate a bad tax. We have no hesitation in
recommending that the manufacturer's sales tax should be replaced simply

because of its many defects.

A sales tax imposed at any level prior to the retail level inevitably
lacks neutrality, The effective rate of tax, that is, the ratio of tax
t6 final selling price, can differ widely because the value added to a
particular good after the imposition of the tax may be great or small,
depending upon the particular channels of distribution and the particular
mark-ups applied at each stage as the goods move from producer to

consumer,



The imposition of a sales tax at any point before the point of sale
to the final consumer would only result in a constant ratio of tax to|final
selling price if the increase in the value of goods, that is, the value
added to them, between the poinf of imposition of the tax.and the point of
final sale were proportionately the same for all kinds of goods, This
principle applies fegardless of the point in the process of manufacturing )
or distribution at which the tax is imposed. In the case of a tax on
services, it should be noted that the production and‘distribution of
servicés are concentrated at one moment of time so that it is impossible
to impose a tax at other than the point of final sale, Finaliy, the
principle given above applies to imported goods and services as well as
to those produced domestically. Imported goods and services should bear
the same rate of tax as domestic goods. ' At whatever point the tax is'
imposed, the value added between the point of imposition of the tax and
the point of final sale must be proportionately the same for imporﬁed
goods as for doméstically processed goods if the neutrality test is to be

met,

The retail tax automatically and simply achieves the neutrality that
a tax levied at earlier levels in the process of production and distribution
cannot achieve. Regardless of the distributional channels used, of who
advertises, packagés or imports, etc., the cost elements that ultimately )
detgrmine‘thg selling price of an article to the consumer convefge at
the point of imposition of a retail tax. Only at this tax level can
it be said that neutrality is achieved without sacrificing simplicity,

or that simplicity is achieved without sacrificing neutrality.

Two additional advantages of a retail tax merit comment at this point.
First, a retail tax avoids the alleged pyramiding effect, that is,the
marking-up of the tax element in the price of goods as they pass through the

distributionsl stages, about which a number of participants have complained
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to this Commission. Second, only a tax at the retail level can avoid the
inequities that inevitably arise wifh a tax at any other level because some
entrepreneurs must hold tax-paid inventory. Examples of such inequities are
the sale of obsolescent or damaged tax-paid gbods , the loss by breakage of
such goods, and the galins made, or the losses incufred, when the tax on such

goods is raised or lowered.

We also hope to make clear that by recammending a sales tax at the
retail level we intend that it should apply to the selling prices of con~
sumer goods and services without any prior sales tax. To be quite explicit,
we do not believe that a sales tax should be imposed on producers' equipment
or construction materials used in the process of production, nor should it
be imposed on goods exported from Canada. To impose a tax on sales of
producers'’ eqﬁipment and construction materials used in further production
results in relatively heavier taxes being borne by goods and services pro-
duced by capital-intensive methods. Moreover, to the extent that taxes on
producer goods were not shifted through higher consumer 'prices , the costs
. of modernization and expansion of Canada's productive facilities are inj
creased, thereby reducing the rate of capital formation and the rate of
growth of output. The capricious tax element introduced into the selling
price of goods produced with tax-paid machinery, equipment and buildings
would, under a fixed exchange rate, tend to reduce the competitive position
of Canada's exporters in world markets, because it would be impossible to

remove all such built-in sales tax elements from the prices of goods -exported.

In principle, we believe that a federal retail sales tax should be
imposed on all services rendered to consumers. Many tax Jurisdictions tax
services but none taxes the complete range. There are insurmountable
administrative problems in taxing all services and, even in those areas
vhere we believe taxation would be possible, the government should move
cautiously in what would be .a. new tax field for Canada. We recommend later
that the application of the sales tax should be made initially only to a

selected list of services, but that the list should be gradually expanded.



In addition to the manufacturer's sales tax of 1l per cent, special
excise taxes are now imposed on tobacco products and on a list of so-called
luxury goods, and excise duties are levied on alcoholic beverages and tobacco

products.

Taxes on alcoholic beverages and tobacco products are scametimes justified
on the ground that, by raising the prices of these commodities, consumption
is reduced and the public interest thereby served. It is also argued that
expenditures on these goods rise more than proportionately with income, so
that they increase the.p;ogfeisiveness of the tax system. Neither of these
arguments is entirely con;incing. Smoking and drinking are not confined to
those with substantial %ncomes; the chain smoker and the serious drinker are
not deterred for many days or weeks by higher prices. However, excise duties
and special excise taxes on tobacco products are bountiful revenue sources,
are easily administered, and are well accepted, even by those who pay them.
These are strong supporting arguments for these levies, and we cannot con-

ceive of their being repealed whatever reasoning we might advance.

The special excise taxes on so-called luxury goods are another matter.
The higher taxes on such things as radios, cosmetics and playing cards have
nothing in common but their arbitrariness. While some would consider these
goods "non-essential", there are thousands of other items that are equally
"non-essential” but are not subject to extra taxation. As a rough and
ready method of eliminating the regressiveness of a retail sales tax, we
recommend ;ater that all food and shelter be exempt. We single out these
"necessities" for special treatment only because we do not think it would
be practical to adopt an income tax credit system at this time. To draw a
line between "luxuries" and other goods and services is both unnecessary
and, we believe, unacceptably arbitrary. Therefore, we recommend later that

these special excise taxes should be repealed.

In this part of the Report we do not discuss, except in passing, rates

of sales‘tax or revenues frém sales tax. Consideration of these matters isg
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postponed to Chapter 35. Consideration of the issues involved in moving
part of the sales tax into provincial hands, both with respect to adminis-

tration and with respect to revenue, is postponed to Chapter 38.



CHAPTER 28
FORM OF COLLECTION OF SALES TAXES -

There is ﬁé-doﬁbt in our minds that a single-stage retail sales tax is
superior to other forms of sales taxes and we recommend that the federal
government should abandon the manufacturer's sales tax and adopt a single-
stage retail sales tax in its placé. The retail sales tax is the most
neutral form of sales tax and, as ve have said in the previous ‘chapter, if
the federal sales tax were at the retail level, an exchange of sales tax -
room for direct tax room between the federal and provincial govgrnments

would be facilitated.

We are not unmindful of the political problems that this recommendation
poses.’ The manufacturer's sales tax is well hidden and mosf Canadians are
probably uneware that the tax is even imposéd.’ Moving the tax to the retail
level would no doubt be' thought of by some as an increase in taxes, even if
there were no change in federal revenue. Eight of the ten provinces now
impose retail sales taxes. While there ctan be no doubt that the fedéral

government has the power under the British North America Act to impose any

form of taxation, the provinces may argue that for the federal government
to impose a tax at the retail level with a rate of 7 per cent to 8 per cent’
would pre-empt this field, at a time when the provinces are desperately
searching for more revenue. Because we ére fully aware of all these con-
siderations we deal with the sales tax in relatively greater detail than o

other taxes.

" Our usual approach has been to concentrate on our ‘proposal and only
briefly to consider alternatives. In this chapter we consider the alter-
natives at some length. Each of the major alternatives is evaluated in
terms- of its advantages and disadvanteges relative to the retail sales tax.
This approach has the advantage that if our retail sales tax recommendation
is not accepted the Report will still be relevant; for we outline what we

think would be the best method of taxing goods and services at the

11
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manufacturer's and wholesaler's levels. We also discuss how a value-added
tax should be structured and the conditions under which it should be imposed.
MANUFACTURER'S LEVEL:
NEUTRALITY CONSIDERATIONS

Our first task is to discuss the reasons why, and the extent to which,
the manufacturer's sales tax fails to achieve neutrality relative to a
retail sales tax.
Taxable Value—
Actusl Price to Consumer

If it were possible to collect tax from manufacturers computed as a
fixed percentage of the actual final selling price of goods to the consumer,
the manufacturer's tax would be as neutral as a retail tax. That is, there
would be & constant tax to final selling price ratio. The choice between
them could then be made on the basis of their respective administrative
advantages and disadvantages. However, the actual selling price of a
consumer product to the consumer may not be known at the time of its sale
by the manufacturer, and therefore it would be impossible to obtain directly
under a manufacturer's tax the neutrality of a retail tax. Accordingly, we
considered whether it would be possible to achieve neutrality with a tax at
the manufacturer's level by some indirect method.
Taxable Value at
Earlier Stages

Consumer price is the sum of & number of "cost elements". An article
is manufactured or produced. It may or may not subsequently be packaged,
assembled, blended, or diluted by a different entrepreneur; there are fre-
quently several warehousing or stocking stages. It is transported, usually
by stages, to the consumer; it is advertised and subjected to other forms of
selling ﬁmcfions ; 1t may incorporate servicing, fin_a.ncing, warranty,
technical service, and installation costs. There are profit elements. It.

should be stressed that many of these elements or functions are interchangesable,



13

that is, they may be performed in varying degrees at each level of the
production and distribution process, and in some cases they may not be
performed at all. For example, a manufacturer may sell to a wholesaler who
first warehouses the goods and then ships them to a retailer's warehouse; a
manufacturer may sell dirgctly to a retailer who maintains warehousipg
facilities; a manufacturer may warehouse his froducts and ship them directly
to consumers accérding to directions received from the retailer. Again, a
manufacturer may promote his own "national brand"; he may instead sell a
"private brand” to a wholesaler or retailer who bears the advertising cost;-
the manufacturer may sell his product with little or no advertising, or he
m&y sell a private brand to a wholesaler or retailer who undertakes little
or no advertising. In this advertising maze, it may not even be possible
to apportion advertising coste by individual product or even by groups of

products.

It follows, therefore, that any attempt to achieve a constant tax to
final seiling price ratio under a sales tax payablg at any stage in the
distribution process earlier than the point of reta&l sale must be frust-
;ated by the variationg in the cost elements or functions which add value

to the product after the point at which the tax is applied.

Actual Sale Price. The application of tax on actual sale price by the

manufacturer would be the most haphazard and discriminatory of all bases .
because of the variety of prices at which manufacturers sell the same goods.

Therefore, we have rejected it, as has the present administration.

Level of Trade in the Distribution Process. The manufacturer's sales tax

could be applied to the "pure manufacturer's price", that is, manufacturer's
selling price less all expenses of distributioﬁ. We reject this alternative
because 1t would ignore the wide disparities in distribution costs between
the end of the production line and sele to the consumer. The resulting
inequities would be compounded by the higher rate of tgx needed to yield a

similar amount of revenue from a smaller base. Furthermore, such a tax level
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would be criticized for the lack of certainty that would result in esti-

mating the distribution costs to be eliminated.

The present system of administering the federal manufacturer's tax;
which, as we indicate below, is partly "equalized" at the ievei of actual
or equivalent of actual price to wholesalers, appears to represent a com-
promise between the need to find a common level in the distriﬁution process,
and the need to relate taxable value as closely as possible to the fihal

price to the consumer.

Even if all manufacturers' sales were made to wholesalers, at best only
a rough measure of neutrality could be achieved beéause of the variety of
distribution costs which enter into the ultimate price to the consumer.
However, we estimate that less than one third of manufacturers' taxable
sales of fully manufactured goods pdss through the hands of wholesalers.
This means that any general tax equalization at the price-to-wholesalers,
that is, "wholesale value" level, must substantially rest, not on the actual
price to wholesalers, which itself offers a slippery valuation surface,vbut
on a notional concept of the pfice goods would have been sold‘for had they
been sold to wholesalers—a concept difficult to apply. Where a manufacturer
does not sell -his goods to wholesalers, the determination of an aeppropriate

wholesale value for tax should depend on two factors.
1. The measurement of the wholesale function.

2. The extent to which this wholesale function has been performed By the
manufacturer, or has disappeared.

The difficulties of making an accurate measurement are obvious.

The Department of National Revenue, Customs and Excise Division, applies
a practical "wholesale value" tax equalization concept in the following

circumstances ;/.

1. VWhere a firm makes sales in representative quantities to independent

wholesalers, the price to wholesalersAmay be used by that firm as the
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value for tax on sales of similar goods to retailers and consumers,

that is, "established wholesale price"."

2. Where, in an iﬁdustry as a whole, sales are made by manufacturers to
wholesalers 'in representative quantities, a representative discount
determined by the Minister may be applied on sales to retailers and '
-consumers by all manufacturers in that industry to yield a "determined
wholesale value".

A wholesale value for tax purposes is not allowed to manufacturers, assuming

they do not themselves make sales in representative quantities to vholesalers,

if in their industry there are no-sales to wholesalers in representative
quantities. Nor is & wholesale value for tax allowed in such an industry
even if there is a representative wholesale situation for similar imported

goods.

The Department attempts in this way to achieve aﬁproximate intra-firm
equality, and also a rough measure of intra-industry equality, for all firms
selling to wholesalers and their competitors selling directly to retailers
and consumers. Wholesale value discounts-a?e established with averaging
procedures, using actual wholesale situations, and then individual manu--
facturers may apply them on their sales to retailers and consumers. It is,
of course, possible to achieve only the roughest justice, using an average
of several discounts, and this roughness is further compounded by continuaily

changing merchandising patterns.

The ‘Department does not attempt to determine wholesale value for tax in
industries  where there is no representative wholesale situation. The diffi-
culties of computing completely notional values are thought to be too great,
and the position of dipectly competing products within an industry is not

affected by the lack of a determined wholesale value in any event.

The Department generally excludes from its consideration the existence
of a representative wholesale situation for imported goods. 'If, within an

industry, sales of domestic products are not made in representative quantities
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to independent wholesalers, but the combined market for both domestic and
imported goods reveals a representative wholesale situation, the domestic

industry is nevertheless barred from tax equalization at the wholesale level.

In summary, the Department's tax equalization method uses actual whole-
sale prices either within a firm or within an industry. This method elimi-
nates some of the more extreme departures from a neutral tax that would
otherwise result if tax were applied to actusl sale price in all cases. But
because price to wholesalers as a ratio of price to consumers varies, the
method can achieve only an administratively feasible, rough measure of
neutrality within the industries concerned. Furthermore, in denying a
notional wholesale value for industries without representative sales to
wholesalers, and industries with actual wholesale situations for imported
goods only, tkiough there may be strong arguments for so doing on adminis-

trative grounds, the method fails to achieve neutrality between industries.

We also examined a number of other tax equalization methods that might
be applied under & manufacturer's tax, but none would achieve neutrality..
Undoubtedly the best that could be achieved at this level of distribution
would be to equalize taxable value at prices at which the goods are or would
have been sold to a wholesaler.

Transportation, Erection or
Installation Costs

Transportation cost is a significant element in the cost of goods to
the final consumer in Canada., - To tax the value of the goods -and services
consumed it would be as necessary to include these costs of tramsportation

as to include other distribution charges and the costs of production.

Because consumers are generally located‘ close to the retailer‘s doorstep
virtually all transportation costs are within the tax base under a retail
tax; but this clearly does not apply under a manufacturer's tax. Howgver,
it should be mentioned that even under a retail tax there would still be

some problems with transportation costs where purchasers who were regarded
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as taxable consumers made substantial purchases, for example, contractors

buying building materials, and entrepreneurs buying taxable producer goods.

If, under a manufacturer's tax, outward freight costs incurred on ship-.
ments of taxable goods from licensed manufacturers were taxed, numerous
difficulties and inequities would arise. Licensed manufacturers who did not
themselves incur the costs of long distance transportation of their products,
but who sold to local distributors or wholesalers, would avoid the payment
of tax on the transportation element. This would discriminate against
licensed manufacturers who incurred all the. transportation costs of deliver-
ing their products to the ultimate consumers. It would not be feasible to
estimate and include an equitable freight factor for tax purposes on sales

by the former category of manufacturers.

On the other hand, if outward freight costs incurred in shipments from
licensed manufacturers were not taxed, other serious difficulties and in-

equities would arise.

In seeking neutrality one must compare tﬁe competitive positions as
they would be without tax against the positions when tax is leQied. The
goods of a distant manufacturer or impofter, and a manufacturer located at
the market, would be competitive when their total éosts, including tfans-
portation to the local market, were about equal. If this were so before
the application of tax, it could only remain so after tax if the. tax rate
were applied to values that were equal or proportionate t; the to£a1 cost
of placing goods on the local market. The omission from the tax base of
freight on the goods shipped from a distance would therefore place the goods
of local manufacture at a disadvantage. This rarticular form of inequity
would be particularly significant for manufacturers situated close to their
consumer market where inward freight costs are considergble and the value
added by their manufacturing operations is small g/. But to attempt to
restore this imbalance by reduciﬁg the tax base of local manufacturers by
the amount of freight costs on their purchases would bring new inequities

and administrative complexities.
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There would also be difficulties in measuring the amount of the freight
deduction that should be allowed where a manufacturer transported in his own

or leased vehicles.

In conclusion, neutrality would require including in the taxable velue
an element that reflected the varying transportation costs incurred in
distributing goods. However, any practical attempt to adjust the tax base
in this way would create a new Jumble of inequities. With a tax at the
manufacturer's level, the current practice of exempting freight charges from
taxable value where they were separately itemized and readily verifiable

would appear to be the best solution to a most complex problem 2/.

In important respects the problem of equitable tax treatment of fhe
insfallation or erection of goods by & manufacturer is similar to that of
transportation costs. Agein, to achieve neutrality, such charges should be
included in the taxeble value; but this would require the taxation of similar
installation charges made by retailers, servicemen, contractors, etc., which
would not be feasible under a manufacturer's tax. This difficulty is common
to a tax on goods at all lévels where firms spe;ializing in the provision
of services are not regarded as taxable persons, and the current practice
of exempting readily verifiable costs of installation and erectién seems &
fair cdmpromiée 5/.

Private Brands and
"Marginal" Operations

‘Other difficulties arise with a tax imposed at the manufacturer's level
where entrepreneurs, who are not regarded as manufacturers and are there-
fore beyond the point of imposition of the tax, incur costs in performing
functions that are frequently performed by menufacturers and taxed as part -
‘of the sale price. In a sense, this diff;culty is the other side of the
coin we have just been discussing. The question turns' from the merits of
eliminating cost elements from the taxable value, to the merits of adding

certain cost elements to the taxable value. 'The complaints of tax inequity
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are particularly important in two areas: private brands and "marginal"

physical manufacturing operations, such as assembling, repackaging, blending,

mixing and diluting.

The cost of promotion of a "national brand" by its manufacturer may be
a varying element of a manufacturer's sale price. If a similar producf is
purchased by a distributor, wholesaler, or retailer and is then promoted as
a "private brand", the promotion costs, which again may vary, currently
escape tax, except in the case of pharmaceuticals and cosmetics purchased by
entrepreneurs other than retailers, for which there is specific statutory

provisionvj/. As a result there are substantial departures from neutrality.

The remedy, however, does not appear to lie in licensing a}l private
brand merchants as taxable persons. In the case of private brand retailers,
for exaﬁple, apart from the difficulties in apportioning special brand pro-
motion to particular products ana in administering such a tax at the retail
level, there would be a conflict in terms of neutrality. The licensing of
such retailers, that is, requiring them to pay tax on their sales, would
achieve the desired result of bringing into the taxable value their private
brand promotion costs; but it would also bring into the taxable value their
other retail costs of operation which, in the main, do not enter into the
taxable sale price of a manufacturer. The alternative of allowing retailers
a "notional" discount off the price to the consumer in order to determine
their taxﬁble value on such sales would reguire,the widespread licensing of
retailers and would generate substantial compliance difficulties. To a
lesser exfent, difficulties would result if special brand wholesalers were
licenséd as taxable persons, and they paid tax on their_digcounted sale
priée to ret#ilers. On balance, however, the licen;ing of private brand
wholésalers and distributors of both domestic and imported manufacturers as
taxable persons, coupled with similar tax equalization measures as those'
accorded to physical manufacturers in the same industry, would appear to be
thé best avai;able solution to this problem. The provisions in the Regula-

tions requiring the taxing of retailer private brands upon the full sale
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price to those retailers, without any tax equalization at the level of sale
to wholesalers, appears to be the best compromise under the manufacturer's

sales tax Q

As a general rule, however, retailers carrying on marginal manufacturing
operations should not be dgemed to be manufacturers except where the value
added by their manufacturing operations in retail stores was substantial and
where thei'e might be competitive inequities if they were not licensed, for
example, remodelling and repairing of fur coats ]/ and the manufacturing of
drapes. The provision of similai' treatment for the marginal manufacturing
operations of wholesalers and distributors would also achieve equality of
taxation with products of regular ma.nufaoturers. In general, this is the
current departmental practice.

Imports of Fully
Manufactured Goods

Under a tax at the manufacturer's level, duty-paid velue, which is the
value on which imported fully manufactured goods are currently taxed, _8] is
not directly comparable with the value on which domestically manufactured

goods are taxed.

Imported manufactured goods are taxed on the sale price which is deemed
to be the duty-paid value; _2/ that is, no equalization is permitted for tax
purposes regardless of whether the importer is purcfmsing the goods at the
distributor, wholesaler, or retailer level. Because most imported, fully
manufactured goods are purchased at the distributoi' or wholesaler level,
while comparable domestic goods are taxed at &”number of levels in the
distribution process, it is not surprising that tax inequities arise between
the two. For example, imported, fully manufactured goods generally escape
tax on the advertising and other selling costs incurred by the impor'ber in
promoting their sales in Ca.nad.a domestic products may or may not escape
tax on such costs, depending on whether these costs are incurred before the

point of imposition of tax. Transportation costs incurred in shipping goods
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to Canada, which may be very substantial for some imports, generally escape
tax; similar costs incurred by Canadian manufacturers are exempt to vérying

extents.

The problem of achieving equity between imports and domestic products
is part of the fundamental problem of a tax imposed at a stage considerably

earlier than the point of sale to the consumer.

We do not doubt that there are many instances of imports gaining a
competitive advantage over Canadian products as a result of differing tax
burdens and, indeed, examples were brought to oﬁr attention; we are also
aware that the opposite is possible. On balance, we believe that the
advantage is in favour of imported goods under thg Present mahufactl{rer’s
sales tax. A

MANUFACTURER 'S LEVEL:
GENERAL ADMINISTRATIVE CONSIDERATIONS

A manufacturer's tax is relatively easy»to administer. Compared with
taxes at the wholesale and retail levels, the number of _taxpayers is
smaller, _]Q/ the typical ‘t;axpayer is larger, his records are probably more
satisfactory, and evasion is minimal. The administrative inconveniences of
refund procedures arising from the substantial movement of goods 'fro.m the
manufacturer to the wholesaler gnd"on to another manufacturer may be re-

duced significantly by the widespread licensing of wholesalers.

With rising rates of tax, however, it is apparent that the increasing
need for neutrality in the"computation of the manufacturer's tax i'esults in
growing uncertainty and complexity. Attempts to improrvg the neutra.lity_ of
the manufacturer's sales tax create valuation problems because of the
complex and continuously changing production and diétri‘butibn'patt‘erns. In
a highly competitive economy, small differences between firms in the appli-
cation of an’'ll per cent tax to the cdsts of packaging, tmnsiaortétidﬁ, '
assembling, warehousing, sales promotion, servicing, 1nstallati'oz'1; and 'li,o.

transactions not at arm's length or involving rights to goods being
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manufactured, are of great concern to the taxpayer. We found no generally
satisfactory solution to the dilemma of choosing between measures which
would achieve simplicity and certainty at the expense of neutrality, and
measures which would achieve approximate neutrality at the expense of
certainty and simplieity. Even the argument that cost of collection is low
under a manufacturer's sales tax loses its validity in the broader federal-
provincial context of duplicate.administrative organization and taxpayer
compliance responsibilities.
WHOLESAIE LEVEL:
NEUTRALITY CONSIDERATIONS

A single-stage sales tax might be applied to the sale price of goods
delivered to retailers, rather than to the sale price of goods delivered to
wholesalers which would be the best base under a manufacturer's tax. We
will call a tax applied to the sale price of goods delivered to retailers

a wholesale tax.

A manufacturer's tax and a wholesale tax have a number of common
characteristics: both are hidden taxes in the sense that the retailer buys
tax-paid goods; both are incapable of achieving the neutrality of a retail
tax; both stop short of entry into a sales tax field already occupied by
the provinces; both can use the present administrative machinery; and both
involve a limited number of taxpayers, generally with good record keeping.
In the following pages we compare the relative merits of the manufacturer's
and the wholesale tax in greater detail, and also compare the wholesale tax

with the retail tax from the point of view of neutrality.
Level of Application

The very fact that a wholesale tax would be one stage closer to the
point of final consumption than a tax at the manufacturer's level means
that it would approach closer to the neutral level, that is, the price to

the consumer.
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| Another important advantage would be that, whereas under the manu-
facturer's tax the administration must determine notional and approximate
values for tax on many sales which bypass the vholesaler, under a wholesale
tax the administration could cqllect tax to a much greater extent on actual
sale prices because most consumer goods do pass through the hands of retailers.
Furthermore, undef_a vholesale tax, inter-industry tax differentials would be
considerably reduced; because so many goods are sold directly to retailers by
manufacturers they would be taxed on approximately a comparable basis with-

out pfice adjustment.
"Retailer" Concept

Even if all sales of consumer goods were channelled through retaileré,
under a wholesale tax there would still be departures from neutrality be-
' cause of the variety and diversity of functions pefformed; and services
offered, by retailers in selling goods to the final consumer. For examfle,
a retailer'’'s purchaéing price may vary with the extent to which he under-
takes warehousing, distributidn or advertising functions hsﬁally performed
by the manufacturer or wholesaler ;;/. By the same tokeﬂ, retailers may buy
at the same price but sell at different prices, for example, some retailers
may use "loss-leaders", may not have a "satisfaction-or-money-refunded"

policy, or may rely on a lower mark-up with a larger turn-over.

Because a wholesale tax cannot'édjust automafically to diffe:enées in
retail or sélling functions, as does a retail tax, a means of arriving é£ a
value that included all producing and wholesalihg functions would have to be
found. Unfortunately, as we have‘pointed oﬁt in our comments on the manu-
facturer's fax, these functiéns are varied. There can be no clear-cut

distinction between wholesale and retail functions.

Adjustments to wholesale prices mst be a compromise between neutrality
and administrative feasibility, and an attempt would have to be made to

include in the value for tax all wholesaling'functions'performed by retailers.
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.We recognize that any attempt to apply highly refined measures of neutrality
would increase the degree of uncertainty and complexity to a point which

would not bg Justifiable at a low or moderate rate of tax.

To illustrate what would be involved, two forms of retailing, multiple‘
stores and department stores, merit examination. Do they perform wholesaling
functions that would justify some adjustment in the value for tax of their

purchases?

A multiple store organization which owns, manages or controls a number
of retail stores, and which centralizes its purchasing and warehousing,
probably performs substantial wholesale functions.' To tax such organizations
under a wholesale tax at the general statutory rate on their purchase price
would give thep a tax advantage and would result in a tax to final selling
price ratio that would be lower than the norm in the general retail trade.
Accordingly, their purchases would have to be taxed at a fractionally higher
rate. This rate would have to reflect the wholesale functions performed by
the typical or average multiple store, or equivalently, the purchases of
multiple stores could be taxed at the general tax rate plus an "uplift" -

percentage.

Some mulﬁiple store organizations often achieve the economies of centra-
lized quantity purchasing but do not route the goods through central ware-
housing facilities; the goods move directly from the'supplier to the in-
dividual reteil outlets. Under these circumstances "uplift" would be
merited also. In the determination of an appropriate "uplift" it would be
important not to over-compensate for the wholesale function, for this would

penalize efficiency.

A multiple store organization may be defined to include a firm with
two or more stores. To deem a wholesale function to be performed by an
orgaﬂization consisting of two stores, and to apply a price "uplift", would

probably create more inequities than it would resolve. Clearly, the drawing
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of a demarcation line for tax purposes on the basis of the number of stores
would necessarily be an arbitrary measure, but some such line would have to
be drawn. At some point it would probably be necessary to apply "uplifit" if

~rough neutrality was to be achieved.

The "uplift" could be applied either at the time of sale to such multiple
store organizations, which would involve licensed vendors in the adminis-
trative complications of a multiple tax rate structure, or tax could be made
payable by thée multiple store organizations upon transfer of the goods to the
retail outlets, which would involve an increase in the number of licensees.
The second course probably would be preferable. Such a procedure would be
more equitable in terms of the time at which the tax becomes paysble. The
records maintained by multiple store organizations would be adequate for

this purpose.

We also considered the question of the appropriate tax treatment of
sales to department stores. Where such stores form part of a multiple
store organization, as discussed above, "uplift" would of course also have
to apply to them. However, where such stores were not part of a multiple
store organization no special treatment would be feasible. Drawing the
dividing line between a department store and other retail outlets for
purposes of applying "uplift" would involve highly arbitrary distinctions.
Size would not be material in distinguishing between the two. An adminis-
tratively feasible distinction would probably reduce rather than increase
neutrality.

Manufacturer-Retailers and
Wholesaler-Retailers

‘Under a wholesale tax, a considerable problem would arise in estab-
lishing a value for tex purposes where manufacturers or wholesalers sell

exclusively to consumers.

As we have said, under a manufacturer's tax, with tax equalization at
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the point of sale to the wholesaler, there are inequities and administrative
difficulties created where entrepreneurs bypass or carry out the wholesale
function. Because less than one third of domestically manufactured taxable
goods pass through the hands of independent wholesalers, "notional" valuations

are widespread and create considerable difficulties.

There would be few valuation problems under a wholesale tax where
manufacturers sell similar products both to retailers and to consumers
because the manufacturers would be able to establish a representative value
Por tax based on their selling price to retailers. Nor would there be many
valuation problems where manufacturers who sold principally to wholesalers v
or distributors made some sales directly to consumers. However, where a
manufacturer sold exclusively to private consumers, completely notional tax
equelization measures would be required. However, under a wholesale tax the
desired notional point of tax equalization would be closer to the consumer
price, and it would be easier to arrive at a fair price basis than under a

manufacturer's sales tax.

Sales made by a wholesaler directly to private consumers, thus bypagsing
the stage at which the wholesale tax applies, would present the most diffi-
cult valuation problem under a wholesale tax ;g/. Probably the best method
of handling this problem would be to license those firms that were primarily
engaged in wholesale acfivities, that is, where over 50 per cent of their
sales were made to retailers. These licensed firms would then be required
to account for tax on sales to independent retailers at actual prices and
at an "established price" where the goods sold directly to private consumers
were similar to those sold to retailers. Where goods sold directly to pri-
vate consumers were not also sold to independent retailers, "notional" tax
equalization measures probably would be necéésary; only rough Justice could
be achieved because in some instances such & firm'may purchése goods as a

retailer.

For ease of administration, firms that made few sales to retailers, say,
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less than 10 per cent, probebly would have to be regarded as retailers for
tax purposes and be taxed upon their ptmchasg price. They would not be re-

quired to account for tax on any of their sales.

The remaining firms, those making between 10 per cent and 50 per cent of
their sales to retailers, would have to be éharged tax on their purchases.
They would then be requii‘ed to account for'ta.x 6n their seiling price in
respéct of thi_eir sales to other retailers; Such firuis would then deduct the
tax they paid upon puféhase of the goods subsequen’tly sold to retailers.
These firms would have to register with the 4ta.x-c¢v:llecting authority for
auditing and collection purpéaes. In some cases , Where a élear sei:aration
of wholesale and retail functions were feasible, distinctive licensing might

be adopted.

At best, the procedures outlined above would achieve an approximate
measure of neutrality and represent a compromise between the conflicting

requirements of administrative ease and neutrality.
Non-Personal Consumption

Where ta.xabie sales are made by licensed firms for non-personal con-
sumption, for exanple, ‘Where gobds ‘are sold to institutional purchasers, '
and industrisl and commercial firmé for their own use, the 'general ﬁrééﬁice
in many jurisdictions that have addpted la wholesale tax has béen'to"ta).x such
sales on actual 'sale price. "Even though theée sales are mdé at a pricé
lower than the selling price to the retailer, the use-of actual price as -
the taxable value does not result in much »discrimina.tion and is the simplest
administrative method.

Transportation, Erection or
Installation Costs

The equitable tax treatment of tramsportation coe%.s as an element of

value for tax would remain a difficult problem under a wholesale tax. The

substantisl measure of neutrality achieved under a retail tax could not be
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attained at the wholesale level, any more than at the manufacturer's level.

If outward freight costs incurred in shipments from licensed vendors
to retailers were not taxed, the discrimination between licensed vendors
would be considerable. Competing goods, that would be equally priced in
the absence of a general sales tax, would sell at different tax-included
pricesg depending on the freight cost and who incurred the cost. For ex-
ample, manufacturer A in Ontario may ship his product to wholesaler B in
Vancouver (freight element taxed), who ships to retailer C in Vancouver
(freight element exempt); manufacturer D in Ontario may ship his competing
product directly to retailer E in Vancouver (freight element exempt).
Manufacturer F in Vancouver who, in the absence of any general sales tax,
would sell his product at a fully competitive price to retailers in Van-
couver, would have virtually no outward freight costs and therefore under a
wholesale tax would be unable to take any tax dedﬁction for freight. This
inequity might lead to exemption for inward freight costs to licensed firms.
This would create administrative difficulties, and would depart even further

from the neutrality of a retail tax.

Under a wholesale tax it would clearly be preferable, on neutrality
grounds, to tax all freight costs incurred in placing goods in the hands of
retailers, whether those_goods originated in Canada or in foreign countries.
Administratively this would be relatively simple to achieve where goods were
delivered to a retailer's premises at & price which included delivery. How-

ever, difficulties would arise chiefly in the following kinds of transaction.

1. Where the licensed vendor (or exporter) shipped goods to an unlicensed

person f.o0.b. origin.

2. Where the unlicensed customer collected goods from the premises of the

licensed vendor in his own or leased vehicles.

3. Where goods were shipped to a central warehouse of an unlicensed per-
son, that is, & retailer, whence they were in turn shipped to individusl

retall stores.
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In the first two situations it would not be feasible in general for
the licensed vendor to add to his selling price the actual transportation
cost for the purpose of determining the value on which tax should be com-~
puted. Any attempt to compute with precision the estimated freight cost
would be fraught with administrative complexities. The development of
freight formulae to achieve a measure of certainty and simplicity might be
required under a wholesale tax. Licensees might be allowed the option of
using actual freight cost if satisfactory evidence were available and the
actual cost was less than that derived under the formula. It is probable
that in many instances licensed vendors' customers would wish to furnish

the necessary transportation documents.

In the third situation the ma jor difficulties would be substantially
resolved if multiple store organizations were licensed as taxable persons,

as suggested above.

It is our opinion that it would be possible to achieve rough neutrality
" with respect to transportation costs under a.wholesale tax. A wholesale tax
would be less satisfactory than a retail tax, but superior to a manufacturer's
tax, in dealing with transportation costs. It is impossible to achieve even

approximate neutrality under the latter.

The problem of equitable tax treatmént of the erection or installation
of goods, which has been described in connection with the manufacturer's
tax, would remain substantially unchanged under a wholesale tax. The least
unacceptable compromise would be to exempt readily verifiable costs. As we
have stated earlier, this difficulty exists with a tax on goods at all
levels where service entrepreneurs are not regarded as taxable persons.
Private Brands and
"Margindl" Operations

Under a manufacturer's tax there are substantial deviations from
neutrality where merchants who are not regerded as manufacturers, and are

therefore beyond the point of imposition of the tax, perform functions that
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~ are frequently performed by manufacturers. We have concluded that under a
manufacturer's tax a possible solution would be to license as taxable persons
wholesalers and distributors who market private brands, or who assemble, re-
package, blend, mix or dilute taxable goods. However, because the licensing
of such firms as manufacturers for sales tax purposes coulﬁ result in the
substitution of one form of non-neutrality for another if they were required
to account for tax on their sale price, we recammend that such firms should
be permitted similar tax equalization rights to those accorded to physical
manufacturers, which would mean, of course, that they would face similar

valuation complications.

Under a wholesale tax, vholesalers and distributors who performed such
near-manufacturing operations would autamatically be liable to sales tax on
their sale price to retaillers without the administrative and compliance

difficulties entailed under & manufacturer's tax.

The problem of achieving near-neutrality where such operations were
performed by retailers would remain a difficult one with respect to private
brands under both tax levels. To require retailers of private brands to be
licensed and to account for the wholesale tax at the general statutory rate
on their retail prices would result in e greater departure from neut;-ality
than to tax them on thelr purchases. The alternative of allowing retailers
a discount off price to consumers as their ta_xable value on »such sales would
require the widespread licensing of retailers, as we have a.ln_eady pointed
out in our camments on the manufacturer's tax. This would pose substantial
compliance problems. It would be difficult to determine an appr'opriate
"uplift" on sales of private brands to retailers because retallers’' private
brand pramotion functions are often impossible to mee.suire , and vary widely
in extent between products and between retailers. Taking into account con-
siderations of both neutrality and administrative feasibility, we do not
think that aﬁy'specific action to bring into the tax base retailers' special

brand promotion costs would be warranted at a moderate rate of tax.



31

Retailers would have to become -taxable persons in certain specified
manufacturing activities where the value added by their manufacturing opera-
tions was substantial and where there would be competitive inequities if
these retailers were not licensed, for example, in the remodelling and
repairing of fur garments and the making of drapes. The licensing of such
entrepreneurs as taxable persons would also require that they be allowed a
notional value for tax to give them a taxable value equivalent to the level
of sale to a retailer. It will be recalled that we consider that camparable
licensing and tax equalization measures are required under a manufacturer's
tax. These comments are not intended. to apply to the separate category of
"industrial” manufacturers who undertake their own retailing. They. would,
of course, always be licensed. |
Imports of Fully
Manufactured Goods

The inequities which arise in applying a manufacturer's tax to imports
would be reduced considerably under a wholesalé tax. imporfer-vhélesalers
would become taxable persons, in the same way as wholesalers of domestic .
products. Their inward transportation and their promotional costs would
enter into their taxable value so that both imported and domestic goods
would be taxed on the same "converged” basis, namely, selling price to
retailers. However, it is only at the retail lével that complete neutrality
could be achieved with regard to imports.

WHOLESALE LEVEL:
TRANSITIONAL CONSIDERATIONS

If the manufacturer's tax were changed to a wholesale t#x, refunds of
tax previously paid on inventories on hand would have to be mgde to whole-
salers and to licensed manufacturers who operate unlicensed wholesale

branches.

For a number of reasons, the determination of the téx refund to indi-

vidual firms would be less difficult than in a transition from a manufacturer's
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tax to a retail tax. Fewer firms would be affected because retailers'
inventories would not be involved. Indeed, approximately one third of the
wholesalers concerned are already licensed under the current manufacturer's
sales tax, and have tax-exempt inventories. It is probable that the records
kept by wholesalers ;2/ and manufacturers who operate unlicensed wholesale
branches ;&/ would generally be more satisfactory for this purpose than
those maintained by retailers. The determination of the actual amount of
tax to be refunded on specific goods would be more certain because licensed
manufacturers would have satisfactory records of the tax with respect to
their unlicensed branch stocks, and wholesalers wogld have been in most
cases charged tax at the current statutory rate on their actual purchase
price. However, freight adjustments would create difficulties. Finally,
the present tax administration is already experienced in this task, for,
when a wholesaler applies for a sales tax licence under section 35 of the
Excise Tax Act, it is necessary to establish and refund the sales tax al-

ready pald on inventories at the date of issuance of the licence ;j/.

A change in the tax level would result in some changes in prices. This
would occur even with a wholesale tax rate that was equivalent, in terms of
total revenue yield, to the manufacturer's tax. Manufacturers who are not
currently allowed a wholesale value for tax on their sales to retailers,
for example, sales of automobiles or furniture, would find their taxable
value unchanged, but the rate of tax lower. For manufacturers in an in-
dustry with an above average wholesale mark-up, and who are currently
entitled to a wholesale value for tax, there would be an increase in the tax

as a percentage of price to the retailer.

There would be a temptation for manufacturers selling to wholesalers
to maintain prices at their previous tax-included level under the manu-
facturer's tax, and for manufacturers who were not allowed a wholesale value
for tax under the manufacturer's tax to retain the windfall arising from the

small reduction in the rate of tax on their sales to retailers. The less
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the compétitive pressures in an inddstry the more likely that some in-
crease in consumer price levels would occur in the short run. However,
compared with the transition to a retail tax, where retailers frequently
do not know how much manufacturer's tax is buried in their purchase price,
wholesalers can generally deduce that, subject to freight deductions, the
manufacturer's tax represents ll/lll of their purchase price. Wholesalers
would therefore be able to detect any attempt by manufacturers to reduce
their prices by less than the manufacturer’'s tax element. In the long run,

competition would substantially eliminate these price effects.

Refunds on tax-paid inventories in the hands of manufacturers (un-
licensed wholesale branches) and wholesalers would, of course, have an
effect on the flow of revenue. We found it impossible to compute with
accuracy the amount of tax that would have to be refunded or deducted from
current revenues. Taking into account that a}number of major industries,
for example, toilet goods, pharmaceuticals, radios, television broadcast
recelving sets, and breveries, already have tax-exempt stocks in licensed
wholesale branches, that many industries largely bypass the wholesale trade,
and that over 3,300 wholesalers are already licensed, the amount of refund-
able tax has been estimated by our résearch staff at less than $50 million,;é/
or roughly 3 per cent of total annual federal sales tax revenues. This
would be considerably less than the effect on the revenue flow of a transi-
tion to a retail tax; for, in that case, refunds of tax would also have to
be allowed on all retailers' inventories of taxable goods.

WHOLESALE LEVEL:
GENERAL ADMINISTRATIVE CONSIDERATIONS
From an administrative point of view, we believe the wholesale tax is

clearly superior to the manufacturer’'s tax.

A vholesale tax would require an increase of 20 per cent to 25 per
cent in the number of firms required to collect tax, and the costs of

collection would rise accordingly. On the other hand, even if the
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manufacturer's tax were retained, we would recommend a considerable increase
in the number of licensed wholesalers, primarily to reduce the number and
inconvenience of refund claims. During the fiscal year ending March 31,
1964, the Audit Branch, Customs and Excise Division, Department of National
Revenue, processed 44,000 refund claims ;1/ under the manufacturer's sales
tax, over half of which, would probably.have been eliminated had all whole-

salers been licensed.

Less reliance on notional values for tax, and the bypassing of many of
the troublesome areas of the manufacturer's tax, such as imports, private
brand wholesalers, and "marginal" manufacturers would more than compensate
for the "uplift" and wholesaler-retailer problems encountered under a

wholesale tax.

The compliance difficulties of licensed manufacturers who also acted as
unlicensed jobbers of goods would be reduced considerably under a wholesale
tax. The tax application complexities which arise under a manufacturer's
tax for transactions not at arm's length would; in our opinion, be sub-
stantially reduced with the movement of the tax level to a stage nearer to

the consumer.

Under a manufacturer's tax the introduction of exemptions and of tax
rate reductions impose varying penalties on tax-paid inventories in manu-
facturers' unlicensed wholesale branches, and in the hands of wholesalers
and retailers. Because the wholesale tax would be imposed at a later point
in the distribution process, these penalties would be eliminated except in
connection with retailers' inventb;ies. These penalties could be effectively

removed only under a retail tax.

The administration of exemptions conditional on end-use, for example,
equipment for use on the farm for farm purposes only, would be simplified
under a wholesale tax, both because the general point of tax incidence would
be closer to the point of end-use and because, where tax has been paid, the

actual amount of tax would be more easily determined by the unlicensed vendor.
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Taking all factors into accouﬁt, we anticipate that a wholesale tax
would achieve greater certainty and simplicity than a manufacturer’'s tax,
without any increase in the costs of administration.

RETAIL LEVEL:
NEUTRALITY CONSIDERATIONS

If the federal government converted the manufacturer's tax into a tax
at the retail level as we recommend, the fact that this type of tax is al-
ready used by eight of the ten provinces would have important consequences
for both the method of administration and éoverage of the tax. However, in
the following pages we have confined our comments, as far as possible, to a
federal tax at the retail level, leaving the separate issues concerning

federal and provincial occupation of the same tax fileld for discussion in

Chapter 38.

We have stated that a sales tax should be "neutral” in its effect on
the spending patferns of consumers, using as our practical_measure of
neutrality the tax to final selling price ratio. We have so far compared,
in turn, the manufacturer's tax and the wholesale tax with the retail tax,
employing the latter as our standard because it would undoubtedly achieve

neutrality in greatest degree.

In our examination of the manufacturer’s tax and the wholesale tax, we
stated that the departurgs from a neutral tgx, and the attendant complexities
in endeavouring to achieve a rough measure of neutrality, would arise both
from differences in the relative importance of different cost elements in
different goods, and from differences in the stages of the distribution
process at which these costs were incurred. Regardless of the distributional
channels used, of who adverfiées, packages or iﬁports, these cost elements
that ultimately form part of the selling price of an article to the consumer
converge at the point of imposition of a retail tax. At this tax level. the
goals of neutrality and simplicity would be achieved, for the tax would be

a constant ratio of expenditures on taxable goods by all consumers.
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We have also said that there would be additional advanteges in the
retail tax. It would avoid the pyramiding effect, the marking-up of the
tax element in the price of goods as they pass through the distributional
stages, about which a number of participants have complained to this Commis-
sion. We believe, however, that this effect is frequently overstated. While
various degrees of pyramiding can occur under a manufacturer's tax, and to a
lesser extent under a.wholesale tax, competitive conditions tend to reduce

its impact over the long run.

Only a tax at the retail level could avoid the inequities that arise
from the inclusion of tax in inventories at any other level. Examples of
such inequities are the sale of obsoléscent or damaged tax-paid goods,
losses by breakage, and losses incurred when the tax is lowered or eliminated.
A retail sales tax would provide the broadest base and so would require the
lowest rate for a given revenue; and at this level there would be the
greatest téxpayer awareness, because there would be full disclosure of the
tax burden.

 RETAIL LEVEL: ,
ADMINISTRATIVE CONSIDERATIONS

Number and Nature
of Taxpayers
Canadian taxpayers now bear the cost of the complicated machinerj of

the federal sales tax and also of eight provincial sales taxes.

The main objection generally raised to a retail sales tax is that it
is collected through a large number of retailers, some of whom are not well
organized for this purpose. A study was made by our research staff to
determine whether, in fact, the retailers of the country were capable of

administering a federal retail sales tax.

On the assumption that food would be exempt, it was found that the
sales information essential to accurate accounting for sales tax was pro-

bably compiled in a satisfactory fasﬁion‘by retailers who are responsible
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for well over 90 per cent of the total retail sales volume. The smallest
retail units, who would be most troublesome from a tax administration stand-
point, account for a diminishing proportion of total sales volume, but they
are increasingly adopting reasonably reliable accounting systems. The larger
units now have the caﬁacity to maintain adequate sales tax accounts and their
efficiency will probably increase. There is, accordingly, every reason to .
believe that the Canadian retailer would be competent to collect federal

sales tax.

Cost and Effectiveness
of Collection

Even after examining the costs of collection of the various provincial
retail sales taxes, it is difficult to estimate with complete certainty the
costs of collection of a federal tax at the retail level. -Compared with a
tax at the manufacturer's level, the added costs of auditing about seven
times as many taxpayérs would be partially offset by increased simplicity
and certainty, and by a substantial reduction in the use of notional valua-
tions and end-use exemptions. Costs of collettion at the retail level would
depend on a number of varisbles: the audit programme, because an inadequa@g_
audit programme may be cheap to operate, but fail to produce m;ximum revenﬁe;
the range and nature of exemptions; and the number, nature and geographical
distribution of the taxpayers.: Furthermore, if costs of collection were
expressed as a percentage of revenue collected, this ratio would vary
significantly according to the tax rate. If the tax rate were doubled,
even though it would be reasonable to anticipate that audit programmes may'
need to be more thorough and more costly, certainly costs of collection

should not double.

At a tax rate of T per cent tb 8 per éent on the recamménded retail
tax baseifhich would yield approximately the>same amount of révenue as thé.
present rate of 11 per cent at the manufacturer's level, ;Q/ we believe that,
with a thorough audit programme; the cost of collection would increase from

the present 0.k per cent of tax revenue to approximately 0.7 per cent. On
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the other hand, under a composite federal-provincial retail tax where the
maximum rate would at present be 1l per cent,collection costs, as a per-
centage of tax revenues, would be approximately the same as for the manu-
facturer's tax. At combined rates higher than 14 per cent, we are uncertain
about both the extent to which evasion would increase and the cost of com-

bating it.

~

We have been unable to reach any positive conclusion‘about the problem
of evasion with a rate of nearly 14 per cent, for general retail sales taxes
at rates as high as this have not been imposed in Canada or in other countries.
We doubt that, at a rate of about 14 per cent,retail tax collection must
become less effective 12/. Given an efficient enforcement policy, adequate
and competent auditing, appropriate penalties, the requirement of security
bonds where neéessary, and the general administrative capability of the great
majority of Canadian retailers, it appears reasonable to anticipate that, at
least after the initial short-run adjustment period, retail taxes of 1k per
cent could be administered with a high degree of effectiveness without

inordinate cost.
Tax Computation

Notwithstanding the exclusion of the provinces from the field of

"indirect"” taxation by virtue of the British North America Act, provincial

sales taxes have been upheld as constitutional when the taxes are levied
"directly” upon the consumer, but the retailer is designated as the official
collection agent. One consequence of this has been the requirement, thouph
it is unofficially waived for some firms in a few provinces, that firms
remit the precise amount of their tax collections. This has meant that

some retailers have been required to keep more detailed accounting records
than otherwise would have been necessary and this has imposed extra costs

on them.

On the other hand, constitutional provisions do not preclude the choice

of the most advantagrous form of retail tax by the federal government. Our
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investigations suggest that simplicity would be achieved by permitting
vendors to apply the tax rate to their total sales of taxable goods, in-
cluding sales that were below the minimum taxable amount. This would mean
that some vendors accounting for tax on total taxable sales might collect
on their individual sales more or less than the total they were required to
pay to the tax collection authoritles. We think this small difference
should be ignored. However, vendors who make numerous sales in amounts
below the minimum taxable sale would be out of pocket if they remitted on
an aggregate basis. They should be permitted to account for tax on an

individual sales collection. basis 20/.

The constitutional implications of such a method of tax computation for

& combined federal-provincial retail tax are discussed in Chapter 38.
Vendors' Allowances

It has been thc practice of the provinces in administefing their sales
taxes at fhe retail level to permit licensed vendors to deduct various.
specified proportions from their periodic sales tax remittances as "com-
pensation” for acting as the agent of the govérnment in collecting and
remitting sales taxes. The federal government, on the other hacd, has

never adopted this practice.

Whatever justification may once have existed for encouraging the co-
operation of retailers, little remains now. Retailers and other former
opponenﬁs of the retail sales tax havc 1ong since made thcir peace with it;
moreover, the allowances prov1ded have, generally speaklng, never borne any
clear relation to vendors' costs of collecting, accountlng for, and remltting
the taxes. They certainly do not do so now. Yet the revehue losses to the
various provinccs'involved are cohsidercble. Prcfessor Due cas shown that
in each province the allowance is much gceafer, cxpressed és a percentage of

revenues, than all other government costs of collection g;/.

These considerations suggest that introducing this practice under a

federal retail sales tax would not be justified.
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RETATL LEVEL:
TRANSITIONAL IMPLICATIONS
We have given some consideration to the transitional problems that
might be expected to arise if the base of the federal sales tax were moved
from the manufacturing to the retail level. Three problems received parti-
cular attention: losses to firms holding tax-paid inventories, effects on

the flow of revenue, and higher tax-included retail prices.
Tax-Paid Inventories

Under the manufacturer's tax, there are tax-paid retail inventories,
wholesale inventories, and the "unlicensed wholesaie branch" inventories of
those manufacturers who operate under this method. There are also inventories
of imported mapufactured goods that have been subjected to federal sales tax.
It is evident that, without some specific relief,. moving the tax base to the
retail level would mean that a great many firms would suffer material
financial ;osses on the inventories that they hold, unless consumers of
goods on hand bore the tax already paid as well as the new federal sales tax
to 5e imposed. Tﬁis would asppear to be an impossible imposition on consumers,
and we believe that every effort shoﬁld be_made to ensure that hol@ers of
tax-paid inventories do not suffer financial hardship because of a change in
the sales tax base. Unfortunately it is far easier to state this principle

than to design a method of relief.

A basic problem arises because of the difficulty that most Canadian
vendors, particulerly retailers, would encounter in computing the tax con-
tent of the value of their inventories. Goods manufactured in Canada are
distributed through various distribution channe;sf and the cufrent federal
manufacturer’'s sales tax is characterized by a maze of ad hoc, non-statutory
regulations and discounts, all designed to achieve a measure of tax equaliza-
tion. Further complications arise from the taxation of imported goods on a
special base of "fair market value” for duty, plus duty. These problems

are further compounded by the fact that, under certain conditions, some
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‘elements of intermediate selling prices, for example, transportation charges,
are not subject to sales tax. Consequently, the holders of tax-paid in-
~ventories composed of heterogeneocus goods would be compelled to deal with

& host of effective tax rates that often vary substantially.

In addition, problems would arise from the wide variation in the ways
in which the amount of sgles tax may be reflected on the sales invoices of
licensed vendors, and from the invoicing practices of subsequent vendors.
The techniques of licensed vendors range from showing on invoices the tax-
able sale price, the rate of tax applicabie , and the amount of tax, to
showing only the tax-included, that is , tax-paid, price, with no indication
as to the amount of tax, its effective rate, or its basis of computation.
Moreover, there would be the problem of how to deal with those goods
included in retail inventories that were purchased from unlicensed whole-
salers whb, vhen billing the retailer, made no reference whatever to the

sales tax charged them by the manufacturer, or the basis on which it was

computed.

We considered alternative means that might be adopted by vendors to
determine the ta.xréontent of their inventories that would be acceptable
both to themselves and to the taxation authorities; or, alternatively, that
would enable vendors to carry minimum inventories on the date of the change
of base without unduly disrupting the efficient flow of merchandise from
rroducers to consumers. We found no single technique , formula or device,
or combination thereof, that could be prescribed as being generally reliable
and efficacious under current Canadian conditions. This should not, however,
be taken to mean that we regard the problem as insoluble. While we found
no definitive solution, we did find specific methods that could be applied
in certain types of situations and circumstances. These methods include:
the use of stock turn~over rates as a basis of inventory inference; the use
of a tax "holiday", representative of inventory turn-over periods in major

retail trade categories; and the mutual collaboration of licensed vendors,
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their immediate customers, and the tax authorities, whereby tax-paid
inventories were confined to very low levels during the brief transitional
interval. Nevertheless, it must be recognized that all these measures would,

at best, fall short of perfection.

We .think it more important to emphasize the need for flexibility on the
part of the taxation authorities than to dwell further on the means they
might employ to that end. We are satisfied that the government'’'s legitimate
rights to preserve revenues could be reconciled with the equally valid rights
of tax-paid inventory holders to be spared financial injury as the result of
changes in tax policy. There already exists an elaborate federal sales tax
mechanism for determining industry discounts and the like, that should be
adaptable to part of this complex but non-recurring task. On balance, then,
we have concluded that the hurdle of tax-paid inventories, though inveolving
short-term difficulties and only amenable to rough justice in many cases,
would not be insurmountable.

Effects on the
Flow of Revenue

Moving the sales tax to the retail level would inevitably reduce
federal tax revenues during the transitional period if, as we have suggested,
substantial double taxation were to be avoided. The effect would be com-
parable to extending an existing pipeline; there is a waiting period before
there is a resumption of the flow from the end of the new line. This revenue
postponement effect must occur whatever the method used to deal with the
problem. It is difficult to estimate with precision the amount of the
manufacturer's sales tax at an 11 per cent rate that would be included in
tax-paild inventories at the time of transition; but we believe that approxi-
mately $175 million would be involved, or the equivalent of less than one
and & half months of federal sales tax revenues g_/. This revenue post-
ponement may be considered a substantial price for the federal government to

pay for moving the sales tax to the retail level; but it would be justifigble
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in terms of the overall long-run gains in administrative ease and neutrality

to which we refer in this chapter.
Price Effects

The Retail Council of Canada suggested to us that competition in the
Canadian economy is not sufficient to ensure that, in the event of.a change
of base, there would be an immediate and corresponding reduction in.prices 22/.
While we recognize that the Cansdian economy is subject to a variety of
factors that often tend to restrict competition, we consider that, except
in the short run, this undesirable result is unlikely to occur. We are
assuming that a federal retail sales tax would be levied at a rate to pro-
duce about the same total revenue as that now ylelded by the manufacturer's
tax. @he full blaze of national publicity that would accompany the change
of the sales tax base should exert a restraining influence on those manu-
facturers who have the market power to raise prices and who would be tempted

to capitalize on the transition.

However, the cambination of necessary price increases on certain goods,
and the uncertainty of retallers as to the precise amount of tax that had
been concealed in their purchase prices under the manufacturer's tax, could
encourage some manufacturers and merchants to increase their prices. It is
also possible that the prices of certain types of goods, notably goods that
have traditionally carried a specific retail price, and those that are
commonly subject to “suggested retail prices", might be rigid enough to
continue beyond the transitional interval, thereby imposing higher costs
on consumers. It seems reasonable to-expect, however, that canﬁetition
would force the appropriate price adjustments within a relatively -short
period of time. Nevertheless, we feel that a concerted public information
programme, to inform individuale and firms as to the substance and mechanics
of the change of base, would be necessary'to increase the compétitive

pressures.
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VAIUE-ADDED TAXES

The adoption of a value-added form of taxation by France and two other
taxing authorities during the past twelve years, and its contemplated adop-
tion by a number of Western European counfries , have focused widespread
attention on this form of taxation gy . However, proposals for its adoption

date back as far as 1917. The method is no novelty.

The purpose of & value-added tax is to tax each entrepreneur on the
value he adds in the manufacturing or distribution process. It may be
described in simple terms as a turn-over tax from which the "cascading" or
cumilative tax element is removed by taxing each successive transaction
only in respect of that element of the sale value not previously taxed.
The value added by the entreprenenr is equivalent to his payments of wages,
salaries, rent and interest plus his profit, or to the sale price of his
output less the cost of materials and other articles purchased by him for

use in production or for distribution.

The tax collected by the value-added method, assuming the same rate,
would amount to the same as that collected under a single-stage retail tax.
Under the former method, tax is collected each time goods are traded at a
rate applied to the amount of value added; under the latter, tax is collected
only once, at the same rate applied to the total valus. In general, there-

fore, the time of collection differs but the tax revenue is the same gﬂ .
Income and Consumption Variante

If producer goods were to be relieved of the sales tax burden it would
be possible to treat the purchase of such goods in two ways under a value-

added tax.

Under the "income variant"”, the tax would be payable either on wages,
salaries, interest and profits (net of deprecia.tion), or on sales receipts

less purchases (except capital equipment) and depreciation.
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Under the "consumption variant", the tax would be payasble either on
wages, salaries, interest and profits (before depreciation), minus purchases
of capital equipment, or on sales receipts, less purchases (1nc1uding capital

equipment). ‘ -

The consumption ﬁrimt, applied throughout the production and distri-
bution process, would therefore be equivalent to a retail sales tax on
consumers' expenditures; the difference between the two variants being
represented by net capital formation. Under a deduction method of value-
added tax computation, for which we expréss our prefereﬁce lafer in this
section, immediate deduction of capital equipment under the consu.mpﬁon

variant would appear to be easier to administer than the income variant.
Forms of Value-Added Taxation

We turn now to the two basic ways of applying a value-added tax, dealing

first with the addition method and then the deduction method.

Because the value added by a firm equals the sum total of its factor
costs, the tax base could be computed by adding all the firm's factor pay-
ments: wages, salaries, rent, interest and profit. While it is true that
under this method the taxpayer could use most of the data already shown on
his income tax return, it is equally true that these data, because they are
governed by income tax regulations, would not always be suited to an accurate
caléulation of the value added by his enterprise. Exemptions, including
exemptions on exports, and differentiated tax rates would render the addition
method almost impossible because of the difficulties of accurately appor-
tioning the firm's factor payments. Furthermore, the addition method would
seem to make tax payments on an annual basis almost imperative, because month-
ly profit and loss statements would not be generally available for such a
pﬁrpose. This would give rige to difficulties in setting prices and to
uneven shifting of the tax. Because of the difficulties of administration,
wve consider that this addition method is clearly inferior to the deduction
method 26/.
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Under the deduction method, also called the subtraction or the direct
method, inter-firm outlays would be deducted from gross sales in order to
arrive at the value added by the firm. The deduction could be limited to
a "physical" basis, or extended to include a "financial" basis. Under the
"physical® basis, deduction would be confined to purchases. of items entering
physically into a taxable product or consumed in its manufacture; the
"financial" basis would extend the deduction to include dverhead costs and
capital equipment (or deprecia.tion) costs, and thereby would eliminate a

significant cumlative taxation element.

To eliminate or reduce the cumulative tax element by the deduction
method, there are two ways of computing tax liability: the "base-from-base"

and "tax-from-tax" methods.

BAse-from-Base. Under this system, the tax rate would be applied to the
difference between the total sales of a firm and its deductible purchases.
This would mean that thé value-added tax would not be separately itemized

on sales invoices. In setting their prices, businessmen would have to
estimate in advance the amourtt of tax that would accurately reflect their
value added, and for many firms this would generate an element of uncertainty.
Conceptually, the method is simple and accurate, as long as the tax rates on

the inputs of the firm were uniform and so long as there were no exemptions.

Tax-from-Tax. Under this system the tax rate would be applied to the value
of each sale, and from the total tax so collected on a firm's sales & rebate
would be allowed of the total tax paid on the deductible purchases of the

firm.

In contrast with the base-from-base system, the tax must be clearly
shown on the invoice, which would permit the accurate shifting of the tax
and would avoid the uncertainties associated with predicting the tax factor

in advance under the base-from-base method. Furthermore, the tax-ﬁ'qm-ta.x

system could fully "recapture" tax where exemptions and different rates were
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a feature of the tax base; exporters would not be faced with complications
in determining the amount of tax rebate required to obtain full relief. It
should be pointed out, however, that although exempt goods, and exempt
services, need not create serious obstacles under the tax-from-tax method,
exempt entrepreneurs do. Interposing an exempt entrepreneur within the
taxable chain of distribution would effectively prevent the next succeeding
entrepreneur from taking deduction of the tax which had accumulated on
successive transactions up to the point of sale to the exempt entreprgneur.
Accordingly, if, for example, large numbers of small entrepreneurs should
become taxable persons because of the scope of the tax and the trade level
at which the tax was levied, the tax legislators would face tﬁe predicament
of either licensing them, and thereby imposing the detailed récord-keeping
requirements of the tax-from-tax method, or of regarding-them as non~-taxable
persons, and thereby erecting barriers in the tax deduction chain. In
practice, we believe that this problem of exempt entrepreneurs, if confined
to small entrepreneﬁrs, would be of less significance under a tax-from-tax -
method than would be the problem of exemptions and differentiated rates

under the base-from-base method.

It would appear that under both the tax-from-tax and base-from-base
methods, in comparison with single-stage taxes on sales, taxpayers would
have a stronger incentive to keep accurate records of both purchases and
sales, Over and above this -advantage, under the tax-from-tax method, a
businessman would be anxious to ensure that his predecessor in the chain
of production and distribution showed on his invoice the exact amount of tax
paid, so that he could in turn deduct it from the tax liability on his sales.
The above features are frequently stressed as the superior self-enforcement
features of a value-added teax. Furthermore, under both.deduction methods,
the scope for evasion of tax on sales would be limited to the tax on the
value added by a firm; under a single-stage tax the scope for evasion would

extend to the tax on total turn-over.
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In comparing the two deduction methods, the tax-from-tax method for
the computation of the taxpayer's liability would in our opinion be superior
to the base-from-base method. The latter does not appear to be practicable,
except under the circumstances of uniform tax rates and an almost complete
absence of exemptions.
Value-Added and Single-Stage
Taxes: A Comparison

Because we reject the turn-over form of tax collection later in this
chapter, it is appropriate that we should compare the value-added form with

the single-stage form of tax collection at each of the tax levels.

In taxing consumption both the value-added and the single-stage forms
of tax collection would achieve a similar result; they would yield tax in
aﬁ amount derived from the taxable value and the rate of the tax applied to
it. The value-added form would yield this revenue in the form of "fractional
payments" at each transaction stage, which would add up to the same amount

as the "one-shot™ yield under a single-stage tax.

Administrative Aspects. The elimination of the cumulative or "cascading”
element in a transactions tax would be achieved under a value-added form
because a taxpayer would deduct his purchases (or the tax thereon) from his
sales (or the tax thereon). It would be necessary for each taxpayér to keep
full records in respect of both purchases and .saleé in order to substantlate
the deductions; and, in some cases, where a substantial proportion of exempt
sales were made, for example, by exporters, the tax administration would

have to process tax refund claims.

The accumulation .of tax would be avoided under a azingle-stage tax by &
technique generally described as "suspension". A manufacturer would be
licensed to purchase his rav materials, parts, etc., exempt from tax, that
is ,.1n auspens;.on and the cost of these materials in turn would enter into

the selling price of his goods. Under a wholesale tax, these goods would
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then be sold tax free (in suspension) to a licensed wholesaler, who would
account for tax on his sale price. This would mean that considerably fewer
taxable transactions would be recorded by businesses than under a value-
added tax, and, in the case of exports, no tax payments (or refunds) may be
recorded at all. The tax administrators would then verify whether purchases
made in suspension were legitimate over large areas of the purchasing field,
for example, purchases of rav materials and partly manufactured goods. This

would be a relatively simple task.

Where a government intends that there should be residual "double tax"
elements in the tax structure, as, for example, is currently the case with
production machinery in Canada, then under a value-added tax the adminis-
trators must check that no deductions have been taken on such purchases, and
under single~stage suspension that no exemptions have been claimed upon
purchase. The valué-added procedure would, in our opinion, place a heavier
record-keeping burden on the taxpayer, and a heavier administrative burden

on the tax collector.

Exports. The value-added form would have no intrinsic advantages over the
single-stage form in offering iqcentives or eliminating disincentives to
exports. Under a single-stage tax, most exports would be made in suspension,
the remainder being allowed a tax refund; any residual tax elements buried
in the export price, for example, if producer goods were taxed, would be
there because the law did not provide for their exemption. Under a value-
added tax, with no change in the scope of the tax base, a similar exemption
for exportg could be achieved by deduction, and the same residual tax
elements would remain in the export price. The single-stage form would
involve less administrative inconvenience for refund claims than would

occur under the value-added tax _I/.

Effectiveness. We referred earlier to the enforcement features of the
value-added tax, and we believe that this form of tax would offer, at the

cost of more onerous record keeping, an effective control over tax revenues.
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Hdwever, evasion would not be a serious problem in Canada under a manu-
facturer's sales tax or under a wholesale tax because of the relatively
small number of taxpayers involved and the quality of the records they keep.
The additional administrative and business costs necessitated by the frac-
tional tax payments technique would seem to outweigh the enforcementi

advantages of the method under these two levels.

However, we observed earlier that a retail tax at rates in excess of
1k per cent might result in a significaﬁt evasion problem. Should this
occur, the case for a value-added form of collection would be strengthened.
Any consideration of its adoption must tt.ake into account the large number of
taxpayers involved, the increased cost and complexity of a_dminis‘l;ration, and
the more onerous record-keeping burdens placed on taxpayers, particularly on
retailers. We think that it would be unrealistic to consider instituting a
value-added tax, rather than a federal retail tax, at a rate of T per cent
to 8 per cent which would be equivalent to the present manufacturer's sales
tax rate of 11 per cent, for in our opinion such a rate would not be high
enough to encourage significant evasion of a retail tax. However, it must
be a_ssumed that the provinces would confiﬁue to levy their retail sales
taxes. Pederal and provincial combined rates that totalled 14 per cent or
more, and significant evasion at such rates, would constitute in our oﬁinion
the only circumstances in which a value-added form of collection could be

Justified for Cansada.

It such evasion occurred, a federal value-added tax should be considered
up to, and including, the retail level. This would collect the federal tax
and at the same time safeguard the provinces' rights to their retail taxes
on a single-stage “destination” basis, It would provide the enforcement
mechanism of the federal value-added tax to the advantage of both levels of

government. .

Bcope or Coverage. Exemptions or rate differentials introduce administrative

difficulties into any tax structure, and the value-added tax is no exception
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to this rule. Indeed, a single-stage levy would be better suited to provide
for the -exemptions or rate differentials usually considered desirable on
social grounds. The main appeal of the value-added form of taxation lies in

its extremely broad base.

A value-added tax on services would form an appropriate component of a
value-added tax on goods, but would unnecessarily complicate tax adminis-
tration if it were instituted in conjunction with a single-stage tax on
goods. Therefore, the adoption of a value-added tax on services would be
dependent on its adoption in the taxation of goods. In Chapter 29 we reach
the conclusion that the taxation of ‘services would best be accamplished in

" conjunction with a tax on goods at the retail level.
CUMULATIVE TURN-OVER TAX

Like the value-added and single-stage taxes, a cumulative or “cascade™
turn-over tax is a form of collection that may be used to tax transactions
up to am,' of the basic trade levels. In contrast with the pure form of
single-stage sa.les tax at, for example, the retail 1evel which applies to
camnodities , and scmetimes to aervicee s only once in the production and
distribution process, the pure fom of cumxlative turn-over tax applies at
the fuu rate to every tra.naaction through which goods Pass on their path

from the earl:lest atage of prodnction through to the final conaumer.

The German cumulative turn-over tax, forms of which were introduced by
a number of Buropean governments at the end of World War I, was the proto-
type of this" kind of tax. In Cenada, & modified form of cumulative -turn-
over tax was introduced in 1920 but, after many complaints about its dis-
criminatory effects it was vithdrawn in 1923, and no serious consideration
seems to have been given since that time to reintroducing such a tax. At
present turn-over taxes are 1n use in Germany, Austria, Italy, Luxembourg
and The Netherlands. A non-cumulative form of turn-over tax, that is, the

value-added form, 18 in orperation in France and Finla.nd and a bill proposing
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its introduction is at present before the German Parliament. Because the
effect of a value-added tax is similar to that of a single-stage tax, and
has been considered earlier in this chapter, we examine here only the cumu-

lative form of turn-over tax.

A turn-over tax has several merits. Because it may apply to all trans-
ﬁctions at every stage of production and distribution, the extremely broad
base would permit very considerable revenues to be raised at a low rate of
tax. In contrast with a single-stage tax in which the technique of "sus-
pension" was used to eliminate the multiple application of:the sales tax as
goods move through the production and distribution process, a turn-over tax
could avoid the administrative and compliance difficulties arising from the
need to separate taxasble from non-taxable transactions. In practice, how-
ever, the modifications usually introducedlinto turn-over taxes for the
purpose of reducing the inherent inequities result in considerable adminis-

trative complications.

In our view,.the defects of a turn-over tax outweigh its merits. It
produces a variable tax element in final consumer prices. Because the tax
"ecascades" on each successive transaction as goods move through the pro-
duction and distribution process, the proportion of tax in the final price
to the consumer may vary widely from product to product. A commodity
produced, and perhaps distributed, within an'integrated firm may bear
considerasbly less tax than a competing product that has passed through a
considerable number of transactions on its way through the various production
and distribution stages to the consumer. The resulting competitive inequities

are self-evident.

Under a turn-over tax on all transactions, firms have a powerful in-
centive to eliminate as many independent transactions as possible. While
vertical integration may not be economically harmful, indeed it may in some
instances lead to increased efficiency, the encouragement of integration by
the turn-over tax is improper. Certain;y the tax would have the effect of

discouraging specialization.
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Furthermore, there would be difficulties in applying exemption to
exports and in taxing imports, where products pass through a number of
transactions before being exported, the tax would become buried in the price,
and the refund to the exporter could not be made with precision. Any refund
formula could be, at best, only an average of the tax in numerous trans-
actions. Such an average would therefore be subject to the complaints of
those exporters who believed that, in their case, the refund was inadequate;
on the oﬁhe} hand, those exports which would benefit from the average might
draw complaints of export subsidization. Similarly, it would be impossible
to allocate precisely to imports a tax rate comparable with the tax borne
by competitive, domestically produced goods because the latfer would bear

varying amounts of tax. ) .

The significance of the above defects mounts as the rate of tax increases.
We reject a cumulative turn-over tax as being an unsuitable form of sales

taxation for Canada.
CONCLUSIONS AND RECOMMENDATIONS

1. The federal government should impose a single-stage sales tax at the

retail level in place of the manufacturer's sales tax.

2. The federal government should ensure that & variety of generous transi-
tional provisions were made available in order to ensure that no firm
suffered financial hardship through inadequate adjustments for the

tax-paid inventories that it carried.

3. No compensetion should be made to retailers for collecting the sales

tax.

k. Only if the problem of administrative control of a single-sfage retail

tax became too great should & value-added tax be adopted.
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facturer's tax.

'We understand that many unlicensed wholesalers currently .use the

reconstructed trading a.cc-ount. method, and should therefore be able

to determine the tax on their inventory without excessive complexity.

The "unlicensed wholesale branch" method is one whereby sales tax is
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own warehouse. The procedure is established in Department of National
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It should be noted that tax-paid inventories in centrai warehouses of
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of the minimum taxable sale. For example, if, in the calculation of
the tax, fractions of tax of one-half cent or more are regarded as one
cent, then at a retail tax rate of 10 per cent, all sales of five cents
value or more would bear tax; At a 13 per cent rate, all sales of four

cents value or more would bear tax.

J. F. Due, Provincial Sales Taxes, op. cit.

In making our estimate, we took into account an average retail inventory
turn-over (foodstuffs excluded) of approximately two months. We also
compensated for the substantial proportion of goods which bypass the
retail trade, either because of the nature ofvthe purchaser, for
example, governments and other large institutions, or because of the
nature of the goods, for example, machinery and apparatus and con=-
struction materials. Accordingly, our revenue estimate is considerably
lower than the approximately $300 million estimate of the Retail Council

of Canads in its submission to the Commission.

This is a separate issue from the price increases (and decreases)
which would arise from changing from a variable tax to final selliﬁg
price ratio under the manufacturer's tax to a constant tax to final
selling frice ratio under a retail tax. Under the current manu-
facturer's sales tax, the tax as a percentage of the final price to
consumer varies. Accordingly, with a retail tax, in which the amount
of tax was a constant percentage of price to the consumer, those
products which previously had a "favourable" value for tax at the
manmufacturer's level should become more costly to the consumer, and
those products which had an "unfavourable" value for tax should

become less costly.

The State of Michigan introduced the value-added form of taxation in
1953 and France in 1954, In January 1964, a form of value-added tax

was introduced in Finland. In 1949, the Shoup Mission proposed the



5T

value-added levy as the principal source of revenue for the Japanese
prefectures; although the Local Tax Bill introducing the tax was en-
acted into law in 1950, the measure was never put into effect and it

was finally repealed in 195h4.

This statement is an over-simplification to the following extent. The
additional costs of having tax-paid inventories and tax-paid equipment
under a value-added tax must, to varying extents, depending on the form
of value-added tax, affect the price structure of firms, and, in turn,

the tax payable on these prices.

It may be noted that the current French and Michigan taxes, as well
as the proposed German tax, are of the deduction method; only under
the proposed Japanese tax was the taxpayer to be given the option of

adopting either method.

It is interesting to note in this regard that under the French value-

- added tax, exporters are permitted to adopt the mechanics of the

single-stage tax, namely, they may purchase goods for export under

"suspension”.

“



CHAPTER 29
THE SCOPE OF SALES TAXES

In the previéus chapter we concluded'that the retail level would be the
most satisfactory point at which the federal government could collect sales
tax. In this chapter we discuss the goods and services that should form
the tax base at the retail level. Comments on the.scope of taxes at the

manufacturing and wholesale levels appear in the appendices to this Volume,
CONSUMER GOODS

On grounds of neutrality and administrative feasibility all consumer
goods should be taxed. Exemptions meke the administration of e tax more
difficult and more costly because of the added record keeping necessary to
segregate taxable from tax-exempt sales. They also mske enforcement more
difficdlt. Exemptions discriminate among consumers with different prefer-
ences for taxable and exempt goods. This discrimination is more intense
the wider the range of exemptions end the higher the rate of tax required
to maintain the same revenue. Closely related to this is the distortion in
the demand for goods and services caused by exemptions. Generally speaking,
tax~induced changes in relative prices alter the allocation of resources
among various possible uses, Unless these changes compensate for market
imperfections the preéumption is that the allocation of resources is dis-

torted and Canadians are thereby less well off.

However,.a general sales tax on goods without exemptions would be &
regressive tax because the proportion of income spent decfeases as the level
of income rises. But services form & larger proportion of the total expen-
diture of upper income groups than of the lower income groups, and their
_ taxation would tend to counter the regressiveness of the tax on goods. The
inclusion of services in the tax base would support the two methods of
countering the regressiveness of a general sales tax we have already touched

on briefly, that is;'the exemption of selected classes of expenditure

59



60

necessarily incurred regardless of the income of the taxpayer, or the grant-
ing of refunds to consumers for part of sales tax peid on these goods or

credits for these taxes against personal income tax liabilities.
The Use of Exemptions

If virtually all consumér goods, including food and commodities entering
into the cost of shelter, such as building materials, fuel and electricity,
were taxed, the sales £ax would be regressive. If food alone were exempt,
the regressiveness of sales taxes would be virtually eliminated. This is
because food is generally the largest item in the budget of low income’
families, and the proportion of its cost to total expenditure falls as
income rises. If, in addition, shelter were exempt, the taxable expenditure
pattern would be moderately progressive over a substantial part of the in-
come range. Under each of the three alternatives mentioned above, but to a
diminishing extent, the taxable expenditure curve would be regressive in the
over $7,000 income range (see Appendix A to this Volume). It is acknowledged
that a general sales tax would be incapable of eliminating regressiveness at
high income levels. This limitation, however, must be viewed in the perspec~

tive of the tax system as a whole.

Food. Consumption statistics reveal that expenditures on food are regressive
because they represent a substantial proportion of the total expenditures of
the lower income groups. If food were exempt from tex the most regressive
element in a general sales tax would be eliminated. It is clear that the
need for sales tax exemption of food is strong and that the need increases
with family size, Moreover, a tax on food would create administrative dif-
ficulties where farmers sell produce directly to consumers (a difficulty

that would be even more serious under taxes at the manufacturing or wholesale

level).

We believe that, to avoild regressiveness, there should be no sales tax

on food., Furthermore, we consider that, to avoid discrimination between food
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products and for ease of administration, the exemptions contained in

Schedule III to the Excise Tax Act should be extended to the remaining

taxable food products, including margarine, confectionery products and soft
drinks (but not 1ncluding alcoholic beveréges) ;/. Our research staff has A
estimated that the current annual revenue loss arisiﬁg from this widening

of the food éxemption would be approiimately $33 million, as compared with
the approximate annual revenue forgone under the present foodstuffs exemption
of $400 million at a rate of 11 per céht. Restaurant megls above a stafed

mininum value should, however, be taxed.

Shelter. As with food, expenditures on shelter, that is, housing, fuel and
electricity, are regressively distributed, and constitute an important ele-
ment in consumer expenditures, particularly for those with low incomes, If
these expenditures, as well as food, were exempt from tax, the regressiveness
of the general sales tax would be more than eliminated. Accordingly, the

argument for removing sales tax from such expenditures is strong.

We discuss later in this chapter the taxation of expenditures on con-
struction. We conclude that the exemption of building mhterials, both for
residential and non-residential use, would be the ultimate solution. After
detalled consideration of many alternative schemes we have reached the
conclusion that, if all building materials for all uses .cannot be exempt,
then all building materials for all purposes should be taxed. There is no.
administratively feasible middle ground. We also conclude later in this
chapter that completed residential buildings should not be taxed, and that
the question of taxability or exemption should be considered in relation to

materials only.

In contrast with past administfative experience with the building
materials exemption, current exemptions for fuel (1nclud1ng natural gas)
and electricity are administeréd with 11tt1e‘difficulty. The estimated
revenue forgone on curfent personal ana commercial consumption at 11 pef

cent is approximately $100 million per annum. We recommend that fuel And
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electricity should be exempt as long as exemptions rather than credits are

used to counter regressiveness under a general sales tax.

Clothing. Expenditures on clothing are not regressively distributed and,
accordingly, exemption is not Justifiable on that ground. It is sometimes
argued that an exemption for clothing is justifiable on the grounds that it
%? a "necessity". We reject this argument for two major reasons. First,
while some items of clothing are undoubtedly necessities, many are not. Any
attempt to distinguish between them is almost impossible because the inter-
pretation of the word "necessity” is a subjective one; a purchase of one
dress may be a "necessity”, but a purchase of five or ten may not. Second,
the purchase of some items of clothing may be less of a necessity than the
purchase of a stove or an automobile, Even if it were a practical possi-
bility to define the term "necessity" as applied to clothing, such a defini-
tion would result in new inequities as against other products which merit
exemption on comparable grounds. Alternatively, to exempt all classes of
goods which may sometimes be necessities would destroy the general sales tax

as an important revenue source.

We were unable to determine whether the expenditures for children's
clothing differ, in any significant manner, from expenditures on clothing
in general. However, in view of the definitional complications that would
arise with an exemption for such goods and, of the far simpler alternative

offered by family allowances, we do not recommend exemption.
Refundable Credits Versus Exemptions

An alternative to the use of exemptions would be compensatory payments
or allowences outside the sales tax structure. We have considered whether
such measures could be used to counter thé regressiveness of a general sales
tax with greatgr precision and administrative simplicity than would the use
of exemptions, It is of interest that three states of the United States,

Indiana, Colorado and Hawaii, now grant such credits.
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Under this compensatory method there would be no sales tax exemptions
for "necessities". Tax, as a general rule, would be paid on all sales of
consumption goods, but part of the tax would be refunded to consumers

through any one of & number of schemes.

We considered the use of stamps or coupons which would either be issued
by retallers to consumers in proportion to theif'purchases and would be
redeemable up to a certain sum annually, or would be issued directly to
consumers by the federal government, We rejJected both schemes on adminis-
trative gréunds. ~We also considered a third alternative, the payment by
the federal government of allowances to single persons above a certain age,
and to heads of families, to help them meet their sales tax liabilities of
a given period. Such a system would operate in much the same way as the
present family allowance programme and would be an improvement over the
stamp or coupoh system, However, for this Commission to recommend such a

scheme would take us into areas we have not considered in detail.

There is a fourth alternative that 1; worthy of qonsideration. This
would be to use the existing pe;sonal ;ppome tax machine;y éolﬁllég indivi-
duals and families a credit for sales tax up to a certain specified émount,
with‘a refund of sales tax paid if the credit exceeded the income tax lia-
bility. Such an approach would mean that everyone who wished to claim a
credit or réfund would have to file an income tax rétﬁrn. ‘By - granting the

vfirst.credit or refund in advance of the elimination of the sales tax exemp-

tions the timing problem could be met.

Abolishing the exemption of "necessit;és" would substantial;y £rqaﬁen
the tax base and'wouldvincrease sales ygx re;enues. This‘would be largely
offset by the proposed income tax credits which could be set at gmounts
about eqﬁal to the additional revenue frbm the taxation of ‘necessities., .It
is possible that the revenue should ga;n under such treatment because the
credits should not exceed the necessary port;on of exﬁenditures on food,

. Whereas to a cpnsiderable:extent family purchases of fopd far exceed tﬁe

most generous definition of necessary.
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The basic problems with this schemé would be administrative. The re-
fundable credits would require that every individual and every family in
the country submit an income tax return. The Canada Pension Plan adminis-
tration moves Canada closer to this result, but we think it premature to
recommend a credit refund system until the number of‘ individuals and families

not submitting income tax returns is less than 1s now the case.
Expenditures Caused by Ill Health

The desire to counter the regressiveness of a sales tax 1s not the only
justification for the exemption of some consumer goods. It is sometimes
argued that a sales tax shguld not tax the personal misfortunes of consumers.
While some outlays on drugs and medicaments have to be made by most consumers,
these normally account for a relatively modest portion of expenditures. How-
e\-rer, there are e few people who are compelled, by circumstances over which
they have no control, to spend very considerable amounts on these products.
Without the exemption of drugs, these consumers would have to ﬁear a dispro-
portionate share of the general sales tax burden because of their state of

health, irrespective of thelr financial circumstances.

Objections may be raised against the exemption of drugs and medicaments
from sales tax on the ground that a general exemption could extend into the
area of cosmetics and "fringe" pharmaceuticals, and we do not believe that
these goods should be made exempt from sales tax, .Ve therefore recommend an
exemption only for goods sold under prescription. Drugs and medicaments
sold without prescriptions should not be exempt. Appliances and devices
for the use of the handicapped merit exemption on similar equity grounds.

We believe that this exemption should, therefore, be retained.
Expenditures for Pr_inted Materials

.Taxation:of newspapers and magazines presents administrative problems
because of the practical difficulties of taxing the very substantial ‘quan-

tities of these goods purchased by direct subscription from foreign sources.
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Because the- tax could only be fully enforced at high cost, we believe that
exemption would be the best alternative., The exemption for newspapers '
should be restricted to those regular publications that offer both news:
coverage and editorial content, and in which advertising was clearly a
supporting rather than a prime feature. This would serve to eliminate from
exemption the single purpose advertising sheets and pubiicity bulletins
that currently pretend, often with success, to the status of newspapers for

sales tax purposes.

The taxation of books runs into similar administrative obstacles, and

-accordingly we recommend that they should be exempt.

The aeldom used power of ministerial discretion as 1t relates to the
exemptions for printed materials should be removed, differences between tax-
payers and tax officials in this area could and should be settled by the

Judiciary rather than by the taxing authorities.

‘A number of administrative difficulties and anomalies'qhich arise under
the present manufacturer's sales tax are described in Appendix B to this

Volume.
~ SERVICES
A number of participants before this Commission recommended the taxation
of services because ‘it would be productive of revenue and because the ex-

pansion of the tax base to include services would achieve greater economic

neutrality.

Although federal and provincial sales taxes are applied to a wide range
of goods, the taxation of éervices,'which'represent a large and expanding
proportion of total consumption, has been largely neglected in Cansda. It
" has been confined, at both levels of government, to a very limited number of

specific- consumer services.
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Appendix C to this Volume indicates that personal expenditures on ser-
vices amounted to nearly $10 billion in 1962, The potential tax base is
substantial, even if, because of economic, social and political considera-
tions, such items as purchased transportation, medical care and death
expenses, educetion, rent for shelter both imputed and direct, and a number

of the miscellaneous services listed in the Appendix were not taxed.

The rationale for taxing services 1is simple; retail sales taxation is
consumption taxation and, because consumers may buy elither goods or services,
there 1s no justification for distinguishing between the two types of expendi-
ture. In fact, to reduce the regressiveness of a sales tax there is every
reason to include services, for expenditures on services form a larger
proportion of total expenditures of the higher than of the lower income
groups. That it would be feasible to tax some services is demonstrated by
the fact that'they are successfully taxed in a number of countries. The

question is what services can be effectively and efficiently taxed.
The Taxable Unit

The taxation of services should be limited to those rendered by businesses
and institutions on a continuous basis. However, because of the relatively
large number of sole proprietors, maﬁy‘of whom operate on & small scale, it
might be necessary, for the purpose of increasing the effectiveness and effi-
clency of collection, to exempt persons whose annual turn-over was below a

stated minimum.

The ideal application of the tax on services would be to tax Canadi;n
residents on all services received, whether from other Canadian residents or
from non-residents. However, such a comprehensive tax would not be practical
because it would be impossible to collect tax from non-residents for-services
rendered to Canadian residents abroad. For example, a tax on hotel services
rendered to a Canadian sta&ing in a New York hotel could not be collected
because the supplier of the service would be outside the jJurisdiction of the

Canadian taxing authorities.
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The best that could be done, therefore, would be to tax all services used
or exploited in Canada, whether rendered by Canadians or by non-residents.
Even this modified approach would not entirely escape from the problem that
non-resident suppliers would be outside the Canadian tax jurisdiction. A
Canadian resident could, for example, engage the services of an American
architect to design his house, and receive the plans from him through the
mail; the services would then be réndered by a non-resident to-a Cenadian
resident in Canada, but tax could not be collected from ﬁhe non-resident.
This might be offset by requiring resident businesses to pay tax in respect
of such services, but this would be virtually impossible to enforce for pur-
chases of services by Canadian individuals from non-residents if the non-
resident does npt~have to physically come into Canada. The only enforceable
alternative we can see would be to exclude from sales tax those services that
could bé easil& rendered to an individual situated in Canada by a non-resident,
where the physical rresence in Canade of the non-resident was not required
and there vas litfle, if any, tangible evidence that the service had taken

place,

The above problem would not arise in the case of services purchased by

businesses because they would generally not be subject to tax.

General Versus List Approach

There are basically two approaches to the taxation of services. Under
one approach all services would be taxed and the compounding of tax would be
avoided by exempting services when rendered to businesses. Alternatively,
only a list of specific services that were predominantly consumed by indivi-
duals and families would be taxed; when used by businesses, these listed
services would be exempt, that is, subject to an end-use exeﬁption using the

suspension technique described in the: previous chapter.

Under the list approgch far fewer businesses would require licensing

than under a general approach, and there would thus be a saving in auditing
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costs to both the government and the taxpayers. From the point of view of
accounting, the list approach appeers to be immensely better; the number of
bookkeeping transactions that would be required to exempt businesses from
the taxation of services would be greatly reduced. Moreover, in many cases
it would be possible to apply the tax to gross receipts, thus making com-
pliance and enforcement simﬁler._ While the general approach would yield
greater revenues at a glven rete and would be more neutral, in our view the
advantages of the list.approach would be of greater importance in introducing
a new tax. We recommend thet it be followed with a gradual extension of the
list, as experienge is acquired, from those services predominantly . used by

consumers to those services used by consumers and businesses.

The following services could ﬁe taxed with no exemptféhé to 5usinesses
purchhsing them: laundry, dry cleaning, pressing, dyeiné, etc,.; barber and
beauty parlours; plaées of amusément aﬂd entertainnenf; rental of transient
accommodation, furniture aﬁd houséhold ﬁppliances; shée repairs, Jewéllery
repairs end engra@ingg auto repairs and malntenance; fadio; telévision and
household appliance repairs; household furniture repairs and private parking

charges.

Telephone and telegraph services might be taxed with or without exemption

when rendered to a business.

Some services, of the general type listed below, should be taxed with
an exemption when purchased by & business: storage of goods, custom fabrice-
tion of goods, and the rental (other than the above), repair (other than the
above), and installation of goods. Any extension of this 1list to include
less tangible services, and such services as the architect's. plans already
referred to, would obviously create enforcement difficulties. In accordance
with the principle we have emphasized throughout this- Report, that a good
tax is one that can be effectively administered, no attempt should be made
to carry the taxation of services beyond the point where it coulé be fully

enforced.
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It would be desirable to exempt specificallyvsomerservices from tax-so
that businesses and institutions supplying these services could purchase
both goods and services free of sales tax., Just as ‘we would not wish.to
tax the machinery and equipment used to produce an exempt -good, such as .
bread, so we would not wish to tex the X-ray equipment purchased by a radio-
logist if medical services were not to be taxed. Among the services that
might be explicitly exempt from sales tex, the following seem particularly
meritorious: medical, dental, nursing, hospltal, legal, -educational, and
undertaking services. If this approach were not taken, those businesses
providing services that were not subject to sales tex, or explicitly exempt
from tax, would”hot be exémpt from saleé féx on théir purchases of.goods and

services.
The Rate of Tax

The taxation of services on a list a?proach hasApfoved successful in the
United States with rates of about 4 per cent. Taxation of a lisf of~services
at such a rate would no doubt prove equally successful in Canada. However,
if the federal government should abolish the manufacturetr's tax on goods and
enter the retail tax field in co-operation with the provinces, combined re-
tail tax rates at sﬁbstantially higher rates may fe imposed. While fhe
abseﬁce of experieAce in other cduntries except France précludes firm cﬁn-
clusions, it 16 our opinion that the application of these higher rates to a
list of consumer services would not cieate as many problems as the attempt
to tax these.services at a lower rate than goods. We therefore récommend

that a uniform rate should be applied to goods and listed services.
PRODUCER GOODS

When tax is levied on producer goods, that is, goods used in the produc-
tion and distribution of consumer goods and services, the effective tax
burden will vary between different goods and services becaqse'the relative

importance of the cost of producer goods in final selling prices is not
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~ constant. Taxing producer goods will, if the tax is passed on 1in higher
consumer prices, reduce sales of goods and services produced by capital-
intensive methods, relative to the sales of goods and services produced

with labour-intensive methods. If the tax on producer goods is not. passed

on in higher consumer prices, the expected rate of return én capital-intensive
projects will be reduced. In either case, the value of Canada's future out-
put is likely to be reduced., On the other hand, the exemption of producer
goods raises difficulties in those cases where such goods can either be

consumed directly by individuals or used to produce other goods and services.

For our purposes, producer goods mey be divided into three broad cate-

gories,
1. Raw materials and partly manufactured goods.

2, Producer capital goods used in manufacture or production but not

in distribution.

3, Capital goods used in the distributlion of goods and in the performance

of services,

If sales of goods in the first category were taxed, the cascading of tax
would be substantial. In many instances there are numerous production stages
between the extraction of a raw materisl and the assembly of a finished pro-
duct. If these intermediate goods were not exempt,. there would be a powerful
incentive for vertical integration. These goods have been exempt from federai

sales tax since 1923, and we have no doubt that they should continue to be

exempt.

If sales of goods in the second category were taxed, as goods moved
through the production phases between various manufacturers and from manu-
facturers to distributors, they would accumulate tax. When tax was paid on

il +

the sale of the finished consumer goods they would be taxed again. 'I'his

tax-on-tax effect, which would usually be far less significant than in the
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case of a tax on raw materials and paertly manufactured goods, would vary
according to the degree to which production was capital or labour intensive.
Taxing these goods would penalize mechaniiation and hence productive effi-
ciency. Furthermore, with a fixed exchange rate the taxation of these
producer gocds could have an effect on the international competitive position
of Canadian producers exporting particular goods and services and competing
against particular imported products that had not:borne this extra burden.

In general, we recommend their exemption from sales tax.
In the third category we include capital éoods used:

1. In the distribution of other producer goods, for example, raw materials
and partly manufactured goods, and in the performance of services for

taxable persons, that is, licensees.
2. In the distribution of fully manufactured goods for personal consumption,
3. In the performénce of consumer services.,

With & tax at the retail level, particularly if combined with the taxation

of & wide range of consumer services; the taxing of tﬁese capitai goods used
in distribution would alsc have a "cascading” effect. 1¢ all'manufacfurers,
vholesalers and reteilers, and a aubstantiél rénée'of service businesses
were allowed to purchase these goods tax free, although subject to audit,

the tax-on-tax problem would be virtually eliminated. énly where there would
be a substantial risk of diversion to consumer use, for example, automobiles,
fuel for internal combustion engines, and office furniture and supplies,

would it be necessary to withhold exemption of these capital goods.

On similar grounds, we consider that manufacturers, producers and f£irms
engaged in distribution should be relleved of sales tax on their expendi-
tures on the construction of factories, warehouses and other structures used
in distribution. Ieter in this chapter we discuss the taxation of expendi-
tures on cénstruction, and conclude that cénstruction mterials should be

eventually exempt.
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. Several of the .industrialized countries of the world make use of general
sales taxes that apply to wide ranges of capital goods, including plant,
machinery and equipment; but the most important international traders pro-
vide comprehensive relief from such levies to producers for goods that are
exported. Although the remission of income taxes to exporfers involves the
risk that retaliatory measures would be taken by other countries, it is
accepted that a nation can, without risk of retaliation, refund sales taxes

that are levied on export goods.

Table 29-1 provides some information for some of the industrialized

countries that levy a general sales tax.

‘TABLE 29-1

SALES TAX TREATMENT OF EXPORTS OF MAJOR
TRADING NATIONS WITH GENERAL SALES TAXES

Exemption of Refund of Sales Tax
Production Paid on Capital Goods
Type of . Machinery and Used in the Production
Country Sales Tax Equipment . of Exported Goods
France value-added yes not applicable
West Germany turn-over &/ no yes
The Netherlands turn-over no yes
Italy : rmultiple stage with
multiple rates ‘no . yes
Australia . wholesale yes not applicé.ble
Norway retail no no
Switzerland wholesale l)/ no no
Canada manufacturer no » no ¢/

_q_./ Under the value-added tax‘proposed for West Germany, the effect on
production machinery will be comparable (for the purposes of this
table) with that of France.

p/ " Over time, the Swiss tax has almost become a retail sales tax. The
rate applicablé to production machinery in Switzerland is only 3.6
per cent,

_g/ There 1s a drawback of the sales tax paid in respect of exported
goods in Canade but it does not cover production machinery and
equipment. " : '
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Refunds of tax on capital goods cannot be established accurately for
turn-over taxes, and the adjustments are highly arbitrary., Other than
Canada,. only two. countries; Norway and Switzerland, tax production.machinery
and equipment, -and do not provide relief from such imposition for goods that
are exported. The rate of tax for Switzerland is considerably lower than
for Canada. Of the eight largest exporting nations (excluding the Soviet
Union), that is, the United States, West Germany, the United Kingdom, France,
Canada, Japan, The Netherlands and Italy, only Canada imposes, without relief,
a general sales tax on machinery used in the production of goods for export
However, in Cenada, ‘most machinery and equipment used by farmers and fishermen

is exempt from federal sales tax.

The application of sales. tax to production. goods may also handicap Cana-
dian producers in competing with imports in the domestic market because the
equipment used to produce the domestic product is taxable while that used to
produce the competing import as we have mentioned above, has not in most -
cases borne an equivalent levy., Levying countervailing taxes on imports to

achieve the same purposes would be extremely unpalatable.

It has been argued that the taxation of producer goods at a rate of, say,
11 per cent does not decrease profita because the tax is passed on in higher
prices. However, the assumption that the tax is always quickly and fully
shifted is clearly unwarranted for firms faced with prices determined out-
side Canada. Marginal firms could be forced out of business when.most of
their output is exported  or when they compete with imported goods not subject

to the tax.

Finally, even if it were administratively feasible, 1t is argued that
the wide exemption of producer capital goods would mean a narrowing of the
tax base and therefore a substantial loss of revenue g/ However, we con-
sider that an increasse in the tax rate on consumer goods, either with or
without a widening of the base for consumer taxation, would be preferable

to the general taxation of producer capital goods. Furthermore, such an

£
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increase would be partially offset by the removal of tax-on-tax effects.
Exempting producer capital goods would make it possible to attain a greater
wniformity of tax burden on consumers (or to achieve any desired departure
from that uniformity with greater precision), to reduce the hidden tax
element in exports and import competing goods, and to reduce or eliminate

a distorting effect on the éhoice of production methods.

We therefore recommend that the exemption of all production machinery

and epparatus should be restored immediately.

In Appendix E to this Volume we comment on the taxation of producer goods

at the present manufacturer's level or at a wholesale level.
CONSTRUCTION EXPENDITURES

Two types of construction expenditures may be distinguished: expendi-
tures on residential construction (consumer goods) and expenditures on
production and distribution facilitles, such as plants, warehouses and

stores (producer goods).

Prior to June 14, 1963, most building materials were exempt from sales
tax. These exemptions were eliminated in the 1963 Budget. Almost all con-
struction materiesls are now taxed. Houses, apartments, plants and other

facilities themselves are not taxed.

On economic grounds, we believe, as we have already stated, that all
goods  and services used to produce or distribute goods and services for
final use by individuals should be exempt from sales tax, To remove the
regressive features of a sales tax we have argued that shelter should also
be exempt from tax. There is, therefore, neither economic nor social
justification for the taxation of building materials. Because the tax on
building materials used in residential construction has a relatively small
impact on the cost of shelter, and because a tax on shelter has & relatively

small impact on the regressiveness of a sales tax, and because the tax on
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bullding materials used to comstruct producer goods can result in substantial
tax-on-tax when final goods and services are also taxed, we feel that the
exemption of building materials used in the construction of producer goods
is more urgent and more importaent than the exemption of building materials

used in residential construction,

However, if materials for use in the construction of dwellings were to

be taxed, the exemption of construction materials when used for producer or
distributor goods would be extremely difficult to administér. There would

be great administratiﬁe difficulties in refﬁnding tax when such materials
.were used in the construction of factories and other producer or distributor
facilities. It would be a costly and difficult task to verify the amount

of tax actually paid, for there are a multitude of construction contracts -
involving large numbers of contractors and subcontractors and a great variety

of materials.

An alternative Qould be to tax the value of cémpleted.residential con-
étrucfion. This would make it easier to exempt producer and distribdbutor
goods; but new complexities woﬁld be created. Under this approach, persons
and firms engaged in construction activities would be regarded not as the
ultimate consumers of building materials but as businesses who, because they
would be required to account for tax on the value of their construction,
could purchase goods and services tax free. A large number of new sales
tax licences would be required, probably over 50,000, With a tax at the
retail Jevel, the number of licensees would not be a major concern; however,
over 60 per cent of the firms in the construction industry are one-man
proprietors, many of whom do not maintain a place of business in the usual
sense, and part-tiﬁe construction activity is not uncommon. Obviously,

there would be great enforcement problems.

Nor would this be the end of the difficulties encountered in taxing
completed residential construction. To tax residential construction as such

would require a separation of the velue of the house or apartment bullding,
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from the value of the land, for only the former is "consumed". This separa-
tion of the value of a property would be difficult and expensive., Bullding
materials constitute only & fraction of residential construction costs, To
tax the completed building at the general sales tax rates (unless that rate
were substantially reduced) would, of course, mean a substantial increase in
taxation, ‘Moreover, becq,use' residential properties are frequently resold,

it wou.ld be necessary to give the vendor of a used residenc;e pa.rtial» c;redlt
for sales taxes paid, and to tex the purchase of a used residence., Because
a residence can lagt a long time aLnd be resold only infrequently, :Lt would

be difficult to dgtermine how much sales tax should be credited to the vendor.

After carefully weighing these and other alternatives we have concluded
that it would not be administratively feasible to exempt some construction
expenditures and to tax others., If construction is to be taxed we believe
the present federal and provincial approach of taxing virtually all building
materiels is the only workable system, glthqugh some refinements in the treat-
ment of producezjs of pcrefa.ﬁricatéd congtruction components would bé desirable,
The alternative would be to exempf. all building materials and all fipisﬁed
construction. For the economic and sociel reasons we have already given, we
recommend that building materials and finished construction should eventually

be fully exempt from sales tax.

As already stated, we favour the complete exemption of construction
materials and prod_ucer distribution goodé. The amount of such exemptions
is large and would have a substantially adverse effect on revenues. While
we are prepared to recommend an immediate exemption of manufacturers' pro-
duction machinery irrespective of revenue considerations, we hesitate to
make a similar recommendation for construction materials and distribution
goods. We consider that exemption of ‘construction materials and distribution
goods should be c_leferred until such time as future revenues can suppg)rt

this objective.
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We emphasize that the recommended chenge to the retail level would
achieve an immediate reduction of the tax on most construction materisls
of about 30 per cent. This results because these goods are generally
purchased directly from manufacturers and under our recommendations the

tax on such purchases would drop from 11 to 7-8 per cent.

If at some future time en income tax credit system, rather than the
exemption procedure, were adopted to counter the regressiveness of sales
taxes, the simplest method would be to maintain the exemption for all build-
ing materials and finished construction, and Provide_é gmallef credit against

personal income taxes.
USED GOODS

In our view, the practice followed in some provinces of texing the sale
of used goods and allowing adjustments for trade-ins would be the4most
satisfactory treatment, subject to the qualification that casual sales
should not be taxed on the ground that enforcggent would be impossible, We
therefore recommend that a federal retail sales tax be levied on used goods
in the manner just described.

EXEMPTION FOR PURCHASES BY OTHER"
GOVERNMENTS AND THEIR AGENCIES

Generdlly speaking,'one level of government in Canada does not tax
another., Legal opinion is by no means unanimous on the power of the federal
government to tax the sales of other Canadian governments and their agencies.
We do not feel compelled tc take a position on this contentious issue.  We
do recommegd, however, tha@ vhether the feQeral government proceeds on{the
basis of a view of its rights or on the basis of negotiatiqn yithlthe pro-
vinces, an attempt should be made to abolish the sales tax exemptions for
the provinces and their agencies. If desirable or necessary, the federal
government could compensate the provinces end their agencies‘through in-

creased grants, more tax room, or some other fiscal arrangement., Presumably,
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if our recommendation were followed, the provinces and municipalities would

wish to tax sales to the federal government. The federal compensation would,

of course, be determined on a net basis., This subject is discussed in more

detail in Appendix F to this Volume.

CONCLUSIONS AND RECOMMENDATIONS

EXEMPTIONS VERSUS CREDITS

l.

To counter the regressive features of a sales tax it would be preferable
to provide a refundable credit agninst'personal income taxes for sales
taxes deemed to have been paid rather than to exempt "necessities". In
the long run, such a refundable credit system wou;d be workable and
would avoid the administrative complexities and lack of neutrality
created by a system of exemptions. To be equitable, however, these
credits would have to be refundable and made in advance of the removal
of the sales tax exemption for "necessities”, All individuals and famllies
would have to submit income tax returns in order to claim the tax credit.
The basic problems with this scheme are administrative and we do not
recommend thet it be adopted at this time. However, as more and more
individuals and families submit returns under the Cenada Pension. Plan
administration, and as control techniques improve with the use of modern

data processing equipment, the refundable alternative should be re-examined.

CONSUMPTION GOODS

2.

All consumer goods should be taxed with the following exceptions.

a) A1l food products, other than restaurant meals over a stéted

minimum,

b) Fuel and electricity and eventually bullding materials entering

into the cost of shelter.
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c) Goods on which expenditures are made because of ill health or
physical handicap, specifically drugs and medicaments sold on
prescription, and appliances and devices for the use of the

handicapped.

d) Magazines, books and newspapers that could not be taxed without

serious administrative @ifficulty.

SERVICES

3.

Three classes of services should be distinguished.

a) IListed services that were to be taxed.

b) Services that were to be explicitly exempt from sales tax.

¢) Other services.

Seles tax should be confined to services used or exploited in Canada.
The same rate of tax should apply to listed services as to goods,

Among the services that should be explicitly exempt from sales tax

we would suggest the following.
a) The rental of shelter, other than transient accommodation.

b) Medical, dental, nursing, hospital, legal, educational and

undertaking services.

Among the listed services, those that are rarely used by businesses
or institutions and are capable of being diverted to personal use,

should be taxed to those who buy them.

Among the listed services other than those described in 7, services
used extensively both by consumers and businesses should be taxed to
consumers but, where administratively feasible, there should be a

tax exemption for purchases of these services when they were to be
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used to produce or distribute goods and services that were either

subject to sales tax or explicitly exempt from sales tax.

PRODUCER GOODS

9.

10.

11.

Where there was a substantial risk that particular kinﬁs of goods, if
purchased by businesses or institutions free of tax, would be diverted
to personal use, these goods should not be exempt from tax even when
purchased by businesses for the purpose of producing or distributing
taxable goods and services, or goods and services explicitly exempt

from sales tax.

With the exception of those kinds of godds described in 9, ali ra#
materials, partly manufacturgd goods, machinery, equipment, appargpus,
parts and'supplies should be exempt from tax when purchased for the
production of taxable goods and services, or for the production of
goods and services explicitly exempt from sales tax.. As already}dis-
cussed, distribution goods should be taxed only as dictated by revenue

requirements.

The tax treatment of building materials as producer goods should depend

upon the treatment of these materials for all uses,

CONSTRUCTION

12.

13.

On no account should finished residential, industrial, commercial, and

institutionsal buildings and structures be subject to sales tax.'.
Building materials should be either:

a) exempt from tax when purchased by any or all businesses, insti-

tutions and consumers; or

b) subjest to tax without any exemptions whatsoever.

Partial exemptions would not be administratively feasible.
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The complete exemption from tax of all building materials would be
desirable both on economic and social grounds, but may have to be
deferred for the présent time and reconsidered in the future in the

light of revenue requirements.

GOVERNMENTS AND INSTITUTIONS

150

The federal government should attempt to eliminate sales tex exemptions
for other g&vernments and their agencies and, if necessary and desirable,
to compensate them through increased grants or other fiscal arrangements
that would not change their net position, but would eliminate costly
administrative problems and the discrimination that would arise when
government agencies using tax-exempt goods and services competed with

businesses that were not exempt from sales tax.

REFERENCES

Although such a broad exemption would eliminate many of the tax in-
equities and tax demarcation difficulties associated with the present
exemptions, some new difficulties would arise at the fringe between
food and pharmaceuticals, particularly with dietary supplements and
other pharmaceuticals which are taken orally., Nevertheless, we con-
sider that on balance it would be prefersble not to extend the food
exemption into the pharmaceutical area, in order to avoid opening up
new areas of tax conflict between competing pharmaceuticals. However,

ve recommend that foods of s dietetic nature should be exempt,

Our research staff has estimated that a restoration of the pre-1963
exemption for production machihery and apparatus would involve a
revenue loss of approximately $145 million per year at an 1l per

cent rate on manufacturer's sales.
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EXCISE TAXES AND EXCISE DUTIES'

- ‘Excise taxes are levied under the Excise Tax Act, 1/ and excise duties

under the Excise Act 2/.

The Excise Tax Act provides for a number of special excise taxes, in

addition to: the generel sales taxes, on a prescribed list of goods. The
Excise Act levies duties on alcchol, alcoholic beverages (other than wine)
and tobacco products. -Unlike excise taxes, which apply to both domestic and
imported products, excise duties are not levied on imported goods (with the
exception of §pirits taken into s bonded manufacto;y); but the Cugtoms

Tariff 2/ provides for a levy corresponding with the duties levied on \

”

domestic products.

In our examination of a general sales tax we have’frequently referfed
to the important-criterion of economic neutrality. Excise taxes and excise
duties, being taxes on arbitrarily selected commodities, do not conform to

this criterion.

Likewise, the ‘taxation of selected comﬁédities cannot be reconciled
with the basic notion of equity that persons in similar circumstances should
be' treated ‘similarly. Admittedly, it can bé argued that no taxation scheme
in existence is perféctly consistent with this criterion, and the limitations
of the criterion itself can be indicated on thé grounds that it tells us
nothing about how to treat persons in dissimilar circumstances, But these
arguments, however valid in the abstract, do not relieve our present diffi-
culties. The fact remains that to tax commodities in such a wvay as to dis-
criminate among them 18 also to discriminate among the persons who both
produce these commodities and consume them; Discrimination for sumptuary

reasons (regulating consumption) 1s a matter of social policy.
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EXCISE LEVIES ON PRODUCTS OTHER THAN
ALCOHOLIC BEVERAGES AND TOBACCO
Products other than alcoholic beverages and tobacco that are subject to

excise tax may be grouped into three classes.

1. Television sets, radios, phonographs, electronic tubes..

2. Cosmetics and toilet goods, clocks and watches, Jewellery, playing
cards, coin-, disc~, or token-operasted games and amsement devices.

3. Lighters, matches, tobacco pipes, cigar and cigarette holders and

cigarette-rolling devices.

The ad valoreﬁ exclise taxes on'the first class of goods were imposed
after the war as an anti-inflationary measure. The revenues.derived from
this tax are minor, being in the vicinity of one third of 1 per cent of
total budgetgry revenue (see Appendix G to this Volume), On the other hand,
the costs of collection are negligible, because. excise taxes, unlike excise

duties, are administratively integrated with the manufacturer's sales tax.

The excise tax on the first class of goods was the successor to the radio
licences that users of receiving sets were once obliged to buy annually, the
proceeds going toward the financing of the Canadian Broadcasting Corporation.
The original intention has, however, become academic, for revenues received
from tbis tax are quite inadequate to sustein the Canadian Broadcasting
Corporat;on and, 1n»fact? are not now earmarked for that purpose.  The
argument 1s elso made that television sets, vphonographs and radios are
luxur& goods, and are therefore appropriate subjects for discriminatory
tax treatment. Without necessarily conténding that life is 1lnsupportable
without these things, it 1s obvious that there are a great many other goods
in our modern industrial civilization thet are non-essential, end.yet are
not subjected to selective excise taxes. We see little justification for
this particular levy, even by the above narrow standards. Furthermore, it
seems a realistic guess that this tax is regressive as to disposable per-

sonal income.
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We also find it difficult to justify the special levies on the second
class of goods. The developme;t of an aréuﬁehfion "non-essential" grounds
is fraught with difficulties of assessment and comparison, and must rest
heavily on subjective evaluation. There. are numerous inconsistencies in
the present list of articles, subject to excise taxgs. For example, playing
cards are taxed but poker chips are not; a diamond ring is taxed but a mink
coat is not; hair curling or waving solutions are taxed but hair curlers
are not; a pocket watch is taxed but a pocket compass is not, With any
selective approach, the problem of esnalogous products arises. . Again, there

seems little justification for excise taxes on these pro&ucts.

It may be argued that, as with alcoholic and tobacco products, there is
a moral Justification for the excise taxes on playing cerds and on coin-,
disc-, or token-operated games or amusement devices. ' The same problem arises
here, however: if playing cards should be taxed on these grounds, the same
might be saeid of cribbage boards, comic books, theatre equipment or admissions,
and so on. Any'further extension of the excise§ on simiiar moral grounds faces
the pfoblem of'defining the boundaries: whéfeverAthe expisé line was drawm,
new disériminafionsIand‘demarcafion'prébiemé would arise between éhalogous

but differently taxed pfoducts.

. Presumably the excise taxes qn'the goods-in the third category might be
rationalized in much the same terms as those on the various tobacco products,
although in relative terﬁs‘the'révenue yield is vefy small., On the same
grounds it is reasonable to afgﬁe thﬁf other smokers' and drinkers éécés;
sories, for example, cocktail shake£s, wine ana cocktail glasses, should Bé
similarly taxed. Our éommenfs afe siﬁilarvto those‘méde in the preceding

paragraph.

We can see little justification for any of the ebove excises, and we

therefore recommend that they should be repeéled.
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EXCISE LEVIES ON ALCOHOLIC BEVERAGES
AND TOBACCO PRODUCTS
Spirits, beer, cigarettes, tobacco end cigars have long been subjected
to Canadian excise duties, and in -more recent times, cigarettes, tobacco and
cigars have also borne excise taxes. The revenue derived from these levies
on a narrow.range of consumer goods is enormous, verging on 10 per cent of
the total budgetary revenue of the federal government (See Appendix G to

this Volume), and the costs of collecting it are relatively very smsll.

Both the general public and the firms producing these goods have become
accustomed to the existence of these taxes which are, and for a considerable
time have been, common in most western countries, Their acceptance has been
facilitated by the prevailing attitude that these goods are injurious and
should be expensive.‘ The discriminatory effects on consumers are in effect

intended to restrict consumption.

The rates of these taxes that are llkely to be tolerated depend on relative
prlces in markets to which Canadians have access; for experience has shown
that, 1if prices ekceed certain limits, smuggling becomes active, Finally,
there is some reason to believe thet these taxes are progreéeive at iery low
income levelé, but tend to become regressive atlhigher income levels; though

only mildly so except at the very highest 4/,

With such a lerge amount of revenue being collected from a small number
of producers who keep good records, the eoet of collection as a percentage of
revenue yleld is very low., Moreover, the levying of these excise duties and
excise taxes at the manufacturer's levei permits a superior measure of control,
and lower costs of administration and cbmpliance, than would simiiar levies

at any subsequent trade level.

In summary, given their sumptuary purpose, the widespread public acqui-
escense in these extraordinarily heavy levies, both in Canada and in.the

western world as a whole, and taking into account the very substantial
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revenues that they yield, we conclude that despite their heavy burden these

particular excises should continue as acceptable leviea.

Wines are subject to excise tax though not.to excise duty. It is rea-
sonable that wines should also be subject to the same treatment as other

alccholic beverages.,
Specific or Ad Valorem Rates

We have considered whether it might be desirable to replace the current
specific excise duties and excise taxes on these products, and concomitantly,
duties on imports, with equivalent taxes in.ad Yalorem form. _Assuming that
it were possible to determine a set of appropriate ad valorem rates to apply
to the goods involved at their yarious.prices, it 1s clear that such rates
would be extremely high, It hae been estimated that the average rate, includ-
ing the 11 per cent sales tax; on liquor would be 197 per cent of manufacturer's
selling price; the average rate on beer would be b2 per cent and on cigar-

ettes 194 per cent,

There does not appear to be any precise correspondence between the quan-
titles of the taxeble inputs end the selling prices of(the various brands of
the products involved. Therefore, unless a highly complicated and veriable,
structure of rates were established, the existing price structure, in terms
of tax-included consumer costs, would be drastically altered under the impact
of an ad valorem rate, ano it is.eimoet certain thet tne currentiallocation
of the productive capacities of the industry among the varioﬁs brands would

be markedly changed.

In magnifying the price differences between prodncts at tne manufacturer’s
level, the heavy ad valorem ratee tnat woulc be requiredvon.tobacco products
could intensify some of the valuation inequities inevitable in a sales tax
levied at the manufacturer's level. We have referred before to the tax in-
equities that arise under an 11 per cent mannfecturer'e tax because of the_

various distribution functions that may be performed by manufacturers and
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enter into their taxable sale price, or may instead be performed by other
entrepreneurs, including importers, beyond the point at which the tax applies,
for example, advertising, transportation and packaging. With a tax rate of

almoeﬁ'aoo per cent, these valuation inequities would be far more serious j/.

There seems little possibility that the conversion to an ad valorem rate
of the excise duty on beer would produce benefits for the brewing industry,

the government, or the general public.
Excise Duties or Excise Taxes or Both?’

If,‘as we recommend; the bﬁfdeh of excisellevies should be confined to
alcoholic and tobacce predﬁcte, it ma} be questiened whether these levies
should continue to be imposed in their current forms. Alcoholic products
(except wines) are subject to excise duties, wines are subJect to excise tax,

end tobacco products are subject to both excise duties and excise taxes.

In the case of those alcoholic and tobacco products that are subject to_
excise duties, although administrative procedures may be simplified, super-
visory siaffa of excise officers would continue to be required. Furthermore,
we have found it difficult to see any benefifa in a convereion from the
preseﬁt specific to ad valorem rates, It is tﬁerefore approﬁriate te aseume
the continuation'of excise duties on aicoholic products (excluding wines)

and tobacco products,

We now examine the feasibility of merging the exclse taxes on wines and

tobacco products with the excise dutiles.

First, excise duties are associated with close supervision over the pro-
duction process, while exclse taxes are collected on a self-assesspent basis.
Hoﬁever, this 1s not an essential distinction between the two forms of excise.
We see no reason why the substitution of an excise duty for an excise tax on
wines necessitates the instituting of exclse supervision over the production
process. Tobacco products are alreadj subject to excise duty, so the herging
of the present excises would not require any change in excise supervision

over production,
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Secondly, both the excise duties and the excise taxes on alcoholic and
' tobacco products are at specific, not ad valorem, rates, except for the 15
per cent excise tax on cigars. Accordingly, except for cigars, no tax
valuation changes are involved. The substitution of a specific excise duty
on cigars, graduated according to'weight, for an ad valorem excise tax
might be considered; but we see no compelling administrative reason why a
product already subject to a specific excise duty, and subject to excise
supervision, shoﬁld not in addition bear a special ad valorem excise duty

computed on the sale price,

Thirdly, excise duties are at present pald at various stages of production
and werehousing, while excise taxes are paid at the end of the month follow-
ing sale. Producers of wines and tobacco products might therefore protest
the additional excises incurred as a result of a switch to excise duty. How-
ever, altﬁough an excise duty is imposed at a selected stage of production or
warehousing, we do not consider that it is essential that the duty should be
paid at that point of time. The exact timing of payment, which at high rates
of excise is important to the producer in terms of financing his sales and to

the government in terms of revenue flow, can be varied.

This Commission received representations from the Brewers Association of
Canada that the payment of excise duty be deferred to permit producers to
escape the heavy burdens of finencing these levies while they await payment
from thei; customers. Distilleries pay the duty assessed daily as spirits
are withdrawn for shipment. At the end of each day, when the total shipments
have been verified, a cheque is forwarded covering the assessed duty. Ship-
ments to most provincial liquor agencles are therefore "duty paid” and, since
such agencles typically operste on terms of thirty days, the distilleries
are compelled to carry this substantial excise burden for that period. The
breweries are required to make payment of excise duty on beer produced long
before it is shipped for consumption. Excise duty is imposed at what is

known as the fermenter stage, which is some six weeks before the beer is



90

bottled and shipped. The manufacturer of tobacco products pays excise duty
at the time of purchase of excise stamps to place on his products and must
therefore bear the excise burden while the goods are in the warehouse and
during the interval between sale and payment. By contrast, in the case of
wines (and in the case of the excise tax on tobacco products) the excise tax

is peyable at the end of the month following sale.

We find 1t'diff1cult to develop acceptable guides or criteria in examining
this compleint. If, on public policy grounds, certain industries and, in
turn, the consumers of their products, ere intended to bear a discriminatory
tax burden, it‘is‘difficult to present a satisfactory argument that one
element of this discrimination, namely, the cost to these producers of early
revenue collection by the government, should be eliminsted. Furthermore,
the elimination of this additional burden would in any cese be only partial,
for vendors at later stages in the distribution process would continue to

bear it.

Fourthly, although it is true that an excise duty is included in the value
on which sales tax is computed, while excise tax is excluded and therefore
avoids an element of tax-on-tax, we believe that, given the intended combined

tax burden, this considerstion is inconsequential.

Fifthly, with respect to the excise taxes that currently apply also to
imported tobacco products, technical redrafting would be required to transfer

this levy to the Customs Tariff.

Accordingly, we consider the conversion of the excise taxes under the

Excise Tax Act on tobacco products and wines into excise duties under the

Excise Act to be feasible without necessarily affecting the amount of ad-
ministrative supervision, the appropriate timing of tex payment or the
amount of the tax payable. Statutory consolidatlon of the two forms of
excise should, in our opinion, be given serious consideration if the federal

government were to move the level of imposition of the general sales tax
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from the manufacturer's to the reteil level. The centre of gravity of
government administrationvqf sales tax licensees would shift to retailgrs,
and thé administration of excise taxeé, ghich fof reasoﬁs of revenue control
and ease of administration‘shoula remain4at the manufacturér’s level, would
become a seperate and reletively more costly operation. It would then appear
adviseble that both excise levies at the manufacturer's level should be con-
solidated under the Excise Act, with appfopriate revisions in that statute

and adjustments in the administration.
Multiple Texation Effects with Excise Duties

The ‘submission of the Association of Canadian Distillers to-this Commis-
sion criticized the multiple taxation effect of levying the sales tax on the
excise duty. This 1s illustrated in the following example using 1965 rates

of tax applied to.a case of one dozen 25-ounce bottles of whisky.

Under Present "Pyramiding"

of Sales Tax If "Pyramiding"
on Excise Duty is Eliminated
Distillery price $ 8.40 $ 8.4o
Excise duty 17.04 17.04
25. 25.

11 per cent sales tax 2.80 .93
Sale price including federal

sales tax and excise duty $208.24 $26.37
Difference arising from the

levying of ssles tax on

the excise duty $ 1.87

Because it is 1ntended‘}hat certain products bear an additional commodity
tax burden, we do not think it matters whether the combined levy (sales tax
and excise duty) of $19.84 consists of $17.04 excise duty plus 11 per cent
sales tax "pyramided” on that duty ($1.87) plus 11 per cent ssles tax on
distillery price (93 cents), or consists of $18.91 in excise duty and 93

cents sales tax, with no "pyramiding" of sales tax on the excise duty.
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CONCLUSIONS AND RECOMMENDATIONS

Excise levies on alcoholic and tobacco products should be continued.

The remaining excise taxes and duties should be repealed.
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government vending boards.
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CHAPTER 31
TAX ORGANIZATION

In the following four chapters we deal with some aspects of the pro-
cesses by which the tax system functions, loosely described here as "tax
organization". Our terms of reference require us to look at "the changes
that may be made to achieve greatér clarity, simpiicity and effectiveness
in the tax lews and their administration", and we are enjoined to "make
recommendations for improvements in the tax laws and their administration".
Although some of the issues in this area were studied by the Royal Commission
on Government Organizaticn, we have regarded these matters es of major concern
if only because shortcomings in the tax organization can frustrate the best
tax policy. In a sense tax policy can be no better than the instrument de-

signed to carry it out.

With this in mind we commissioned a study of the géneral cheracter of
the edministrative organisms of the federal government in the tax area by
menmbers of the Institute of Public Law of the University of Montreal. We
have drawn heavily on this study in the following chapteré, although we have
not adopted all the proposals which resulted from it. It contains more de-
tailed discussion of many matters that are dealt with only in summary fashion
in this and the following three chapteré, and is being reproduced in full‘as
one of the supporting studies of the Report. We also established a small
division in our research staff to carry out a more detailed examination of

administrative arrangements and have drawn equally on the findings of this

group.

-The general outcome of all this research and of our public hearings is
that we are able to give federal tax organization a fairly clean bill of
health, Many defects have been found, and we make several recommendations
for change, some of them of a fairly fundamental character., However, these
do not reflect any basic malaise in the operating side but are attributable
more to the fact that possibilities for betterment can be discovered in any

organization or institution when subjected to sufficient scrutiny.
95
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The intérpretation we have placed on the operational side of taxation
is a fairly broad one and runs the gamut from the origination of tax changes
in the Department of Finance to their authorization by Parliament, tax col-
lection by the Department of National Revenue, and tax adjudication by the
courts. We have divided the subject into three masin parts'in our treatment

to reflect these principal phases.

1. Tax Formation, with subheadings for (a) Origination and (b) Authorization.
2. Tax Administration.

3., Tax Adjudication,

The present chapter presents a brief description of the background and a
summary of the issues involved; the following three chapters give our recom-

mendations in each area.

While most of our discussion deals with organizational and institutional
factors, as a philosophical aside at the outset we must concede that success
in the operation of the tax system will depend heavily on some very intan-
glble considerations. The subject is fraught with dilemmas and contradictions.
The general character of the tax system must reflect the basic inclinations
of the people at large, and the Minister of Finance and Parliament must bow
to those wishes when expressed. Yet the cheapest path to glory-and'to the
grave—would be for a Minister of Finance or & Parliement to accedé to every
petition for change. The ship of state would soon.come to a stop for lack
of fuel. The work of tax collection is admittedly one of the least envied
of occupations, offering few opportunities for winning the warm support and
loyalty of those who suffer its ministrations; yet only with voluntary public
co-operation will it work, Further, a large element in the achievement of
co-operation is an open-handed and above-board dispensation of justice, but
the very context invites by its complexity infinite hair-splitting, endless
possibilities of unintended inequity, and frequently settlements of a private

and confidential character.
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These and other elusive aspects of the subject are fully apparent to us
and remind us that the most essential job of tax administration calls for a
rare combination of talents, disciplines and attitudes. We have little to
contribute regardiné thege intangibles, but we do feel that some of the
institutional and procedural changes we suggest will ease the role of both

the tax suthorities and the taxpayers in their unique relationship.
~ TAX FORMATION

As was mentioned previously, this subject divides into two subheadings:

(a) Tax Origination and (b) Tax Authorization,
Tax Origination

In.the Canadian system of responsible government based on the British
model, taxes originate, both by law and by custom, with proposals made to
Parliament by & member of the government, in this case the Minister of
Finance. The question therefore is by what process does the Minister of

Finance arrive at the proposals he puts forward.

One of the saving graces for the Minister is that he never begins or
ends with an ﬁbsoluteiy clean slate; in other wérds; the whole of the tax
system 1s not up for review every year. A good deal of it rides along un-
changed and without serious challenge. At the same time, such is the desire
of members of the public that their individual burdens be no more than is
eduitable, and so coﬁplex is the social and economic system41n which the tax
structure operates, that an enormous volume of representations for change is
addressed to the Minister and a véry long list of amendments of both major
and minor importance is in fact made in most years. These representations
come to the Minister by mail, by written brief, by delegation, by word of
mouth, by speeches in Parliament, and in variqus other ways at almost any
time throughout thg year, with the tide reaching a pesk in the few months
preceding the budget speech. ﬁuring thig period he will for some weeks re-

celve a steady stream of delegations presenting briefs large and small, for
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changes general and particular in the tax system. He will meet personally
as many groups as possible for as long as his schedule will allow, and then
turn the discussion over to his officials for their more concentrated at-
tention. Naturally most briefs or representations sadvance only the interests
of the person or organization concerned, without much knowledge of or regard
for the broader implications of the requested change. It is left to the
Minister end his smell group of advisers on taxation to put these requests
into the broader context of the whole tax system, the government's require-

ments for revenue, the economic outlock for the year, and so on.

The other main source of raw msterial for the Minister's proposals is
the research carried on by and the advice originating from his own depart-
mental officials, This work is of a highly specialized character requiring
a broad knowledge of law, economics, industries and products, and a fair
familiarity with the tax systems not only of Canada but of other leading
countries as well, These advisory officials in the Taxation Division of
the Department of Finance (not to be confused with the Taxation Division of
the Department of National Revenue) have most of the current tax problems
constantly under review in consultation with the officials of the tax .adminis-
tration agencies when necessary. They also draw on information and views from
the Bank of Canada, the Department of Trade and Commerce, the Department of
Industry, the Economic Council of Canada, the Dominion Bureau of Statistics
and other agencies. The studies and proposals of this group are conducted in
relative secrecy in view of the confidential character of most of the work,
although the officials are by no means excluded from public contact. They
have constant visits from texpayers and also attend and participate in public

meetings and conferences where tax and related problems sre discussed.

From the public representations, the studies of his officials and his own
thoughts on taxes, the Minister each year decides on a programme of changes
to embody in his budget speech for presentation to Parliament. The process

by which he has reached his decisions is highly secretive and for the most
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part is carried on behind closed doors. Even the Minister's Cabinet col-
leagues are frequently not informed of the contents of the budget in detail

until a very short time before its presentation.

In our publ;c hearings concern was expressed that the processes of tax
origination did not permit adequate public examination of the iésues at
stake; that the ﬁrocess of representation to the Ministef and his officials,
whi}e consistent with the general scheme of representation in a responsible
government, had serioué disadvantages in tax matters{ among them being the
limited time avallable for appearing befére the Minister, the apparent haste
in which complex questions were considered and settled, the secrecy which
surrounded the decision-making process and the restrictions this placed on
consultation with taxpayers whose interests were often deeply involved, with

the grave risk that decisions were made in ignorance of essential facts.-

To this cafalogue of complaints Qere élso addéd expressions of honest
doubt ﬁhat the tax reseafch staff of the Department of Finance was adequate
in size to keep under constant surveillance the vast range of complexities
that arises under the main federal taxing acts. Suggestions were received
that the Division should be bolstered by the addition of further members,
that 1ts activities might be conducted in closer co-operation with taxpayers,

and that greater use should be made of outside expertise and information.

One or two recent instances also have cailed into question the fairly
complete prerogafive of the Minister of Finance over matters of tax policy.
Suggestions were made thét other members of the Cabinet should be brought
into the Minister's confidence more completely and at an earlier stage in

the budget-making process.

The main issues in the area of tax origination are self-evident from the

preceding paragraphs, We propose to discuss two in the following chapters.

1. The extent to which the process of representation for tax changes could

be conducted in a more formal way and with greater publicity.
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2. The extent to which budget proposals could be made public in advance of

the budget speech.
Tax Authorization

The imposition of taxes is a clésély guarded right in our éemocratic
system and can be undertakeﬁ solely ﬁnder the éuthority of an enactment of
Parliament. In our system only a Minister 6f the Crown may propése the levy-
ing or changing of taxes and, as we have seeﬁ, this duty falls on the Minister

of Finance, using for this purpose the annual budget speech.

As a result of the historic development of the tradition of parliamentary
independence in matters of money raising, the procedure for approval of the
tax proposals made by the Minister in his budget speech is a long and compli-
cated one designed to prevent arbitrary action by affording opportunity for
full debate. The budget speech itself is mede on & motion that the House go
into Committee of Ways and Means. This motion 1s.debat€b1e and in the course
of adopting it the House haes an opportunity to discuss almost any issue of
national importance. The time so sbent is now limited, however, to é maximm

of six days.

Following adoption of the motion, the House considers "resolutions” that
have been submitted with the budget speech. These are general statements of
the changes proposed in the taxing statutes but do not necessarily cover all
the smendments, nor are they ordinarily presented in wording as complete as
the final sections of the law. Each of these resolutions must be votedtupon
and adopted by the House, and when fhis is done bills are introduced to im-
plement the changes by precisely worded amendﬁents to the statutes. These
are "read" three times in the House of Commons, with a.detailed clause-by-
clause consideration on second reading. Occasionally, where a whole new
statute or some very major revisions are under way, the House will refer the
"bi11" to & committee for consideration and public hearings. This is rarely

done. For the most pert, complaints of taxpayers regarding the effect of
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changes are expressed to the Minister of Finance, to his officials and to
members of Parliament, in person or by mail, and where they are strong
enough and the issue 1s a popular one they will occupy a large part of the

discussion in the House.

Frequently the Minister will introduce changes as a result of representa-
tions made to him or following speeches made by members in the House.
Occasionally he is forced by popular opposition to withdraw a proposal

completely,

Following third reading by the Hquse of Commons the amending bills go to
the Senate, where approximately the same procedure is repeated, the exception
being that it is customary for thg Senate Finance Committee to hold limited
hearings on the bills at which the main witnesses are usually government

officials.

Tax measures come into effect on Royal Assent like other statutes on
completion of the parliamentary pfocesses. Unlike most other statutes, how-
ever, tax laws are often retroactive either to the date of the budget or the

commencement of the taxation year.

It is not surprising that the complaints we have heérd about the process
of tex authorization and the suggestions for their remedies are somewhat
similar to those relating:to tax origination. Of'greatest,concern is the
problem the texpayer encounters in obtaining access to the process of authori-
zqtion in a way that will at least enabie him to register a strong and public

protest against changes which he feels affect him unfairly.

This complaint appears to stem from taxpayers' sense of frustration with
their inability to meke an impact on a machine as cumbersome and complex as
the federal government and the legislature, concerning a matier as delicate
and involved as a piece of tax legislation. This problem can arise from a
variety of causes: distance from Ottewa; inaebility to spend sufficient time

‘with the Minister or his officials to explain a problem and develop a solution
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for it; a feeling that tax legislation is far too complex and that the law
presented to Parliament should be in broader and more readily understood
terms so that its essential principles would be clear; lack of time and
opportunity in the often unpredictable schedule of Parliament to give ade-
quate study to a new piece of legislation before enactment; a sense that

few Members of Parliament have had the rather specialized experience that
would enable them to see a fault themselves or to seize on a fault brought
to their attention and in turn to bring it forcefully to the notice of the
government; a tendency on the part of the Minister of Finance (natural enough
in the circumstances) to pilot his legislation with the minimum of change;
the absence of a regular procedure for public hearings before parliamentery
committees, which would permit public representations on complex legislative
matters; a concern that delegated authority, for example, in the form of the
right to make regulations, is not subject to sufficient scrutiny and control
by the legislature; and a general feeling of unease with legislation which

evokes ministerial discretion,

We shall not attempt to evaluate all these complaints. A fair proportion
of them no doubt arise from the natural sense of disappointment experienced
when the taxpgyer is unable to avert any change that will have an unfavourable
effect on him, or when a minority group of taxpayers is able to thwart a
desirable tax change they do not like. For the rest, however, a few basic

issues do emerge which we feel are worthy of consideration.

In particular we shall discuss the following two main 1ssues in the area

of tax suthorization.

1. The possibility of supplementing the existing means of recourse to the
Minister of Finance and to Parliament on legislation submitted following
tﬁe budget speech., This could be done by public hearings before a

parliamentary committee before enactment.

2, The implications for Parliament and the subsequent processes of adminis-

tration and adjudication of:
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a) legislation expressed in more general language; and
b) greater use of delegated authority through the issuance of regu-
lations, rulings, interpretations, etc., in support of general

legislation.
TAX ADMINISTRATION

At the federal level in Canada the tax system is "administered", that is,
laws are apblied and taxes collected, by a sepafate department with its own

Minister—the Department of National Revenue.

The Department is divided into t%o sections, the Taxation Division and
the Customs and Excise Division, each headea by & Deputy Minister responsible
to the Minister. The role of the former is to collect the taxes on income,
both personel and corporate, and the less important gift and estate taxes.
The role of the latter is to collect the taxes on transsctions and commodities,
including customs duties imposed by the tariff. Both Divisions have a Head
Office in Ottawa and branches throughout the country, the bulk of the staff

being employed in the branches.

According to the Depertment, the full-time establishment of the two

Divisions at March 31, 1965, was as follows:

Head Office Branches Total

Taxation Division 591 6,621 7,212
Customs and Excise Division 1,002 7,112 8,114
1,593 13,733 15,326

The Taxation Division

The Taxation Division comprises & Head Office in Ottawa and 29 District
Offices covering the whole country. There is also a Taxation Data Centre in
Ottawa which has the seme relation to Head Office as a Distriét Office, al-
though performing a different function. The Director of eech district is

answerable to the Deputy Minister in the same way as a head of a branch at
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Head Office; In all some 36 senior officers of the Division report directly

to the Deputy Minister.

The Division in the 1964 fiscal year collected in total nearly $4,150
million. It had on its tax rolls some 6.7 million individuals and 136,000
corporations, of whom 4.9 million were taxaeble. In its operations it acts
not only on behalf of the federal government but also for those provincial
governments for whom i1t is the collecting agent (all provinces but Quebec
have some arrangement with the Taxation Division). Head Office is subdivided
into five main branches, the Legal Branch, the Administration Bran;h, the
Assessments Branch, the Inspection Branch, and the Planning and Development
Branch, each with a function as suggested by its name, Each District Office
has three sections, Personnel,.Admiﬁistration and Assessment, but generally
not the Leéal; Inspection, or Plenning ahd Development Branches which are
Head Office functions. However, a division of the Legal Branch has recently
been established in the Toronto District Office and another is expected soon

in the Montreal District Office.

Compared with a staff of some 500 at Head Office, the District Offices

range in size from just over 900 in Toronto to 6 in Whitehorse.

The Canadian income tax is a self-assessed tax, that is, one in which the
primary responsibility falls on the taxpayer to deciare his incomé and pay
his tax rather than on the administration to seek 6ut the taxpsyer and estsb-
lish his tex liability. The distinction is to some extent one of degree,
since even under a self-assessment system much of the tax is now collected
without the initiative of the taxpayer; tax is deducted from his wages, or
else his income is reported to the tax authorities by others, as for example
through informetion statements that employers and others must file directly

with the Texation Division.

Briefly outlined, the process of direct tax collection 1is that, for some

forms of income,deductions at sourte are made or instalments of tax are paid
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throughout the year-in anticipation of the final tax lisbility. After the
close of the year the taxpayer, individual or‘corporate, mist file a return
repdrting the total income, calculating the tax thereon and paying the balance
owing, if any, or claiming a refund, as frequently happens. ‘The returns used
for this purpose are: the Tl Short, for simple forms of personal income;

the Tl General, for more complicated forms of personal income; and the T2,

for corporate iﬁcomes. The T3 form is an income tax return for estates and
trusts. Various information returns sre also filed by the taxpsyer using
copies of returns submitted to the Taxation Division by his employer or other

persons who have paid him income, such as interest and dividends.

_Returns are "assessed" by the Division to determine whether the right

tax has been paid. All taxpayers throughout Canada file @heir T1 Short and
Tl General forms at the Data Centre. Here simﬁle and complex returns are
sortedxouf, the.former to be dealt with'summarily and the latter with greater
attention. The use of computers at the Data Centre has greatly speeded all
work of the Division but the complex return or the return of a.high income
person must be subjJected to detailed'éxamination if time'permits. This
latter process is done by coding returns by varicus indicia to determine
"the extent of detailed examination required. Most returns receive a "quick"
assessment, and no further examinetion is likely to teske place. Others are
classified for further investigation, which might range from a desk examina-
tion of other information related to the taxpayer to a detailed study by a
team of "experts in the Division. These audits sre classified as nominal,
desk and field. Most of the detailed assessment work 1s done in the District

Office after the returns}have been sent to it by the Data Centre.

Where an understatement of tax is revealed by the examination process
the taxpayer is assessed on a revised basis, or is re-assessed if he has
already been assessed. In many instences notice is glven the taxpayer that
he is to be re-assessed and an opportunity afforded to discuss the matter

beforéhand, but this practice is not uniform. On receipt of the assessment
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or re-assessment the taxpayer may pay the additional tax, may discuss it
with the assessor, or may file a Notice of Objection, In either of the
letter events he must by law pay the tax within 30 days of receipt of the
assessment, even though he proposes to appeal the case in court. A Notice
of Objection must be filed within 90 days of the receipt of the assessment
notice and this ususlly meaﬁs that attempts to settle the assessments in in-
formal discussiones with the assessors have failed. There are informal pro-
cedures for further discussion with administrative appeal‘officials in the
Divisicn, efter filing the Notice, but if differences remain after these
discussions the case is likely to proceed to the Tax Appeal Board. In recent
years the ratio of Notices of Objection to increassed assessments has been
rising, which indicates that settlements within the administrative system

prior to the time for taking this formal step have been declining.

Tax collection, enforcement and special investigation are essential
routine functions following on the examination processes. The bulk of per-
sonal income tax is now paid either by deduction at the source from wages
and salaries or by guarterly instalments. Corporations pay tex on a monthly
basis with a lag of four months behind the actual earning of the income.
Although substantial amounts are still paid with the annual return, for over
three million taxpayers the deduction and instalment system results in over-
collection of over $200 million, and & refund is given after filing of the
return. Special investigations are carried out mainly where fraudulent
practices sre suspected and are normally intended to lead to a court prose-

cution or a fine if the evidence is sufficient.

The administration of estate tax is on roughly similar lines to that Just
described for income tax but has special characteristics attributable to the

nature of the tax.

Customs and Excise Division

The essential functions of the Customs and Excise Division are the seame

as those of the Taxation Division, that is, maintaining offices and staffs
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throughout the country for levying the tax, giving rulings and information
to taxpayefs on their taxable status, auditing to assure that the correct
tax is paid, conducting investigations to detect or forestall evasion, con-
sidering disputed assessments, and so on, The fact that the Division is
dealing with commodities, both imported and produced in Canade, -and in some
cases bearing an exceptionally high tax, such as liquor and tobacco, dictates

differences in procedure which in some cases are marked.

The excise side of the Division (we deliberately omit the customs side,
which is beyond our terms of reference) is divided between excise tax and
excise duty. Under excise tax there are three directors who report to the
Assistant Deputy Minister and are in charge respectively of Administration,
Collections and Audit. Ten field offices, one in each province, are main-
tained for excise tax collection and there are 25 field offices for excise

tax audit. Administration is a head office fupction.

The excise duties administration operﬁtes through a Director of Excise
Duty at Ottawa tc whom three regional directors in Montreal, Toronto and
Vancouver report. Actual field operations are in the charge of nine district

surveyors located in the principal cities having large excise duty activities,‘

Excise Tax Administration. A basic and useful device in excise tax adminis-

tration is that of licensing. It is an offence under the Excise Tax Act 1/

for any manufacturer or producer to manufacture any taxable article without
obtaining @ licence from fhe Division. The licence is the foundation of the
Division's procedures, however, because it becomes an asutomatic policing
device for which there is no counterpart in direct taxation. This results
mainly from the fact that a manufacturer of an article collects tax on a
sale of that article to any other person who does not have a licence, unless
the article concerned or the purchaser are specifically exempt from tax.
Only qualified companies and individuals are permitted to have liéences, 50
that the onus is on the manufacfurer to come forward voluntarily to identify

himself in order to obtain a licence.
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The audit procedure is also of a basically different character. Where
the income tax auditor works almost entirely with financial statements and
other written evidence, the excise asuditor is frequently reviewing the tax-
payer's classification of a certain physical commodity as being either taxable
or exempt, or reviewing the treatment of raw matefials or other ingredients
consumed in a manufacturing'process, or in the construction of a plant or
office. These functions call for a different training and experience from

that of purely financial auditing.

Peyment of tax is on a monthly basis, with responsibility placed on the

taxpayer for filing the eppropriate return.

Enforcement and investigation procedures are also different., Evasion of
commodity taxation sometimes tekes the form of smuggling or bootlegging, so
that policing is frequently & matter of éeizing the goods or -of patrolling
avenues that lend themselves to evasion tactics.  The Royal Canadian Mounted

Police do much of this work for the Division.

The many rulings issued by the Division have been required by the nature
of the statutes under which it operates and are extremely broad. The Excise
Tax Act is drawn in such a way that a strict interpretation and application
of its provisions would be very onerous and unfair. The Division has developed
a mass of regulations end rulings designea to overcome this problem and to
essist in the applicaetion of the law to a multitude of circumstances. The
regulations or excise tax circulars purport to be issued under the statutory

authority of section 38 of the Excise Tax Act, but they are of questionable

validity since thgy often modify the terms of the statute. Because these
circulars are generally remedial, no taxpayer is likely to appesal them, for
if he were successful his tax liability would probably be increased. The
circulars are really extra-legal. The statutory authority i1s to make regu-
lations for "carrying out the provisions" of the Act, and it might be argued
that the circulars are supportable by virtue of this provision. However,_
most lawyers agree that the base of authority provided by this section of

the Act is narrow.
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Information available to taxpayers is generally limited to the statute
and such regulations, rulings and circulars as apply to him. There is a
lack of general explanatory literature for the information of new taxpeyers
regarding excise taxes and duties and, what is sometimes more important,

information on practices and concessions.

Excise Duties Administration. The administration of the excise duties levied

on liquor and tobacco is quite the most rigld of all forms of tex collection,
being conducted under conditions of nearly complete security. Officials of
the Division who are either permenently located in the plant or make regular
visits keep a very closé ﬁatch‘on‘the operétions of all Breweries, distil-

leries and tobacco plants.

It is an offence for any manufacturer. or producer of taxable goods to
operate without a licence _/. Tax must be paid monthly, generally by the

purchase of a stamp to be affixed to the goods.
Problems in the Processes of Tax Administration

In considering the issues of tax administration we have first of all
enquired into the merits of the present arrangément under which administra-
tion and tax policy are divorced, the Department of National Revenue having
the administrative function separate from that of tax policy making in the
Department of Finance. We have alsc enquired into the merits of the present
arrangement under which the head of the tax administretion organization is
an elected minister, and have studied the possibility of delegating all tax
administration to a separate Board of Revenue Commissioners with no political
head and having a considerable degree of autonomy, subject to parliamentary
scrutiny. In the actual structure and operation of thé admin;étrative.orga-
nizetions we have studied.such questions as the development of standards of
performancé by which to measure their effectiveness; the extent to which a
fairly highly centralized system should be decentralized; the means by which

the taxpayer should be provided with full information of a general type on
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his tax 1iability, and with regulations and rulings on aspects requiring
more detailed explanation; the nature and extent of reporting on tax adminis-
tration; the recruiting and training of sfaffs; the intensity of auditing
programmes; the effort directed to enforcement; the procedures for adminis-

trative appeals; and the need for ministerial discretion,

We have not been able to pursue all these subjects to their full limits,
but we comment in the succeeding chapters in particular on the following

issues.

1. The nature and status of the administrative organization.
2. Tax information énd advance rulings,

3. Standards of efficiency.

Lk, Administrative procedures; staffing; training; etc.

5, The exercise of ministerial discretion.
TAX ADJUDICATION

At present, three courts of first instance, the Tariff Board, the Tax
Appeal Board, and the Exchequer Court, have Jurisdiction in disputes on
taxation matters. The first two, as originally conceived, were to operate
on a quasi-judicial basis, but they do in fact exercise fully judicial
functions, particularly when they are called upon to pronounce final and

’conclusive judgment, subject to appeal to a superior court, on questions
of fact or of law relating to taxation matters coming within their juris-
diction. Original jurisdiction in texation matters is shared by the two

Boards and the Exchequer Court.

The Exchequer Court also exercises appellate jurisdiction from these.
Boards but this Jjurisdiction is much broader on appeals from the Tax Appeal
Board than from the Tariff Board. With minor exceptions, Exchequer Court
decisions may be appealed to the Supreme Court of Caneda, whose decision is

final.
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The Tariff Board

The Teriff Board was first estsblished under the Teriff Board Act 3/ in

1931, when it comprised three members, one of whom wes Chairman and another
Vice-Chairman, It acts as both an advisory and a judicial body. Membership

was increased to seven in 1961,

No qualifications are required in the Tariff Board Act E/ for appoint-

ment to the Board, although membership ceases on reaching the age of seventy
years, At the present time three of the members are 1awyers‘but anyone can
be appointed, no matter what his qualification, experience or profession.
Ordinarily, appointment is for a term not exceeding ten years, as fixed by

the Governor in Council at the time of the appointment.

In view of the extensive research work required of the Board in its
advisory capacity, it employs a supporting staff of a dozen or so economists

and statisticians. .

In its sdvisory capacity, the Board is responsible for collecting the
data the Minister of Finance may require to enable him to determine his policy -
in the matter of customs. Inquiries under subsections (1) and (2) of sec-

tion 4 of the Tariff Board Act are always initiated by the Minister of

Finance. The Minister usually asks the Board to include in its report ap-
propriate recommendations concerning the classification of the goods in
question and the rates of duty applicable to them, Notwithstanding initiation
of tﬁe inquiry by the Minister of Finance, the Board, of course, acts inde-
pendently of him and conducts the inquiry in a free and impartisl manner.

The Board is authorized to hear evidence and to obtain information confiden-
tially for its own purposes when acting in either its advisory or its judicial

capacity.

The judicial functions of the Board are derived from the Excise Tax Act

and the Customs Act 5/. In the exercise of these functions it acts as a
court of record to which appeals may be taken from certain decisions of the

Department of National Revenue.
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For excise taxes the Tariff Board is competent to determine whether, in
any particular set of circumstances, an article is subject to sales tax, to
excisg tax or to both., It may also deterﬁine whether an article is exempt
from sales tax or excise tax, and if so whether a refund is in order.
Finelly, the Board is competent ﬁo settle differences that.may arise over
the rate of tax payable or over the classification of particular items for
excise purposes. It is not competent to decide whether a person is liable
for payment of the tax nor is it competent to adjudicate on sale price.
From this brief description it is evident that the right of appeal to the

Tariff Board is very limited.
The Tax Appeal Board

The Exchequer Court of Canada held exclusive original Jurisdiction in
regard to income tax appeals until l9h6, when the Income Tax Appeal Board was
established following recommendations of a Senate Committee for an informal
and inexpensive tribunal. The first members of the Board were appointed in
December 1948, and the Board heard its first appeal on February 12, 1949.

The title of the Board was changed in 1958 to the Tax Appeal Board. The
Jurisdiction of the Board is limited to income and estate tax cases and it
can only hear appeals against assessments. made by the Minister of National

Revenue,

The Board is als§ a court of record, end comprises a Chairman and at
least two and not more than five other members, one of whom may bevappointed
Asgistant Chairman. The law does not specify any particular qualifications,
except for the Chairman and Assistant Chalrman, who must be elther a judge
of a superior court of Canada or of a superior, county or district court of
a province, or a barrister or advocate of at least ten years; standing at

the bar of a province,

The law 1s'silent on qualifications for other members of the Board, but

all except one have been lawyers. -Accountants were invited to serve on the
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- Board when it was first constituted but, with the exception of one who sat
for eight months, all declined@ the position. The Governor in Council
(Cabinet) appoints the members and sets the length of their term of office,

which may not exceed ten years but which may be renewed.

Certain obstacles to the recruitment of members are inherent in the con-
stitution and organization of the Bosrd itself. Some people are disinclined
to serve with the Board for financial reasons, or because of the insecurity
of tenure, or because the office itself lacks sufficient prestige. Doubtless,
the salary of a Board member will never compare with the financial rewards of
a remunerative profession. The lack of any security of office for more than
a ten-year period 1s also & deterrent, as is the failure to provide the mem-

bers with the status of a Judge.

The Tex Appeal Board requires the services of an administrative staff.

The Income Tax Abt, §/ under which it is constituted, provides specifically

for the appointment of the principal officers, namely, the Registrar and the

Deputy Registrar, and it describes their duties.

The Board travels from one area of the country tovénother, as'required,
to deal with thg.gppeals which are ready for hearing., It decides the time
énd ﬁlace for the heafing of.each appeal, having regaré fo circumstances and
notably the question of expenses and convenience ig'solfaf as the appellagt
is concerned, but in practice it holds its heqpings in the major cities and

in most cases this suits both parties,.

Since it is very seldom that more than one member of‘the ﬁoa:d s8its at
a hearing, most of the appeals are heard and determined by a single member
acting in the name ofAthe Bqa;@. 'Most decisions take the form of. a written
Judgmegt handed down several months after the hgaring, but in about 15 per
cent of the cases an oral dgcision is given at the close of the hearing. ;The

Board does not publish its own decisions.
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The Exchequer Court

The Exchequer Court was established in 1875 to hear and determine actions
in which the government is & party. It is a court that can sit and act any-
where in Canada, though in practice it sits in the larger cities only. Under

the Exchequer Court Act, 1/ this Court has exclusive original Jurisdiction

in some matters and a concurrent jurisdiction with the provincial courts in

other fields. Some acts, in particular the Income Tax Act, the Estate Tax

Act §/ and the Excise Tax Act, recognize in the Exchequer Court both original

Jurisdiction and. Jurisdiction in appeal.

In income tax matters the Exchequer Court has original jurisdiction to
hear appeals from assessuents made by the Minister., This Jurisdiction is
now concurrent, being shared with the Tax Appeal Board. However, on an ap-
peal from an assessment made pursuant to a Treasury Board direction under

section 138 of the Income Tax Act, the Exchequer Court alone has original

jurisdiction, subject to the provisions of section 92(2) of the Act.

In sppeals to the Exchequer Court, the Estate Tax Act grants the same

Jurisdiction to the Court and leys down an identical appeal procedure.

The Excise Tax Act does not expressly lay down any procedure for appeal-

ing from a decision of the Minister directly to the Exchequer Court, and it
is doubtful that the right of direct access to that Court is of great prac-

tical significance to the taxpayer.

The Income Tax Act makes no mention of the form which an appeal from a
decision of the Tax Appeal Board to the Exchequer Court should take. The
Exchequer Court, however, had to give @ ruling on this question in 1951 in

Goldman v. M.N.R. 9/. In this judgment Mr. Justice Thorson, noticing the

absence of a specific provision whereby it is possible to discover the exact
nature of the appeal before the Exchequer Court, decided that the creation
of the Tax Appeal Board had in no way affected the Jjurisdiction of the
Exchequer Court. An appeal to the Exchequer Court is therefore a completely

nev trial, thet is, & trial de novo, in income tax appeals.
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Unlike appeals from decisions of the Tax Appeal Board, appeals from

Tariff Board decislons are confined to questions of law,
The Supreme Court

The legal principles governing appeals to the Supreme Court of Canada

are set forth in sections 82 to 86 of the Exchequer Court Act., Under

sections 83 and 84 a judgment of the Exchequer Court can be appealed in any
action in which the actual amount involved exceeds five hundred dollars.
When the amount is less, appeal may still be made to the Supreme Court if a
Judge of that Court authorizes it, and if the action involves thé constitu-
tional validity of an act or relates to a matter which may affect future

rights. A Judgment of the Supreme Court is final.

Problems in the Processes of Tax Adjudication

Tariff Board. We heard little comment in our public hearings regarding the
Tariff Board and, were it not involved in the appeal processes for the excise
taxes, would not feel obliged to concern ourselves with it. The most obvious
questions thet arise are whether the Board should be asked to act in the dual
role of both adviser to the Minister of Finance on policy matters and later

on of judge in appeals on the interpretation and application of the same lavs,
and whether the Board might not deserve the security of more permanent appoint-
ment and greater security of tenure. Another important issue is whether the
Board's Jurisdiction should be expanded so that it would have authority to
consider appeals from assessments, in place of the very limited Jurisdiction

it now eanys.

Tax Appeal Board. The Tax Appeal Board was the subject of a good deal of

comment., As a new entity operating in the conteﬁtious and pressing area of
income tax, it has faced a very considerable challenge. On the whole there
was agreement that the Board has fulfilled the original expeétation that it
would be an inexpensivé court for the hearing of a multitude of appeals,

both great and small. The main complaints were directed against the
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relatively long period between the hearing of cases and the delivery of
Judgments (many solutions were proposed, ranging from an expansion of the
size of the Board to the delivery of verbal Judgments from the bench); the
possible infringement on the independence of the Board, arising from the
fact that the Minister of National Revenue i1s both a litigant before the
Board and the member of the government most directly responsible for its
general composition and its rules of practice and procedure (appointments
are made and procedures approved by the Governor in Council); and the problem
encountered in attracting men for positions on the Board because of the in-
security of tenure and the lack of the status of Judges. There was also a
feeling that the status of the Board had.been lowered by the ﬁosifion taken
by the Exchequer Court that an appeal from the Board to it was a trial de

Nnovo.

later, we address ourselves particularly to the issues of the efficilency

of operation of the Board, and the independence of the Board.
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CHAPTER 32
TAX FORMATION

Having reviewed the general scope of the area of tax organization and
discussed some of the main problems that arise in its various phases, we now
set forth our recommendations for changes designed to alleviate the more

obvious of the difficulties,
TAX ORIGINATION

A More Formal and Public Procedure
for Representations for Tax Changes

We view with sympathy the request of several of our witnesses for an
official agency for reviewing shortcomings of the tax system that would
operate in a more formal and public manner than is the case at present, The
level of tax representation in this country, particularly as evidenced by
the briefs of professional and other associations and the studies issued by
tax research organizations, is of a very high order. The submissions pre-
sented to the Commission were further demonstration of the high calibre of
study devoted to this complex subject. The raw material of public discussion
is abundant, theiefore, and vwhat appears to be most conspicuously lacking is
official machinery that will satisfy the public at large and the interests
particularly concerned that consideration of tax changes is being carried

out in the full kndwledge of all the issues at stake,

This is not to say that the present procedure has not worked reasonably
well in the past. The Minister of Finance and his officials are among the
most accessible of the groups of official Ottawa, snd we have heard no one
complain that a hearing has been denied him, The origin of the problem
appears rather to be in the fact that in an inéreasingly complex society it
has become almost impossible for any small group of tax experfs, restricted
in their contacts largely to those who seek them out, totforesee even the
major implications of a proposal for tax reform, pafticula;ly one of a highly

technical character. This problem becomes acute in a country as widely dis-
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persed as Canada, The government might be persuaded to make a tax change to
suit the needs of one industry or section of the country without being aware
of its impact elsewhere, simply because other taxpayers were in ignorance of
the proposal and had no chance to make their position known. Public exami-

nation of the proposal would reduce this possibility.

Official public examination of tax problem areas is not new in Canada.
There is precedent for it in the hearings and studies of the Tariff Board on
matters of a technical nature referred to it by the Minister of Finance for
study. It may be this precedent that the business and professional public
has in mind in its proposals, although a variety of forms of organization

was suggested,

We are.in sympathy with the spirit of these proposals and recommend
later on, as pért of a comprehensive new organization for tax administration,
that specific provision should be made for public diécussion, under official
auspices, of current tax problems and solutions therefor. We deal with this

later in putting forward our proposal for a Board of Revenue Commissioners,

Another device that has been used quite extensively by the United States
Treasury, and that we feel could be adopted with advantage here, is that of
the informal advisory committee, Such committees are composed of representg-
tives of a variety of interests—business, academic and professional-—and
meet periodically with senior Treasury officials to discuss in a confidential
and objective way a range of issues submitted to the Treasury, The purpose
is to provide a sounding board and not to produce decisions, The Treasury

is not bound in any way by the views of such a committee,

No doubt much of this sort of contact with the outside world now occurs
in the Department of Finance in an informal and unorganized way. We feel
that exposure of this type is of mutual benefit and we would recommend that
the Department of Finance should establish a small advisory committee in the
erea of taxation and fiscal policy to function in the manner of the United

States committees.
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Budget Secrecy

The suggestion that the Minister of Finance might adopt some device fTor
public examination of his budget proposals before they were presented to the
House of Commons appears to stem also from the feeling that only good would
come from greater publiciﬁy for changes of serious consequence for the whole
country. It seems to be assumed that with public examination the possibility

of a mistake being made by the Minister would be greatly reduced.

While this may or may not be so, it is quite clear that there are other
considerations which must also be given weight. General public discussion
of desirable tax changes is one thing; advance knowledge of specif}c proposals
for change is quite another and involves serious issues of confidence,
responsibility and accountability, The tradition of budget secrecy is an
old and respected one that is not 1igh§ly to be abandoned. In considering
how far there might be a departure from it, we have concluded that some fairly
rigid tests would have to be applied, We would rule out advance disclosure
of any change having a pecuniary advantage or disadvantage to any specific
individual or group. We would also exclude any change of such a nature that
foreknowledge would permit the taking of steps to frustrate its effect, We’
would also question whether a change should be made known which, despité the
best efforts at publicity, might not become the knowledge of every taxpayer
involved. In addition, of course, there would be an obvious general prohi-
bition against advance revelation of any change in rates, ﬁarticularly of

those on commodities, which might be exploitable information,

The abo&e tests would probably rule out publigity for most.of the budget
changes of any real iﬁportance. Assuming, however, that some subjects,
possibly of a highly technical nature, might be eligible, the}e remains the
question of the manner in vhich public discussion would be carried out.
Adequate public Qiscussion would require general open hearings with invitations

to all interested parties to attend. This would be a slow process and could



120

hardly be carried on as part of the regular budget-making procedure in which
time is frequently of the essence, The best possibility would seem to be
that the Board of Revenue Commissioners, ﬁhose establishment we propose later,
after conducting public hearings on a subject, might be asked to hold a
further inquiry on any proposed leglslation of a highly teéhnical character
designed to deal with that subject, and this inquiry could be held before

the legislation was introduced to Parliament.

No doubt a Minister of Finance might also feel that there are occasions
when it would be advantageous to all concerned to consult privately with the
representatives of an industry or any other group on the detailed provisions
for implementing a tax reform the general nature of vhich had already been
made public, The scope of this type of consultation would be entirely in

the discretion of the Minister,

On the whole we are sceptical of the possibility of much deeper public
participation in the budget-making process than has been traditional. In
our system the government and its Ministers have primary responsibility for
decision making, and this process can hardly be conducted with the public
. "sitting in", as it were. Nevertheless, we are persuaded that there could
be more public involvement in the .total process of making tex lgw, and ve
feel that many of the general complaints we have heard would be.met by the
proposal that we make below for greater public particibation in the

parliamentary review of tax legislation,
' TAX AUTHORIZATION

Public Hearings on Proposed
Tax Legislation

As a parliamentary document , the budget has both political and technical
implications, The broad issues of policy and the proposals for tax changes

are matters of general concern to the public at large and their répfesentatives

in the legislatﬁre, On the other hand, the technical and detailed tax
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legislation that arises out of the general proposals is of immediate interest
only to a small segment of the public and often is of little concern to the

Member of Parliament uninitiated in the mysteries of tax legislation,

On the first aspect, the political side, we do not presume to make
recommendations., The pre-eminent authority of Parliament in financial matters
and the right of access of the citizen to Parliament both through his Member
and through Ministers of the Crown are ample general safeguards for the public
good, and the internal machinery for keeping open the lines of communication

is obviously a matter for Parliament to settle.

In the second area, that of technical review of the details of tax
legislation, we feel that we do have a right to offer comment. This is an
area not of general accountability but rather of detailed administrative

arrangement which, as matters now stand, we feel could be improved.

On the introduction of the taxing bills, it is now the right of any "
group or individual to communicate with his Member, or with the Minister of
Finance or his officials to complain of shortcomings in the proposal; and
much of this is done in fact from the introduction of the resolution. The
Minister of Finance, whose legislation is at stake, is anxious to rectify
unforeseen consequences of his proposals, subject always to the overriding
condition df having his legislation make progress through the legislative
mill. It is also fair to assume that in the vast majority of cases reasonable
corrections have been made. At the same time we can hardly overlook the
fact that fesponsible organizations appearing before us were critical of
the present arrangements and proposed various changes that would allow

greater opportunity for public examination of legislation before Parliament.

The essential feature of proposals we received was that tax legislation
should be referred by the House of Commons to a small standing committee,
similar to the Committee of Ways and Means of the United States House of

Representatives, which would hold public hearings, receive briefs and report
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back to the House on its findings. This 1s not a new principle, since it is
regularly followed'in several other areas of legislation and indeed by the
Senate in its consideration of tax bills. It was urged that such a committee
would in time achieve a degree of expertise in tax matters beyond the grasp
of the Member of Parliamént exposed for a few hours a year to general debate
on the tax bills, would provide an opportunity for more detailed public
examination of complex provisions than is now available and, being public,
would serve to elicit a detailed explanation of the measure and broader
public understanding of its purposes than is now the case. By employing a
small staff of experts for the duration of its hearings,.the assistance of

a well qualified tax lawyer and tax accéuntant for a few days or wéeks should
be sufficient, it would be assured of technical competence in areas frequently

of extreme complexity.

We support proposals for parliasmentary examination of this character.
If the examination were limited to matters of a technical character, we see
no danger to the principle of ministerial responsibility and indeed see no
reason to believe that taxpayers would not continue to address themselves
directly to the Minister of Finance as they have in the past. We would favour
a conmittee of the House of Commons as the natural focus of interest and
responsibility, but there would be no reason for not contipuing the agtivities
of the Senate Finance Committee, which have been very helpful in the past.
It may be msking best use of the talents available in both Houses to establish
a joint committee, as frequently has been done in other areas and, if this
were feasible, we would favour it as being the most promising possibility

of all.

To sum up, the advantages we see in the additional procedure Qe suggest
are threefold: 1t would ensure that time was allowed for full and adequate
consideration of complex legislation; it would in time produce a corps of
legislators having particular familiarity with texation; and it would not

only help ensure that justice was being done but would also give the public
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evidence that this was the case,
Legislation in More General Language

By far the most frequently expressed complaint about tax law, from
legislators and public alike, is of its complexity. To a degree this is a
reflection of the intricate social and economic relationships in a modern

society. All laws are so affected, not Jjust those relating to taxation.

This observation tends to explain the need for a large and detailed
body of written rules and guidelines of some sort for tax compliance, but is
not in itself a justification for involved tax laws. There-are various facets
of what is essentially an exercise in communicating to the taxpayer a precise
statement of rules for determining his tax liability. Ultimately,unless the
taxpayer is able to obtain an answer to every question related to his lia-
bility, he cannot pay his pr0per‘amount of tax, And because it 1s desirable
that any answer given one taxpayer be given to all taxpayers having the same
problem, and that this answver be a matter of public record, the need for
written and published rules 1s_self-evident. At present a yariety of means
is asailable for this purpose, including the basic statute itself, the forms,
returns, rulings, and regulatlons issued under the statute and the written
or recorded interpretat:ons of the statute by the courts. In a sense all
these are steps in the essentlal process of communlcation and variationslln
empha31s are possible at each stage. The more detailed the law the less the
need for'detailed regulations, and possibly the less the need for litigation,
although the latter does not necessarily follow. The more general the law,
the greater the likelihood of more need for "delegated" legislative powers,

such as authority to make regulatiohs-and rulings, and so on,

It is our view that at the present juncture Canada suffers from an un-
happy compromise in its tax legislation under which it appears to have, in
one area or'another, the disadvantages of all worlds. The legislation in the

commodity tax area is of such a general character that the actual operation
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of the taxes, carried out through the exercise of discretion ﬁnd a multitude
of rulings and regulations, can hardly be recognized from an inspection of
the statute itself. On the other hand, the direct tax legislation, pérticu-
larly that on income tax, is becoming overgrown with detailed or semi-detailed
provisions that neither set forth a general intent, nor cover all or nearly

all the situations that arise.

Our preference, and we believe that of our legislators and most of our
witnesses, would be for a law that stated in fairly general terms the purpose
to be.achieved or the rule to be applied, and left it to regulations or
rulings given under legislative authority to clothe those general provisions

with meaning for the infinitely varied and complex situations of individual

taxpayers.

Again this is not a new principle, but is merely the extension of a
practice already found in very wide use in Canada's tax législation, Under

the Income Tax Act, for example, one of the most important of allowances,

that for depreciatioh, is granted by regulations issued under the.authority
of section 11(1)(a), that provides a deduction for "such part of the capital
cost to the taxpayer of property, or such amount iﬁ respect of the capital
cost to the taxpayer of property, if any, as is allowed by regulation".
Other examples are the amplification under Part IV, section 700, and Parts

XX and XXVI, of very general principles stated in the Income Tax Act.

We recognize at once the difficulties of drafting simple general tax
legislation and that it is easier to state than to give effect to the
principle, but we believe that legislation in more general terms would permit '
the Members of Parliament to understand more clearly the nature of the
amendment they were approving, would ensble taxpayers to grasp the basic
purpése more clearly, and would give scope for greaﬁer flexibility in the
promulgation of detalled rules by regulation, Where anomalies appeared or
changes in the detailed rules were required for any other reason, the

regulations could be amended promptly, and in a much less cumbersome way than
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would be required to amend the statute.. These are substantial advantages
worth striving for. To achieve them, however, would carry the requirement

of closer scrutiny by the legislature of the exercise of delegated authority
to make regulations, extreme care. in the adoption and exercise of ministerial
discretion, and a willingness on the part of the administration to give ad-
vance rulings. We believe the drafting of legislation in more general terms
may also encourage a broader approach by the court to the interpretation of

tax legislation., We discuss each of these below,
Control of Delegated Povers

Regulations., Control of delegated legislaﬁion may be entrusted to a
Judicial body, the courts, or to é ﬁolitical body, Parliament, Judicial
control is exercised over both the authority for and the content of delegated
legislation, The role of the courfs is té determine whether the agency that
initiated the legislation had the nécessary authority, and if so, whether it
acted within the bounds of that authority. If the answer to both these
questions is "yes", the court may have to determine wﬁéther the legislation’
extends to the facts before it., Judicial control functions satisfactorily

at present and it is not advisable to try to enlarge its scope.

For supervision other than judicial, the requifement is for a forﬁ of
control and scrutiny having two main aspects, one involving the holding of
public hearings on proposed regulations to be issued under delegated powers,
and the other involving subsequent scrutiny by the legislature of the actual

exercise of the delegated powers.

Prior public consultation, publication, and hearings could be entrusted
to an administrative agency adaptable to this purpose, possibly the agency
we propose later. It would be charged with responsibility fof advance publi-
cation and distribution of the proposed regulation, for conducting hearings
and recelving briefs, and for submitting a report to the responsible authorities.

We also propose that all regulations should be made by the Governor in Council
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and not by aﬂy single ﬁinister,‘aﬁd should continue to be made public in
accordance with present procedure, We recognize that in some cases it may be
necessary to have the regulation become operative before public hearings are
held. These cases would indeed be exceptional, but in such circumstances we
would recommend immediate adoption of the regulation for a specified period,
say, six months or a year, At the end of this period the regulation, if not

confirmed, would automatically expire.

Political scrutiny, as reveéled by éxperiencé in the United States and
the United Kingdom, can take many forms, We would favour a system in which
a standing committee of the House of Commons, possibly that which would
consider tax bills, would review regulations from time to time., The purpose
of this review would not be to reconsider general policy, but rather to ensure
that the regulations were in accordance with the policy contemplated in the
Statute, that there had been no unreasonasble delay in publication, and other
questions of this order. Having réviewed the legislation, the committee
would then be in a position to recommend to Parliament its améndment, an-

nulment or continuation,

Generally then, we recommend the following steps for the exercise and

control of delegated authority to make regulations,

1. Prior publication of a draft.

2. Public hearings on the draft.

3, Regulation by Governor in Council.

4. Publication in the Canada Gazette and submission to the House of
Commons acgording to present procedures.

S. Scrutiny by a standing committee of the House of Commons.

Ministerial Discretion. Both Canadian and British experience show that
it 1s difficult, if not impossible, to eliminate the granting of discretionary
power completely from tax legisiation, There have been scme situations in

which it has been demonstrated by'repeated efforts that it is futile to attempt’
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to devise a written rule or rules to achieve a desired result. It is agreed
that this extraordinary device should be used as little as possible, but if
it is agreed that it must be used even occasionally, theg the real problem
is to determine the measures of protection or control that must be introduced

to ensure that the rights of the citizen are respected.

The control of ministerial discretion, like that of delegated legislation,

may be judicial or political.

Judicial control of ministerial discretion is limited to thg examination
of whether the discretion was properly exercised, and not whether the judge
would have acted in the same way as the person exercising the discretion if
faced with the same facts. In our legal system, Parliament is supreme; thus
Parliament, in conferring discretion on a Minister, has named that Minister,
or his deputy duly constituted for the purpose, to exercise the discretion,
Therefore, in essence, the court has ro power to intervene unless it can be
shown that the Minister, in exercising his discretion, acted on erroneous
legal principles, was influenced by irrelevant or improper considerations, or

acted arbitrarily.

In view of the limited scbpé of the authority of the courts, they cannot
be relied upon to provide the taxpayer with all the protecfion he requireé

against the dangers inherent in the exercise of ministerial discretion,

Political control must therefore make up for the limitafions of judicial
review, Several forms of political controlrmay be used. Question time in
the House of.Commons may be used for this purpose, but here the specific
procedures essential to any good control are lacking; nor can one rely al-
together on the interest of the Members, Wé have also coﬁsidered the es-
tablishment of an Advisory Board on Ministerial Discretion to aésist the
Minister in the exercise of his discretionary powers, but ﬁavé rejected it
as being a cumbersome and unwie;dy device that offers no final solution to

the problem, The Minister would be free to accept or reject the advice of
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that Board so that ultimately the responsibility would be exactly where’

it is now.

We feel that a much more effective approach would be to require that
advance rulings be given by the Minister under any discretionary authority
granted him, in order to remove the element of uncertainty which is now the
main complaint. We also propose that the parliamentary committee which re-
viewed the exercise of powers to make regulations, could also examine the
departmental officials on the manner in which the ministerial discretions
were being used, To protect the interests of the taxpayers involved, these
meetings could be held in camera if the comnittee so decided, Also, if the
committee deemed it advisable, it could call for presentations from taxpayers
who were wllling to discuss the use of ministerial discretion in their indi-
vidual cases.. A report to the House by the committee each year, setting out
the number of times a mipisterial discretion had been invoked, the general
nature of the context, and any views the committee might have formed on the
continuing need for the discretion, would keep the exercise of this power

under constant public scrutiny.

We are confident that the introduction of these proposalé would allay
most fears on the subject of discretionary powers, We attach equal importance,
however, to the fact that the basic revision of the tax structure we recommend

should substantially eliminate the need for resort to this device,
Information and Rulings

We recommend that efforts be made in all phases of tax administration to
provide the taxpayer with the maximum amount of information bearing on the
determination of his tax liability, and that a system for granting advance
rulings in specific areas of tax should be instituted, particularly in the
Taxation Division. We consider these proposals in further detail in later
discussions of the functions of the Taxation Division and the Customs and

Excise Division,
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More Liberal Interpretation
by the Courts

It is the frequent practice of the Canadian courts to interpret tax
legislation literally, rather than by reference to purpose and intent, They
often exclude from consideration factors which are extrinsic #o the letter
of the law, but which would assist in the development of an equitable and

sensible body of law,

Application of the rule of literal construction has often had two
results, One is that tax advisers have felt secure in devising tex minimization
arrangements which simply skirted the precise language of the law, The other
is that official draftsmen have been drawn into a continuing and largely
futile attempt to write increasingly involved annual amendments designed to
make the law more precise and foolproof., We have stated our views above on
the need for drafting tax legislation in general language which deals with
principles rather than rules, Possibly, in the process of this evolution,
some new principles could be devised which would enable the courté to free
themselves from undue emphasis on literal construction of the statute, and
to have greater regard for the purpose and intent of the provisions being

interpreted.

This subject is discussed at'greater length in Appendix A to Volume 3

which deals with tax avoidance.
CONCLUSIONS AND RECOMMENDATIONS

1. Provision should be made for formal and public hearings, under official
auspices, on general and technical problems in federal taxastion. Such
hearings would be a function of the Board of Revenue Commissioners
proposed later, and would be held prior to submission of specific

legislation to Parliament.
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The Department of Finance should establish an advisory committee of non-
governmental experts for informal discuésion of general tax and fiscal

policies,

A parliamentary committee should conduct public hearings on the details
of tax legislation following introduction of tax measures in the House
of Commons. Such & committee might be a joint committee drawn from

both the House and the Senate,

Tax legislation should be drafted in general language, and more detailed
provisions governing the application of the broad principles of the
statute should be set out in regulations approved by the Governor in

Council,

A system of public examination of proposed taxation regulations should
be instituted, involving publication and hearings by the Board of
Revenue Commissioners prior to adoption, and scrutiny by a parliamentary

committee after adoption.

Ministerial discretion should be kept to & minimum in tax legislation;
where it is employed, the taxpayer should have the right to require an
advance ruling on stated facts, and a parliamentary committee each year
should examine the manner in which the discretionary powers have been

used and report on the continuing need for the discretion,

The courts should adopt a less literal rule of interpretation of

taxing statutes,



CHAPTER 33
TAX ADMINISTRATION

In this chapter we shall deal with several m;tters relating to the
performance of the tax administrative organization and make some recommenda-
tions. These involve questions about the general form and status of the
organization; public infdrmgtion and advance rulings; and, standards of
administrative performance in such matters as assessing, auditing, staff
recruitment and training, gnforcement, ‘the exercise.of ministerial discretion
and other related subjects. The treatment of these is necessarily brief,

The present comments are_also intended mainly for the direct tax area, since
observations on the administration of the present indirect taxes would be of
limited releyance.if our main probosals in this field are adopted. It should
also be pointed out that in the particular area of tax administration, other
proposals appear throughout this Report in the éontext of individual subjects,
for example, international taxation, and the taxation of employment income.

These have not been repeated in this chapter.

in view of theApossib;e effect its adoption would have on some of the
detailed phases of tax administration, we have thought it desirable to in-
troduce at the very §utset of our examination of tax administration our
proposal for a wholly néw fqrmbof organization for‘this function. The new

form of organization would be a Board of Revenue Commissioners.
BOARD OF REVENUE COMMISSIONERS

We have arrived at our propos;l.by & process of examining alternative
possibilities. The altefnative of leaving the presént arrangements wholly
undisturbed is not an undesirable one, because on the whole we are satisfied
that they have worked reasonably wéll. The allécation of policy-making
functions to tﬁe Department of Finance and of administrativé functions to the
Department of National Revenue ;ould possibly give rise to a hiatus between

the formation of tax policy and its administration, but we have found that in
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practice relations between the two departments are sufficiently close to
make it unnecessary to consider placing the administration of the taxing
statutes directly under the Minister of Finance. The resulting organization
would be unwieldy and the burden placed on the Minister of Finance, who
already carries a heavy load, would in our view be intolerable. Rather than
amalgamating the Departmenté of National Revenue and Finance, we favour the
idea of a separate, independent, non-political agency for tax administration,
and this on two main g;ounds, First, we see great possibilities for a much
closer integration of all the functions of tax administration if they were to be
brought together in one independent entity administered by a Board of Revenue
Commissioners. Second, by placing the collection of tax under such a Board,
impartiality would be assured and any attempt to exert political influence

on the collecting authority would be negated.

In suggesting that an agency independent of political control would be
preferable to the present arrangement, we do not imply that any disturbing
shortcomings have been found in the existing organizations. On the contrary,
we are convinced that the officials of the Department of National Revenue
are carrying out their duties in a dedicated and conscientious way. Rather,
our views are based on a judgment thét, whereas the political factor is an
essential element in the policy-making function, it need have no role in the
administrative side, and to the extent that it does operate, an uneven appli-
cation of the law is likely to result, We are not unaware that the political
influence will normally be a tempering one, easing the application of what
might be a harsh provision vhen applied to individual cases. It is not our
wish that harsh provisions cease to be tempered, but rather that the pro-
cedures by which this desirable result is achieved should operate openly and
independently and in the full knowledge of all taxpayers. An administration
that is basically free of political influence should faise morale among the

people working in it.
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Our proposal might seem more concrete if its details were given at this
time, We recommend that the functions of the present Department of National
Revenue be vested in a Board of Revenue Commissioners constituted by statute
in the same mahner as other independent commissions, such as the Board éf
Transport Commissioners or the Civil Service Commission, The functions and

responsibilities of the Board should be clearly set out in the statute,

.As far as the day-to-day administration of the revenue Acts and dealings
with individual taxpayers are concerned, the éoard would be completely inde-
pendent, The Board would be responsible to Parliament, of course, and we
would recommend that it report directly to Parliament through the Minister
of Finance _/. We would stress the necessity for close co-ordination in
revenue matters between the policy-making function carried out by the
Department of Finance and the administrative function to be assumed by the
proposed Board. We have assumed that a working co-operation would continue
between the Department of Finance and the new Board as it has in the past
with the Department of National Revenue, Nevertheless, because the Minister
of Finance 1s responsible for taxation policy, we think it would be placing
an unfair burden on the Minister not to allow him some supervisory power over
general administrative policy in seeing that taxation policies were made’

effective,

We have sought a way to give the Minister some general power of issuing
directives to the Board while preserving its complete independence in day-
to-day tax edministration. We have concluded that the relationship of the
Minister of Finance to the Governor of the Bank of Canada offers a useful
analogy. We therefore recommend that the Minister of Finance should be
empowered to issue directives to the Board on matters of administrative
policy, which should be made in writing and published, probaﬁly by tabling

in the House of Commons,

The Board would be obliged to follow.such directives, and in the event
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of a refusal of the Board to follow a directive, the Board would be obliged
to resign. We do not expect the Minister would need to use the power to
issue directives very often because of the co-operation we expect between
the Board and the Department of Finance, but we believe thgt in the event of
. disagreement over administrative policy the Minister of Finance must have
authority to match his responsibility, We believe the requirement of
publication of any directives would be sufficient safeguard sgainst any

erosion of the Board's independence in dealing with taxpayers.

Because the Department of Finance has responsibility for tax policy, it
is important that there should be a strong section in the Department re-
sponsible for tax analysis on a continuing basis. This section would need
to maintain the closest liaison with the Board so that developments in tax
policy could Be readily revieved as to their feasibility., Unless such close
liaison were maintained, desirable tax policies may fail to be implemented,
or if implemented fail to achieve their full effect because of difficulties
in administration, With the greater formal independence of the Board would
come the need for greater informal collaboration with the Department of

Finance,

We feel that such a Board of Revenue Commissioners must be headed by a
strong and respected Chairman, or a Chief Revenue Commissioner, as chief
executivé officer, and that there should be three panels of commissioners:
Commissioners of Income Tax, Commissioners for Transactions Taxes (the present
sales and excise taxes and excise duty), and Commissioners of Customs Tariff,
The number of commissioners to be appointed would be determined by the tasks
assigned to the Board, The Chairman would need to be a man of unique quali-
ties whose status and salary should be at a level at least equal to the
presidents of crown corporations or other important independent agencies of

govermment

The Minister of Finance could be relieved of considering all tax
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representations of a technical, that is, non-policy character, for such
representations from the public would be heard by the Board., Its duties
would include public hearings on matters referred to it by the Minister of
Finance and on proposals for regulations, and in some situations on proposed
draft legislation as well. The Board should inform Parliament and the
Minister of the views expressed Ey the public and provide an evaluation of
the tax laws through its annual reports, .Briefs and representations of a
policy nature would continue to be presented to the Minister of Finance,

unless the Minister specifically directed the briefs to the Board's attention,

The new Board, to be effective, must be adequately staffed and, in
particular, there should be competent» technical tax research carried out on
a continuing basis, We also recommend, as wé have for the Department of
Finance, that the Board avail itself of the advice of informal committees of
non-governmental experts. Such committees would be particularly helpful in
areas of organization, methods, recruiting and training, as well as in

specialized areas of taxation such as the international field,

The nucleus of the new Board would, of course, be the pfesent Department
of National Revenue, Whiie we Have nof looked into or studied the matter in
depth, w.e assume that its creation would mean séme reorganization of the
Department; for example, certain service functions vhich are now provided by
the two Divisions of the Department might be shared, with possible resultant
administrative saving, thus implementing a proposal of the Royal Commissioﬁ
on Government Or.ganization, The basic structure might not require adjuétment
beneath the senior levels, but this could all be the subject of study by

competent analysts.

The creation of such a Board, together with the Tax Court we propose
later, would, we think, guarantee to the taxpayers of Canada unquestionable
independence for those persons who administer and adjudicate t;hé tax statutes,
and would spread fesponsibility for tex administration among & larger group,

to the advantage of all concerned. The government, in accordance with
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democratic principles, and particularly the Minister of Finance, would still
retain responsibility for tax.policy, an arrangement with which we are wholly

in accord.

By way of comparison, in the United Kingdom there are two groups of
commissioners, the Board of Customs and Excise, and the Board of Inland
Revenue, to carry out the functions which we are here recommending be placed
under the jﬁrisdiction of one Board of Revenue Commissioners. While we feel
one board is all that would be necessary, we can raise.no objections to a
division of the functions as in the United Kingdom, if this appeared to be

a better grouping of responsibilities.
PUBLIC INFORMATION AND ADVANCE RULINGS

Whether Sr not a new tax organization is introduced there are certain
fundamentals of good tax administration that are unéhanging. High in priority
among these is a good system of communication between the administration and
the public. To the individual or the corporation there must be provided all
the information necessary for meeting the tax 1iebility. To the public at
large there must be given sufficient information on the operation of_thevtax

authority that its efficiency and integrity may be subject to full examination,
Income Tax

Information for Taxpayers. Although we commend the Taxation Division for

its past efforts in devising tax forms, in supplying information to the public,
and particularly for the formation of a new Information Service, nevertheless
we are of the opinion that the proposed Board of Revenue Commissioners could
go further in this direction, The publication of guides suéh as ﬁhé Farmers'
and Fishermen's Guide is highly commendable, but further special and general
guides of this type should be issued. The Board should also extend its use

of mass media to explain to the citizen his duties regarding filing and
payment of income tax, Moreover,.information such as that contained in the

Assessors' Guide that is now availsble only to departmental officials,
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showing hdﬁ‘the Department'ihterpreté the Act, Regulatioﬁs and practice,

could be made public,

We have been particularly impressed.with the information programme of
the United States Internal Revenue Service. A selection of mate;ial_prpvided
the Commission by the Service included a very comprehensive general income tax

guide Your Federal Income Tax; a kit for the businessman which gives him a tax

calendar and all of the tax forms he will need; guides for small businesses
and other special classes of taxpayers; a.variety of circulars dealing in
detail with such subjects as personal exemptions and deductions, sale of home
and other assets, income averaging; and so on, We were also'giyen some of
the material of a broader educational character, including a teacher's kit
fof use in schobls. These and other'items cover basic fundamentals in each
area and give the taxpéyer a grasp of the Sackground information not easily

availableé in Canada. We commend this example to the Canadian tax authorities,

Annual Report. We have examined the reporting on income tax administration

gnd have found it adequgte'in some respects and seriously lacking in others.

The Taxation Division has for some years been publishihg a mass of data
on inéomes; both in&ividual and corpérate, derived from an analysis of tax
returns, and for this it is to be commended. The publication of Selected
Tax Data, now restricted to internal cirdulation, would found ou£ this
statistical information, Whefe the Division has been most lacking, however,
is in regérd to information on the conduct of its own activities as an

important public function,

In the annual reports of the Department of National Revenue, for example,
the Taxation Division occupies two or three pages, and only the barest details
of collections are given. We have examined the annual reports of the United
Kingdom Commissioners of Inland Revenue, the United States Commissioner of
Internal Revenue, and the Australian Commissioner of Taxation and have found

them all a great deal more informative than the totality of information
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published by the Taxation Division. These reports typically contain sections
on scope of activities, organization, staff, salaries, cost of collection,
_details on assessment, collection, valuation, rulings, public information
programmes, personnel training and recruitment, legislation, international
developments, breaches or evasions of the Acts, tax delinguencies and
cancellations of tax 1iabilities, activities of regional offices, and a long
1ist of other matters. This listing alone is sufficient to give an idea of
the type of data we have in mind. Almost nothing of this sort is to be
found in the reports of the income tax administration in Canada., We urge
that in future the reports of the proposed Board of Revenue Commissioners

£i11 this serious gap in our public information,

Advance Rulings. We are of the opinion that advance rulings are an excellent
device for fostering and encouraging the self-assessment system, and would
contribute to good relations between the income tax administration and the
tax-paying public, From a taxpayer's point of view, rulings are most
desirable because they give more assurance of certainty prior to entering
into a transaction, and guarantee.more uniformity in'the application of the
tax legislation, They also appear desirable for the administration, for
they minimize controversy and litigation, reduce the time spent in answering
questions from taxpayers, and help to achieve a fair and co-ordinated tax
administration. We propose that the approach to a system of advance rglings
be a gradual. one,.leading eventually to a system as extensive as that of the

United States., To introduce the innovation, we recommend the following.

1. The Board of Revenue Commissioners should be reguired by law to issue
rulings directly to taxpayers at their request in the few cases where
ministerial discretion is involved, and should be permitted and

encouraged to issue rulings in other cases.

2. Where these advance rulings have general application and do not reveal
confidential or secret information they ought to be published, to the

benefit of all,
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The introduction of an advance rulings procedure would require the
establishment of a staff for this purpose with special talents and training.
With a gradual approach the problem so presented should not be a serious
one, but even if it presents a challenge, we urge that this not be allowed

to impede the institution of an advance rulings procedure,
Transactions Taxes

The proposals for the administration of transactions taxes made below
are based on the assumption of the introduction of a federal retail sales
tax and the institution of a Board of Revenue Commissioners, and would be

quite different if neither of these steps were proposed.

Information for Taxpayers. In our opinion the proposed Board of Revenue

Commissioners should give a good deal more attention to informing the tax-
payer of ﬁis rights and‘responsibilities regarding transactions taxes than
has been given in the past. For this purpose it would be necessary to
provide more than the statute, the regulafions, and the relevant circulars.
A simple, non-technical guide to the transactions taxes, indicating the
source of additional technical infbruwmion, would remove much uncertainty.

The Board should also set up an information unit to edit, co-ordinate and

distribute taxpayer information in this area,

Regulations. All regulations will require review in the light of our main
recommendations for a federal retail sales tax. In future they should,
of course, be subjected to the procedure we have outlined previously in-

volving public hearings and review by Parliament.

Circulars. We have concluded that the difficulty of distributing circﬁlars
has perhaps discouraged frequent revisions and additions, and we recommend
that the head office listing of licensees, which includes the industrial
classification, be coded for an automatic date processing system, and that
a sorting process be used when circulars or bulletins of general interest

must be distributed, and that these be sent from the head office.
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Bulletins. We feel that the practice of issuing bulletins is a commendable
step toward fuller information for the taxpayer, and we urge that the proposed
Board continue to extend the practice of issuing bulletins as soon as possible

after budget changes.are announced.

Local Informetion and Assistance. "We have concluded that at preséntrthé
information function exercised by the local offices is not defined sufficiently
clearly. The function has become an important one, occupying much of the time
of District Directors and, in largef districts, all of the timé of one or more
collections officers. The functions of interviewing and éducéting taxpayers
and énswering letter and telephone enquiries demands & thorough.knOWIédge of
the law, administrative'procedure'and interpfetative fulings,'and should'be
clearly assigned to officers in each district office who have been trained

for the purpose,

Rulings. The history of rulings in the transactions tax administratioﬁ'in
particular has been so unique that we feel that it offers little precedent

or guidance for the future, To a very considerable degree the Customs and
Excise Division has been forced in the past to make up for the deficiencies
of a very inadequate statute by issuing instructions to taxpéyérs through
rulings and regulations, many of the latter probably ulfré vires, simpiy in
order to have the taxes applied with reasonsable equity.' We récomménd stioﬁgly
elsewhere that a firm statutory foundation be provided and that the general
position of all taxpayers be made more certain within the terms of the
legislation itself. This step, and even more the adoption of a retail sales
tax, which we also recommend, should remove the need for many of the existing

rulings,

Nonetheless, we would urge that the proposed Board continue efforts to
make known to the taxpayer the detailed application of the law. In the case
of rulings, arrangements should be made to inform the public of the policy
and procedpre of the Board on their issuance; written procedural guldes

should be prepared for officials involved in processing rulings or objections
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to rulings, and these officials should be specifically trained for this Jjob;
arrangements should be made for publication of all rulings, except.those
having a narrow application through a commercial publishing house or at
government expense on a subscriptlon basis, and the necessary staff should
be made available for the 1nformat10nal 51de of the rulings service wé
would also urge that even in the cases of non-published rulings;information

should be made public that a ruling had been given,
STANDARDS OF EFFICIENCY

We 1ntroduce the subgect of standards of eff1c1ency in tax administration
with some mlsg1v1ngs We have notifelt that it was Vlthln our terms of ‘
reference to carry out studies that would have established criteria by whlch
performance could be measured and we'have heen unable to discover any ready-
made standards that would be suitable we therefore speak only from obser-v
vation" based on rather superficial evidence, and from a feeling that standards

of performance in any function of government are likely to be elusive and

difflcult to formalize uithout very con51derable study

As a general statement we would say that insufficient attention has been
pa1d to the development of a guiding philOSOphy of tax administration at the
federal level The approach appears to have been dlctated largely by a

short- 51ghted attempt to achleve the maximum amount of revenue for a given
amount of expenditure.. This result no doubt largely reflects the attitude

of the elected representative, who is usually oblivious of the hiéhly in-
volved and exacting nature of tax administration, and vwho seldom realizes that
the tax-collecting authority of a large govermment handles more revenue than
any other organization in the country, and -encounters special problems of
staff training and office management. . Particularly is it seldom realized that
in very few operations are such high marginal returns to be gained from

relatively small additional expenditures, We feel strongly that a new

approach is needed in which an attempt is made to measure the size of the
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Jjob that should be done and an.adequate organization provided to do it, -

whether it be called a Board, a Commission, or a Department.

As we see it, the necessary standards of performance for this purpose

would involve both external and internal measurements,

1. There should be measurements of the extent to which the maximum
potential amount of tax is being collected, both in the aggregate

and in individusl regions, businesses, professions, and so on,

We have found that in the past neither the Taxation Division nor the
Customs and Excise Division has established adequate criteria by which to
measure the degree of tax compliance being achieved. Indeed statistics do
not appear to be available at the present time by which to meke such measure-
ments. These ére likely to be easier to formulate in the area of indirect
taxation than of direct, and we would particularly urge that steps be taken
by the proposed new Board to establish, with the assistance of such outside
expert advice as is necessary, some measurements of the present degree of
tax compliance and a long-range programme for improving compliance where it

is found to be most lagging.

2. There should be detailed and comprehensive measurements of the marginal
yield of additional effort and expense on office organization, forms,
assessment, auditing, enforcement, special investigations, automation,

and so on,

Despite the restrictions imposed by a rule of minimum outlay on tax
administration, some real progress has been made in recent years in improving
the efficiency of both the Taxation and the Customs and  Excise Divisions,
Both have moved toward increased automation, and in the Taxation Division
the new Data Centre gives promise of further remarkable developments in the
centralized handling of forms, accounting, and the tabulation of data. Not-
withstanding this progress we have seen little evidence in either Division

of an overall long-term plan for defined objectives of performance, and such
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a plan will not be possible until much more detailed standards are esteblished
than are now available. We most strongly urge that attention be concentrated
on the development of such standards and objectives, and the achievement of

an organizational structure to meet them at the earliest possible date,

It may be necessary to repeat that we have not ourselves developed
such stendards in our studies., We urge that they be developed in the full
assurance that they can only result in & marked improvement over performance
based on the present philosophy of minimum expenditure. A new approach would
be particularly important if the income tax administration were to be faced

with the new tax measures we recommend elsewhere in this Report.

For the immediaté future we have a few proposals which we feel would
result in administrative improvements. - These, of course, are proposals which
should be viewed in the context of a Board of Revenue Commissioners. They
should be implemented as part of the overall revision of the administrative

structure prior to or concurrently with establishment of the Board.
Income Tax

Orgenization. We have concluded that the two-tier organization at the
District and Head Office level, though it might have been adequate in the
pest, is in need of review. For purposes of administrative control we
recommend the establishment of a three-tier organization. Thirty district
offices might well be better supervised by regional offices rather than by
one head office. We also feel that the administration of tax laws would be
improved if the central office were relieved to the fullest possible extent
of details to concentrate on co-ofdination and policy making. Tax adminis-
tration details should be settled in the regions. We recommend that there

should be five regional offices.

Assessment and Returns. We have concluded that the self-assessment system
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is_wq;k;ng regsonably well in Canada and should be retgined and extended to
cover members Qf.tbe'armed forces, who at present are nSt required to submit
returns, Moreover, in our opinion, the téx ;eturns nov being used by
Canadians are generally sa@isfactory, ‘We wquld urge that additional in-
formation be reported on interest and dividend income by reducing the
reportiné'liﬁit for TS5 returns from $100 to $10.  We also recommend that the
so-called "quick assessment” be labelled "provisional assessment", or be
given some other name that would indicate its inconclusive character. On
behalf of the‘taxpayef; we recommend that the statutory limitation on the:
fight to asseéss or re-assess be calculated from thg‘due date of the return,
or the date on whfcﬁ the return is actually filed, whichever is the later,
We also recommend thgt within the four-year limitation period the taxpayer
should have rights equa; to those of the tax authorities by ensuring that
during the same period in which the Min;ster is entitled to re-assess, the
taxpayer should be entitled to file a revised return and to lodge an appeal

in respect of that revised return on assessment.

In M,N.R. v. Taylor 2/ it was held that the words "any misrepresentation"
include 1nnoéen£ misrepresentation. Thus under section h6(h) of the Income
Tax Act, the Minister may re-assess for fraud or for innocent or fraudulent
misrepresentation, We recommend that re-assessment beyond the four-yeaf
period should be limited to those cases where there has been fraud or

fraudulent misrepresentation,

We have considered the possibility of proposing a change in the require-
ments for filing of personal income tax returns that must now be filed on or
before April 30 to produce a more even flow of returns throughout the whole
year. The peak load of the activity now falls in a relétively short period,
and any relief would be most desirable on grounds of efficlency. Various
ideas that have been submitted to the administration for study as to techni-
cal feasibilit& were found to have serious disadvantages, and we were forced

to conclude that the concentration of filing in the early part of the year
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would be difficult to change,

However, as a result of our studies we are satisfied that.improvements
could be made without drastic alteration. in the present arrangements. One
possibility, for example, would be to establish March 31 as the date for
filing of the Tl Short Forms.. A great proportion of these result in refunds
and an advance in the filing date would be in keeping with strenuous efforts
made by the Taxation Division in recent years to encourage the public to
file such returns as early as possible in the year, To facilitate this
change it would be necessary also to advance the time for filing of Tk slips
to January 31, the date now -in effect in the United States. With the time
for filing T1 General Forms left at April 30, an appreciable spreading of

the flow of returns would be achieved.

.

Audit. We have concluded that the present audit coverage is inadequete.
There not only appears to be an overall shortage of assessors, but there is
the p0551b111ty that the present staff is not being used to the fullest

extent in obtaining consistent coverage through the assessment function,

We have also been impressed with the fact that in the year 1963-6l .
field assessment, which costs the Division from $8 to $15 per hour depending
on the size and complexity of the return, yielded increased tax liabilities
ranging up to a maximum of thirty times this cost. Table 33-1 gives the
‘tax increase expressed as dollars per hour for assessing under various con-

ditions,

The figures of Table 33-1 are very revealing even with the caveat that,
to the extent that the additional assessments represent taxes moved from
one year to the next, the Department has its taxes one year earlier without
increasing the total revenue, and that not all increases in assessment are
sustained on appeal., Despite these reservations it is evident from the
table that more intensive assessing will bring remarkable returns for the

outlay involved, We have been particularly concerned to learn that the
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Division 1s aware of the need, but has not been able to meet it because of

staff shortages.

We do not presume here to suggest standards for an audit programme.

We strongly urge that efforts to develop a selective approach to assessing

and auditing be pushed forward as a most essential step in the achievement

of standards of internal efficiency for which we have argued earlier,

Gross

Income

Range

(§900)
CORPORATIONS
Over 5,000
1,000 - 5,000
100 - 1,000

Under 100

INDIVIDUALS
100 and over
Up to 100
Professionals

Farmers

TABLE 33-1

DOLLARS OF TAX INCREASE PER HOUR
OF ASSESSING EFFORT, 1963-6k4

District Size

Large Medium_ ‘ Snall

av, max. min, av, max, min. av, max, min,

309 312 280 160 725 27 120 W36 20
9% 135 71 66 155 29 57 125 1h
s5 116 38 3h 65 16 18 T4 7
57 88 32 30 65 5 20 60 5
36 77 22 22 27 12 19 Lo 6
¥ 55 33 23 43 7 17 55 T
8 132 39 28 55 17 6 T 7
30 98 20 20 28 7 18 28 3

Source: Information obtained from the Department of National
Revenue, Taxation Division,

Staff Recruitment and Training.

Our studies have revealed that the income

tax administration suffers from a chronic shortage of experienced staff for

key functions because of under-recruiting and high turn-over. In several

district offices it has been necessary to fit the standards of checking and
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assessing to staff availability rather than to standards of efficiency,. with
resulting loss of revenue, Frequently young men leave after two or three
years in ‘'which they have gained sufficient experience to go to private

business at more remunerative pay.

We urge that the income tax administration launch a vigordus campaign
of recruitment for the keylfunctions; this should be nation-wide in scope,
but should be most intensive in those areas where the greatest problems are
being encountered, Particular attention should be paid to accountants, for
vhom departmental salaries are reasonebly competitive at the outset but
subsequently advance more slowly than in private industry. We repeat the
views of the Royal Commission on Govermment Organization that the federal
govermment should be competitive with employment outside the government, but
should hot lead in the field of compensation, For professional employees
such as lawyers and accountants the pay does not rise nearly as fast as out-
side the federal public service, Hence, if the tax administration is to
attract professional persons, it must have a basis of remuneration that will
reflect their development and capacity. .In the United States Internal Revenue
Service, new recruité are hired at levels which reflect their academic ac-
complishments, and accelerated accordingly, whereas ve are told that in
Canada efforts to this end are frustrated by the general resﬁrictions im-
vposed on hiring for the civil service, Capturing the interest of the young
man and holding it for several years is essential if the turn-over of staff,
and particularly of assessors, is to be reduced, We urge that the proposed
new Board 5f Revenue Commissioners give a high priority to staff recruitment.
In particular we thihk that starting salaries and salary scales should be
given close attention and that a review of the recommendations of the Royal
Commission on Government Organization should be undertaken for this purpose.
There must be a new approach to remuneration of professional staff in the

taxation service,

We also have concluded that more can be done in training staff for
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income tax administration, The introductory course and occasional conference
now given should be developed into an integrated programme with increased
emphasis on regional courses in co-operation with educational institutions

or through teaching staff hired for this purpose. An integrated training
programme would have introductory courses of a general sort for background,
followed by more specialized courses for particular functions and later by

more selective courses.for aﬁmiﬁistrative personnel destined fﬁr tﬁe higher
positions in the aﬁministration, Again we feel étrongly in butting forward

this suggestion that Canada has much to gain from the example of.other countries,
We have hot found that there is serious fault in Canada; only that more

attention to some of these details will yield good returns,

Under the following subheadings we deal with the general problem of
enforcement, and we propose several specific changes relating to collections,

assessments, special investigations and the administration of penalties,

Collections, Collection effort is aimed at the unpaid tax bill. The
Department of National Revenue, Taxation Division, has informed us that early
in 1964 about $194 million was owed on some 92,000 accounts, Of this, $138

million was in 1,603 accounts, each in excess of $10,000,

This relatively high total of receivables is due to several factors,
including: +the absence of any statutory law that would automatically cancel
debt; an over-retention of tax debt as being collectible, or put another way,
the absence of any organized procedure for write-off, the present procedure
requiring a report to Parliasment for debts over $1,000; and inadequate en-
forcement of‘collections from accounts over $10,000, particularly where
assets can be moved out of Canada. Nearly one third of the receivables is
owing on cases under appeal, where there is a natural reluctance on the part
of the tax authorities to.liquidate a taxpayer's assets for payment of a
liability which the court might reverse., Even deducting this prgportion of
receivables, however, leaves a figure which in our view is high by any

standards by which we have been able to measure if.‘
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As a very important step toward expediting the payment of ta# liabilities
and reducing the amount of unpaid balances, we propose that the instalment
system for payment of corporation income tax should be moved gradually to
coincide with the year of taxation, At the present time there is a four-
month lag between the Beginning of the monthly instalment payments, the
lag having been reduced from a period of six months in recent years, We
propose that by a minimum of a further two reductions the instalment period -

should be brought wholly into line with the taxation year,

We further recommend that the coliections organization should be ex-
panded and established és a séparate Collections Branch rather than as a
section of the Administration Bfancﬂ. We also recommend that for uncollectible
debts there should be an automatic Sarriné of all accounts unpaid'six years
after the assessment, with the right given the administration to preserve
any particular account for a further six years by entering it as a Judgment
of the court. We also urge that publicity be given to the amount of out- .
standing tax debt, the statement appearing in the Report of the Auditor
General for 1963-6L being a good start, and that the write-off of individual

accounts in -excess of the prescribed amount be made public in detail,

We also recommend institution of the "offer of compromise" procedure,v
availabie to United States taxfayers, under which a taxpayer owing mofe than
his net worth may institute proceedings requesting that a settlement be made
for a lower amount, Any such settlement should be made publié, being filed
in a registry and available for inspection, Publicity would be a full safe--
guard against sbuse of such a system., In our view the offer of compromise
procedure should not be available to any taxpayer who had knowingly under-

stated his income,

We are concerned about the evasion of tax which can be effected by a
taxpayer who owes a considerable amount of tax through leaving Canada and
becoming resident in another country. We suggest that this problem be

glven close and continuing attention by the tax authorities.
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In these days international taxation has become an important subject
and, in view of the close relations between the Canadian tax administration
and many foreign tax administrations, we think it would be advisable to
provide for reciprocal enforcement of tax Judgments within defined limits,
Any provision for such enforcement should not be so broad as to allow the
enforcement of arbitrary or retroactive foreign taxes, but should permit
the goverrment of the other country to collect taxes from a person who had
been resident or employed or carrying on business in that country. Such a
provision should be limited to the enforcement of taxes in respect of income
arising, events occurring, or operations carried on in the other country or
while the person vas resident in the other country, which taxes were incurred

under the laws in force in that country at that time,

We recognize that a constitutional problem would exist in any reciprocal
arrangement, because reciprocal enforcement of judgments is a matter of pro-
perty and civil rights, However, because most provinces are in fact levying
income tax (collected by the federal government), it might be to their benefit
to help in the implementation of reciprocal enforcement arrangements, and we
presume they would do so. The principles set out in provincial statutes
dealing with the reciprocal enforcement of judgments would serve as useful

guides in the construction of any scheme to implement this suggestion.

Reciprocal enforcement should only be provided for where arrangements
for such enforcement are established by a tax treaty. Any taxes imposed by
the other country which are contrary to the provisions of the treaty should,

of course, not be enforceable.

Net Worth Assessment, We have reviewed the practice of "net worth assessment”

and have concluded that it has a role in income tax collection, fhe adminis-
tration should enforce the requirement to keep records, and would be able
better to do so if a penalty were provided. But the net worth procedure will
be needed for some time until the ideal of complete and adequate recards for

tax purposes is achieved. We would recommend two changes to strengthen the
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hands of the administration in making & conservative assessment and to dis-

courage taxpayers from attempting to exploit the net worth procedure.

1. That the net worth as determined at the end of the taxation period be

considered binding for any possible future net worth assessments,

2. That where a taxpayer is assessed on a net worth basis for a second or

subsequent time the tax payable should be 150 per cent of that assessed,

Special Investigations, In our opinion, investigations of the affairs of

taxpayers suspected of fraud should be continued., The restriction of special
investigations to contemplated prosecution cases appears to us to be sound,
but we would urge that investigation work should lead to more prosecutions
than is now the case. Specifically, we urge that there should be prosecution
wherever warranted by the facts, and where the offence has been substantial

as regards the amount of tax. The threat of prosecution should never be

used to coerce payment from a taxpayer. We recommend that decisions regarding
prosecutions should be based on consistent and established standards and with

adequate review procedures.

The reorganization of the Special Investigations Section in 1963 is too
recent for us to pass judgment on its effect, but in keeping with our general
recommendations for decentralization, we recommend that the present review

units be placed on a regional basis with a supervisory section at Heed Office,

Some of the present powers of investigation could be curtailéd without
loss. We recommend that a search and seizure be made specifically conditional
on the approval of & judge, as now required by section 126 of the Income Tax
Act, but fhat the application be supported by an affidavit setting out
reasonable grounds therefor; and that the approval of the judge be subject
to review by the appropriate court in accordance with the right to review the‘

Minister's purpose stated in Canadian Bank of Commerce v. Attorney-Genersal

of Canada 3/. We further recommend that the law should be amended to

ensure that investigations by Commissioners would be conducted in a Judicial
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manner, that seizures during the course of audits should be conditional on
there being reasonable grounds for suspecting a serious violation of the
Act; that where anything was seized a general list should be given the tax-
péyér within seven days and that a taxpayef have reésohable access‘to all
seized documents and the right to make copies thereof; that any seizure should
be subject to judicial review and that anyone called to testify should be
entitled to legal counsel. We are informed that these practices are now
followed for the most part by the Division, but we see no reason for not
safeguarding the taxpayer's.rights by étatuté, We further récommen& thaf,
after a foiﬁal inquiry, the taxpayer should be‘subblied with a éoPy of the
transcript of evidence‘as well as a complete list‘of all exhibits but in

evidence,

Secrecy. In general we approve of the principle that information furnished
by an individual or corporate taxpayer to the tax authorities should be

secret, as required by section 133 of the Income Tax .Act. An important

element in tax compliance is a sense §f assurance on the part of the taxpayer
that his business or personal affairs will not become public property,
However, we believe that secrecy ﬁould not be breached, and statistical
information of'greaf value would be gained, if a limited and specifically
defined grouﬁ within the staff of the Dominion Bureau of Statistics had
access to all income tax returns. The éroup should be restricted to those
who were directly involved in preparing statistical material that required
the use of individual tax return data., The group should on no account
provide any information to others that would make it possible to identify
individual taxpayers. We are firmly convinced that access to individual

taxpayer returns to any other department of government should be prohibited.

The Bureau of Statistics has developed over the years a very strong
tradition and an excellent reputation for maintaining the secrecy of the
information it receives from both individuals and companies, In addition,

section 34 of the Statistics Act provides for secrecy of information furnished
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under the Act that is as binding, and at least as stringent, as the re-
quirements under the Income Tax Act, Any alternative method of satisfying the
ever-increasing demands on the Bureau for detailed statistical data would

not only be cumbersome and very expensive, but would impose heavy additional

reporting burdens. on taxpayers. -

Sanctions. Sanctions under the Act take the form of penalties, fines and
imprisonment., Penalties are levied through the assessment process; fines

and imprisomment follow from criminal prosecutions,

_We have observed that .under. some statutory provisions a taxpayer can.be
subject to criminal prosecution where there was no guilty intent, or mens

rea. -We recommend that mens rea should be required in all criminal prose-

cutions under -the Act,

Havihg reviewed‘tt’xe nature of the duties imposed, we have concluded ‘i:hat
all bfea;hes, should be sub,jecf to some form of monetary sanction, a.nd that
imprisonment should be imposed as.an additional sanction only in cases of
wilful evasion or failure to remit taxes which were withheld. . .We have alsgo
concluded that on balance the advantage 1ies with imposition of all monetary
sa.nctic;hs by way of assessment, with the usual right of appeal. To add to
the effectiveness of sanctioné, & list should be published of those who -have
been adjudged subject to penalty which had not been disputed successfully or

settled within a fixed number of years,.

Under the proposed system, because monetary sanctions would be levied
by virtue of penalty assessments,. they would have to be severe enough to
_act as an adequate deterrent. For that purpose we propose that penalties

should be re-examined and where deemed necessary should be increased.’

In consonance with our proposals for decentralizatioﬁ, we recommend
that decisions to prosecute should. originate in the regional .offices with

the final decision resting, as now, with the Department of Justice, - -
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'Finally, we recommend a ban on prosecutions imposing a sanction after
five years from the date of the wrongful conduct, or within two years of the
time the Department first acquired knowledge indicating an offence, whichever
is later, and that officers of corporations should, as at present, be sub-
ject to the same sanctions as corporations if they knowingly participate in

wrongful conduct,
Transactions Taxes

The organization and procedures for transactions taxes would be drasti-
cally affected by the adoption of the recommendations we make elsewhere for
.an overhaul of these taxes. The followiﬁg comnents are therefore not de-
veloped in as great detail as those for income tax. We have attempted to
deal mainly with aspects of the transactions taxes which would be of

continuing concern under a very different tax structure.

Organization, We hawe concluded that, regardless of the general adminis-
trative setting of the transactions tax administration or of the types of
taxes it administers, serious thought should be given to a review of its
form of organization, While we were unable to make any extensive study, it
does appear that more effective administration might be possible if the
total operations of the adﬁinistrafibn were to be organized on a regional

basis, as we have proposed for the income tax,

-

Returns and Payment of Tax. The ministerial discretion to extend the timé
for filing of returns and payment of tax should be abolished, but no penalty
for late filing or payment should be imposed if the lateness, as established
by the facts, was not the fault of the taxpayer. Remission of penalty should
be achieved by a formal and publicized procedure under regulations made by

the Governor in Council,

Audit. We have found that it is difficult to assess the effectiveness of
the audit policy and programme for transactions taxes because of & scarcity

of statistical information, and we are uncertain whether the best results
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are being obtained for the cost expended, or whether a greater proportion of
tax deficiencies would be uncovered if a different programme were followed.
The proposed Board of Revenue Commissioners should study the efficiency and
effectiveness of audit programmes, indeed we understand that this is planned
by the present administration, A review would have to be carried out on a
long-range basis, and oné result may be the need for an annual tax return

in which greater information would be provided by the taxpayer, in addition
to the monthly return, We do think that some limitation provision on as-
sessment of tax should be enacted, preferably in the same terms as applicable
to income tax, This limitation would give a compfomise betwéen the obvious
need to have fihality in all hatters and the desire that evasion shoul& not

be profitable,

Refunds. On the assumption that a refund procedure of some sort would be
continued'under a retail sales tax, the administration should be glven pover
to determine in particulaf instances whether the direct, the exemption
certificate, or the refund method were to be used to achieve an exemption,
and the exercise of this power should be by way of published regulations,
Refund claims should be subject to a limitation period fair to both the
Crown and the taxpayer, to commence from the daﬁe of filing of the entry
upon which the tax was paid. However, a refund should be mandatory and not
subject to any such limitation when the taxpayer could conclusively show
that an amount of tax had been erroneously paid. In all cases, the adminis-
tration should be permitted to grant an amount which approximated as closely

as possible the taxes erroneously paid,

Certificates of Exemption. Certificates of exemption regarding partly
manufactured goods should be of less importance under a retail sales tax,

but if they were retained they should be reworded to reflect the exemption
provided by the Act, and licensed purchasers should be liable if they provide
erroneous or faulty certificates of exemption, with no responsibility placed

on the vendor for detecting the error,
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' In the case of exemption certificates supplied by non-licensed persons,
possibly the vendor could be made liable where he had knowledge that the
certificate did not support an exemption, or he had information which would

reasonably lead to that conclusion,

Under the following subheadings we deal vllit.'.h.the :gen‘eral ppob_lem of
enforcenent. Persons who purchase conditionally exempt goods tax free should
be required to keep a i-ecord of such purchases and be subject to inspection,
and the right of inspection in every case should extend to a person's business
premises and property where ta.xable goods may be found 'I'he search and
- seizure rights should be subject to the same cond:.tlons as those we recomxsend

for the Income Tax Act.

Collections. After a notice of intention to assess has been sent, and after
_the period allowed for appeal, or a:f‘fer the terminatio.n of appeal pzloceedings,
the tax payable should be formally assessed; the assessed ta.x should ipso facto
be certlfiable in the Exchequer Court as a ,judgment of that Court Crim:ma.l
proceedings should not be utilized for collection for ta.x purposes, and
ministerial discretion to apply the pena.lties collected agamst ta.xes ow1ng

should be abolished L/,

-Further study should be made of the problem of loss of revenue caused
by the asgignment of accounts receivable by licensees, and the write-off
policy for transactions taxes should follow the pattern we recommend for

the income tax,

Sanctions. The enforcement problem under tx;ansactions taxes is, rela.tively
speaking, not difficult, and consequently the stress .on sanctions is not as
heavy. We feel, however, that where possible the sanction prévisions for

transactions taxes should follow those we recommend for the income tax, for

"the sake of uniformity in approach to tax matters.
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Excise Act

The above recommendations apply generally to the general transactions

taxes. The Excise Act, vhich levies special charges on liquor and tobacco,

is a very different type of statute providing for & unique type of adminis-

tration,

We commend the Department of National Revenue for the new programme in
connection with streamlining procedures, and for decreasing onfthefSpot
personnel‘at breyeries and distille;ies which_hag been'carried out in close
co-operation with the ménufacturers over the last few years. .We recomnend
that this co-operation should be continued, that wherever possible the
administration should streamline its -methods, and that in order'to assist

in this aim the Excise Act should be completely revised at an early date,

Ministerial Discretion, In view of the earlier discussion of the use of

ministerial discretion and the safeguards we have ‘suggested for it, there

is little need to add further to the subject here. We introduce it again
only to reaffirm that the structure of the éxcise tax administration, which
is now an inverted pyramid of a mass of mihisterial rulings and regulations
resting on a slender base of statqtg lgw, mpst be cqmpletely replaced, A
statute must be substitute@ that would set out in defgnitelterms the basis
of liability for tax, gnd would give the taxpayer full rights to contest the

application of the law in the courts,
CONCLUSIONS AND RECOMMENDATIONS
GENERAL

-1, A Board of Revenue Commissioners should be‘established as évseparate,
non-political agency to administer all federal taxes. The Board would
report to Parliament through the Minister of Finance, and under indi-
vidual Commissioners would administer the income an& related taxes, the
transactions taxes, and the customs tariff. The Board should also

hold public hearings on tax problems and on proposed tax regulations,

by
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ON PUBLIC INFORMATION, RULINGS, AND OTHMER MATTERS

2, Official information availsble to taxpayers and the general public on

the application of individual taxes should be substantially increased.

3. The Board of Revenue Commissioners should issue a detailed annual
report on its performance comparable to those issued in the United

States and the United Kingdom,

L, A system of advance rulings should be instituted on a limited basis

and should be extended gradually t6 a wide range of subjects,

5. The transactions taxes legislation should be completely revised to
provide a legal basis for the many rulings and regulations now in effect.

ON ADMINISTRATIVE EFFICIENCY

AND ENFORCEMENT

5, Standards of performance with regard to the extent of taxpayer
compliance and the internal functions of the tax administration should
be established and a programme should be developed to achieve these

standards.

7. Direct tax administration should be decentralized, with most functions
being performed in District Offices and five new Regional Offices,
leaving the Head OfTice with the duty of general management, control,

and policy co-ordination.

8. Staff recruitment and training programmes should be revised and
extended, and the remuneration of professional staff in particular
be made more competitive, as recommended by the Royal Commission on

Government Organization,

9. Audit, enforcement, and collection functions should be strengthened and
extended;'information returns should be made more comprehensive;

corporations should be brought to a current basis for payment of
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corporation tax; penalties for tax evasion should be revised; and
there should be no hesitation in launching prosecutions when these

are warranted on the facts.

STATISTICS

10,

Q

Individual income tax returns should be made available to a limited,
specifically defined group within the Dominion Bureau of Statistics

for statistical purposes,

REFERENCES

Ordinarily government agencies report to a Minister who is then
directly responsible for its actions. Independent agencies, such as
the Canedian Broadcasting Corporation and the Board of Transport
Commissioners,‘report through a Minister who then is not directly

responsible, as it is the agency that is reporting to Parliament,
(1961] Ex. c.R. 318.
(1962] s.c.R. 729.

Excise Tax Act, section 51(2).




CHAPTER 3L
© TAX ADJUDICATION

In this chapter we discuss the processes of tax adjudication, including
the processes of appeal which operate within the tax administration agency,
even though in a strict sense the latter are simply a part of the tax
collection function rather than of the function of arbitration between tax-
payer and tax collector. The internal appeal procedures are the early stages
of the total process, and for convenience may appropriately be discussed as

part of the general issue of tax adjudication,

In this chapter we recommend a revision of the administrative appeal
systems for both income and transactions taxes and the establishment of a

new Tax Court to adjudicate on tax appeals,
ADMINISTRATIVE APPEALS
Income Tax

“ In our opinion the present administrative appeal procedures are not
adequate. To expedite tax settlements and avoid overloading the courts, it
behooves the taxpayers, their representatives, and the administration to
settle their differences without formal recourse to the éourts where this
can properly be done, We noté, however, that the reverse is now happening,
as indicated by the steady upward trend in the ratio of Notices of Objection

'to examined returns resulting in tax increases. This ratio has more than
doubled in the past five years, which means that twice as many taxpayers who
have differences with the Department of National Revenue are refusing to settle
short of Notice of Objection, If th;s trend continues, the volume of ob-

Jections may prove overwhelming.

In our oplnion, this trend indicates a clear and positive need for a
formal administrative appeal procedure prior to the Notice of Objection. We
also feel that the administrative appeal procedures after Notice of Objection

are not working as well as they might.

161
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" Our recommendations are designed to assist the administration and the
taxpayer to settle disputed assessments at an early stage without litigation,
To this end we recormend that an appeal systém should be formally instituted
within the.income tax administration And that the faxpayer's right of éppeal

should be made known to him,

We visualize a system having three stages: a pre-assessment conference;

a district conference; and a regional conference.

Pre-Assessment_Conference. A system of pre-assesément conferences should be
created and should be available to the taxpayer in a standardized and formal
‘ way in order to esteblish the facts of the case and .clear up any misunder-

standing that may exist.

To bring ebout this conference, the present informal letter of intention
to amend the taxpayer's réturn, sometimes unofficially used by the Division,
should become a mandatory part of the administrative appeal procedure, whére
the proposed amendment is of substance. (Many amendments are trivial and
obvious, including changes in arithmetic, minor penalties and so on, which
the taxpayer would not challenge.) It should explain the proposed re-
assessment to the taxpayer, and give him a limited time, say, fifteen days,
in which to request a pre;assessment conference, If a conference is re-
quested, the processing of the assessment should await its outcome. The
asgessor who made the audit should participate in this conference, together
with some other more senior member of the assessing staff, who should decide
the dispute. Should fifteen days expire without a request from the taxpayer,

the re-assessment would then be processed,.

District Conference, We are of the opinion that uﬁon recelipt of & re~assessment
the taxpayer should have the same right which he now has to file a Notice of
Objection. However, when the Notice of Objection is received in the District
Office, the taxpayer should be invited to meet the head of the Appeals Section,

or his nominee, to seek & just determination of the dispute. To bring this about




163

we recommend that the Appeals Section should be administratively divorced

" from the Review Section, and the head of the Appeals Section should report
directly to the District Director of Taxation, not to the Chief Assessor.
With this done, a district conference should be instituted between the tax-
payer and an officer of the Appeals Section, following which it would be the
officer's duty to make a recommendation to the District Director as to the
disposition of the Notice of Objection., Where District Offices are so small
as not to warrant a separate Appeals Section, this function could be concen-

trated in a centrally located larger District Office.

Regional Conference. We are of the opinion that a taxpayer who is unable to
resolve his dispute at the district level should be given a limited period
in which to request an appeal &t thé regional level. In our view, depart-
mental officers should be given wide powers of compromise and settlement
similar to those given technical advisers in the Appellate Division in the

Uniped States,

We therefore recommend that an Appellate Division at the regional level
be instituted, whose officers, subject to the approval of the Regional Di-
rector, should have full and final authority to reconsider every Notice of

Objection coming before them, -

Other Agpects of Administrative Appeals. In our view, both the District Di-

rector at the district conference, and the Regional Director at the regional
conference, should be empowered to act under section 58(3) of the Income Tax
Act, with full authority to vacate, confirm or vary the prior assessment.

This same power should be withdrawn from officials at Head Office., This would
mean that no dispute would be carfied above the regional level. The purpose
of Head Office should be to administer the Taxation Division and to control

policy; it should not become involved in particular disputes with taxpayers,

The three administratlve conferences available to the taxpayer should be

optional to him., He would not be compelled to confer with the Department at
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each level, or at any level. Nor, in our view, would a conference at the
district level be a condition precedent to a conference at the regional level.
However, once having taken his case to a certain level he would not be able

to seek redress at a lower level.
Transactions Taxes

We have concluded that for transactions taxes, as for the income tex,
a more formal system of administrative appeals is desirable and necessary,

and we make the following recommendations.

1. A taxpayer should be furnished with.a notice of intention to assess
taxes, with written reasons for the proposed assessment, Such notice
should inform the taxpayer of his rights of appeal, both administrative
and judicial, and that if he does not file an appeal within a certain

period, an assessment of tax liability will follow,

2. An administrative appeal procedure such as that proposed for income tax
should be adopted, with whatever revisions are necessary for application

to the transactions taxes.
JUDICIAL APPEALS

If the main proposal for a new Tax Court we make below is adopted, the
present Tax Appeal Board and Tariff Board would be sbsorbed into it and
disappear as separate entities. If a Tak.Court is not introduced, there are

some changes in the existing arrangements which we feel should be made.

We have not examined in detail the operations of the Tariff Board, but
because of its appellate jurisdiction we make one or two comments, It seems
to us, for oﬂe thing, that it 1s inappropriate to give the same entity re-
spdnsibility for making major recommendations for tariff changes, and later
to hear appeals against laws based on these recommendaxioné, It appears to

us that the reference and judicial functions of the Board should be separated.
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There is the further consideration that, no matter what other changes
are made, a judicial appeal system must be established under a completely
revised act for transactions taxes., If the Tax Court is not to be given
jurisdiction over appeals in this area, a new Appeal Board for Transactions
Taxes should be established, and should resemble the existing Tax Appeal

Board in composition, jurisdiction and operation,

As regards the Tax Appeal Board, should it remain in being as such, we
recomuend that it should be removed from its close association with the
Minister of National Revenue, possibly to come under the Department of Justice.
We feel that several steps should be taken to enhance the prestige of the
Board, including granting its members the title, distinction and tenure of
Jjudges, enabling it to publish its own decisions, giving it sole original
jurisdiction in appeals under the statutes assigned to it, including that
now conferred on the Exchequer Court under section 138 of the Income Tax Act
{should that section remain in the Act). Provision should be made for
discovery of documents and examination for discovery before the Board. Td
expedite the work of the Board, we élso recommend that research assistance
for its members should be ex?anded and that, where possible, oral judgments

should be delivered.
A New Tax Court

‘Whiie these and similar cﬂanges wouid effect needed improvemenfs, we
are persuaded that the best arréngément that could be proposed, and one which
would match our recommendation for a unified Board of Revenue Comhissioners,
would be the creation of a single Tax Court or Revenue Court which would be
a court of record. We believe that such a Court should be created regardless
of any other future changes ﬁhich might come to ﬁass in the administration
of the tax laws, We feel that this Court would greatly strengthen the
present revenue appeal procedure, and should provide more adequéte and more
firmly based facilities for appeal for those subject to tax laws énd revenue

collection, In our view this Court should combine the functions now performed
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by the Tax Appeal Board and the Tariff Board, except that the reference’
function of the latter should be given to the proposed Board of Revenue

Comnmi ssioners.

It appears to us that the Tax Court should comprise‘at least two if not
three divisions, each division having sufficient meﬁbers to carry out its
responsibilities with reasonable dispatch. The three suggested divisions
are: the Income Tax Court, the Transactions Tax Court (sales, excise taxes
and excise duty) and the Customs Tariff Court. Each of these divisions would
have original jurisdiction in its respeciive area., We concede the possibility
that the excise and customs cases might be handled by one division, but this
is a matter for further study. In our opinion the members of the Court
should be lawyers, but it would be highly desirable to draw on the experience

of other specialists, as assistants to the Court,

We further recommend that the Court should have power to make its own
rules of procedure, that the right of examination for discovery should be
afforded all parties, that the divisions of the Court should be itinerant
and that a regular assize should be arranged to be promulgated under rules
of the Court, that important decisions should be published, that no legal
costs should be awarded the winning parties, that the onus of proof should
be on the appellant, that hearings may be held in camera if the appellant so
requests or the Court so deﬁermines, that the Court should proceed with
hearings and decisioﬁs with all possible expedition and that oral judgments

should be given where possible,
The Exchequer Court

We have concluded that Canada does not require mor; than one court of
original jurisdictibn in tax matters. In our view original jurisdiction
should therefore rest entirely in the new Tax Court. We deplore the appeal
by trial de novo, for it constitutes unnecessary duplication, Therefore,

we would leave the Exchequer Court only its appellate jurisdiction in tax
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" cases, Althéugh fhe Exchequer Court is primasrily a trial court, wé see no

reason why 1t should not also sit as an appeal court, to hear appeals in tax
matters. In such cases, at least three judges should sit togethezl, and, as
is customary in a court of appeal, should det;ermi_ne the ma;tter on the basis

of the record of evidence before the Tax Court.
The Supreme Court

We have no recommendation regarding appeals to the Supreme Court except
to suggest that when the Minister (or the. Board of Revenue Comissioners)
appeals to the Supreme Court in a case where the amount involved is less than
one thousand dollars an ex gratia payment should be made to the taxpayer

sufficient to cover his costs.
Lawyers Employed by the Department

Departmental lawyers, or lawyers from the Department of Justice, travel
across Canada to ai:pea.r as legal counsel before the present Tax Appeal Board
or the Exchequer Court, and we understand that as a general rule they have
limited opportunity to prepare their cases or seek settlement negotiations
with a taxpayer's counsel. Undoubtedly, some legal officers will always be
required at Head Office, Nevertheless, those counsel engaged in trial
practice before the Board or a court in our opinion should be based in the
area where the taxpayer lives and carries on his business. Legal offices
have recently been added to the staff of the Toronto District Office, and
we recommend that the authorities particularly consider whether legal offices
located in ell recommended regional offices throughout Canada would not be

more advantageous than the present centralization,
CONCLUSIONS AND RECOMMENDATIONS

1. To deal with disputed income tax assessments, a decentralized system of
administrative hearings should be established, including a pre-assessment

conference, & district conference and a regional conference, and a
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taxpayer should have the right to each of these conferences before

taking his case to the courts.

In the administration of the transactions taxes, a formal system of
assessment and appeal from assessment should be established, with

administrative hearings similar to those for income tax,

A new Tax Court should be established to comprise two or possibly three
divisions, namely, an Income Tax Court, a Transactions Tax Court, and

possibly a Customs Tariff Court. The Tax Appeal Board and possibly the
judicial functions of the Tariff Board should be discontinued. The Tax
Court would have original jurisdiction in all federal tax céses and its

members would have the status of judges.

The Exchéquer Court should have an appellate jurisdiction in tax cases.




APPENDIX A

A PRESENTATION OF REGRESSIVENESS UNDER A SALES TAX

The basic statistical concept used in this appendix to measure the re-
gressiveness of & federal sales tax is the estimated amount of dollars
spent on taxable goods at given levels of income _/. We used this concept
rather than that of amount of sales tax paild because it is impossible to
establish the latter on any representative consumer basis. It is necessary
to point out, however, that dollars spent on taxable goods at given levels
of income measure the regressiveness of the federal sales tax in a very
special sense. We were not able to allow for the effects of the portion of
the tax that falls on producer goods, although it is expected that most of
these taxes should be shifted (in all or in part) to final goods and

services, some taxable and some not.

Expenditure categories are broken into principsl components in the re-
port of the Dominion Bureau of Statistics, and their breakdown makes it
possible to estimate roughly the pércentage of expenditures under each
heading for the purchase of taxable goods. These percentages are. necessary
because the components of expenditure categories are not available for each
income group but only for the national average. We then used these per-
centages to estimate how much Qas spent by the average family in each in-
come group toward the purchase of éaxable goods. Our method ﬁheréfore
assumes that the national average breakdown of each expenditure category is
an adequate means of arriving at the corresponding breakdown of each ex-

penditure category at the various income levels.

In other words, we have assumed that the income elasticity of con-

sumption outlays on taxable goods is one. While this is admittedly an
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over-simplification, it is a reasoneble hypothesis that could only be
confirmed with the help of adequate data. It also might prove inter-
esting to point out the implications of our assumption. If the income
elasticity of consumption outlays on taxable goods were less than one, that
is, as income rises, the percentage change in the consumption of taxable
goods would be relatively less than the percentage change in income, the
pattern of rates would be more regressive than our estimated results. Al-
ternatively, if the income elasticity were greater than one, the pattern of

rates would be less regressive than our estimated results.

An over-simplification has been introduced in applying such percent-
ages to estimated expenditures by income group under the respective assump-
tions that food and shelter are taxed, that food is exempt but shelter is
taxed, and that food and shelter are both exempt (although it should be
mentioned that the last of these three assumptions is relatively close to
the exemptions in force in 1959). For example, if food and fuel for light-
ing and heating were taxed, consumption expenditure patterns would change;
but as we were unable to measure the extent of the expenditure changes
which might be anticipated, we felt compelled to assume an unchanged ex-

penditure pattern from the 1959 distribution.

The results of our calculations are shown in Chart A-l.

REFERENCE

1/ The statistics of this study have been obtained for the most part from
Canada, Dominion Bureau of Statistics, Urban Family Expenditures, 1959,
Ottawa: Queen's Printer, 1963. The representative sample used covered

1,672 families in various income groups.
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.Chart A-1
AVERAGE EXPENDITURES OF CANADIAN URBAN FAMILIES
ON TAXABLE GOODS
EXPRESSED AS A PERCENTAGE
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APPENDIX B

SOME ANOMALIES AND AREAS OF ADMINISTRATIVE DIFFICULTY AMONG
THE EXISTING SALES TAX EXEMPTIONS FOR CONSUMPTION GOODS
UNDER THE PRESENT MANUFACTURER'S SALES TAX .

FOODSTUFFS

An exemption which causes'the Department of National Revenuevconsider-
able iiifficulty. is that for "fruit ,juicesi consisting of at least eighty-
five per cent of the pure juice of the fruit and concentrates thereof _/
Essentially, the difficulty arises because there appear to be no conclusivev
tests to determine the exact pure Juice content of fruit Juices This is
because in many instances synthetic ingredients can be used for naturol.

ones and such substitution is not revealed by chemical'analysis.

While the Department of National Revenue is able to apply an approxi-
mate measure of administrative control over the exemption in the case of
fruit julce products which are dealt with under the Regulations to the

Food and Drugs Act, 2/ there remains a difficult twilight zone of products.

These are products which are not dealt with under theispecifications laid

down in the Food and Drugs Act Regulations; but may nevertheless qualify

for exemption from.sales tax because they appear to contain "over 85 per

cent of the pure juice of the fruit".

Solutions to the present fruit juice tangle do not include any lower-
ing_of the present 85 per cent pure juice demarcation line, partly because
that does nothing to resolve the fundamental problem of scientifically
measuring pure Juice content, and partly because it would create a new

"frontier” problem with fruit drinks and soft drinks.

One possible solution 1s the complete removel of the existing_exemp-

tion. The cancellation of-the present sales tax exemption for fruithuices
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consisting of at least 85 per cent of the pure juice of the fruit could
hardly be entertained by itself. It would be desirable that the specific
exemptions for prune and grape juices be also terminated. In fact such
action would be almost imperative because these two juices are made from
fruits that are largely imported. They could hardly be allowed to go tax
free while juices made from Canadian fruits were taxable. The cancellation
of the existing juice exemptions would produce some $3 to $4 million in.ad-
ditional sales tax revernue. The difficulty in this approach, however, is
in drawing an equitable tax demarcation line. If fruit juices are made
taxable, should not vegetable juices be similarly treated? Should not

soups also be taxable?

The alternative solution is to exempt all food, including soft drinks,
to avoid inequities of this nature and the many other problems of drawing
fine distinctions between kindred products, examples of which will be dis-
cussed later. This alternative is clearly preferable with a tax at the
retail level, in view of the considerable administrative aifficulties that
arise if retailers are required to remember product-by-product tax status.
Admittedly, administrative problems of product segregation are significant-
ly less when the sales tax is at the mamufacturer's level. Discriminatory
tax treatment between competing food products should be eliminated, which
is best achieved by the widest possible exemption of food products as a

category.

Considerable administrative difficulties arise in the drawing of tax
demarcation lines between biscuits (exempt), and biscuits which present the
physical appearance of chocolate bars or candy bars (taxable); again there
are similar difficulties with syrups that may be used to make food bever-
ages (exempt), and with the same syrups that may be used as a topping for
sundaes (taxable).

App. B
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Examples of this nature strengthen ouf opinion that the solution to
these difficulties lies not in widening the area of taxable foods in order
to remove administrative difficulties and direct competitive inequities
(and thereby opening up new problem areas), but in exempting the entire

category of food.

Before leaving the subject of food, mention must be made of an anomaly
which does not create administrative difficulties under a mamuifacturer's
tax but which nevertheless amounfs to discrimination of such flagrant char-
acter that it cannot be ignored. Butter is exempt from sales tax, but
margarine, butter's direct competitor and inexpensive substitute, is tax-
able in nine of the ten Canadian provinces. Only Newfoundland consumers
are allowed to purchase tax-exempt margarine 2/. Hence not only is there
discrimination between competing products but there is also discrimination
between Canadian consumers, depending on their province of residence. From
a ﬁeutrality standpoint, it is imperative that both butter and margarine

receive the same sales tax treatment.
PRINTED MATERIALS

The sales tax exemptions for books, newspapers, periodicals and vari-
ous other printed materialé are comprehensive but are sufficiently impre-
cisely worded as to provide potential ground for disagreement between the
administration and the taxpayer. The Minister of National Revenue has
therefore been armed with the power of ministerial discretion to interpret
the more contentious of these exemptions, anﬁ to rule without appeal on the
eligibility of printed goods for relief; but the administratipn is appar-
ently reluctant to fall back on this power, as is evidenced by the adminis-
trative interpretation of "newspapers", which has become so broad as to al-

low sheets with the scantiest of news or editorial content to go tax free.

App. B
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It would be advisable to eliminate ministerial discretion and to provide
the administration with sales tax exemptions for printed materials of a

less ambiguous or imprecise character.

There is at present a sales tax exemption for "books, bound and un-
bound, pamphlets, booklets, leaflets, scripture, prayer, hymn and mass
cards, and religious mottoes and pictures unframed, for the promotion of
religion...." The wording requires officials of the Department of National
Revemue to determine whether the above-named articles are "for the promo-
tion of religion", which can be a rather subjective concept. Although, in
this age of religious tolerance, officials can be expected to be fairly
broadminded on this score, their role is not that of religious experts but
of tax administrators and they should not have to decide issues of this
nature. This exemption embraces only a portion of goods which are pur-
chased for the promotion of religion. Subject to the qualification which
has been introduced regarding books, there is no adequate justification
for a selective exemption for the general category of religious goods on

the grounds of regressiveness, misfortune, administrative ease or on any

other grounds. Accordingly, they should be taxed.

There is also at present a sales tax exemption for "printed books that
contain no advertising and are solély for educational, technical, cultural

"

or literary purposes.... There is no need to make an exemption appear so

rigid when in fact it can actually cover almost any book that contains no

advertising.

The exemption for "National manufacturing, industrial or mercantile
trade directories, and materials to be used exclusively in the manufacture
thereof, but excluding all other directories, and excluding statistical,

financial or biographical surveys, reports, year books or directories, and -

App. B
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transportation, télephone, municipal or street directories, guides or rate
books", does not appear to be supportable. Basic equity would warrant the

withdrawal of such exemption.
DRUGS

Existing sales tax legislation does not provide a general exemption
for drugs. However, the following medicinal products are specifically
exempt from sales tax: adrenocorticotrophin, cortisone, insulin, radium,
liver extract for use exclusively in the treatment of anaemla, and vaccine
for use in the prevention of poliomyelitis. No attempt is made here to
discuss the adequacy of these exemptions. Attention instead will be di-
rected to the study of an anomalous situation involving the sales tax

exemption for cortisone.

Cortisone was the earliest adrenal corticosteroid to appear on the
market, and it was mede exempt from sales tax in 1951. Since then, how-
ever, many products have followed which are.improveﬁents'upon cdrtiaone
and which are often directly derived from it. These neﬁ products are also
of the adrenal corticosteroid variety but do not benefit from sales tax
exemption. The main obstacle in the path of a general sales tax exemption
for all adrenal corticosteroids has been that such exemption would have
covered an impressive array of drugs (more than twenty) some of which are
used to treat diseases in animals. In view of the existing policy:not to
provide a general exemption for drugs for human consumption, i1t would have

been difficult to Justify relief for drugs used in the treatment of animals.

The present discrimination between adrenal corticosteroids, and indeed
between all the drugs for whicﬁ exemption 18 provided in the Act and equal-~
ly important drugs for which no exemption is provided, is without apparent

satisfactory Justification.

4pp. B
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REFERENCES

See Pxcise Tax Act (R.S.C. 1952, Chapter 100 as amended), Schedule III
under the heading "Foodstuffs”. The original exemption for fruit juice
enacted in 1948 required that the exempt products consist of at least

95 per cent of the pure juice of the fruit. This requirement was low-

ered to 85 per cent in 1958.

Statutory Orders and Regulations Consolidation, 1955, P.C. 1954-1915,

as amended, promulgated pursuant to the provisions of the Food and

Drugs Act, S.C. 1952-53, Chapter 38, as amended.

Newfoundland was allowed a sales tax exemption for margarine for con-

sumption within the province at the time it entered Confederation in

1949.
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NAME OF SERVICE

APPERDIX C

PERSONAL ‘CONSUMPTION OF SERVICES IN CANADA, 1962 1/

Personal Services

Laundry, Dry Cleaning and Dyeing $210,491,000
Dressmaking and Tailoring 22,051,000
Shoe Repair 26,842,000
Jewellery Repair and Engraving 14,717,000

Coin-Operated Laundries and Dry Cleaning _25,000,000

Total Personal Services

Personal Care

Barbers and Beauty Parlours 184,161,000
Miscellaneous Personal Services _40,128,000
Total Personal Care

Transportation - User-Operated

Auto Repairs and Maintenance 244,408,000
Automobile Insurance 85,000,000
Bridge, Tunnel and Ferry Tolls 10,416,000
Total Transportation - User-Operated

Transportation - Purchased

Steam Railways 35,719,000
Electric Railways and Buses 186,857,000
Civil Alr Carriers 120,780,000
Steamship Fares 13,561,000
Taxicabs _ 77,000,000
Total Transportation = Purchased

Recreation

Service Portion of Meals and Liquor 2/ 213,300,000
Other L3k , 700,000

Total Recreation
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CONSUMER EXPENDITURE

$299,101,000

$224 289,000

$339,824 ,000

$433,917,000

$648,000,000



NAME OF SERVICE
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CONSUMER EXPENDITURE

Medical Care and Death Expenses

Physicians and Surgeons $310,300,000
Dentists 125,300,000
Private Duty Furses 20,600,000
Miscellaneous Health Services 87,600,000
Hospitals 942,800,000
Accident and Sickness Insurance 65,000,000
Prepaid Medical Care 11,400,000
Funeral and Burial Expenses 37,000,000
Cemeteries and Crematoria - 12,315,000
Less: Workmen's Compensation Board -39,000,000

Compensation, Steam Railways -6,300,000

Total Medical Care and Death Expenses

Household Operations and Utilities

Water 2/ 56,500,000
Janitorial Service 28,200,000
Furniture and Appliance Rental 20,000,000
House Maintenance Repairs 46,200,000
Telephone 353,100,000
Domestic Service - Cash 123,400,000
Domestic Service - In Kind (paid for in

food and shelter) 65,400,000
Moving Expenses 19,000,000
Household Repairs:
1. Upholstery 10,586,000
2. Radio and Appliances 32,510,000
Personal Property Insurance - 27,500,000
Theft Insurance 1,400,000

Total Household Operations, etc.

Education

University Fees 166,600,000
Private Schools 37,900,000
Other Private Institutions 30,100,000
Total Education

Shelter

Rents - Paid 1,079,400,000
Rents - Imputed 2,611,700,000
Board and Lodging 204,300,000
Imputed Lodging, N.E.S. 39,100,000
Lodging in Universities (Lo%) 8,000,000

Total S8helter

$1,567,015,000

$783, 796,000

$231,600,000

$3,942,500,000
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NAME OF SERVICE CONSUMER EXPENDITURE
J. Miscellaneous

Financial Charges 3/ $593,%00,000

Stock and Bond Commissions 47,740,000

Expenses of Insurance Companies 318,700,000

Lavyers 83,700,000

Union Dues - Cost of Administration . 21,750,000

Charitable Institutions:

1. Welfare 37,730,000

2. Religious and Miscellaneous 89,000,000

Hotel Rooms 4f k9,971,000

Cables and Telegrams 12,000,000

Express 6,492,000

Postage 54,174,000

Miscellaneous 25,789,000

Total Miscellaneous Services $1,340,346,000
Total Consumer Expenditure in Canada $9,813,388,000

REFERENCES

;/ Derived from unpublished material made available by the Dominion
Bureau of Statistics. The references following are not those of

the Dominion Bureau of Statistics.

g/ We regard these items as deliveries of goods rather than renditions

of services,

j/ Includes such matters as bank charges—actual and imputed; interest

charges for finance companies, etc,

5/ This figure represents only part of the transient-accommodation ex-
penditure by consumers, There are no available figures for consumer

expenditure on motels, tourist homes, etc,
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APPENDIX D

A TAX ON SERVICES COUPLED WITH TAXES AT
LEVELS OTHER THAN RETAIL

. A TAX ON SERVICES COUPLED WITH A WHOLESALE
TAX ON TANGIBLE PERSONAL PROPERTY

Economic Considerations

If services to all entrepreneurs are exempt, and if & uniform rate is
applied to services and deliveries, a discrimination would exi#t against
suppliers and consumers of services. This could be serious for suppliers
who custom fabricate or rent tangible personélrproperty, for they compete

directly with wholesalers and retailers of the same property.

The weight of the discrimination in any particular case would tend to
be the amount obtained by multiplying the tax rate by the retail mark-up

(the sum not taxable under the wholesale tax).

It can be cleérly seen that the discrimination‘would vary with each
mode of distribution of any particular item of tangible personal property.
Thus, any attempt to eliminate the discriminations completely\QBuld be
destined for failure; only an arbitrary reduction in the discriminations

could be achieved.

Alternatively, if the single-stage efféct in the taxation of services
is attained by exempting services only when they are purchased by firms
that are licensed and account for tax on their sales, there would be an
incentive for unlicensed firms to have these services performed by em-
Ployees rather than by outsiders; this would be far more significant with
& wholesale tax than with a retail tax, because under a wholesale tax the
entire class of reteilers would be subject to tax on their outside pur-

chases of services.
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Administrative Considerations

First, it would be exceedingly difficult to achieve effectively and
efficiently the single-stage effect by exempting sérvices to all entre-
preneurs. For the suspension technique to function effectively, persons
who are to receive exempt services should be registered, and in receiving
services, they should be required to quote their registration numbers and/
or grant exempéion certificates. Most retailers would not be registered
under a wholesale tax; they could therefore only issue exemption certifi-
cates. The granting of exemption certificates by persons who would not be
registered would be. very difficult to police, and as a result there could
be evasion on the part of service entrepreneurs. Moreover, if it was
necessary to police the granting of exemption certificates by retailers,
it would seem.rather unusual not to have the tax on goods at the retail

level.

Second, if the single-stage effect was to be achieved by -exempting
services when they became cost factors in taxable deliveries and/or
services, the incentive to integration could, as we have stated, be ex-
tensive, given a high enough rate. To eliminate this incentive by taxing
self-services of entrepreneurs, in these circumstances, could be difficult

and costly.

Third, since rates on goods and services might well be different (to
reduce the incentive for integration of services and reduce discrimination,
services might be taxed at a lower rate), persons who transact in both
goods and services would have & heavy burden in differentiating between

them, and in keeping separate records for them.
Revermie Considerations

The revemue yielded under this structure for a given rate would be

L 4

less than under a tax on services coupled with a retail tax.
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A TAX ON SERVICES COUPLED WITH A MANUFACTURER'S
TAX ON TANGIBLE PERSONAL PROPERTY
Similar comments may be made on the essential economic, administrative
and revenue characteristics as are made above with respect to & wholesale
tax; however, because under the mamufacturer's tax wholesalers may be out-
side the licensing framework and thus there are more non-taxable entre-
Preneurs, the economic discriminations and incentives to integration would

be greater, and possibly the administration would be more burdensome.

In addition, it should be recognized that the administrative ease of
collection through dealing with & small number of taxpayers, which is the
main advantage of the manufacturer's sales tax, would be lost if services

were taxed.
CONCLUSIONS

In comparing. the three. alternative tax levels with which a tax on

services may be integrated, there emerge the following conclusicns.

1. If i1t is desired to tax services on a single-stage basis, this may be.
best accomplished, on balance, by taxing services in conjunction with

a retail tax on tangible personal property.

2. It would not be desirable to tax services on a single-stage basis if
their taxation is to be conjoined with a wholesale or manufacturer's
tax, although it would be possible to tax a restricted list of

services.

App. D



APPENDIX E

AN EXAMINATION OF THE APPLICATION OF THE
PRESENT TAX TO PRODUCER GOODS

GENERAL COMMENTS ON THE TAXATION OF PRODUCER GOODS UNDER
SALES TAX AT THE MANUFACTURING AND WHOLESALE, LEVELS

Producer goods are divided into three broad categories.

1. Raw materials and partly manufactured goods.

There is little doubt as to the need to continue to exempt these.

2. Producer capital goods used in manufacture or production, but not in

distribution.

We recommend the exemption of these production goods. This recom-
mendation is valid for taxes at all levels. Further comment on this cate-

gory follows in this appendix.

3. Producer capital goods used in the distribution of goods and in the
Performance of services. In this category are included producer goods

used:

a) 1in the distribution of other producer goods (e.g., raw materials
and partly manufactured goods) and in the performance of services

for taxable persons (i.e., licensees);

b) in the distribution of fully manufactured goods for personal
consumption;

c) in the performance of consumer services.

The ramifications of taxing (or exempting) this category of producer
goods are different in some respects under a sales tax at the manufacturing

or wholesale levels than at the retail leVel.
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With a tax at the manufacturer's level the taxing of the last two
groups of goods (i.e., 2(b) and 3(c)) is not subject to "casceding” of tax;
indeed, it offers an inexpensive, although imprecise method of partially
taxing distributors' mark-ups _/. It also offers an inexpensive method of
partially taxing the personal consumption of services where other methods
are more costly. -Furthermore, the taxing of these goods, particularly
when sold to non-taxable persons (i.e., persons who do not have sales tax
licences and are not audited by Department of National Revenue officials—
for example, retailers) avoids substantial problems of diversion to con-
sumptibn use. Compared with the taxation of goods used in the manufac-
turing or production process proper (i.el, categories 1 and 2 abové), in-
ternational competitive inequities are much less significant because most
exports are made directly by mamufacturers and producers, and do not pene-
trate far into the Canadian distribution channel, while imports converge

with domestic products in Canadian distridbution.

By contrast, with a tax at the mamufacturer's level, the taxing of
group 3(a) above (equipment used in the distribution of other producer
goods and in the performance of services for taxable persons) does involve
a 1imited amount of tax "cascading” and does result in international com-
petitive inequities. Most of the items in this group (transportation
vehicles and fuel, office equipment and supplies) are of a multipurpose
nature; firms engaged in distribution activities and using equipment for

this purpose do not generally confine the equipment to group 3(3) use.

With & tax at the manufacturer's level, there is no strong argument
for a change in the present tax.status of the above categpry of distribu-
tion equipment. The administrative separation of group 3(a) from groups
3(b) and 3(c) is not generally feasible, and on balance there is no ade-

quate justification to exempt all three groups.
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With a tax at the wholesale level, under which all or most consumer
services are not taxed, it would probably be feasible to administer an ex=~
emption for warehouse and office equipment purchased by manufacturers and
wholesalers, notwithstanding the difficulties which would arise where
wholesalers algo engaée in retailing activities. An exemption for trans-
portation equipment, however, would go well beyond the elimination of
double taxation; any attempt to develop'a selective exemption (except for
certain "direct” production equipment) would be impractical in view of the

miltipurpose use of so much of this equipment.

Further comments will be largely confined to catégory 2 (capital
goods used 'in production). The taxation of category 1 (raw materials and
partly manufactured goods) would be tantamount to the impositidn of a form
sf "cascade” or turn-over tax, with all the serious defects of that form of
tax; further supporting argument for exemption of this category is not in
our opinion necessary. ' The taxation of category 2 (production'gbods)
does entail significant "tax-on-tax" and considerations of international

competition.

The following paragraphs are devoted to a category-by-category review
of the sales tax application to production goods following the significant
changeg in the 1963 Budget. Little will be sald about materials and other
ingredients that become part of final products because few problems arise
when these intermediate goods are exempt from-sales tax. Fbr'federal
sales tax purposes;'licénged manufacturers who account for the overwhelming
portion'of the total préduétion of.taxabie commodities éré allowed to ﬁur-
chase the materials that they process or the goods that enter into the com-
position of their final products on a tax-exempt basis. Aé stated earlier,
these goods should remain exempt. This exemﬁtion dperates thmouéh a cer=-

tification procedure which appears to meet with little criticism. ghe
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Present exemption for materials to be used in the manufacture of tax-exempt
goods is justifiable, partly to give full effect to certain consumption
goods exemptions, and partly to avoid an uneven tax burden, both between
competing domestic products and between domestic and imported products. As
with materials for use in the manufacture of taxable goods, there seems to

be a general satisfaction with the administration of this exemption.
PRODUCTION MACEINERY AND APPARATUS

- K& has been said that the taxing of production machinery and apparatus
~;'.mpéirs our international competitive potential and has a disincentive
effect on the expansion, mechanization and modernization of production fa-~
cilities. Notwithstanding these considerations, we have conceded in a
number of instances that exemption of some categories of production goods
is not adminisfratively feasible. However, an examination of the ad-
ministration of the production machinery and apparatus exemption before it
was withdrawn in 1963 reveals that it presented relatively few obstacles in
terms of certainty, clarity and simplicity. The exemption was adminis=-
tered with flexibility and intelligence by the Department of National
Revenue and, had the policy and decisions of that Department been far more
widely public;zed to taxpayers, it is probable that there would have been

fewer complaints from taxpayers about the administration of the exemption.

Accordingly, it would be desirable that the budget exemption withdrawn
in 1963 should be reinstated, including the additional items g/ that were
listed under the machinery and apparatus provision, but with the exception

-~

of the item:

"Structures that are adjuncts to or provide access to the
machinery and apparatus mentioned herein.”
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The inclusion of this particular provision should depend on the tax status

of building materials for use as production goods.

While exemption is preferable to refund or repayment of sales tax as
the method of relieving purchases of production machinery and apparatus,
the latter method may be the least unsatisfactory means of controlling
sales tax relief in certain administratively difficult areas, for example,
pipes, valves and fittings, and electric vire, cable and fittings. If the
refund method is used it would be desirable that its usé be cﬁﬁdoned by a
statutory provision to that effect (somewhat comparable to that existing

for purchases by certain institutions).

Ministerial discretion should be eliminated from the exemption.
Differences of opinion between ta%payers andttax officials on matters re-
lating to sales tax exemptions are essentially technical in hature and
should be settled by an independent third'party, preferably the judiciary.
If this aﬁendment vere made, it would be advisable to insert the words
"principally and" before the word "directly" in the exemption for the pur-
pose of closing a possible loophole whiéh at present is controlled by

ministerial aiscretion;
PROCESSING MATERIALS (CONSUMABLE OR EXPENDAELE MATERIALS)

The general sales tax exempfion for processing materials that appears

in Schedule III of the Excise Tax Act is in the following terms:

"Materials (not including grease, lubricating oils or fuel for

use in internal combustion engines) consumed or expended

directly in the process of manufacture or production of goods."
Before proceeding, it should be noted that,‘under the above heading,

we do not propose here to examine the application of sales tax to grease,.

lubricating oils or fuel for use in internal combustion engines.
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The scope of this exemption has become important to mamufacturers
since the withdrawal of the sales tax exemption for machinery and apparatus
used directly in the process of manufacture or prqduction of goods. Before
June 1963, there was no nged to draw a tax demarcation line between proc-
essing materials and artiéles, that is, machinery and apparatus or complete
parts thereof uéed in production, but this is né longer the case. Manu-
facturers are now vitally interested in having articles expended in the
process of production ruled to be processing materials and declared exempt
from sales tax. Officials of fhe Department of National Revenue have been
under constant pressuré since the 1963 Budget to recognize such articles as

exempt processing materials.

It is clear that the segregation for téx purposes of’production
machinery and apparatus (and complefe parts thereof) from processing
materials has confronted thé taxpayer and the Department of National Revenue
vith an administratively difficult "1_-,w111ght zone" consisting of goods
vwhich occupy & middle ground between the two categories. Because of the
administrative complexity and uncertainty which have arisen, because of the
numerous inequities, and because both categories of goods have a commpn.
function, namely, that of being used directly in the manufacture or pro-
duction of gbdds, vhich is not always readily divisible into two'séparate
tax interpretation compartments, both these categories_of production goods

should be similarly treatgd for sales tax purposes.
FUELS USED IN PRODUCTION; GREASE AND LUBRICATING OILS

The existing sales tax legislation provides an exemption for fuel for
lighting or heating, but not for fuel used in internal combustion engines.
The exemption is intended to counter in part the regressiveness of &

general sales tax, and exemption applies regardless of whether such fuel 15
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used for production or consumption purposes. The same can also be said of

electricity, which is exempt for all uses.

However, in the area of fuels for internsl combustion engines, Fhat
is, fuels used as & source of motive power, the situation becomes rather
complicated. Fuels for use in internal combustion engines are not exempt
when serving a consumption function. Because of the near-impossibility of
ascertaining the end-use of fuels for internal combustion engines, they are
also taxable when used as production goods. There are, however, excep-
tions to this rule. Petroleum products and lubricants purchased as éhips'
stores by bona fide commercial fishermen are exempt from sales tax when the
duration of the voyage 1s not less than five days. Relief is obtained by
way of refund, under section 46(3), of the Excise Tax Act or by way of
drawback, under section 46(7), depending upon circumstances. This provi-
sion in pfactice discriminateé in favour of the better equipped fishermen
vwho have vessels capable of going to sea for periods of five deys or more.
It might be questioned whether this should be allowed, but because of a
combination of international and administrative considerations, it is ad-
visable that it be retalned. More obvious examples of preferential treat-
ment, however; are evidenced by the sales tax cdncessions extended to cer-
tain fuels used in internal c&mbﬁstion engines for certain specified pur-
poses in logging end mining operations. The relevant statutory exemptions
are:

"Diesel fuel oil when used in internal combustion engines used
in logging operations and in the manufacture of rough lumber."”

"Diesel fuel oil when used in internal combustion engines at

mines to generate electricity for use in mining operations
"

and other purposes connected therewith.”

v

The above exemptions are discriminatory on two grounds: (a) they pro-

vide partial relief from tax for the diesel fuel oil used in internal com-
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bustion engines by logging and mining concerns while the same fuel used in
comparable situations by firms in other sectors of production is fully tax-
able, and (v) they provide freedom from tax for one fuel used in internal

combustion engines in specified circumstances while other motive fuels used

in similar circumstances remain taxable.

In view of the administrative difficulties associated with an exemp-
tion for fuels for use in internal combustion engines, it.is best that ex-
cept in the case of certain fishing vessels they should not be allowed ex-
emption from sales tax; the present preferential treatment allowed to log-

ging firms and to mines should be withdrawn.

In view of the substantial administrative.diffiéulties which would
accompany any provision for exehption of grease'and luBricating oils in the
"pProcessing Materials" exemption on a conditional basis, ahd in view of A
théir.wide coﬁsumption use, no change should be made in their present
taxable status.

TRANSPORTATION EQUIPMENT, OFFICE EQUIPMENT
AND OTHER BQUIPMENT USED IN DISTRIBUTION

Prior to the 1963 Budget, a general tax demarcation line was drawn
between tranéportation equipment used directly in manufacturing or pro-
duction, and transportation equipment used in distribution. Accordingly,
a fork-lift truck used in material handling within a plant was exempt, but
a similar truck used in loading freight cars (and, of course, the freight
cars themselves) was taxable. With the elimination of the production
machinery exemption, all such equipment became taxable. The only cate-
gories of transportation equipment remaining exempt are certain ships,
fishing boats, and certain farm equipment (farm tractors, wagons and sleds
and certain self-propelled, self-unloading forage vagons).
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Under a menufacturer's tax, an exemption for transportation equipment
presents a number of administrative problems. By definition, this kind of
equipment is mobile, and it may be used for a very wide range of functions,
both for production and for distribution, and in some cases both for moving
goods and for moving people. While an overhead crane in a factory may be
highly specific in its function, a railway locomotive may be used within
the factory premises, for moving partly manufactured goods between facto-

ries, for distributing fully manufactured goods, or for passenger service.

Thus, to exempt all transportation equipment for the purpose of en-
suring that production use is tax~-exempt would appear to be unsatisfactory
from the point of view of revenue. To exempt transportation equipment
used for inward freight to manufacturers or producers isrimpractical be-~
cause of the multipurpose use of most such transportation equipment; to
exempt trénsportation equipment used by licensed manufacturers for shipment
of finished products would be impractical for the same reasons, and wouid
furthermore discriﬁin&te against the use of similar equipmeht fbr éimilar

purposes by distributors and wholesalers.

Accordingly, equipment used to transport goods to and from the site
of production and between distant sites of production should be taxed.
Transportation equipment used principally and directly in the manufacture
or production of goods should be allowed the same tax status as any other
production machinery and apparatus, with the exception of motor vehicles.
Motor vehigles are capable of so many uses that effective administration
of such an exemption would be most difficult. However, in certain cases,.
it may be possible to provide for specific exceptions to this rule where
the revenue may be adequately safeguarded, as, for example, was the case .
before the 1963 Budget with gasoline-powered and diesel-powered self-

propelled trucks for off-highway use exclusively at mines and quarries:
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" For two principal reasons, office furniture, equipment and supplies
purchased by manufacturers or producers should not be exempt as production
goods: (a) the danger of abuse through the diversion from tax-exempt use
to taxable use, and (b) the difficulty of drawing a practical demarcation
line between production and distribution use. Furthermore, the effects of
the taxation of these goodsAon prices are likely to be relatively insigni-

ficant.

Under a tax at the wholesale level it would probably be feasible to
broaden the scope of exemption to include warehouse and office equipment
(not including furniture) purchased by manufacturers and wholesalers. The
exemption should not, however, be further extended to include transporta-

tion equipment.

Canadian ships compete directly with foreign vessels, pérticularly in
Canada-United States trade. The Excise Tax Act provides an exemption
for "ships licensed to engage in the Canadian coasting trade"”. This ex-
emption obviates the necessity for administering an exemption for Canadien
ships that engage in international trade. Most vessels engaged in the
Canadian coasting trade also make periodic appearances in United States
ports on the Great Lekes and on the eastern and western seaboards. When
so doing, they compete against comparable United States vessels for the
international shipping traede between Canada and the United States. To
protect their competitive position, a sales tax exemption is probably jus-
tifiable under a tax at any level. However, even though most Canadian
commercial vessels also engage in Canada-United States trade, there are
still some that confine themselves entirely to territorial waters. It
would be administratively difficult to draw an effective demarcation line
at the time the ship is delivered by the builder, and much simpler to tax

only those vessels that are not licensed to engage in Canadian coasting
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trade, i.e., pleasure craft and naval ships. Furthermore, it should be
noted that British registered ships are also permitted to engage in the
Canadian coasting trade, that is, to pick up and discharge in Canéda.
Accordingly, to tax vessels engaged exclusively in the Canadian coasting
trade would, in equity, require comparable tax treatment of British regis-
tered vessels engaged in this pursuit. No change has therefore been

recomnended in the current statufory provision.
BEQUIPMENT USED BY FARMERS AND FISHERMEN

The numerous sales tax exemptions of production goods for use in
farming or fishing that have effectively set the buik of these commodities
in a special tax-free category since the early hisfory‘of the federal sales
tax were not disturbed by the 1963 Budget, except for building materials.
Machinery or equipment, the use of which is obviously restricted to farming
or fishing operations, is generally exempt from sales tax. In addition,
there are also several items the use of which is not restricted to farming
or fishing which are not taxable when purchased'by bona fide farmers or

commercial fishermen. '

The sales tax exemptions for farm machinery and equipment are found
under the headings "Farm and Forest" and "Goods Enumerated in Customs

Tariff Items®™ in Schedule III of the Excise Tax Act.

The sales tax exemptions for the production goods used by commercial
fishermen are listed under the heading "Marine and Fisheries" and "Goods
Enumerated in Customs Tariff Items” of Schedule III of the Excise Tax Aﬁt.
As is the case with farm machinery and equipment, these exemptions have a
long history, and are fairly comprehensive, with the result that there are
few articles serving'a production function in the commercial.fisheries that

are not exempt from sales tax.
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Conditional Exemptions for Equipment

Administrative problems pertaining to production goods used in farming
or fishing came to light during discussions with officials of the Depart-
ment of National Revenue. Conditional tax exemptions for certain of these
goods are provided in the tariff items of Schedule III of the Excise Tax
Act, and it often happens that the edministration of these exemptions is
governed more by traditional customs practices than by those developed by
excise tax officials for the administration of end-use exemptions on sales
by domestic manufacturers and producers. While customs officials may
allow certain items of farming or fishing equipment to enter Canada tax
free upon importation by wholesalers or distributors if the importer sub-
mits ev;dence that the goods will be used under exempt conditions, the
traditional excise procedure with conditional exemptions is to require the
payment of tax upon a sale by a Canadian manufacturer to an unlicensed mer-
chant, wvho may then claim a refund of tax upon proof of sale to an exempt
user. In such situations, uniformity in the administration of conditional
exemptions should be attained by allowing procedures developed by the ex-
cise tax administration governing conditional exemptions to prevail. To
this end the statutory basis for such exemptions should be transferred from
the customs tériff items to separately worded provisions in Schedule III of

the Eccise Tax Act. (Under a vholesale tax and even more so under a re-

tail tax, this lack of uniformity in administration is unlikely to be a
problem as a result of the broader licensing and control of entrepreneurs

by the sales tax administration.)
Parts for Unconditionally Exempt Equipment

A further administrative difficulty arises in connection with those

parts for farm equipment for which unconditional exemption is provided in
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customs tariff items. These items of farm equipment require no end-use
certification in order to qualify for exemption, and mén& of these exemp-
tions are easy to administer because the equipment is highly spécific in
function; but the additional provision of exemption in these tariff items
for parts for such equipment can give fise to considerabie difficulties for
excise officlals. Many such parts a;e of a ﬁuitipurﬁoéé nature because
they may be used for either farm or non-farm use, and without the protec-
tion of an end-use provision adequaté safeguarding of the revenue is not
possible. In'the case of parts fér which‘a:conditional exemption would
permit adequate safeguarding of the revemue, the relevant exemption should
be so provided in separately itemized provisions in Schedule III and in a
similar manner to that suggested in the previous paragraph. However,
where parts for farm equipment, even when for use by farmers, are of such
a multipurpose nature that adequate safeguarding of the revenue is not

possible, exemption should be withdrawn completely.
COVERINGS AND CONTAINERS FOR TAX-EXEMPT GOODS

In this section, we examine an exemption for a category of production
goods which has no multiple taxation ramifications. Its purpose is to

eliminate a tax element in the selling price of tax-exempt goods.

Prior to the 1960 amendment, the exemption for coverings for exempt

goods had remained fundamentally unchanged since the early 1930's, that-is:

"Usual coverings to be used exclusively for covering goods not
subject to the consumption or sales tax and materials to be
used exclusively in the manufacture of such coverings.”

The 1960 amendment read:

"Usual coverings or usual containers to be used exclusively for
covering or containing goods not subject to the consumption or
sales tax but not including coverings or containers designed
for dispensing goods for sale or designed for repeated use
other than
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a) barrels, boxes, baskets, crates and bags for packaging
fruits and vegetables,

b) boxes and crates for eggs,

c) butter and cheese boxes,

d) cans and insulated bags for ice cream,

e) corrugated paper boxes for bread,

f) flour bags,

g) milk and cream bottles, milk and cream cans;

and materials to be used exclusively in the mamufacture of

the foregoing coverings and containers not subject to con-

sumption or sales tax."
This endeavoured to'remove from tax-exempt status usual coverings or con-
tainers used repeatedly in the transportation of exempt commbdities and
usual coverings or containers used mainly for the purpose of dispensing
goods for sale; specifically excused from this contraction of the o0ld ex~-
emption were usual coverings or containers for vegetables, fruits, eggs,

butter, cheese, flour, bread, ice cream, milk and cream.

The intention of the original 1960 Budget had been to hold a position
where only those coverings and containers delivered and sold to the user
with their tax-exempt content would have been free of sales tax. It was
not long, however, before this approach was modified. The exemption; as
Tinally enacted, paraphrased the same basic principle in its first‘part,
but proceeded to breach it in its second part through the provision of un-
qualified relief for the coverings or containers of the above-named. food-
stuffs. Not surprisingly, there followed representations from manufac-
turers of competing coverings or containers and from processors of other
food products for the samé kind of preferred tax treatmeﬁt. Thus,'ih
1961, milk and cream plastic bags were made exempt. In 1962, drums and
cahs for honey, barrels and boxes for fish, 1ob§ter crates and scallop bags
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were added to the exempt list. Representations continue to be made each

year for a progressive widening of the area of exemption.

It appears equitable that if it is government policy to exempt certain

consumption goods from sales tax, particularly for counter-regressiveness

reasons, then usual coverings which contain those goods and form part of

the sale should also be exempt from sales tax.

In the application of this Prineciple under a mamufacturer's tax, how-

ever, important administrative problems may arise.

1.

Because coverings for taxable goods, when purchased by unlicensed
firms, for example, wholesalers, retailers, are subject to sales tax,
there is an incentive to divert packaging materials which have been
Purchased exempt from tax (as coverings for tax-exempt goods) into
taxable uses. As thiq diversion may be made by firms which are not
licensed, and therefore not subject to audit by the Deparfment of '

National Revenue, policing of end-use cannot be fully effective.

Returnable or repeated-use containers, which in some cases have &
value coqsiderably in excess of the goods which they contain, are
used to transport tax-exempt goods as an addition to, or substitute
for single-use packaging materials.‘ Generally speaking, unlike
single-use packaging, they remain the property of the supplier, and
are not sold with the goods, in which case it may be considered that
they are goods for the vendor's own use. While many of these con-
tainefa are of such a specific nature that.they are unlikely to be

used for any other purpose, others may be, and are, diverted to other

taxable uses.
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A number of alternative forms of tax treatment of these goods has been
reviewed. First, complete exemption of all coverings for tax-exempt goods
is not recommended owing to the significant enforcement problems and ine-

quities which would arise.

The advissbility of taxing all coverings for tax-exempt goods was
considered. The revenue gein at an 1l per cgnt manufacturer's_rate would
be an estimated $18-$20 million per annum. This would eliminate the pro-
blems we have referred to above. Oﬁ the other hand, it wouid raise new
problems with regard to international transactions. To avoid discrimi-
nation against Canadian products, the value of coverings on imported exempt
goods shguld be subject to tax, but this would be administratively diffi-
cult and would yield little revemue. For exports, a refund of tax should

be allowed to compensate for the tax paid on coverings.

The present provision of specific exemption of a limited number of
repeated ~use containers discriminatés against other repeated-use containers
which remain taxable, and results in taxable diversion of containers which
were originally purchased tax-exempt and which may in some cases be rela-

tively costly in relation to the goods which they contain.

In examining the alte}natives, there is no clearly superior solution
to the problem. As & combromise Between ease of administration and neu-
trality in relation to competition, it is suggested that the present exemp-
tion be retained, but that the specified exceptions for repeated -use con-
tainers be deleted from the statutory provision. Furthermore, the addition
of a further restriction to confine exemption to usual coverings or con-
tainers purchased by manmufacturers or producefs of tax-exempt goods would
substantially simplify the administration of the exemption; under a whole-
saie tax, wholesalers should be accorded the same exemption on purchases

as mamfacturers.
App. E




203"

'Under a retall tax, however, particularly on a vide range of goods and
services, problems related to taxable diversion by hon-licensed vendors
virtually disappear. Adequate administrative control can be exercised
over an exemption for single-use containers and coverings; and an exemption
for repeated-use containers, subject to one important qualification, could
be administered satisfactorily as a producer goods exemption., ‘This
qualification concerns certain coverings or containers which, although not

of a®”

repeated-use” nature in the sense of being used over and over again
by entrepreneurs, are intended to have a "repeated-use” function in the
hands of consumers. For example, jams may be sold in goblets, preserved
fruits may be offered in decorative dishes. To exempt such containers
when for sale with tax-exempt foodstuffs goes substantially beyond exemp-
ting fopd and indeed offers a backdoor means of exempting goods for which
no exemption is intended. Specific exception from the exemption for cov-

erings or containers for tax-exempt goods would continue to be required for

these goods under & tax at the retail level.
CORCLUSIONS

In conclusion, it must be sald that the sales tax treatment of pro-
duction goods under the federal mamufacturer's sales tax today does not
appear to be motivated by either consistency or neutrality considerations.
The present situation can only be described as confusing and discrimina-
tory. Examples of confusion are found in £he'area of processing materials
while instances of discrimination are evidenced by the privileged position
of farming and fishing implements. Qenerally recognized principles of
single-stage sales taxation, such as tax neutrality and avoidance of multi-
Ple taxation, have been ignored in taxing production machinery and appara-
tus. The situation todgy is the result of a historical process which on -

two occasions, in 1933 and 1963, witnessed the withdrawal on revemue
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grounds of important sales tax exemptions for production goods. Whatlis
more significant, however, is that on both occasions an arbitrary distinc-
tion was made between production goods; those used by the farming and
fishing sector were allowed to retain a substantial measure of tax-exempt
status while those used by the manufacturing sector and the natural re-
sources industries were mostly made taxeble 3/. There should be no double
sales tax standard app}icable to production goods. This does not mean
that they should all be exempt from tax or all subject to it, but their tax
status as production goods should be governed by broad economic and struc-
tural considerations, which should apply as equally as possible to all sec-
tors of mamufacture or production. It 15, however, recognized that admin-
istrative considerations will militate against uniform sales tax treatment

of all production goods.
SUGGESTIONS

If the proposal for the adoption of a retail sales tax is not

accepted, the following suggestions may be helpful.

1. For reasons of administrative feasibility, processing materials should
not be accorded a different tax status from production machinery and

apparatus.

2. The exemptions for diesel fuel oil for use in internal combustion

engines when sold to logging firms and mines should be withdrawn.

3. Exemption for transportation equipment used in distribution should
be restricted under a tax at the manufacturer's level to equipment
(not including motor vehicles) used prinéipally and directly in the
manufacture or production of goods. Office furniture, equipment and

supplies should remain taxable.
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Under a tax at the wholesale level, it would probably be feasible to
broaden the scope of exemption to include warehouse and office equip-
ment (not including furniture) purchased by manufacturers amd whole-

salers.

The exemption for ships licensed to engage in the Canadian coasting

trade should be retained, regardless of the tax level.

The statutory basis for the exemption of certain items of farming and
fishing equipment that are subject to end-use qualifications should
be transferred from the customs tariff items to separately worded pro-

visions in Schedule III of the Excise Tax Act to ensure uniformity in

administration. This relates only to a tax at the manufacturer's

level.

The statutory basis for the exemption of parts of unconditionally ex-
empt farm equipment which are of a multipurpose nature should be

transferred from the customs tariff items to separately worded provi-
sions in Schedule III, if, by inserting an end-use qualification, the
revenue may be adequately safeguarded; however, if the revenue cannot
be adequately safeguarded under an end-use qualification, then exemp-

tion should be withdrawn completely.

Under the manufacturer's tax, the exemption for usual coverings or
usual contalners for tax-exempt goods presents considerable adminis-~
trative difficulties and results in numerous inequities. There is no
clearly superior solution to the problems which arise. As a compro-
mise between ease of administration and neutrality in relation to
competition, the present exemption provision in the Excise Tax Act
should be retained, but with the deletion of the specified exceptions

for certain repeated-use containers, and with a further restriction
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to confine exemption to usual coverings or containers purchased by
manufacturers or producers of tax-exempt goods; under a wholesale tax,
wholesalers should be accorded the same ekemption on purchases as
manufacturers. (Under a retail tax, the area of administrative
difficulty narrows to the category of repeated-use containérs con-

taining tax-exempt goods, which are sold to consumers. )
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Admittedly, this tax burden is in turn distributed between taxable
and tax-exempt goods and therefore tends to have a minor regressive

effect.

The additional items were:

Coal crushers and stokers;

Structures that are adjuncts to or provide access to the machinery and
epparatus mentioned herein;

Repair and maintenance equipment used by manufacturers or producers
for servicing their machinery and apparatus mentioned herein;

Safety devices and equipment for the prevention of accidénts in the
manufacture or production of goods;

Systems installed by manufacturers or producers for exhausting dust
and noxious fumes from their manufacturing operations;

Equipment used to carry refuse or waste from production machinery;

Equipment for hospitals and first-aid stations in manufacturing
establishments;

Gasoline-powered and diesel-powered self-propelled trucks mounted on
rubber~tired wheels for off-highway use exclusively at mines and
quarries;

Complete parts of all the foregoing.

It should be stressed that, in pointing to the discrimination in

favour of farmers and fishermen, the exemption which they have enjoyed
is not opposed: indeed the exemption permits a more complete exemption
of the products of these industries. Rather the objection is to the
failu}e to extend the same tax-exempt status to other manufacturers

and producefs of both tax-exempt and taxable goods.
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APPENDIX F

THE INSTITUTIONAL EXEMPTIONS TODAY

Certain institutional purchasers today enjoy varying degrees of exemp-

tion from the manufacturer's sales tax on their purchases. These exemp-

tions or reliefs may be general in character or they may be restricted to

purchases of certain commodities, but in all cases they are available only

to those institutional buyers for which preferential sales tax treatment is

authorized by statute. For this reason they will be referred to as the

exemptions or reliefs for certain institutional purchasers.

The five main categories of exemptions or reliefs available to insti-

tutional purchasers are as follows.

An effective exemption for all goods purchased by provincial govern-
meénts or their departments for purposes other than resale or the
manufacture or production of goods for commercial or mercantile

purposes.

Various exemptions for specific goods sold to or imported by

mnicipalities for their own use and not for resale.

A blanket exemption for all purchases by public hospitals certified by
the Department of National Health and Welfare when for use exclusively

by such hospitals and not for resale.

Relief by way of repayment of tax in respect of all taxable purchases
for the sole use of public ;nstitutions ce;tified by the Department of
National Health and Welfare to be institutions whose principal purpose
is to provide shelter and care for children or aged, infirm or

incapacitated persons who reside therein, provided such institutions
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are in receipt of public funds for the maintenance of the above

persons.

5. A mixture of exemptions for specific items and of relief by way of re-
payment of tax paid on other items, on purchases by educational insti-

tutions and public libraries.

Sales to the federal government, unlike sales to provincial govern-
ments and some sales to municipal governments, are subject to sales tax.
While the taxation of these sales is a substantial cost to the federal
government, we consider that it is justifiable. It permits licensed vendors
to avoid the segregation of such sales from their taxable sales, and un-

licensed vendors are relieved of the requirement of making refund claims.
PURCHASES BY PROVINCIAL GOVERNMENTS

Subsection 46(2) of the Excise Tax Act relieves from sales tex all

goods purchased by Her Majesty in right of any province of Canada for any

purpose other than:
1. Re-sale.

2. To be used by any board, commission, railway, public utility, univer-
sity, manufactory, company or agency owned, controlled or opérated by
the government of the province or under the authority of the'legis-

lature or the Lieutenant-Governor in Council.

3. To be used by Her Majesty or by Her agents or servants in connection
with the manufacture or production of goods or to be used for other

commercial or mercantile purposes.

Theoretically, such relief takes the form of a refund of tax to either the

provincial government concerned or its supplier. In practice, however, it
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often operates much in the way of an exemption as far as the provincial

government is concerned. Goods otherwise taxable are purchased directly
from manufacturers on a tax-exempt basis; liability for tax accrues upon
such sales but is seldom paid, being offset immediately by a valid refund

claim for the amount of the tax owing.

Cufrently the ﬁost troublesome aspect of‘the sales tax exemption fpr
the purchases of provincial governments resuits from the practice of cer-
tain provinces of buying directly on behalf of their own boards, com-
missions, railways, public utilities, or crown corporations. As we have
stated abové, ;he purchases of these public bodies are not relieved of
séles tax as are thése of provincial governments. It is ﬁnly reasonable
that this be so because they often compéte with enterprises that would have
no claim to the same privileged sales tax status. In certain provinces,
however, fhese public bodies are successful in obtaining the goods they
require on a tax-exempt basis from provincial departments which handle
all purchasing for public purposes. At the time of sele,'suppliers know
only that they are selling to a provincial government department and do not
therefore charge sales tax. Thus by channelling purchases of goods out of
public funds through provincial purchasing departments, certain provinces
have been enjoying exemption from federal sales tax to a far greater extent

than others and far beyond the intention of the charging statute.

The solution.to this problem, assuming that our recommendation for the
complete dgniﬁl of such exémption 1s .not carrie@ out, lies in removing the
statutory permission to refund tax on account of such relief to the vendors
selling to provincial governments. The refund in all casges should_be made
to Her Majesty in right of a province and the relief should operate strict-
ly as a repayment of tax rather than as an exemption as it does today.

Thus the purchases of provincial governments would bear sales tax whenever
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applicable, but a repayment of the tax monies expended would be made
directly to the governments or departments concerned upon certification
that the goods thus purchased were for their sole use and not for a purpose
ineligible for similar relief. In fact, such action would amount to
nothing more than a practical restoration of the intent behind the existing
relief. Such a step would ﬁake the administration of sales tax rellef more

cumbersome; but this is a price which must be paid to remove the inequity.
SPECIFIED GOODS PURCHASED BY MUNICIPALITIES

Municipalities benefit from a number of sales tax exemptions for spe-
cific goods for their own use and not for resale. The following exemptions
are found in Schedule III of the Excise Tax Act under the heading

"Municipalities":

Culverts;

Diesel fuel oil for use in generating electricity;

Equipment, at a price in excess of five hundred dollars per unit,
specially designed for use directly for road making, road
cleaning or fire fighting, but not including automobiles
or ordinary motor trucks;

Fire hose including céuplings and nozzles therefor;

Fire truck chassis fdr the permanent attachment thereon of
fire-fighting equipment to be used directly in fire fighting;

Goods for use as part of séweragé and drainage systems, and
for the purposes of this exemption any agency operating
a severage or drainage system for or on behalf of a
municipality may be declared by the Minister to be a
munléipality;

Laminated timber for bridges;
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Precast concrete shapes for bridges in public highway systems;
Structural steel and aluminum for bridges;
Articles and materials to be used exclusively in the manufacture

of the foregoing.

The specific sales tax exemptions for certain goods purchased by m-
nicipalities have generally been provided out of & desire to grant in-
direct financial assistance to local governments. In the years that
followed World War iI, there was a considerable upsurge in building con-
struction, with an attendant demand for the extension or 1mpr6vement of
municipal services'and facilities. Municipalities, considering theif own
fiscal means inadequate to meet their growing commitments, turned to the
senior levels of government for assistance. They requested repeatedly that
their purchases be made exempt from federal sales tax, and their plea was
partially heeded. They were not able to obtain complete exemption for their
purchases but they were successful in obtaining relief for particular items

of substantial expenditure.

Two of the exemptions may be criticized on grounds of discrimination
and tax partiality, and, moreover, the second exemption can also be criti-
cized because it does not lend itself well to effective administrative

supervision.

First, the saléa tax exemption for "equipment, at a price in excess
of five hundred dollars per unit, specially designed for use directly for
road making...but not including automobiles or ordinary motor trucks" may
encourage municipalities to purchase construction equipment such as tractors
and compressors to be used in competition witﬁ ﬁhe taxable equipment of
private entrepreneurs. We strongly recommend that this discrimination be

eliminated. This equipment should be made taxable, by the deletion of
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"road making” from the wording of the sales tax exemption. In connection
with the administration of this exemption for road-making, road-cleaning
or fire-fighting equipment, it came to liéht during discussions with of-
ficials of the Department of National Revenue that the use of the word
"directly” in the body of the exemption singularly mintatéd against the
more liberal interpretation thaf could be placed upon it. For instance,
ra@io receiving sets aboard fire trucks are exempt from sales tax but
transmitting sets operated from fire stations are taxable because they are
not part of the equipment that is used directly for fire fighting. Simi-
larly, breathing apparatus is taxable because it is not used directly for
fire fighting. Thié situation should be rationalized by the substitution

of "primarily" for "directly” in the wording of the exemption.

Secondly, the sales tax exemption for "diesel fuel oil for use in
generating electricity” is discriminatory on two grounds: (a) it favours
diesel fuel while taxing natural gas used for the same purpose, and (v) it
exempts this fuel when used by municipalities but when used by other pro-
ducers for the same purpose it is taxable. Administratively, it is diffi-
cult to verify the amouﬁté'of.taxable and tax-exempt fuel by usage. This

exemption should be withdrawn.

It is appreciated that the allowance of sales tax exemptions on cer-
tain purchases by municipalities ehables the federal government to provide
a measure of indirect financial assistance to local governments in a con-
stitutional environment which may hamper direct forms of financial assist-
ance. However, if sales tax exemptions for certain municipal purchases are

to be used for this purpose, it is important that they not be discrimina-

tory.
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PURCHASES BY CERTIFIED PUBLIC HOSPITALS

Schedule III of the Excise Tax Act exempts from sales tax,

"Articles and materials for the sole use of any bona fide
public hospital certified to be such by the Department of
National Health and Welfare, when purchased in good faith

for use exclusively by the said hospital and not for resale...."

This general exemption covers not only the furnishings and equipment
of a certified public hospital but also the building materials used in its

construction.

In addition, exemption applies to goods which qualify under customs
tariff items L7605-1 and 47610-1. These tariff items refer to equipment
used by hospitals, and, under these two provisions, importers are aliowed
to import the specified goods exempt from sales tax when for the use of

public hospitals.

The exemption of purchases by certified public hospitals originated in
the early years of the federal sales tax. Having thus been in existence
for more than thirty years, it is a well-entrenched feature of the existing

sales tax legislation.

It is questionable whether the sales tax relief accorded t& hospital
purchases should be maintained in the form of a blanket sales tax exemp-
tion. While only difficulties of a secondary nature were experienced by
the administration in connection with this exemption prior to 1963, certain
more acute problems have developed since the withdrawal of the general sales
tax exemption for building materials. Although certified public hospitals
are exempt from sales tax on purchases for their own use and qot for re- 4

sale, they can benefit from the exemption of building materials only if
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they or their agents purchase the materials themselves, or if the contract
and invoices are drawn up in such a manner as to show ; separafion between
materials and labour. This means that coﬁtractors are prevented from
making use of lump sum or unit-price contracts. These procedures are

resented by contractors who encounter considerable complications, particu-

larly in relation to their subcontractors.

The administrative difficulty of allowing sales tax relief on pur-
chases made by hospitals would be lessened if such relief were to take the
form of a refund or repayment of tax such as is made to institutions that
provide shelter and care for children or agea, infirm or incapacitated
persons. Although the administrative work of hospitals would be increased
by the operation of such & system, we understand that some of them have ex-
pressed interest in its adoption. There is little doubt that administering
the relief for hospital purchases via refund or repayment of tax would be
preferred by the officials of tﬁe Department of National Revenue, who are
satisfied with their experience of this method in instances involving pur-
chases made by the other institutions referred to above. From a technical
standpoint, this procedure offers tﬁe prospect of better con§r01 of sales
tax relief. Moreover, it is flexible enough to allow, in the case of cer-
tain categoriés of goods such as building materials, for the replaceﬁent of
detailed claim procedure by a simplified claim procedure based on-a repre-

sentative percentage of the value of the goods purchased.

As it is confined to goods purchased by ﬁublic hospitals certified by
the Department of National Health and Welfare, the exemption discriminates
against non-certified private clinics. A similar discrimination occurs
under the exemption accorded to institutions for the cére and ;helter of
orphaned children—purchases by children's aid societies have continued to

bear tax. From a practical standpoint, it is difficult to avoid this kind
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of discrimination, if only because of the near-impossibility of controlling
\emptions or reliefs that could be claimed by all health and welfare
organlzatlons. In order to prevent large-scale tax avoidance, the type of

1nstitution eligible for such relief needs to be tightly circumscribed
PURCHASES BY CERTIFIED INSTITUTIONS

Section 47 of the Excise Tax Act provides a general relief from sales

tax by way of repayment to any institution certified by the Minister of

National Health and Welfare to be:

i) a bona fide public institution whose principal purpose
. R ]
is to provide shelter and care for children or aged,
infirm or incapacitated persons who reside in the

institution, and

i1) 1in receipt annually of aid from the Government of Canada
or a province for the maintenance of persons gpecified

in subparagraph (1).

Applications for such repayment of tax must be made to the Minister of
National Revenue by the institution concerned within two years of the date
of purchase of the goods in respect of which it is being claimed. This

special concession first appeared in the legislation in 1950.

In many respects, these institutions are analogous to hospitals, and
should be‘similarly treated fcr sales tax purposes. Currently some 450 to
500 of them benefit from the exemption. As has been mentioned in the pre-
vious section, it would appear preferable to retain the Present procedure

of refund rather than to allow exemption upon purchase.
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PURCHASES BY EDUCATIONAL INSTITUTIONS AND PUBLIC LIBRARIES

The sales tax reliefs currently extended to educational institutions
and public libraries under section 4TA and Schedule III of the Excise Tax
Act are comprehensive. Fducational institutions get relief on a substantial
range of equipment, furniture, apparatus, books and printed matter; and
public libraries on books and directories. Also, both categories of insti-

tution are allowed relief on materials used in the construction of buildings.

The exemptions and reliefs now available to educational -institutions
purchasing goods destined to serve their official purposes are soO broad
that they could be combined into a general relief by way of refun@ of tax
without significant attendant revenue loss. Even if the need is felt to
exclude certain specific categories of goods from ﬁhe ambit of such broad

relief, it is always relatively easy to so provide in the legislation.
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APPENDIX G

EXPLANATORY COMMENTS ON EXCISE TAXES AND EXCISE DUTIES

Excise taxes were first levied in 1915 under the Special War Revenue

Act 1/ and they have remained an element of the federal commodity tax struc-

ture since that time. They are levied under the Excise Tax Act, and un-

like the general sales tax, which is levied on a wide range of goods (under

the same Act), they are collected on a narrow range of specified commodities.
Where they are subject to ad valorem rates, the excise taxes are computed on
the same price or duty-paid value as the general sales tax. In terms of revenue
yield, they provided $273 million in the 1964 fiscal year, of which 83 per cent

was obtained from cigarettes and other tobacco products. (See Table G-1.)

After their introduction during World War I, the list of goods subject
to excise tax was substantially expanded in the 1920 Budget as the govern-
ment of the day sought‘fo balance the budget ‘and commence reduction.of the
national debt. Many of these newly imposed excises had a short life, being
repealed at the end of the year in which they were introduced. By 1930,
the list of commodities subject to excise taxes had become a relatively
short one. During the early 1930's a number of new excise taxes were in-
troduced for revenue purposes, but these were relétively insignificant
compared with the heavy reliance placed on these taxes during World War II.
From a yield of $35 million during the fiscal year ending March 31, 1939,
the revemie from excise taxes had increased almost tenfold by 1944. The end
of the war prompted a move toward lightening the burden of excises, but in
1947 as a result of exchange difficulties, and again in 1951 as a means of
curbing inflationary pressures, the federal government reverted temporarily

to a ‘heavier reliance on excise taxes.
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Excise duties have & much longer history in Canada than excise taxes.
Even before Confederation, several of the provinces levied excise duties,
and they have been an important source of federal revemue since 1867. They
are levied under a separate Act—the Excise Act 2/ —and are more narrowly
confined in their scope than_excise taxes, being leyied only on.beer and
spirits, and tobacco products. In the 1964 fiscal year, they provided

$397 million in revemue ($232 million and $165 million respectively).

In eddition to their difference in scope and coverage and the fact
that they are levied under different Acts, the two forms of excise differ
from each other in a number of respects. . First, excise taxes apply to both
domestic and imported goods, i/ vhile excise duties are levied on domestic

goods only, &/ with the Customs Tariff filling the gap on imports by means

of a levy which approximﬁtes the duties on domestic production. Secondly,
excise duties are levied én goods in the poséession of the Crown and which
remain in the possession of the Crown until the duty is paid, while excise
taxes are generally paid by manufacturers upon sale. Thirdly, excise duties
afe specific levies by weight or volume, while, generally speaking, excise
taxes aré levied in an éd valorem form. Finally, there are substantial
differences in the manner in which fhe two excises aré admiﬂistered. Ex-
cise taxes on domestié products are collected in a simiiar manner to that
of the genersl sales tax, by means of a self—assessmenf méthod, while ex-
cise duties involve very close supervision 1n bonded preﬁises by excise

officers over all aspects of manufacture.

It will be noted that there is an overlap in the respective coverages
of the two forms of excise in the area of tobacco products. A combination
of excise taxes and excise duties on these products results in the

following:

App. G




221

Cigarettes (weighing 3 1bs. or $9.00 per thousand (or 18 cents
less per 1,000) per pack of 20 cigarettes).

Manufactured tobacco . $1.15 per 1b.

Cigars $2.00 per thousand excise duty

Plus the 15 per cent
excise tax.

The 11 perAcent general sales tax is lévied in addition to the excises
and its rorm of imposition reveals another difference between excise duties
and excise taxes: while:the general sales tax is computed on the same base
as the excise tax, excise duties form an element of the price on which the

general sales tax (and the excise tax, where applicable) is levied.

REFERENCES
1/ s.Cc. 1915, Chapter 8.
2/ R.s.C. 195é, Chapter 99.

}/ Except fof wine, on which excise tax is confined to the domestic

product, with an equivalent levy on imports under the Customs Tariff.

4/ Except for imported spirits taken into & bonded mamfactory.
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TABLE G-1
BUDGETARY REVENUE

FISCAL YEARS 1955 AND 1962 TO 196k

(milltons of dollars)

Taxes

Taxes on Income
Personal Income Tax !_1/
Non-Resident Incsme Tax
Corporation Incme Tax a/
Total &/

Estate Tax (or Succession Duties)

Exclse Duties
Spirits and Beer
Cigarettes, Tobacco and Cigars
Less Refunds
Total ef

Sales Tax g/

Excise Taxes
Automobiles
Cigars )
Cigarettes
Manufactured Tcbacco )
Phonographs, Redios and Tubes)
Television Sets and Tubes )
Electric Power Export Duty
Jewellery, Clocks, Watches, etc,
Lighters
Matches
Playing Cards
Slot Machines, ete,
Smokers' Accessories
Toilet Articles & Preparations
Wines -
Interest and Miscellaneous
Less Refunds

Total e/

Custams Import Duties

Other Taxes
Total Taxes ef

Non-Tax Revenue
Post Office
Return on Investments
Other
Potal ef

Totel Budgetary Revenue ef

014 Age Security Tax Revenue
Pergonal Inceme Tax
Corporation Incame Tax
Sales Tax

Potal e/

g/ Excludes 0ld Age Security Tax Revenue, which is shown separately below,
b/ Reducticn due to new fiscal arrangements with provinces,

¢/ Tax repealed June 20, 1961,
4/ Mainly automobile tax refunds.

¢/ Does not necessarily add owing to rounding, - Nil or less than $50,000,

£/ Tax repealed July 1963,

Source: Canadian Tax Fourdation, The National Finances, 1964-65, Torsnto:

1955 1962 1963 2964
1,183.4 1,792.7 1,764.6 /  1,865.1
61,2 112,3 1§9.é N 12k, 5
1,020 1,202,0 1,182,8 b, 1,259,0
2,265.3 3,107,0 3,056,6 3,248.5
44,8 8,6 87,1 90,7
130,1 206.8 220,3 232,3
100,8 160.5 166,5 165,6
R .%’_*45 =) 4
226,5 362,8 3619 393.3
572,2 759.7 806,0 946,1
7.2 25.3 ¢f -s/ -g
2.8 3.4 3.3
11k,5 85,2 195,3 200,2
13.0 19, 23, ,5
.9 9.9 11,k
2.5 9.6 10,1 10,6
2.0 ok 0.1
5.6 5.8 6.4
0.5 0.5 0.6
0.6 0,7 0,7
43,6 0.9 1,0 1,0
0.1 0.2 0.2
0.1 0,1 0,2
9,4 10,1 111
3.4 3.7 3.8
0.7 y 0. E 0.8
-0,9 -11,0 4 -0 -0,3
252,0 262,5 260,35 273.4
397.2 S3h.5 645,0 R
15,5 L1 - 1
3,773.5 5,111,2 5,237.0 5,533.5
1313 183.7 192,8 200,7
1%3.5 §7' 2 211.3 gsg.u
5.2 7. 37 52.5
350.0 618, 4 41,7 9.7
k1235 5,729,6 587,17 6,253,2
100,9 259.0 275.7 302.6
46,0 100,1 115.2 115,7
1433 284 302,2 331,8
29,0 4,0 foL.1 750,1
Canadian Tax

Poundation, Table 12, Breakdown of excise tax revenues supplied directly by
Department of National Revenue (Customs and Excise),
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ACCOMMODATION, transient, rental, 63, 79.

ACCOUNTANTS, service on Tax Appeal Board, 112; recruitment and

remuneration, 1h47.

ADMINISTRATION, general ta.ﬁc, see TAX ORGANIZATION; appeals, see APPEALS,
ADMINISTRATIVE, and APPEALS, JUDICIAL; assessments, see ASSESSMENTS;
Excise Act, see EXCISE ACT ADMINISTRATION; income tax, see INCOME TAX
ADMINISTRATION; transactions taxes, see TRANSACTIONS TAX ADMINISTRATION;
of manufacturer's sales taxes, 21; of wholesale sales tax, 33; comparison
of value-added and single-stage taxes, 43; present, 103-110; problems,

109-110; recommendations, 131, 157.
ADMINISTRATION BRANCH, 10k, 149,

AD VALOREM TAXES, excise, 84; alcoholic beverages and tobacco products )

possible use of, 87-88; excise tax rates, 219.

ADVANCE RULINGS, see RULINGS.

ADVERTISING, as cost element, 7, 12; costs of importer, 20; newspapers and

magazines, sales tax exemption effect, 65.
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ADVISORY BOARD ON MINISTERIAL DISCRETION, 127.

AICOHOL, excise duties, 9; sales tax exemption, 61; duties under Excise
Act, 83; ad valorem tax rates, 87-88; excise duties, continuation, 88;

excise levies, recommendations, 92.
AICOHOLIC BEVERAGES, see ALCOHOL.
ALLOWANCES, sales tax, 63.
AMUSEMENT AND ENTERTAINMENT, places of, 68; devices, 84-85.
ANNUAL REPORT, Taxation Division, 157-158.
APPEAL BOARD FOR TRANSACTIONS TAXES, possible need for; 165.

APPEALS, ADMINISTRATIVE, present system, 106; inc;)me tax,hrecommen.dations,
161-163; letter of intention, 162; pre-assessment conference, 162;
district conference, 162-163%; regional conference, 163; choice of
conferences by taxpayer, 163; power to act under section 58(3) of the

Income Tax Act, 163; transactions taxes, recommendations, 164, 167-168.

APPEALS, JUDICIAL, Tax Court, see TAX COURT; Exchequer Court, 110, 112, h
114115, 166; Supreme Court, 110, 115, 167; Tariff Board, 110-112, 115;

Tax Appeal Board, 110, 112-113, 115-116; recommendations, 164-168.
APPEAIS Sﬁé’l‘lON ,: separation from Review éection, 163.
APPELLATE DIVISION, institution at regional level, 163.
APPLIANCES, household, 68.
ARMED FORCES, 1bk,
ASSEMBLY, as cost element, 12; marginal operation for sales tax purposes, 18.

ASSESSMENTS, income tax returns, 105-106; quick, 105, lkk; recommendations,
143-144; for misrepresentation, limit to fraud, 1llk; provisional, 1hl;

transactions texes, 156, 168.
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ASSESSMENTS BRANCH, 10k.

ASSESSORS' GUIDE, information made public, 136.

ASSISTANT DEPUTY MINISTER, excise tax administration, 107.
ASSOCIATION OF CANADIAN DISTILLERS, 9i.

AUDIT, income tax, 105-106, 145-146; excise tax, 108; dollars of tax

increase per hour of assessing effort, 145-146; transactions taxes, 154-155,
AUDITOR GENERAL, report, 149,
AUSTRALIA, T72.
AUSTRALIAN COMMISSIONER OF TAXATION, anrual report, 137. -

AUTOMOBILES, manufacturer's sales tax, 32; repairs and maintenance, 68;

as producer goods, Tl.

BANK OF CANADA, 98.

BARBER AND BEAUTY PARIOURS, 68.

BEER, excise duties on, 86; ad valorem tax rate, 88, '
BLENDING, as cost -element, 12; marginal operation, 19.

BOARD OF REVENE COMMISSIONERS, delegation of tax administration to, 109;
public discussion of tax problems, 118, 130; inquiries on proposed.
legislation, 120; recommended férm, .151-156; issuance of advance rulings,
138; annual report, 138; transactions taxes, information for taxpayers,
159-1h1; staff recuitment, 147; audit programmes, study of, 155;
establishment recommended, 157; reference function of Tariff Board, 166;

appeals to Supreme Court, 167. -

INDEX



226

BOARD OF TRANSPORT COMMISSIONERS, 133, 159.
BOOKS, see NEWSPAPERS, MAGAZINES and BOOKS.

BREWERIES, inventories, 33; effect of conversion to ad valorem rate of

excise duty, 88; payment of excise duties, 89.
BREWERS ASSOCTIATION OF CANADA, representations, 89.
BRITISH NORTH AMERICA ACT, 11, 3T7.
BUDGET, speech, 100, 102; bills, 100; resolutions, 100; secrecy, 119-120.
BUILDINGS, completed, sales tax exemption, 61, 80.

BUILDING MATERIALS, sales tax exemption, 8, 61, Th-81; for public

hospitals, 215.

BULLETINS, transactions taxes, issuance, 1hO,

CABINET, 99.

CANADA PENSION PLAN, 6k, 78.

CANADIAN BANK OF COMMERCE v. ATTORNEY-GENERAL of CANADA, 151.
CANADIAN BROADCASTING CORPORATION, financing, excise taxes, 84, 159.
CANADA GAZETTE, publication of regulations, 126.

CAPITAL EQUIPMENT, velue-added tax on, Li-45,

CARDS, playing, excise taxes, 9, 84-85.

"CASCADING", under value-added tax, 4k, 48; under turn-over tex, 51-52;

producer goods, 70, 188.

CERTIFICATES OF EXEMPTION, recommendations, 155.
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CHIEF ASSESSOR, 163.
CHIEF REVENUE COMMISSIONER, 13k,

CIGARS AND CIGARETTES, holders, 84; rolling devices, 84; excise duties and

taxes on, 386, 220-221; ad valorem tax rate, 37.

CIRCULARS, excise tax, extra-legal, 103; transactions taxes, asutomatic data

processing, 139,
CLOCKS, excise tax on, 8k.
CLOTHING, sales tax on, 62.
COATS, fur, remodelling and repairing, 20; mink, 85.

COLLECTION OF TAX, sales taxes, form of, 11; retail sales tax, 37-38;
cost, excise taxes, 84; administration, 106; income tax, recommendations,
148-150; instalment payments of corporation income tax, 149;
uncollectible debts, automatic barring after six years, 149; “offer of
‘compromise” procedure, 149; Collections Branch, 149; international,

reciprocal enforcement, 150; transactions taxes, recommendations, 156.
COLLECTIONS BRANCH, establishment of, 149.
COLORADO, 62.
COMMISSIONERS FOR TRANSACTIONS TAXES,.13L.
COMMISSIONERS OF CUSTOMS TARIFF, 13L.
COMMISSIONERS OF INCOME TAX, 13k,
COMMITTEE OF WAYS AND MEANS, 100.

COMMITTEE OF WAYS AND MEANS OF THE UNITED STATES HOUSE OF REPRESENTATIVES,

%, 121.

COMPUTATION OF TAX, retail sales tax, 38-39,
INDEX
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CONCIUSIONS AND RECOMMENDATIONS, see RECOMMENDATIONS.

CONFERENCE, pre-assessment, 162, 167; district, 162-163, 167; regional,

163, 167; taxpayer choice, 163.
CONSTITUTIONAL PROBLEMS, reciprocal enforcement of judgments, 150.
CONSTRUCTION, sales tax on, Th-77, 80-81.
CONSTRUCTION MATERIALS, see BUILDING MATERIALS,

CONSUMER GOODS, sales taxes, scope, 56-65; exemptions, 59-60; regressiveness,
59-60; food, 60-61; shelter, 61; clothing, 62; drugs and medicaments, 6h;
newspapers, magazines and books, 65; recommendations, 78-79; present

anomalies énd areas of administrative difficulty, 173-178.
CONSUMPTION VARIAM‘., value-adde& tax, 4lb-b5,
CONTAINERS, see COVERINGS and CONTAINERS.
COSMETICS, excise 1;axes on, 9, 84; private brand, 18; sales tax exe@tion, 6k,
COUPONS, issued to consumers, 63,
COURTS, Tax Court, see TAX COURT; more liberal interpretation by, 129-130,
COVERINGS, see COVERINGS and CONTAINERS.

COVERINGS AND CONTAINERS, for tax-exempt goods, sales tax exemption, 199-203,

205.

CREDITS, sales fax, against personal income tax liabilities, 60; sales tax,

to consumers, 62-6l; sales tax, recommendations, 8.
CRIMINAL PROSECUTION, mens rea, 153; use in collection of tax, 156.
CUMULATIVE TURN-OVER TAX, see TURN-OVER TAX.

CUSTOM FABRICATION, 68.
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CUSTOMS AND EXCISE DIVISION, Head Office, 103; present administration,
106-110; ‘excise tax administration, 107-110; excise duties administration,
109; information for taxpayers, 128; rulings, 140; measurement of degree

+ -of tax compliance, 142; offices, reorganization, 154,

- N “ .: 3 - N - . . N - ) .’
CUSTOMS TARIFF, levy corresponding to excise duties, 83, 220; redrafting,

excise taxes, 96; Commissioneré of Customs Tariff,'13h; levy on wine, 221,

CUSTOMS TARIFF COURT, division of Tax Court, 166, 168,

DEATH EXPENSES, sales tax on, 66.
DELEGATED POWERS, control of, 125-126.
DENTAL SERVICES, 69, 79.

DEPARTMENT OF FINANCE, origination of tax changes, 56; review of tax
problems, 98-99; tax reseérch staff, 99; tax éoliéy—making function, 109,
131; establishment of advisory committee, 118; amalgamation with
Department of National Revenue, 132; co-ordination with Board of Revenue

Commissioners, 133; tax analysis, 13k.
DEPARTMENT OF INDUSTRY, 98.

DEPARTMENT OF JUSTICE, decisions to prosecute, 153; possible jurisdiction

over Tax Appeal Board, 165; lawyers from, 167. . : T .
DEPARTMENT OF NATIONAL HEALTH AND WELFARE, 209, 215-216,

DEPARTMENT OF NATIONAL REVENUE, sales taxes, use of wholesale values, 14-16;
sales tax refund claims processed, 5h; General Excise and Sales Tax
Regulations, 54-55; collection of tax, 96; adminisfration of tax '
system, 103; number of full-time personnel, 103; administrative function,

109, 131; appeals to Teriff Board, 111; officials, 132; amalgamation

INDEX
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with Department of Finance, 132; vesting of present functions in Board

of Revenue Commissioners, 133; reorganization as nucleus for Board of
Revenue Commissioners, 135; unpaid taxes, 143; liquor and tobacco taxation
procedures, 157; differences with taxpayers, 161; difficulties with sales
text exemptions, 173-17h; sales tax exemptions, processing materials, 192;

administrative problems, farming and fishing, 198.
DEPARTMENT OF TRADE AND COMMERCE, 98.
DEPUTY MINISTER, role, 103.
DEPUTY REGISTRAR, of Tax Appeal Board, 113.
DETERMINED WHQLESALE VALUE, 15.
DIESEL FUEL OIL, logging and mines, 193, 204; purchased by municipalities, 212,
DIETARY SUPPLEMENTS, 81.
DILUTING, as cost element, 12; marginal operation, 19.
DIRECTOR OF EXCISE DUTY, 10T7.
DIRECTORIES, trade, sales tax exemption, 176-17T.
DISTILIERIES, payment of excise duties, 8O.
DISTRICT DIRECTOR OF TAXATION, 163.
DISTRICT SURVEYORS, excise duty field operations, 10T7.
DOMINION BUREAU OF STATISTICS, 98, 152, 159, 169, 181.
DRAPES, manufacturing of, 20.
DRAWBACK, sales tax, T2.
DRUGS, sales tax exemptions, 64, 79, 17T.

DRY CLEANING, 6.
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DUTY-PAID VAIUE, sales tax on, 20.

DYEING, 68.

EDUCATIONAL INSTITUTIONS, sales tax exemption, 210, 218,
EDUCATIONAL SERVICES, 66, 69, 79.

ELECTRICITY, sales tax exemption, 61, T78.

ELECTRIC WIRE, CABLE AND FITTINGS, 191.

ELECTRONIC TUBES, excise tax on, 8k,

ERKJTI&)N,AIsee TRANSPORTATION, ERECTION OR INSTALLATION COSTS.
ESTABLISHED WHOLESALE PRICE, use of, 15; freight deductions, 5k.
ESTATE TAX ACT, jurisdiction of Exchequer Court, 11k, -

ESTATE TAX ADMINISTRATION, 106.

EVASION OF TAX, sales tax, cost of combating under retail tax, 38; value-

added tax, 47, 50-51; through leaving Canada, 149.
EXCHANGE RATE, fixed, effect of sales ta.xeé, 8.

EXCHEQUER COURT, jurisdiction, 112-11k, 165, 166; certification of

assessed tax, 156; recommendations, 168.

EXCHEQUER COURT ACT, Exchequer Court Jurisdiction, 11k4; appeals to

Supreme Court, 115.

EXCISE ACT, excise duties, levy, 83, 219-220; excise taxes on wines and
tobacco products, conversion into excise duties, 90; recommended

revision, 157.
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EXCISE ACT ADMIVISTRATION, recommendetions, 157.

EXCISE DUTIES, see also EXCISE TAXES AND EXCISE DUTIES, alcoholic beverages
and tobacco products, 9; imported goods, G83; levied under Excise Act, 83;

pyraniding, 91.
EXCISE STAMPS, tobacco products, 90.

EXCISE TAX ACT, for references to sales tax exemptions for specific products
see specific product headings; licensing, 32, 107; excise taxes, 833
excise taxes on wines and tobacco products, conversion into excise
duties, 90; regulations and rulings, 107; jurisdiction of Exchequer
Court, 114; refund of sales tax on ships® stores, 193; transfer of
exemptions on farming and fishing equipment f‘rom customs tariff items,

205; levy of excise taxes and excise duties, 219-220.
EXCISE TAX RESOIUTIONS, of March 29, 1966, 3.

EXCISE TAXES, see also EXCISE TAXES AND EXCISE DUTIES; special temporary, b,
luxury goods, 9; tobacco products, 9; ad valorem, 84; administration,

integrated with manufacturer's sales tax, 84%; cost of collection, 8,

EXCISE TAXES AND EXCISE DUTIES, see also EXCISE TAXES, also EXCISE DUTIES;
general review of, 83-92; neutrality, 83; ad valorem tax rates versus
specific rates, 87; conversion of excise taxes to excise duties, 38-91;
administration, adjustments, 91; recommendations, 92; explanatory

comrents, 219.

EXEMPTIONS, sales tax, see also specific item headings; velue-added taxes, 50;
sales tax, consumer goods, 59-60; sales tax, recommendations, T78-81;
sales tax, anomalies and areas of administrative difficulty, 1731T7;

sales tax, institutional, 209-218.

EXPORTS, effect of imposition of sales tax, O; value-added taxes, effect

on, 49; turn-over tax, effect on, 53; refund of sales taxes, T2.
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FAMILY ALLOWANCES, as alternative to sales tax exemptions, 62.

FARM EQUIPMENT, exemptions, administration, 34; sales tax exemption, T3,

194, 197-199, 205.
FARMERS' AND FISHERMEN'S GUIDE, 136.
FEDERAL GOVERNMENT, sales tax exemption, 210.
FEDERAL RETAIL SALES TAX, see SALES TAX, RETAIL LEVEL.
FINANCING, as cost element, 12,

FISHERMEN, machinery and equipment , see FISHING EQUIPMENT; purchases of.

ships' stores, exemption from sales tax, 193,
FISHING EQUIPMENT, sales tax exemption, 73, 197-199, 205.

FOOD, sales tax exemptions, 5, 9, 60-61, 73, 81, 173-1Tk; expenditures on,

170; coverings and containers, 200.
FOOD AND DRUGS ACT, 173, 178.
FRANCE, sales tax rates, 69; sales tax treatment of exports, 72.
FREIGHT COSTS, see TRANSPORTATION.

FUEL, sales tax exemption, 61, 78, 192-193; for internal combustion

engines, Tl; expenditures on, 170,

FURNITURE, household, 68; office, 71, 194197, 20k.

GOLDMAN v, M,N,R., appeal to Ebfchequer Court constitutes trial de novo, 11k,

INDEX
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COVERNOR IN COUNCIL, Tariff Board appointments, 111; Tax Appeal Board
appointments, 113, 116; Tax Appeal Board procedures, 115-116; regulations
to be made by, 125-126; regulations approved by, 130; regulations for

remissions of penalties, 15k.
GOVERNOR COF THE BANK OF CANADA, 133.

GREASE AND LUBRICATING OILS, sales tax exemption, 192-193.

H

| HAWAII, 62.

HOSPITALS, public, sales tax exemption, 209, 215-216.
'HOSPTTAL SERVICES, 69, T9.

HOUSE OF COMMONS, budget, 100, 119; standing committee, 121, ]26, 130; as
a control over ministeriel discretion, 127; tabling of directives from

Minister of Finance, 133.

HOUSING, sales tax exemption, 61.

ILL HEAITH, expenditures caused by, seles tax on, 6k,

IMPORTS, goods and services, rate of sales tax, T7; manufactured goods, sales
tax on, 20, 31; under wholesale tax, 34; turn-over tax, application to,

53; sales tax effect on competition, 73; excise duties on, 83.
INCOME ELASTICITY, consumption outlays, 169-170.

. INCOME TAX ACT, Tax Appeal Board, 113; Exchequer Court jurisdiction, 114,
165; regulations, 124; misrepresentation, 14li; search and seizure, 151;

secrecy, 152; sanctiomns, 153.
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INCOME TAX ADMINISTRATION, present, 103-107; assessments and returns,
105, 143-145; audit, 105, 106, 145-146; collections, 106, 148-150; special
investigations, 106, 151-152; organization of offices, 143; recommendations,
143-15k; staff recruitment and training, 146-148; net worth assessment, 150;

secrecy, 152; sg.nctions, 153-154,
INCOME TAX APPEAL BOARD, 112.
INCOME TAX COURT, division of Tax Court, 166, 168.
INCOME VARIANT, value-added tax, 4445,
INDIANA, 62.

INFORMATION FOR TAXPAYERS, excise taxes, 109; recommendations, general, 128;
income texes, 136-137; transactions taxes, 139; transactions taxes,

local, ko,
INFORMATION SERVICE, 136,
INSPECTION BRANCH, 104,
INSTALLATION, see TRANSPORTATION, ERECTION OR msmmi*xon COSTS.
INSTTTUTE OF PUBLIC LAW OF THE UNIVERSITY OF MONTREAL, 95.

INSTITUTIONS, public, sales tax e:_nemp‘bions, 209, 217; educational, sales

tax exemption, 210, 218.
INTERNATIONAL TAXATION, reciprocal enforcement of tax judgments, 150.

INVENTORIES, tax paid, refunds, 33; use of reconstructed trading .account

method to determine sales tax, 55.

TTALY, 68.
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JAPAN, T3.

JEWELLERY, repairs and engraving, 68; excise tax on, 8k,

LAWYERS, compensation, 147; members of Tax Court, 166; employed by

Department, location in regional offices, 167.
LAUNDRY, 68.
LEGAL BRANCH, 103.
LEGAL SERVICE#, 69, 9.
LETTER OF INTENTION, 162.

LEGISLATION, proposed, public hearings, 120-122; more general language,
123-125.°

LIBRARIES, public, sales tax exemption, 210, 218.
LICENCES, sales tax, 54, 75, 107.
LICHTERS, excise tax on, 8k,

LIQUOR, ad valorem tax rate, 87; administration of taxes, 109; audit

procedures, 157.

LUXURY GOODS, special excise taxes, 9, 83.

MAGAZINES, see NEWSPAPERS, MAGAZINES AND BOOKS.

MANUFACTURER'S SALES TAX, see SALES TAX, MANUFACTURER'S LEVEL,
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MANUFACTURER'S TAX, see SALES TAX, MANUFACTURER'S LEVEL,
MANUFACTORY, bonded, 53.

MARGINAL OPERATIONS, 15-20.

MATCHES, excise tax on, 8l.

MEDICAL SER‘./ICES, 66, 69, T9.

MEDICAMENTS, see DRUGS.

MEMBERS OF PARLIAMENT, 101, 121, 12k,

MENS REA, requirement in criminal prosecutions, 153.

MINISTER OF FINANCE, tax origination and authoriiation, 96-103; inquiries
re customs duties, 111; advice from Tariff Board, 115; accessibility, ;l?;
public examination of budget proposals, 119; private consultations, 120;
legislation corrections, 121; ministerial responsibility, 122; use of
discretionary powers, 127; administration of taxing statutesz 132;

supervisory pover over Board of Revenue Commissioners, 153, 157.
MINISTER OF NATIONAL HEALTH AND WELFARE, 217.

MINISTER OF NATIONAL REVENUE, appeals against assessments by, 112; relation-
ship to Tax Appeal Board, 115-116, 165; printed materials, 175; application

for refund of sales tax paid by public institution, 217.

MINISTERIAL DISCRETION, printed materials, 65; control, 126- 123;
Advisory Board on, 127; use of, 130; compulsory rulings by Board of
Revenue Commissioners, 138; filing of returns and payﬁent 6f tax, 15k;
epplication of penalties, 156; excise taxes, 157; printed materials, 175;

production machinery and apparatus, 191.
MIXING, marginal operation, 18-19.

M,N.R. v. TAYIOR, 1k,
INDEX
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MUNICIPALITIES, sales to federal government, T8; sales tax exemptions, 209,

212-214.

NATIONAL BRAND, manufacturers', 13, 19.

NETHERLANDS, T2.

NET WORTH ASSESSMENT, recommendations, 150.

NEWFOUNDLAND, 175, 178.

NEWSPAPERS, MAGAZINES AND BOOKS, sales tax on, 64, 79, 175-1T76.
NON-RESIDENTS, sales tax on services rendered by, 67.

NORWAY, T2.

NOTICES OF OBJECTION, filing of, 106; upward trend, 161.

NOTIONAL WHOLESALE VALUES, sales tax, application by Department of National

Revenue, 1h4-16,

NURSING SERVICES, 69, T9.

OBSOLESCENT OR DAMAGED GOODS, 8, 36.
OFFICE EQUIPMENT, sales tax exemption, 194-197, 20k.
OFFICERS, corporate, sanctions, 154,

OLD AGE SECURITY TAX, included in federal sales tax, 3.

PACKAGING, as cost element, 7, 12.
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PARKING, charges, 5.

PARLIAMENT, authorization of tax changes, 96-105,'120-12i, 129-130; control
. ipvgrlqelegated legislation, 125, 127; control over Board of Revenue

Commissioners, 133, 157; reports of unpaid taxes, 1h4§..
PARTLY ‘MANUFACTURED GOODS, as producer goods, 70, 80.

PAYMENT OF TAX, excise duties, 89-90, 109; income taxes, 106, 149; excise

tax, 89, 102, 15k,
PENALTIES, remission of, 154.

PHARMACEUTICALS, private brand, 18; inventories, 35; sales tax exemption

for "fringe" pharmaceutiéélglnéﬁ;leXéﬁptidns; 81.
PHONOGRAPHS, ekcie tax on, Ob.
PIPES, tobacco, excise tax on, 64.
PIFES, VALVES AND FITTINGS,. 191.
PLANNING AND DEVELOPMENT BRANCH, 10k,
POLITICAL FROBLEMS, retail sales tax, 11.
PREFABRICATED CONSTRUCTION COMPONENTS, 76.
PRESSING, 68.
PRICES, effect of change to retail éales ta#, L3,

PRINTED MATERIALS, see also NEWSPAPERS, MAGAZINES AND BOOKS; ministerial

discretioh, 65; sales tax exémptién, 175-176.
PRIVATE BRANDS, 15, 16-19, 29-31, 3k.

PROCESSING MATERIALS, sales tax exemption, 191, 20k.

INDEX



PRODUCER GOODS, sales tax on, 5, 8, 69-Tk, 80; value-added tax on, Lhobs,

49; sales tax effect, 81, 137-207.

PROVINCES, sales tex collection agents for the federal government, k; exchange
of direct taxx revenuves for sales tares, 4; retail sales taxes, indirect,
power to levy, 5, 33; sales tax base, same as federal, 5; rctail sales
taxes, use of, 11, 35; vendors' allowances, 39; federal sales tax
exemption on purchases, 77-78, 81, 209-212.

PROVINCIAL GOVERNMENT VENDING BOARDS, 92.

PROVISIONAL ASSESSMENT, 1uk.

PUBLIC INFORMATION, see INFORMATION FOR TAXPAYERS,

PYRAMIDING, sales tax, defined, T7; avoidance of under retail tax, 36.

RADIOS, excise taxes, 9, 84; inventories, J35; repairs, 63.
RATES OF TAX, sales tax, O.
PAV MATERIALS, as producer goods, 70, 8O.

RECOMMENDATIONS, sales tax, form of collection, 11, 53; sales tax, scope,
78-81; excise taxes and duties, 92; tax formation, 129-130; tax

administration, 157-159; tax adjudication, 167-168.
RECONSTRUCTED TRADING ACCOUNT METHOD, 55.

RIFUNDS, sales tax, administrative convenience of present system, 21;
sales tas, on inventories, 51-33; sales taX, to consumers, 62-6k, T5;

under reteil sales tax, recommendations, 155.

REGIOWAL DIRECTOR, 163.

REGISTRAR, of Tax Appeal Board, 113.
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REGULATIONS, General Excise and Sales Tax, 19, S54; recommended use of;‘

124-126; transactions taxes, review of, 139; Food and Drugs Act, 173.
RELIGIOUS GOODS, sales tax exemption, 176.
RENT, of shelter, sales tax.on, 66, 79; of other goods, sales tax on, 68.
REPACKAGING, marginal operation, 19.
REPAIRS, sales tax on, 68.
REPORT OF THE AUDITOR GENERAL, publicity re outstandiﬁg tax debt, 149,
REPRESEN’I“ATIONS, tax changes, public procedure, li?—]_l8.
RESIDENTIAL CONSTRUCTION, sales tax, Th-75.
REI‘AIL#COUNCIL OF CANADA, 43, 56.'
RETAIL SALES TAX, ;ee SALES TAX, RETAIL LEVEL.

RETURNS, income tax, types used, 105; Tl General, 105, 145; T1 Short, 105,
145; T2, 105; T3, 105; income tax, recommendations, 143-145; revised,
time for appeal, 14; filing dates, changes, lhl-145; Th slips, 145;

transactions taxes, recommendations, 154,
REVENUE COURT, see TAX COURT.

REVENUES, FEDERAL, retail sales tax, transitional implications, 42-43;

table qf budgetary revenue, 222,
REVIEW SECTION, 163.
ROYAL ASSENT, 101.
ROYAL CANADIAN MOUNTED POLICE, enforcement of commociity taxation, 108.

ROYAL COMMISSION ON GOVERNMENT ORGANIZATION, reorganization of Department

of National Revenue, 135; compensation, views on, 147, 158.
INDEX
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RULINGS, use of, 12l; advance, 128, 138, 158; publication, 138; staff, 139;

transactions taxes, 140-1L41; recommendations, 158; printed materials, 175.

SALES TAX, see aiso specific headings belov; credits against personal income
tax liabilities, 3, 5, 60, 63, T8; provinces as collection agents, b
retention, reasons for, k; reduction of relative weight in revenue mix, 5;
sales tax base, same for provinces and federal government, 5; comparison
with income taxes, 6; transfer of sales tax room to provinces, 6;
exporters, effect of tax-paid machinery, equipment, and buildings, 8;
rates, 9; revenue from, 9; collection, form of, 11-57; scope, 59-81;

refunds to consumers, 60.
SALFS TAX, BUILDING MATERIALS, see BUILDING MATERTAILS,
SALES TAX, CONSTRUCTION, see BUILDING MATERIALS.
SALES TAX, CONSUMER GOODS, see CONSUMER GOODS,
SAIES TAX, EXEMPTIONS, see EXEMPTIONS.

SALES TAX, GOVERNMENT PURCHASES, exemptions, abolishment, 77-T8;

recommendations, Ol.

SALES TAX, MANUFACTURER'S LEVEL, rate of tax, present, 3; abandonment, 11;
neutrality considerations, 12-21; taxeble value, actual selling price to
consumers, 12; texsble value, at stage prior to retail sale 12-13;
taxable value, actual selling price by manufacturer, 13;.texsble value,
"pure manufacturers' price", 13; texsble value, "wholesale value", 1h;
transportation, erection or installation costs, 16-18; private brands
and marginal operations, 18-20; imports of fully manufactured goods, 20;
administrative considerations, general, 21; recommendations, 53; adminis-

tration, integrated with excise taxes, 8k,
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SALES TAX, PRODUCER GOODS, see PRODUCER GOODS.
SALES TAX, PROVINCIAL, see PROVINCES.

SALES TAX, RETAIL LEVEL, indirect, power of provinces to levy,'ﬁ; advantages,
7-8; services, taxation of, 3; alternatives, 11; political problems, 11;
single-stage tax, 11; neutrality considerations, 35-36; administrative
considerations, 36-39; competence of retailer to collect, 36; cost and
effectiveness of cbllection, 37-38; computation of tax, 38-39; vendors'
allovances, 39; tax-paid inventories, problems created by, 40-42;
transitional implications, 40-43; flow of revenue, transitional impli-

cations, 42-43; price effects, transitional, 43; recommendations, 53.
SALES TAX, SERVICES, see SERVICES,
SALES TAX, TURN-OVER, see TGRN-OVER TAX.
SALES TAX, USED GOODS, TT.
SALES TAX, VAIUE-ADDED, see VALUE-ADDED TAXES;

SALES TAX, WHOLESALE IEVEL, neutrality considerations, 22-31; level of
application, advantages, 22-23, taxable value, determination of, 22-31;

" wholesale functions performed by retailers, problems created by, 23-25;
department stores, 24-25; mltiple store organizetions, 24-25; "uplift",
24-25; notional values, need for, 26-2T; non-personal consumption, 27;
tra.nqurfation, erection or installation costs, 27-29; private brands
and ma.fginal operations, 29-31; imporfs of fully ma.nufé.ctured goods, 31;
refunds of tax on inventories, 31-33; transitional considerations, 31-33;

price changés, 32; administrative éonsid.erations, general, 33.

SANCTIONS, income taxes, recommendations, 153-154; transactions taxes,

" recommendations s 156.

SEARCH AND SEIZURE,‘ curtailment of powers, 151; transactions taxes, 156,

INDEX |
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SECRECY, recommendations, 152.

SELECTED TAX DATA, publication of, 137.

SENATE, 101, 122.

SENATE FINANCE 'COMI[!I"EEE, he.a:rings, 101; activities, continuation, 122.

SERVICES, inclusion in sales tax base, 59; scope of texation, 65-69; taxable
u.nit,' 66-67; general versus list approach, 67-69; rate of tex, 69;
. ¢
recommendations, T9-80; chart of personal consumption in Canada, 179-181;

level of taxation, 183-185.
SERVICING, as cost element, 12,
SHELTER, expenditures on, 170; sales tax exemption, 5, 9, 61, TS.
SHIPS, sales tax exemption, 196-197, 205.
SHIPS' STORES, petroleum products and lubricants, 193.
SHOE REPAIRS, 68.
SHOUP MISSION, 56.
SPECIAL EXCISE TAXES, see EXCISE TAXES,
SPECIAI_.. INVESTIGATIONS, 106, 151.
SPECIAL INVESTIGATIONS SECTION, decentralization recommended, 151.
SPECIAL WAR REVENUE ACT, 219, |

SPIRITS, imported, into bonded manufactory, excise duty on, 83, 221; .

excise duties on, 86-92.
STAFF RECRUTIMENT AND TRAINING, recommendations, 146-148.

STAMPS, issued to consumers, 63.
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STANDARDS OF EFFICIENCY, tex administration, 141-157.
STATE OF MICHIGAN, 56.

STATISTICS, individual income tax returns, 159.
STATISTICS ACT, secrecy of information, 152.

STORAGE, of goods, 68.

SUPREME COURT, appeals to, 110, 115, 167.

"SUSPENSION", use in single-stage sales tax system, defined,. 48; need for

under a turn-over tax, 52; use in France, 57.

SWITZERLAND, T2.

TARIFF BOARD, present organization, 111-112; appeals from decisions, 115;
hearings and studies, 118; separation of reference and judicial functions,

164; disappearance, 164-165; recommendations, 167.
TARIFF BOARD ACT, 111.

TAX ADJUDICATION, administrative appeals, see APPEALS, ADMINISTRATIVE;
judicial sppeals, see APPEALS, JUDICIAL; present, 110-116; problems,
115-116; récoxrmendations, 161-168. \

TAX ADMINISTRATION, see ADMINISTRATION, also TAX ORGANIZATION,

TAX APPEAL BOARD, cases proceeding to, 106; present organization, 112-113;
Jurisdiction, 11%; recommendations, 164-166, 168.

TAXATION DIVISION, Department of Finance, 98; present administration, 103-106;
District Offices, 103; Head Office, 103-104; information statements, 10h;
edvance rulings, 128; information programme, -136; annual report, 137-138;

' measurement 6f degree of tax cbmplia.nce, 142; offices, reorganization, 143,

TAX COURT, 164-166, 168.



TAX FORMATION, present situation, 97-103; origination, present system,
97-100; authorization, present system, 100-103; origination, recommendations,

117-120; authorization, recommendations, 1.20-130.

TAX ORGANIZATION, see also ADMINISTRATION; adjudication, see TAX ADJUDICATION;
administration, see ADMINISTRATION; formation, see TAX FORMATION; general
93-167; terms of reference, 95; present system, 95-116; recommendations,

117-167.
TAX-PAID INVENTORIES, retail sales tax, transitional problems, k0-k2.

TAXATION DATA CENTRE, location and relationship to Head Office, 103; handling

of returns, 105-106; further developments, 142,
TECHNICAL SERVICES, as cost element, 12,
TELEPHONE AND TELEGRAPH, 68.
TELEVISION, repairs, 68.
TELEVISION SETS, inventories, 33; excise tax on, 8k,
THORSON, Mr. Justice, 11k.

TOBACCO PRODUCTS, special excise taxes and excise duties, 9; duties under
Excise Act, 83, 86; ad valorem tax rates, 87-88; excise duties,
continuation, 88; excise duty, merger of excise taxes into, 88-91;
manufacturer, payment of excise duties, 90; excise levies, recommendations,
92; administration of taxes, 109; audit procedures, 15T7; overlap of

excise taxes and duties, 220-221.
TOILET GOODS, inventories, 33; excise tax on, 38k.

TRANSACTIONS TAX ADMINISTRATION, organization, 107-109, 154%; information for
taxpayers, 139-141; returns and payments of tax, 15k; audit, 154;.
refunds, 155; certificates of exemption, 155; sanctions, .156; collections,

156; ministerial discretion, 157.

’
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TRANSACTIONS TAX COURT, division of Tax Court, 166, 168,
TRANSPORTATION COSTS, see TRANSPORTATION, ERECTION OR INSTALLATION COSTS.
TRANSPORTATION EQUIPMENT, sales tax exemption, 194-197, 20k.

TRANSPORTATION, ERECTION OR INSTALLATION COSTS, as cost element in consumer

prices, 12; sales taxes, applicability to, 16-18, 27-29; imports, 20.
TREASURY BOARD, 11k,
TRIAL DE ‘NOVO, 11k,

TURN-OVER TAX, general discussion, 51-53,

UNDERTAKING, 69, T9.

UNITED KINGDOM, sales tax on exports, 73; political scrutiny of'regulations,

126; Board of Customs and Excise, and Board of Inland Revenue, 136.
UNITED KINGDOM COMMISSIONERS of INLAND REVENUE, annual report, 137.

UNITED STATES, sales tax rates, 69; sales tax on exports, 73; political
scrutiny of regulations, 126; ruling system, 138; "offer of compromise"

procedure, 149; Appellate Division, 163.
UNITED STATES COMMISSIONER of INTERNAL REVENUE, annual report, 137.

UNITED STATES INTERNAL REVENUE SERVICE, information programme, 137-138;

recruiting, 147.
UNITED STATES TREASURY, use of informel advisory committee, 118,
UNLICEN’SED WHOLESALE BRANCH METHOD, inventories, 33, 40-42; defined, 55.

"UPLIFT", on purchases by multiple stores, 24~25; on sales of private
brands, 30; problem under wholesale tax, 3k; defined, 55.

INDEX
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USED GOODS, sales tex on, TT. l “ II" “ " ” ‘

v

VALUE-ADDED TAX, as alternative to single-stage retail tax, 11-12; adoption
by France and other countries, 4l4; general discussion of, Ll-51; tax
collected, 4li; purpose, U44; income and consumption variants, Ll_ks,
caﬁital equipment, deduction of, 4i-45; addition method, 45; deduction
method, 46; "tax-from-tex" method, U46; "pase-from-base” method, 46;
comparison with single-stage taxes, 48; exports, effect on, 49; evasion

of tax, effect on, 50; exemptions under, 50; services, 51.

WAREHOUSE EQUIPMENT, sales tax exemption, 205.
WAREHOUSING, as cost element, ;2.

WARRANTY, as cost element, 12.

WATCHES, excise tax on, 8k,

WEST GERMANY, T2.

WHOLESAIE, TAX, see SALES TAX, WHOLESALE LEVEL.

WINE, excise taxes and duties, 83-91, 221.






