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LETTER OF )TRANSMITTAL

CongrEss oF THE UNITED STATES,
JoINT COMMITTEE ON INTERNAL REVENUE TAXATION,
August 21, 1942,
Hon. WaLter F. GEORGE,
Chairman, Commattee on Finance,
United States Senate.

My Drear SeEnATor: There is transmitted herewith in accordance
with your direction a preliminary report on taxation in Canada pre-
pared by Mr. Bryant C. Brown of the staff of the joint committee,
reviewing the tax structure under the 1942 tax laws, and the develop-
ment from the pre-war period to the present. It contains data with
respect to national income, debt, revenue, expenditures, and taxes
compared with taxesin the United States, and statements on wage and
price control, compulsory savings, and withholding taxes useful in
studying the subject.

Very truly yours,
Corin F. Stam,
Chief of Staff.
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LETTER OF SUBMITTAL

ConGRrEss oF THE UNITED STATES,
JoiNT CoMMITTEE ON INTERNAL REVENTE TAXATION,
August 21, 1942.
Mzr. Couin F. Stam, -
Chief of Staff, Joint Committee on Internal Revenue Taxation,
Washington, D. C.

Dear Mr. Stam: There is submitted herewith a preliminary report
on taxation in Canada.

The report submitted covers the recently enacted taxes in Canada
and makes comparison with taxes in the United States under existing
law and as proposed in the 1942 revenue bill. It is divided into two
sections, section 1 dealing with present law in Canada after enactment
of the 1942 tax program, and section 2, for historical and comparative
purposes, comparing taxation in the pre-war period with subsequent
taxation. While, obviously it is not intended as an intensive treatise
on taxation in Canada, it is hoped that it presents the Canadian system
in sufficient outline to afford a fair understanding of the operation
and effects of the tax system employed to meet its fiscal problems in
wartime.

For convenience the text of the 1942 statutes amending existing
tax law will be found in the appendix. Amendments to the Income
War Tax Act cover individual and corporation normal income tax,
amendments 1o the Excess Profits Tax Act of 1940 cover excess-
profits taxes, and the amendments to the Special War Revenue Act
cover excise and other taxes.

Very truly yours, :
BryanT C. Brown.
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FOREWORD

Since Canada is engaged jointly with the United States in prosecut-
ing the war, a study of their experience in meeting their economic and
fiscal problems is beneficial.

Among the factors to be considered in comparing taxation in Canada
with taxation in the United States are the following:

I. By agreement with the Provinces, now made statutory, only the
Dominion Government occupies the field of income taxation, individual
and corporate, the Provinces having given up this field for the dura-
tion of the war and a certain readjustment period thereafter, the
National Government in return compensating the Provinces by guar-
anteeing revenue in amounts equivalent to that lost by such preemp-
tion, or equivalent to the debt service of certain Provinces.!

II. The Canadian Government has established wide control of costs
through rationing, price, and wage controls.

ITI. The cost of living of individuals and the cost of doing business
varies with conditions in the localities in which the individuals live
or the business is carried on in a given country, and especially as
between different countries.

Other factors, such as differences in governmental and constitu-
tional limitations, habits of living, production and distribution of
goods may also have important bearings.

Canada’s system of withholding taxes, compulsory savings, and
wage control, has an important bearing on its system of taxation.
In this connection, it is desired to express appreciation for permission
to include in the appendix studies on these subjects prepared by Mr.,
John C. Jackson, of the Economic Section, Legislative Reference
Service, Library of Congress.

1 The Dominion-Provincial Taxation Agreement Act, 1942. Under this act the Minister, with the ap-
proval of the Governor in Council, may enter into agreement with certain Provinces that the Dominion
will compensate them on the basis of the revenue received during the fiscal year of the province and 6f prin-
cipalities therein ending nearest to December 31, 1940; or with certain Provinces, that such compensation
will be on the basis of the net debt service paid by the province in such year. In addition, subsidies to the
Provinces may be provided. In the case of gasoline, the agreement is to pay the amount by which the net

receipts from this source are less than certain amounts, those amounts being the amount received from
such tax imposed by the Province. The Province agrees not to increase its rates.,

X



TAXATION IN CANADA

SECTION 1
Existing law*

The estimates of the national income of the Dominion of Canada
vary from 5.2 to 6.2 billions of dollars.!

The national debt at the close of the fiscal year ended Maxch 31,
1942, was $5,866,071,000.2

The following statement is taken from the budget statement of
the Minister of Finance of June 23, 1942:

At the close of the fiscal year under review the gross unmatured funded debt
(including treasury bills) of the Dominion outstanding amounted to $5,866,071,-
000. Other liabilities, consisting chiefly of annuities, superannuation and insur-
ance funds, post-office savings-bank deposits, and various trust and contingent
funds were outstanding on the same date in an aggregate amount of $742,949,000.
The gross liabilities of the Dominion, therefore, totaled $6,609,020,000 as at
March 31, 1942. On the other side of its balance sheet, however, the Dominion
had active assets of $2,546,648,000, consisting of cash on hand and various active
loans and investments (less Teserves provided against ultimate loss on their
realization). If, therefore, we deduct the amount of the net active assets from
the amount of the gross liabilities, we arrive at a figure of $4,062,372,000, repre-
senting the estimated net debt of the Dominion. This net debt shows an increase
over the corresponding figure for the close of the preceding fiscal year of $413,681,-
000, which, of course, is the amount of the over-all deficit for the fiscal year
ending March 31 last.

The following is a preliminary statement or balance sheet showing the liabilities
and assets of the Dominion as estimated at March 31, 1942:

*Assented to August 1, 1942,

t The estimate of $6.2 billion was made by the Bank of Nova Scotia. Monthly Review, December 1941.
Tlge ]?ommlon Bureau of Statistics has estimated the national income at $5.2 billion, which admittedly
istoo low

! Budget statement, Minister of Finance, June 23, 1942,

1



2 TAXATION IN CANADA

Liabilities— March 31, 1942 (estimated)

Bank circulation redemption fund_ - _________________________ $4, 478, 000
Post-office money orders, postal notes, etec., outstanding_ _______ 6, 900, 000
Post-office savings-bank deposits_ _ - - . _____________________ 21, 678, 000
Insurance and superannuation funds:
Government annuities_ .. ______ Sl $172, 970, 000
Insurance fund:
Civil serviee_ __ o ________ . 15, 118, 000
Returned soldiers_________.____ -~ 20, 574, 000
IRetirement fund: = 10 SN ——— 12, 718, 000
Superannuation funds___ _________________ 65, 533, 000
Unemployment-insurance fund (cash) ______ 5, 213, 000
—F 292,126, 000
Trust funds:
Indian funds___ o _______. 14, 642, 000
Common-school funds____________________ 2, 678, 000
Contractors’ securities deposits__ ... _._____ 6, 851, 000
Other trust funds________________________ 10, 463, 000
— 34, 634, 000
War supplies limited_ - ___________ o ____ 36, 714, 000
Contingent andispecial fuivdsE_—soc SR i o0 ST PR ey e 257, 567, 000
Canadian Wheat Board—reserve for losses on wheat-marketing
guaranties_ .- ______________ Bl L e ——— 18, 447, 000
Province debt accounts_____________________________________ 11, 920, 000

Funded debt and treasury bills unmatured-_._ 35, 866, 071, 000
Floating debt: '

Funded debt matured and outstanding._._._.. 6, 000, 000
Interest due and outstanding_______._.____ 8, 485, 000

Outstanding cheeks_. ... _________ . 44, 000, 000
. ——— G R02 IR S ORI

6, 609, 020, 000

The estimated total tax revenue for the fiscal year 1941-42 was
$1,361,000,000 and the total revenue from all sources, $1,481,000,000.
It is estimated that the total from taxes for 1942-43 will be $1,567,-
000,000, and the total revenue $1,672,000,000. The ordinary expendi-
tures for 194142 were $444,000,000 and the expenditures on account,
of war, $1,400,000,000, a total of $1,844,000,000, making an excess
of expenditure over revenue of $363,000,000. The total ordinary
expenditures for 1942-43 are estimated at $455,000,000, and war
expenditures at $3,445,000,000, totalling $3,900,000,000, making an
excess of expenditure over revenue of $2,228,000,000 for 1942-43.1

The following tables show the detail of the revenue and expenditures
estimated for 1941-42 and for 1942-43. The percentage of revenue
from specific taxes to total tax revenue is shown for the fiscal years
1941-42 and 1942-43; and the percentage of revenue and of expendi-
ture iten;s to total revenue and total expenditures for the fiscal year
1941-42.

1 Budget statement, Minister of Finance, June 23, 1942.
2 Budget Statement, Minister of Finance, June 23, 1942,



Canada—Comparison of estimated revenue and expendztures, fiscal years 1941-42,

194248
Percentage Percentage
194243 194142 ;
(millions) torggtez;lggx (millions) torg(‘)’g:llut:x
ORDINARYL REVENUE

comeitax® - oo oo ol $468 29. 9 $404 29. 7

National defense tax (normal tax
1942-43) ___ _____ . __ 150 927 107 7.9
Excess-profits tax_____________ 275 17. 5 135 9.9
Succession duties. . .- ___-____ 15 29 7 - &
Customs duties.._ .- ___-__.__ 2 135 8.6 142 10. 4
Excise duties_ ... ______________ 123 7.8 110 8.1
Sales tax, manufacturers_.______ 218 13.9 236 17. 3
War exchange Daxt i 95 6.1 101 7.4
Other excise taxes_._._ .. ____ 85 5.4 116 8.6
Other tax revenue_ . _ __________ 2.6 .2 2. %
Total revenue from taxes_| 1, 567 100. 0 1, 361 100. 0
INORIAX TeVENUCs— =~ cocom——coc WO e e 1O S
Total ordinary revenue_._| 1,672 |-.________ 1468 e D ..
Special receipts and other eredits_ |- __|__________ 170 3l e s
Total revenue_ __________ 1, 672 e 1,481 |l

EXPENDITURES

Ordinary eS’:pe'nditures __________ 455 oo ___. 444 | _________
War expenditures______________ 3,445 oo ___.__. 1,400 __________
Total exf)enditures- il 3.,, 900 |_________ 1,844 |- ..

Excess of expenditures over
282 2 B R 363 =

TeCeIPES. — o e e mmmeeem




4 TAXATION IN CANADA

Ordinary revenues and expenditures and percentage distribution, 1941-42

Amount Percentage to
: P tage of
Revenues (?;;; ;ﬂ!ig;esf;) ¢ o%g?er%\i%ugs totai]t lelig):nd -
Ordinary revenue—
Income tax_ . _ o ___ $403, 607 27. 25 21. 30
National defense tax__._______________ 106, 637 7. 20 5. 63
Excess-profits tax_ _ . _________________ 135, 168 9. 12 7.13
Succession duties. .. _ ... _________._____ 6, 957 .47 S 31
Customs-import duties.._____.__._______| 142 392 9. 61 7. 52
Excise duties_ - . ___________ 110, 091 7.43 5. 81
Salestax__ .. ________ mmmmem———| 1 236, 184 15. 94 12. 46
War-exchange tax___________ 4 100, 874 6. 81 5852
Manufacturers, transportation, and com- 5
munication, stamp taxes, ete_._______ 116, 368 7. 86 6. 14
Other tax revenues (miscellaneous) ... __ 2, 637 .18 .14
Total revenue from taxes.______._____ 1; 360, 915 91. 87 71. 82
Nontax revenues._ . _ - __ oo _-_ 102, 569 6. 92 5. 41
Total ordinary revenue_ _ . ______.____ 1,463, 484 98. 79 77023
Special receipts and other credits_.___ __ 17, 801 17821 .94
Grand total revenues_ _ _______________ 1, 481, 285 100. 00 78. 17
LA t P t: f
Expenditures ‘?ﬁﬁgﬁ%}) total cspendi- | Eerdentase
Ordinary expenditure—
Interest on publicdebt________________ $154, 270 8. 14 10. 41
Cost of loan flotations and amortiza-
tion charges_ - __ . _______________ 16, 430 .87 il il
Public debt charges_ _______________ 170, 700 9. 01 11. 52
Subsidies to provinees. - - —._______________| 14, 409 .76 .97
Compensation to provinces under: taxation
agreements_ - . _ ... .. ___. oy 21, 120 oy Al 1. 43
Old-age pensions_ _ __ _________________.____ - 29, 612 1. 56 2. 00
Civil pensions and superannuation.__ . _____ 445 .02 .03
Pensions and after care of soldiers—
Pensions, war and military_ ___________ 40, 582 2. 14 2. 74
Treatment and after care of returned
soldiers SRR E RN SR 12, 733 L6701 . 86
U o] IS S 53, 315 2. 81 3. 60
Agriculture__ . ___ ___________ o _______. 8, 437 . 45 . 57
Fisheries_. _______________________________ 1, 684 .09 .11
Legislation. . ____________________________ 2R3 .12 o i)
Mines and resourees_ . _ __ ________________._ 10, 727 o .73
Post Office - _ . __ __ o ___._ 41, 495 2. 19 2. 80
Publieworks_ . __________________________ 11, 936 . 63 .81
Transport. - __ __ o 15, 448 . 82 1. 04
Allother- __________ ____ . .. 62, 409 3. 29 4.21
Total ordinary expenditure._...__.___ 443, 969 23. 43 29. 97




TAXATION IN CANADA 5

The tax system of Canada has undergone four annual revisions
since 1939, including the law of August 1, 1942. 1In this period, there
have been added to the taxes in force prior to 1939 a flat rate with-
holding tax (national defense tax—made the normal income tax
under the new law) on incomes of individuals, the excess-profits-tax
on corporations and- individuals carrying on business, a combination
inheritance-estate tax, and numerous excise taxes. In 1941 the
National Government proposed to the Provinces that if they would
vacate the individual and corporation income-tax fields for the
duration of the war they would be compensated and guaranteed
revenue approximating the yield from these sources. Agreements
have been entered into and enacted into law whereby only the National
Government will impose these taxes during the war and a certain
readjustment period thereafter, with the result that duplicate taxation
by the Provinces and the Dominion will be avoided in the case of such
taxes.

lThe taxes as imposed under the 1942 law are shown in the outline
below:

OvutLiNE oF TaxES UNDER THE LAw oF Avcust 1, 1942

I. Income tax:
A. Individuals:
1. Normal tax, 7, 8, and 9 percent:
(a) Single persons:

If the income does not exceed $660 per annum it is
exempt.

If the income exceeds $660 but does not exceed $1,800,
7 percent of the income.

If the income exceeds $1,800 but does not exceed $3,000,

- 8 percent of the income.
If the income exceeds $3,000, 9 percent of the income.
(b) Married persons:
(1) If the income does not exceed $1,200, it is exempt.
(2) If each has separate income in excess of $660, 7
percent of the income; provided, if the wife has
separate income in excess of $660 which is all
earned income, the rate is 7 percent of her in-
come, but the income of the husband is taxable
at 7 percent only if it exceeds $1,200.
(¢) Dependents:

A credit against tax of $28 for each, equivalent to allow-

ance of $400 at 7 percent.
(d) Notch provision:

The tax shall not reduce the income below the respec-
tive exemptions. If the tax would reduce the income
below these amounts, the amount by which it would
be so reduced shall not be payable.

(e) Estates and trusts 9 percent of the income.
2. Graduated tax—From 30 percent on the first $500 to 85 percent on
the amount in excess of $100,000:
(a) Exemptions:

(1) Single persons, $660.

(2) Married persons $660, and a credit against the grad-

uated tax of $150.

(3) Dependents. For each dependent a credit against

tax of $80.



6 TAXATION IN CANADA

I. Income tax—Continued.
A. Individuals—Continued.
3. Investment incomne surtax:

All actual investment income in excess of $1,500 included in

taxable income, 4 percent.
4. Post-war credit:

To be refunded within definite periods after the cessation of

present hostilities.

One-half of the total taxes payable provided such refund shall

not exceed in the case of—

(a) Single persons, 8 percent of the income or $800, Wthh-
ever is the lesser; or

(b) Married persons, 10 percent of the income or $1,000,
whichever is the lesser; plus

(¢) For each dependent 1 percent of the taxpayer’s income
or $100, whichever is the lesser.

5. Excess-profits tax:

(@) On the income from business carrled on by 1nd1v1dua.ls
Tax is levied on the amount of the profits of the business
carried on in the taxable year in excess of the average
yearly profits of the business in the base period 1936-39.

(b) Rate: 15 percent of the total business profits, or 100: percent
of the excess profits, whichever is the greater.

B. Corporations:
1. Corporation income tax:

(@) Normal tax, 18 percent of net income (20 percent if con-
solidated return is filed).

(b) Additional tax, 12 percent of net income.

(¢) Additional tax of 10 percent of net income if not subject
to the 100 percent excess-profits tax. This tax shall not
reduce the profits below $5,000.

2. Excess-profits tax:

(a) 100 percent of excess profits net income after deduction of
the 18 percent tax and the 12 percent tax on the excess
profits tax net income.

II. Sales tax, 8 percent:
On 1;ohe transfer from registered producer or manufacturer to the pur-
chaser.
III. Excise taxes, varying rates.!
IV. Succession duties, varying rates.?
V. Gift tax, varying rates.
1 See appendix, Exhibit 5.

1 See appendix, Exhibit 1.
3 See appendix, Exhibit 2,
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TAXATION IN CANADA 1)

INDIVIDUAL INCOME TAXES

The income tax on individuals consists of a normal tax, a graduated
income tax (surtax), and a surtax on investment income.

Normaé tax.—There has been imposed since 1940 a defense tax
which has been withheld at the source. This is made the normal tax
under the new law.

If the income exceeds the exemptions of $660 and $1,200, the tax
applies to the entire income, with a notch provision that the tax shall
not reduce the income below the amount of the exemption, making
the exemption operative in all cases. For example, a single person
receiving $13 per week would have annual income of $676. The tax
would be 7 percent of $676, or $47.32, but this would reduce the
income to $628.68; so that the amount by which the income would be
so reduced is not payable, and the tax would be the difference between
$676 and $660, or $16.

A credit of $28 against tax is allowed for each dependent, which is
equivalent to the income-tax exemption for dependents of $400,
effective under prior law.

Normal tax rates—The normal tax rates are fixed according to the
status of the taxpayer as follows:

1. The rate is 7 percent for income in excess of $1,200 for married
persons generally and 7 percent on income in excess of $660 for hus-
bands and wives each having income in excess of that amount, pro-
vided that if the wife’s separate income is earned income, the husband
is still entitled to the $1,200 married exemption and will be taxable at
7 percent only if it exceeds that amount; while the wife’s income will
be taxable if it exceeds $660. ,

2. Single persons and married persons whose spouses are not resi-
dent in Canada or other part of the British commonwealth of nations,
or in a country contiguous to Canada, or allied with Canada in the
present war, or not legally debarred from entry into Canada, are
taxed at varying normal tax rates as follows:

If the income exceeds $660 but does not exceed $1,800, 7
percent. :

If the income exceeds $1,800 but does not exceed $3,000, 8
percent.

If the income exceeds $3,000, 9 percent.

3. Income of estates and trusts is taxed at 9 percent.

Graduated income tax.—This tax is comparable to our surtax and
replaces the prior general income tax. This tax, like the normal
tax, cannot reduce the income below the amount of the exemptious.

The graduated tax starts at 30 percent on the first $500 of net
income 1n excess of the exemption and progresses to 85 percent on
the income in excess of $100,000. These rates are as follows:

On the first $500 of income or any portion thereof, 30 percent per
annum; or

$150 upon the income of $500; and 33 percent upon the amounts by
which the income exceeds $500 and does not excead $1,000; or

$315 upon income of $1,000; and 37 percent upon the amount by which
the income exceeds $1,000 and dces not exceed $2,000; or

$685 upon income of $2,000; and 41 percent upon the amount by
which the income exceeds $2,000 and does not exceed $3,500; or
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$1,300 upon income of $3,500; and 45 percent upon the amount by
which the income exceeds $3,500 and does not exceed $5,000; or
$1,975 upon income of $5,000; and 50 percent upon the amount by
which the income exceeds $5,000 and does not exceed $8,000; or
$3,475 upon income of $8,000; and 55 percent upon the amount by
which® the income exceeds $8,000 and does not exceed $13,000; or
$6,225 upon income of $13,000; and 60 percent upon the amount by
which the income exceeds $13,000 and does not exceed $20,000; or
$10,425 upon income of $20,000; and 65 percent upon the amount by
which the income exceeds $20,000 and does not exceed $30,000; or
$16,925 upon income of $30,000; and 70 percent upon the amount by
which the income exceeds $30,000 and does not exceed $50,000; or
$30,925 upon income of $50,000; and 75 percent upon the amount by
which the income exceeds $50,000 and does not exceed $70,000; or
$45,925 upon the income of $70,000; and 80 percent upon the amount
by which the income exceeds $70,000 and does not exceed $100,000;
or
$69,925 upon income of $100,000; and 85 percent upon the amount by
which the income exceeds $100,000.

Personal exemptions from graduated tax—Under the new law the
method of providing allowances for the married and dependency status
is changed. Under priorlaw the amounts exempt before tax were, {or
single persons, $750; for married persons, $1,500; for each dependent
under 21, $400. The new law provides a uniform exemption of $660
for single and married persons; and in addition allows a credit against
tax of $150 for married persons, and for each dependent under 18 a
credit against tax of $80.

When allowances for married persens is made through a credit
against tax, in the case of a graduated tax the value of the allowance
is the same for taxpayers in the lower brackets and those in the higher
brackets. When the allowances are made through exemption of an
amount from net income the value is greater in the progressively
higher brackets. For example, under the credit method of Canada a
married taxpayer having net mcome of $1,200 and one having net
income of $120,000 would each get a credit of the same value, $150.
An allowdnce in the form of exemption from net income of $1,500,
which was the exemption under prior law, would have a value in the
case of the taxpayer having net imcome of $1,200 of $339, since if the
$1,200 were taxed instead of being exempt the first $500 would be
taxed at 30 percent, the next $500 at 33 percent, and $200 at 37 per-
cent, making $339. But the value to the taxpayer with net income
of $120,000 would be the $1,500 taxed at the highest" bracket rate
of 85 percent, or $1,275.

Our method of exempting an amount from net income ($500 for
single and $1,200 for married persons proposed under the pending
revenue bill) extends this greater value on up through the higher
brackets in the manner last described. As stated, Canada still re-
tains a flat exemption of $660 in addition to the $150 credit against
tax, which thus extends the tax value; but to the extent of the $150
credit against tax feature the value is uniform for low and high
brackets. : '

Investment income surtax.—The tax on investment income is a surtax
of 4 percent which is applied to the actual investment income in excess
of $1,500 included in total income. If the income from investments
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does not exceed $1,500 it is not subject to this tax. If such income
exceeds $1,500 only the portion in excess of this amount bears the
investment income surtax.

- Limitation on earned income.—Section 6 (3) of the Income War Tax
Act provides that the Minister, for the purpose of determining income,
‘may reduce the amount of salaries, or other payments, which in his
opinion are not commensurate with the service actually rendered,
and the amount of such reduction shall be treated as investment
income. Uader our law, the limit is $14,000. Our law allows an
earned income credit against net income of one-tenth of the earned
income up to $14,000, but this credit cannot exceed one-tenth of the
netl income.

Total tax.—The total tax payable is the sum of the normal tax, the
graduated tax, and the irvestment income surtax, as shown in the
annual return. The tax withheld at the source is credited against
the total tax liability.

Post-war refund or credit.—It is provided that a certain portion of
the total tax paid in any year shall be refunded after the war. The
amount of the refund thus provided is one-half of the total tax payable,
not to exceed in the case of—

1. A single person, 8 percent of the income or $300, whichever
is the lesser;

2. A married person, 10 percent of the income, or $1,000,
which ever is the lesser; and

For each dependent, 1 percent of the income or $100, which-
ever is the lesser.

Reductions in total tax limited to amount of post-war refund.—The
total tax payable may be reduced by certain payments by taxpayer,
but this reduction must be applied to reduce the amount of the post-
war refund to which the taxpayer would be entitled and is limited to
that amount. Payments which may be taken as deductions for this
purpose are—

1. Payments into an approved superannuation, retirement or
pension fund or plan, paid as a term of employment or in connec-
tion with membershlp in a trade-union.

2. Premiums on life insurance or annuity policics on the lives
of the taxpayer, his spouse, and his dependents, or other install-
ment savings contracts of a type the premiums on which cannot
be postponed without subsfantlal loss or forfeiture, if such policies
or contracts were in force prior to June 23, 1942.

3. One-half of the first years’ premiums and all of subsequent
years’ premiums on policies on the life of the taxpayer not in force
prior to June 23, 1942, on the term plan or of a type that provide
for payment of premiums for life or until at least 65 years of age
and for a period of not less than 30 vears, this deduction not to
exceed $100.

4. Principal payments on a mortgage or agreement of sale with
respect to one residential property of the taxpayer registered or in
effect prior to June 23, 1942, or if not registered, was an enforceable
obligation of the tfxxpaver pr1or to June 23, 1042,

The total of the above deductions from tax which may be taken
is limited to the amount of the post-war refunds to which tax-
payers would be entitled.
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Also, for taxpayers over 65 years of age having income not in excess
of $5,000 per annum, the total of the normal tax and surtax payable
may be reduced by the amount of the refundable pertion, in which
case they will not be entitled to a post-war refund. This provision is
made because it is felt such taxpayers should not be forced to save
amounts which they may not live to enjoy, but the Minister of Finance
in his budget speech expressed the hope that they would not take
advantage of the exemption.

Time of payment of post-war refund.—1It is proposed that these re-
funds shall be made to taxpayers or their legal representatives after
the cessation of the present war at such times and in such installments
as may be determined by the Governor in Council but not later than
specified dates. The post-war refund in respect of income of 1942
is to be repaid not later than the end of the second fiscal year of the
Government commencing after the cessation of hostilities, that in
respect of 1943 income not later than the end of the third fiscal year,
and so on. The fiscal year of the Government ends March 31. The
law does not provide the form in which the refund shall be payable.
No limitation is provided as to the use by the taxpayer of the post-war
refund upon payment. .

Interest.—The post-war refund will bear interest at 2 percent. It
is provided by section 93 (2) of the Income War Tax Act that there
shall be paid, together with the payment of the amount of the post-war
refund, interest on such amount at the rate of 2 percent per annum
from the 1st day of October next after the end of the year in respect of
fvhicg the refundable portion of the tax on the income of the year is
evied.

Reasons underlying post-war refund.—As a result of the refunds, the
total net tax of taxpayers in the lower brackets will be somewhat
lower than under prior law. Comparative tables will be found on
pages 13, 14, and 15.

The part of the tax liability which becomes a post-war refund
constitutes a form of enforced saving rather than a tax. It is proposed
by this method to increase the revenue needed, and preserve the incen-
tive for higher earnings and for greater work efficiency. The amount
saved will help provide revenue to finance the war and will help
taxpayers to make adjustments in the post-war period. The amount
required to be saved is dependent on the amount of the income, the
tax, and the family responsibility. Types of payments which tax-
payer is already obligated to make such as mortgage payments and
life-insurance premiums, which constitute private saving, are per-
mitted in lieu of this enforced saving to the extent of the post-war
refund. These private savings cannot easily be drawn upon during
the war, and to the extent they are drawn upon they cannot be used
to reduce tax liability. One of the principal objects of compulsory
saving is to help keep down inflation, but the private savings referred
to, it is said, do not compete with war rquirements for goods or serv-
ices, or add to price control difficulties as is the case when income
is spent for nonessentials. The relief for such payments as for life
insurance and principal mortgage payments still insures minimum
saving without creating hardships for taxpayers already obligated and
under contract to make payments into pension funds and on mort-
gages and life-insurance premiums. Enforced saving through taxa-
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tion is not in lieu of voluntary savings, which is still largely counted on
in the fiscal plans of the Government.

Total effective tax.—The total tax effective on selected net incomes is
shown in table -1 below in the case of a single person without depend-
ents, a married person without dependents, and a married person with
two dependents

For the purposes of the table, it is assumed that all of the income
is earned income up to $30,000; and that all of the income in excess of
$30,000 is from investments. The amount of total tax shown includes
the total normal tax, total graduated tax (surtax), and the investment
income surtax where that would be payable. The tables show the
total tax and the portion of tax which will be refundable.

TasBLE 1

Tax, single Refund-| Tax, Iﬁarried Refund-| Tax, married | Refund-
o able person, no able person, 2 able
p portion | dependents | portion | dependents | portion

SAT000__ SR .~ 1; 594 320 1,364 | 400 1, 148 480

$5.000_______________ 2,128 | 400 1,878 | 500 1,662 | 600
$6,000_______________ 2,685 | 480 2,415 | 600 2199 | 720
$8.000_______________ 3,865 | 640 3,555 | 800 3339 | 960
$10,000_____ S 5112 | 800 | 4,762 |1,000 4 546 | 1,200
$15,000______________ 8, 379 | 800 7,929 |1, 000 7,713 | 1,200
$20,000______________ 11,829 | 800 | 11,279 (1,000 | 11,063 | 1, 200
$25,000______________ 15,496 | 800 | 14,849 [1.000 | 14,630 | 1,200
$50,000______________ 35 703 | 800 | 34 553 |1,000 | 37,337 | 1,200
$100,000_____________ 81,137 | 800 | 78 987 [1,000 | 78, 771 | 1,200
$500,000__ - _________ 473,104 | 800 | 462, 954 (1,000 | 462,738 | 1. 200
$1,000,000_ - - """ 963, 104 | 800 | 942 954 |1,000 | 942, 738 | 1,200

$5,000,000_ __________ 4,883 104 | 800 |4, 782, 954 |1, 000 |4, 782, 738 | 1,200

Half of the tax collected under the proposed rates will be repaid to
taxpayers, in the case of single persons, with incomes up to about
$1,000; in the case of married persons, half the tax will be refundable
until the income is approximately $1,800; and if a married person has
two dependents half the tax will be refundable until the income is in
excess of $3,000.

In table 2, comparison is made of tax payable under present law in
the United States and under prior law in Canada; also under the 1942
revenue bill as it passed the House of Representatives, and under
the Canadian law of 1942. The comparisons show the respective tax
amounts on selected net incomes in the case of single persons, a
married person without dependents, and a married person with two
dependents. The tax amount shown is the net tax after deduct\on
of the amount which will be refundable after the war.
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It will be noted that if comparison is made of the net tax payable
the amounts payable under the bill as passed by the House of Repre-
sentatives is greater than or equal to that of Canada in the case of
single persons on income up to about $1,000. The effective exemption
for single persons in Canada is $660 for both the normal tax and the
egraduated tax, and the tax may not reduce the income below $660;
while the exemption under the House bill is $500 for normal tax and
surtax.

For married persons without dependents the tax starts in a lower
bracket and is greater all along the line under the Canadian revision.
The married exemptions in Canada are, for the normal tax $1,200 and
for the graduated tax a flat $660 plus a credit against tax of $150.
Taxes may not reduce the income below $1,200.

Also for married persons with two dependents the tax starts in a
lower bracket and is greater all along the line.

However, attention is called again to the fact that the income tax
field is occupied only by the National Government and not by the
Provinces. In the United States, the National, State, and some
local governments levy income taxes. It is true that the Federal
Government allows a deduction from gross income for taxes paid to
States and local governments; however, since this deduction is from
gross income the tax relief is not great. Tax payers have their in-
come taxed by two or more jurisdictions, and the effective tax payable
by individuals in the United States varies according to the jurisdiction
in which they are subject to tax, while in Canada an individual pays
the same tax on the same amount of income wherever he may be
resident.

Attention is also directed again to the factor of controlled wages
in Canada, which would make taxes a more effective curb on inflation
than in a country having no such control. While in effect, ceilings
are placed on wages in Canada they are not absolutely frozen, for the
reason that wages may be increased by the controlling body accord-
ing to the rise in the index of the cost of living. See exhibit 7 of the
appendix.

Excess-profits tax on unincorporated taapayers—The excess-profits
tax is applicable to unincorporated taxpayers with respect to that
portion of the incomé derived from the carrying on of a business.
Under section 3 of the Excess-Profits Tax Act of 1940 the tax is imposed
upon the annual profits or the excess profits, as the case may be, of the
business of such taxpayer.

The excess profits consist of the amount of the current business
profits as computed for normal tax purposes in excess of the standard
profits (excess-profits tax credit). Unlike the excess-profits tax on
corporations, which allows deduction of normal tax on the portion of
net income subject to excess-profits tax in arriving at excess profits,
the individual excess-profits tax is applied to the excess as stated above
first, and the excess-profits tax payable is deducted from net income in
(;0111)puting the individual income tax (sec. 5 (1) Income War Tax
Act).

Rates.—Under the 1941 law the tax on unincorporated taxpayers
was either 15 percent of the total profits (net income) or 75 percent
of the excess profits, whichever is greater. Under the 1942 law, the
tax is 15 percent of total profits or 100 percent of the excess profits,
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whichever is greater. The tax shall not operate to reduce the income:
of the taxpayer from business below $5,000.

Computation of tax.—The following examples illustrate the com-
putation of the individual excess-profits tax. Taxpayer A, an individ-
ual, reports on a calendar-year basis net profits from business in 1942
of $12,500 and standard profits (excess-profits credit) of $11,800.
Taxpayer B, having the same business profits for 1942, has an
excess-profits credit of $10,600.

TAXPAYER A

Net income from Business - - == - TR R L . $12, 500
Standard profits (eredit)__ .- ______________ ____________________ 11, 800

Excess profits o R 700
(1) Tax at 15 percent of net income__ - ___________________________ 1, 875
(2) Tax at 100 percent of excess profits. - - - ________________ 700

The tax is 15 percent of net income, or $1,875.

Taxpaver B

Netidncome_..- 0 -0 N $12, 500
Standard preofts (eredit) R . —— 10, 600

Excessiprofits_— o _ TR T S 1, 900
Tax at 15 percent of net inecome______________________________._____ 1, 875
Tax at 100 percent of excess profits__ .. ___________________________ 1, 900

The tax is 100 percent of excess profits, or $1,900.

The tax thus paid is deductible by the individual in computing his.
individual income tax.

Ezxemption of $5,000.—Any business with net business profits not in
excess of $5,000 before deduction of salaries, drawings or other pay-
ments going to partners, proprietors, or shareholders, is exempt from
excess-profits tax. ‘“Shareholders” mean those having a substantial
equity interest, and not those merely holding directors’ qualifying
shares, or holding shares merely for the purpose of qualifying the
company under Dominion or Provincial law. _

Collection at the source in the case of indwiduals.—The tax will be
collected at the source to the extent of about 85 or 90 percent of the
total tax liability. The details of the deduction plans were not .
complete when the 1942 revision was enacted. Apparently, deduc-
tion will be made along the same principles as that provided in the
bill as passed by the House of Representatives in section 153. It.is
proposed to commence collection at the source in September 1942,
and to collect as much as practicable under the new rates. During
the first 4 months, the deductions will not be at the full rate which
will be in effect beginning January 1, 1943, for the reason that it is
desirable to give taxpayers an opportunity to adjust themselves to:
this change. The national defense tax (now made the normal tax)
collected from January 1 through August 1942 will be credited against
the tax payable on 1942 incomes. Employers will be required to
deduct tax in each pay period according to the personal status. In
other words, as is the case under the House bill, allowance will be
made for family and dependency status. Tables will be furnished to
employers by the Government showing the actual amounts to be
deducted by pay periods with respect to employees with a specified
income and a specific status as to the allowances to which they will
be entitled. When the annual return is made, credit will be given
against the total tax liability for the taxes deducted at the source,
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and deductions in excess of tax liability will be refunded. Collection
at the source on dividends and interest is provided at a rate of 5
percent. Effective September 1, 1942, persons making payments to
specified persons of interest on unregistered bonds or debentures or
of dividends are required to deduct 7 percent of such payments.
Tax will be withheld at the rate of 15 percent on interest payable
solely in Canadian funds, on dividends, rents, royalties, and salaries
and wages which are received by nonresidents.

Installment method of payment.—This method of deduction at the
source will be applicable only in the case of wages and salaries, and
where the wage or salary constitutes 75 percent of the total income.
For others, an installment method of payment is provided for persons
baving income in such forms as is not subject to deduction at the
source. Such taxpayers will pay tax in four quarterly installments,
estimating the tax on the basis of the previous year’s income for the
first two payments, and paying tax with reference to the actual income
of the taxable year in the case of the third and fourth installments.

Coming into force of increased normal income tax on corporations and
mdwiduals—calendar and fiscal year taxpayers—The provisions in-
creasing the normal tax on individuals and corporations are applicable
to income of the 1942 taxation period and fiscal periods ending therein
and of all subsequent periods. This applies only in the case of the
normal income tax but is applicable both in the case of individuals
and corporate taxpayers. With respect to the excess-profits tax,
taxpayers with fiscal years ending between June 30, 1942, and July 1,
1943, the provisions apply only to the portion of the profits which the
number of days of such fiscal period since June 30, 1942, bears to the
total number of days in such fiscal period; and the provisions of the
law prior to the provisions increasing the tax shall apply to the portion
of the profits of the fiscal period which the number of days of such
period occurring before July 1, 1942, bears to the total number of days
of the fiscal period. Thus, for excess-profits tax taxpayers with fiscal
years will pay the increased rates on the proportion of the income
earned in 1942 subsequent to June 30, 1942.

SUCCESSIONS TAXES

The taxes imposed under the Successions Duties Act may be charac-
terized as inheritance-estate taxes. The law and the rates will be
found in exhibit 1 of the appendix. The rates are based on the size of
the estate, the amount of the distributive share, and the relationship of
the distributee to the decedent.

GIFT TAXES

A tax on gifts is imposed by section 88 of the Income War Tax Act.
It is laid upon the transfer by way of gift or donation of any property
situated in or outside of Canada, by any individual residing or ordi-
narily resident in Canada. The rate 1s applicable in respect of the
aggregate of all the property so transferred during the year by such
individual.

The tax is applicable whether the transfer is in trust or otherwise,
direct or indirect, whether the property is real, personal, tangible, or
intangible, and to transfers by individuals and personsal corporations.

It 1s payable on of before March 31 of the year following the year
in which the transfer was made.
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The tax is payable by the donor, but if he fails to pay the tax the
donor and donce are jointly and severally liable. For table of rates,
see exhibit 2 of the appendis.

Exemptions:

There shall be exempt from the tax gifts or donations— L

1. By any individual the aggregate value of which in any year
does not exceed $4,000. The tax applies to the excess of the amount
of gifts over $4,000.

2. To or on behalf of any one person not exceeding in the aggregate
$1,000 in any one year.

3. Taking effect upon a death by way of bequest or devise, and
property passing by intestacy.

4. To charitable or educational institutions in Canada operated
exclusively as such and not for the benefit or private profit of any
person, member, or shareholder.

5. To the Dominion of Canada, a Province, or political subdivision.

6. Made in any year if the aggregate value is not in excess of an
amount equal to one-half the differcnce between the income of the
taxpayer in the next preceding year and the income tax which was
payable thereon.

(The value of gifts included in 2, 3, 4, and 5 are not included in the
aggregate of par. 1.)

CORPORATION INCOME TAXES

Taxes on income of corporations and joint stock companies include
the normal tax at a flat rate of 18 percent of net income, an additional
flat-rate tax of 12 percent of net income, another flat-rate tax of 10
percent of net income as an alternative to the excess-profits tax, and
a tax at 100 percent of the excess profits after deducting therefrom the
amount of the 18-percent normal tax and the 12-percent flat tax on
that part of the income which is subject to excess-profits tax. These
taxes are discussed below in sequence. i

Normal tax.—The normal tax of 18 percent of total net income has
been in effect since 1939 and is retained by the 1942 law. An addi-
tional 2 percent is levied if consolidated return is filed, making a
total tax of 20 percent.

Additional 12-percent tax.—The additional tax of 12 percent was
imposed by the 1942 law and will apply in all cases, though it is levied
under the excess-profits tax. Prior to the 1942 legislation, an addi-
tional tax of 22 percent of the annual net income was levied if it was
greater than the 75-percent tax on excess profits. - The 12-percent tax,
together with the 10 percent alternative tax, next discussed, replaced
the 22-percent tax.

Alternative tax of 10 percent of total net income.—This is levied as
an alternative to the 100 percent excess-profits tax, but will always
be imposed if the 100 percent excess-profits tax is not operative.

Ercess-profits tax of 100 percent.—This is levied on the excess
profits if it would be greater than the alternative tax of 10 percent of
total net income.

Excess profits—The income taxable as excess profits is the amount
of the profits of the taxable period in excess of an excess-profits tax
credit, which is the standard profits. The standard profits are the
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average yearly profits of the 4 years 1936 to 1939, of a taxpayer in
carrying on the same class of business as the business of the taxpayer
in the year of taxation, or the standard profits ascertained under the
relief provisions of section 5 of the excess-profits tax act of 1940 as
amended, referred to hereafter.

Relief provisions.—In the case-of taxpayers who were not carrying
on business in the base period, or new businesses, the Minister of
Revenue may direct that the board of referees shall ascertain the
standard profits and the board shall in its sole discretion ascertain
the standard profits to be such an amount as the Board thinks just,
which amount shall be equal to a return on the capital employed in
the business at the commencement of the first year or fiscal period in
respect of which the taxpayer is subject to tax, at the rate earned by
taxpayers during the base period in similar circumstances engaged in
the same or an analogous class of business. In general, the maximum
award where the Board ascertains the standard profits is 5 percent
and the maximum award 10 percent of the capital employed in the
business. The capital employed at the beginning of the period is
defined in the first schedule to the act to include the cost of the
assets, the accounts receivable less reserve for bad debts, the actual
value of assets acquired otherwise than by purchase when they
become assets of the business, and the amount of money or bank
deposits actually used in the business, less the amount of any gov-
ernmental subsidy, depreciation taken or which should have been
taken under the law and regulations since January 1, 1917, plus
accumulated depreciation reserves at January 1, 1917, such amounts
on account of depletion as the board of referees deems fair and reason-
able, debts and borrowed money, investments producing tax-exempt
income, and unproductive assets not required for the business, whether
money, bank deposits, investments or other assets which are unpro-
ductive, or not acquired for the purpose of the business.

Brief discussion of operation of excess-profits tax and relief pro-
wistons.— The measure of excess profits is the excess of profits in the
taxable period over the average yearlv earnings of the base period
1936-39. The invested capital basis is used only to indicate certain
limitations on the standard profits (average earnings) which may be
awarded taxpayers seeking relief, and such limitations are not always
applicable. The discussion below indicates the types of cases where
relief may be obtained and the operation of the system.

The following types of cases may come before the Board of Referees
for relief:

1. A corporation with high capital and low base period earnings.—In
such a case, the Board may grant relief of not less than 5 percent nor
more than 10 percent of the invested capital. The taxpayer in such
a case has the option to assert on his return what he thinks his rate of
return on capital should be. For example, a taxpayer may have
earned 3% percent on his capital and he may claim the maximum of
10 percent. When the case comes before the Minister of Finance,
he may agree that the taxpayer was depressed but may decide that
the amount claimed was unreasonable and refer the case to the Board.
The claims that come before the Board of Referces are the claims of
depressed taxpayers whose claims are unreasonable.
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2. Corporations with low capital and low base period earnings.—
There are three classes of taxpayers where the capital employed in
the business is abnormally low and where the base period earnings
were low.

First, where the capital employed is not an important income-pro-
ducing factor, as in the case of a personal service company.

Second, where through losses the capital has been abnormally im-
paired and the 10-percent limitation would be greatly below the
actual earning power of the taxpayer.

Third, where due to extraordinary circumstances the capital
employed is abnormally low.

As to the first case, while capital is defined in the law as equity
capital, or assets less liabilities, the Board regards the taxpayers
intended to be covered to be those such as fire-insurance companies,
brokers, real-estate agents, and service types of business where no
plant nor a great amount of working capital is required to carry on
the business. In such cases, the Board regards the 10-percent limita-
tion as not applicable and looks at the earning power of the taxpayer
in their profitable period as compared with the base period.

In the case where capital is impaired, as where the liabilities plus
depreciation computed under the law exceeds the assets, the Board
looks at the earning power and not at the capital.

Where the capital is abnormally low, the capital employed may be
compared with that of other companies engaged in the same business.
If the ratio of capital to gross sales is very much less than in the case
of others engaged in the same business, the Board may find that the
capital 1s abnormally low and award standard profits based on earning
power.

3. New companies.—Section 5 (a) of the act provides that the Board
of Referees shall ascertain the standard profits as such an amount as
the Board thinks just, being an amount equal to a return on the
capital employed ‘“‘at the rate earned by taxpayers during the standard
period in similar circumstances engaged in the same or an analogous
class of business.”’ .

Any company which increases its capital by 33% perceni after the
beginning of its last fiscal period in the base period and also issues
capital stock covering such increase may apply as a new company
and have the Board ascertain its profits in the same way as a new
company; that is, at the rate of return on capital earned by com-
panies in the same business in the base period. The companies whose
rates of return are to be compared are to be selected by the Board and
their rate of return adjusted, if necessary, to insure the similar circum-
stances for the taxpayers selected in order to get a proper comparison.
The 10 percent of capital limitation does not apply in the case of new
companies.

New capital—In the case of new capital, an additional allowance
is made of 7% percent. Profits earned and left in the business after
January 1, 1939, do not qualify as additional capital unless they are
first subject to taxation in the hands of the shareholder. The reason
for this rule is that if such earnings were permitted to increase the
capital base without being subject to taxation in the hands of the
shareholder, it would encourage a corporation to stop paying dividends,
and the Government would lose a considerable amount of revenue from
mcome taxes. Stock dividends are taxable in Canada, so that before
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:a corporation may get 7J; percent on the additional capital employed
by reason of profits left in the business, such profits must be capitalized
.and the stockholder must be taxed on the shares received. This is
much more restrictive than under our law, which permits a corporation
to Increase its equity invested capital by the full amount of earnings
-and profits.

There are two provisions in the Canadian law which reduce con-
siderably the volume of cases going to the Board of Referces. First,
there is a provision that if the taxpayer had profits in 1 year of the
base period which was less than 50 percent of the other 3 base period
years, 1t can substitute for that year the average of the other 3 base
period vears. Thus, if the profits for 1938 were less than 50 percent
of the profits of the other 3 years, the taxpayer could substitute the
average of the other 3 years for 1938. Second, the law provides a
minimum standard of $5,000. This eliminates many small cases.
In the case of a sole proprietor, this minimuin standard was interpreted
to mean $5,000 after a salary of $5,000.

In the case of a corporation which had low earnings in the base
period, and which as a result of war expansion became a large corpora-
tion; that is, its sales and profits have increased considerably over its
base period, the only relief it is entitled to is an increase in its standard
‘profits by 7} percent of its increase in capital; or if its capital was
mcreased by more than 33 percent, it may secure relief before the
Board as a new company.

No relief 1s granted for the corporation normal tax of 18 percent or
the 12 percent additional rate.

The Board of Referecs endeavors to make its decisions promptly.
The decision is usually made about a week after the case is heard.

In this connection, extensive studies by the Board of Referees of
profits behavior and earnings rates failed to develop a single test, or a
mathematical formula, for ascertaining standard profits. The Board
has indicated that the studies have emphasized the differences rather
than the similarities in the individual businesses which constitute
industry; to indicate limitatious on generalizations as applied to
business; and that the fairest way of administering the law is to con-
sider each claim on its merits. The Board has come to the conclusion
that no uniform rate of return on capital would do justice to the
diversified circumstances of all members of industry.

Profits of taxable period—The excess-profits tax net income of the
taxable period is the same as the normal tax net income for the same
period except that if the corporation or joint-stock company is subject
to the 100 percent excess-profits tax, the net income does not include
dividends received as a result of distribution on winding up or reor-
ganization of the husiness of the corporation under section 19 of the
. Income War Tax Act.

Rate of tax.—The rate of this tax is 100 percent of the excess profits
after deduction therefrom of the amount of the 18 percent normal
tax and the additional 12 percent tax thereon.

Total rate on normal tax net income.—It results that in all cases the
total rate on net income of corporations if the 100 percent excess-
profits tax is not operative is 40 percent (normal tax rate 18 percent,
plus 12 percent additional, plus the 10 percent alternative tax).
1t the 100 percent excess-profits tax is operative, the total tax on net
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income is 30 percent (18 percent normal tax rate, plus 12 percent
additional tax rate). Of course, the corporation pays an amount
equivalent to the 10 percent alternative tax through the 100 percent
excess-profits tax. :

Exemption where profits are not in excess of $5,000.—If the profits:
of a corporation in the taxable period are not in excess of $5,000
before providing for any payments to shareholders by way of salary,.
dividends, interest, or otherwise, such profits are exempt from the.
excess-profits tax.

Post-war refund.—As a part of the scheme of 100-percent excess-
profits taxation, the 1942 law provides a post-war credit or refund. It
is important to bear in mind the scheme of the normal tax and 100-
percent excess-profits taxation above described in connection with the:
post-war credit. The portion of the tax which will be refunded after:
the war is an amount equal to 20 percent of the profits above the point
at which the 10-percent alternative tax is equal to the 100-percent.
excess-profits tax.

This is only fair because otherwise a corporation paying excess-
profits tax would be in a better position than one not paying excess-
profits tax, since the former would be entitled to a post-war refund
while the latter which pays an additional tax of 10 percent would not
be entitled to the refund.

Time and manner of payment.—The post-war credit, or refundable
portion, is to be repaid to taxpayers or their legal representatives
after the cessation of the present war. The refundable portion in
respect of 1942 income and fiscal periods ending therein are to be
repaid at such times and in such installments as the Governor in
Council may determine but not later than the end of the present fiscal
period of the Government commencing after the cessation of hostilities
as declared in a proclamation issued under the authority of the
Governor in Council; the refundable portion in respect of 1943 income
i1s to be paid in the same manner but not later than the third fiscal
period of the Government, and so on. The law does not state in what.
form the refund will be paid.

Effect of revision of corporate taxation.—The effect of the new
corporate rates Is to increase the tax liability where the net income-
has increased by more than one-sixth of the pre-war average earnings..
The 100-percent excess-profits tax will not be operative until the
profits of the taxable period are in excess of 116.66 percent of such
pre-war earnings. The greatest amount which any corporation can
retain is 70 percent of the amount of its pre-war average profits.
This limit on what any corporation can retain may be illustrated
from example 1, below. In'this example, the tax result is as follows:

Net income in taxableyear__________ ________________________ $116, 666. 00
Standard profits (pre-war average earnings)______________ o 100, 000. 00

Total tax— - .. __________ SRR o 3] (515, <L)
Effective rate of tax on net income (percent)____________________ 40
Profit left after tax ($116,666 less $46,666) ______________________ . 870, 000
Percent of pre-war average of $100,000 retained (percent) . ______ 70

In the above case the pre-war average earnings were $100,000, and
there 1s left in the taxable year after tax $70,000, or 70 percent of
the pre-war carnings.
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Examples showing operation of tax on net income, excess-profits tax
and post-war refund.—The examples below will show the operation
of the normal, additional, and excess-profits taxes, and also the oper-
ation of the post-war credit.

In order to illustrate the point at which the 100-percent excess-
profits tax becomes effective, and also the point at which a post-war
credit will be payable, an example is taken where the income is just;
below the point of change and another where it is just beyond the
point of change.

ExanpeLE 1.—Showing the alternative 10 percent of total profits is greater than the
100 percent excess-profits tax after deduction of 18 percent normal and 12 percent
flat tax

f@etiincome_ . __________ 3116, 666. 00
(b) Standard profits (excess-profits tax eredit)___________________ 100, 000. 00
(¢c) [EccesEApTo it SINNEN & T . 16, 666. 00
TAX
oAl tax N Sipercention $116,666.- - ~oc oo o0 B0 BT 20, 999. 88
Excess-profits tax:
2 pereentiflat taxiont (@) BN ERRNEE TR T TS e 13, 999. 92

Plus either—

(1) 100 percent of excess profits after deduction of 18 per-
cent normal and 12 percent flat tax on net income;
or

(2) 10 percent of total net income, whichever is greater,

Computation under (1):

Excess profits (¢) - - - _____________ $16, 666. 00
Less 18 percent and 12 percent thereon____ ___ 4, 999. 80
100 percent excess-profits tax_ ______________________ 11, 666. 20
Computation under (2): 10 percent of total net income (@) --__ . 11, 666. 60

The alternative 10 percent is greater than, and therefore
payable, as alternative to the 100 percent excess-profits tax.
Add: Corporation normal tax_ .- ______ ________________________ 20, 999. 88
Excess-profits tax:
10 percent of total net income alternative to

1090 percent excess-profitstax_ ... _______ $11, 666. 60
12 percent flat tax________________________ 13, 999. 92
fotalRexcessproficSitax®SREREE PR Rn e L Do 25, 666. 52
fRocalStanc " Thmee - Teen N 46, 666. 40
Effective rate (percent) _______ o __. 40

REFUNDABLE PORTION, EXAMPLE 1!

(a) Tax if computed at 100 percent of excess profits_ . __________ $11, 666. 20
(b) Tax if computed at 10 percent of total net income.___________ 11, 666. 60
(c) Amount subject to a post-war refund_________________ 0

1 Sec. 18 (1) of the Excess-Profits Tax Act as amended pertaining to the refundable portion reads: ““There
shall be refunded to the taxpayer an amount equal to twenty per eentum of the profits above the point at
which the tax calculated under the First Part of the Second Sehedule is equal to the tax calculated under the
First Part of the Second Schedule * * *’ The tax under the first part of the second sechedule is the 10
percent tax on the total net income, and the tax under the second part of the seeond sehedule is the 100 pe.:~
cen;i ttmt: on excess profits after deduetion of the 18 pereent and 12 percent of the income subject to the excess--
profits tax.
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ExanmpLE 2.—Showing the 100 percent excess-profils tax is greater than the alternative
10 percent of total net income

{a) Net income_ __ __ . __________ $116, 667. 00
(p) Standard profits (exeess-profits eredit) _____________________ 100, 000. 00
(c)®Bxcess profits. _ oo St T 16, 667. 00
TAX
Normal tax, 18 pereent on $116,667____________________________ 21, 000. 06
E\ceqﬁ-pzoﬁts e
12 percent flat taxon (@) oo ___________________________ 14, 000. 04

Plus either—

(1) 100 percent of excess profits after deduction of 18 per-
cent normal and 12 percent flat tax on net income;
or

(2) 10 percent of total net income, whichever is the greater.

Computation under (1)

Excess profits_ .- ________________________ $16, 667. 00

Less 18 percent and 12 percent thereon______ 5, 000. 10

100 percent excess-profits tax_ __ ______________________ 11, 666. 80
Computation under (2) : 10 percent of total net income (a) -~ - 11, 666. 70

The 100 percent tax is greater than, and therefore payable as
alternative to the 10 percent of total net income.

Add: Corporation normal tax_________________________________ 21, 000. C6
Excess-profits tax:
100 percent excess-profits tax_ _____________ $11, 666. 90
12 percent flat tax________________________ 14, 000. 04
Total excess~profits tax_____________________________ 23, 666. 94
Total iasBmEmuie - = 1 S S 46, 667. 6O
Effective rate (pereent) _ _ _ _ ______________________________ 40+
REFUNDABLE PORTION EXAMPLE 22
(@) Tax computed at 100 percent of excess profits_ ______________ $11, 666. 20
(p) Tax if computed at 10 percent of total net income___________ 11, 666. 70
(c) Amount subject to post-war refund__ ________________ 208
()N 20/ percent ofiS0:2 () N ESEETI SISO .05

1 Only $1 greater than in example 1.
2 See note 1 of example 1.

Payment of tar by corporations.—Corporations are required to pay
taxes by monthly mstallments payable on or before the last day of
each month during the 12-month period ending 6 months after the
close of the taxable year, as follows:

1. During the first 8 months in such period an amount equal to
one-twelfth of such tax as estimated by it on its income for the year
last preceding the faxation year or on its estimated income for the
taxation year at the rate for the taxation year.

2. During the last 4 months in sucli period, one-fourth of the amount
by which the tax payable as estimated by it on its income for the
taxation ycar at the rate for the taxation year exceeds the total tav
paid during the first 8 months plus the amounts deducted from interest
or dividends forming part of its income.

Any additional tax found to be due over that estimated or declared
by the taxpayer must be paid immediately upon assessment and will
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bear interest of 5 percent dating from 4 months after the close of the
taxable year.

Coming into force of excess profits tax—calendar and fiscal year
taxpayers.—The provisions of the excess-profits tax act with respect
to Increasing the tax are applicable to the profits of the taxation year
1942 and of fiscal periods ending therein subsequent to June 30, 1942,
and of subsequent years and fiscal periods, provided that in the case
of taxpayers reporting on the fiscal year basis, the provisions are
applicable only to that portion of the profits earned subsequent to
June 30, 1942 which the number of days of the fiscal year of the
taxpayer bears to the total number of days in taxpayer’s fiscal year
and the provisions of the law prior to the enactment of the increasing
provisions will apply to that portion of the profits of the fiscal year
which the number of days of such fiscal year occurring prior to July
1, 1942 bears to the total number of days of taxpayer’s fiscal year.
Thus in the case of calendar year taxpayers, the increases will apply
to all of the income of the taxation year 1942, and in the case of tax-
payers reporting income on the fiscal year basis the increases will
apply only to that portion of the income of the taxpayer earned subse-
quent to June 30, 1942, the income earned prior to June 30, 1942,
bearing the rates of the prior law.

SALES TAX

The sales tax is retained at the basic rate of 8 percent. It is levied
on the sale price of all goods produced or manufactured in Canada.
The tax falls when goods are transferred from a licensed manufacturer,
wholesaler, or producer to an unlicensed purchaser, and transfer from
a licensed manufacturer or wholesaler to another so licensed is not
taxed. Through the system of licensing pyramiding is said to be
avoided.

EXCISE TAXES

The excise taxes and rates as amended are contained in the amend-
ments to the Special War Revenue Act, exhibit 5 of the appendix,
page 85.

This act imposes a retail purchase tax, the scope of which is very
broad, and the rates of which vary from 25 percent upward.



SECTION 2
Taxation in the pre-war and subsequent periods compared

In order to afford a study of the Canadian tax system as it was in
effect prior to the outbreak of the present war and as revised since,
there is given in the following pages a brief statement of the tax strue-
ture, and tables comparing the effective taxes with taxation in the
United States by periods. The law and comparative tax burden is
interesting from the standpoint of the development of the tax structure
from pre-war to war cconomy.

OvutLiNE oF Taxes Unper REvisioN or 1941

I. Income tax:

A. Individuals: Percent
1. General income tax (top rate) - ___.________________ 85
(a) Personal exemptions:
Single___________________________ 3750
Married______________ . __ 1, 500
Dependents. - _ __________________ 400

(b) Rates range from 15 percent on first $1,000 of
net taxable income to 85 percent on income
in excess of $500,000.
2 Surtaxs(flatnate) s st TN . 4
New surtax applicable to all investment income in
excess of $1,500 or the exemptions and allow-
ances, if the latter exceed $1,500. It is applicable
to all income, whether earned or investment in-
come, in excess of $30,000 plus $1,500, or $31,500.
3. National defense tax:
In addition to all other taxes a national defense in-
come tax is imposed as follows:
Single persons_ _ _ - _ . e 5and 7
If gross income does not exceed $660, exempt.
If gross income exceeds $660 but does not
exceed $1,200, 5 pereent on entire gross in-
come,
If gross income exceeds $1,200, 7 percent on
entire gross income,
Married persons:
If gross income does not exceed $1,200, it is
exempt.
If gross income exceeds $1,200, entire gross
income taxable at 5 percent.
Notch provision:
If the tax would reduce the gross income below
the stated amounts of $660 and $1,200, then
the amount by which the gross income
would be so reduced shall not be payable.
Total of rates of normal tax, surtax, and national
defense tax:
Single persons_ . ___ oo 96
Married persons. - - o eee- 94

28
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OvutLINE oF Taxes Uxper Revision oF 1941—Continued

1. Income tax—Continued
A. Individuals—Continued.
4. Excess-profits tax (flat rate) . _________________
On excess-profits tax net income in excess of the
standard profits (average profits of period 1936—
39). However, the tax shall not be less than 22
percent of the annual net income as computed for
income-tax purposes without deduction of income
tax paid.
3. Gift tax (top rate) . _ o ___
Rates range from 7 percent on gifts up to $5,000 to
25 percent on gifts exceeding $1,000,000.
Exemptions: Gifts aggregating not more than $4,000
in any one year by one individual, and gifts to any
one person not in excess of $1,000, gifts by devise
or bequest, property passing by intestacy.
‘B. Corporations:
1. Corporation income tax:
(@) Normal tax 18 percent plus minimum excess-
profits tax of 22 percent___________________
(b) If "consolidated return is filed, normal tax 20
percent plus minimum excess-profits tax of 22
PeLCen I u NN SO
2. Excess-profits tax________________________._______
On the excess-profits tax net income in excess of the
standard profits (average profits of period 1936-
39). However, the tax shall not be less than 22
percent of the annual net income as computed
for income-tax purposes without deduction of
income tax paid.
{11 Sales tax. - ______ e L S
On htransfer from registered producer or manufacturer to pur-
chaser.
JII. Inheritance-estate tax.
JIV. Exeise taxes- - e
" OvutniNE or Taxes Unper Prior Laws
I. Income tax:
A. Individuals:
1. General income tax (toprate) . ______________________
a. Personal exemptions:

Single_______ __ ___ L _____ 3750
Married______________________________ 1, 500
Dependents_ - _ . ______________________ 400

b. Rates range from 6 percent on first $250 of net tax-
able income to 78 percent on income in excess of
$500,000.

2. Investment income surtax (top rate) - .. ______________

From 2 to 10 percent imposed on all investment income

of individuals included in any income in excess of
$5,000; and on all incomes in excess of $14,000.

Total general income tax and investment income surtax

(toprate) . _ o ____
3. National-defense tax:

In addition to all other taxes a national-defense income

tax is imposed as follows:

StnciolpersonsT MU =  EEE

If gross income does not exceed $600, exempt.

If gross income exceeds $600 but does not exceed
$1,200, 2 percent on entire gross income.

If gross income exceeds $1,200, 3 percent on entire
gross income.

29

Percent

75

40

1

(18 ]

78.0

10

88

2 and 3
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OvutLINE OF Taxes Unxbper Prior Laws—Continued

I. Income tax—Continucd.
A. Individuals—Continued.
3. National-defense tax—Continued.
Married persons: Percent*

If gross income does not exceed $1,200, it is exempt.

If gross income exceeds $1,200, entire gross income
taxable at 2 percent.

Notch provision:

If the tax would reduce the gross income below the
stated amounts of $600 and $1,200, then the
amount by which the gross income would be so
reduced shall not be payable.

Total of rates of normal tax, surtax, and national-
defense tax:

Single persons_ - .- - __ o ____ 91
MarriedipersonsZo T NI R TR T T SIS . 90
4, Excess-profits tax__ - . ______ 75

On excess-profits tax net income in excess of the standard
profits (average profits of pcriod 1936-39). However,
the tax shall not be less than 12 percent of the annual
net income as computed for income tax purposes with-
out deduction of income tax paid.

5., (Gifttasy(topirate) B 158

Rates range from 5 percent on gifts up to $25,000 to 15
percent on gifts exceeding $1,000,000.

Exemptions: Gifts aggregating not more than $4,000 in
any one year by 1 individual, and gifts to any one per-
son not tn excess of $1,000, gifts by devise or bequest,
property passing by intestacy.

B. Corporations:
1. Corporation income tax:
(a) Normal tax 18 percent plus minimum excess-profits

taxiof 12,percent = 0 30
(b) If consolidated return is filed, normal tax 20 percent
plus minimum excess-profits tax of 12 perecent_______ 32
2. Excess profits tax. 75

On the excess profits tax net income in excess of the stand-
ard profits (average profits of period 1936-39). How-
ever, the tax shall not be less than 12 percent of the an-
nual net income as computed for income-tax purposes

without deduction of income tax paid.

I, Salesitax . T ———— 8
On transfer from registered producer or manufacturer to purchaser.
III. Excise taxes.

CaNADIAN TAX SYSTEM

As amended by Income War Tax Act, Special War Revenue Act,
and Excess Profits Tax Act enacted as of August 7, 1940

I. INCOME TAXES

Indwiduals

Persons other than corporations and joint stock companies are
subject to the general income tax (normal tax), the investment income
surtax, and the national defense tax as herein explained.

Income is defined in section 3 of the act as follows:

SEc. 3. “Income.””—For the purposes of this Act, ‘“income’” means the annual

net profit or gain or gratuity, whether ascertained and capable of computation as
being wages, salary, or other fixed amount, or as being profits from a trade or
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~gcommercial or financial or other business or calling, directly or mdlrectly received
‘by a person from any office or employment, or from any profession or calling, or
from any trade, manufacture or business, as the case may be whether derl\ ed
from sources within Canada or elsewhere; and shall include the interest, dividends
or profits directly or indirectly received from money at interest upon any security
or without security, or from stocks, or from any other investment, and, whether
such gains or proﬁts are divided or distributed or not, and also the annual profit
or gain from any other source including: * * *

Then are set out the various inclusions referred to.

Earned income is defined in section 2 (m) as follows:

(m) “Earned income.”—Earned income’’ means salary, wages, fees, bonuses,
pensions, superannuation allowances, retiring allowances, gratuities, honoraria,
‘and the income from any office or employment of profit held by any person, and
-any income derived by a person in the carrying on or exercise by such person of a
trade, vocation, or calling, either alone or, in the case of a partnership, as a partner
actively engaged in the conduct of the business thereof, and includes indemnities
or other remuneration paid to members of Dominion, Provincial, or territo-
rial legislative bodies or municipal councils, but shall not include income derived
by way of royalties, or any income, irrespective of the source or combination of
sources from which it may be derived, in excess of fourteen thousand
dollars; * * *,

Investment income is defined in section 2 (n) as follows:

(m) ‘}‘Im)estment income. —“Imestment income’ includes any income not
defined herein as ‘“‘earned income’” and also any amount deemed by this Act to be a
dividend ‘and any income from whatever sources derived in excess of fourteen
‘thousand dollars; * * *

1. General income tax.—A general income tax (normal tax) is im-
posed on net taxable incomes in excess of the personal exemptions at
rates graduated according to brackets or blocks of the income. These
rates range from 6 percent on the first $250 of taxable net income in
excess of the personal exemptions to 78 percent on the income in
excess of $500,000, as shown below:

On the first $250 of net income or any portion thereof in excess of
cexemptions 6 percent or—

-$15 upon net income of $250; and 8 percent upon the amount by which
the income exceeds $250 and does not exceed $1,000 or
'$75 upon net income of $1,000; and 12 percent upon the amount by
which the income exceeds $1,000 and does not exceed $2,000 or
-$195 upon net income of $2,000; and 16 percent upon the amount by
which the income exceeds $2,000 and does not exceed $3,000 or
“$355 upon net income of $3,000; and 20 percent upon the amount by
which the mcome exceeds $3 000 and dees not exceed $4,000 or
-$555 upon net income of $4,000; and 24 percent upon the amount by
which the income exceeds $4,000 and does not exceed $5,000 or
$795 upon net income of $5,000; and 27 percent upon the amount by
which the income exceeds $5,000 and does not exceed $6,000 ov
$1,065 upon net income of $6,000; and 30 percent upon the amount
by which the income exceeds $6,000 and does not exceed $7,000 or
“$1.365 upon net income of $7,000; and 33 percent upon the amount by
which the income exceeds $7,000 and does not exceed $8,000 or
“$1,695 upon net income of $8,000; and 35 percent upon the amount by
which the income exceeds $8, 000 and does not exceed $9,000 or
$2,045 upon net income of $9, OOO and 37 percent upon the amount by
which the income exceeds $9 000 and does not exceed $10,000 or
-$2,415 upon net income of $10,000; and 39 percent upon the amount
by which the income exceeds $10,000 and does not exceed $20,000 or
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$6,315 upon net income of $20,000; and 41 percent upon the amount
bv which the income exceeds $20,600 and does not exceed $30,000 or-

$10,415 upon net income of $30, OO(), and 44 percent upon the amount
b\' which the income exceeds $30,000 and does not exceed $40,000 or

$14.815 upon net income of $40,000; and 47 pereent upon the amount
b\‘ which the income exceeds $ 10, 000 and does not exceed $50,000 or

$19,515 upon net income of $50 000, and 50 pereent upon the amourt
b\ which the income exceeds $50,060 and does not exceed $75,000 or

832,015 upon net income of $75,000; and 53 pereent upon the amount
bv which the income exceeds $75 000 and does not exceed $100,000
or

$45.265 upon net income of $100,000; and 56 pereent upon the amount
by which the income exceeds $100,000 and does not exeeed $150,000
or

$73,265 upon net. income of $150,000; and 59 percent upon the amount
by which the income exceeds $150,000 and does not exceed $20G,000
or

$102,765 upon net income of $200,000; and 63 percent upon the amount
by which the income:exceeds $200,000 and does not exceed $300,000
or

$165,765 upon net income of $300,000; and 67 percent upon the amount
by which the income exceeds $300,000 and does not exceed $400,000
or

$232,765 upon net income of $400,000; and 72 pereent upon the amount
by which the income exceeds $400 000 and does not exceed $500,000
or

$304,765 upon net income of $oO0,000; and 78 pereent upon the amount
by which the income exceeds $500,000.

2. Personal exemptions.—Exemptions from the gencral income tax
are provided in seetion 5 (¢) and (d) as shown below. The exemption
for single persons 1s $750 and for married persons, $1,500.

Sec. 5. (¢) Married persons, etc.—Fifteen hundred dollars in the case of—
i) A married person;

(i) A widow or widower with a son or daughter under twenty-one
yvears of age who is dependent upon such parent for support, or with a
son or daughter twenty-one years of age or over who is dependent on
account of mental or phvs]cal infirmity ;

(iii) An individual who maintains a self-contained domestic estab-
lishment and who actually supports therein one or more individuals
dependent upon him and connected with him by blood relationship,
marriage, or adoption;

(iv) A minister or clergyman in charge of a diocese, congregation, or
parish, whose duties require him to maintain at his own and sole expense
a self-contained domestic establishment and who employs therein on full
time a housekeeper or servant.

(d) Other persons.—Seven hundred and fifty dollars in the case of all
other persons, except corporations, associations, or trustees or other like
persons acting in a fiduciary capacity; * * *,

2. Surtaz.—The 5 percent surtax and 20 percent war surtax were re-
pealed in 1940. The surtax on investment income was retained. All
mecomes above $14,000 bear this tax in addition to the general income
tax. Income below $14,000 not defined as earned income also bears
this surtax subject to an exemption of $5,000.
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Earned income (within the definition of earned income, which is
salaries, wages, fees, etc., but shall not include income, irrespective of
the source, in excess of $14 000), if below $14,000, is not subject to
the investment income surtax. If the income exceeds $14,000 such
excess income is presumed to be investment income and is subject to
both the general income tax and the investment income surtax. Of
the income below $14,000, the amount which is not earned income is
subject to the investment income surtax, with an exemption of $5,000
of such investment income. The investment income above $5,000
and below $14,000 is taxed at a preferential rate. The rates of the
investment income surtax are shown below as set out in the first
schedule of the Income War Tax Act of August 7, 1940.

Investment income surtas

. Percent

On investment income included in any income exceeding $5,000 but not
esceedimoMnl0/ 000, o . SO L e
On investment ineome included in any income exceeding $10,000 but not
exceeding®$14,000° " 0 -
On income exceeding $14,000 but not exceeding $20,000__________________
On income exceeding $20,000 but not exceeding $30,000__________________
On income exceeding $30,000 but not exceeding $50,000_ _________________
On income exceeding $50,000 but not exceeding $75,000__________________
On income exceeding $75,000 but not exceeding $100,000_________________
On income exceeding $100,000 but not exceeding $150,000
On income exceeding $150,0600 but not exceeding $200,000
On income exceeding $200,000

SLWTDUT - WW

—

EXEMPTION: INVESTMENT INCOME SURTAX

There is no exemption from the investment income surtax other than as stated
herein.

The following examples are given in official computations showing the opera-
tion of the investment income surtax:

Ezamples of application of investment income surtazx; married person with no dependent

EXAMPLE I. INCOME, $20,000—ALL EARNED ’
General tax______ o __ $5, 730
Surtax:
Exempt_______ _ ___ _______ . ____ $14, 000
$14, 000 to $20,000 at 3 percent____ _____________________________ 180
General tax plussurtax____________________________________ 5, 910
National defense tax_ _ ________ ____ ________ o _______ 400
iotaiftaxipayablc SENEIENRT ST SO0 D ERRERET e 6, 310
EXAMPLE 1I, INCOME, $20,000—ALL INVESTMENT
Generalibax. . . Lo $5, 730
Surtax:
I e ) ) T e $5, 000
$5,000 to $10,000 at 2 pereent .. _______ 100
$10,000 to $20,000 at 3 percent-_________________________ 300
_— 400
General tax plus surtax_ ... ______ . 6, 130
National defense tax__ __ _____________ _____________________ 400

Total tax payable_ . _ o ___ 6, 530
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I nvestment income surtar—Continued

EXAMPLE 1II. INCOME, $7,000—EARNED, $4,000; UNEARNED, $3,000

Cieralltas. .. oo oo ocmndo o 20 S HE VR S $930
Surtax:
BEXeMPl_ - - ccomc s o n oo m S SR R $5, 000
£5.000 60 S7;000 at i Crcer S 40
General tax plus surtax_ e e meen 970
National defense tax_ - _________________________________._ 140
Total tax payable. . . . _______________ . 1,110

EXAMPLE 1IV. INCOME, $12,000——EARNED, $8,000; INVESTMENT, §4,000

Charitable donations___ ____ _ _ o __ $1, 000
Net income_ _ e 12, 000
Less charitable donations___________________________________ 1, 000
Taxable income_ _ _________ " ________________________ 11, 000
General tax__ L $2, 230
Surtax:
Exempt. . o §8, 000
$8,000 to $10,000 at 2 percent__ - _________________ 40
$10,000 to $11,0600 at 3 pereent______ . _________________ 30 -
e — 7
General tax plus surtax_______________________________________ 2, 300
National defense tax_ __ ________ __ ____________________.____ 240
Total tax payable. . __________________________________ 2, 540
Married person with 8 dependents
EXAMPLE V. INCOME $8,000—EARNED, $5,000; INVESTMENT, $3,000
General tax__ . e $415
Surtax:
1, e T} 5 $5, 000
$5,000 to £8,000 at 2 pereent_ - _____ 60
General tax plus surtax____________________________________ 475
National-defense tax__ . _______ . _______________ 96
Total tax payable. - - _ . _______________________ 571
EXAMPLE VI, INCOME, $38,000—ALL INVESTMENT
General tax.___ e $415
Surtax:
IExempt IS S SR S L. $5, 000
$5,000 to $8,000 at 2 pereent._________________________________
General tax plussurtax..__________________________________ 475
National defense tax______________________________________ 96
Total tax payable_ - _ . ______________________ . ____.__ 571
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3. National defense tax.—The national defense tax is deducted on the
gross income if such gross income exceeds specified amounts. It is,
however, computed on a net income basis. See Exhibit 11 of the
appendix, p. 141. In the case of salaries and wages it is collected at
the source and is imposed on all persons subject to the general income
tax and the investment income surtax except certaln government
officials, residing outside of Canada (sec. 9). In the case of income
other than income from wages and salaries the tax is not deducted
at the source but returns must be made and certain deductions are
allowed. It is not imposed on corporations. It is in addition to all
other taxes. It is imposed when the income payments if put on an
annual basis would exceed a specific amount as shown herein. If the
income of a single person exceeds $600 a year and does not exceed
$1,200 a year, the rate is 2 percent; if the income exceeds $1,200 a year,
the rate 1s 3 percent. In the case of a married person, if the income
exceeds $1,200 a year, the rate is 2 percent; and in the case of a husband
and wife having each a separate income, a tax of 2 percent is imposed
if the income of each exceeds $600 a year.

Exemption (national defense tax).—There is no exemption from the
national defense tax if the income exceeds the specific amounts men-
tioned, the entire income being subject to the tax when the income
exceeds the amounts stated above which the tax becomes applicable.
If the incomz of a single person is below $600, or the income of a peor-
son in the married status 1s below $1,200, such income is not subject to
the tax. However, a tax credit-of $8 is allowed for each child and
certain dependents, in excess of one.

Notch provision.—Ther: is also a notch provision. If this tax would
reduce the income of the taxpayer below $600 in the case of single
persons, or $1,200 in the case of married persons, as specified in the
taxing provisions, then the amount by which the income would be so
reduced shall not be payable. For example, if a married person has
an income of $1,220 the national defensc tax at 2 percent would be
$24.40. This would reduce the income from $1,220 to $1,195.60, or
below $1,200, by $4.40. The tax, therefore, instead of being $24.40
would be only $20. )

The national defense tax is applicable in 1940 only in respect of
one-half of the income, probably for the reason that the tax was not
imposed until August 1940 and it was desired to make it apply ap-
proximately to the period following the enactment of the tax.

4. Excess-profits taz.—Canada imposes an excess-profits tax on the
annual profits, or the annual excess profits, as the case may be, of
individuals as well as corporations carrying on business in Canada.
The “annual profits’’ taxabls are the same as the profits taxable for
income-tax purposes. The ‘“‘annual excess profits’ taxable are the
profits in excess of the average profits of the years 1936-39, inclusive.
The rate of the excess-profits tax is 75 percent of such profits, but the
tax shall not be less than 12 percent of the annual profits as computed
for income-tax purposes.

The following table shows the development of the income tax over
certain periods:
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Income Tax Burden

The income-tax burden is shown in the tables below in comparison
with the present income-tax burden in the United States. Table XXV
:shows the burden of the total general income tax, surtax, and defense
tax at the rates of August 1940. Table XXVI shows the burden
without the defense tax at the 1940 rates. Table XXVII shows the
Jburden under the income tax as imposed in 1939 prior to the war.
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44 TAXATION IN CANADA

5. Gift tar—.\ gift tax was imposed in 1935. The present rates
range from 5 pereent on gifts up to and including $25,000 to 15 per-
cent on gifts exceeding $1,000,000.

Base.—Transfers in trust or otherwise, direct or indireet, of tangible:
or intangible property. Paid by donor at time gift was made. Ten
percent interest from date payable until tax paid. IFailure of donor:
to pay makes donor and donec jointly and severally liable.

[Lxemptions.—Gifts aggregating not more than $4,000 in any one
vear by any individual and gifts to any one person not in excess of
$1,000 in any one yecar; gifts by devise or bequest; property passing:
by imtestacy; gifts to Canadian charitable or industrial institutions,
to the Dominion of Canada, its Provinces or political subdivisions,
and certain interfamilial transfers.

Rates—The rates of the gift tax on the total taxable gifts made
within the year are as follows: :

Exceeding Not exceeding— Rate
) Percent
B0 e e e e S RN $25, 000 5
$25,000. - oo 50, 000 6
850,000 -~ 100, 000 7
$100,000. o - tooe oo TR 200, 000 8
$200,000- - - 300, 000 9
e e 400, 000 10
$400,000 - - - - - - il 500, 000 12
$500,000_ o ________ 1, 000, 000 14
ORABIP e o o o i e s 1, 000, 000 15
CORPORATIONS

Corporations are subject to a normal tax on incorporated business
and the excess-profits tax.

Normal tax.—The rate of the normal tax is 18 percent, or 20 percent
in the case of corporations filing consolidated returns.

FEaxcess-profits tax.—The rate of the excess-profits tax is 75 percent of
the profits in excess of the standard profits. The standard profits are
the average profits of the years 1936-39, inclusive. The excess-profits
tax shall not be less than 12 percent of the annual profits as computed
for income-tax purposes, without deducting income tax paid on the
annual profits. The text of the Excess Profits Tax Act, as enacted
August 7, 1940, is included in the appendix.

SALES TAX

The present rate of the Canadian sales tax is 8 percent. It is
mmposed on the sale price of goods produced or manufactured in
Canada. It is payable only once and that by the producer or manu-
facturer at the time of the delivery of such goods to the purchaser,
and thus pyramiding is avoided. It is second to the income tax in
the amount of revenue produced.

EXCISE TAXES

Excise taxes are an important source of revenue. The excises
imposed, with rates of tax, are shown below.
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APPENDIX

ExmisiT 1

SvccessioNn Duties Act, 1941

Resolved, That it is expedient to enact a Succession Duties Act to
provide inter alia:

1. That succession duties be levied upon or in respect of the follow-
ing, that is to say:

(a) The succession to property, wherever situated, and beneficial
interests therein, except real property situated outside of Canada,
where the deceased was at the time of his death domiciled in Canada
or in one of the provinces thereof:

(b) The succession to property situated in Canada, or to beneficial
interests therein, where the deceased was at the time of his death
domiciled outside of Canada.

2. That, in addition to the properties owned by the deceased at
his death, the succession shall be deemed to include, for purposes of
taxation, the following properties, namely:

(a) Pr operty transferred by the deceased in his hfet1me in contem-
plation of death;

(b) Property transferred by way of donatio mortis causa;

(e) Property transferred by gift in the lifetime of the deceased after
April 29, 1941, and within three years prior to his death;

(d). Property transferred by gift in the lifetime of the deceased
where benefits are reserved to the deceased during his lifetime;

(¢) Property held jointly by the deceased and one or more persons
and payable to or passing to the survivor or survivors, except that
part of such property which was contributed by the survivor or
survivors, provided that where the joint tenancy or holding is created
by a person other than the deceased and the survivor or survivors,
such property shall be deemed to have been contributed to equally
by the deceased and the survivor or equally by the deceased and each
of the survivors;

(f) Property compmsed in a settlement;

(g) Annuities or other interests purchased or provided by the
deceased to the extent of the beneficial interest arising on his death;

(k) Money received or receivable under policies of insurance ef-
fected by the deceased or by a personal corporation on his life in
proportion to the premiums paid by the deceased or by such personal
corporation;

(i) Property of which the deceased was at the time of his death
competent to dispose;

(7) Property transferred to or settled on any person after April 29,
1941, by the deceased and within three years before his death in
consideration of marriage;

- 51



52 TANATION IN CANADA

(k) Property transferred for nominal or insufficient consideration
to the extent of the differenee between the consideration and the
value thereof;

() Estates in dower or by the courtesy.

3. That the rates of taxation be based upon the following factors,
namely:

(a) The “ageregate value” of the succession, that is to say, the
fair market value of all property, wherever situated, owned by the
deceased at the time of his death together with the fair market value
of the properties mentioned in paragraph two of this resolution, after
funeral expenses and debts are deducted therefrom;

(b) The value of the individual property or benefit passing to each
successor; and

(¢) The relationship, if any, existing between the suceessor and the
deceased.

4. That, for the purposes of taxation, the successors or beneficiarics
shall be divided into four classes, as follows:

(a) Class A.—The widow of the deceased, any child under eighteen
vears of age at the date of the death of the deceased, and any child
who at that date was dependent upon the deccased for support on
account of mental or physical infirmity;

(b) Class B.—The grandfather, grandmother, father, mother,
husband, son-in-law or daughter-in-law of the deceased, or a child of
the deceased eighteen years of age and over at the date of the death
of the deceased, and who, at that date, was not dependent upon the
deceased for support on account of mental or physical infirmity;

(¢) Class C.—A lineal ancestor of the deceased (except the erand-
father, grandmother, father, or mother) a brother or sister of the de-
ceased or any descendant of a brother or sister, or a brother or sister
of the father or mother of the deceased or any descendant of any such
brother or sister;

(d) Class D.—Any person in any other degree of consanguinity
to the deceased than as previously mentioned, or a stranger in blood
to the deceased.

5. That the rates of taxation shall be according to the following
scale for the values mentioned, the rates for intervening amounts to
be specified in greater detail in the bill:

Rates
. A dditional rate: X
Aggregate value of the succes- | Tnitial rates ‘b?}ali‘eﬁgsr l?n(yl‘l;gliléal A;l‘ tgle i;:ii&%iaﬁeﬁ;%%igfigglagliﬁg
sion to property passing in dependent on oxempti'ons in thg exemptions
the case of initial duties aggregate f additional
dependent on such value value cat L e ad
Quties Class A | Class B | Class C | Class D
Percent Percent | Percent | Percent | Percent
SWO00. on. o i $1,000 |______ 1 2 285
$5,000_ - | 5,000 | 2 2 4 2.5 3
$10,000_ . ___.______f _________ 10, 000 | 2. 25 2.5 3 3.5
$25,000______________ 0.5 25,000 | 2:5 3 3.5 4
$35,000______________ 1 35,000 | 3 3.5 4 5
903000 ____ . TT0_ 155 50,000 | 3.5 4 5 6
$75,000______________ 2 75,000 | 4 5 6 7
$100,000- .. ______.___ 2.5 100, 000 | 5 6 7 8
$125,000-_ .. _______ 3 125, 000 | 6 70 8 9
$150,000-_ . _________ 3.5 150, 000 | 7 8 9 10.
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Rates— Continued

o indivi ddi 1
Aggregate value of the succes- | Initial rates ‘1’)2}]‘;%?5[ li’:)%ﬂllddiléa] Aof tlgc? F;hdlrxalt(flsxa(li %%enno%et?} 1321?13}32
sion to property passing in | dependent on exembti’ons in thég exemptions
the case of initial duties aggregate f additional
dependent on such value value e Odgties b
Class A | Class B | Class C | Class D
Percent Percent | Percent | Percent | Percent
$200,000_____________ -+ $200, 000 | 8 9 10 11
$300,000__ . __________ 4.5 300,000 | 9 10 11 1%
$400,000_____________ 5 400, 000 (10 11 12 13
$500,000_____________ 5.5 500, 000 |11 12 13 14
00,060 = _______ 6 750, 000 |12 13 14 15
$1, 000 000 _________ 6. 3 1, 000, 060 {13 14 15 =16
$1,500,000_ __________ 7 1, 500, 060 |14 15 16 17
$2,000,000 ___________ 8 2, 000, 000 |15 16 7] 17
$3,000,000___________ 9 3, 000, 000 |16 17 17 17
$a:000,000- - _——___~__ 10 5, 000, 000 |17 17 17 17

6. That the exemptions from duty under the said Succession Duties
Act shall be as follows:

(a) Where the whole property passing does not exceed $5,000, no
duties shall be payable;

(b) Property passing to or for the benefit of the widow of the
deceased to the extent of the first $20,000 in value or amount;

(¢) Property passing to or for the bcenefit of the widow to the
extent of $5,0600 for each child of the deceased under 18 years of age
at the time of the death of the deceased or dependent upon him for
support at that time, if such child does not benefit in respect of
property passing on the death of the deceased, provided that if such
child does benefit the exemption shall be $5,000 less the amount of
the benefit;

(d) Property passing to or for the benefit of a child of the deceased
under the age of eighceen years or dependent upon him for support
at that time on account of mental or physical infirmity to the extent
of the first $5,000 in value or amount;

(e) Property passing to or for the benefit of the orphan child or
children of the deceased under eighteen years of age at the time of
his death or dependent upon him for support at that time on account
of mental or physical infirmity, where such property does not exceed
$15,000 in value or amount, provided that this exemption shall be in
addition to those provided for in the preceding paragraph (d), and
provided further that where more than one child benefits the exemption
herein provided for shall be divided among such children in proportion
to the value of the property or benefit passing to each of them;

(f) If the deceased died from wounds inilicted, accident occurring
or disease contracted on active service with the Canadian naval,
military, or air forces in or beyond Canada, in such circumstances
that if the deceased left a widow she would be entitled to receive a
pension in respect of his death under the Canadian Pension Act;
(1) the exemptions granted in the preceding paragraphs (b), (¢), (d),
and (e) shall be increased by 50 percent; (ii) the amount of the tax
payable in respect of the succession by persons in class A and class B
shall be reduced to the sum which, if accumulated at compound nter-
est at the rate of 3 percent per annum from the date of death with
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half-yearly rests, would at the expiration of the period of the normal
expectation of life of a person of the age of the deceased at the time
of death (calculated in accordance with approved mortality tables)
amount to the tax which would otherwise be payable;

@) Property passing to any one person and not exceeding $1,000
in value or amount;

(h) Property passing to or for the benefit of any charitable organi-
zation in Canada operated exclusively as such and not operated for
the benefit or private gain or profit of any person, member, or share-
holder thercof;

(1) Property passing to or for the benefit of the Dominion of
Canada or any Province or political subdivision thereof;

(j) Property given by the deceased in his lifetime and representing
the ordinary or normal expenditure of the deceased;

(k) Property on which gift tax has been paid under the provisions
of the Income War Tax Act, except to the extent to which the duty
payable under the act exceeds the gift tax so paid.

7. That there shall be a provision in the said Succession Duties Act
making the executor or administrator liable in his representative
capacity for all the duties imposed thereby, and making each successor
personally liable for the duty on the share of the property or benefit
passing to him, with the proviso that if the executor or administrator
pays the duty he shall have the right to deduct the same from the prop-
erty or benefit passing to the successor. .

8. That any enactment founded on the foregoing resolution shall
come into force on the date when it is assented to and shall apply to
deaths occurring after that date.

Exmzsir 2

Grrr Tax RaATES—CaNADA

The rates which it is proposed will apply to gifts made after June 23, 1942, are

shown below: Percent

On gifts up to and ineluding $5,000_ ___________________________________ 10

On gifts exceeding—
$5,000 but not exceeding $10,000_ ____ _____________________________ 12
$10,000 but not exeeeding $20,000_________________________________ 12
$20,000 but not exceeding $30,000_ __ - __________________ - 20% 13
$30,000 but not exceeding $40,000________________ _________________ 14
$40,000.but not exceeding $50,000_________________________________ 115)
$50,000 but not exceeding $75,000 ________________________________ 16
$75,000 but not exceeding $100,000_ _ . ____________________________ 17
$100,000 but not exceeding $150,000_______________________________ 18
$150,000 but not exceeding $200,000_ - ________ -~ ____________________ 19
$200,000 but not exceeding $250,000_ - _ . ______ ___ __________________ 20
$250,000 but not exeeeding $300,000_______________________________ 21
$300,000 but not exeeeding $400,000_ . _____________________________ 25
$400,000 but not exceeding $500,000_ - ___ __________________________ 23
$500,000 but not exeeeding $600,000_ - _____________________________ 24
$600,000 but not exceeding $700,000_ - __ ___________________________ 25
$700,000 but not execeding $800,000_ _ __ ___________________________ 26
$800,000 but not exeeeding $1,000,000_____ _ ____ - ______ i

51,000,000 - 2T 28
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ExuiBiT 3

1942 AmenDMENTS TO INcoME War Tax Act

1. Paragraphs A and AA of the First Schedule to the Income War
Tax Act, chapter ninety-seven of the Revised Statutes of Canada,
1927, as enacted by sections one and two of chapter eighteen of the
-statu}:es of 194041, are repealed and the following substituted
therefor:—

“A. RurLes For CompuTaTION OF INCOME TAx UNDER SUBSECTION
ONE oF SectioN NINE.

Section 1. NORMAL TAX.

Rule 1.—A normal tax equal to seven per centum of the income
shall be paid by every person whose income during the taxation
year exceeded $1,200 and who was during that year:

(@) a married person, if his spouse was resident in any part of
His Majesty’s dominions or in a country contiguous to Canada,
or, residing elsewhere, was a subject or citizen of a country asso-
ciated or allied with Canada in the conduct of the war which
commenced in September, nineteen hundred and thirty-nine,
and was prevented by reason of such war, or prohibited by
law, from entering or landing in Canada; or

(b) a widow or widower with a son or daughter wholly depend-
ent upon such person for support, if such son or daughter was,
during the taxation year,

(i) under eighteen years of age; or

(11) eighteen years of age or over and dependent by reason
of mental or physical infirmity; or

(iii)) under twenty-one years of age and a student at a
secondary school, university or other educational institution

and resident in any part of His Majesty’s dominions or in a
country contiguous to Canada, or, residing elsewhere, was a
subject or citizen of a country associated or allied with Canada
in the conduct of the war which commenced in September, nine-
teen hundred and thirty-nine, and was prevented by reason of
such war, or prohibited by law, from entering or landing in
‘Canada; or

(¢) an unmarried person who maintained a self-contained
domestic establishment and actually supported therein a person
wholly dependent upon him and connected with him by blood
relationship, marriage or adoption; or

(d) an unmarried minister or clergyman in charge of a diocese,
parish or congregation who maintained a self-contained domestic
establishment and employed therein on full-time a housekeeper
or servant.

Rule 2.—1f, during any taxation year, a husband and his wife each
had a sepalate income in excess of $660 each shall be taxed under
Rule three of this section, provided, however, that a husband shall
not lose his right to be taxed under Rule ore of this section by reason
of his wife being employed ard receiving any earned income.

76037T—42——5
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Rule 3.—Every person not liable to taxation under Rule one or Rule
two of this section shall pay a normal tax equal to—
seven per centum of his income if his income during the taxation
vear exceeded $660 but did not exceed $1,800;
cight per centum of his income if his income during the taxation
vear exceeded $1,800 but did rot exceed $3,000;
" mnine per centum of his income if his income during the taxation
year exceeded $3,000.

Rule 4—Notwithstanding anything in this section, the normal tax
to be paid upon income taxable under subsections two and four of
section eleven of this Act shall be equal to nine per centum of such
income.

Rule 5 —A taxpayer may deduct from the normal tax otherwise
payable by him in any year under this section $28 for each person
who was during that year wholly dependent upon such taxpayer and
was

(@) his child, grandchild, brother or sister and was

(1) under eighteen years of age; or
(1) eighteen years of age or over ana dependent by reason
of mental or physical infirmity; or
(iit) under twenty-one years of age and a student at a
secondary schoel, university or other educational iastitution;
or
(b) his parent or grandparent and dependent by reason of
mental or physical infirmity;
and resident in any part of His Majesty’s dominions or in a
country contiguous to Canada, or residing elsewhere, was a
subject or citizen of a country associated or allied with Canada
in the conduct of the war which commenced in September, one
thousand nine hundred and thirty-nine, and was prevented by
reason of such war, or prohibited by law, from entering or landing
in Canada; or
(¢) a child maintained by the taxpayer in Canada under a
co-operative scheme sponsored by the governments of the United
Kingdom and of Canada or any of the provinces of Canada for
children brought from the United Kingdom under a government
plan, and was
(1) under eighteen years of age; or
(i1) under twenty-one years of age and a student at a
secondary school, university or other educational institution;

except one such dependent by reason of whom such person is taxable
under Rule one of this section.

Section 2. GRADUATED TAX.

Rule 1.—For the purposes of this section, the income of every
person, except trustecs or other like persons acting in a fiduciary
capacity, shall be subject to a deduction of $660.

Rule 2.—In addition to the normal tax for which provision is made
by section one of this paragraph a graduated tax shall be paid by every
person as follows:

On the first $500 of income or any portion thereof, 30 per centum; or

$150 upon the said income of $500; and 33 per centum upon the amount
by which the income exceeds the said $500 and does not exceed
$1,000; or '
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$315 upon the said income of $1,000; and 37 per centum upon the
amount by which the income exceeds the said $1,000 and does not
exceed $2,000; or

$685 upon the said income of $2,000; and 41 per centum upon the
amount by which the income exceeds the said $2,000 and does
not exceed $3,500; or

$1,300 upon the said income of $3,500; and 45 per centum upon the
amount by which the income exceeds the said $3,500 and does
not, exceed $5,000; or

$1,975 upon the said income of $5,000; and 50 per centum upon the
amount by which the income exceeds the said $5,000 and does
not exceed $8,000; or

$3,475 upon the said income of $8,000; and 55 per centum upon the
amount by which the income exceeds the said $8,000 and does
not exceed $13,000; or

$6,225 upon the said income of $13,000; and 60 per centum upon the
amount by which the income exceeds the said $13,000 and does
not, exceed $20,000; or :

$10,425 upon the said income of $20,000; and 65 per centum upon the
amount by which the income exceeds the said $20,000 and does
not exceed $30,000; or

$16,925 upon the said income of $30,000; and 70 per centum upon the
amount by which the income exceeds the said $30,000 and does
not exceed $50,000; or

$30,925 upon the said income of $50,000; and 75 per centum upon the
amount by which the income exceeds the said $50,000 and does
not exceed $70,000; ox

$45,925 upon the said income of $70,000; and 80 per centum upon
the amount by which the income exceeds the said $70,000 and
does not exceed $100,000; or

$69,925 upon the said income of $100,000; and 85 per centum upon
the amount by which the income exceeds the said $100,000.

Rule 83—A taxpayer may deduct $150 from the graduated tax
otherwise payable by him in any year under this section if, during the
taxation Yyear, such taxpayer was—

(¢) a mairied person if his spouse was resident in any part of
His Majesty’s dominions or in a country contiguous to Canada,
or, residing elsewhere, was a subject or citizen of a country
associated or aliied with Canada in the conduct of the war which
commenced in September, nineteen hundred and thirty-nine, and
was prevented by reason of such war, or prohibited by law, from
entering or landing in Canada; or

(b) a widow or widower with a son or daughter wholly depend-
ent upon such person for support, if such son or daughter was,
during the taxation year,

(i) under eighteen years of age; or

(i1) eighteen years of age or over and dependent by reason
of mental or physical infirmity; or

(iii) under twenty-one years of age and a student at a
secondary school, university or other educational institution;

and resident in any part of His Majesty’s dominions, or in a
country contiguous to Canada, or, residing elsewhere, was a sub-
ject or citizen of a country associated or allied with Canada in
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the conduct of the war which commenced in September, nineteen
hundred and thirty-nine, and was prevented by reason of such
war, or prohibited by law, from entering or landing in Canada; or

(¢) an unmarried person who maintained a self-contained
domestic establishment and actually supported therein a person
wholly dependent upon him and conneeted with him by blood
relationship, marriage or adoption; or

(d) an unmarried minister or clergyman in charge of a diocese,
parish or congregation, who maintained a self-contained domestic
establishment and employed therein on full-time, a housckeeper
or servant.

Rule /,—A taxpayer may deduct $80 from the graduated tax other-
wise payable by him in any year under this scction, for each person
who was, during the taxation year, wholly dependent upon such
taxpayver and was— -

(a) his child or grandchild and was
(i) under eighteen years of age; or
(i1) eighteen years of age or over and dependent by reason
of mental or physical infirmity; or
(it1) under twenty-one years of age and a student at a
secondary school, university or other educational institution;

and was resident in any part of His Majesty’s dominions or in a
country contiguous to Canada, or, residing elsewhere, was a
subject or citizen of a country associated or allied with Canada
in the conduct of the war which commenced in September,
nineteen hundred and thirty-nine, and was prevented by reason
of such war, or prohibited by law, from entering or landing in
Canada; or

(b) a child maintained by the taxpayer in Canada under a
co-operative scheme sponsored by the governments of the United
Kingdom and of Canada or any of the provinces of Canada for
children brought from the United Kingdom under a government
plan, and was

(1) under eighteen years of age;-or
(i1) under twenty-one years of age and a student at a
secondary school, university or other educational institution;

except one such dependent by reason of whom such person is entitled
to make a deduction under Rule three of this section.

2ule 5.— A taxpayer may deduct from the graduated tax otherwise
pavable by him in any year under this section, twenty per centum of
any amount not exceeding $400 expended by him during the taxation
vear for the support of any person who was, during the taxation year,
dependent upon such taxpayer for support and was

(¢) his parent or grandparent and dependent by reason of
mental or physical infirmity ; or
() his brother or sister
(1) under cighteen years of age, or
(it) cighteen years of age or over and dependent by reason
of mental or physical infirmity, or
(iii) under twenty-one years of age and a student at a
secondary school, university or other educational institution;
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and was resident in any part of His Majesty’s dominions or in a
country contiguous to Canada, or, residing elsewhere, was a subject
or citizen of a country associated or allied with Canada in the conduct
of the war which commeneced in September, one thousand nine hundred
and thirty-nine and was prevented by reason of such war, or pro-
hibited by law, from entering or landing in Canada.

Rule 6 —If, during any taxation year, a husband and his wife each
had a separate income in excess of $660 before making the deduction
for which provision is made in Rule one of this section, neither of them
shall be entitled to the deduction from graduated tax for which
provision is made in Rule three of this section, provided, however,
that notwithstanding the foregoing a husband shall not lose his right
to the deduction provided in Rule three of this section by reason of
his wife being employed and receiving any earned income but his
wife shall for the purposes of this section be treated as an unmarried
person.

Rule 7—The deduction in respect of any dependent child, for which
provision is made in Rule four of this section may, in any year, be
made from the tax payable by such of his parents as may be determined
by agreement between them, but if there is no such agreement, such
deduction shall be made from the father’s tax unless the Minister
otherwise determines.

Rule 8—No deduction shall be made under Rule three of this
section from the tax of any non-resident person described by para-
graphs (¢), (d) or (e) of subsection one of section nine of this Act,
or referred to in subsection seven of section twenty-seven of this Act
unless the country in which such non-resident person resides allows
a similar advantage to residents of Canada subject to tax in such
country under similar circumstances.

Section 3. GENERAL.

Rule 1.—The taxes payable in accordance with the rules set out in
sectlions one and two of paragraph A of this Schedule shall not, in the
aggregate, exceed in any taxation year

(i) in the case of any person liable to taxation under Rule one
of section one of this paragraph, the amount by which the tax-
payer’s income exceeds $1,200; and

(i1) in the case of any other person, except persons liable to
pay tax under Rule four of section one of this paragraph, the.
amount by which the taxpayer’s income exceeds $660.

Rule 2—The taxes payable by any commissioned officer in the
Canadian naval, military, or air forces in accordance with the rules
set out in sections one and two of paragraph A of the First Schedule
to this Act shall not in the aggregate exceed in any taxation year the
amount by which the aggregate of such officer’s income and the amount
refundable to him under section ninety-three of this Act exceeds.

(@) in the case of any such officer in respect of whom no de-
pendents’ allowance is paid, sixteen hundred dollars; and

(b) in the case of any other such officer, the aggregate of six-
teen hundred dollars and the dependents’ allowances which would
be payable to his dependents if he held the highest rank of warramnt
or non-commissioned officer in the service to which he belongs but
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not including any allowance for more than two children: Provided
that the aforesaid amount of one thousand six hundred dollars
shall not apply in respect of female commissioned officers, and
that the governor in council may by order fix an amount to apply
in respect of such female officers, having regard to differences in
pay between male and female warrant or non-commissioned
ofhicers.

AA. RATE OF TAX APPLICABLE TO ALL PERSONS OTHER THAN
CORPORATIONS AND JOINT STOCK COMPANIES, IN RESPECT OF ‘‘INVEST-
MENT INCOME” AS PROVIDED FOR IN THIS AcCT.

“On investment income in excess of $1500—four per centum.”

2. The proviso to paragraph (i) of section two of the said Act, as
enacted by section six of chapter thirty-four of the statutes of 1940,
is repealed and the foliowing substituted therefor:—

“Provided that this paragraph shall not extend to a corporation or
joint stock company which otherwise qualifies under this paragraph,
but which in the opinion of the Mianister carries on an active financial,
commercial or industrial business, and the decision of the Minister on
this question shall be final and conclusive.”

3. (1) Paragraph (c¢) of subsection one of section three of the said
Act, as enacted by section five of chapter eighteen of the statutes of
1940-41, is repealed and the following substituted therefor:

“(c) any payment out of any superannuation or pension fund
or plan; provided, however, that in the case of a lump sum
payment out of any such fund or plan which is paid upon the
death, withdrawal or retirement from employmeni of any
employee or former employee in full satisfaction of all his rights
in any such fund or plan, one-third only of such lump sum
payment shall be deemed to be income; and”’

(2) The said section three is further amended by adding thereto the
following paragraph:—

“(h) any amount received pursuant to a decree, order or judg-
ment made by a competent tribunal in any action or proceeding
for divorce or judicial separation or pursuaat to a separation
agreement as alimony or other allowance for the maintenance of
the recipient thercof and the children of the marriage if any, if
such recipient is living apart from the spouse or former spouse
required to make such payment.”

(3) The said section three is further amended by adding the follow-
ing subsections thereto:—

“(2) Where under any existing or future contract or arrangement
for the payment of money, the Minister is of opinion that

(z) payments of principal money and interest are blended, or
(b) payment is made pursuant to a plan which involves an
allowance of interest,

whether or not there is any provision for payment of interest at a
nominal rate or at all, the Minister shall have the power to determine
what part of any such payment is interest and the part so determined
to be interest shall be deemed to be income for the purposes of this Act.
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“(3) Where any person acts in the capacity of trustee in the case
where an oil or gas well is operated under an arrangement whereby
any person other than the operator has an interest in the proceeds of
the sale of the products thereof, such proceeds shall nevertheless be
deemed, for the purposes of this Act, to be received by the trustee on
his own behalf, and he shall be taxable in respect thereof at the rates
prescribed for corporations in paragraph C of the First Schedule to
this Act and any taxes paid by the trustee under this Act or The
Excess Profits Tax Act, 1940, may be charged by the trustee ratably
to those persons having such interest in such proceeds and deducted
from the amounts due them from him.” :

4. (1) Paragraphs (b) and (c) of section four of the said Act are
repealed and the following substituted therefor:

“(p) The income of any officer, official or employee of the
government of any country other than Canada, whose duties
require him to reside in Canada

(i) if and to the extent that such country grants a similar
privilege to officers, officials and employees of the govern-
ment of Canada; and

@ii) if he is not engaged in any business or calling in
Canada other than that required by the duties pertaining
to his official position; and

(iii) if he is a national or citizen of such country.”

(2) Section four of the said Act is further amended by adding thereto
the following paragraphs:

“() (i) Pensions granted or payable under the provisions of
the Pension Act, or other payments in the nature of pensions
which were being administered on the thirty-first day of July,
one thousand nine hundred and forty-two by the Canadian
Pension Commission as directed by the Governor in Council,
under section six of the Pension Act,

(ii) Pensions granted or payable on account of disability
or death arising out of war service by the government of any
country which was an ally of His Majesty at the time of
such war service; Provided, and to the extent that, such
country grants a similar exemption in respect of such pensions
payable by the government of Canada.”

“(4) Any amount received by any person as compensation
under the Workmen’s Compensation Act of any province of Canada
or the Government Employees’ Compensation Act in respect of any
injury or disability incurred or in respect of any death.”

5. (1) Paragraphs (c¢), (d) and (ee) as enacted by chapter thirty-
four of the statutes of 1940 and paragraphs (¢) and (2) as enacted by
section four of chapter forty-one of the statutes of 1932-33, of sub-
section one of section five of-the said Act are repealed.

(2) Paragraph (ff) of subsection one of section five of the said Act,
as enacted by section six of chapter eighteen of the statutes of 194041,
is repealed and the following pragraph is substituted therefor:—

“(4) The amount actually paid by an employer to an em-
ployees’ superannuation or pension fund or plan, approved by
the Minister for the purposes of this paragraph, in respect of the
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services rendered to the employer by his employces, officers or
directors, within the taxation year; provided, however, that such
amount shall not exceed five per centum of the aggregate com-
pensation paid within the taxation year to such employees,
oflicers and directors covered by the said fund or plan after
deducting {rom such aggregate compensation the excess above
six thousand dollars paid to any such employee, officer or director,
and provided further that in computing the amount actually
paid by such cmployer the excess above three hundred dollars
paid in any year In respect to the services of any such employee,
officer or director shall not be allowed for the purposes of this
paragraph.”

(3) Paragraph (g) of subsection one of section five of the said Act,
as enacted by section five of chapter thirty-eight of the statutes
of 1936, is repealed and the following substituted therefor:—

“(g) The amount not exceeding three hundred dollars actually
retained by an employer from the remuneration of any taxpayer
in connection with an employees’ superannuation or pension
fund or plan, approved by the Minister for the purposes of this
paragraph.”’

(4) Paragraph (j7) of subsection one of section five of the said Act,
as enacted by section eight of chapter eighteen of the statutes of
1940-41, is repealed and the following substituted therefor:—

“(79) An amount not exceeding five per centum of the income
subject to taxation of any corporation, which amount has been
paid by way of donation within the taxation period to and
receipted for as such by any charitable organization in Canada
operated exclusively as such and not for the benefit or private
gain or profit of any person.”

(5) Paragraph (m) of subsection one of section five, as enacted by
section five of chapter forty-eight of the statutes of 1938, is repealed
and the following substituted therefor:—

“(m) In the case of any special payment made in Canada by
an employer on account of an employees’ superannuation or
pension fund or plan in respect of past services of employees,
recommended by a qualified actuary in whose opinion the
resources of such fund or plan require to be augmented by such
special payment for the purpose of ensuring that all obligations
of the fund or plan to the employees concerned may be discharged
in full, approved by the Minister, on the advice of the Superin-
tendent of Insurance, and made in such manner that the sum
paid is irrevocably charged for the benefit of the said fund or
plan, one-tenth of the payment in each of ten successive years,
commencing in the year in which the payment is made: Provided,
however, that in the case of any payment heretofore made as
approved by the Minister, a deduction of one-tenth thereof shall
be allowed in the 1942 fiscal period and in each fiscal period there-
after 1’1’ntil ten years have elapsed from the year of the said pay-
ment.



TAXATION IN CANADA 63

(6) Subsection one of the said section five is further amended by
inserting the following paragraph after paragraph (m) thereof:—

“(n) that portion of medical expenses in excess of five per
centum of the income of the taxpayer incurred and paid within
the taxation period or paid within the taxation period and in-
curred within one year prior to the date of payment, if payment
is made to any qualified medical practitioner, dentist or nurse
registered under any Dominion or provincial legislation or public
or provincially licensed private hospital in respect of any birth
in the family of, illness of or operation upon the taxpayer or his
spouse or any dependent in respect of whom he may make a de-
duction from his normal tax under Rule five of section one of
paragraph A of the First Schedule to this Act; including the
salary or wages paid to one full time attendant upon the tax-
payer, his spouse or any such dependent, who was throughout
the whole of the taxation perisd necessarily confined by reason
of illness, injury or affliction to a bed or wheel chair and including
also the salary or wages paid to one full time attendant upon the
taxpayer, his spouse or any such dependent who was totally blind
throughout the whole of such taxation period and required the
services of such an attendant: provided, however, that the de-
duction shall not exceed the sum of :

(1) four hundred dollars in the case of a single person,

(1) six hundred dollars in the case of a married person or
person given an equivalent status in respect of rates of tax
under this Act (provided that a husband and wife shall be
entitled to only one such deduction of six huondred dollars
between them),

plus

(iii) one hundred dollars for each dependent in respect of
whom he may make a deduction from his normal tax under
Rule five of section one of paragraph A of the First Schedule
to this Act but not exceeding four hundred dollars in vespect
of such dependents:

Provided further than payment of the said medical expenses
is proven by receipts filed with the Minister.”

(7) Subsection one of the said section five is further amended by
adding the following paragraphs thereto:

“(p) losses sustained in the process of earning income during
the vear last preceding the taxation year by a person carrying
on the same business in both of such years, if in the calculation
of such losses, no account is taken of any outlay, loss or replace-
ment of capital or any payment on account of capital or any
depreciatior, depletion or obsolescence, or of any disbursements
or expenses not wholly, exclusively and necessarily laid out or
expended for the purpose of earning the income, except such
amount for depreciation as the Minister may allow.”

“(q) subsistence allowances of commissioned officers of the
Canadian naval, military and air forces, except to the extent
that such subsistence allowances in any case exceed one dollar
and seventy cents a day.”
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6. Subscetions two, three, four, five and six of section five of the
said Act are repealed.

7. (1) Paragraph (g) of subsection one of scction six of the said
Act is repealed and the following substituted therefor:—

“(¢) any amount paid pursuant to a decree, order or judgment
made by a competent tribunal in any action or procceding for
divorce or judicial separation or pursuant to a separation agree-
ment as alimony or other allowance for the maintenance of the
recipient thereof and the children of the marriage, if any.”

(2) Paragraph (m) of subsection onc of section six of the said Act
is repealed and the following substituted therefor:—

“(m) the salary, bonus, director’s fee or other remuneration in
excess of fourteen thousand dollars paid by a company incorpo-
rated in Canada to a non-resident, unless such non-resident pays
tax. thereon under subsection one of section nine of this Act.”

8. (1) Section seven of the said Act, as amended by section twelve
of chapter eighteen of the statutes of 1940-41, is repealed.

(2) The said Act is further amended by adding the following section
immediately before section eight thereof as section seven A:—

“7a. (1) Any person except those to whom subsection three of this
section” applies, may deduct from the aggregate of the taxes otherwise
payable by him in any year under subsections one and three of section
nine of this Act the aggregate of

(a) payments into any superannuation, retirement or pension
fund or plan approved by the Minister which are paid by the
taxpayer as a term of his employment or in connection with
membership in a trade union;

(b) premiums on

(1) life insurance policies on the lives of the taxpayer, his
spouse and his dependents; and

(i1) annuities on the lives of the taxpayer, his spouse and
his dependents or other instalment savings contracts, of a
type which in the opinion of the Minister are such that the
premiums canrot be postponed without substantial loss to
or forfeiture by the taxpayer;

if such policies, annuities or other contracts were in force prior to the
twenty-third day of June, one thousand nine hundred and forty-two;

(¢) one-half of the first year’s premiums and the whole of sub-
sequent years’ premiums on life insurance policies on the life of
the taxpayer which were not in force prior to the twenty-third
day of June, one thousand nine hundred and forty-two, and
which are on the term plan or which are of a type that provide
for premiums to be payable throughout the lifetime of the insured
or until the insured attains at least the age of sixty-five and for
a period of not less than thirty years; provided that the deduction
by the taxpayer in any year in respect of premiums on such poli-
cies shall not exceed $100;

(d) principal payments on a mortgage or agreement of sale
on or with respect to one residential property of the taxpayer,
provided that such mortgage or agreement of sale was registered
or in effect prior to the twenty-third day of June, one thousand
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nine hundred and forty-two or if not so registered, was to the
satisfaction of the Minister in effect as an enforcible obligation
of the taxpayer prior to the said date;

if such aggregate is not greater than an amount equal to one-halfl of
the taxes otherwise payable by him under subsections one and three
of the said section nine less the deduction provided by section eight
of this Act or the aggregate of

(1) an amount equal to eight per centum of his taxable income
during the taxation year or eight hundred dollars, whichever is
less, in the case of a person subject to tax under Rule three of
section one of Paragraph a of the First Schedule to this Act,
or, an amount equal to ten per centum of his taxable income dur-
ing such year or one thousand dollars whichever is less in the
case of a person subject to tax under Rule one of section one of
Paragraph a of the First Schedule to this Act, and

(i1) an amount equal to one per centum of his taxable income
during the taxation year or one hundred dollars whichever is less
for each dependent in respect of whom he may make a deduction
from his normal tax under Rule five of section one of paragraph
A of the First Schedule to this Act

whichever is less.

(2) I in any case, the aggregate of the payments described in para-
graphs (a), (b), (¢) and (d) of subsection one of this seccion, is greater
than either an amount equal to one-half of the taxes otherwise pay-
able by the taxpayer under subsections one and three of section nine
of this Act or the aggregate of the amounts set out in pacagraphs
(1) and (ii) at the end of the said subsection one of this section, then
the taxpayer may deduct from the aggregate of the taxes otherwise
payable by him in any year under subsections one and three of section
nine of this Act either an amount equal to one-half the taxes other-
wise payable by him under subsections one and three of section nine
of this Act, or the aggregate of the amounts set out in subparagraphs
(i) and (i1) at the end of the said subsection one of this section, which-
ever Is less. )

(3) A person over sixty-five years of age may, if his income in the
taxation year was less than five thousand dollars, deduct from the
aggregate of the taxes otherwise payable by him in any year under
subsections one and three of section nine of this Act, less the deduc-
tions provided by section eight of this Act, ecither one-half of such
taxes or the aggregate of

(@) an amount equal to eight per centum of his taxable income
during the taxation year or eight hundred dollars whichever is
less in the case of a person subject to tax under Rule three of
section one of Paragraph A of the First Schedule to this Act, or,
an amount equal to ten per centum of his taxable income during
such year or one thousand dollars whichever is less in the case
of a person subject to tax under Rule one of section one of Para-
graph A of the First Schedule to this Act, and

(b) an amount equal to one per centum of his taxable income
or one hundred dollars whichever is less for ecach dependent in
respect of whom he may make a.deduction from his normal tax
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under Rule five of section one of paragraph A of the First Schedule
to this Act,

whichever is less.

(4) The cxpression ‘‘premiums”’ in this section means in the case
of industrial or fraternal insurance the amount of the gross premiums
for one vear, and in all other cases means the gross premiums for one
vear less dividends paid, policy loans obtftmed exclusive of interest
and cash values paid within the taxation year.’

9. Paragraph (a) of subsection one of section eight of the said Act
1s 10])&110([ and the following substituted therefor:

“(a) The amount paid to Great Britain or to any of its self-
governing dominions or dependencies for income tax in respect
of the income of the taxpayer derived from sources therein; and”

10. Subsection two of section eight, as enacted by section fourteen
of chapter cighteen of the statutes of 1940-41, and subscction three
of the said section ecight are repealed and the following substituted
therefor:

“(2) Such deduction shall not excced the same proportion of the
tax otherwise payable under this Act or the sum total of the income
tax and exeess profits tax otherwise payable under this Act and the
Ercess Profits Tax Act, 1940, as provided for in the proviso to sub-
section onc of this section, as that which the taxpayer’s net profits
from sources within such country and taxed thevein bears to his
entire net profits from all sources without taking into account the
deduction provided by Rule one of section two of paragraph A of the
First Schedule to this Act.

“(3) Any such deduction shall be allowed only if the taxpayer
furnishes evidence satisfactory to the Minister showing the amount
of tax paid and the particulars of income derived from sources within
Great Britain or any of its self-governing dominions or dependencies
or any foreign country.”

10a. Section eight of the said Act is further amended by adding
thereto the following sub-section:—

“(5) A taxpayer shall be entitled to deduct from the sum total of
the Income Tax payable by him under this Act and the Excess Profits
tax payable under The Excess Profits Tax Act, 1940, forty per centum
of the following: :

(a) Contributions to associations, syndicates or mining part-
nerships registered or otherwise 1ecoanlzed under the laws of any
province of Canada and organized for the purpose of prospecting
i Canada for base metals or strategic minerals, not exceeding in
the case of any one association, syndicate or mining partnership
five hundred dollars, and not exceeding five thousand dollars in
respect of the aggregate of the contributions made to all such
associations, syndicates or mining partnerships; and

(b) An amount not exceeding five thousand dollars actually
expended by any mining or exploration company in prospecting
for base metals or strategic minerals in Canada by means of its
own prospectors;

_Provided, that no such deductions shall be allowed unless the asso-
ciation, syndicate or mining partnership or mining or exploration
company files certified statements of expenditures and satisfies the
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Minister that it has been actively engaged in prospecting for base
metals or strategic minerals by means of qualified persons during a
substantial part of the year one thousand nine hundred and forty-two
and that in the case of an association, syndicate or mining partnership
it has carried out the purpose for which it was formed.”

11. The said Act is further amended by inserting the following
section after section eight thereof:

“8A. Any person who is required by a decree, order or judgment
made by a competent tribunal in any action or proceeding for divorce
or judicial separation or pusuant to a separation agreement to make
and does make any payment as alimony or other allowance for the
maintenance of the recipient thereof and the children of the marriage
if any, may, if he is living apart from the spouse or former spouse to
whom he 1s required to make such payments, deduct from the taxes
otherwise payable by him under subsections one and three of section
nine of this Act, the amount of the tax which such spouse or former
spouse would pay upon the aggregate of such payments in the taxation
year if such payments were the only income of such spouse or former
spouse and such spouse or former spouse were an unmarried person
resident in Canada with no dependents except the cbildren, if any, for
whose maintenance such payments were, in part, made.”

12. Subsection one of section nine of the said Act, as amended by
section six of caapter fourteen of the statutes of 1932-33 and subsec-
tion two of the said section nine, as enacted by section eight of chapter
forty-one of the statutes of 1932-33, are repealed and the following
subsections substituted therefor:—

“9. (1) There shall be assessed, levied and paid upon the income
during the preceding year of every person, other than a corporation or
joint stock company,

(a) residing or ordinarily resident in Canada at any time in
such year; or

() who sojourns in Canada in such year for a period or periods
amounting to one hundred and eighty-three days; or

(¢) who is employed in Canada at any time in such year; or

(d) who, not being resident in Canada, is carrying on business
in Canada at any time in such year; or

(¢) who, not being resident in Canada, derives income for
services rendered in Canada at any time in such year, otherwise
than in the course of regular or continuous employment, for any
person resident or carrying on business in Canada; or

(f) who, before his appointment was a resident of Canada and
is now or hereafter becomes a Minister, High Commissioner,
officer, servant or employee of the government of Canada, or an
agent general for any of the provinces of Canada, or any officer,
servant or employee thereof, resident outside of Canada, except
upon income received by way of salary from the said government;

a tax computed in accordance with the rules set forth in paragraph A
of the First Schedule to this Act and the rate set forth in paragraph
AA of the said First Schedule.

(2) Save as herein otherwise provided, corporations and joint stock
companies resident or carrying oa business in Canada, no matter how
created or organized, shall pay a tax upon income at the rate applicable
thereto set forth in the First Schedule to this Act.”
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13. (1) Subsection two of section nine B of the said Act, as enacted
by seetion nine of chapter forty-one of the statutes of 1932-33 and
as amended by section five of chapter fifty-five of the statutes of 1934,
by seetion nine of chapter forty of the statutes of 1935, by sections
seven and cight of chapter thirty-cight of the statutes of 1936, by
section ten of chapter forty-six of the statutes of 1939 (First Session),
and by section sixteen of chapter cighteen of the statutes of 1940-41,
is further amended by adding the following paragraph at the end
thercof:— '

“(f) salarices, wages, premiums, annuitics, compensation, re-
munerations, emoluments, rents and other fixed or determinable
annual or periodical gains, profits and income received from
sources within Canada by any such non-resident person, who is
not engaged in trade or business within Canada, has not an office
or place of business therein, and has not performed personal
services within Canada at any time in the year, provided that
such non-resident is a resident of a country which imposes a tax
of a similar nature in respect of similar kinds of income derived
from sources within such country and payable to non-residents of
such country.

The tax payable by virtue of this paragraph shall be deducted
by the Canadian debtor from the amount paid or credited to such
non-resident at the time of payment or crediting and shall be
remitted to the Receiver General of Canada.”

(2) Subsections three, four and nine, as enacted by section seventeen
of chapter eighteen of the statutes of 1940-41, and subsections five,
seven and eight, as enacted by section nine of chapter forty-one of the
statutes of 1932-33, of the said section nine B, are repealed and the
following substituted therefor:—

“(3) In the case of bearer coupons or warrants, whether represent-
ing interest or dividends, the taxes imposed by this section shall be
collected by the encashing agent or debtor who shall, in the case of
the tax imposed by subsection one of this section, withhold five per
centum of the interest or dividends in respect of which such tax is
imposed, and, in the case of the tax imposed by subsection two of this
section, withhold fifteen per centum of the interest or dividends in
respect of which such tax is imposed, and remit the same to the
Receiver General of Canada;

Provided that any encashing agent so withholding and remitting

shall be entitled to recover one hundred per centum of such interest or

Sivlgidends represented by such bearer coupon or warrant from the
ebtor.

(4) In the case of interest or dividends in respect of fully registered
shares, bonds, debentures, mortgages or any other obligations, the
taxes imposed by this section shall be collected by the debtor who shall,
in the case of the tax imposed by subsection one of this section, with-
hold five per centum of the interest or dividends in respect of which
such tax is imposed, and, in the case of the tax imposed by subsection
two of this section withhold fifteen per centum of the interest or
dividends in respect of which such tax is imposed and remit the same
to the Receiver General of Canada.

(5) No exemptions, deductions or tax credits provided by any other
section of this Act shall apply in the case of the taxes imposed by this
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section except those exemptions provided by paragraphs (a), (b), (c)
and (k) of section four of this Act.”

“(7) For the purposes of this section the Minister shall have full
power to determine the persons who are deemed to be residents of
Canada, and in the case of a person who is resident abroad as well as
in Canada, what income is taxable under the provisions of paragraphs
(@), (), (¢), (@), (e) and (f) of subsecction two of this section.

(8) Whenever an agent of a non-resident person receives payment
of any money in respect of which a tax is imposed under this section
and from which the tax has not been withheld, such agent shall with-
hold the tax from his principal and remit the same to the Receiver
General of Canada.

(9) Every agreement for payment to a non-resident person of any
money in respect of which a tax is imposed upon such non-resident
person by this section, without deducting or withholding such tax, is
void.”

14. Notwithstanding anything contained in subsection two of
section thirteen of this Act, section nine B of the Income War Tax
Act shall have effect as if the said subsection two had not been enacted
in respect of interest on bonds or other obligations of or guaranteed
by His Majesty in right of any province and in respect of interest on
bonds or other obligations, provision for the payment of which
interest is made by His Majesty in right of any province pursuant to
a statute.

15. (1) Subsection two of section eleven of the said Act as enacted
by section seven of chapter fifty-five of the statutes of 1934 and
amended by section ten of chapter thirty-eight of the statutes of
1936, is repealed and the following is substituted therefor:

“(2) Income accumulating in trust for the benefit of unascer-
tained persons, or of persons with contingent interests shall be
taxable in the hands of the trustee or other like person acting
in a fiduciary capacity, as if such income were the income of a
person other than a corporation; provided that he shall not be
entitled to the deductions for which provision is made in Rule
five of section one and Rules one, three, four and five of section
two of paragraph A of the First Schedule to this Act; Provided,
further, that should more than one such trust be created, sub-
stantially all the assets of which are received from one person
(whether or not administered by the same or different trustees)
and be so conditioned as to fall in ultimately in favour of one
beneficiary, class or group of beneficiaries, then tha income of the
several trusts shall be taxed as one trust in the hands of such
one of the trustees as the Minister may determine.”

(2) Paragraph (¢) of subsection four of section eleven of the said
Act, as enacted by section nineteen of chapter eighteen of the statutes
of 1940-41, is repealed and the following is substituted therefor:

“(e) income taxable under the provisions of this subsection shall
be taxed as if such income were the income of a person other than
a corporation, provided that no deduction may be made under
Rule five of section one and Rules one, three, four and five of
section two of paragraph A of the First Schedule to this Act.”
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16. Scction thirteen of the said Act, as enacted by section ten of
chapter forty-one of the statutes of 1932-33, is amended by adding
thereto the following subsection:—

¢(2) Where the Minister is of opinion that taxation for any period
has been or may be reduced as a result of any transaction entered into
after the thirty-first day of December, one thousand nine hundred
and forty-one, he shall have the power to determine in the notifica-
tion sent by registered letter as provided for in subsection one of this
section that the amount of such accumulation which he considers
excessive shall be deemed to be distributed on the date of the said
notification and the shareholders shall be deemed to have received
such amount of profits as a dividend on the date of such notification
and shall be taxable accordingly.”

17. Subsection two of section nineteen of the said Act, as enacted
by section eleven of chapter thirty-eight of the statutes of 1936, is
repealed and the following substituted therefor:—

“(2) Where, pursuant to subsection one of this section a dividend
is decmed to be paid to a company incorporated or carrying on busi-
ness in Canada, such company shall, notwithstanding section four of
this Act, be taxable on the amount thereof; and where, pursuant to
subsection one of this section a dividend is deemed to be paid to a
company incorporated outside of Canada which does not carry on
business in Canada, the company making the payment, unless it is
one of the companies described m paragraph (p) of section two or
paragraph (k) of section four of this Act, shall deduct from such pay-
ment the amount of income tax payable thercon under subsection two
of section nine of this Act at the rate applicable thereto at the time
when such payment is deemed to be made and shall pay the same to
the Receiver General of Canada.”

18. Scction twenty-five A of the said Act, as enacted by section six
of chapter twenty-four of the statutes of 1930, is amended by adding
thereto the following subsection: —

“(2) Any tax deducted under the provisions of subsection two of
section nine B of this Act from any cdividends or interest which are
made taxable under subsection one of this section shall be applied as a
credit agamnst the tax subsequently found due by any non-resident
person whose income is liable to taxation under the provisions of sub-
section one of this section.”

19. (1) Subsections three and four of section twenty-seven of the
said Act, as enacted by section twenty-two of chapter thirty-four of
t%me statutes of 1940, are repealed and the following substituted
therefor:—

“(3) The amount so deducted shall be remitted to the Receiver
General of Canada at the same time as the payment is made to or
placed to the credit of the non-resident person, and shall be accom-
panied by a statement in the form prescribed by the Minister.

(4) Whenever an agent of a non-resident person receives payments
on account of anything mentioned in this section, from which the
deduction herein mentioned has not been made, such agent shall make
stuch deduction before he pays over or places such sum to the credit
of his principal and shall remit the amount thereof to the Receiver
General of Canada.”

(2) The said section twenty-seven, as enacted by section twenty-
two of chapter thirtv-four of the statutes of 1940 and amended by
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sections twenty-two and twenty-three of chapter eighteen of the stat-
utes of 1940-41, is further amended by adding the following thereto
as subsection eight thereof:—

“(8) Subsection seven of this section shall only be applicable to
persons resident in a country which grants a similar privilege to resi-
dents of Canada liable to pay a tax in such country upon rentals from
real estate therein.”

20. Section thirty-three of the said Act, as amended by section
twenty-four of chapter eighteen of the statutes of 1940-41, is repealed
and the following substituted therefor: —

¢33. (1) Every person liable to taxation under this Act shall,

(a) on or before the thirtieth day of September in each year if
his salary or wages are equal to or greater than three-quarters of
his income, and

(b) on or before the thirtieth day of April in each year in the
case of all other persons;

without notice or demand, deliver to the Minister a return in such
form as the Minister may prescribe, of his total income during the last,
preceding year.

(2) Any person, whether liable to tax under this Act or not, shall
at any time upon receipt of a notice or demand in writing from the
Commissioner of Income Tax or any officer authorized to make such
demand, deliver {o the Minister a return, in such form as the Minister
may prescribe, of his total income during the last preceding year.”

21. Section thirty-four of the said Act is amended by adding the
following subsection thereto:—

“(2) In case a partner or proprietor dies after the close of the fiscal
period but before the end of the calendar year, a separate return of
the income of the deceased partner or proprietor from the business
after the close of such fiscal period up to the date of death shall be
made and income tax shall be assessed, levied and paid upon such
income as if the same were the income of another person.’

22. (1) Subsection one of section thirty-nine of the said Act is
repealed and the following substituted therefor:—

“39. (1) Every employer shall make a return on such form as the
Minister may prescribe on or before the fifteenth day of October in
each year showing

(¢) every person in his employ who received any salary or other
remuneration in the preceding calendar year and the amount of
such salary or other remuneration;

(6) the amount of the tax deducted pursuant to section ninety-
-two of this Act from the salary and wages of each person in his
employ in the twelve month period ending the thirty-first day of
Au(%ust in the year in which such return is required to be made;
an

(¢) in the case of the return to be filed on or before the fiftcenth
day of October, nineteen hundred and forty-three, the amount of
National Defence tax deducted under section ninety-one of this
Act in the months of January to August, inclusive, of the year
nineteen hundred and forty-two.”

765027—42— 6
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(2) Subsection four of the said section thirty-nine, as enacted by
section seven of chapter fourteen of the statutes of 1932-33, is repealed
and the following substituted therefor:—

““(4) The returns required by subsections two, two A and three
of this section shall be delivered to the Minister on or before the last
day of February in each year without any notice or demand being
made therefor and in such form as the Minister may prescribe.”

23. Section forty-eight of the said Act, as enacted by section
fifteen of chapter thirty-eight of the statutes of 1936 and amended by
seclion twenty-six of chapter eighteen of the statutes of 194041, 1s
repealed and the following substituted therefor:—

“48. (1) Every person liable to pay any tax under any of the
provisions of this Act, except sections nine B, twenty-seven and
eighty-eight thereof, shall estimate the amount of such tax payable
by him in the return of the income upon which such tax is payable.

(2) Any person from whose salary or wages any amount has been
deducted under section ninety-two of this Act shall, if the aggregate
of his salary or wages during the taxation year is equal to or greater
than three-quarters of his income for such year, pay to the Receiver
General of Canada at the time when he is required under section
thirty-three of this Act to make the return of his income for such taxa-
tion year, the amount by which the tax on his income during such
year, as estimated under subsection one of this section, exceeds the
aggregate of

(1) all amounts deducted from his salary or wages under sub-
section two of section ninety-two of this Act during the twelve
months period commencing the first day of September in the
taxation year;

(ii) all amounts deducted under subsection one of section
ninety-two of this Act during the taxation year from interest or
dividends forming part of his income; and

(i) in respect of the tax payable on income for the year
nineteen hundred and forty-two only, all amounts deducted from
his income as National Defence Tax under the provisions of
sectien ninety-one of this Act in the months of January to August,
nineteen hundred and forty-two, both inclusive,

and if any person fails to pay any amount which he is required to pay
by this subsection, or any part thereof, as thereby required, he shall
pay interest thereon at the rate of five per centum per annum from
the day on or before which such payment was required to be made
to the day of payment.

(3) Every person, other than a corporation or a person to whom
subsection two of this section applies, shall pay all taxes which he is
liable to pay upon his income during any taxation year under any of
the provisions of this Act, except sections nine B, twenty-seven and
eighty-eight thereof, by quarterly instalments during the twelve
month period commencing the first day of September in the taxation
year, as follows:— :

(a) on or before the fifteenth day of October and on or before
the fifteenth day of January in such period, an amount equal to
one-quarter of such tax as estimated by him on his income for
the year last preceding the taxation year or on his estimated
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income for the taxation year, at the rates for the taxation year;
and

(b) on or before the fifteenth day of April and on or before the
fifteenth day of July in such period, one-half of the amount by
which the tax payable as estimated by him on his income for the
taxation year at the rates for the taxation year exceeds the aggre-
gate of .
i (i) all amounts paid under paragraph (a) of this subsection,
and

(i) all amounts deducted during the taxation year from
earnings, interest or dividends, forming part of his income
under section ninety-one and subsection one of section ninety-
two of this Act, and

(i) all amounts deducted from his salary or wages under
subsection two of section ninety-two of this Act during the
twelve month period commencing the first day of September
in the taxation year;

and if, after examination of any person’s return under section fifty-
three of this Act, it is established for the purposes of this Act that the
instalments paid by hmm under this subsection amount, in the aggre-
gate, to less than the tax payable, he shall forthwith after notice of
assessment is sent to him under section fifty-four of this Act, pay the
unpaid amount thereof together with interest thereon at five per
centum per annum from the thirtieth day of April in the period during
which such instalments were payable until the date of payment.

(4) Every corporation shall pay all taxes which it is liable to pay
in any taxation year under any of the provisions of this Act, except
sections nine B, twenty-seven and eighty-cight thereof, by instal-
ments payable on or before the last day of each month during the
twelve month period ending six months after the close of such taxa-
tion year, as follows:

(¢) during the first eight months in such period, an amount
equal to one-twelfth of such tax as estimated by 1t on its income
for the year last preceding the taxation year or on its estimated
income for the taxation year at the rate for the taxation year;

(b) during the last four months in such period, one-fourth of
the amount by which the tax payable as estimated by it on its
income for the taxation year at the rate for the taxation year,
exceeds the aggregate of

(i) the amounts paid under paragraph (¢) of this sub-
section, and -

(ii) the amounts deducted during the taxation year under
subsection one of section ninety-two of this Act from interest
or dividends forming part of its income,

and if, after examination of any corporation’s return under section
fifty-three of this Act, it is established for the purposes of this Act
that the instalments paid by such corporation in any vear under this
section amount, in the aggregate, to less than the tax payable, it
shall forthwith after notice of assessment is sent to it under section
fifty-four of this Act, pay the unpaid amount thercof together with
interest thereon at five per centum per annum from the day four
months after the end of the taxation year until the date of payment.
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(5) If any person who is required to pay on the quarterly instalment
basis as provided in subsection three of this section pays less than the
amount which he is required to pay on any such date as provided in
the said subsection, he shall pay interest at cight per centum per
annum upon the amount by which his payment on such instalment
date is less than the amount required to be paid on such date from
the date when such instalment became due to the date of payment.

(6) If any corporation pays less than one-twelfth of the tax as
estimated by it on its income for the vear Jast preceding the taxation
vear, or on its estimated income for the taxation year at the rates for
the taxation yvear during cach of the first cight months of the twelve
month period ending six months after the close of such taxation year,
or if it pays less than the amount required as provided in paragraph
(b) of subscction four of this scction during the last four months in
such twelve month period ending six months after the close of such
taxation year, it shall pay interest at the rate of cight per centum per
annum upon the deficiency in any instalment from the date when such
instalment was due to the date of payment; provided, however, that
the interest in respect of the first two months’ instalments in such
twelve month period ending six months after the clese of the taxation
vear one thousand nine hundred and forty-two shall be at tha rate of
three per centum per annum during such twelve-months’ pariod (and
thereafter at the eight per centum per annum rate) upon any deficiency
in any instalment due in the satd two months.”

24, Scction forty-nine of the said Act, as enacted by section fifteen
of chapter thirty-eicht of the statutes of 1936, is repealed and the
following substituted therefor:—

“49, If any person fails to pay any amount which he is required
to pay by subsection two of section forty-eight of this Aet, or any
part thercof, as thereby required, he shall pay, in addition to the
intercst therein provided for, interest on the amount which he so
fails to pay at the rate of three per centum per annum from the day
on or before which such payment was required to be made to the
day of payment.”

25. Subsection two of section fifty-four of the said Act is repealed
and the following substituted therefor:—

“(2) Except as otherwise provided in this Act, any additional tax
found due over the estimated amount shall be paid within one month
from the date of the mailing of the notice of assessment.”

26. Subsection two of section eighty of the said Act as enacted
by section one of chapter thirty of the statutes of 1928 is repealed
and the following substituted therefor:—

“(2) Any information or complaint with respect to any offence
referred to in subscction one of this section, whenever the prosecution,
suit or proceeding is instituted under the provisions of the Criminal
Code relating to summary convictions, may be laid or made within
three years from the time when the matter of the information or
complaint arose.”

27. Scction eight-four of the said Act, as enacted by section sixteen
of chapter forty-one of the statutes of 1932-33, is amended by adding
thereto the following subsection:—

“(3) Where any sum of money is owing by virtue of the provisions
of this section, the Minister shall make a written demand by registered
letter to the person owing such moneys for the amount thereof and
such demand shall constitute a notice of assessment for the purposes
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of this Act and sections fifty-five to seventy-four, both inclusive, of
this Act shall apply mutatis mutandis.”

28. The Schedule of rates at the end of subsection one of section
eichty-eight of the said Act, as enacted by section twenty-seven of
chapter eighteen of the statutes of 1940-41, is repealed and the
following substituted therefor:

“On gifts up to and including $5,000__________________ 109,
On gifts exceeding

$5,000 but not exceeding $10,000_____________________ 119,
$10,000 but not exceeding $20,000____________________ 129,
$20,000 but not exceeding $30,000_________ N e 139,
$30,000 but not exceeding $40,000____________________ 149,
$40,000 but not exceeding $50,000____________________ 159,
$50,000 but not exceeding $75,000____________________ 169,
$75,000 but not exceeding $100,000__ _________________ 179,
$100,000 but not exceeding $150,000__________________ 189,
$150,000 but not exceeding $200,000__________________ 199,
$200,000 but not exceeding $250,000__________________ 209%,
$250,000 but not exceeding $300,000__________________ 219,
$300,000 but not exceeding $400,000__________________ 2297,
$400,000 but not exceeding $500,000__________________ 23197,
$500,000 but not exceeding $600,000________________ 2407
$600,000 but not exceeding $700,000__________________ 2507
$700,000 but not exceeding $800,000__.________________ 26%
$800,000 but not exceeding $1,000,000_ _______________ 2797
$1,000,000____ ______ __ . 28%

29. Subsection three of section eighty-eight of the said Act, as
enacted by section twenty-eight of chapter eighteen of the statutes
of 1940-41, is repealed and the following substituted therefor:—

“(3) The tax shall be paid in full to the Receiver General of Canada
on or before the thirtieth day of April next succeeding the year in
which the gifts were made; and if not so paid the tax shall bear inter-
est at the rate of eight per centum per annum from the date payable.”

30. Section ninety-one of the said Act, as enacted by section twenty-
six of chapter thirty-four of the statutes of 1940 and amended by
section thirty-one of chapter eighteen of the statutes of 1940-41,
shall be repealed on and after the first day of September, one thousand
nine hundred and forty-two and any moneys deducted during the year
one thousand nine hundred and forty-two from earnings, interest or
dividends forming part of any person’s income pursuant to the
provisions thereof, and remitted to the Receiver General of Canada,
shall be deemed to have been paid on account of the taxes imposed
and levied under section nine of this Act upon the income of such
person for the year one thousand nine hundred and forty-two.

31. The said Act is further amended by adding thereto the follow-

ing parts:
“PART XVI
Tax DEDUCTION AT THE SOURCE

92. (1) Every person becoming liable, on or after the first day of
September, one thousand nine hundred and forty-two, to pay to any
person described by paragraphs (a), (b), (¢), (d), and (e) of subsection
one of section nine of this Act, either forthwith or on demand,
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(i) apy amount as interest pursuant to the provisions of a
fully registered bond, debenture or other similar obligation, or

(ii) any amount by way of dividend in respect of any share of
stock,

shall deduct or withhold therefrom an amount equal to seven per
centum of such amount or sum and shall, one week from the day
when the liability to make such paynient ‘HISOS or from the day when
the creditor’s right to demand payment thereof : arises, or at such other
tine as the Minister may by regulation prescribe remit the same to
the Receiver General of Canada on behalf of the creditor to whom
such interest or dividend is payable as a payment on account of taxes
pavable by such person under section nine of this Act.

(2) Every cmployer who, after the first day of September, one
thousand nine hundred and forty-two, pays any salary or wages to
any person in his employ who is resident or employed in Canada with
respect to any established pay-roll period commenciag after the thirty-
first day of August, one thousand nine hundred and forty-two shall
deduct or withhold from such salary or wages such amount in respect
of the taxes payable under section nine of this Act by such person,
as may be prescribed by regulations made by the Governor in Council
and published in the Canada Gazette, and shall remit the same to the
Receiver General of Canada as a payment on account of such taxes
within one week of the day when he becomes liable to pay such salary
or wages or at such other time as the Minister may by regulation
ple\crlbe

(3) Every person liable to deduct or withhold any amount under
subscetions one or two of this section shall from time to time make a
return at such time and in such form, and containing such information,
as the Minister may prescribe.

(4) Every person whose employer is required to deduct or withhold
any amount from his salary or wages under subsection two of this
section shall, prior to the first day of September, nineteen hundred and
forty-two or as may be prescribed by 1e0ulut10ns hereunder, or, if his
employment commences after that date immediately thelefz,fter
furnish to his employer such information as the Minister may require
on a form prescribed by the Minister.

(5) Every employee failing to file with his employer the form
prescribed 1 subsection four of this section shall be liable to have the
deduction from his salary or wages provided for in subsection two of
this section made at the rate authorized as hereinbefore provided in
respect of an unmarried person without dependents in receipt of a
salary within the range in which such employee is paid and without
regard to the tax credit to which he would otherwise have been entitled
in respect of persons dependent upon him for support.

(6) Any person who, pursuant to subscctions one or two of this
section, deducts or withholds any amount from any payment which
he is liable to make to any person shall be deemed to hold the amount
so deducted or withheld in trust for His Majesty.

(7) All amounts deducted or withheld by any person under sub-
sections onc and two of this section shall be kept separate and apart
from the moneys of the person so deducting and in the event of any
liquidation, assignment or bankruptey of the person who made such
deductions the said amounts so deducted shall remain apart and form
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no part of the estate of such person in liquidation, assignment or
bankruptey. Inanyevent the moneys so deducted shall be paid over
to His Majesty in full in priority to the claims of any secured or
unsecured creditors including any claims of His Majesty in right of
any province of Canada. ‘

(8) If the Minister is of the opinion that any person on whose behalf
money has been paid to the Receiver General of Canada under this
section was not liable to pay any tax under this Act, or if the Minister
is of opinion that the moneys paid to the Receiver General of Canada
under this section on behalf of such person are in excess of the tax
which such person was liable to pay under this Aect, the Minister
may, upon application by such person in writing within twelve
months from the close of the calendar year in which such money
was paid, repay to him the amount so paid or such part thereof as
in his opinion such person was not liable to pay.

(9) Any person who fails to comply with any of the requirements
of this section shall be guilty of an offence and liable on summary
conviction to & penalty not excecding ten thousand dollars or to six
months’ imprisonment, or to both such fine and such imprisonment.

(10) No action shall lie agairst any person for withholding or
deducting any sum of money in comphance or intended compliance
with this section or any regulation made thereunder.

(11) In this section, unless the context otherwise requires,

(@) “‘salary or wages” includes any remuneration, compensa-
tion, hire, emolument, stipend, perquisite or any similar payment
or any indemnity, pension or director’s fee, howsoever paid for
any services, functions or duties rendered or performed in Canada;
and

(b) “employer” means any person liable to pay any salary or
wages and includes His Majesty in right of Canada and any
provinece of Canada.

(12) Interest or dividends payable to the following persons shall
not be liable to the deduction at the source provided in subsection one
of this section:—

(¢) persons and institutions mentioned in paragraphs (a) to
(¢), both inclusive, and in paragraphs (p) and (q) of section four
of this Act, .

(b) municipalities or municipal or public bodies which in the
opipion of the Minister perform a function of government,

(¢) His Majesty in right of Canada or any province of Canada.

(13) Dividends payable to corporations shall not be liable to the
deduction at the source provided in subsection one of this section.

PART XVII

REFUNDABLE PorTiON OF TAX

93. (1) The Minister shall, in respect of any taxes paid, as herein
provided, refund to each taxpayer the amount by which either one-
half of the taxes which he was liable to pay upon his income for any
taxation year after one thousand nine hundred and forty-one less the
deductions provided by section eight and before any amount was
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deducted therefrom under section seven A of this Aet or the aggregate
of
(@) an amount equal to eight per centum of his taxable income
during the taxation year or eight hundred dollars whichever is
less in the case of a person subject to tax under Rule three of
section one of Paragraph A of the First Schedule to this Aect,
or, an amount equal to ten per eentum of his taxable ineome
during such year or one thousand dollars whichever is less, in the
ease of a person subject to tax under Rule one of section one of
Paragraph a of the First Schedule to this Act; and
(0) an amount equal to one per centum of his taxable income
during the taxation year, or one hundred dollars whichever is
less for each dependent in respect of whom he may make a dedue-
tion from his normal tax under Rule five of section one of para-
graph A of the First Schedule to this Act,

whichever is less, exceeds the aggregate of the amounts which such
taxpayer is entitled to deduct under seetion seven A of this Aet from
the taxes otherwise payable by him upon his income during the
taxation year under subsections one and three of seetion nine of this
Act.

(2) The amounts refundable under subsection one of this section
shall be paid to the taxpayer after the eessation of hostilities between
Canada and Germany, Italy and Japan, at such times and in such
instalments as may be prescribed by regulation made by the Governor
in Council, but in the case of taxes paid upon ineome for nineteen
hundred and forty-two taxation period not later than the end of the
second fiscal period of the Government of Canada commencing after
a date to be fixed for the purposes of this Act and of The Excess Profits
Tax Act, 1940, by the Governor in Couneil as the date of the cessation
of hostilities between Canada and Germany, Italy and Japan, and
in the case of taxes paid upon income for each subsequent year not
later than one year subsequent to the date fixed for the repayment
of taxes paid upon income for the next succeeding year; provided,
however, that in the event of che death of the taxpayer, payment
may be made to his legal representative at a date earlier than the
date hereinbefore specified.

(3) The Minister shall pay, together with any payment made
pursuant to subsection one of this seetion, interest on the amount
thereof at the rate of two per centum per annum from the first day of
October next after the end of the year in respect of which the refund-
able portion of the tax on the income of the year is levied.”

32. Subsection one of section eighteen of the French version of the
saild Act is amended by striking out in the sixth and seventh lines
thereof the words ‘““la corporation a en caisse des recettes non dis-
tribuées’” and substituting therefor “la compagnie a en sa possession
un revenu non distribué”.

33. (1) Sections one, two, four, six, seven, nine, ten, eleven, twelve,
fiftcen, seventeen, eighteen, nineteen and twenty-one and subsections
one and two of seetion three of this Act and subsection two of seetion
three of the Income War Taz Act as enacted in subsection three of
section three of this Act, and subsections one, three and six of section
five of this Aect, and paragraph (¢) of subsection one of section five of
the Income War Tax Act as enacted in subsection seven of section
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five of this Act and subsection two of section eight. and subsection two
of section thirteen of this Act shall be applicable to income of the 1942
taxation period .and fiscal periods ending therein and of all subsequent
eriods.

| (2) Subscections two and four of section five and subsection oue of
section eight of this Act shall be applicable to income of the 1941
taxation period and of fiscal periods ending therein and of all subse-
quent periods.

(8) Subsection three of section three of the Income War Tax Act
as enacted by subsection three of section three of this Act shall be
deemed to have come into force on and after the first day of July,
1942, and shall be applicable to the profits of the taxation year 1942
and of fiscal periods ending therein subsequent to June thirtieth and
of subsequent years and fiscal periods; provided, however, that if
any fiscal period ends betwcen June thirtieth one thousand nine
hundred and forty-two and July first one thousand nine hundred and
forty-three, the provisions of the said section shall apply to only that
portion of the profits which the number of days of such fiscal period
since June thirtieth one thousand nine hundred and forty-two bears
to the total number of days in such fiscal period.

(4) Subsection one of section thirteen and section twenty-eight
shall be deemed to have come into force on the twenty-fourth day of
June, 1942, and shall be applicable to all payments on or after the
said date.

(5) Section ten A shall apply only in respect of contributions or
expenditures made during the calendar year 1942 and in respect of
taxes payable upon income of the taxation year 1942 or fiscal periods
ending in 1942 or 1943.

(6) Paragraph (p) of subsection one of section five of the Income
War Tax Act, as enacted in subsection seven of section five of this
Act, shall be applicable to the taxation year 1943 and fiscal periods
ending thereiv.

(7) Sections twenty and twenty-two of this Act shall come into.
force on the first day of January, 1943, and shall be applicable to the
income of 1942 and of fiscal periods ending therein.

(8) Subsections four and six of section forty-eight of the Income
War Tax Act, as enacted by section twenty-three of this Act shall
apply in respect of fiscal periods ending on and after the thirty-first
day of December, 1942.

Exnisir 4
1942 AMENDMENTS TO Excress ProriTs TaAx

Act or 1940

1. (1) Paragraph (f) of subsection one of section two of The Excess
Profits Tax Act, 1940, chapter thirty-two of the statutes of 1940, as
enacted by section one of chapter fifteen of the statutes of 1940-41,
is amended by striking out the words ‘this Act” in the ninth line
thereof and substituting therefor the words ‘‘the said tax’.
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(2) Paragraph (i) of subsection one of section two of the said act,
as enacted by section three of chapter fifteen of the statutes of 194041,
is repealed and the the following substituted therefor:—

“(2) ‘standard profits’ means the average vearly profits of a
taxpayer in the standard period in carrying on what was in the
opinion of the Minister the same class of business as the business
of the taxpayer in the year of taxation or the standard profits
ascertained in accordance with section five of this Act:

Provided that standard profits shall not include for the
purposes of this Act property in any form received by a
taxpayer deemed to be the payment of a dividend under
section nineteen of the Income War Taxr Act; and

Provided further that for the purpose of this section profits
shall be deemed to have accrued on an equal daily basis
throughout any fiscal period or portion thereof which is in
question; and

Provided further that losses incurred by the taxpayer
during the standard period shall not be deducted from the
profits in the standard period but the years of losses shall
nevertheless be counted in determining the average yearly
profits during the said standard period; and

Provided further that a taxpayer’s standard profits shall
not be deemed to be less than five thousand dollars before
any adjustment is made in accordance with the provisions
of this Act.”

2. Section three of the said Act is repealed and the following sub-
stituted therefor:—

“3. (1) In addition to any other tax or duty payable under any
othgl' Act and as herein provided, there shall be assessed, levied and
pai

(a) a tax in accordance with the rate set out in the Third Part
of the Second Schedule to this Act, upon the profits during the
taxation period; and

(b) a tax in accordance with the rates set out in the First Part
of the Second Schedule or in the Second Part of the Second Sched-
ule to this Act upon the profits or the excess profits respectively
during the taxation period, whichever of such taxes is the greater
in amount, e

of every person residing or ordinarily resident in Canada or who
is carrying on business in Canada:

Provided that in the case of all persons other than corporations the
tax as provided in the Third Part of the Second Schedule to this Act
shall not apply. :

(2) The tax exigible under this section in accordance with the rates
set out in the First Part of the Second Schedule to this Act shall in no
case operate to reduce the profits of a taxpayer below the amount of
five thousand dollars before providing for any payments to proprietors,
partners or shareholders by way of salary, interest or otherwise.”

3. Section five of the said Act, as enacted by section six of chapter
fifteen of the statutes of 1940—41, is repealed and the following sections
substituted therefor:—
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“5. (1) If a taxpayer is convineed that his standard profits were so
Jow that it would not be just to determine his liability to tax under
this Aet by reference thereto beeause the business is either of a elass
which during the standard period was depressed or was for some reason
peculiar to itself abnormally depressed during the standard period
when compared with other businesses of the same elass he may, subjeet
as hereinafter provided, compute his standard profits at sueh greater
amount as he thinks just, but not exeeeding an amount equal to inter-
est at ten per eentum per annum on the amount of capital employed
in the business at the commeneement of the last year or fiscal period
of the taxpayer in the standard period computed in aeeordance with
the First Sebedule to this Aet:

Provided that if the Minister is not satisfied that the business of
the taxpayer was depressed or that the standard profits as computed
by the taxpayer are fair and reasonable, he may direet that the stand-
ard profits be ascertained by the Board of Referees and the Board
shall thereupon, in its sole diseretion, aseertain the standard profits
at such an amount as the Board thinks just, being; however, an amount
equal to the average yearly profits of the taxpayer during the standard
period or to interest at the rate of not less than five nor more than
ten per centum per annum on the amount of capital employed at the
commencement, of the last year or fisecal period of the taxpayer in the
standard period as computed by the Board in its sole discretion in
accordance with the First Sehedule to this Act, or the Ainister shall
assess the taxpayer in accordance with the provisions of this Act other than
as provided wn this subsection.

(2) If on the applieation of a taxpayer the Minister is satisfied that
the taxpayer was not earrying on business during the standard pericd
or that the profits of the standard period were so low that it would not
be just to determine the liability of the taxpayer under this Aet by
reference thereto because the actual date of commencement of business
by the taxpayer or the date of commenecement fixed by the Minister
pursuant to paragraph (k) of subsection one of section two of this Aet
was subsequent to the thirty-first day of December, one thousand
pine hundred and thirty-seven but before the first day of January, one
thousand nine hundred and thirty-nine, he shall direct that the standard
profits be aseertained by the Board, or (whether or not there has been
an application by the taxpayer) in the case of any taxpayer who has not
commenced business before the second day of January, one thousand
nine hundred and thirty-nine, the Minister shall direct that the standard
profits be ascertained by the Board and the Board in any such case shall
in its sole diseretion thereupon ascertain the standard profits at sueh
an amount as the Board thinks just, being an amount equal to a
return on the eapital employed by the taxpayer at the commeuncenient
of the first year or fiscal period in respeet of which he is subject to
taxation under this Aet at the rate earned by taxpayers during the
standard period in similar eireumstanees engaged in the same or an
analogous elass of business, the capital of the taxpayer to be comni-
puted by the Board of Referees in its sole diseretion in accordance
with the First Schedule to this Act.

(8) If on the application of a taxrpayer the Minister is satisfied that
the business either was depressed during the standard peried or was not
in operation prior to the first day of January, one thousard nine
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hundred and thirty-cight, and the Ninister on the advice of the Board
of Referees is satisfied that because,

(a) the Dbusiness is of such a nature that capital is not am
important factor in the earning of profits, or

(b) the capital has become abvnormally impaired or due to
other extraordinary circumstances is abnormally low

standard profits ascertained by reference to capital employed would
result in the imposition of excessive taxation amounting to unjustifi-
able hardship or extreme diserimination or would jeopardize the con-
tinuation of the business of the taxpayer, the Minister shall direct
that the standard profits be ascertained by the Board of Referces
and the Board shall in its scle discretion thereupon ascertain the
standard profits on sueh basis as the Board thinks just havirg regard
to the standard profits of taxpayers in similar circumstavces engaged
in the same or an analogous class of busiuess.

(4) Notwithstanding anything contained in this section the deci-
sions of the Board given under subsections one, two and three of this
section shall not be operative until approved by the Minister where-
upon the said decisions shall be final and conclusive:

Provided that if a decision is not approved by the MMinister it
shall be submitted to the Treasury Board who shall thereupon deter-
mine the standard profits and the decision of the Treasury Board
shall be final and conclusive.

“51. In the case of taxpayers engaged in the operation of gold
mines or oil wells which have come into production after January
first, one thousand nine hundred and thirty-eight, the amount of
standard profits shall be ascertained on the basis of a presumed
volume of production during the standard period equal to the volume
of production of the taxpayer in the taxation year and a presumed
selling price for the product during the standard period equal to the
average sclling price of the said product during the standard period.”

4. Paragraph (a) of subsection one of section six of the said Act
is repealed and the following substituted therefor:

“(a) such proportion of the income tax payable under the
Income War Tax Act (or payable under the said Act prior to the
application of sections eight, eighty-nine or ninety thereof) and
such proportion of the tax payable under the Third Part of the
Second Schedule to this Act, for the same taxation period as the
excess profits taxable under the Second Part of the Second
Schedule to this Act bears to the total profits of the taxpayer;”

5. Paragraph (a) of subsection two of section six of the said Act is
repealed and the following substituted therefor:—

“(a) the amounts allowed as deductions in paragraphs (a), (b)
and (4) of subsection one of section five of the Income War Tax
Act, and such amount for depreciation as the Minister in his dis-
cretion may allow under paragraph (n) of subsection one of section
six of the said Act;”

6. Subsection two of section six of the said Act, as amended by
sections seven and eight of chapter fifteen of the statutes of 194041,
is further amended by adding thereto the following paragraph:—

“(d) losses of the taxpayer in the immediately preceding year,
as ascertained under the Income War Tax Aet.”’
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7. Paragraph (b), paragraph (c¢) as enacted by section nine of
chapter fifteen of the statutes of 1940-41, and paragraph (d) of section
seven of the said Act are repealed and the following substituted
therefor:—

“(b) the profits of a profession carried on by an individual or
by individuals in partnership if the profits of the profession are
dependent wholly or mainly upon his or their personal qualifica-
tions and if in the opinion of the Minister little or no capital is
employed: Provided that this exemption shall not extend to the
profits of a commission agent or person any part of whose business
consists in the making of contracts on behalf of others or the
giving to other persons of advice of a commercial nature in con-
nection with the making of contracts unless the Minister is satis-
fied that such agent is virtually in the position of an employee of
one employer in which case this exemption shall apply and in any
case the decision of the Minister shall be final and conclusive;

““(¢) the profits of taxpayers other than corporations or joint stock

_ companies, if such profits do not in the taxation period exceed
five thousand dollars before providing for any payment therefrom
to proprietors or partners by way of salary, interest or otherwise;

“(d) the profits of a corporation or joint stock company
which is in the taxation period a personal corporation within the
meaning of paragraph (i) of section two of the Income WWar

Tar Act.”’

8. Section seven of the said Act, as amended by sections nine and
ten of chapter fifteen of the statutes of 194041, is further amended
by adding thereto the following paragraph:—

“(g) The profits of any corporation or joint stock company derived
from the operation of any base metal or strategic-mineral mine which
comes into production in the three calendar years commencing the
first day of January, one thousand nine hundred and forty-three,
but this exemption shall extend only to the income of the first three
fiscal periods of twelve months each commencing on or after the
date of such mine coming into production. The Minister, having
regard to the production of ore in reasonable commercial quantities,
shall determine which mines, whether new or old, qualify under this
paragraph. The Minister shall issue a certificate stating the date
upon which any mine is deemed to have come into production and
establish such fiscal periods of twelve months each, during which
the income derived from any such mine shall be exempt hereunder.
The Minister may make any regulations deemed necessary for carry-
ing this paragraph (¢g) into effect.”

9. The said Act is further amended by adding the following section
immediately after section seven thereof:—

“7a. The following profits shall not be liable to taxation under
section three of this Act in accordance with the rates set out in the
First and Second Parts of the Second Schedule to this Act:—

The profits of a corporation or joint stock company which, in the
taxation year, do not exceed the sum of five thousand dollars, or,
where the taxation year of any corporation or joint stock company
iz less than twelve months, do not exceed the proportion of five
thousand dollars which the number of days in the taxation year of
such corporation or joint stock company, bears to three hundred and
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sixty-five days, before providing for any puynwnts to sharcholders
bv \\ ay of \alm\ interest, dividends or otherwise.”

The said Act is further amended by adding thereto the following
“(‘((1011 inmediately after seetion seventeen:—

“18. (1) There shall be refunded to the taxpaver an amount equal
to twenty per centum of the profits above the point at which the tax
calculated under the TFirst Part of the S('('oncl Schedule is equal to the
tax calculated under the Second Part of the Second Schedule if sueh
profits have been paid by way of taxes under the Income War Tax Act
and this Act to the Receiver General of Canada.

(2) The refundable portion shall be repaid to the taxpayer or to
fis legal representative alter the cessation of hostilities between
Canada and Germany, Italy and Japan, as follows:—

(@) as to any rcfundable portion referable to the profits of
fiscal periods ending in the year one thousand nine hundred and
forty-two, during the second fiscal period of the Government of
Canada commoncing after cessation of the said hostilities;

(b) as to any refundable portion referable to the profits of fiscal
periods ending in the year one thousand nine hundred and forty-
three, during the third fiscal period of the Government of Canada
commencing after cessation of the said hostilities; and so on for
successive fiscal periods;

or notwithstanding the provisions of paragraphs (a) and (b) hereof,
at such carlier times and in such instalments as the Governor in
Council may determine.

(3) The date of cessation of hostilities shall be that date proclaimed
by the Governor in Council that a state of war no longer exists, or
such other date as he may determine for the purposes of refunds
hereunder.”

11. The Second Schedule to this Act, as amended by section seven-
teen of chapter fifteen of the statutes of 1940-41, is repealed and the
following substituted therefor:—

“SECOND SCHEDULE
FirsT PART—

Ten per centum of the profits of corporations and joint stock com-
panies and fifteen per centum of the profits of all persons other than
corporations, before deduction therefrom of any tax paid thercon
under the Income War Tax Act.

SeconND PART—

One hundred per centum of the excess profits.
TaRD PART—

Twelve per centum of profits of corporations and joint stock com-
panies, before deduction therefrom of any tax paid thereon under the
Income War Tax Act.”

12. (1) Sections one, three, five and paragraphs (b) and (d) of sce-
tion seven of this Act shall be deemed to have come into force on and
after the date of the commencement of The Fxcess Profits Tax Act,
1940

(2) Sections two and four, paragraph (¢) of section seven, sections
nine, ten, and cleven of this Act shall be deemed to have come into
force on and after the first day of July, one thousand nine hundred
and forty-two and shall be applicable to the profits of the taxation
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year one thousand nine hundred and forty-two and of fiscal periods
ending therein subsequent to-June thirtieth, and of subsequent years
and fiscal periods, provided however that if any fiscal period ends be-
tween June thirtieth one thousand nine hundred and forty-two and
July first one thousand nine hundred and forty-three, the provisions
of the said sections shall apply to only that portion of the profits which
the number of days of such fiscal period since June thirtieth one thou-
sand nine hundred and forty-two bears to the total number of days in
such fiscal period, and the provisions of the said Act prior to the enact-
ment of the said sections shall apply to that portion of the profits of
the said fiscal period which the number of days of such fiscal period
oceurring before July first one thousand nine hundred and forty-two
bears to the total number of days of such fiscal period.

(3) Section six of this Act shall come into force on and after the
first day of January, one thousand nine hundred and forty-threes and
shall apply to the year one thousand nine hundred and forty-three
and fiscal periods ending therein.

ExHisir 5

1942 AMENDMENTS 70 SPECIAL WAR REVENUE Act, PERTAINING TO
Excise Taxges, Erc,

1. (1) Paragraph (e) of section two of the Special War Revenue Act,
chapter one hundred and seventy-nine of the Revised Statutes of
Canada, 1927, as enacted by section one of chapter twenty-seven of
the statutes of 1940-41, is repealed and the following substituted
therefor:—

“(a) “Minister’” means
(i) in or in relation to Parts I and ITI the Minister of
Finance; and
(i) in or in relation to Parts II and IV to XVII, inclusive,
the Minister of National Revenue;”

(2) The said section is further amended by adding thereto as
paragraph (d) the following:—

“(d) “stamp” or ‘“‘excise stamp’’ means a stamp prepared for
the purposes of this Act pursuant to a direction of the Minister
under section one hundred of this Act.”

2. (1) The heading of Part III of the said Act is repealed and the
following substituted therefor:—

“INSURANCE PrEmMIuMs OTHER THAN MARINE.”

(2) Paragraph (b) of section thirteen of the said Act, as enacted by
section one of chapter fifty-four of the statutes of 1932 and ameunded
by section two of chapter fifty of the statutes of 1932-33, is repealed
and the following substituted therefor:—

“@) “Company” includes any corporation or any society or
association, incorporated or unincorperated, or any partnership.
or any exchange, or'any underwriter, carrying on the business of
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insurance, other than a fraternal benefit society, a corporation
transacting marine insurance. or a purely mutual corporation in
respect of any year in which the net premium income in Canada
of such mutual corporation is to the extent of not less than fifty
per centumn thereof derived from the insurance of farm property
or wholly derived from the insurance of churches, schools or other
religious, educational or charitable institutions;” '

3. Paragraph (¢) of the said seetion thirteen is repealed and the
following substited therefor:—

“(e) “foreign company’’ means any corporation incorporated
under the laws of any foreign country, for the purpose of carrying
on the business of insurance, and includes any association of
persons formed i any such country upon the plan known as
Lloyds whereby each associate underwriter becomes lable for a
stated, limited or proportionate part of the whole amount insured
by a policy and any exchange formed in any such country;”

4. Paragraph (f) of the said section thirteen is repealed and the
following substituted therefor:—

“(f) “net premiums’” means, in the case of a company transacting
life insurance, the gross premiums received by the company other than
the consideration received for annuities, less premiums returned and
less the cash value of dividends paid or credited to policyholders;
and, in the case of any other company, the gross premiums received
or receivable by the company or paid or payable by the insured less
the rebates and return premiums paid on the cancellation of policies:
Provided that in the case of a mutual company which ecarries on
business on the premium deposit plan and in the case of an exchange
“net premiums’” means the actual net cost of the insurance to the
insured during the taxation period together with interest on the excess
of the premium deposit over such net cost at the average rate earned
by the company on its funds during the said period:”.

5. Section fourteen of the said Act, as enacted by section one of
chapter fifty-four of the statutes of 1932, is repealed and the following
substituted therefor:

“14. (1) Every company authorized under the laws of the Dominion
of Canada or of any province thereof, to transact the business of
msurance, other than an associction of persons formed on the plan
known as Lloyds, a mutual company not carrying on the business of life
insurance, and an exchange, shall pay to the Minister a tax of two
per centum upon the net premiums received by it in Canada less net
premiums paid for reinsurance to companies or associations to which
this section applies, during the year 1941 and each calendar year
thereafter.

(2) Every association of persons formed on the plan known as Lloyds,
and every mutual company not carrying on the business of life insur-
ance and not carrying on business on the premium deposit plan,
authorized under the laws of the Dominion of Canada or of any prov-
ince thereof, to transact the business of insurance, shall pay to the
Minister a tax of three per centum upon the net premiums received
by it in Canada, less net premiums paid for reinsurance to companies
or associations, to which this section applies, during the year 1941
and each ealendar year thereafter.
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(8) Every mutual company authorized under the laws of the
Dominion of Canada or of any province thereof, to transact the
business of insurance and which carries on business on the premium
.deposit plan and every exchange so authorized shall pay to the
Minister a tax of four per centum upon the net premiums received
by it in Canada during the calendar year 1941 and each calendar year
thereafter.

(4) Premiums received in respect of life insurance policies from
policyholders resident in Canada, and premiums received in respect of
other policies, insuring persons resident, or property situate, in
Canada at the time such insurance was effected or renewed, whether
or not payment is made in Canada, shall be deemed to be premiums
received in Canada for the purpose of this section.

6. Section fifteen of the said Act, as enacted by section one of chap-
ter fifty-four of the statutes of 1932, is repealed and the following
‘substituted therefor:—

“15. Every company, being a corporation, underwriter or associa-
tion transacting marine insurance, which transacts in Canada, in addi-
tion to its business of marine insurance, a class of insurance ocher
than marine insurance, shall be subject to the provisions of this Part
in respect of such other business as fully as if 1t were not authorized
to transact the business of marine insurance.”

7. Section seventeen of the said Act, as enacted by section one of
-chapter fifty-four of the statutes of 1932, is repealed and the following
substituted therefor:—

“17. (1) Every lLife insurance company to which subsection one of
section fourteen applies shall, on or before the first day of September,
1942, and on or before the first day of March in each year thereafter,
make a return to the Superintendent on a form to be furnished by
him showing the gross premiums, other than the consideration received
for annuities, received by it, the premiums returned, the dividends
paid or credited to policyholders, and reinsurance premiums paid by
1t to companies to which the said section fourteen applies, during the
twelve months ending on the last dey of December preceding the date
on which such return is filed.

(2) Every company or association to which subsection one or
subsection two of section fourteen applies, other than a life insurance
company shell, on or before the first day of September, 1942, and on
or before the first day of March in each year thereafter, malke a return
to the Superintendent on a form to be furnished by him showing the
gross premiums received by it, the rebates, return premiums on can-
cellation of policies and reinsurance premiums paid by it to companies
or associations to which the said subsections apply, during the twelve
months ending on the last day of December preceding the date on
which such return is filed.

(8) Every company to which subsection three of section fourteen
applies shall, on or before the first day of September, 1942, and on or
before the first day of March in each year thercafter, malxe a return
to the Superintendent on a form to be furnished by Liim show ing the
amount of all insurance on property effected or renewed by such com-
pany in Canada and the net premiums in respect of such insurance
received by the company in each case during the twelve months ending
on the last day of December preceding the date on which such return is

Jiled.
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(4) Such return shall, in the case of a Canadian company, be signed
by the president, vice-president, managing director or secretary; in the
case of a company other than a Canadian company, by the chief agent
of the company i Canada, or in the case of a company not haviug a
chief agent in Canada, in such manner as the MiniSter may prescribe.

(5) Every such company shall at the iime of making such return re-
mit to the Superintendent the amount of the tax payable under the
provisions of this Part in respect of the net premiums received by it
during the period covered by the return.”

8. Section twenty-two of the said Act as enacted by section one of
chapter fifty-four of the statutes of 1932, is repealed.

9. Section twenty-five of the said Act, as enacted by section three of
chapter fifty-four of the statutes of 1932, and amended by section five
of chapter twenty-seven of the statutes of 1940-41, is repealed and the
following substituted therefor:—

“25. (1) Every telegraph operator shall pay to the Minister, on the-
first day of February, May, August and November in each year, the
sum of seven cents m respect of each despatch transmitted by such.
telegraph operator during the three months ending respectively on the
last day of December, March, June and September preceding.

(2) Every telephone operator shall pay to the Minister, on the
first day of February, May, August and November in each year, a
sum equal to fifteen per cent. of the charge made by such telephone
operator to the person paying or liable to pay the same in respect
of every long distance telephone call costing more than fifteen cents
made during the three months ending respectively on the last day of
December, March, June and September preceding: Provided that
upon long distance telephone calls made from any public pay station,.
whether operated by means of automatic slot machines or otherwise,
there shall be paid m licu of the tax otherwise imposed by this sub-
section, the summ of five cents for each such call for which a charge
of more than fifteen cents and not more than forty-five cents is made,
and five cents for cach additional charge of thirty-five cents or any
fraction of thirty-five cents: Provided further that the tax imposed
by this sub-section shall in no case be greater than seventy-five cents.
on any one call.

(3) Every telephone operator shall pay to the Minister, on the
first day of February, May, August and November in each year,
the sum of twenty-five cents in respect of each telephone extension
of such operator for each month or part thereof during which such
telephone extension was in any dwelling house, apartment or other
domestic establishment during the three months period ending re-
spectively on the last day of December, March, June and September
preceding the said days. i

(4) It shall be lawful for the operator to add to the regular charge
for every such telephone extension, despatch or call the amount of the
tax imposed by this section and to collect the same from the person
paying or liable to pay for the telephone extension, transmission of the
despatch or call. This subsection shall apply to the Crown as well
in the right of the Dominion as in the right of any province.

(5) No tax shall be imposed in respect of any telephone extension,
despatch or telephoune call for which no charge is made by the operator.”’
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(10) Subsection one of section twenty-six of the said Act, as enacted
by section three of chapter fifty-four of the statutes of 1932, is repealed
and the following substituted therefor:—

“26. (1) Every such telegraph and telephone operator shall make
quarterly to the Commissioner of Excise or officer of the Department
of National Revenue authorized by the Commissioner to receive
the same, a return in accordance with a form approved by the Com-
missioner, setting forth the number of telephone extensions, despatches
or long distance telephone calls taxable under this Part, and the
amount payable in respect thereof.”

11. Section twenty-seven of the said Act, as enacted by section
three of chapter fifty-four of the statutes of 1932, is repealed and the
following substituted therefor:—

“27. Every such telegraph and telephone operator shall make and
keep a record of all taxable telephone extensions, despatches or long
distance telephone calls in books prepared in such form as will enable
an audit to be made thereof to the satisfaction of the Minister.”

12. Subsection one of section twenty-nine of the said Act, as
enacted by section three of chapter fifty-four of the statutes of 1932,
is repealed and the following sugstituted therefor:—

“29. (1) Every such telephone and telegraph operator who fails to
make or keep any record which he is required to make and keep by
section twenty-seven of this Act vs guilty of an offence and liable upon
summary conviction to a penalty not exceeding one thousand dollars.”

13. Subsections one, two and three of section thirty-two of the
said Act, as enacted by section six of chapter twenty-seven of the
statutes of 1940-41, are repealed and the following substituted
therefor:—

“32. (1) Every purchaser of a ticket or right entithng the purchaser
to transportation by railway, bus or aircraft to any place in or outside
of Canada or by vessel between places in Canada or from a place in
Canada and return thereto, shall, in addition to the regular charge for
the ticket or right, pay to the person selling such ticket or right, for
the Consolidated Revenue Fund in addition to the price paid therefor,
a sum equal to fifteen per cent. of the said price: Provided that the
tax imposed by this section shall not apply on the charge for a ticket
or right of transportation, if the regular one way charge for such ticket,
or right to any place in or outside of Canada is seventy-five cents or less:
Provided further that the said tax shall not apply to members of any
naval, military or air forces, when proceeding on leave in uniform.

(2) Every purchaser of a seat in a pullman or parlour car shall, in
addition to the price paid for such seat, pay to the person selling such
seat, for the Consolidated Revenue Fund, fifteen cents.

(3) Every purchaser of a berth in a sleeping car or of other sleeping
accommodation on a railway train shall pay to the person selling the
berth or other sleeping accommodation, for the Consolidated Revenue
Fund in addition to the price paid therefor, a sum equal to fifteen
per cent. of the said price, provided that in no case shall the tax
1mposed by this subsection be less than thirty-five cents.”

14. Paragraph (¢) of subsection six of section thirty-four of the
said Act, as enacted by section six of chapter twenty-seven of the
statutes of 1940-41, is amended by substituting the word “five’’ for
the word “four” in the last line thereof.
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15. Subsection one of seetion seventy-seven a. of the said Aet,
as enacted by section two of chapter forty-onc of the statutes of 1940,
is repealed and the following substituted therefor:—

“77a. (1) Except as hercinafter provided, every manutacturer
and every importer of cigarette papers in packets shall affix to every
packet of cigarette papers manufactured by him or imported into
Canada, an excise stamp or stamps to the value of siz cents for each
one hundred leaves or fraction of one hundred leaves contained in
such packet.”

16. Subsection two of section seventy-seven a. of the said Act,
as enacted by section seven of chapter twenty-seven of the statutes
of 1940-41, is repealed and the following substituted therefor:—

“(2) Except as hereinafter provided, every manufacturer and every
immporter of cigarette paper tubes shall affix to every package of
cigarette paper tubes manufactured by him or imported by him into
Canada, an excise stamp or stamps to the value of twelve cents for
each one hundred cigarette paper tubes or fraction of one hundred
cigarette paper tubes contained in each such package.”

17. Subsection seven of section seventy-seven A. of the said Act,
as enacted by section three of chapter forty-two of the statutes of
1934, is repealed.

18. The said Act is amended by adding immediately after section
seventy-nine thereof the following section as section seventy-nine s.:—

“794. (1) Al cigarettes or manufactured tobacco, whether im-
ported or manufactured in Canada, shall, before they are offered for
sale or are removed from the custody of the proper customs officer for
sale or consumption, be put up and prepared in such packages as may
be prescribed by regulations made under this Act, unless they are
imported in such packages.

(2) Except as hereinafter provided, every manufacturer and every
importer of cigarettes shall, before any cigarettes manufactured or
imported by him are offered for sale or are removed from the custody
of the proper customs officer for sale or consumption, affix to each
package thereof an excise stamp or stamps to the value of one cent
for each five cigarcttes or fraction of five cigarettes contained i such
package.

(3) Except as hereinafter provided, every mmanufacturer and every
importer of manufactured tebacco shall, before any manufactured
tobacco, manufactured or imported by him, is offered for sale or is
removed from the custody of the proper custorrs cfficer for sale or
consumption, affix to cach package thereol an excise stamp cr sten ps
to the value cf ore cext for each cunce or fraction of an ounce of
tobacco cortai-ed in such package.

(4) The starrps required to be aftixed pursnant to subsections two
and three cf this section shall be aflixed by the marufacturer or -
porter to the satisfaction of the Commissioner of Fxeise 1n such
mart er £s is required by regulaticrs made urder this Act.

(5) 1 shell cot be recessary to afiix any stamp under subsectici s
two ai.d three of this section to packages of cigarettes or manu-
factured tebacco manufactured in Carada for expert out of Canada
if cuch cigarettes or manufactured tebacco are marufactured ard
exported in accordance with regulatiors made urder this Act.

(6) Fer the purpese of this section, “maunufsctured tobaceo”
weans every article, except cigerettes or cigars, made by a tobaecco
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manufacturer from raw leaf tobacco by any process whatsoever, and
includes snuff.”

19. (1) Subsection three of section eighty of the said Act, as enacted
by section eight of chapter twenty-seven of the statutes of 194041,
is amended by striking out the proviso thereto and substituting
therefor the following:—

“Provided, however, that the foregoing exemption shall not extend
to the goods mentioned in section two of Schedule IT to this Act when
used mm the manufacturing of the goods mentioned in sections two,
nine, ten and eleven of Schedule I to this Act.”

(2) Subsection four of the said section eighty as enacted by section
seven of chapter forty-one of the statutes of 1940, is amended by
striking out the words ‘““Schedule I”” in the first line thereof and sub-
stituting therefor the words “Schedules I and 11.”

20. Subsection six of section eighty of the said Act, as enacted by
section fourteen of chapter fifty of the statutes of 1932-33, and
amended by section five of chapter forty-two of the statutes of 1934,
is repealed and the following substituted therefor:—

“(6) The tax by this section imposed upon sugar, syrup, and sub-
stitutes therefor, glucose and grape sugar, imported into Canada
shall be levied and collected upon the importation of any specified
commodity which contains any of these materials in accordance with
regulations to be prescribed by the Minister, and the said tax shall be
graduated according to the quantity of any such materials contained
i any such commodity, and shall be paid by the importer at the time
of importation, at the .same rate as imposed on similar goods of
domestic production.”

21. Section eighty of the said Act is further amended by adding
thereto the following subsection:—

“(9) The excise tax to be imposed, levied and collected under sub-
section one of this section in respect of goods mentioned in section
nine of Schedule I to this Act shall include a tax of one cent per bottle
in addition to the amount for which provisicn is made therein.”

22. The said Act is further amended by adding thereto iramediately
after section eighty thereof the following as section eighty a.:—

“804. (1) There shall be imposed, levied and collected, an axcise
tax equal to twentv-five per cent. of the current market vaiue of all
dressed furs, dyed furs and dressed and dyed furs,

(i) imported into Canada, payable by the importer or trans-
feree of such goods before thay are removed from the custody of
the proper customs officer, or

(1) dressed, dyed, or dressed and dycd in Canada, payable by
the dresser or dyer at the time of delivery by him.

(2) Every person liable for taxes under this section shall, in addition
to the returns required by subsection one of section one hundred and
six of this Act, file each day a true return of the total taxable value
and the amount of tax due by him on his deliveries of diessed furs,
dyed furs, and dressed and dyed furs for the last preceding business
day, under such regulations as may be prescribed by the Minister.

(3) The said return shall be filed and the tax paid not later than the
first business day following that on which the deliveries were made.

(4) The Minister may make regulations for the purpose of deter-
mining what constitutes the current market value of furs, and the tax
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shall be computed upon the value so determined. Such regula-
tions shall be binding upon the owner of the furs as well as upon the
dresser or dyer.’

238 Subscctlon onc of section eighty-two of the said Act as enacted
by section nine of chapter twenty-seven of the statutes of 1940-41,
is repealed and the following substituted therefor:—

“82. (1) There shall be imposed, levied and collected, an excise tax
on playing cards for every ﬁfty—fom calds or fraction of Gifty-four in
each package, of twenty cents per pack.”

24. Subscction one of scetion eighty-three of the said Act, as enactcd
by section ten of chapter twcnty-s ven of the statutes of 1940-41,
repealed and the following substituted therefor:—

“83. (1) There shall be imposed, levied and collected the following
excise taxes:—

(a) a tax of fifty cents per gallon on wines of all kinds, except
sparkling wines, containing not more than forty per cent. of
proof spirit;

() a tax of two dollars and ﬁfl‘y cents per gallon on champagne
and all other sparkling wines.

25. Section eighty-three of the said Act is further amended by
adding as subsection tluee thel eof the following:—

“(3) In this scction ‘wine’ shall include spirituous liquors the prod-
ucts of {ruits, vegetables, roots. herbs, grain, molasses, sugar or other
fermentable sabstance and obtained by the normal alecholic fer-
mentation of the juices or extracts therefrom and not by distillation.”

26. Subsection four of section cighty-six of the said Act, as enacted
by scction ten of chapter forty-one of the statutes of 1940, is repealed.

27. Subsection one of section one hundred and six of the said Act,
as enacted by section thirteen of chapter fifty-four of the statutes of
1932 and as amended by section nine of chapter forty-five of the
statutes of 1936, is amended by striking out at the end thereof the
following words:—

“The said return shall be verified by statutory declaration made by
the person Liable to pay the tax, his attorney or agent.”

28. Subsection four of section one hundred and six of the said Act
as enacted by section thirteen of chapter fifty-four of the statutes of
1932, is repealed and the following substituted therefor:—

“(4) The said return shall be filed and the tax paid not later than
the last day of the first month succeeding that in which the sales were
made, or not later than any subsequent day specified by the Alinister in
writing.”’

29. Subsection one of section one hundred and seven of the said
Act, as enacted by scction four of chapter forty-three of the statutes
of 1930, is repealed and the following substituted therefor:—

“107. (1) Trustees in bankruptey, assignees, administrators, exec-
utors and other like persons, before distributing any assets under their
control, shall obtain a certificate from the Minister certifying that no
taxes or penalties for which provision is made by Part VII and XI to
XV inclusive of this Act chargeable against or payable by any such
person or, chargeable against or payable in respect of any such assets, re-
main vnpaid.”’
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30. Subsection three of section one hundred and ecight of the said
Act is repealed and the following substituted therefor:—

“(8) Every penalty imposed by this Aet, when no other procedure
for the recovery thereof 1s by this Aet provided, may be sued for,
‘prosecuted and recovered with eosts by His Majesty’s Attorney-
General of Canada, or in the case of penalties under Parts I or 111, in
the name of the Minister of Finanece, and in the ease of penalties under
Part II and Parts IV to XVII, inelusive, in the name of the Minister
of National Revenue.”

31. Subseetion four of section one hundred and eight of the said
Act, as enacted by section twenty-one of echapter fifty of the statutes
of 1932-33, is repealed and the following substituted therefor:—

“(4) Any amount payable in respeet of taxes, interest and penalties
under Parts XI to XV inclusive remaining unpaid, whether in whole
-or in part after fifteen days from the date of sending by registered
mail of a notice of arrears addressed to the taxpayer, may be certified
by the Commissioner of Excise and on the production to the Exchequer
Court of Canada or judge thereof or such officer as the Court or
judge thereof may direct, the eertifieate shall be registered in the said
Court and shali, from the date of such registration, be of the same force
and effect, and all proceedings may be taken thereon, as if the eertifi-
cate were a judgment obtained in the said Court for the recovery of a
debt of the amount specified in the eertificate, including penalties to
date of payment as provided for in Parts XI to XV inclusive of this
Act and entered upon the date of such registration, and all reasonable
-eosts and charges attendant upon the registration of such certificate
shall be reeoverable in like manner as if they were part of suech
judgment.” '

32. Subsection five of seetion one hundred and eight of the said
Aet 1s repealed and the foliowing substituted therefor:—

“(5) In any ease where judgment is obtained tor any taxes payable
under Parts XI to X7 inelusive of this Aect, the provisions in such
Parts by whieh a penalty is imposed for non-payment of such taxes
shall be applicable muiatis mutandis to non-payment of such judgment,
alnlc)l such penalty shall be recoverable in like manner as the judgnient
debt.”

33. Subsection two of section one hundred and eleven of the said
Act, as enaeted by section five of chapter fifty-two ot the statutes of
1938, is repealed and the fellowing substituted therefor:—

“(2) Every person who contravenes any requirements of Part IV
to XVII inclusive, of this Act or any regulations of the Minister under
the said Parts for which no other penalty is provided, shall be liable on
summary conviection, to a penalty of not less than fifty dollars and not
exeeeding one thousand dollars.”

34. Section one hundred and twenty-one of the said Aect as-enacted
by section thirteen of chapter twenty-seven of the statutes of 194041,
is amended by adding at the end thereof as paragraph (d) the fol-
lowing:

“(d) “patron” shall mean any person attending or present at
a place of amusement.”
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35. The said Act is further amended by inserting immediately
after section one hundred and twenty-two, as section onc hundred
and twenty-two A., the following:—

“1224. (1) Upon payment by any patron of the price of admission
to a place of amusement, the person liable to pay the tax shall issue
an admission ticket to such patron and shall cause the same to be
collected before such patron is admiited to the place of amusement.

(2) The person collecting a ticket pursuant to subsecction one of
this scction shall forthwith divide the same in two equal parts and
shall deliver one part thereof to the patron from whom he collected it
and shall place the other part in a receptacle of such design and in such
a position as may be required by regulations made under this Act.

(3) A patron to whom a portion of a ticket is delivered under sub-
section two of this section upon being admitted to a place of amuse-
ment, shall keep the same in his possession until he leaves such place-
of amusement.”

36. The said Act is further amended by adding immediately after
Part XV thereof as Parts XVI and XVII, the following:—

“PART XVI
TAX ON CERTAIN PLACES OF ENTERTAINMENT

“133. For the purpeses of this Part, unless the context otherwise
requires,

(a) ““‘charge’” means any entrance charge or fee, cover charge,
charge for mcals, services or merchandise or any other fee or
amount collected from or charged to a patron, if at any time
after his arrival at the place of entertainment any facilities for
dancing or entertainment have been provided for the pa.rons.

() “patron” means any person attending or present at a
place of entertainment;

(¢) “operator’” means every owner, manager or operator who
operates any place of entertainment, cvery employee or agent
of any such person, every person selling or supplying goods or
services in, or in connection with, a place of entertainment and
every employee or agent of any such person.

(d) “place of entertainment’”’ means any place

(1) where liquor, beer or wine is sold or provided, if
facilities for dancing are provided for the patrons, or

(11) where liquor, beer or wine is sold or provided, if
entertainment by one or more paid performers is provided
for the patrons, or

(iii)) where facilities for dancing and entertainment by
one or more paid performers is provided for the patrons,

whether or not such place is enclosed or is in a building or other
structure; but a place shall be deemed not to be a place of entertain-
ment at any time when neither facilities for dancing nor entertain-
ment as aforesaid by one or more paid performers are provided for
the patrons.

“134. There shall be imposed, levied, and collected an excise tax
equal to twenty per cent. of the amount of every charge made to a
patron of any place of entertainment, which shall be paid by such
patron to the operator.
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© “135. (1) Every operator shall furnish to each patron, before he
leaves the place of entertainment, one or more bills or invoices for all
charges, charged to or collected from him since his arrival at such
place, and shall affix to each such bill or invoice, and cancel, an excise
‘stamp or stamps to the amount of the tax for which provision is made
by section one hundred and thirty-four of this Act in respect of the
«charges set out therein.

(2) Every patron shall retain all bills and invoices furnished to him
under subsection one of this section until he leaves the place of
-entertainment.

“136. The Minister may, in his diseretion, exempt any person {rom
payment of the tax for which provision is made in section one hundred
and thirty-four of this Act whenever any place of entertainment is, in
his opinion, operated principally for a charitable purpose rather than
{or the operator’s gain or profit.

“137. Every pecson who fails to present a bill or invoice or to affix
‘or cancel an excise stamp or stamps as required by section one hundred
and thirty-five of this Act is guilty of an offence and lable, on sum-
mary conviction, for the first offence, to a penalty of not less than
twenty-five dollars and not exceeding two hundred dollars and in
default of payment to imprisonment for a term of not less than three
months and not more than twelve months, and for each subsequent
offence to a penalty of not less than two hundred dollars and not
.exceeding five thousand dollars and in default of payment o imprison-
ment for a term of not less than six months and not exceeding two
years.

“138. Kvery patron who fails to pay any tax for which provision is
made under scetion one huadred and thirty-four of this Act upon being
presented with a bill or invoice pursuant to section one hundred and
thirty-five of this Aet, is guilty of an offence and liable, on summary
conviction, to a penalty of not less than twenty-five dollars and not
more than two hundred dollars.

PART XVII
RETAIL PURCHASE TAX

“139. For the purposes of this Part, “tax paid value” of any article
means the value of the article as it would be determined for the pur-
pose of calculating an ad valorem duty upon importation of such
article into Canada under the laws relating to the Customs and the
Customs Tariff whether such article be in fact subject to ad valorem
or other duty or not, and in addition the amount of all other duties
and taxes thereon payable.

£140. (1) Whenever goods mentioned in Schedule VI of this Act
are imported into Canada by the consumer or user, there shall be im-
posed, levied and cellected, in addition to any other duty or tax that
may be payable under this Act or any other statute or law, a retail
purchase tax in respect of such goods at the rate set opposite to each
item in the said Schedule computed on the tax paid value.

(2) Whenever goods mentioned in Schedule VI of this Act, having
been manufactured or produced in Canada or imported into Canada,
are delivered to the consumer or user, there shall be imposed, levied
:and collected, in addition to any other duty or tax that may be payable
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under this Act or any other statute or law, a retail purchase tax in
respect of such goods at the rate set opposite to each item in the said
Schedule computed on the sale price.

“141. In any case where goods mentioned in the said Schedule VI
are imported, the retail purchase tax for which provision is made in
subscetion one of section one hundred and forty of this Act shall be
paid by the importer or transferee of such goods before they are
removed from the custody of the proper customs officer, by affixing to
the customs import entry an excise stamp or stamps to the amount of
the said tax.

“142. (1) In any case where goods mentioned in the said Schedule
V1, having been manufactured or produced in Canada or imported into
Canada, are sold for consumption or use, the retail purchase tax for
which provision is made in subsection two of section one hundred and
forty of this Act shall be paid at the time of delivery of such goods
pursuant to such sale.

(2) In any case where goods mentioned in the said Schedule VI,
having been manufactured or produced in Canada or imported into
Canada, ave sold for consunmption or use, the purchaser shall pay
the amount of the tax imposed by subsection two of section one
hundred and forty of this Act to the vendor of such goods.

(3) In any case where goods mentioned in the said Schedule VI,
having been manufactured or produced in Canada or mmported mnto
Canada, are sold for consumption or use, the vendor shall, before
delivering such goods, furnish to the purchaser a written invoice
showing the date of the sale and the quantity and price of the goods
sold, and shall affix to the said invoice, and cancel, an excise stamp or
stamps to the amount of the tax imposed by subsection two of section
one hundred and forty of this Act.

“143. Eveary person who fails to affix or to cancel an excise stamp
or stamps as required by section one hundred and forty-two of this
Act is guilty of an offence and liable on summary conviction to a
penalty of not less than twenuvy-five dollars and not exceeding two
thousand dollars, and to a further penalty equal to double the amount
of the tax payable, and in default of payment, to imprisonment for a
term of not less than thiee months and not more than twelve months.”

37. Schedule I of the said Act as enacted by section fourteen of”
chapter twenty-seven of the statutes of 1940-41, is amended by re-
pealing sections five, six, seven and eight thercof and substituting
therefor the following:—

“5. Cameras, photographic films and plates, projectors for slides,
films or pictures, except those designed exclusively for indusirial or pro-
fessional photographers’ use—twenty-five per cent.

“6. Phonographs, record playing devices, radio broadcast receiving
sets and tubes therefor—twenty-five per cent.

“7. (a) Electric or Gas Light Fixtures and Lamps and shades,
globes and reflectors therefor—twenty-five per cent.;

(b) The following electrical or gas appliances adapted to household
use:—stoves, ranges, and heaters; water heaters; refrigerators, includ--
ing coils, condensing units, cabinets, boxes, evaporators and expansion
valves therefor—twenty-five per cent.;

- (¢) The following electrical appliances adapted to household use:—
food choppers and grinders; irons and ironers; washing machines;:
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vacuum cleaners and attachments therefor; garbage disposal units;
floor waxers and polishers—twenty-five per cent

(d) The following cleetrical appliances: ——O”I‘IHS waffle irons; hot
plates; roasters; kettles; chafing dishes; food or drink mixers; Julce
extractors; coffee mftl\ers toasters of all kinds; portable humldmurs
curling irons or tongs; hair dryers; permanent waving machines and

spacers or clamps, rods and Teaters therefor; razors and shavers—
twenty-five per cent.

“8. Coin, disc or token operated slot machines and vending ma-
chines; coin, disc or token operated games or amusement devices of
all kinds—twenty-five per cent.

““9. Beverages consisting of unfermented fruit juices (not including
grape and other natiwe fruit juices where at least ninety-five per cent of
the products sold consist of pure juice of the fruit) and imitations thereof,
carbonated beverages or aerated waters and all other compounded
or mixed soft drinks, put up in bottles for sale—twenty-five per cent.”

“10. Chocolate, candy and confectionery which may be classed
as candy or a substitute for candy—thirty per cent.

Provided, however, that in respect of tha goods mentioned in this
section the tax shall be:

One cent on each article or unit selling regularly at a retail
price of five cents;

Two cents on each article or unit selilng regularly at a retail
price of ten cents;

Three cents on cach article or unit selling regularly at a retail
price of fifteen cents;

and the Minister of National Revenue shall be the sole judge of the
classification of the said goods, and the value, and the unit of the sale
thereof for purposes of this tax.

11. Chewing gum—thirty per cent.”

38. The said Schedule I to the said Act is further amended by adding
at the end thereof as sections twelve, thirteen and fourteen the
following:

“12. Trunks; suitcases; bags and luggage of all kinds; ])111:(‘5,
wallets; billfolds; key and car d cas 28; h‘mdbd% jewal cases; dressing
and toilet cases; shopping bags, cxc"pt paper bags, golf and other
sports bags; all the foregoing whether fitted or not—thirty-five

ar cent.;
- Provided the tax hereby imposed shall not apply to the goods men-
tioned herein when manufactured expressly for a customer for his use
in the operation of his business or profession. '

“13. Ash trays; tobacco pipes, cigar and cigarette holders; ciga-
rette rolling devices and other smokers’ accessories, not to include
lighters, matches or tobacco—thirty-five per cent.

“14. Fountain pens; propelling pencils, desk sets and all other desk
i irty-five per cent.”

39. Schedule I1 of the said Act, as enacted by section six of chapter
fifty-two of the statutes of 1938 and amended by scction three of
chapter eight of the statutes of 1939 (2nd session), by sections twenty-
two, twenty-three and twenty-four of chapter forty-one of the stat-
utes of 1940, and by section fifteen of chapter twenty-seven of the
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statutes of 1940-41, is repealed and the following substituted there-

for:—
“SCHEDULE II

. Cigars:—

(a) valued at more than forty dollars per thousand, per thou-
sand—one dollar and twenty-five cents;

() valued at more than forty dollars per thousand and not
more than one hundred and ten dollars per thousand, per thou-
sand—seven dollars and fifty cents;

(¢) valued at more than one hundred and ten dollars per
thousand and not more than one hundred and fifty dollars per
thousand, per thousand—seventeen dollars and fifty cents;

(d) valued at more than one hundred and fifty dollars per
thousand and not more than two hundred dollars per thousand,
per thousand—twenty-five dollars;

(¢) valued at more than two hundred dollars per thousand,
per thousand—iforty dollars;

Provided that the value on imported cigars shall be the duty paid
value as defined in section seventy-nine of this Act; the value of
cigars manufactured in Canada shall include the amount of excise
duty payable thercon.

“2. Sugar, ete..—

(a) Materials enumerated in Customs Tarift Items 134, 135,
135a, 135b—one and one-half cents per pound;

(b) Materials enumerated in Customs Tarift Items 139 (except
glucose and grape sugar) 140 (except molasses)—two cents per
pound

(e) Glucose and grape sugar (except when for use exclusively
in the manufacture of leather and artificial silk—one cent per
pound;

3. Tires and tubes:—

(a) Tires in whole or in part of rubber for automotive vehicles
of all kinds, including trailers or other wheeled attachments used
in connection with any of the said vehicles—five cents per pound;

(&) Taner tubes {or use in any such tires—five cents per pound;

Provided the tax hereby imposed shall not apply to the goods
mentioned herein when used exclusively for the original equipment of
such automotive vehicles.

“4. Carbonie acid gas and similar preparations to be used for aerat-
ing non-alcoholic beverages—fifty cents per ])ound

5. Gasoline— three conts per Imperial gallon.”

40. Schedule T of the said Act as enacted by section seven of
chapter fifty-two of the statutes of 1938 and amended by section four
of chapter fifty-two of the statutes of 1939 (1st session), by section
four of chapter eight of the statutes of 1939 (2nd session), by section
twenty-five of chapter forty-one of the statutes of 1940 and by sections
cighteen and nineteen of chapter twenty-seven of the statutes of 1940—
41, is further amended by striking out under the heading of “Marine
and Fisheries” in the sixth, seventh and eighth lines- immediately
following such heading, the words:
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“Manila fibre for use only in the manufacture of rope not
exceeding one and onc-half inches in circumference for the
fisheries”

and substituting therefor the following:—

“Materials for use only in the manufacture of rope not exceed-
ing one and one-half inches in circumference for fisheries.”

41. The said ‘Act is further amended by adding the following
Schedule thereto as Schedule VI:— )

“SCHEDULE VI.

1. Trunks; suitcases; bags and luggage of all kinds; purses; hand-
bags; jewel cases; brief and catalogue cases; dressing ard toilet cases;
shopping bags, except paper bags; golf and other sports bags; all the
foregoing whether fitted or not—twenty-five per cent.;

2. Clocks and watches adapted to household or personal use—
twenty-five per cent.;

3. Articles commonly or commercially known as jewellery, whether
real or imitation, including diamonds and other precious or semi-
precious stones for personal use or for adornment of the person;
goldsmiths’ and silversmiths’ products including all gold, silver,
chromium or other plated ware and pewter ware—twenty-five per
cent.;

4. Articles of all kinds made in whole or in part of ivory, jet, amber,
coral, mother of pearl, natural shells, tortoise shell, jade, onyx, lapis
lazuli, or other semi-precious stones—twenty-five per cent.;

5. Articles of cut glassware, crystal glassware, cut or not, etched
glassware, metal decorated glassware or marble—twenty-five per
cent.;

6. Articles of china, porcelain, earthenware, stonewarc or other
pottery ware, except articles for use in the preparation or serving of
food or drink—twenty-five per cent.;

7. Ash trays; tobacco pipes; cigar and cigarette holders; cigarette
rolling devices and other smokers’ accessories, not to include lighters,
matches or tobacco—twenty-five per cent.;

8. Fountain pens; propelling pencils; desk sets and all other desk
accessories—twenty-five per cent.

Provided the tax hereby imposed shall not apply to goods of which
the total cost of the consumer or user is not in excess of one dollar in
the case of any goods mentioned in paragraphs 1, 2, 4, 7 and 8 hereof,
or not in excess of fifty cents in the case of any goods mentioned in
paragraphs 3, 5 and 6 hereof.”

42. Section one, sections nine to twelve inclusive, sections fourteen
to thirty-five inclusive and sections thirty-nine to forty-one inclusive
of this Act shall be deemed to have come into force on the twenty-
fourth day of June, one thousand fiine hundred and forty-two, and
to have applied on all goods imported or taken out of warehouse for
consumption on and after that day and to have applied to goods
previously imported for which no entry for consumption was made
before that day.

43. Section thirteen of this Act shall be deemed to have come into
force on the twenty-ninth day of June, one thousand nine hundred
and forty-two.
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44. Part XVI of the Special War Revenue Act as enacted by section
thirty-six of this Act, shall be decmed to have come into force on the
first day of July, 1942, and Part XVII therecof, as enacted by the said
section, shall be deemed to have come into force on the twenty-fourth
day of June, 1942.

45. Sections five to cleven inclusive of Schedule I to the Special

Var Revenue Act, as cnacted by section thirty-seven of this Act,
shall be deemed to have come into forece on the twenty-fourth day
of June, one thousand nine hundred and forty-two, exeept the proviso
to section ten of the said Schedule I which shall be deemed to have
come into force on the fourteenth day of July, one thousand nine
hundred and forty-two.

46. Notwithstanding the provisions of section forty-two of this
Act, paragraph (a) of section two of Schedule II to the Special War
Revenue Act, as enacted by section thirty-nine of this Act, shall be
deemed to have come into force on the sixteenth day of February,
onc thousand nine hundred and forty-two and to have applied on all
goods imported or taken out of warchouse for consumption on and
aftar that day and to have applied to goods previously imported for
which no entry for consumption was made before that day.

47. Scetions twelve to fourteen inclusive of Sehedule I to the said
Act as enacted by section thirty-eight of this Act shall be deemed to
have come into force on the fourteenth day of July, one thousand
nine hundred and forty-two.

48. Sections one, seven and eight of Schedule VI to the said Aet,
as enacted by section forty-one of this Act, shall be deemed to have
been repealed on the fourteenth day of July, one thousand nine
hundred and forty-two.

49. Subsectlion three of seetion one hundred and forty-two of the
said Act as enacted by section thirty-six of this Aet shall be deemed
to have been repealed on the fourteenth day of July, one thousand
nine hundred and fortyv-two and the following shall be deemed to
have been substituted therefor on that day:—

“(3) Where goods mentioned in the said Schedule VI, having been
manufactured or produced in Canada or imported into Canada, are
sold for consumption or use, the vendor shall, before the expiration
of the day on which he delivers sueh goods, compile a statement of all
such goods which he delivered that day, showing the date of the sale
and the quantity and price of the goods sold, and shall affix to the
said statement, and cancel, an excise stamp or stamps to the amount
of the tax in’posed by subsection two of section one hundred and forty
of this Act.”

50. Sections two to cight inclusive, of this Act shall be deemed to
have applied to premiums received by insurance companies in Canada
during the calendar year 1941 and cach calendar year thercafter.

Exuisit 6
Doaxron-ProvinciaL Tax AGREEMENT ACT

Whereas the Dominion and the provinces and certain municipalities
have been levying taxes upon incomes and upon corporations, and it
i1s expedient during the continuation of the present war and for a
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‘certain re-adjustment period thereafter that the Dominion only
'should levy such taxes: Therefore, His Majesty, by and with the
advice and consent of the Senate and House of Commons of Canada,
enacts as follows:—

1. This Act may be cited as The Dominion-Provincial Taxation
Agreement Act, 1942.

2. The Minister of Finance, with the approval of the Governor in
Council, may enter into an agreement with the government of any of
the provinces of Canada to provide, in accordance with and subject
to such terms and conditions as may be set out therein, that the
province and its municipalities shall cease to levy personal income
and corporation taxes as defined in such agreement and subject to
such exceptions as may be set out in such agreement, for the duration
of the war and for a certain re-adjustment period thereafter, and to
provide for the payment of compensation by the Dominion to the
province therefor.

3. The annual amount of such compensation shall be,

(@) in the case of the provinces of British Columbia, Alberta,
Manitoba, Ontario and Quebec, respectively as follows:

British Columbia_______________________ $12, 048, 367. 51
Alberta_______________________________ 4, 080, 860. 64
Manitoba_ ____________________________ 5, 054, 740. 92
Ontario- - - -~ 28, 964, 039. 54
Quebec________________________________ 20, 586, 074. 56

being an amount in cach case calculated as equivalent to the total
revenue obtained by the said provinces from personal income and
corporation taxes during the fiscal year of each of said provinces
and of municipalities therein ending nearest to the thirty-first day
of Decenmiber, 1940, which by the terms of the agreement wiil cease
to be levied; and '

(0) in the case of the provinces of Nova Scotia, New Bruns-
wick, Prince Edward Tsland and Saskatchewan, respectively as

~ follows:
Nova Scotia________. e e e e $2, 585, 308. 72
New Brunswick_ ___ . _____ S —— 3,278, 574. 15
Prince Edward Island_____ ______ ____.____ 264, 769. 94
Saskatchewan_ _ . ___________________ . __ 4,330,471.29

being an amount in each case calculated as equivalent to the net
debt service paid by. the province during its fiscal year ending
nearest to December 31, 1940 (not including contributions to
sinking funds) less the revenues obtained by the province from
succession duties during the said fiscal year:

Provided that any arrcars of personal income and corporation taxes
collected by a province after the close of its said fiscal year may, in
accordance with and subject to such terms and conditions as may be
set out in the agreement, be deducted from the annual amount payable
to the province and shall be paid to the province after the termination
of the agreenicnt.

4, The agreement may also provide that in the case of the Provinces
of Nova Scotia, New Brunswick, Prince Edward Island, Manitoba
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and Saskatchewan, the Dominion shall pay by way of additional
subsidy during cach year of the term of the agreement the respective:
amounts hereinafter set forth:

Nova Seotia_ oo oo ___ $325, 769. 31
New Brunswiek - _________________________ 371,493. 30
Prince Edward Island ____________ ________ ___ 437, 174. 02
Miamitoba. - oo S0~ O L 600, 000. 00
Saskatchewan____ ____________________________ 1, 500, 000. 00

The agreement may also provide, in accordance with and sub-
]cct to such terms and conditions as may be set out therein, that the-
Dominion shall pay to the province the amount by which the net
receipts from the tax imposed by the province on the sale of gasoline-
are less in each case than the following amounts:

Nova Seotia_ - ____-_______ $2, 853, 363. 82
New Brunswick .- _________________________ 2,101, 072. 01
Prince Edward Island _______________________ 307,901. 72
Quebee & S8 __ . DENE S SR 11, 803, 248. 13:
(O DtV S 26, 608, 290. 59
Mantfiohas = TOTT T S S 2,678, 148. 64
Saskatchewan_______________________________ 3,397, 279. 42
Alberta__ ____ R S 3,221, 975. 68
British Columbia____________________________ 3, 763, 625. 95

being an amount in each case calculated as equivalent to the net
receipts of the province from the tax imposed by the province on the-
sale of gasoline during the fiscal year of the province ending nearest
to December 31, 1940.

6. The amounts payable to any province pursuant to an agreement
made under the provisions of this Act or under any agreement hereto-
fore made within the terms hereof shall be a ch&rge upon the Con--
solidated Revenue Fund of Canada and payable out of any unappro-
priated moneys forming part thereof and shall be paid at such times
and in such manner as may be set out in the agreement.

7. This Act shall be deemed to have come into force on the fifteenth
day of March, 1942,

Exuisir 7
Wage ConTrROL IN CANADA

SUMMARY

1t 1s illegal in Canada to increase or decrease basic rates of wages:
without the perinission of the National War Labor Board. Automatic:
wage increases, in the form of a bonus of 25 cents a week, are allowed
for each 1-percent increase in the cost of living. The wage controls,.
although setting a ceiling and a floor for basic wage rates, do not limit
total labor income. (Overtime is thus allowed.) The legislation was.
designed as an inflation curb and is a part of a program which included
price stabilization.

Development of this legislation was a gradual process. There was
first (late in 1939) a statement of policy as to wage increases in war:
industries. The present over-all controls which superseded more-
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limited controls imposed in December 1840 were imposed in late 1941
and have been variously amended since.

Available indexes show that the cost of living, which rose from
110.5 to 115.5 between June and October 1941 (before price controls
were imposed), has remained almost stationary since, standing at
116.1 in May 1942. Average per capita weekly earnings in all
industries increased from $25.25 on June 1, 1941, to $28.65 by NMay
1, 1942.

The action in Canada may be contrasted with the policy in the
United States and Great Britain. The British Government requested
labor unions to prevent wages from rising, and this is said to have been
successful up to a point, but chis point is now regarded as having
been passed.! The London Economist (June 27, 1942) has com-
mented on how ‘‘wage rates have risen haphazardly, dispavately,
anomalously, and unevenly, ever since the war started.” Bowley's
index of weekly wage rates showed an increase from 106 in August
1939 to 134 in April 1942, In the United States, factory average
weekly earnings have increased from $34.26 in June 1941 to $38.93
in May 1942.

A more detailed examination of the Canadian controls and their
history is set out below.

I. Background: General indexes of economic conditions.

Canadian wartime wage contvols were applied first to war indus-
tries.? The wages in these industries of course aie influenced directly
by war expenditures of the Government. For this reason statistics
on war expenditures are presented for cercain dates.

During January 194C expenditures amounted to $13,000,000; in
June 1940, to $40,000,000; in December to $84,000,000. During
June 1941, the amount was $65,000,000 ($108,000,000 in July);in
November $120,000,000, in December, $124,000,000; in February
1942, $133,000,000; in April $205,000,000.

The growth of volume of business, changes in the cost of living, in
earnings and in pay rolis, that occurred during this expansion of the
war program are indicated by the following statistics:?®

1 Washington Star, August 5, 1942. (A review of a London Times editorial of August 4, 1942.)

2 TU. S. Congress. House. Banking and currency committee. 1 hearings, price-control bill, 1941, p. 685
(memorandum from Leon Henderson).
3 Canada, House of Commons Debates, June 23, 1942; Appendix to the Budget, 194243, pp. 44, 45; Domin-

ion Bureau of Statistics, Annual Review of the Employment Situation in Canada during 1941; Monthly
Review of Business Statistics, April 1941, June 1942,

T6037—42 8
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Wage controls have not attempted to limit total labor income.
They are intended to set a ceiling and a floor for wage rates, instead.
For this reason, facts about wage rates are smmﬁcant The followm(r
were the plmclpal facts undellymcr the first order (December 16
1940) prescribing a wartime wages policy for industries covered by the
Industrial Disputes Investlgatlon Act:

1. Average money wage rates had reached the highest point in
Canadian hlstmy, with the e\ceptlon of 1920.

2. Wage rates were 4 percent above 1929 level.

3. Increased employment combined with high wage rates put pay
rolls at their highest point at any time.

4. Cost of living had increased little since the beginning of the war,
and that was far below 1920 or 1929 levels.

5. Real wages were at an all-time high.*

I1. Purposes of wage stabilization.

The principal purpose of the original order was to stop or limit
inflation. 1t was said that “mflation is inevitable it wages continue to
rise. because it 1s not physically possible to devote nearly half of our
national inncome to war purposes and at the same time to have a gen-
eral increase in real wages.” The later plan (1941) added the further
purpose, which it had been sought to attain by other means carlier,
of stimulating transfer of labor to production of defense materials by
limiting wage inereases in industries not engaged in war production.’

III. Development of wage stabilization.

Authority for Canadian Dominion Government regulation of wages
i wartime derives {from the War Mecasures Act. Prior to the war,
the constitution and judicial decisions had given jurisdiction over
wages and related matters to the provinees rather than the Dominion
Government.®

The first step in development of wage control was cxtension (by
Order in Council of November 7, 1939) of conciliation macbhinery of
the Industrial Disputes Investigation Act to disputes between em-
ployers and employees “engaged in the production oi war supplies of
every sort.”” As policy for the conciliation boards (appointed at
request of disputants on the point of a strike or lockout) thie Govern-
ment in June 1940,° suggested that “ ‘reasonable’ wages and hours
should be mmnfamed and that temporary increases in wages ‘might
well be in the form of bonuses.” " ?

Only with the order in council (7440) of December 1940 was there
established a uniform wage policy for conciliation boards, to which
the boards were compelled to adhere. The order provided that (a)
with certain exceptions, the highest rates of wages (not earnings) paid
by the employer between 1926 and December 16, 1940, should be
regarded as fair and reasonable, might be restored if necessary, and
b2 maintained; but wage rates ouﬂht not go above this ceiling. The
order further prov1ded ‘that (0) 1 at-rate bonuses could be paid in the
-event of increased costs of the basic necessities of life (but not as a

4 f“(‘a nada’s Wartime Wages Policy, supplement to the Labour Gazette, in Industrial Canada, August
o D

LRON ")epartmont of Labor, Wartime Regulation of Wages and Hours in Canada, p. 47.

¢ Plumptre A.F. W. Canadian War Finance, Apr. 1, 1941, p. 52,

7Ihid., p. 54; International Labour Review, Fvbru"lv 1041, 43:184.

§ Labor difficultics and dissatistaction emerged when the fall of Franee brought a rapid industrialization
of Canada’s war effort. Plumptre, op. cit. p. 36,

¥ Plumpire, op. cit. p. 57.
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protection against increases in the cost of all purchases) as a supple-
ment to the basie wage rate.'

Uncertainties in application of the order led to a Supplementary
Order establishing a speeific bonus of 25 cents a week for every cost
of living increase of 1 percent; the bonus ought to be paid to all workers
below tlie grade of exeeutives and to Government employees.!

The payment of a cost of living bonus was made mandatory in
settlement of wage disputes in war supply industries (handled under
the Industrial Disputes Investigation Aect).!? And an Industrial
Disputes Investigation Commission was established to attemipt speedy
settlement of disputes without creating conciliation boards.'®

The controls thus established were found not entirely successful n
operation. The scope of the regulation therefore was broadened, and
new administrative machinery was established. The new system
came into effect on November 15, 1941, and subsequently has been
amended several times. The order of October 25, 1941, modified
rules established by earlier orders, and established a National War
Labor Board together with five regional war labor boards.

Where formerly it was “not illegal for employers in war industries
to pay wages higher than those which would conform to the Govern-
ment’s prineiples”’; and employers in fact ‘“not infrequently [paid]
wage rates or grant{ed] bonuses in excess of the rates and bonuses
recommended 1n°the Government’s statements of basic principles’;
it became illegal to inerease or decrease basic rates of wages without
permission of the National War Labor Board (by operation of Order
in Council P. C. 9514, December 9, 1941). Wartime wage regulations
were at the same time extended from application to all employers in
war industries and employers of 50 or more (10 or more in construc-
tion) in nonwar industries, to cover all employers in industry and
eommerce, except the different governmental authorities, the agricul-
tural, fishing, hunting, and similar oceupations, private domestic
employers, hospitals, schools, and other specified nenprofit organiza-

. tions.

Salaried employees, above the rank of foreman, including corpora-
tion directors (or salaried employees ecarning over $250 per month, or
as determined by the War Labor Board), are brought into the sta-
bilization scheme as a result of Order P. C. 9288, in force December
6, 1941. The ceiling for salaries was the most recent rate established
before November 7; for bonuses, and shares of profit, the rate for the
year ending November 6, 1941.

Reasonable increases of pay for promotion are permitted for sala-
ried employees as well as for wage carners. Methods of adjustment
of salaries in newly organized husinesses were provided at the end of
February 1942.1

10 Canada, Minister of Lahor, Labour Gazette, March 1942, %0:63: Plumptre, op. ecit., p. 60; Canads,
Dominion Denartment of Labor. Circular, in U, S. Bureau of Labor Statistics, Monthly Labor Review,
June 1941, p. 1392,

1T, 8. Congress, on, cit. (inemorandum), p. 687.

12U, 8. Bureau of Foreign and Domestic Commerce, Foreign Commerce Weekly, August 9, 1941: Chris-
tian Science Monitor, July 8, 1941, p. 2,

1" U. 8. Congress, op. cit. (Inemoranduin), p. 687,

4 Loc eit.
13 See International Labour Review, April 1942, 430, 431,
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The National War Labor Board (composed of a chairman and four
or more representatives for employers, and a like number for employees;
and with a salaried exccutive committee of the chairman and two
members) administers the wage stabilization order, the Fair Wages
and Hours Act of 1935, and the order (of October 4, 1941) on minimum
wages for all employecs of contractors for Government supplies.®

The general ceiling is at rates of wages paid on November 15, 1941.
For purposes of determining fair and reasonablc wages, and allowing
incereases to such a level, wage rates paid for comparable work in the
locality, or in comparable Jocalities, are taken as a standard. In-
creases of rates may be permitted when the basic scale of wage rates
paid by the employer is found to be low by use of such a standard.

The payment of a cost-of-living bonus to all manual and clerical
workers of the rank of foreman or below is required in every estab-
lishment unless financial inability, or relatively high wages, is demon-
strated. The amount of the bonuses is to be determined and an-
nounced each 3 months by the National War Labor Board. A change
of 1 percent in the cost of living brings—

1. Anincrease of 25 cents per week for all male adult employees,
and for all others earning $25 or more per week.

2. An increase of 1 percent of the basic weekly wage rate for
male employees under 21 years of age, and women earning less
than $25 per week."”

IV, Hflect of wage stabilization.

The cost-of-living bonus is relatively more advantageous to the low-
paid employee than to the better paid, since it is a larger proportion
of his total wage.

Comparison of the cost of living and earnings indexes may indicate
the working of the controls. Between June and October 1941 the
cost of living index rose from 110.5 to 115.5. Thereafter it has been
held almost unchanged, rising enly to 116.3 in November, falling to
115.4 in January, and making the minor rise to 116.1 by May 1942,
Average per capita weekly carnings increased more slowly than cost
of living between June and September, but continued upward there-
after while the cost of living remained stable. The average for all
industries was $25.25 on June 1, $26.37 on October 1, $27.02 on
November 1, $26.13 on January 1, and $28.65 on May 1. Aggregate
pay rolls rose from an index of 100 on June 1, 1941, to 119.4 on March
1, 1942.

These changes in pay indexes have been explained as in part result-
ing from payment of cost of living allowances under the orders. Cther
factors have been concentration of workers in higher paid heavy
industries, and seasonal lay-offs, in lower brackets of earnings.'s

[John C. Jackson, Economic Section, Legislative Reference Section,
Library of Congress, August 6, 1942.]

16 See International Labour Review, December 1941, 669, 671.
17 Canada, Department of Labor. Labour Gazette, March 1942. p. 63.
1 Canada, Department of Labor, The Labour Gazette, May 1942, 52:60%; Dominion Bureau of

.fgatisrics, Monthly Review of Business Statisties, June 1942, 17:23; Annual Review of the Employment
Situation During 1941, pp. 55, 56.
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Exuisir 8
CoOMPULSORY SAVINGS

PROMPT PAYMENT PLANS FOR AN ANTI-INFLATIONARY INCOME TAX

Several antiinflationary prompt collection revenue schemes have
been proposed since the bcgmninw of the war. These inelude with-
holding taxes, forced loans or savings, and post-war credit schemes
other than taxes with forced savings features

Examples of withholding taxes (\\'1tlmut am compulsory savings
feature) are tho proposal of the Tr casury ! to collect a flexible pereent-
age of the year’s income subject to income tax, at souwrce of payment
ach month; Heller’s scheme of at-source collecticns and prompt
pavments; Lutz’s proportional rate gross income tax, withheld at
source; * Hart’s flexible tax plan.®

These particular devices are less complex than Keynes' plan of
compulsory savings. His plan provides for withholding a part of
income at source cach pay (hy and crediting the individual with an
amount that is increased with the size of income (though not pro-
portionally), to be repaid after the end of war. This deviee, thouuh
lacking some dotails ploposod by Keynes, was adented (in 1941) by
Great Britain * for personal income suvacf to income tax. And
post-war credit has been added to the excess-profits tax (also in 1941).
The Minister of Finance of Canada has proposed a plan of compulsory
savings as a feature of income and excess-profits taxes.®

Other post-war credit plans include forced loans from funds for
repayment of private debt (proposed by Abbott, in Tax Institute, op.
cit.); the German plan of granting deduction from taxable income of
amounts loaned to the Government (see Foreign Commerce Weekly,
May 2, 1942); the plan of The London Economist, to offer post-war
credit as compensation for losses due to mobilization for war. (See
the Economist, April 11, 1942, 142:495.)

SCOPE OF PAPER

The present paper is limited to a discussion of the Keynes plan and
the Canadian plan with respect to individual income. In summary,
we discuss:

A. 1. Background. 2. The analysis of cause of mflation, alternative
financial methods and controls, and distribution of ability to pay for
the war, as related to this revenue device. 3-5. The nature of the
Keynes plan.

B. The Canadian proposals.

C. 1-3. Effects of the plans as revenue and control measures; 4.
post-war aspects of the plans.

11n U. S. Congress, Honse Ways and Means Committee, hearings, revenue revision of 1942, p- 5.
2 Each of these is in Tax Institute, Finaneing the War, 1942,
3 American Feonomic Review, Mareh 1942.

4 Professor Iart says that Nu\v Zealand also has a *“‘comipulsory bond scheme.” See U. S. Congress,
House Committee on Ways and Mecans, hearings, revenue revision of 1942, p. 688.

A war loan was issued in September 1940; it is not eompulsory, but the Minister of Finance ‘‘has power
to compel people to contribute’” and ‘‘ ‘has indicated that for the purposes of the Finance Emergeney
Regulations, 1910 (No. 2) he will not regard any person as having subseribed in proportion to his means
unless he hassubscribed to the loan at least the amount of the ineome tax payable by him in respect to income
derived during the year ended March 31, 1939, deereased in the case of individuals by £50 and in the case of
companies by £70.”’’ Round Table, March 1941, 122:381.

A law of 1940 provided for prepaym(")t of social insurance and national security taxes whenever National
Savings Bonds arc bought. The amount of these taxes which would be paid on income from the bonds is
discounted and added to the purchase price but not to the redemption value of the bond.

New Zecaland Statutes, 1940, 4 Geo. VI, Finance No. 2, Act No. 19, section 2, p. 235.

6 See Budget speech of June 23, 1942.
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A. KEYNES FLAN

The Keynes plan added loan or savings features to an income tax;
but, it is worth noting that “any conceivable type of tax may be con-
verted into a forced loan.””® Thus, for exainple, the British excess-
profits tax has been made a forced loan to 20 percent of its amount.

1. Background.

The choice of income tax for the scheme may be accounted for
partly by the general situation at the time of the proposal; and so
may the rates, and the alternatives against which it was proposed.
The plan first was offered at a time when “Sir John Simon [was
appealing] vaguely for sacrifice, and the Labor Party [replying] with
a demand for equality;’” when ‘“public opinion was not prepared to
face the financial sacrifices demanded by a war effort on the required
scale;”’® and when the Government had ‘“been following, financially,
a policy of drift which would have meant the beginning of inflation
but for the happy accident that many people have been holding larger
idle bank balances and the deplorable fact that we have been drawing
upon our foreign exchange reserves and commodity stocks at an
uneconomic rate.”’®

The Government had realized ‘“‘the necessity of saving, of cutting
down consumption, of avoiding [further] rises in prices and ultimate
inflation’’; had established funds for stabilizing prices, and had
“reiterated the doctrine that rich and poor must contribute alike and
be willing to make sacrifices.”” 0
2. Analysis of cause of inflation, and necessity of plan.

THE PROBLEM

Mr. Keynes’ letters to the London Times, later revised and printed
as a book under the title “How to Pay for the War,” offered the first
original and systematic suggestions for the situation. The fact
which he stressed was that, given the level of employment and output
(assumed to be the highest permitted by resources and organization),
and the level of imports; and accepting the priority of war production
and export trade requirements, the size of the ‘“civilian cake” was
fixed." Actually, attaining ‘“‘an adequate war effort will require some
diversion of the production effort which previously provided for
private consumption.’”” '?

The problem of war finance was stated to be to ulstmbute the prod-
uct left for civilians in the wisest and most equitable way.® It was

6 Hart, A. G. In Tax Institute, Financing the War, 1942, p. 160.

7 The New Statesman and Nation, March’ 2, 1940, 19:264.

8 This refers to the original scheme of November 1939 but as Miss Comstock shows, was applicatle to
the time (February 1940) when the revised plan was offered. See her paper in Annals, March 1941, pp.
111-112. The situation was thought in March 19406 to be understood better, generally, than in November
1939; but the events of the next few months showed how inadequate was the Government’s financial pro-
gram—and of course, its production program.

9 The Statist, March 2, 1940, 135:215.

10 'The Spectator, March 1, 1040, 5827:273.

1t How to Pay for the War, 1940, pp. 4, 12. At this point he seems to say that output actually was at
capacity, Burns (in Mr. Keynes Answered, pp. 10-13) said. Yet, Keynes showed that the population
earning less than $1,000 annually could pay taxes, allow a slight rise of the cost of living, make forced sav-
ings so as to have money at the end of the war, and still have an unchanged tota! (rhough not necessarily
average per perscen) real income. What is required is overtime and speeding up. See Burns, op. cit.,
pp. 18, 19; Riches, E. J., in International Labour Review, June 1940, 41:567.

12 heyneﬂ 3. M, ., in The New Republic, Supplement, July 29, 1940, 103:156.

13 How to Pay for the War, p
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made more difficult by the increase of total wage payments due to
increased employment, longer hours, ov ertime pay, and rising wage
rates. Tlie shortage of ooods and the increase of demand are the
source of inflation. Reduction of consumer demand was nee 28SAry,
and his deviee was proposed as a means of effecting equitably the
neeessary reduction.™

THE BASIC DATA

The basie data of this proposal were (@) a theory of inflation;
(b) a statistical estimate of the amount and distiibution of national
incm‘.w [later official estimates have been substituted for his estimates];
and (¢) a statistical estimate of wartime financial needs.

(@) Theory of inflation.—1. Affirmative statement: Doth the ex-
planation of the cause of inflation and the method of stopping it
cmphasize change in consumer demand:

If the necessary proportion of consumers’ purchasing power is not withdrawn
froin the market, a significant rise in prices cannot be avoided. If, on the other
hand, the problem is tackled indirectly by withdrawing purchasing power, there
will be no reason why the vicious process [of inflation] should be started by prices
being forced up at the demand end.!

Inflation is a method of finance alternative to the plan proposed.
It is the most inequitable of methods. ‘“No one benefit[s] except the
profiteers.” It results in restriction of wage earners’ consumption
through rising prices. Though workers increase their labors, they will
obtain no inercased reward in the way of consumption goods. Not
ouly do many workers fail to get as great increases of income as others
and thus are in a relatively worse position; but the benefits of all
increased mecomes obtained to meet the higher cost of living go to the
capitalists who raise prices on the available goods, the quantity of
whicli cannot be increased by paying higher prices. And after the
end of war, the capitalists remamn in a rclatively better position.
They were able during the war to save out of profits, and also to lend
to the Governinent out of their income; their debt holdings give them
greater liquid resources after the war, while wage earners and fixed-
income groups have smaller resources. These groups after the war

“own nothing, [had] lost the right te consume now [during the war]
and [have] gained no rights to consume hercafter.” '

The other alternative method of obtaining the resources needed by
the Government, and of distributing the l'emaming product among
civilians, was comprehensive rationing on the German model. Ration-
ing must be avoided as ‘“so obnoxious to the British mind that the
less cfficacious levies on w ages were to be preferred,” even though
Keynes stated the belief V7 that * ‘rationing and price controls used in
Germany would increase British wartime cfficiency by more than
50 percent.” ®

2. Opposition: Beginning of inflation: To find the cause of the be-
ginving of inflation in ircreased wage-earner income may be unjusti-
fied. In previous wars, as Hardy shows, the causes of initial price
advances have been (1) large Government purchases, in many of

" The proposal was consistent with his earlier writings. Tn his latest book written during the depression,
he had emphasized change in effective deinand as cause of change in the general level of employinent.

15 How to Pay for the War, pp. 6, 55, 71-73.

16 See How to Pay for the War; and the New Republic, loc. cit.

17 How to Pay for the War, p. 75.

18 Comstock, Alzada, in Tax Institute, Financing the War, 1942, p. 100. Hart also has opposed rationing
for the United States, assuming that it cannot immobilize pumha:mg power. Seethesame, p. 159.
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which various agencies have competed; (2) expanded business pur-
chases; (3) speculation in commodities.” (Buns discusses the same
“.ctors in his attack on Keynes.)

It may be noted here that the Keynes plan emphasizes withdraw-
ing consumer purchasing power to the exclusion of the withdrawal of
busiress funds from biddirg up prices of machinery and resources for
capital formation. But, war requires reduction of civilian capital
formation as well as of civilian consumption.?

(b) Distribution of income.—1. In support of Keynes’ plan: The
Keynes plas rests on an assumption about the amount of natioral
product, and on a theory of mflation. It also was formulated with
reference to a particular distributicn of income, which is involved in
the other basic points. The distribution of income in Great Britain
follows a different pattern from, that of the United States: A much
greater proportion of national income is received by persons with less
than $1,000 per year, in Great Britain.

It may appear likely, in the light of this fact, that increases of in-
come in the lower brackets in Great Britain would raise consumer
demand almost by an equal amount, and thus in wartime would be a
potentially inflationary development.

The figures in the table below show the comparative distribution of
income 1n Great Britain and the United States. They are relevant
for measures to avoid inflation by taxes aimed at different income
levels. Tuey also indicate the necessity in Great Britain, if revenue
i1s to be obtained, of heavy taxes extending down to small incomes.

Distribution of income in Great Britain (1940-41) and the United States (1941)

Percent of total na-
Percent of total num- | Percent of total na- tional income remain-
ber of consumers in tional income re- ing after direct taxes
this class ceived by each class at 194142 rates, re-
P ncomalcloss tained by each class
Great 1941, 194041, 1941, Creat Cnited
Br?te:in gg:gg B%gf;i; ggttgsd Brlgt?:in Slt]é‘%zs
Under $1,000___ . ____|[._______ 30. 5 58. 44 8.2 BOS2NINE. SRR
$1,000 to $2,000______| _______ 37..3 18. 14 25. 0 18.0 [ ___
$2,000 to $4,000_____ _|._______ 23. 7 8. 34 30. 1 A N
$4,000 to $8,000_ . ____|__ Lo 5.9 ________ 4.2 | _____
$4,000 to $10,000_ _ __ _|________ GE /e 8 (57293 | S| I
$8,000 and over______ _|________|_____.___ 9.49 [_______ 4.3 | ____
$10,000 and over______{________ 1.8 | ____ [T | L

Sources: Computed from: Great Britain, Parliament, Analysis of the Sources of War Finance, 1942;
p. 7; U. S. Congress, Staff, Joint Committee on Internal Revenue Taxation, Ways and Means Com-
mittee, 1 hearmgs, revenue revision of 1942, pp. 362-378; Office of Price Administration, Estimates of the
Distribution of Consumer Income in the United States, 1941, June 26, 1942.

2. Opposition: Statistics and equity: These statistics are relevant
to the problem of equity in taxation, as well as to the problem of
inflation and revenue. In respect of equity, three cautions about the
use of them for practical policy sometimes are indicated; they deal
with the problem ‘“Can the rich pay for the war?”’

19 Hardy, C. 0., The Control of Prices, 1940, p

20 Basch Antonm, The New Economlc W arfare 1941, p. 46; Gilbert, Milton, in Survey of Current Busi-
ness, March 1942, pp. 15, 16.
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(@) Some arcuments seem to assume that, since the rich canunot pay
all the war costs, it is better to push revenue programs which rely on
exacting maximum contributions from other groups. Thus, Mr.
Keynes spoke against a capital levy in wartime, on the 0rounds that
it would not raise sufficient funds, and wouldn’t reduce cu1re11t con-
sumption; and also indicated that taxes might be harmful to savings.2!
This led to tax proposals which would increase the load on snmll
imcomes, and which were much less burdensonic on large income than
Great Britain has found necessary. Yet his plan was offered in the
interest of equitable distribution of the cost of war. One critic who
favors an annual capital levy during the war satd that “total con-
sumption gets down anyway; that is Mr. Keynes’ own main argument.
He is not justified in shifting his ground when it is proposed that the
capitalist should eontribute to the war fund immediately; the efiect
on consumption is irrelevant to the'main question which is how to
distribute the total burden equitably.”” 2

(b) It has been suggested that tax evasion by the rich, which “may
now [1940] be anything up to £200,000,000 or much more’” reduces the
value of “Statements based on the Inland Revenue’s Estimates of
Taxable Incomes;” and that the rich therefore may be able to pay
more than is indicated by the statistics.?

(¢) The large number of families receiving low incomes leads to a
demand that income tax be extended to them, since they are the most
nimerous consumets, and it is supposed that it is from their purchases
that inflation will result. The larger incomes of defense industry
workers come at a time when their share in physical commodities can
be enlarged only through reduction of the share of other persons;
to allow them to try to get more things to consume through the usual
methods of paying more means inflation. The proponents of redue-
tion of small incomes in the interest of preventing inflation include
many who do not regard high personal incomes, and profits, as infla-
tionary, but as justified on grounds of incentive.

To suggest that wage earners should put forth their maximum effort for motives
of patriotism and without asking for wage inereases, and to argue at the same time
that profit mcentl\ es must he maintained for the entrepreneur is, to say the least,
illogical.z4

(d) The plan was offered to meet a moderate estimate of the revenue
need; because it underestimated military and civilian requirements
it would have been inadequate * as a revente measure. As The Econ-
omist pointed out in 1940, this criticism “would lead not to its [the
plan’s] abandonment but to its intensification.” 2

8. Terms of the plan.

As presented by Mr. Keynes, the plan was intended to take one-
third of earnings on the average, and progress steeply on classes
above £5 per woek.

In the case of the richer classes the greater part of their contribution was to be
withheld permanently as a tax, in the case of the working classes the greater part
or the whole was to be withheld temporarily as compulsory saving and returned
to them after the war.?

2 ITow to Pay for the War, pp. 59, 60.
;2 ?hog en, Ian, in the New 'Statesman and Nation, March 23, 1940, 19:398.
i
24 Riches, R.J., Deferred Pay, the Keynes plan, in International Labour Review, June 1940, p. 577.
25 Comstock, Alzada in Annals. March 1941, p. 112.
26 The Fconomxst March 2, 1940, 138: 363.
27 Keynes, in The New Repubhc, loc. cit.
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By increased production, and allotments to aid families with dependent
children, the £5 per week—$1,000 per year—group would have an
unchanged standard of living; the free income of all persons receiving
above $1,000 would be decreased by one-third on the average.?®

To achieve this result Mr. Keynes proposes: That the system of children’s
allowances under the existing income tax should be abandoned and replaced by
a flat payment of 5s. per week per child, both for income taxpayers and for the
insured population; that a basic minimum income of 35s. & week in the case of
unmarried men and 45s. in the case of married men be free of deferment; that a
percentage of all incomes in excess of this basic minimum be paid over to the
Government partly as direct taxes and partly as deferred pay, the combined per-
centage taken rising steeply as the level of income increases; that the appropriate
part of a man’s withheld income be used to discharge his income tax if any and
the balance bhe credited to him as a blocked deposit carrying interest at 2% per-
cent compound; that each individual be allowed considerable choice as to the
institution—such as a friendly society, a trade-union, or the Post Office Savings
Bank—in which his deferred pay should be deposited; and that deferred pay be
released when necessary to meet certain pre-war commitments (such as life-insur-
ance premiums and hire-purchase installments), death duties, new life insurance
or endowment policy premiums, and certain family and personal emergencies
such as illness. Finally, “men on active service might have their economic posi-
tion made a little more equal to the position of those remaining in civilian employ-
ment by being credited with an appropriate blocked deposit proportional to their
length of service. A ‘veteran’s bonus’ is a peculiarly fit obligation for discharge
by a capital levy on wealth” (p. 50); and excess company profits, after payment
of taxes, might also be placed in blocked deposit.?® .

4. Rates.

The table below shows the income tax and deferred pay rates pro-
posed by Keynes and those established in 1941.

Compulsory savings under the Treasury and Keynes plan for a married man with
no children 3

Income deferred Income tax Income remaining
Income
Keynes plan Trgii;;ry Keynes plan Ttgi\:gry Keynes plan Trgzliasgry
8400 - ________ Noue None None None $400 $400
$640__________ $64 $4 None None 576 636
$800_ _ _ _______ 124 52 None None 676 748
SEr000s = 160 60 $32 $48 808 892
$1,200__.______ 196 64 60 104 944 1, 032
$1,6060_________ 272 112 124 212 1, 204 1, 276
$2,400_________ 304 140 372 544 1,724 1,716
$4,000_________ 540 192 872 1,212 2, 588 2, 596
$400,000__ _____ 16,532 |________ G250 7 25 | S 60, 396 | 2= SRR
$600,000 - . __ |- _____ . 260 |- oo. 570,988 |- _______ 28, 752

5. The plan adopted.

The system was introduced into income tax in 1941 as an accom-
paniment of reduced personal allowances (from $680 to $560 for
married persons, and $400 to $320 {or single persons), of lower exemp-
tion limit, and lower earned-income credit (from 16% with a maximum
credit of $1,000 to 10 percent with maximum credit of $600). The
amount of the compulsory saving “is the difference between the tax

2% How to Pay for the Wyat, pp. 11, 32, 33, 37.

# Riches, op. cit., p. 367.
% Weintraub, Sidney, in Harvard Business Review, autumn 1941, p. 60.
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computed on the basis of (a) the old personal exemptions and eredits
and (b) the new exemptions and credits.” The amount is a credit
to be repaid to the taxpayer after the war. “This post-war eredit is
limited as follows: (a) All carned income *  *  *  §250 for a single
person and  * ¥ ¥ $260 for a married person; (b) all mvestment
imecome * * * $40 for a single person and * * * $60 for a
married person.” ¥ .

The extra tax which any individual pays by reason of the reduction in personal
allowances and the reduction in earned-income deductions, is to be offset after
the war by a credit which will be given to the income-tax payer at the Post Office
Savings Bank. In deseribing this part of the income tax, the Chancellor of the
Exchequer expressed the point of view of those who believe that the income tax
should be used as a part of an antiinflation system. He said that the primary
purpose of the tax increase was not to obtain taxation for the sake of revenue
but to obtain a cut in spending power during the war.

The plan as it was adopted lacked some of the details proposed by Mr. Keynes,
but the omissions do not affect the efficacy or lack of efficacy of the weapon.
Mr. Keynes had advocated provisions for family allowances and for emergencies
such as heavy medical expenses.’?

B. FORCED-SAVINGS PROPOSAL IN CANADA

Canada recently has proposed forced savings for individual income
tax, and for corporation excess profits.®

1. Situation for which proposed.

As in Great Britain, the plan was presented to meet revenue and
price problems of an economy approaching full employment. In the
first quarter of this year, preceding the proposal, war direct expendi-
tures were $500,000,000; they had amounted to $275,000,000 m the
first quarter of 1941; the increase thus was 80 percent. General
employment was up 22 percent over the preceding year; manufac-
turing employment, 30 percent greater; weekly average wage earn-
ings had risen through the year. Retail sales were up 20 percent over
the previous year, 50 pereent over pre-war. Quantity of goods sold,
other than autos, was up 25 percent over pre-war. National output
(dollar value) was up 20-25 percent, but arms expenditure had risen
more. Civilian consumption also had risen, but, as comparison of gov-
ernment expenditure and total output shows, full employment was
being approached. The parallel increase of armaments output and
consumption was possible through using up inventories, less than full
maintenance of capital, using up foreign funds, and importing capital.
Even so, the addition of sources other than current output did not
furnish a quantity of commodities which expanded as rapidly as the
Government’s income and expenditure. Government receipts were
expanded by drawing on idle bank balances and bank credit.®* Scar-
city of labor, loss of Far Eastern supplies, submarine activity, “short-
age of power, congested transportation facilities, and widely ramifying
limitations of productive capacity” had brought the economy to the
point where measures suited to full employment of resources, rising
money income, and rising prices, were nceded.

Controls over wages and salaries, prices, production and supplies,
were last year “extended and made more rigorous.”’

3 U. 8. Treasury Department, Division of Rescarch and Statisties, comparison of British and American:
tax systems, November 1941, p. 4.

32 Comstock, in Finaneing the War, op. cit., p. 102.
33 See the Budget speech by Mr. Ilsley, in Canada, House of Commons Debates, June 23, 1942, pp. 3586~

920,
3 Canada, House of Commons Debates, op. cit., pp. 3886, 3892, 3893.
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2. Decisive problem the relation of supply and income.

The characteristic of such an economy, whose development in
Great Britain Mr. Keynes had thought decisive for iustituting his
plan, was pointed out also by Muyr. Ilsley:

Though dealers’ stocks are large, it simply will not be possible during the
present fiscal year for consumers to obtain the quantities of goods which they
have been purchasing during the past year. Restrictions on civilian industry

[both for consumption goods supply, and private investment] to save materials
and manpower will unavoidably multiply.®

And on the money income side:

Increased Government expenditures [from $1,894,966,000 to $3,900,000,000]
* % ok ywill with present rates of taxation, leave in the hands of persons and
corporations spendable income far in excess of what can be matched at current
prices by goods and services.?6
3. Fight inflation through increased saving.

The devices proposed were part of the pohcy of fighting inflaticn,
of “‘pay as we go insofar as it 1s practicable.” Thcy were considered
against the standards of “the need for equity, for incentive, and for
savings.” With respeet to savings and paying for the war through
borrowing, and thus the accumulation of debt, Mr. Iisley’s stand-
point was the same as that of Mr. Keynes:

It is not the size of the debt that is a matter of chief concern. * * * Rather,
we are concerned about the distribution of it. It is a matter of first importance
that those who have the right to receive payments on Government obligations
shall be those who will use the repayients to provide needed improvements in
their standard of living, maintain themselves against insecurity, and contribute
to the improvement of our productive equipment.?”

This was a principal consideration in writing the new income tax.
It was proposed that a part of income tax be refundable after the
war ‘“with accrued interest at 2 percent.” The refundable part is
termed ‘“a ‘minimum savings requirement’.”’ Compu]smy savings
were proposed orﬂv as a minimum it is necessary to ‘‘secure a very
large increase in Voluntfuy savings from m(hnduals this year, in
addition to the minimum savings now to be required by law.”8

Full mobilization of savings ability of families whose incomes have
increased sharply during the war is possible only through voluntary
action, not through fiscal action. The reason is that the fiscal unit
1s the person, and though taxes take account of his family position,
they can do so only on a rough average basis. Voluntary saving is
limited by the ability of the family rather than the person.®

4. The proposal.

The proposal © may be outlined:

Income tax is to be collected at source on income from wages and
salaries, dividends and interest. In the case of the self-employved
compulsory installments will be payable quarterly.

A single assessment is to be made, combining present national-
defense tax, now collected at source; and graduated-income tax,
retwrns for which now are filed at the end of the fiscal year (March 31).

The levy will be on 1942 calendar-year incomes, but payable from
September 1, 1942, to August 31, 1943.

% Op. cit., 3867, 3893.

3 Op. cit., p. 3893.

3 Lee. cit.

% Op. cit., pp. 3803, 3836.

3 See op. cit., p. 3896.
40 Op. cit., pp. 3894-3896.
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“Returns are to be filed, as at present, on or before March 31,7 1943,
“National defence tax already deducted from 1942 incomes will be

credited toward the total payable under the new tax.

*

& %72

Personal exemptions will continue at $660 for a single person;
$1,200 for married persons reporting one income.
Two sets of rates will imposed on the entire income of persons
receiving more than the exempt minimum:
1. A flat rate of 7 percent for married persons, and “at the same
rate for single persons with incomes not exceeding $1,800"’; of 8 per-
cent on single persons with iucome between $1,800 and $3,000, and
9 percent on single persons with income above $3,000.
2. Graduated rates will begin after $660, plus a “flat allowance off
for married persons and for children.”

Allowances are $150 for married persons, $80 for dependents.
The rates are quite high. For example:#

A married person
A single person | With minimum with two de- With minimum
At annual income of— would pay savings, a pendents would savings, a
income tax of— total of— pay income total of—
tax of—
5117 () $167 $267 $16 $32
S1500._ . 247 367 25 19
$1,750 - __________ 331 471 53 105
$2,600__ ___ _ _______ 626 826 217 435
S0 100 (NI 1, 728 2,128 1, 062 1, 662
$10,000.__  _ ________ 4, 312 a2 3, 346 4, 546
$100,000._____________ 80, 337 81, 317 77, 571 78, 771

An innovation as compared to other forced savings schemes was
made in the interest of equity:

In the case of those with incomes subject to tax, the refundable portion will
be greater than the increase fover 1941 rates] in the total taken, so that the net
tax on these lower-paid groups will be somewhat lighter than at present, though
they will be required to provide a fair share of the increased total assessment.#

Contractual savings, such as life-insurance contracts, principal payments on
a mortgage on one residence, pension- or retirement-fund payments “will be
accepted as an alternative to the liability to turn over funds directly to the
treasury as part of the minimum savings requirement.”” The justification is that
such uses of funds do not “‘conmipete with war requirements for goods or services,
nor add to the problems of pricc control and rationing * * *” This also
insures that ‘“‘everyone saves the minimum amount without creating hardship
for those who have contracted to save substantial amounts’ in the forms listed.*

C. EFFECTS OF THE PLANS

Critical analysis, and support and opposition of the Keynes plan or
a modufication of it, may be arranged as dealing with (1) the effect on
conswer spending and inflation, (2) the effect on inequality of in-
come, (3) the revenue derived froimn the tax, (4) the post-war effects
of repaying the credit.
1. Plan as method of reducing consumer spending.

(a) Aflirmative statement.—The “‘absolute necessity for the basic
principle of deduetions from income’ is shown by the Statist:

For there are no alternative methods, other than inflation, of achieving the
necessary transfer of resources to the defense sector. Taxation alone cannot be
4 Ibid., pp. 3597, 3898.

42 1bid., pp. 3594, 3895.
43 Op. cit., p. 3896.
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sufficient, for [in]direct taxes are levied on precisely those objects whose con-
sumption has to be restricted, while direct taxes on marginal income tend to re-
duce incentive. Voluntary savings on their present scale cannot bridge the gap;
and any attempt to increase them substantially would involve an unlimited rise
in interest rates to induce individuals to refrain from spending the money in their
pockets or institutional savers to denude themselves of liquid assets. Only some
forin of deductions at source can adjust incomes to the shrunken supply of the
objects on which incomes are spent.*

(b) Opposition: Plan may not reduce liguidity.—At low-income levels,
there probably is no difference between the effects on spending of a
tax and of a tax-with-postwar-credit. At these levels, nearly all in-
come is spent, and forced savings could have little impact on the pro-
portions of saving and spending in which the remaining income is
allocated. This may be the more certain if taxes and forced savings
are looked at by the taxpayer as being about the same thing. There
is some opinion that they are so appraised:

Itis * * * to be doubted if in the great mass of small taxpayers, most of
whom are fiscally illiterate, the promised certificates of post-war credits will cause
miich excitement.®

Among income classes where there is more choice between speudh g
and saving, a forced loan might have no effect in reducing spending
and thus inflation.

A certificate of saving—in bond or other form—might increase
liquidity of the person holding it, reducing the incentive to save and
hold cash assets. Thus forced loans might reduce savings more and
spending less, during the war, than taxes would.«

No statistical test of the effects seems possible. But it does appear
that taxes have not discouraged savings. This is indicated by the
following table from the White Paper on Sources of War Finance: ¥

Personal savings—Great Britain

[In millions of dollars}

1938 1940 1941

Gross personal savings, including provision for ac-

crued taxation__ _____________________________ 932 2, 560 3, 636

Death duties, ete_._____________________________ 360 340 376
Net personal savings after provision for

death duties, ete_ _____ _________________ 572 2, 220 2, 460

CETUed taANatIOD. -~ - - oo oo 72 328 600

Net personal savings after provision for | -
gcentediiames iU ANITIS DERSE 500 1,792 2, 660

Whether the original, or an intensified, version of the Keynes plan
would have changed this total is 1111p0531ble to guess, in the absence
of statistics on distribution of savings and e_\pendluues by incemie
classes. 1t seems likely that the significant causes of the growth of
savings are (1) greater income, and (2) shortages and rationing of
commodities. Personal expenditure on consumption has remaied

44 The Statist, March 2, 1940, p. 216.

% The Statist, April 18, 1942, p. 282,

4 Hart, A. G., in Tax Instltute, op. cit., pp. 161, 162, 165.
4 The Economzst April 18, 1942, 142: 531.
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approxinuutely the same over the last 2 vears or more. Less than
50 percent of gross product now goes to civilians.*

¢. Opposition: Neglects commiodity controls in  reduetion of
spending.

The arguments ol Keynes * veglect rationing and commodity con-
trols, as being incapable of mmumobilizing purchasing power. The
Kevnres schene or any scheme of taxation may he inadequate to
control the cost of living, because it works only from one side of
the market. “* * * AN, Kevnes failed, as others have failed,
to see that unless the commeodity side of the problem was put under
control, price inereases could not be forestalled.”

The Keynes plan as an anti-inflationary program neglected supply
difiiculties. Insuflicient account was taken of the ditferences in
relative supplies of machivery and other goods—the problem of
bottlenecks—and of the way changes m amount and distribution of
imcome change the tvpes of goods demanded and bought. The first
of these may be eliminated by the assumption that output is at the
maximum permitted by techrique ard organization. But the prob-
lem reappears when income distributicn is changed by ntroduction
of a revenue plan. Mr. Richkes states the main corsideration:

In wartime * * * what matters most for the purpose of maximising war
effort is not whose spending is restricted but whether the productive resources
set free by the reduction in spending can be adapted quickly to war uses.?!

There is the further charge, with respect to supply, that the assump-
tion of maximum output, on which the fixed “civilian cake’ theory
and therefore the whole plan rests, is false. 1t i1s said that monopo-
listic business—coal and tin are eited as examples—restrict production
at all times, and during wartime are aided by the Government through
mdustry representatives on Government control boards.® Pro-
duction is never at a maximum, and therefore wage stoppages never
are justified.®
2. Reduction of inequality threugh the plan.

(@) Affirmative statement.—The plan, as amended for publication
in book form (it originally was presented in newspaper articles) was
intended to reduce inequality of fortune during and after the war.
Family allotments for aid of dependents would be made to the poorest
families. At the end of war, a part of the national debt would be
owned by the working eclass, and the unequal burdens of inflation
would have heen avoided.

(b) Opposition; poor subsidize the poor and the rich, and credit is
wmneerse of need.—One critic (referring only to the war period) has
objected that, by lowering mcome tax exemptions and using the pro-
ceeds for family allotments, workers’ incomes would be used to
support the poorer families. Thus it is “* * * a plan to level out
poverty, to make the poor subsidize the poor * * #7754

In the post-war period inequality might be reduneced by a eapital
levy for paying off the debt account of forced savings. But the plan

48 See Federal Reserve Bulletin, June 1242, p. 541,

9 And of Hart, eited above on the eflects of the plan on spending and saving,

%0 Comstock, Alzada, in Tax Institute, op. cit., p. 99.

St Riches, op. eit., p. 576.

2 Burns, Emile.  Mr. Keynes answered, 1940, pp. 14-15, and passim; ef. also U. S, Senate, Speeial Com-
mittee to Tnvestizate the National Defense Program. Additiona! reports, pts. 5, 8, 0.

% Burns, loe. cit.
54 Burns. op. cit., p. 30.
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also exerts pressure toward increasing inequality: the plan would give
no securlty at all to the lowest income groups, since they are not i 1n thc
savings scheme; and accumulations would vary directly with size *
of inconie, thus inver sely to need.%®

There is the further objection that this is a scheme by which the
poor lend to the rich during the war:

The holders of eertificates will necessarily be at the margin of Federal taxation.
Accordingly, the heavier taxes called for by the certificates will be largely upon the
certificate holders and their social equivalents, and the difference from a straight
income tax is readily exaggerated. It consists chiefly of this: Foreed loans strik-
ing savings more and spending less than taxes, the certificateholders will consume
more during the war and less later than if definitive income taxes were levied
during the war. This results in an apparent paradox: Forced loans are a device
by which high-income groups push their consumption forward in time [bring it
to the present], that is, borrow from low-income groups.5?

8. Revenue effects.

An estimate of the revenues derived from forced savings in Great
Britain may be found in the Chancellor’s budget speech (1942). Of
$500,000,000 income tax paid by wage earners, $240,000,000 ‘“were
treated as post-war credits.”-

For Canada, the yield of compulsory savings is expected to be at
the rate of $125,000,000, over a full year at current levels of income.
This is about half the possible yield, and is set so low to take account
of the use of alternative methods of savings.

This amount is about one-third of the yield ($380,000 ,000) of the
_income tax and defense tax now in force, with present levels of income. 5

Possible revenues from changes of the British plan are indicated in
some suggestions for e‘ctensmns of the principle. Speaking of the
current budget, The Economist says that:

The only way of raising a substantially larger sum would be by an adoption
of the principle of deferred pay. If, for example, it were possible to defer until
after the war the payment of all overtime wages, a total of £3,000,000,000 [rather
than £2,500,000,000 of revenue possible without this extension] could be brought
into the Exchequer and the gap could be completely closed. The present con-
sumption of the wage earners would not suffer to any roaterial extent, and their
future security would be greatly enhanced.?®

4. Post-war aspects of plan.

(a) Affirmative statement.—In order to avoid difficulties imposed by
the debt at the end of war, Keynes proposed that “an undertaking
should be given that a capital levy will be enforced after the war to
bring in an amount sufficient to discharge the liability in respect of
deferred pay.” The levy should be collected in installments, prior to
depression.

Deposits in the deferred pay account should be released at the onset
of the slump. This “will avoid the necessity of raising other loans to
pay for unemployment or for public works and the like as a means of
preventing unemployment. The appropriate time for the ultimate
relcase of the deposits will have arrived at the onset of the first post-
war slump. For then the present position will be exactly reversed.

8 Ihid., p. 39.

8 As noted already, the Canadian plan actually reduees taxes taken from 1942 incomes, of the lowest
taxpaving incomes, although it draws more heavily on them through addition of foreed savings. Taking
the present and post-war cffects together, the result is better than that of the Keynes plan. But the ob
jections noted above remain.

57 Hart, op. cit., p. 165.

b Cannda, House of Commons Dehates, op. cit., p. 3899.
% The Economist, April 18, 1942, pp. 491, 495.
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Instead of demand being in excess of supply, we shall have a capacity
to produce in excess of the current demand.” %

(b) Criticism.—This aspeet of the Keynes plan was eriticized

severely.  One eritic pointed out that—
The worst evils of inflation oceurred in the post-war years of 1919 and 1920.
Mr. Kevnes’ scheme would exacerbate the excess of civilian demand over the
supply of eivilian commodities in the post-war period. The wage earners out of
work would demand their deferred pay at the worst possible moment—when the
national economy was going over to a peacetime production.

He points out that the problem is not solely that of total demand
and total supply; but—
supply of what, and demand for what? A plentiful supply of machine guns:
a plentiful demand for “civies”? DPerhaps the workers will after all buy a few of
the machine guns.  There will be precious little else in the way of supply for
them.®

In respeet of the post-war period, foreed savings schemes may not
enjoy any advantage as a reflation device.

If we now levy taxes instead of foreed loans, we shall also come out in a position
to aet against deflation. If we end the war with a relatively small publie debt
and a relatively ‘‘sound’” record of war finance, a post-war ‘‘reflation” eampaign
will be both feasible and acceptable to the publie.62

From the standpoint of one of the sharpest eritics of the plan, forced
savings as a reflation device are decidedly inferior to other methods.
When wage earners are repaid their savings at the beginning of depres-
sion, and spend them, they are subsidizing the rich, saving the capi-
talists the cost of providing money for public works fcr the unem-
ploved.®

A final obvious objection is that no government could bind its sue-
cessor to make a capital levy. Aund in the absence of a stable purchas-
ing-power bond representing the savings made, there would be no
guaranty of obtaming on repayment the value which savings had at
the time they were made.

In summary.

Compulsory savings schemes are proposed for conditions of full
employment, when the growth of money income is at a faster rate
than that of physical output, and when the share and even the amount
of consumers’ goods is diminishing.

They are in practice additions to income tax, and a feature of excess
profits tax.

The schemes are intended to:

1. Reduee consumer expenditures to avoid mflation.

2. Make a greater reduction than could be made equitably by
taxes, at sonie income levels, by providing credit for part of the
tax.

3. Increase savings which will be available to low income groups
aiter the war, and reduce incquality of fortune.

4. Prevent a post-war slump.

1t 1s objected that:

1. The tax may reduce spending at subsistence levels, where

spending is not inflationary, and fail to reduce it at higher levels,
9 How to Pav for the War, pp. 46, 47.
¢ Bowen, loc, cit.

82 Hart, op. cit., p. 163.
8 Burns, op . cit., pp. 40, 41,
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‘where prices can be bid up and where savings can be reduced if
it 1s desired to maintain consumption expenditures.

2. The tax is based on inaccurate assumptions about supply;
-and it is inadequate for assuring that reduction of spending will
‘occur where resources useful ir the war will be released.

3. The tax increases inequality after the war.

4. The credits would be repaid, and further increase demand,
‘at a time when civilian output was small and demand growing
-after release of wartime restrictions. Thus the situation now to
be avoided by the plan would be induced by it later.

5. There is no post-war gain from the plan which taxes would
not insure; taxes now would reduce the post-war debt.

[John C. Jackson, Economic Section, Legislative Refer-
ence Service, Library of Congress, July 12, 1942.]

ExsisiT 9

WitHaoLpiNG TAXES

A withholdirg tax is a deduction of tax from income at the point
‘where income payment is made. Jt may be used as the basis of a
forced savings scheme.

This discussion. copsw{els withholding only as a device for taxation.

There seems to he rather general mgreement that some form cf
withholding tax is desirable, “if the Ways and Means Committee
hearings are taken to sample opinion. But disagreement begins with
consideration of the form, and exteuds to forecasts of thie effects of
the tax.

The forms listed in this paper are: Withiholding taxes as a method
of income tax collection; as an added net income tax; as gross income
tax, added to the regular income tax. The characteristics of these
levies are (1) Certzxinty of ircidence; (2) coirciderce of incoine receipt
and tax payment; 3) flexibility.

The disagreement on type of levy is shown to turn on_the issue of
how the tax load is to be distributed among income levels. The
statistics supportirg proposals for changing the pIO])OILIwatO dis-
tribution of the lozm are examired. This consideration of equit tability
of the tax is extended into a comparison of withholding and sales
taxes. ‘\Vlthholdmg also-1s com )‘ued to the sales tax and the regular
income tax with refereuce to (1) restriction of ivnflationary spendiig b,
and (2) shifti g of the tax through higher wages, with corsequent
increase of inflationary piessure.

In discussion of admiristrative problems, witholding plars now in
use, or propesed, for Britain, Cacada, acd the Ui ited States, are
outlivred. The British plan is "to colle(t tax liability on the precedirg
year's income; the Caradian propesel is to collect all income tax at
source on current i comwe, if income is periodie, and by prompt ecl-
lection meth2ds for other income; pla s for the United States propose
taking a part of ireome tax on cmre"t mnome at source, at the same
time that tax liability on the previous year’s income continues to be
paid as before.
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I. TYPES AND BASES OF LEVY

The tax could take scveral forms:

1. Applied to present tax on net income.—It could be used for col-
lecting all or part of existing income taxes; and not add to the tax
burden in any case.!

" The total income base of such a tax of course is that of the personal

income tax. This has been estimated for 1942 at $22,500,000,000 for-
the normal tax (with personal exemptions at $750 and $1,500), the:
base of surtax at $27,000,000,000.2 (The difference is accounted for-
by the subtraction from income in calculating the base of normal tax
of earned-income eredit and partially tax-exempt interest.) 5

2. Applied as added tax on net income.—The tax may be an added
tax on net income; such a tax might be levied on the same base as the:
regular income tax; or on income after regular income tax has been
deducted; or on income before calculation of the regular income tax;
and possibly, in any of these cases, with lower exemptions® No
estimates of the income bases of such levies have been made. How-
ever, methods may be suggested. In the first case listed, the base of
the surtax might be taken, and adjustments for changes of exemption
be made, if changes are desired. In the second, the amount of revenue-
derived from revenue effects of taxes in force, or proposed, might be-
deducted from a base adjusted for changes of exemption; in the third
case, the amount taken by specified flat rates of added tax would be-
deducted from surtax base, and revenue from the surtax be calculated
and combined with that of the added tax in order to find how total
revenues would be affected by use of this base.

3. Tax on gross income.—The tax may be levied on gross income
without exemptions;* or on gross income received by persons whose
income exceeds an exempt minimum level, as in Canada.® The base:
of this added tax hasnot been estimated ; but the tax would be deducted
in computing income subject to the regular income tax.® Therefore,.
would bear most heavily on persons in the lower income brackets.

II. CHARACTERISTICS

No matter what base is selected, the tax has several characteristics:
with respect to production of revenue and effects on income and.
spending.

1. Certainty of incidence.—As is true of net income taxes, collected
in any other way, it is said that the Congress can tell where the burden
will fall, and thus can place the burden on the income classes and.
persons whom it wishes to tax.”

2. Coincidence of income receipt and tax payment.—Collections are-
more nearly synchronous with receipt of income than under the in-
come tax as now collected (even with the use of tax anticipation
notes).

1 Sce Morgenthau, Henry C., and Paul, Randolph E., in U. S. Congress, House Committee on Ways
and Means, 1 hearings on revenue revision of 1942, pp. 5, 20, 81, 82.

2 Paul, in 2 hearings, cited, p. 1612.
l(i‘?g;t,&buggrt G., Use of Flexible Taxes in Combating Inflation, in American Economic Review, March

942, 32: 89, 90.

4 Lutz, Harley L., A Tax on Gross Income Payments to Individuals, in Tax lnstitute; Financing the-
War, 1942, pp. 240-242,

§ See Brown, Bryant C., report to the joint committee on internal revenue taxation, British and Canadian:
Tax Systems, 1841, pp. 55, 56.

¢ Lutz, op. cit., p. 146.

7 Withers, William, Statement for New York Federation of College Teachers, in 1 hearings, cited, p. 590+
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"This has several aspects:

(@) Funds come into the Treasury 15 to 23 months earlier than
under present collection methods.®? This may be true if the tax is
levied on current earnings; if, however, as in the British system, the
tax is on the previous year’s earnings, the advantage on this point is
less, as it is also on the other points which follow.

(b) The tax may be both more convenient and more closely related
to ability to pay than is the same amount of tax collected under
present delayed methods. For example, changes of circumstance of
the individual who bears the tax may create fewer difficulties of pay-
ment. Frequently, now, tax liabilities are not reported or not paid
if the taxpayer is out of work when taxes fall due; hence, problems of
.collection would be diminished.®

The device both “facilitates tax collecting and eases the burden of
the lump-sum or quarterly payments.” *

(¢) The tax raises money at an earlier point in the economic process
than does any other, securing funds before they are paid out as
income.!

3. Flexibility—Withholding taxes have the advantageous charac-
teristic of flexibility; changes of rates to suit changing conditions can
be made almost 1mmediately effective, to increase revenue. And
under seme proposals,’” rates can be changed administratively when
conditions change, without the delay of writing a new revenue act.

4. Foregoing characteristics questioned.—Two questions concerning
these characteristics may be noted hiere, and reserved for later dis-
cussion:

(a) The inrcidence of the tax frequently is questioned; it is said
that imposition of the tax would bring demands for higher wages, thus
shifting the tax to consumers and to the Government in form ef higher
prices fer those preducts whose costs were raised.

(b) Preblems of administration Lave been fourd, both in social
security taxation and in collection at source of income tax (in Britain)
to reduce the advantages of coordivatirg income receipt and tax
payment.'*

IIT. ISSUES IN GOLLECTION METHOD VERSUS AD‘DED TAX

The prineipal issue involved in the choice between making the tax
‘a collection method or aa added tax, and in the choice of gross or net
base, is whether it shall be a method of putting a heavier load on the
lower-income groups. Coupled with proposals to make withholding
take the form of an added tax are other proposals to lower exemption,
increase rates in lower brackets, and impose wage ceilings to prevent
shifting of tax.

(@) Proposals for withholding as added tax—1. The American Insti-
tute of Accountants proposed withholding income tax at source, and

8 Cooper, Walter A., Statement for American Institute of Aeeountants, in 3 hearings, cited, p. 2666.
9 Ibid.; and Heller, Walter W., Wartime Use of Income Taxes, in Tax Institute, op. cit., p. 203.
10 Popper, Martin, Statement for the National Lawyers’ Guild, in 2 hearings, cited, p. 2302.
9;1 Leland, Simeon, Income Versus Sales Taxation, in Tax Institute, op. eit., p. 125, Withers, op. eit., D.

12 See Morgenthau, op. cit., p. 20; Hart, op. cit., pp. 98-102.

13 Sehieffelin, W. J., Statement for Chamber of Commerce of New York, in 1 hearing cited, p. 235;
Seghers, Paul D., Statement for the Federal Tax Forum, in 2 hearings eited, pp. 1958-1959.

14 Wilder, Harold K., in 3 hearings cited, p. 3364; Wood, Sir Kingsley, budget speech, Financial News
April 15, 1942, p. 3.
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said that the tox would be more desirable if exemptions were lowered
or rates inercased, in order to reduce inflationary pressure.!®

" 2. The Chamber of Commerce of New York proposed withholding
as a method of getting money as quickly as possible, but thought
adoption of the method unwise until effective wage controls and price:
controls had been instituted.®

3. The Chamber of Commerce of the United States proposed a flat
5-percent withholding tax on a base allowing no exemptions, deduc-
tions, or credits—and no refunds; but the tax would be deducted from
income subject to the regular income tax.'” The justification of the-
proposal to apply the tax without exemptions was that the euntire
Treasury program failed to touch the increase of income over 1936
levels, whicli increase was said to have gone to families paying no
income tax. These constituted 75 percent of the total number of
families. And, the Treasury’s withholding tax was only a method of
collection, exempting 75 percent of total income payments from tax.!s
" 4. Professor Lutz, in repeating a proposal for a withholding tax on
gross incomes, said that its adoption “would have siphoned off more-
of the surplus purchasing power created by the defense spending than
could have been done by any other means’”, thus serving to prevent
inflation.®

(b) Arguments against withholding as added tar.—In divect opposi-
tion to the foregoing proposals are statements of other proponents of
the use of a withholding tax.

1. It is pointed out that the value of withholding is in facilitating
collection and easing the burden of taxes; and that this may consti-
tute a source of real danger to low-income groups:

“We must be ever vigilant to prevent this ease of collection from being used as
a lever further to lower personal income tax exemptions or otherwise to impose
new burdens on low-income groups.” 20

2. The Treasury’s present position is that withholding should be
used only as a method of collection, and that additional burdens should
not be placed on low-income groups until every possible source of
revenue from those in higher income groups is exhausted. Henee it
proposed that withholding taxes on labor inceme should be levied on a
net basis after personal exemption, credits and deductions.®

3. The statement above * that 75 percent of the families in the
United States are exempt from income tax and that 75 percent of aggre-
gate income is exempt, suggests that a large part of income is not sub-
ject to Income tax because a large part of the population is not subjeet
to the tax. .\ similar view has been stated frequently.® The sup-
port which it offers to a particular tax policy requires that it be
examined.

(@) Scparate simple statements of facts, that (1) 75 percent of
families and (2) 75 percent of individual income are not subject to.

18 Cooper, op. cit., p. 2666. :

18 Schieffelin, op. cit., p. 235.

17 The advantage of this Deduction of taxable income wonld increase as the applicable top bracket rate of
tax increased.

1¥ Alvord. Ellsworth C., in 3 hearings, cited, pp. 2708, 2713,

1% In Tax Institute, op. cit., pp. 134, 135.

20 Popper, op cit., p. 2302,

21 NMorgenthau, in 1 hearings eited, p. 4-5, 7-8, 28-29; Paul, in 1 hearings cited, pp. 81, 82,
¥ In opposition to withholding limited to a method of collection, and in support of a withholding tax
imposing higher rates and lower exemptions.

% Stolper, Gustav, Newspaper article in 1 hearings, cited, pp. 630-633; Slichter, 3. H., interview in Wall-
Street Journal, November 19, 1941; reprint November 26, 1941, p. 2.
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income tax, are not open, in the light of available statistical informa-
tion, to major objection.

1. The first is in agreement with data ?* which estimate the average
1941 income of an average family (of 3.71 persons) at $2,362; which
estimate that 75 percent of all families received less than $2,500 in
1941; and is in agreement with the statement that with 1941-42
exemptions, an average size family receiving $2,300-$2,360 would be
free of income tax.”

2. The second is in substantial agreement with the Treasury esti-
mate of the base of individual income surtax as $27 billion for 1942.%

(b) The major difficulty with the statement being examined is in the
meaning attached to income exempt, the conclusions which are drawn
from combmmo these two s‘ratlstlcs and the facts omitted.

The inference is that a le arge part of income is exempt, because a
large part of the population is exempt; and the policy based on this is
that income tax exemptions must be eliininated for this tax, rates of
tax on lower income groups be increased by the tax, and a sales tax
also be imposed.

1. The seventy-five percent of families who receive incomes of less
than $2,500 per year (average size is about four persons, and they
ther cfore on the whole, are exempt from present income taxes) receive
only 40 percent of all famhv income; and about 32 pelctnt of total
personal income, combining families and single consumers.”

2. The rest of personal income exempt from the income tax is re-
cel"ed bv single consumers with income less than the exempt mini-
mum 2 and by single persons and family members subject to the in-
come tax, as wcome free from tax by reason of personal cxemptions,
dedI:CtIODS, and credits and as tax-exempt interest.

3. The burden of other taxes 1s so large that the tax system (includ-
ing 1941 Treasury proposals to the Ways and Means Committee)
taken as a whole would not become progressive until an income level
of $3,000 per year were reached.?

(¢) A difficulty with respect to the preportion of fainilies exempt,
without reference to the proportion of income exempt, was pointed
out by Mr. Paul in another connection.’® The average size of famiiy,
and average size of family income, do not adequately represent the
whole population of families.

As is true of description of any other group of data, deviation from
the central tendency must be taken into account.® Variations in size
of family, when personal exemptions for a family of two are at their
present $1,500 level, mean that many families receiving less than
$2,362 or $2,500 will pay an income tax. Of course, it is recognized
to0 that some families of four or more receiving income in excess of
the average will pay no income tax.

The principle of the view examined is to substitute total quantity of
income subject to income tax, for personal distribution of mmcome, as
measure of ability to pay added taxes.

24 Office of Price Administration, in 1 hearings, cited, . 363.
2 Robertson. Willis, and Paul Randelph E., in 1 hearings, cited, pp. 102-104.
261 hearings, cited, p. 1612
o "lgglce of I’ ice Admlxmtr&thll, Estimates of the Consumers’ Income in the United States, 1941, June
% 26 percent of the number of single consumers, about 6.8 percent of the total number of consumers, receiv-
ing 7.7 percent of income of single consumers, and 1.3 percent of total consumer income. O. P. A., ..oc. cit.
ofﬁiglzlengergg;] Leon, in U. 8. Cong., House Ways and Means Committee, Hearings on Revenne Revision.

0 1In 1 hearmgs, 1942, cited, p. 104.
31 See Fisher, R. A, Statistical Methods for Research W orkers, 1938, ch. 1.
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(d) Related to this principle is the physical concept of taxing, that
each dollar should pay some tax:

¥ * % Lvery dollar of income should be taxed either directly and cou-
rageously through an income tax. or through the back door by way of a general
sales tax. * * # There is no justification for personal exemptions under
present eircmnstances.®

And Lutz, in bespeaking the deduction from gross income, in calcu-
lating net taxable income, of the proposed tax on gross income
payments says:

It would be highly improper to deny such a deduction. for the taxpayer would

otherwise be obliged to pay heavily graduated rates upon a part of his income
which he never saw, nor touched, nor used.3?

This proposes that dollars rather than persons be made the subjeet of
taxation.

IV. EFFECTS OF TAX! EQUITY AND CONTROL OF INFLATION

The conscquences to the taxpayer which the proposals discuss may
be compared with those of other taxes—for example, the sales tax—
which bring in revenue near to the time of income payment.

(a) Lquity—With respect to equity, there is no argument as to
which way the balance swings. Even a flat rate gross income tax
more nearly approaches the accepted concept of equitable taxation
(according to ability to pav) than does a general sales tax, which is
regressive.

In proposals for extension of at-source collections rather than of
sales taxes® an important consideration of equity is that under a
withholding tax on net income a family of four pays less tax than
does a family two; under a sales tax they would pay more.?® With-
holding levied as a gross income tax has the same results as a sales tax,
in this respect.

(b) Conirol of inflation.—The sccond consequence, though less im-
mediate, certain, and direct, may be as important. How does the

a\ affect the p0551b111tv of inflation and the losses it imposes?

A gross income tax collected at source is said to be preferable to
mﬁatlon as a mcthod of war finance, even for the low-income groups.
The reason is that, though it increases their burden, “the tax would
tend to set a limit to the deprivation of the low-income group” be-
causo the tax is the “most cflective safeguard” against rising prices;
auu “There would be no limit [of deprivation] under inflation.” *

2. A withholding tax reduces income before its receipt, not at the
tm*o of spending as does a sales tax, and thus has an earher effect as an
inflationary curh.®”

3. If the tax were levied at rates which increase progressively as
the income bracket increases (or as part of a progressive income tax)

3 Seidman, M. L., Statement for Chamber of Commeree of New York, in 1 Hearmgs cited, p. 133.

¥ Op. cit., p. 146. Directly relevant to this is a point mentioned carlmr that a 5 or 10 pemeut reduc-
tion of income on which regular income tax is calculated, to take account of withheld income, has
different results for persons at mm erent income levels. Thus, rcducuon of taxable income to take account
of a 10-percent reduction in gross income is more advantageous to a person whose efiective rate of income tax
is 70 percent than to one whose effective rate is 2 or 3 or 4 percent.

3 Hart, 1 Hearings, cited, p. 699.

3 The Minister of Finance of Canada in proposing such an extension stated that “as regards equity, I am
sure we all agree that the income tax on individual is the fairest method of taxation. * * * A persen ’s
income is the best single measure of his taxable capacity, particularly when we take into account tne num-
ber of persons dependent on him.” Canada, House of Commons Debates, June 23, 1942, p. 8893.

3 Lutz, on. cit., p. 142.
a7 Leland, op.'cit.; p. 125,
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it would enjoy a clear advantage as an inflation control over a sales
tax. The reason is that the sales tax takes a smaller part of income
the higher the income bracket, while ability to pay a tax without
reducing income available for hvmg expenses increases more than in
pro portlon to the increase in size of income. Progressive taxes are
for this reason genecrally considered to bear most nearly in accordance
with ability to pay. They also may be most efficient as inflation
controls, since, with respect te the sources of inflation, “the chief
danger to the low income groups is that those with 1ncomes of, say,
‘52 000 to $10,000 will bid up the prices of consumers’ doods
+ 23 T curb mflation through use of a sales tax heavy enough
to restrict spending of this group would i impose a very heavy burden
on low-income groups. The burden would be 1.7 to neariy 4 times
as heavy, in relation to income, on the lowest income groups as on
those receiving between $2,000 and $10,000; thus the greatest burden
would be on peoplo whose incomes are so small as to constitute no
threat against stable prices.*® A withholding tax at progressive rates
or as part of a progressive income tax Wou}Tzd put the burden where
potentially inflationary income is received, rather than on the lowest
incomes.
4. A prompt collection method ought to be compared to the regular
income tax as an inflation control. Professor Heller has said:
Collection now on the basis of current income makes the income tax a much
sharper weapon of fiscal policy. In a period of rapidly rising prices and increased
business activity incomes rise rapidly. To collect currently only the tax which
is spawned by the lower incomes and prices of the preceding year is to close the
coop after some cof the prize chickens have flown. But more than that, our
traditional delayed-collection system, in effect, loans the taxpayer his taxes on
current income until the succeeding ye&r. If the taxpayer uses that loan to
increase current consumption, and particularly if he is foreed to resort to borrow-
ing to discharge his tax liability when it eventually falls due, the collection system

is a stimulant rather than a sedative to infiation. The remedy is to end such
loans by prompt collection technigues.®

5. It has been urged that withholding taxes will increase the cost
of living in spiral fashion.

(@) Afiirmative.—1. Without wage ceilings the tax will lead im-
mediately to higher wages and hwher costs of production, which will
be pvramlded mﬂatmg prices charged consumers.*

Increased wages will increase pressure for higher prices, from
he demsnd side.

(b) Negatrwe.—1. Withholding and sales taxes might be assumed to be
equally likely to lead to demands for higher wages, if withholding
taxes were limited to increased wage taxes. Withholding taxes
would differ from income taxes with the present rate and exemption
structure, in this respect:

To perform their full stint in preventing inflation, prompt collection methods
must be broad in their application. Unless the taxes currently withdrawn
apply to the self-employed as well as to the rank and file of laborers, the latter
cannot be expected to play the game. If their purchasing power is singled out

for extermination or lmpoundmg, they will have an a.dded stimulus to use their
organized pressure to ‘“administer prices upward” * e

# Shoup, Carl, in Review of Economic Statistics, May 1941, p. 89.

3 See U. 8. Treasury, Federal sales taxes, memorandum, in 1 Hearm"< cited, p. 352; and Norgenthau,
Henry C., op. cit., pp. 4, 5.

40 Hellﬂr, Walter W., Wartime Use of Income Taxes, in Tax Institute, op. cit., p. 208.

4 Rlchmond Kenneth C., statement for National Retail Drygoods Assomatxon, in 1 Hearings, cited,

P. 513.
42 Heller, op. cit., p. 209.
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2. The possibility that higher taxes will lead to higher wages
derives in part from the discriminatory eflecis of the levies, and in
part from the fact that ‘““we hold before the public the picture that
everybody is entitled to be protected in his standard of living.” ¥

If the tax is only a method of collection, it does not impose a change
of relative position and therefore would not increase the pressure
toward higher wages and inflation.**

V. ADMINISTRATIVE PROBLEMS AND PROTOSALS

ITn Great Britain, withholding (ecllection at source) is applied to
wages, Interest, rents. Tax is ecllected on a previous period’s wages,
rather than on current earaings. Recent administrative proposals
have suggested changing the length of the collection period (rather
than collecting on current earnings), as a means of easing tire burden
on employees in seascnal occupatiens or wheose emplovment is irregu-
lar.

In Canada, national deferce tax has been collected at source. It
is proposed that collection at source be extended to all periodie income,
as method of collecting increased ircome taxes ard uational defenec
tax: and as basis for a system of compulsory savii gs.

In the United States, withholding taxes have been used by the
Federal Government for tax-free covenant bonds and for income of
nonresident aliens; by Philadelphia, for a gross income tax; by New
York and other States, “to extract a tax from nonresident em-
ployees.” ¥ Withholding has been incorporated in the new tax bill,
on a net-income basis for wage and salary imcome, on a gross basis
for dividends and bond interest, as means to collect part of the net-
income tax. The Treasury has suggested methods of extending the
prompt-payment principle to the scli-employed and rent receivers.
Suggestions to make the tax flexible, and about transition to the new
method, have been offered, and are outlined briefiy in the discussion
of plans for the United States.

(@) Qollection at source in Great Britain.

1: Wage earners’ income tax.—Compulsory collection at source was
adopted by Great Britain in September 1940 for wages and salaries.
Previously, collection at source for tax on this type of income had been
voluntary. The employer had deducted the tax payable on January
1 in monthly installiments between October and March; and that pay-
able July 1 between April and September. He had not computed the
tax; he had served only as collector of the liability stated to him by
the agent of the Government who computed the tax. Compulsory
collection at source was adopted (when rates were increased) to pre-
vent the tax due in any one month from exceeding the month’s salary,
which would happen if it were paid in a lump sum by the income
receiver.*

Under compulsory collection the wage earner still is assessed “in the
ordinary way, with the same rights of appeal as other taxpayers’” and
the employer is “then informed of the amount of tax to be deducted.”

43 Hart, in 1 hearings, cited, p. 683.

4 Hart, in American Economic Review, cited, pp. 88, 89.

45 See Heller, op. cit., pp. 210-212.

46 Brown, Bryant C. Rcport to the Joint Committee on Internal Revenue Taxation, British and
Caéladian tax systemns, 1941, pp. 15, 18. Taylor, E. M., and V. M. R. Bayley, Income Tax, Surtax, 1940
p. 9.
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Assessment is for two 6-month periods ending October 5 and April
5; weekly deductions begin 3 months after the end of each period.

Irregularities of employment, due to seasonal changes of industry
and other causes, lead to heavy deductions of tax over a shorter
than standard period. And seasonal pay may vary, adding to tax
burden because tax assessed on a period of high earnings is collected
in a period of lower earnings. A suggestion to alleviate both diffi-
culties is to deduct tax according to current earnings. The suggestion
has been rejected on the ground that it would make the employer a
tax assessor as well as a tax collector. Further, the calculations re-
quired might be so considerable as to make the employer uncertain
about what wage he should pay.*

To meet the problem of collections, the principal administrative
reforms proposed by the Chancellor of the Exchequer were: to raise
the lower limit of income from which deduction is made; to level out
deductions by making the half-year assessments in seasonal industries
on the basis of 5 months during the high-wage period and 7 months
during the lower paid season of the year.

The British plan, in which the employer is no more than a collecting
agent for a liability that has been determined by the Government,
seems to be one method which would forestall an objection on admin-
istrative grounds that has been raised against a withholding tax.

The objection has to do with the honesty of collecting and reporting
collections on the part of employers, especially in industries in which
labor costs are the major part of the total expenses. There are cited
judgments filed by the New York State Industrial Commission for
delinquencies in unemployment insurance, which amounted to
$113,309.33 within a period of 6 months. And it is stated:

While this situation is serious in itself, it becomes progressively more serious
as the possible: enactment of a law requiring a withholding tax looms on the
horizon. If no effective means have been found to enforce the payment of a tax
amounting to 4.3 percent of pay roll direct by the employers and the collection
from employees of a 1 percent earnings tax, and its transmission to the Govern-
ment, it will require little imagination to see just how effective would be the col-
lection of a 10 percent withholding tax. In an mou%try like the laundry industry,
where the pay roll is 60 percent or more of the income dollar, there might well
develop a situation in which the employees of the unscrupulous operators might
unwittingly furnish the sinews of war for their employers to undermine the
entire legitimate laundry field in the greater New York area. Similar situations
exist in other industries.*

2. Inierest—Interest income generally is taxabls at source. There
are several exceptious: Interest (annual or otherwise) payable to a
bank in the United Kingdom; interest (except annual) payable to a
discount house or menlber of the stock exchange; interest payable to
a building society, under certain ‘mano'emeuts interest on certain
war loans and other securities.*

3. Reni.—The tax on an owner’s income from property is paid by
the tenant and deducted from his next payment of rent.*

(b) Collection at source «n Canada.

“The national defense tax [1941-42] is a tax on the gross incone
if such gross income exceeds specified amounts.” It is collected at
¢ P

471 Wood, Sir Kingsley, budget speech, in Financial News, April 15, 1942, p. 3.
48 Wilder, Harold K., in 3 hearings, cited, pp. 3364, 3366.

4 Taylor and Bayley, op. cit., p. 10

8 Thid., p. 8.
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source of income on all salaries and wages ol persons subject to the
ceneral income tax and investment income surtax. [t is not de-
ducted at souree for income other than {rom wages and salaries. It
1s an additioral tax, rather than a method of collection.

It has been proposed in the eurrent budget that the device of with-
holding be extended into a system of forced savings, to include the
reeular income tax at increased rates, and the defense tax.  Quarterly
reporting and payment of income tax by the self-cmployed, are re-
quired by the proposal. This apparently is the widest extension
vet made of the withholding principle—apparently justified by the
experience of a country that has practiced the withholding of income
taxes. If the plan works well, it will argue against the objections on
administrative grounds quoted below:

Under American conditions, a plan for the collection of tax at source presents
great complications. Such a plan was in operation in the United States in the
early vears of the income tax but was quickly abandoned. The foreign experience
to which reference is commonly made has for the most part been the collection at
source of tax on last year’s income, not the tax on this year’s income. Problems
of personal exemption, deductions, and credit are difficult to solve. Such a tax

could in any event apply only to the flat rate normal tax and minimum rate surtax
and not to a progressive rate surtax.’!

(¢) Wathholding tax proposed for the United States.

L. Treasury proposals.—(a) The method of operating a withholding
tax proposed by the Treasury was stated by Mr. Paul as follows:

Tax would be withheld at the source upon wages, salaries, corporation dividends,
and corporation bond interest. With respect to wages and salaries, the with-
holding would be on a net basis. The tax would be withheld only upon the
excess of wages and salaries over the taxpayer’s personal exemption, credit for
dependents, and a fixed percentage of such exemption and credit representing an
average allowance for deductions.

The amounts thus relieved of the withholding recuirement would be broken
down by pay-roll periods, so that the employer would know how much to deduct
if the employee is paid by the week, by the month, or by any other period.

The employee would be required to file with his employer an exemption cer-
tificate supplying information on his family status.

The great majority of domestic employees and part-time hourly employees
earning small suins with respect to which it would be impracticable to apply a
withholding system would thus be removed from the scope of the proposed
system. :

The employer would remit quarterly to the Treasury the amount withheld.
He would also at the end of the year, or upon termination of employment, give
the employee a receipt for the amount of tax withheld.

Tax liability against the full income including amounts withheld
would be computed at the end of the year. The tax due where appli-
cable rates were in excess of the withholding rate would then be paid.
Or, if tax liability were less than the tax paid, refund would be made
by the Government.

With respect to dividends and bond interest, the withholding would be on a
gross basis, but at the same rate as for wages and salaries. Withholding on a
net basis is impracticable because an individual may own stocks and bonds in
many corperations.’?

Withholding is intended as a method of collection, of prepayment,
of a part of income tax liability, and not as an added tax.

(b) A transition problem appcars in the first year of collection at
source if only a part of tax is withheld. The Canadian proposal

% Blough, Roy, in National Tax Association, Proceedings 1941, p. 347.
 Paul, Randolph E., in 1 hearings, cited, pp. 81, 82.
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largely eliminates this problem. But in the United States, collection
at source in 1943 would bear on 1943 income; and collection of liability
on 1942 incomes also would be made. To ease the payment problem,
gradual transition to withholding has been suggested by the Treasury.

The Treasury * * * recommends that the transition be spread over the
2 vears 1943 and 1944 by permitting half of the amount withheld at source in
1943 to be credited against the quarterly installments on 1942 taxes payable in
1943. The balance of the amount collected at source would be credited against:
1943 taxes payable in 1944.

Under this proposal, the taxpayer would be permitted to credit against his
March 15, 1943, installment on 1943 taxes half of the amounts withheld at source
during January and February 1943; against his June 15 installment half of the
amounts withheld during March, April, and May; against his September 15
installment half of the amounts withheld during September, October, and
November.

Under this plan slightly more than half of the total amount withheld at source
during 1943 would be available in March, 1944, as a credit against 1943 income
tax liabilities. * * * 8

(¢) The principal objection to withholding, on administrative
grounds, is that the Government would be unable to enforce the same
method of collection on agricultural labor, professional people, and
self-employers; the wage earner therefore would be subjected to
unfair diserimination

Methods of prompt payment have been suggested for incomes not
adapted to withholding.

For example, Heller proposes that receivers of such incomes be
required under threat of heavy penalties to buy in advance tax stamps
or anticipation notes to a value of around three-quarters of their tax
liability.>®

Mr. Paul proposed to the Ways and Means Committee a method -
of reducing the advantage which self-employed. businessmen and
recipients of rents, for example, derive through securing postpone-
ment of 1943 tax liability to 1944 at the time when other incomes
are subject to taxes in 1943 on 1943 income.

Persons with incomes that are and those with incomes that are not subject to
withholding can be put on an approximate parity by requiring all taxpayvers to
pay a part of their 1942 tax liabilities payable in 1943 in one lump sum in March
rather than in quarterly installments. The lump-sum payment required would
correspond to the amount withheld at source from persons subject to withholding.
Those subject to withholding would be able to pay this amount in the form of a
credit for taxes withheld at source; those not subject to withholding would have
to pay this amount in cash, thereby reducing the amount of tax postponed.

He suggested that, since withholding will take 5 percent of current
year taxable income in 1943, all persons pay on March 15, 1944, 5
percent of surtax net income, plus “one-fourth of the balance of their
tax liabilities on 1943 income’’; the payment would be through credit
for amounts already withheld, for those subject to withholding;
and/or in cash.%

2. House bill—The provisions of the recently introduced House
bill (H. R. 7378) with respect to withholding are summarized and
explained in the Ways and Means Committee report.

53 Paul, Randolph E., in Prentiee-Hall, Federal Tax Serviee, op. cit., p. 60, 474.
Ofﬁigs‘;i\}}gi%ré.lohnL U.8. Cong., House Committee on W aysand I\Ieaus, Hearings on Revenue Revision

8 Op. eit., p. 218.
8 Pgul, Randolph E., in Prentice-Hall Federal Tax Service, Report No. 30, June 25, 1942, pp. 60, 474.
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Beginning January 1, 1943, the withholding rate on current in-
come will be 5 percent, and l)eounuxw Janumv 1, 1944, the rate will
be 10 percent. In the case of wages and salmlos, a withholding
deduction will be allowed according to whether the taxpayer is sm«rle
married, or the head of a family, and has depen(lentq and the tax will
be deducted at the withholding mte on amounts in excess of the with-
holding deduction by the employer on each pay day. No deductions
are allowable with respect to dividends or hond interest, the with-
holding rate being applicable to the gross dividend or interest

paid * *

The t.l\[)‘lVOI will furnish to his employer a statement as to whether
he is single, married aund living with wife or husband, the head of a
family, and has dependents. The Treasury will furnish the employer
with a table which shows the amount of wages that will be exempt
from withholding * * *

The difference between the employee’s wage per pay period and the correspond-
ing exempt amounts shown in the table will be subject to deduction at the source.

Credit will be allowed against the income tax for 1943, payable in 1944, of the
5 percent withheld in 1943. The 10 percent withheld in 1944 will be allowed
a~ a credit against the income tax for 1944, payable in 1945. If the tax withheld
at the source is more than the tax due from the taxpayer on the basis of his return
for that vear refund will be made. If the taxpayer shows his gross income for
the year will not be in cxcess of the personal exemption and credit for dependents
to which he is entitled his income payments will be exempt from withholding.5?

To reduce the relative advantage gained by the self-employed and
rent receivers, in having their tax hablhty on 1943 income postponed
until 1944—

It is provided that the taxpayer may continue to pay in four installments, but
the first installment shall be 10 percent of his surtax net income plus one-fourth
of the balance of the tax after deduction of such 10 percent. The remainder of
the tax is payable in three equal installments. Thus, the taxpayer will to this
extent be put on the same footing as the taxpayer subject to collection at the
source on wages.”

3. Tax-free covenant bond interest.—Another problem is that of tax-
free covenant bonds. The railroads claim that if interest on such
bonds were withheld at source, the railroads would have to pay the
full tax interest, “without the right to deduct amounts so withheld
from payments made to the obligees.” They therefore ask exemption
from the tax.®

4. Flerible rates—An administrative proposal designed to elimi-
nate one of the most serious objections against income tax is that the
rates be flexible.  The Treasury proposed in March that it be allowed
to collect at source each pay dav from 1 to 10 percent of income,
the percentage to vary at the Secretary’s discretion with changes
in the economic situation

Professor Hart has criticized this proposal, saying that flexibility
is uscless when rates are so low that they would not come near meeting
the needs for revenue and inflation control. He has proposed varia-
tion of rates according to a price index; but raises the effective objec-
tion that the tax rate would have {o be tied to the rela tlon of wagcs
to prices in order to eliminate inflationary pressure. He also has

5575 II.T]Q] Cong., House revenue bill of 1912, Rept. No. 2333, pp. 15. 16.

did., P17,

% Fletcher, R, V., Statement for Association of American Railroads in 2 Hearings, cited, p. 1813. The
Fonse bill brovides this exer uption, Rept. No. 2333, cited, p. 126,

% Morgenthau, Heary C., in | Hearings, cited, pp. 5. 20.
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suggested adoption of the principle of the Tydings committee proposal
to tie tax rates to Government expenditures. ‘“The Treasury could
be required to set a defense tax rate for-the oncoming 3-month period
which would bring total receipts up to any specified percentage of
total outlays for the period. It would be possible also to provide for
automatic lowering of exemptions to widen the tax base if necessary.®

[John C. Jackson, Economic Section, Legislative Reference
Service, Library of Congress, July 17, 1942.]

Exuisir 10

Ture Work oF THE BoARD oF RErerEns UNDER THE ExcEss ProFiTs
Tax Acr, 1940

Address delivered by Hon. Mr. Justice Harrison before the Ontario Division of
the Canadian Bar Association, at Toronto, February 21, 1942

I am to address you for a few minutes in respect to the work of the
Board of Referees under the Excess Profits Tax Act, 1940.

I am not here to discuss the merits of the act or its demerits, if any;
these are matters for the consideration of our legislators in the Parlia-
ment of Canada.

I have read Lord Hewart’s New Despotism and, like all lawyers,
find myself very much in agreement with him in his objections to the
encroachments of bureatcracy upon the functions of the courts.

Now, owing to the exigency of war, I find myself caught up and
serving on one of the numerous administrative bodies created to assist
{.he Government in its increasing control of our business and cconomic

ife.

I shall bave a word to say upon this matter of administrative law
in general and the position of the Board of Referces in reference to the
courts at the end of this paper. But first of all I wish to give a short
explanation of the purpose and effect of the Fxcess Profits Tax Act.

FErcess Profits Tax Acts in general.—Underlying the enactment of
excess-profits taxes are the assumptions that, in wartime, business
profits will increase, that Government revenue needs will grow, and
that the public will demand that the profits—whether fortuitous or
excessive and whether or not arising directly out of contracts for
munitions—shbould be taken out of war.

Before any excess-profits tax act can be written, there has to be a
clear-cut decision as to exactly what profits arc to be specially taxed.

Approaches to ercess-profits taxation—One approach is that any
increase in profits in wartime should be specially taxed. The other i1s
that all profits in excess of specified rates of return on capital should
be progressively taxed. The differences between these two approaches
are fundamental. One, which we may term the average earnings
basis, is founded cn previeus earning power. It simply assumes that
the pre-war profits were a reasonable criterion of earning power, ir-
respective of the rate of return that was earned on the capital em-
ployed and that any wartime increase or cxeess above the pre-war
profits should be heavily taxed.

8 American Economic Review, cited, p. 100; and 1 Hearings, cited, p. 690,
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The other method, the invested capital basis, fixes a basie rate of
return on ecapital which is deemed socially fair and taxes all profits
over such rate progressively. It differs from the average carnings
basis which recognizes that rates of return on capital employed in
business are rarely uniform but reflect the difference in investinent
risks, management factors, capital structures, economic environment,
and a host of other influences which make a uniform rate of return
uoon capital entirely unfair and diseriminatory.

Canadian excess-profits tax legislation.—In Canada the choice of the
average carnings base has now beén made and the standard profit is
the average carnings in the years 1936 to 1939.

The invested capital basis has, however, been retained to establish
certain limitations upon the standard profits which may be awarded
to depressed taxpayers. The minimum award is 5 percent and the
maximum award 10 percent upon the employed capital.

The present E. P. T. Act is applicable to sole proprietorships, part-
nerships, and corporations, subject to certain exemptions, but my
references will be confined entirely to its incidence upon individual
corporations.

The act levies a tax of 75 percent on the calendar year profits,
carned on and after January 1, 1940, -which were in excess of the
average annual profits in the calendar years 1936—39 less a deduction
for the ordinary 18 percent corporation tax. It is provided, however,
that if this tax amounts to less than 22 percent of the total profits, the
greater tax of 22 percent will be imposed.

In effect a Canadian corporation is subject to the greater of a tax
of 22 percent on total profits or a net tax of 61) percent on profits in
excess of those earned in the standard period. Adding the 18 percent
ordinary income tax the total tax rate can vary between a minimumn of
40 percent and a near maximum of 79% percent with a high rate of
progression to the upper level as excess profits grow.

Functions of the Loard oy Keferees—The Excess Profits Tax Act had
to be written on the assumption that there was uniformity in business.
experience in 1936-39 and that the average annual profits in that
period were a fair gage of pre-war earning power.

It is a matter of common observation, however, that the recovery
from depression was not uniform even among members of the same
mdustry.

For some depressed cases the statutory provision of a $5,000
minimum of standard profits was adequate to assure a just base. For
others the exclusion of a loss year or the abnormally low profits of
one year in calculating the standard was sufficient. Where neither
of these provisions met the nced the Board of Referees was empowered
to recommend the raising of the actual standard profits to a level
which would correct or at least compensate in part for their special
disabilities.

The Board of Referees has been appointed to deal with situations
where no record of standard profits is available or where they were so
low that it would not be just to tax the resulting excess without pro-
viding some relief. In other words, the Board has to set standard
profits for new businesses and for depressed businesses.

Eligibility of standard profit claims.—The decision whether a busi-
%ess is new or depressed rests primarily with the Minister of National

evenue. .



TAXATION IN CANADA 1135

The claims from established businesses that come before the Board
of Referees are those where the Minister is not satisfied that the
business of the taxpayver was depressed or is not satisfied that the
standard moms claimed are fair and reasonable.

All now at is, businesses started after December 31,
1937-—must go to the Board of Referces to have their standard pxouts
ascertained.

Riaght of taxpayer to be heard by the Foard of Referees. 1 an

nteresting legal question arises as to the 1lg,ht of a ta.\*payvr Lo come
beno e thie Board. You will note that section 5—the operative section

n respect to the Board of Referces-——provides that a taxpayer who is
convinced that his standard profits, ascertained in the ordinary way,
are so low that it would not be just to determine his liability to the
tax bv reference thereto, may compute his owi stany lard profits as such
amount as he thinks just, but not excceding an amount equal to
interest at 10 percent per anuum on his omployod capital. His claim
then goes before the Minister and, according to the express wording
of the act, the Minister has two alternatives—he may agree with the
comnnt‘mon of the taxpayer or, if he is not satisfied that the t taxpayer
was depressed or if he is not satisfied that the standard profits as
computed by the taxpayer ave fair and reasonable, he “mav’ direct
that the standavd profits be ascertained by the Board of Referees.
Those are the only express provisions in the act.

1t has been suggested that when imposing & duty upon a Minister of
the Crown it is not proper to use the word “shall” and that the word
“may,” in appropriate cases, can always be interpreted as imperative
or mandatory. As you know, there are numerous authorities upon
this matter—in particular the case of Julius v. The Bishop of Ouford
(5 App. Cas. 214) wherein 1t 1s stated—
when a statute counfers an authority to-do a judicial act in a certain case it is
imperative on those so authorized to exercise the authority when the ecasc arises
and its exercise is duly applied for by a party interested and having the right to
make the application.

It could be said that the act of the Minister in referring a claim to
the Board of Referees is judicial since the Board acts judicially and
their recommendation becomes the act of the Minister by his approval.
Other cases dealing with the matter are Fonseca v. Schuliz (7 Man.
R. 458) and in re North Huron Election 58 (G. 1. R. 197) in Super-
visors v. U. S. (71 U. 8. R. 435), decided by the Supreme Court of the
United States it is stated—
whenever public interest or individual rights call for the exercice of power given
to public officers the language used, though permissive in form is, in fact, per-
emptory. What they are empowered to do for a third person, the law requires
shall be done. The power is given not for their henefit hut for his.

As to new companies.—Cur duties in respect to new companies are
specifically laid down in subsection 2 of section 5 of the act, namely,
to ascertain the standard profits at such an amount as the Boaxrd
thinks just, being an amount equal to a return on the capital employed
of the applicant “‘at the rate earned by texpeyers during the standard
period in similar circumstances engaged in the same or an analogous
class of business.”

In reference to new companies it is further of interest to note that
any company which increases its eapital to the extent of 334 pereent

oS
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after the beginning of its last fiscal period in the standard period and
also issues capital stock for such increase may apply as a new company
and have its profits ascertained by the Board of Referees in the same
way as other new companies, namely at the rate of return on capital
carned by companies in the same business in the standard period—
such companies, however, to be selected by the Board of Referees in
their sole diseretion and their rate of return adjusted, if necessary, to
insure “similar circumstances” for the taxpayers sclected and so get a
comparison of like with like.

In the case of new companices the limitation of 10 percent on capital
does not apply.

Depres ass of cases dealt with by the
Board is that of taxpayers who claim their business was depressed in
the standard period.

What dces depression mean.—In the first place the Board considers
that, generally speaking and with few exeeptions, any business which
did not ecarn 5 percent on its employed capital during the standard’
period was depressed. This we think is a fair implication from the
provisions that all depressed taxpayers are entitled to a minimum
award of 5 percent upon their capital. There may be certain types of
companies which never have earned and never contemplate earning
as much as 5 percent upon their capital. In such a case the Board is
expressly given the power to leave the taxpayer with his own average
vearly profits.  What we cannot do is to award any amount less than
5 pereent, if we desire to award a diffevent rate from that actually
carned by the taxpayer. But how are we to measure the depression
ol a particular company? Varicus nmeasurcs of depression could be
taken. Tor example, one businessman might consider himself de-
pressed if his average net profits in 1936-39 were less than in the beom
vear of 1929.  Thus prior performarce would be the test of depressiop.

Another might contend that he was depressed if he failed to net
as much as his competitor. In this case comparative performance
weuld be the test.

Stiil another might feel he was depressed if he did not net his custo-
mary 5 pereent on ysales.  This would be an inherent or absolute test.

It became evident very carly that the Board would be confronted
with a wide variety of claims and that a study of profits behavior and
carnings rates in various industries might produce some helpful con-
clusions. The Board, therefore, had a large number of statistical
studies made.

It is beyond the scope of my remarks today even to outline the
results of the rescarches into business results from 1925 to 1939.
They have not given the Board any gencralized rules of thumb which
can be universally applied to the claims coming before it. On the
other hand they have provided a helpful and fairly lengthy record of
business experience and have emphasized the differences, rather than
the similarities, in the individual businesses which constitute an
industry—a fact which is frequently overlooked.

Our studics failed to provide any single simple test for depression
and they provided no general nmtlxomatlcal formula for ascertaining
standard profits. What they did do was to indicate the limitations of
generalizations when applied to business and to lead to the conclusion
that the administration of the Excess Profits Tax Act would best be
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served by considering each claim on its own merits rather than as part
of a uniform industry.

The act suggested a comparative test and recourse to the earnings
of competitors as a basis for judgment.

In this connection the Board has more than one alternative. The
test need not necessarily be whether the applicant company earned
the same rate on capital as its competitors. The more accurate test
would be as to whether the applicant’s position relative to his com-
petitors’ in the matter of earnings over a period of years had deterio-
rated in the standard period.

The Board has come to the opinion that no uniform rate of return
upon capital can be ascertained for any industry which would do
justice to the diversified circumstances of all members of such industry.

- Ascertaining standard profits.—The aim of the Board is to give to
each applicant a rate of standard profits which he might have earned
during the standard period had he not suffered from special disabilities,
whether those disabilities were commeoen to the industry in which he
was engaged or peculiar to himself, and provided that those disabilities
could not be considered permanent disabilities.

In arriving at the rate for the individual companies the individual
experience of the company is the chief factor in determining the
standard profits.

Some questions to be considered are—

What did the company earn during the prosperous period of its
business?

What percentage of the profits earned in the prosperous period
should the company be expected to have earned in the standard
period?

While the Board tries to estimate the earnings which the company
would have earned in the standard period if sr)eblal disabilities were
removed, there are some considerations, often put forward, which,
while important to the owners of the business appear to have little,
if any, relevance in ascertaining standard profits under the act:

For instance:

1. The claim to recoup out of profits the amounts necessary to
compensate for past lean years and possible future lean years.
(The Board does have regard to the fact that some types of

usiness are extra hazardous and may be classed as “‘feast and
famine”” businesses.)

2. The claim that certain types of business are entitled to a
certain rate of return regardless of past earning experience.

3. The claim for increased standard ploﬁts because heavy
borrowings or heavy inventories make it difficult to raise money
to pay taxes.

4. Tle claim to have sufficient profit, after taxes, to pay fixed
or customary dividends or debt repayment obligations.

In hearings which are conducted each week the Board discusses
claims with taxpayers and in the light of their cepresentations and the
Board’s own experience and ]udtﬂnmt endeavor to reach a conclusion
as to a fair and reasonable base for the calculation of excess profits.

Section § (3) where capital standard not applicable.—The most
difficult provision to administer is subsection 5 (3), added during the
1941 session of Parliament. That subsection was inserted to enable
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the Board to award a standard profit where a standard profit limited to
a certain return upon capital would not do justice. There ave three
classes of companies whieh can be dealt with under this scetion,
n.nn(\l\

C(ml}).llll(‘\ carrying on a business ol a personal service nature
\\ll(‘l(‘ capital is not an important factor.

Companies, the capital of which through losses Las become
abnormally impaired, so that the limitation of 10 percent upon the
actual capital left would be far below the actual carning power of
the compauy.

3. Companies of which the capital employed due to extraordinavy
circumstances is abnormally low.

Just a word or two regarding these three classes. In the first place
as (o companics wherve capital is not an important factor. Capital is
defined in the act as equity capital, i. e., assets less liabilities—but in
this section there is strong ground for argument that the context
requires a broad meaning for the word “capital.’” The businesses in-
tended to be covered are those like fire insurance, brokers, real estate
agents, and other service types of business where it is apparent that
no plant is necessary i order to carry on the business nor any consider-
able amount of working capital. In businesses of that kind to limit
the standard profit to 10 percent of the capital would not be realistic.
In such cases the Board looks at the earning power of such taxpavers
m their profitable period as compared with the standard period.

The second class of company is that where capital has become im-
paired. There are companies which have no equity capital—their
habilities together with the depreciation as caleulated by the Income
Tax Jopaxtment exceed their assets.  Obviously no capital standard
1s possible. In sucll case, again, the Board looks at car ning power.

As to the third class. where ca pltal is abnormally low, one Tost which
may be applied is to compare the capital employed with that of other
companics engaged in the same kind of business. 1f the ratio of
capital to the gross sales or turnover in the case of the applicant is
very much less than that of ethers enguaged in the sume business, there
1s eround for a (inding that the capital is abnormally low.

Unless scetion 5 (3) is rigidly administered it can be abused and the
Board has been loath to consider claims under it unless they con-
formed to the strict requirements of the subsection and unless they
could vot be justly and realistically treated under section 5 (1).

The Boerd hes not endeavored to classify rigidly these businesses
m which capltxl is not a material factor in the carning of pmhtq nor
has it attempted to define abnormal impairment of eapital or abnorm-
alls low eapital due to o\tlwmdmm\f circumstances.

fo determining conditions for cligibility under seetion 5 (3) the
Board has insisted tmt lowness of cm)ltm IS & primary requirener t.
Ut less this condition is met, representations that (11€p\)<1t10n of the
cluim vnder section 5 (1) “would result in the imposition of exeessive
taxation amounting to unjustifiable hurdship or extreme diserimina-
tion or would jeopardize the contiruation of the business of the tax-
paver,” have not been considered adeguate per se to make a elaim
clieible under sectien 5 (3).

In ascertainivg standard profits under section 5 (3) the Board has
followed ns [or s possible the procedure adopted in the ﬂ(lD]lletl“—
tion of the other seetions.  On the basis of the facts presented in indi-
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vidual claims it has attempted (o make realistic awards, having ve-
gard to the general limitatiors in the act.

Regardirg the position of the Board of Referecs m relation to the
courts our work 1s a part of what has been termed “administrative
law.”’

The principal objections to administrative boards m general are:

1. That decisions affecting rights or liabilitics of subjects arve
made by unidentified department officials who have 1:0 responsi-
bility except to official superiors.

This cannet be said of the Board of Referees.

We are not Department officials, but an entively independent
body who receive no instructious {rom the Government or any
Minister as to the use of cur powers urider The Act.

2. That there 18 no oral hearing and no opportunity for parties
to put forward their caze. As to this point, cvery taxpayer,
whose claim has been referred to the Board, is given an opportu-
nity of presenting his claim before the Board. Morcover, the
applicant can bring with him his legal adviser, his accountant or
anvone else to assist him. The Board employs ro counsel, as the
hearing is essentielly a factual one, but the Board is ready to
listen to all arguments that may be made either upon the prinei-
ples applicable to the elaim or the interpretation of the act.

3. 'that procecdires are not held in public. As to that, the
lack of publicity of the hearing is entirely for the protection of the
applica:t, who, in order to make his clain:, must disclese the
particulars of his business and it is his privilege to keep the
details of his business from the public and to be cssured that his
commurications to the Board will be corsidered as confidential
as his income tax return.

It is provided that when the Minister approves the recommenda-
tions of the Board his decisicns arc final and conclusive. Large
powers of discretion are given to the Board. This means that any
finding based on discretion cannot be challenged i the courts.

The reasons for the existence of such a Board are mainly that the
actual awards made must in the nature of things be largely discretion-
ary and arc not capable of being dealt with, exeept in a very broad
way, upon any fixed and rigid rules. The decisions are not such as a
legal tribunal 1s qualified to make. A court administers law according
to certain defined principles and is not asked to make diseretionary
awards—that is properly an administrative function—and since no
Minister can personally deal with all such problems it is a reasonable
solution that he should be assisted by some body speeially charged
with such work. The position of beards such as the Board of Referces
has been discussed in several cases both in the House of Lords and
the Judicial Committee. Thus i Foard of Education v. Rice (1911)
A. C. 179, Lord Lorcbum stated that the Board of Bducation in
making its decisions must act in good faith and [airly listen to both
sides. In Local Government Board v. Arlidge (1915) A. C. 120, Lord
Shaw said, “That the judiciary should presume to impose its own
methods on administrative or executive officers is a usurpation.”
In that case Arlidge’s house was crdered to be torn down and on
appeal to the local government bheard, Arlidge was refused the oppor-
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tunity of sceing the report which the inspector, after an inquiry, had
made to the board, and was not heard on the appeal, though he did
have the opportunity of appearing and stating his case at the public
enquiry held by the mspector.  Viscount Haldane said of the board:

When Parlianient entrusts it with judieial duties, Parliament must be taken,
in the absence of any declaration ta the eontrary, to have intended it to follow
the procedure which is its own, and is necessary if it is to be capable of doing its
work eflficiently.

An examination of the authorities shows, however, that there are
certain limitations upon the powers of all administrative tribunals.

1. They must keep within the confines of the statutes creating
them.

2. They must observe natural justice, meaning thereby honest
decisions made after hearing the paities.

3. They must have some relevant evidence on which to base
their decisions.

There are also two other important limiting factors, namely: Public
opinion and the power of the legislature.

Finally there is the limitation self-imposed by the personnel of the
Board. Lord Hewart himself said in Rer v. Minister of Health (1925)
2 K. B. 363—

Local authorities are vested with great powers because in practice they show
themselves to be worthy of them and their diseretion is not likely to be diminished
in any degree whatsoever.

The decisions of the Board of Referees are almost entirely decisions
involving matters of discretion. There is scldom any dispute as to the
facts, which are ascertained from the taxpayer’s own income-tax
returns plus statements made in his application or before the Board.

Again all decisions made by the Board of Referces either leave the
taxpayer under the general provisions of the act, with its maximum and
minimum provisions or, if any change is made in his position, it 1s a
change by way of improving that position. The Board thus does
harm to no one—the only objection there can be to the Board’s deei-
sions is that they do not give as much nmprovement as the taxpayer
would like. Essentially, therefore, the Board is a benefit-conferring
body.

In conclusion I would say that the Board considers its duty, subject
only to the limits expressed in the act, to be the equalization of the
base of taxation so that all taxpayers may feel that their standard
profits represent an amount that was actually earned or could have
been earned in 1936-39.

The resulting rate of total taxation—whether it is 40 or 79 percent—
is a consequence of the acceleration of profits in wartime. It is
obvious that these consequences cannot be equalized by setting a
uniform tax rate and, even though the consequences might in the long
run turn out to be undesirable, the effect and intent of the law is
clearly to levy taxes at a higher rate as profits increase.

For the most part the Board excludes references to wartime profits
as a criterion of earning power in the standard period. It is willing
to examine the record up to the end of 1939 but not bevond whenever
it can be avoided. Likewise, it has resisted all claims for sliding scale
or variable standard profits which would rise and fall with production
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or profits. Its recommendations of standard profits when approved
by the Minister are fixed and invariable for the duration of the act.

The Board considers that it 1s fulfilling its duty and is acting on
logical and legal grounds when it uses its best efforts to inake sure
that a claimant is neither better nor worse oft, as far as his tax base
is concerned, than the majority of taxpayers who must rely upon their
actual standard profits in the years 1936-39 as their base.

Exuiprr 11
OreraTION NaTioNAL DErENseE Tax

The national defense tax is computed on the general income tax
return filed Maxrch 31. Deductions allowable for purposes of comput-
ing net income for general income tax will reduce imcome for purposes
of the national defense tax, except that deductions for donations to
charitable organizations and the supperannuation fund deductions
are not allowable. If, for example, an individual receiving salary
subject to deduction of the national defense tax has other business
which showed a net loss the amount of such loss is credited against
his deferse tax liability on kis general income tax return to the extent
of such liability. Such allowable deductions may wipe out the whole
of the defense tax liability and the amount dedueted at the source
would be refunded. The national defense tax, therefore, is levied
on a net inconme basis; and an individual having sufficient allowakle
deductions for purpeses of the general income tax to equal his wage
or salary, although having defense tax deducted at the source, would
receive refund when he makes his annual income tax return.

A copy of the general income tax return showing the final con:puta-
tion of the national defense tax is shown on page 142.
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EXHIBIT E—CANADIAN DEFENSE TAX

For use of individuals other than farmers and ranchers.
A1z postzge to communlicatiens and stamps to choques. T 1 - 1941
BEviso: Cheieliby i DOMINWNION OF CANADA

) ccupational

€ Uimorme st it St INCOME TAX

ool DI 12 ans 1) RETURN FOR THE YEAR ENDED 3st DECEMEER, 1941

pres:ribed and auttoris=¢ by the Minister of National Kevenue)
Prepare in triplicate and deliver, or ma:' po;tpa)d two cap‘e. on or before 31st Marzit, 1942 (except in the case of a taxpayer in
business whese fscal poriod ends in December, 1941, whea the date is 30th April, 1342) to the Inspsctor o? Income Tax

1. Name . - 2. Oceup
(Sarname! HAME 1M BLOCK LETTERS {Chrisaen name: in full)

3. Address of present residence ... e, 1oy SR oot TS IRNEIIEIIOD. o o o)y Asssiensss
(Number and Strect) (City, Town or Municipality must be given)

4. Place of residence during 1940,
5. Emgloyer’s name (1941) ..

.. 6. Year last return filed?.. . .. Where?.
...(t) Partners’ names .,

7. 1f in business (a) Firm name.

e
* v(ze) g Name of p, o Any merital change during 15417...
Single A. o 31t Dee. 1941 i) E & (e orno)

.. If not, where? .

Wes your Lusb,_nu Lvmg in Canada in 18412.

fired 1941 return? Wasp hia total income over $65° Was N.D. Tax deducted on total income? ...

d $750; g Ct¥esorne)
11. ewn dependant children during 1541 12. Wholly dependent grandchildren during 1941
(2) Under 21 years (number)...... ... ....(ages) ... (a) Under 21 years (number)..... ... .(ages) y .
As n(3lllDﬂ 1941 As at S1st Dec. 1941
(b) 21 y=ars of age or over dcpendent on account of mental (b) 21 years cf age or over dependent on account of mental
or physical infirmity (number) . .. .. or physical infirmity (number)
13. State number of (a) dependent brethe

s or sisters under 21 . . (b) parents, grandparents, brothers or sisters 21 years of age

or o ccuc»dcnt on account of mental or physical mﬁm-my . (Fur Slaims under Jtem 13 (2) and (b) coiniplete {tain 48)

z ife 4 s
14. Did you, in 1941, transfer any property, securities or cash to (a) hu‘:é:,,d’ living exp )?. (1f yes, attach
(b) other persons in the aggrezate exceeding the exemptions in Item 362. .
15. HGTE—Did you reccive income from sources within the United States for or on nccount of (~) yourself; . ... (b)any other person resident in
Canada? .. (c) any ather person not resident in Canada? 1£ (c) answered “¥es* then file Canadien Form UST-1 and
Unitet States Form 1042 (obtainable in Inspecter’s office) on or before 15th June,
15. 1 ELREBY CFRT: that] Lave, in tbls my Incame Tax Return for the year 1941, made a full nnd compiete Gisclosure cf my tatal
incame {1on: ali sources, tkat the infarc:ation given herein and the statemments of all incone 2nd espenditure herein and all statements and
infarmation cantained beiein ang in any siatemerts or docurtents iurnished herewith and thase periaining to dependents and gifts made during
the year are true in every respect and that ali expenditures ciaimed were actually incurred and that salary and bonus increascs have been dis-
clesed as required. Further ali tuxes deductibie at the source In respect of Interest, Rents and Ro}ahlo.a pald te persons abroad bave been

caducted and remitted to the Inspector.  Phones:

Date e L O 10 Bus o e Signature.

TAXPAYER'S st DiPARTMENTAL Usz.

COMPUTATION OF TAX $ $ = $ €.
17. A. Total Income (See ltem ZQA) L
B. Deductions (See Item 45).. .

(Xf yez, attoch particulars and complete Item 46)

C. NET INCOME.
LESS M. 1941 donstions to charitable organizations (List in Cuplicate with recsipts) Sez Item 37.
E. TAXABLE INCOME

LESS F. Exemption, $750 or $1,500 (See Item 33). $
G. (1) Dependent allowance—Items 11 and 12 e $400 each $............
(2) Item 13. ... ......Amount actually expended ... $
(Number) (Not excceding $400 cach)
H., NET TAXABLE INCOME. s,
§. Cencrzl Tax (See Item 30)..... .. ...
#£. Surtax (See Item 31) ... ..
L. GENERAL TA.X PAYABL
NATIONAL DEF“NCE TAX (Scc ltcm 32)
M. Income shown in Item 17C.
M. ADD Superannuation Deduction (1tem 19(a) ) ..
©. Income for purposes of National Dzfence Tax.....
P. Tax on Item 17-O of 31% or 5% (S:e Item 32)
Q. LESS for. resident in
Canada, British Empnre or US.A. @ $14 each.. §.
R. N.D. Tax deducted at source. (Item 29B) . S
S. National Defence Tax (Item 17P) less Cred;ts (ltcms 17QandR). §...
T. ADD Additional Tar whcrc Item 17S is $25 or over. (Seeltem32) $______ |

U A t of Tax P

V. Tax, includ Def Tax (items 17L + U) d

W. LESS applicable portion ol’ British and United States Income Tax ...

X.

v Pcnalry for late ﬂhng, S% of NM: Taz Payable (Ttem 17X).
18. D Tax P
PAYMENT herewith by cheque payable to the Receiver General of Canada § Sea Hom M

AFFiX REVENUE STAMPS (For Gift Tax paymcot see Ttem 46) 3

1940-T 6-1 No. 1941-T 6-1 No, Date. 194....... Assessor 1.0 HO. 1941
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