
CHAPTER 17

GIFTS, .INCLUDING INHERITANCES

In this chapter and elsewhere in this Report the term "gift" refers to

any gratuitous receipt, whether or not it is a gift in the technical sense,

unless the context requires another meaning . It includes a transfer for

inadequate consideration to the extent of the inadequacy . It also includes

a bequest or device or transmission under intestate succession laws . The

term "donee" refers to the recipient of any such gift . "Donor" includes a

deceased person who leaves property, and also a person who sells or trans-

fers property for inadequate consideration .

The allocation of taxes according to ability to pay requires the impo-

sition of progressive rates of tax on a tax base that measures the change

in the economic power of each individual and family. No one can doubt that

gifts increase the economic power of those who receive them, for they either

"save the pocket" or provide an asset that can be exchanged for consumer

goods and services . We recommend that gifts from one tax unit to another

should be brought into the comprehensive tax base of the recipient in the

same way as wages, business income, dividends, interest, rents, property

gains and windfall gains . As we have stressed, the source of a gain and

the expectations and intentions of the recipient of a gain are completely

irrelevant . Anything that increases an individual's or a family's capacity

to command goods and services should be included in the tax base. However,

in order to simplify administration, by reducing the need to value and

account for many small gifts, we will propose that there should be certain

annual exemptions, as well as a lifetime exemption, for gifts received .

While this chapter, is 'primarily concerned with gifts from the point of

view of the recipient, we want to emphasize that the inclusion of gifts in

the tax base of the donee woi..].d, not mean that gifts should be deducted from

the tax base of the donor . The only deductions we recommend are expenses

which are reasonably related to the earning of income, and certain special
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types of deductions such as charitable donations within specified limits .

Inter vivos gifts are a voluntary exercise of the donor's economic power .

They are personal expenditures that should be treated in exactly the same

way as personal consumption expenditures . Neither inter vivos gifts nor

testamentary gifts are related to the earning of the donor's income . Indeed,

as we have said in Chapter 15, A gift from one tax unit to another is a

disposition of property and the gain, if any, calculated on the basis o f

the fair market value, should be brought into the tax base of the donor .

In other words, gifts should be made only from tax-paid income .

To prescribe that gifts must be made from the tax-paid income of the

donor and that they are income to the donee does not in our opinion involve

"double taxation" . We simply recommend that all income be taxed once to

each unit that received it . No one thinks that the taxation of a worker's

wages and the taxation of a merchant's profit derived from selling goods

and services to the worker is "double taxation" . The merchant must include

the price of the goods or services in his income, while the worker cannot

deduct that amount, because it is a personal or living expense . Our approach

to gifts is basically the same .

We have taken the position in this Report that consumption and savings

should be taxed on the same basis . This means that changes in the taxpayer's

capacity to command goods and services for personal use should be taxed, and

not only the command actually exercised . On the basis of this test, the

donee should be deemed to have received a gift when he has received th e

right to it rather than when he exercised the right . Any other approach

would make it possible to arrange gifts in such .a way as to achieve an

unwarranted deferment of tax . As we have said, postponed taxes are less

onerous taxes and are unfair taxes because the ability to postpone is not

available to everyone to the same extent .

The family unit concept that we recommend in Chapter 10 has important

implications for the taxation of gifts . The recommendations set forth in
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this chapter are predicated on the adoption of the family unit concept .

Under that concept, transfers of wealth within a family unit would not be

subject to tax,just as a transfer of cash from one pocket to another is

outside the scope of the present system. Only transfers of wealth between

tax units would have tax consequences . By recommending that spouses and

their dependants should form a family unit for tax purposes, and by stipu-

lating that it should continue until the death of the last surviving spouse

or until all children have lost their dependant status, whichever comes later,

the tax system we recommend would probably exempt from tax a large proportion

of all gifts . Professor Carl Shoup, in his study of death and gift taxation

in the United States, has estimated that well over one half of all transfers

are among persons who fall within our definition of the family unit f. While

comparable data are not available for Canada, we expect that a similar

proportion prevails here .

In Chapter 10, we explain why we recommend that transfers between

spouses and between parents and dependent children should rjot have tax

consequences . It is our view that the property is accumulated by a family

as a result of joint decisions and a common effort of both husband and wife,

either in earning or in refraining from spending. Accordingly, it should

be possible to transfer property freely and without tax consequences within

the family unit . Children should be included in this unit during the period

when they are the financial responsibility of the parents and unable to

support themselves. In some circumstances the income of children increases

the economic power of families; and when this occurs the income of dependants

should be aggregated with the income of the family . We believe it would be

neither desirable nor feasible to differentiate between the expenses of

parents that are legal or social obligations,and expenses that are essentially

gifts from parents to their children. For these and for other reasons re-

lating to the need to aggregate family income, we believe that the consumption

of dependants should be treated as family consumption; and the money saved by

children, unless kept outside the family unit through the deposit system we

suggest, should be treated as family saving .
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There comes a point in the life of most children when they both want

and need independence . They are capable of making their own way . Because

this point is difficult to define, we have specified a number of conditions

and have provided certain options to accommodate the diverse circumstances

that exist . It is our approach that prior to reaching this point in their

lives children have no ability to pay taxes except as members of a family

unit . But having become independent, they immediately acquire an ability

to pay taxes . As in the case of other individuals and families, their ability

to pay depends on what property they receive in the form of gifts, on what

they earn, and on their own obligations and responsibilities . Accordingly ,

we propose that when a child leaves a family unit, he, or his new family unit

if he has married, should include in income the market value of all property

taken from the original unit. This would be subject to the lifetime exemption

for gifts to each individual in the amount of $5,000 that we recommend later in

this chapter . The smaller annual.exemptions which we propose should also apply,

and the averaging provisions which we discuss in Chapter 13 should be availa-

ble with respect to this income .

When a new tax unit is established, its biggest asset will often be the

health, strength and knowledge of the new taxpayer ; but because we do not

propose to tax human capital, this is not taxable to the new tax unit . Apart

from the administrative exemptions referred to above, this would be the only

net gain of the new tax unit that should not be subject to tax . All of the

money and other property brought into the new tax unit should be taxable to

that unit as income . This applies to property taken from the child's origi-

nal family unit on termination of his dependant status and anything subse-

quently received from the original unit, as well as income subsequently

earned by the child or other members of his new unit .

Some children will have greater material advantages than others because

their families are more affluent . The proposed system ensures that well-to-

do parents who support their children lavishly can do so only by spending

income taxed to the family at progressive rates . Some children will receive
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substantial gifts from their parents either before or after losing their

dependant status. The proposed system would not eliminate this advantage ;

but it would ensure that these gifts were taxed to the newly independen t

individual at the same rates as other gains .

In summary then, our approach to the taxation of gifts and bequests

would have two major effects . First, it would completely remove the tax

burden from gifts and bequests flowing from the taxpayer to his spouse and

dependent children . Second, our proposals would in general increase the tax

burden on other gifts and bequests that exceed the exemption level . Thus, a

widow would be free of tax on transfers from a deceased spouse,vhile large

transfers between generations would usually be subject to substantially

higher tax, although not higher than the recipient would pay on any other

kind of income .

THE PRESENT SYSTEM

Under the present tax system gifts are not included in the income of

the recipient . Taxes are imposed on gifts, but the provisions for taxing

inter vivos gifts are quite different from and independent of those which

tax gifts of property passing on death .

Inter Vivos Gifts

Part IV of the Income Tax Act imposes gift tax on donors of inter vivos

gifts made by individuals and personal corporations . The aggregate taxable

value of gifts made by a donor is calculated annusl]y. After excluding

gifts which are exempt under the provisions referred to below, the remaining

gifts are reduced by a deduction equal to $1+,000 or one half of the difference

between the donor's taxable income and the tax thereon for the preceding year,

whichever is greater. The resulting aggregate taxable value is subject to

tax at a flat rate which varies from 10 per cent, where the aggregate taxable

value does not exceed $5,000, to 28 per cent, where that value exceeds $1,000,000 .

The donor is primarily liable for the tax, but if he fails to pay, the donee is
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jointly and severally liable with him. Gifts out of a community of property

are considered to be given partly by each spouse .

The term "gift" is not given a broad meaning in Part IV of the Act ~ .

However, a general tax avoidance section provides that whe re one person

confers a benefit on another the payment may, depending on the circumstances,

be deemed to be a disposition by way of gift 3/ . This provision might apply

in the case of a transfer for inadequate consideration, or any other transaction

or series of transactions which results in a measurable benefit being conferred

directly or indirectly .

Part IV of the Act specifically exempts gifts taking effect on the death

of the donor, because these will be subject to estate tax . It recognizes the

idea of the family unit to some extent by providing a once-in-a-lifetime

exemption of $10,000 for a gift of real property (a) to a spouse, if the

property is to be used as a place of residence by the parties, or (b) to a

child, if the property is to be used in farming operations. Gifts to certain

charities are exempt, as are gifts to the federal government or provincial or

municipal governments . Where the value of all gifts to one donee in a year

does not exceed $1,000, such gifts are exempt, presumably for administrative

reasons, and are not included in computing aggregate taxable value .

The gift tax provisions were originally introduced in 1935 . The present

rate structure has been in force since 1942 . Since the introduction of the

present Income Tax Act in 1948, the only significant change has been the

introduction in 1958-of the once-in-a-lifetime exemption of $10,000 .

Property Passing on Death

Where property passes on the death of an individual, it is not subject

to gift tax but it may be subject to estate tax under the Estate Tax Act .

This tax is imposed in two situations . Where the deceased was domiciled in

Canada at the time of his death, all property passing on his death is taken

into account in computing the aggregate taxable value which is taxed at
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progressive rates . Where the deceased was domiciled outside Canada at the

time of his death, his property then situated in Canada which passes on his

death is taxable at a flat rate of 15 per cent, although this is reduced

where provincial duty has been paid on the property .

In the case of a person domiciled in Canada the property passing on

death is valued and reduced by the debts. The resulting aggregate net value

is reduced by a standard deduction of $60,000 if he had a dependent spouse

and $40,000 otherwise, and by deductions of $10,000 or $15,000 for each

dependent child. It is also reduced by certain gifts to charities . The

resulting aggregate taxable value is subject to tax at progressive rates

which start at 10 per cent and reach 54 per cent on amounts in excess of

$2,000,000. If the deceased was domiciled in a province which imposes

succession duties (Quebec, Ontario or British Columbia), or has left property

situated in such a province, a provincial tax credit is allowed. In the

cases of Quebec and Ontario this credit is equal to one half of the applicable

estate tax, while in the case of British Columbia it is equal to three quarters

of the estate tax. If any of the property was situated in a foreign country

and was subject to foreign estate taxes or succession duties, a foreign tax

credit may be claimed to'the extent of the estate tax applicable to the proper-

ty. The executor of the estate is primarily liable for the tax on property

under his control. Each successor is also liable for the estate tax applicable

to property which passes to him .

The Estate Tax Act contains numerous specific provisions as to what

amounts are to be taken into account in determining the value of property

passing on death. Many of these are based on similar provisions in the

United Kingdom legislation . For example, property disposed of by the de-

ceased during his lifetime may be included if he has reserved a benefit or

other interest . A gift or transfer for partial consideration which is made

within three years prior to death is also included . However, if gift tax

has been paid on the disposition, this will be allowed as a credit against

estate tax thereon . If the gift tax exceeds the estate tax on the dispo-

sition, the excess is refundable to the person who has paid the gift tax .
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Interests in annuities, trusts or other property which arise on death are

included if provided by the deceased alone or by arrangement with others .

Pensions, death benefits, and payments from a former employer of th e

deceased in recognition of his services are also taken into account. Life

insurance is included if owned by the deceased and in some circumstances if

owned by a corporation he controlled. However, life insurance is not in-

cluded, unless under the gift provisions, if owned by a spouse or child of

the deceased or by a trust created in his lifetime for their benefit. The

interest of a spouse in a community of property is not taken into account .

The Estate Tax Act came into effect on January 1, 1959• At that time

it replaced the Dominion Succession Duty Act which had been in force since

1941 . The rates of tax imposed under the latter Act, unlike those under the

present Act, depended in part on the value of the amounts passing to each

successor .

Appraisal of Present System

Having regard to our concept of the comprehensive tax base, we find

the present system illogical, inequitable, and inadequate for a number of

reasons .

The gift tax and the estate tax are not integrated, except to the extent

necessary to grant relief from the imposition of both ta xes on the same

gift. The calculation of the taxable amount and the rate structure of one

bear no resemblance to those of the other. For example, the gift tax is not

included in the gift tax base, while the estate tax is payable out of the

amount on which it is calculated. Likewise, neither of them is integrated

to any significant extent with the income tax. The Estate Tax Act specifi-

cally provides V that in determining the value of any property no allowance

or deduction shall be made on account of income tax 51 . However, despite

certain provisions which deal with specific anomalies, the income tax, the

gift tax, and the estate tax each operates on its own. They a re not based

on any common rationale . We think that because they all deal with acc retions
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to wealth and acquisitions of economic power by individuals, their subject

matters should all be dealt with in a consistent way through one integrated

system of taxation .

The gift tax is largely ineffective, except to inhibit the making of

very large gifts which might otherwise be made in order to avoid the impact

of the estate tax and provincial succession duties . In addition to the once-

in-a-lifetime exemption, the gift tax is subject to fairly substantial annusl

exemptions . Because the amount of the principal annusl exemption depends

upon the taxable income of the donor for the preceding year, those with the

greatest means can make the largest donations without incurring gift tax .

In these circumstances most taxpayers keep their gifts within the exemptions

and seldom is gift tax paid Y . Because the exemptions are available each

year, a taxpayer can arrange through a programme of gifts extending over

several years to make very substantial gifts without incurring gift tax .

It is our considered opinion that an equitable and effective tax system

can only be achieved by abolishing the estate tax and the gift tax, and by

treating gifts as income of the recipients . In this way the tax liability

of each person will be determined by his ability to pay and all receipts will

be taxed in a neutral and equitable manner . Our proposals for doing this are

outlined below .

The witnesses before us generally recommended the abolition of estate

taxes, supporting the recommendation by referring to its relatively low yield,

or they asked for an extended time period to realize on assets, and alternative

dates of valuation . The comprehensive tax base we recommend in this Report

makes it clear that we find no difference between capacity to pay taxes re-

sulting from different forms of economic gain ; gifts and legacies under our

concept are equally as taxable as recurring income, such as wages and salaries .

We believe that our recommendations as to averaging of income, alternative

dates for valuation, and deferred payment of taxes, together with a reduce d

top marginal rate of personal tax, provides as equitable a system of taxation
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of estates as can be achieved. In addition, our proposals for the family

unit will relieve the widow of having to pay any tax at all on the trans-

fer of property from her husband, a result that should end concern as to

the impact of estate taxes upon the surviving members of the family unit .

The argument that the revenue derived from the taxation of gifts and

bequests is insignificant warrants specific comment . Certainly the federal

collections in 1964 of just under $150 million (before provincial tax

credits and abatements) are not substantial when compared to the total

revenues of the federal government . However, in assessing materiality

of revenue it is probably more significant to examine what the alter-

native sources of the revenue would be . If personal income taxes were

to be increased by a flat percentage amount sufficient to raise the

equivalent amount of revenue that is now raised from the gift and estate

taxes, individual income taxes would have been increased in 1964 by over

5 per cent. However, it is more likely that it would not be considered

reasonable to offset the loss of estate and gift tax revenue by tax

increases bearing on the lower income groups . If, as a consequence ,

the tax increase applied only to persons with income over $5,000, the

personal taxes of such persons would have to be increased on average

by about 7 per cent and the upper income groups would face tax increases

of over 10 per cent. Tax increases of this magnitude are obviously

not immaterial, and we do not believe that most Canadians would find

them to be an acceptable alternative to the present estate and gif t

taxes .

In appraising the present system, it is also useful to compare

the level of estate taxes in Canada to those applicable in the United

Kingdom and the United States . Table 17-1 indicates, for estates of

certain sizes, what the tax impact is in each jurisdiction . The figures

for Canada and the United States are to some extent understated, as

non-creditable provincial and state taxes are not taken into consideration .
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It is evident that the present level of estate tax in Canada is sub-

stantially less than that applicable in the United Kingdom, but, excep t

for very large estates, is greater than that applicable in the United States .

In particular, the United States tax is substantially lower on that portion

of the estate passing to the widow .

Effect of Estate Tax on
Sales of Businesses

Many witnesses before the Commission made reference to the impact of

estate taxes on the sale of private businesses, particularly sales to non-

residents yj. In questioning these witnesses, we examined their statements

carefully to appraise the seriousness of the charge and to determine whether

or not such sales appeared to have unfavourable economic consequences . Most

witnesses very quickly stated that taxation would not, by itself, direct

business assets to non-resident purchasers, but would cause them to be placed

on the market and because of circumstances apart from taxation they might be

purchased by non-residents . Some witnesses undertook to conduct further

enquiry into this matter and to furnish us, on a confidential basis, with

any facts adduced concerning the enforced sale of family businesses . Al-

though some material was, as a result, supplied to the Commission, it did

not lead to any clear conclusions . We made enquiries into the more

conspicuous incidents which have appeared in the press . In none of these

cases did the impact of estate taxes seem to have even a minor influenc e

in favour of sale .

Despite our inability to find support for this alleged unfortunate

incidence of estate taxes, it appears reasonable to conclude that taxation

imposed on the value of a business will in some instances influence the

owner to sell part, or all, of the business . It is highly unlikely that

sales of businesses will result from one motive only, and if estate tax is

a contributing factor its impact will vary in each instance . However, as-

suming the extreme position where a business is sold only to meet taxes, the

result of the sale may in economic terms be good or bad depending on whether

or not it advances the future prospects of the company . There is little
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evidence to support the position that businesses tend to prosper to a

greater extent because they remain in the same family .

It is not the purpose of the tax system to cause businesses to be sold

or to protect them from sale. Taxation should be levied in the most neutral

manner possible. However, this does not mean that if a taxpayer elects to

place his resources in such a way that they are not readily realizable, he

should secure a tax preference over other taxpayers with liquid assets . The

tax system should, of course, provide for an orderly realization subject to

the securing of debts to the Crown and the payment of appropriate interest .

As long as tax can be readily computed there seems little excuse for the

failure by taxpayers to make provision for such taxes as will apply to their

estates .

THE PROPOSED SYSTEM

Proposal in Outline

Under the concept of a comprehensive tax base and a tax determined by

ability to pay, the present gift taxes and estate taxes would be eliminated

and gifts received from another tax unit would form part of the income of the

tax unit receiving them. Gifts are by definition transfers of value for

which no (or inadequate) payment or consideraiion is given . They include

gifts made between living persons, that is, gifts inter vivos, and the

passing of property on the death of the donor, that is, testamentary gifts

or inheritances .

We also propose that where property has been given, either on death or

during the lifetime of the donor, this should in general amount to a disposal

of the property by the donor at its fair market value . Thus, any accrued

property gain would be realized and would become taxable to the donor .

However, a transfer to a member of the donor's family unit should be speci-

fically excluded from being a disposition for tax purposes . This treatment

would ensure that property gains, whether realized or unrealized, otoul d

be taxed not later than the date on which the family unit was terminated .
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It will also prevent the inequity that would arise if one person could give

away property to a person who was not a member of his tax unit on which full

tax had not been paid, be cause of an accrued gain, while another could only

give away after-tax income g/ . This subject is discussed in Chapter 15 .

One of the important features of our proposals is that property accumu-

lated in a family unit should be freely transferable within that unit . In

this way the estate which had been built up by a family unit could be used

without restriction to support members of the family unit as long as it

existed . This treatment would be applicable whether the transfer was made

during the lifetime of the donor or on his death . However, a dependent child

withdrawing from a unit would be required to include in his income, subject

to a $5,000 lifetime exemption, the market value of property taken from the

unit . This would be necessary so that if a dependent child received gifts

from his parents in excess of that needed for consumption, the excess would

be treated in the same way as gifts received by him after he has ceased to be

a dependant. This proposal is dealt with in more detail in Chapter 10 .

One of the main reasons why people build up estates is to protect their

families . The popularity of life insurance attests to this . The desirability

of giving further relief to dependants of deceased heads of households was

stressed constantly in briefs presented to the Commission . We agree with

this objective and meet it with our recommendation concerning the family unit .

We also propose that each person should be entitled to certain exemp-

tions, mainly for the sake of administrative simplicity . These would include

the lifetime exemption of $5,000 for gifts received . In addition, we suggest

annual exemptions of $250 for a person filing as a single individual, $250

for each spouse in a family unit, and $100 for each child in a family unit .

Because of these exemptions it would be expected that most people will never

pay any tax on gifts .

In many cases'gifts will not be made directly to the donee but will be

transferred so as to be held in trust . This may be either an inter vivos

trust or a trust arising on death under the terms of a will. We do not

regard a trust as a donee but rather as an intermediary. If the beneficiary
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of all the income from a trust or the prospective beneficiary of the corpus

of the trust were a member of the family unit of the donor, the trust would

receive the gift free of tax as if the gift had been made directly to the

beneficiary. In other cases the trust would be subject to an initial tax

on the gift in order to prevent avoidance or deferment of the tax. When

the beneficiary eventually received the trust property he would include it

in his income on a grossed-up basis and would receive credit for the initial

tax paid by the trust . This proposal is discussed in detail .in Chapter 21 .

Gifts That Should be Included in
the Comprehensive Tax Base

We recommend that all property received from another tax unit by way

of gift should be included in the tax base of the recipient . For this

purpose the term "gift" should have an extended meaning and should include

the folloiring :

1 . Gifts inter vivos .

2 . Transfers of property for inadequate consideration, unless the transfer

price was reached as a result of bona fide arm's length bargaining .

3 . An extinguishment of debt, including non-enforcement by reason of

limitation provisions, or the creation of an "artificial" debt, that

is, where the parties were not dealing at arm's length and satis-

factory terms of repayment had not been arranged -9/ .

4 . Successions to property under intestate succession laws .

5 . Succession under a will .

6 . Receipt of property pursuant to laws for the relief of dependants .

7. Property accruing to the taxpayer by survivorship .

8 . Receipt of a paver of encroachment or a power of appointment which

would permit the property to be used by or appointed to the taxpayer

for his own use during his lifetime .

9. Receipt of property as a result of the exercise of a power of appoint-

ment .
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Inter Vivos Gifts

When property is received by way of gift, it means that the recipient

obtains the property free and does not pay or give anything of economi c

value in return for the property . There are other legal conditions of making

an effective gift . The gift must be accepted, and in the case of chattels

delivery must be made . Gifts may also be made by written instrument under

seal . In this respect we recommend that there should be no special defi-

nition of gift, so that the meaning of a completed gift would continue to be

that declared by the courts from time to time .

In order that there be a gift there must be a donor . Consequently some

pure windfall gains, such as found money or property or gambling gains,

would not come within the definition but would be included in the tax base

as windfalls . Gambling gains and losses are discussed in Chapter 18 . The

value of property received without consideration would therefore be included

in the tax base regardless of how the property was obtained .

Transfers For Inadequate Consideration

Pure gifts create no special problems, but it is easy to disguise a

gift as a sale or other transfer where some payment or consideration is

given in return. To take an extreme example, a father might "sell" his

new car worth $4,000 to his son (over 21) for $1. Legally this is a sale,

but for the purposes of taxation it is the equivalent of a gift of $3,999 .

It is easy to see the principle in an extrem e example but it is not so easy

to apply it in practice . Under the Estate Tax Act and the provincial

succession duty acts such cases are treated as gifts or dispositions for

"inadequate consideration", and the difference between the value transferred

and the value received is taxed as a gift if made within the dutiable period .

The benefit may also be sub ject to gift tax under the Income Tax Act ipi.

The present inadequate consideration provisions in the Estate Tax Act

are broad enough to include the case in which a stranger buys property at a
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bargain price within 3 years of the seller's death I~J . Where bargaining

has been at arm's length, such sales are not the equivalent of gifts an d

we understand that in practice assessments are not made . However, we do not

think that a gift should escape tax by payment of a nominal consideration

merely because the donor and donee are not related . We recommend that gifts

should be defined to include all transfers for inadequate consideration,

unless it can be established that the transfer price was reached as a result

of bona fide bargaining at arm's length .

There would be some circumstances in which a transfer for inadequate

consideration should not be treated as a gift. A transfer of property on

the incorporation of a proprietorship, or on a corporate reorganization,

may take place at other than market value . This is dealt with in Chapter

15 where we recommend that in some circumstances these transfers be deemed

not to be realizations and therefore not gifts .

Powers of Appointment and Encroachment

In some cases an individual is given a power under a will or trust

instrument to encroach on property for his own benefit or to appoint the

property to himself or others . The power of appointment may be exercisable

either during his lifetime by deed or on his death by will, and it may be

either special or general . A general power is exercisable in favour of any

person without restriction, while a special power can be exercised only in

favour of one or more members of a limited group or class of possible bene-

ficiaries .

Where the terms of a power are such that the person having the power

can appoint the property to himself or otherwise acquire it for his own

benefit during his lifetime, the property is at his disposal . In these

circumstances, the property should be included in his tax base when the

power becomes exercisable as if it had been given to him outright . However,

we recommend that if he renounced the power within a period of 90 days after

he became aware of it or after it became exercisable, whichever was later,
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the property which was subject to the power should not be included in his

tax base . This would be consistent with the legal position in relation to

ordinary gifts, that a gift is not complete unless accepted by the intended

donee .

There are various types .of power that we recommend should not result in

the subject property being included in the tax base of the person having the

power. These are cases in which that person is not entitled to use the

property himself, but is instead in a position similar to that of a trustee

with discretionary powers . For example, if a person had a power of en-

croachment which could not be exercised without the concurrence of some other

person, the property would not be at his disposal and should not be included

in his tax base unless or until the power is exercised . If a power of ap-

pointment, whether general or special, were subject to a restriction which

prevented an appointment in favour of the person having the power, the

property would not be available for his personal use and should not be

included in his income . If a general power of appointment is exercisable

only by will, it would not be possible for the grantee of the power to

exercise it in his own favour during his lifetime, and accordingly it should

not be included in his tax base . It is our view that the legislation should

not distinguish specifically between general and special powers of appointment,

but should provide. in a general rule that if a person is granted a power

which he did not renounce within a stipulated period and under which he would

be entitled on the exercise of the power to acquire property for his own use,

the property would be regarded as having been given to him .

Property transferred to a beneficiary on the exercise of a power of

appointment should be included in the beneficiary's tax base as a gift . This

should be the case whether or not the property has been included in the tax

base of the appointer under the rule outlined above . If it bad been included

in his tax base because it was available to him for his own use, his position

would be similar to that of a person who had actually received property by

way of gift and then bad given it to another .
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Conditional Gift s

A further problem arises where, although there is no direct consideration

for a transfer of property, it is conditional on the transferee's doing some

collateral act . For example, a father might transfer to his adult son a farm

having a fair market value of $15,000, on condition that the son pay $10,000

to his sister, who is also adult and thus outside the family unit . If parties

to such a transaction had been dealing at arm's length, the transferee of the

farm would pay no tax if he could establish a bona fide transaction . The

sister would pay tax on the $10,000 she received . Because the father and son

would not be dealing at arm's length, the son should be taxed on $5,000, the

difference between the consideration given and the fair market value of the

property . In other words, the cost to the transferee of complying with the

condition should be treated as an expense of acquiring the gift .

An essentially similar case arises where the condition for receipt of a

gift is the payment by the donee of an annuity to another person. The courts

have decided these cases on the basis of whether the annuity was charged on

or directly connected with the transfer of the property . We recommend that

conditional gifts should be recognized as such where their conditional nature

is clear, whether or not there is a legal charge on the property, and that

only the net proceeds be taxed to the donee .

Meaning of "Property"

We have concluded that the acquisition of anything which adds to a

person's economic power should be included in his tax base . This means that

the concept of "property" should be all-inclusive . Definitions similar to

those now in the Income Tax Act and the Estate Tax Act would appear to be

satisfactory. For example, the Estate Tax Act provides that

"'property' means property of every description whatever, whether
real or personal, movable or immovable, or corporeal or incorporeal,
and without restricting the generality of the foregoing, includes
any estate or interest in any such property, a right of any kind
whatever and a chose in action ; . . . ." 12
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The definition of property includes partial interests in property . A

common division of interests is to give one person an interest in the income

of a fund, for example, an interest during his lifetime, and another person

an interest in the capital on the death of the first person . The ability to

divide property into lesser interests causes some difficult problems . We

propose that where property had been given in trust it should only be required

to be included in the tax base of a beneficiary when he becomes entitled to

receive it or other property from the trust. In ordei to prevent avoidance or

deferment of tax, the trust should be subject to an initial tax for which the

beneficiary would receive credit . The treatment of trusts is discussed in

Chapter 21. Where a person received a gift of a property interest which was

not held in trust, such as an undivided interest in real estate, it would be

included in his tax base immediately upon the interest vesting in him .

Ordinarily, a person with the legal title to property is also the

beneficial owner. However, property is sometimes conveyed to one person as

nominee for another . Such a nominee may be a bare trustee or he may be

holding the property to ensure fulfilment of a condition by the beneficial

owner . In either case the beneficial ownership of the property rather than

the legal title should be considered for tax purposes . A person who ac-

quired the beneficial ownership of an interest in property by way of gift

should include in his tax base the value of that interest . On the other

hand, a person who acquired the legal title to property but no beneficial

interest should not be subject to tax in his personal capacity. As already

indicated, if he was a trustee he may be required to pay an initial tax out

of the trust funds .

If property is loaned to another, the right to use that property, for

example, a car, is a valuable right . We recommend that such property should

not be included in the tax base of the borrower, because it would not be

owned by him, and he would be under an obligation to return it. However,

if he had a legal right to use it without consideration, the rental value
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of the property in each year should be treated as a gift to him . If he had

a legal right to obtain services without consideration, the value of the

services should likewise be treated as a gift .

Similarly, if a trust or will permitted a beneficiary to use property

without payment of a reasonable rent, the rental value should be included

in his income . This is presently provided for by section 65 of the Income

Tax Act, and we recommend that this or a similar provision be retained

"Net" Property Received

Because we are proposing that taxes be based on ability to pay, it

follows necessarily that only the "net" value of property should be taxed .

For example, if a father gave to a son land worth $20,000 which had an

unpaid mortgage of $5,000, the taxable value of the property would be

$15,000.

When an individual dies, his estate may be liable for tax, either as

a result of deemed realization of appreciated property at his death or

otherwise . This tax liability would be deducted in arriving at the amount

of gifts to his beneficiaries . Each of them would be taxed only on the

net value actually received .

This concept also means that reasonable costs of administration and

any losses incurred in the course of administration would be excluded from

the net receipt by a beneficiary . The expenses and losses in administration

are not, strictly speaking, allowed as deductions to the donee . The amounts

are never received and thus should not be taxable to him . There is a primary

control on the reasonableness of expenses, because the expenses of executors

and administrators are subject to review by the court on the audit of thei r

accounts .

Meaning of "Receipt"

The term "receipt" assumes that there has been a transfer of title to

or beneficial ownership of the property . Ordinarily, a gift is completed
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and received when there has been a complete transfer of legal title and

possession to the donee . Possession by an agent, nominee or bare trustee

for the donee would be the equivalent of possession by the donee .

A prospective donee cannot renounce a gift after it has been completed .

Completion of the gift requires acceptance by the donee, and in oider to

render the proposed gift ineffective the donee must not accept it but should

renounce the gift as soon as possible after he receives knowledge of it . We

recommend that provision should be made that renunciation would not be ef-

fective for the purposes of the taxing act unless made within, say, 9 0 days

of the time when the prospective donee received knowledge of the gift .

Where there was no legal transfer of property, but a property owner

conferred on another person a right or benefit that was less than beneficial

ownership of an interest in property, the other person should not be treated

as a donee of the property, but should be regarded as having received a gift

equal to the value of the benefit received . Similarly, if an individual

took one or more steps which did not involve a transfer of property but re-

sulted in his property becoming less valuable, while the property o f

another person increased in value, the individual would have conferred a

benefit on the other person which should be included in the tax base of the

latter . This would occur, for example, if a father owned shares of one class

in a company while his son owned shares of another class and transactions

were carried out which had the effect of decreasing the value of the father's

shares and increasing the value of the son's shares . This type of transaction

could be dealt with by a provision to the effect that, if as a result of one

or more transactions one person conferred a benefit on another, he would be

regarded as having made a payment to the other 14/. It should also be pro-

vided that, if the value of any property owned by the person conferring the

benefit was reduced by any such transaction or transactions, the cost basi s

of the property to him would be reduced by that amount .
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Consideration should also be given to the situation which would arise

where a donor transferred property to a donee, but reserved a right or

benefit to himself . Understandably, administrations in Canada, the United

States and the United Kingdom have exercised considerable ingenuity in making

these gifts subject to estate tax L5/. Typical examples of this would be

the transfer of a farm with a reservation of the right to reside and be

maintained thereon, a transfer of a business with an annuity reserved out

of the profits, or a transfer of property in trust on terms which reserved

a reversionary interest to the settlor 161.

The taxation of the family as a unit under our proposals would

reduce the incentive for these arrangements, . for there would be no tax on

the transfer to a wife or dependent children and the income from property

would be taxed in the family unit in any event . Nevertheless, there may

remain an area where it would be to the donor's advantage to transfer

rights of immediate enjoyment in the property to the donee, but retain a

"string" by which he could recover the property or obtain a benefit from

it . We have concluded that, in the light of our proposed system of taxing

donees, the problems in this area could be satisfactorily dealt with (assuming

the property is not held in trust) by the two following rul .es t

1 . Where a donee has received an immediate property interest which could

be valued, it should be valued and tax paid on the transfer notwith-

standing that the donor has retained a benefit . This would apply to

interests in property for a term of years with a reversion to the

donor.

2. Where the interest retained by the donor takes effect only on the

failure of the gift or where it is of uncertain value, the donee

should be taxed on the full value of the property transferred.

However, if the property was reacquired by the donor, the donee

should be entitled to claim a property loss equal to the value of

the property at the time it was so reacquired .
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The foregoing would apply only where the benefit or interest retained

by the donor may benefit him or his estate . Where the donor retained a

lesser power, such as a power to alter beneficiaries, accumulate income,

distribute income among named beneficiaries, or encroach on principal for

the benefit of income beneficiaries, the principles set out in Chapter 21

would apply .

Tax-Paid Gift s

Many wills now provide that certain gifts to individuals are to be tax

free; that is, that taxes are to be paid out of the estate and thus are to

be borne by someone else, such as the beneficiary of the residue of the

estate . Under our proposals, the payment of tax out of one beneficiary's

share on behalf of another beneficiary would increase the benefited person's

taxable capacity to the extent of the amount so paid . It would thus be

necessary to impute as additional income of a recipient taxes paid on his

behalf by the executors out of the estate . The amount of income to be

imputed would depend on the tax payable, which in turn would depend on the

original gift plus the amount of the tax which was imputed as an additional

gift . This leads to a series of gifts of tax on tax . The sum of this

series can be readily calculated by the use of a mathematical formula . This

leads to complications when the result puts the beneficiary in a higher tax

bracket, but the correct answer can be obtained by the application of an

adjusted formula 17/. This is much simpler than the present method used by

the Estate Tax Division of the Department of National Revenue, which has

recently been upheld by the Supreme Court of Canada, 18 and we recommend

that such a formula should be used .

Gifts to Corporations

We propose that gifts to corporations should be taxable at full corpo-

rate rates. There is no reason in principle to exempt ordinary corporations

from the tax on gifts, and in practice the exemption of corporations might

permit tax avoidance . If a gift to a corporation were ta_ free, the amounts
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given could then be returned to shareholders by redemption of shares or in

some other manner without tax liability . Thus, gifts could be made indi-

rectly from one individual to another without immediate tax . For this reason

we recommend that, in general, gifts should be taxable when received by corpo-

rations .

It is necessary to provide for certain exceptions to this general rule .

For example, where an individual had been carrying on-business as a proprietor

he should be entitled to transfer the assets of the business to a corporation

whose shares he owned at the book value rather than the fair market value .

There may be other circumstances in which it would be desirable for the share-

holders to make a capital contribution to a corporation . This might be

accomplished by a transfer of funds or other property to the corporation

without consideration or for a consideration less than the fair market value .

It might also be accomplished, in effect, by a subscription for shares a t

more than their fair market value . However, exceptions to the general rule

should be strictly limited so that they would not be open to abuse . Accord-

ingly, we are prepared to recommend exclusion of gifts received by a corpo-

ration only if they are made by a shareholder who had a 100 per cent interest

in the corporation, or by all the shareholders pro rata in accordance with

their shareholdings . This exception should apply only where the corporation

had only one class of shares outstanding or where the shares of each class

are held by the .same shareholders in the same proportions at the time of

the gift . This is discussed further in Chapter 15 .

Gifts in Instalment s

Gifts which are paid immediately present no major problems respecting

the proper time of valuation or time of payment of tax . However, gifts which

are paid in instalments over a period of time raise these problems, particu-

larly the problem of whether the gifts should be taxed when the right to

receive them arises at their present value or as they are received . We

recommend the taxation of the present value of future enforceable rights
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obtained by way of gift, but in Appendix F to this Volume, we outline

an alternative method of taxing instalment gifts as received .

A gift may be made in instalments in a variety of circumstances . If

the donor retains the property and does not enter into a binding commitment

with the donee to pay the future instalments, there will be a completed

gift only as each instalment is paid . In this case the instalment would be

valued and included in the tax base of the donee at the time of each trans-

fer or payment .

If the donor enters into a binding agreement under which he is committed

to make future payments, the donee will have acquired valuable rights at the

time of the agreement . The same will be true if the donor has made a n

arrangement under which some third party has become obligated to make future

instalment payments to the donee, provided the donee is entitled to enforce

payment.

In either of the above cases it would seem reasonable that the total

gift should be included in the donee's tax base at the time he acquired

valuable rights . However, if there were some possibility of non-payment,

and particularly if the donee could not collect, then the donee should be

entitled to deduct a provision for risk of non-payment . It might also be

provided that the donee would be entitled to pay the tax by instalments

with interest, on the ground that the amount included in income was not

liquid .

If a gift were paid into a trust with provision for payments to a

beneficiary in instalments over a period of time, the trustee would be

subject to an initial tax on the value of the gift, and the beneficiary

would include the instalment payments in his tax base as they were received .

In computing his income the payments would be grossed-up to include the

initial tax on the gift, and he would receive credit for the initial tax .

This is discussed in Chapter 21 .
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Annuities

One widely used form of gift is the annuity 22/ . A donor during his

lifetime may purchase an annuity which is payable to another (the donee) .

Alternatively, he may direct his executors or trustees to pay an annual

amount to a specified person after his death . In either case the annuity

would normally be payable during the lifetime of the donee and the total

amount to be paid to the donee would depend upon how long he lived . Where

the annuity is purchased from an insurer, its cost, which may be regarded

as its present value at the time of purchase, is based primarily upon the

annuitant's expectation of life as determined f rom mortality tables 20/ .

Because an annuity has a present value, it is a form of property which

can be bought and sold . This feature can be changed by a provision to the

effect that it will be non-assignable and non-commutable . Such a provision

will effectively prevent the beneficiary from realizing on its value in

advance of the contractual times of payment .

When an annuity is established a sum is normally paid or set aside to

provide for its payment . This sum will earn interest while invested by the

insurer or the trust providing the annuity . Each payment to the annuitant

can be regarded as partly a return of the amount paid in and partly income

from the investment of that sum .

Where an annuity has been purchased under a Registered Retirement Income

Plan the annuity payments should be included in the income of the recipient

in full when received, because the contributions made to provide the annuity

will have been deducted in computing the contributor's income when made .

The treatment of such a plan is discussed in Chapter 16. That chapter also

deals with the case in which an individual purchases an annuity for himself

or a member of his family unit or both as joint annuitants under a non-

registered plan. In this latter case the income element of the annuity would be

subject to tax as it arises, and the capital element, representing a return

of contributions which were non-deductible, would be tax free .
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The subsequent discussion of annuities in this chapter will relate

only to the case in which an annuity is provided by a donor for a donee

who is not a member of his family unit . Such cases will probably be a

small proportion of all annuities .

Where the person who purchased or provided the annuity was not himself

the annuitant or a member of the annuitant's family unit, the annuity would

be a gift, the amount of which would be included in the donee's income and

taxed. The principal question is at what time and at what rate should the

tax be levied .

Where an annuity was payable under the terms of a will on an inter

vivos trust, it should be dealt with in a manner consistent with other

payments out of trusts . Because of the complexities of trusts, the mechanic s

of taxing such annuities would be different than for contractual annuities,

but in most cases the overall effect would be similar .

The recommended procedure for taxing annuities payable under a will or

trust is dealt with fully in Chapter 21, but the proposed treatment may

usefully be summarized here. Such an annuity may be payable entirely out

of trust income or partly out of income and partly out of corpus . Assuming

that the beneficiary was not a member of the family unit of the donor, the

trust would pay an initial tax on the gift of corpus when it was received .

The trust would also pay an initial tax on trust income as it arose . In

many cases the trustee would have the option of paying the initial tax at

a rate which would be applicable if the beneficiary had received it . The

beneficiary would then include in his tax base the full amount of each

annuity payment as it was received. This would be grossed-up to include

the initial tax paid by the trust on both the corpus and the income from

which the distribution was made, and the beneficiary would receive credit

for that initial tax . To the extent that the annuity was payable out of the

current income of the trust, the beneficiary would be entitled to elect that

no initial tax be payable but that the income distributed be included in his

income .
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Where an annuity was purchased by one person for another from an

insurer, there are two principal alternative methods of dealing with it in

the proposed tax system. One would be to tax each annuity payment as it was

received without distinguishing between the capital and income elements . The

other, which we recommend, would be to include in the donee's tax base the

amount required to purchase the annuity, and then to tax the interest or

income element each year as it was accumulated by the insurer . There would

then be no tax on the annuity payments unless and until they aggregated more

than the amounts previously included in income .

One of the principal considerations is to maintain neutrality amon g

different kinds of gift and other types of income . For example, if a donor

were to make a gift of cash with which the donee purchased an annuity, the

value of the gift would be included in the donee's tax base immediately . The

income element would then be subject to tax as it arose . However, if the

donor had purchased an annuity for the donee, and if the annuity payments were

included in the donee's income only when received, there would be a deferment

of tax. Such a deferment should be prevented to the extent possible .

On the other hand, if a donee were to receive a cash gift, he would have

immediate control over the subject matter of the gift, and would be free to

invest it or deal with it in any manner he wished . A donee of an annuity would

often not have this choice if the annuity were non-commutable or if it could

only be commuted for an amount substantially less than its present value . If

the annuitant were required to pay tax immediately on the present value of the

annuity, this could create a hardship because this value might be very high and

the tax would exceed the amount of annuity he would have received when the tax

became payable. The nature of the gift would be such that he could not place it

in a deposit account so as to defer tax . However, he could qualify it as a

Registered Retirement Income Plan in the same way that any other property could

be transferred to such a plan, and thus would be able to defer the tax liability .

To the extent that there remained an amount that was not eligible for a Registered

Retirement Income Plan and therefore had to be included in income, the liquidity

problem could be reduced if provision were made for payment of the tax over a

period of several years . If the annuitant should pay tax on an amount that
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was not in fact received, the shortfall would be a property loss which could

be deducted from other income, and in this way provide, in effect, a refund

of the taxes paid . It may be necessary to have a special backward averaging

provision which would be applicable where a loss on an annuity occurred at

death, because the proposed five-year provision may not be adequate .

For these reasons we recommend that an annuity contract which was the

subject of a gift should, in the first instance, be included in income in

the year the gift was made at its present value at that time . The subse-

quent investment earnings should be included in income each year as earned,

just as we recommend in Chapter 16 for all non-registered retirement plans .

The annuity payments would then be free of tax as a return of investment, with

any difference between the total amount received and the cost basis, that is,

original gift plus investment earnings included in income, being include d

in income as a gain or loss. This treatment would tax the donee in the same

way as if he had received a cash gift and had himself purchased the annuity .

If the donee qualified the annuity as a Registered Retirement Income Plan,

then no tax would be payable at the time of gift or when the investment income

was earned, but rather the payments would be included in income when received .

We would expect that this latter option would be employed, for example, by

parents or other dependants of the deceased who received a bequest in this

form to ensure that they had the funds available for their continued mainte-

nance. In this way the beneficiary would only pay tax when the annual bene-

fits were received .

As in the case of other proposals in this Report, we do not intend the

recommended treatment of annuities to be retroactive . Accordingly, if an

annuity had been given prior to the effective date, the present gift tax or

estate tax provisions would have been applicable, and the capital element of

the annuity should not be included in the tax base of the recipient . The

income element will have been taxable under the present provisions before

the effective date, and would be taxable under the proposed provisions after

the effective date .

\
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Gifts Involving Proceeds of

Insurance and Pension Plan s

This rather similar group of payments can be considered as a whole . It

includes pension payments, death benefit payments, benefits from profit sharing

plans, deferred profit sharing plans, supplementary unemployment insurance

plans and payments under life insurance policies .

I We are not concerned here with the payments made to the employee, the

contributor, or the policyholder . We discuss the treatment of benefits paid

to these persons in Chapter 16. In this chapter we are concerned only with a

person who receives such benefits and who was not himself the original

employee, member, or contributor who caused the benefits to accrue . For

such a person the benefits received would be a gift as we have defined it

and should be taxed accordingly .

By far the largest group of beneficiaries would doubtless be the wive s

and dependent children of the contributors . Generally speaking, these bene-

ficiaries would include in their incomes such amounts as would have been

included in the deceased's income if he had received them . Death benefits

and similar payments from an employer on which the deceased had not paid tax

would be included in the income of a member of a family unit who received

them. This would also be true in the case of payments from a Registered

Retirement Income Plan. One of the requirements of registration is that

benefits must be payable to the contributor or to a member of his family .

Thus,payments would have to be included in the income of the family or the

estate of a deceased member. However, where payments have been made into a

non-registered plan which had been purchased by the deceased out of tax-paid

income, these payments would be free of tax .on being returned to a member of

nis family unit . The income arising under such a plan would be taxable to

the beneficiary to the same extent as if the deceased were receiving the

payments. The proceeds of life insurance policies, other than group life

insurance, purchased by one member of a family unit would be excluded from

income when received by any other member of that unit in the same way as if
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they had been received by the person paying the premiums, at least in the

initial period where mortality gains and losses on such policies would not

be taken into account . Thus,the benefits received on cancellation, maturity,

or death would be excluded from taxable income .

If payments of this kind were made to a person who was not a member of

the deceased's family unit, they should be treated as gifts and included in

the recipient's tax base. If the payments were made under a non-registered

retirement income plan and were payable during the lifetime of the donee,

they would be treated as annuities . If payment were made in a lump sum, it

would be included in the donee's income and taxed at his personal rate . The

proceeds of a life insurance policy owned by a taxpayer but payable to a

beneficiary outside his family unit would also be included in the beneficiary's

income, either as a lump sum or at an arbitrary valuation if the benefits were

in the form of an annuity. In all cases the amount of tax liability would be

subject to such elections as the donee may make with respect to averaging,

payments of tax by instalments, or payment of all or part of the amount

received into a Registered Retirement Income Plan .

Exemptions

The exemptions contained in the present gift and estate tax legislatio n

can be divided into the following types ;

1. Gifts to exempt persons and institutions, such as charities and

government bodies .

2 . Deductions of specified amounts permitted, regardless of the identity

of donor or recipient, such as the $40,000 basic deduction under the

Estate Tax Act and the $4,000 minim= under the gift tax provisions .

3 . Deductions made to simplify administration, such as those under the

Estate Tax Act for gifts made by the deceased as part of his ordinary

and normal expenditure, and under the gift tax proovisions of gifts up

to $1,000 .
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4. Deductions dependent on the existence of family relationships, such

as the estate tax deductions for spouse and dependent children, and

the gift tax deductions for the once-in-a-lifetime gift of an interest

in real property .

Whether a tax is imposed upon the donor or the donee, reliefs such as

those listed above are usually given by way of a deduction from the tax

base. There may be no tax at all if the donee is exempted from taxation .

Gifts to charitable organizations, which are exempt under section 112 (4)(c)

of the Income Tax Act , would not be subject to gift tax .

Under our proposal, transfers of wealth among members of a family unit,

either during the lifetime of the transferor or on his death, would not be

subject to taxation. This would reduce the need for specific exemptions .

However, we propose certain exemptions partly based on social grounds and

partly designed to relieve administrative problems .

The present exemptions from estate and gift taxes would, of course,

no longer apply, since those taxes would be abolished, and gifts and in-

heritances would be taxed in the hands of the donee .

Apart from gifts from members of the family, individuals generally

receive gifts from relatives and close friends on special occasions such

as Christmas, birthdays and marriage . To include all such gifts, large

or small, in the recipient's tax base would cause general taxpayer in-

convenience, and would lay a burden on the administration out of proportion

to the value of the resulting revenue . However, the higher the annual

exemptions, the greater the possibilities of tax-free gifts which, i f

made systematically, could aggregate considerable amounts . High annual

exemptions benefit the wealthy more than others . Thus,a wealthy person

could make full use of the annual exemptions by giving the maximum amounts

each year .
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Under the present gift tax provisions, gifts of under $1,000 to any one

individual in a year are not included in the taxable base . This has two

effects. First, a donor may make several gifts of under $1 ,000 to different

individuals and in that way give away a substantial amount of money free of

gift tax. Second, individuals may receive gifts of under $1,000 from several

different donors and thus receive a total amount of far more than $1,000 a

year without any tax being paid . Furthermore, such gifts are not included

when computing the general exemption of $4,000 or one half the difference

between the taxable income of the donor and the tax thereon for the im-

mediately preceding taxation year .

We consider the present levels of exemption from gift tax much too high

to be justified on administrative grounds alone . We have considered the

level of exemptions which would relieve administrative problems with respect

to reporting annual gifts and yet not afford a loophole for tax-free transfers

of wealth in substantial amounts . We have concluded that an annual exemp-

tion for individuals of $250, for spouses who were members of a family uni t

of $250 each, and for dependants who were members of a family unit of $100

each, would satisfy these requirements . Transfers between members of the

family unit would not enter into the calculation . A family unit would be

entitled to aggregate the exemptions of all its members for the purpose o f

calculating its aggregate annual exemption . Thus, a family unit consisting

of two spouses and two childxen could claim an annual exemption of $700 .

The annual tax return should have a section dealing with gifts in which all

gifts received from outside the unit would have to be reported if their

total exceeded in value the amount of the unit's exemption .

We considered the possibility of other deductions on social and ad-

ministrative grounds and we recommend that in addition to the annual ex-

emptions each individual should be allowed an aggregate lifetime exemption

of $5,000 . We think it is reasonable that a child who leaves the family

unit should have an exemption of this amount to assist him in becoming

established. This would eliminate the tax liability that otherwise could

have arisen when the child leaving the family took with him his personal
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effects . In addition it should suffice to exempt most married couples from

tax on their wedding gifts because the couple would be able to aggregate the

unused portions of their individual exemptions . The lifetime exemption

should apply to gifts in excess of the annual exemption in any year . It

should be cumulative and any part of the $5,000 exemption not used in one

year would be carried forward to subsequent years . If a child or married

couple did not use the full exemption at one time, he or they should not be

deprived of it, and should be entitled to the balance of the deduction when

it could be used .

We believe that with these proposed exemptions a majority of people

would never pay tax on gifts .

Successive Transfer s

Strict adherence to the principle of taxation according to ability to

pay would not permit a general concession based on the frequency with which

gifts inter vivos were made 21 . One would expect that because tax would

arise every time property was transferred, transfers would not be made more

often than necessary .

It would appear, however, that a concession could justifiably be made

where a second transfer was involuntary, as when death occurred, within a

short time after the first transfer to the deceased . In this case it could

reasonably be assumed that where the deceased was leaving assets to his

beneficiaries, he did not have an adequate opportunity to enjoy the use of

the property received by him on the first transfer . Accordingly, we propose

an exemption for the recipients of gifts arising on death, where the deceased

donor had himself paid tax on gifts he received from persons outside his tax

unit within four years of the date of his death . The amount of the exemption

would be a diminishing percentage of the gifts .received by the donor and

included in his tax base in each of those four years. This percentage might

be 80 per cent of the taxable gifts received by the donor within a year before

his death, 60 per cent of such gifts received by him between one and two years
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before his death, 40 per cent of such gifts received by him between two and

three years before his death, and 20 per cent of such gifts received by him

between three and four years before his death. The amount of the gifts on

which these percentages would be calculated would be subject to an overall

limitation equal to the gifts passing on his death which would otherwise be

taxable . The exemption would be allocated among his beneficiaries who were

subject to tax in proportion to the amounts received by them on the donor's

death.

This exemption would be similar in principle to the present "quick

succession" provisions in section 33 of the Estate Tax Act. Under that

section it is necessary to identify the property passing on death on which

the reduction in value is calculated as property previously subject to tax

or property exchanged or substituted therefor . In our view this requirement

is likely to cause administrative difficulties both for the Department and

the estate in tracing properties and is likely to produce capricious results .

It would penalize the estate of the person who had consumed the subject

matter of the gift but elected to save other property . Identification would

usually be impossible in the case of a gift received in cash or converted

into cash which had then been intermingled with other funds in a bank account .

For these reasons we recommend that there should not be any such requirement

for identification of property, but that the exemption be calculated under a

formula such as that referred to above .

Valuation of Property

The general rule under the Estate Tax Act is that the value for tax

purposes is the "fair market value" of the property . The same is true under

the gift tax provisions, although it is not made explicit . The term is not

defined in the statutes but has received considerable judicial consideration .

Nichols states :

"By fair market value is meant the amount of money which a

purchaser willing but not obliged to buy the property would

pay to an owner willing but not obliged to sell it ." 22
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Values arrived at by many different methods may be taken into account : for

example, intrinsic value, replacement value, cost, comparative market data,

and income-earning capacity of the property .

Generally, fair market value is the accepted test and under the Estate

Tax Act, for example, the price of listed shares on a recognized stock

exchange is deemed to be fair market value, except in the case referred to

below. The Estate Tax Act and some of the provincial succession duty acts

recognize the special problems of valuing the shares of companies or other

business interests which are not traded publicly, particularly if they are

closely held. Under the Estate Tax Act the rule that the listed or quoted

price is conclusive does not apply where the deceased by himself, or with

others with whom he was connected by blood, marriage or adoption, controlled

the enterprise . The value per share of a block of shares sufficient to

control an enterprise is often greater than the value of shares which are

not part of such a block . In private companies, the value of a minority

interest is usually discounted because the market for such an interest is

usually very limited. However, a common problem .in valuing publicly traded

shares is the possible depressing effect on the market if a large number of

shares have to be sold within a short period .

One possible solution would be to have special rules which would

attempt to deal with all the different types of valuation problem that

arise . We have concluded that on the whole it would be better to rely on

the standard of fair market value as interpreted by the courts, without any

legislative guidelines . The circumstances.which may exist are so diverse

that almost any conceivable set of .rules:would be inadequate and in some

cases would produce unfair results . We think that legislative provisions

tend to become too rigid and hinder effective valuation as much as they

promote it, and that the rules developed by the courts provide adequate

guidance . However-, in recommending this we recognize that the administerin g

authority must develop some policy rules as a guide . We expect they will

continue to develop and refine "rules of thumb" dealing with controlling and



502

minority interests, problems of lack of marketability, and so on . The

taxpayer wi] .]. always, however, have a right of appeal . If the administra-

tive authorities are reasonable in their valuations there should not be an

excessive number of valuation appeals .

Time of Valuation,
Receipt and Payment

We have given consideration to the appropriate time for valuation of

gifts . Under the present laws inter vivos gifts have generally been valued

at the time they were made and gifts arising on death at the time of death .

However, there have been special provisions governing the time of valuation

of inter vivos gifts which were deemed to be property passing on death .

Because under our proposals the donee would be the person subject to tax on

gifts, we recommend that the basic time for valuation should be the time of

receipt or of constructive receipt by him of the gift . The question then

arises whether there should be an alternative date for valuation .

A number of submissions advocating an alternative date for valuation

in the case of gifts arising on death were made to the Commission . There

is often a delay between the date of death and the distribution of the es-

tate . The normal processing and administration of an estate takes time .

If the time of inclusion in the donee's tax base were the time of vesting

of the donee's interest (which would often be the date of death), the donee

might have to pay tax based on the fair market value at a time well before

receiving the gift. However, in Chapter 15 we recommend that revaluations

of certain types of property be permitted at the option of the taxpayer .

Accordingly, if the value declined before he received the gift he would,

generally speaking, be able to claim the decline in the value of his property

interest as a loss and would, in effect, obtain a tax refund. Until such

time as the optional revaluation procedure became applicable to all property,

it should also be provided that any property received by way of bequest or

gift would be eligible for revaluation within two years from the date it was

included in income . Therefore, the donee would have all the advantages of

alternative valuation dates .
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There remains the question of when a gift arising on death should be

included in the income of the donee or in the income of the trust arising

on death. We have suggested this should occur when the gift was received .

For this purpose receipt should be deemed to take place at the date of actual

or constructive receipt, provided that in any case the gift would be regarded

as having been received not later than twenty-four months after the date of

death . If the identity of the beneficiary were not known twenty-four months

after death, the gift should then be included in the income of the trust

arising on death. If the gift was to be held in trust under the terms o f

a will, it should be included in the income of the trust at the time letters

probate or letters of .administration were obtained, but in no case later than

twenty-four months after the date of death . The treatment of gifts arising

on death is dealt with further in Chapter 21 .

Gifts inter vivos do not entail the .same problems of administration as

gifts arising on death. Because such a gift is made voluntarily, the parties

would be in a position to foresee, at least to some extent, possible changes

in value and the necessity for .the availability of funds to pay the tax . For

these reasons we recommend that inter vivos gifts should be valued on the

date of actual or constructive receipt and should be included in the donee 's

income in the year in which such receipt occurred .

Gifts consisting of property other than cash or marketable securities

merit special treatment as to the time of payment . If the property-were not

readily salable or mast be held for special reasons, as in the case of an

interest in a business or an art collection, it may result in hardship to

require payment of tax when the gift was received . Such gifts cannot be

deposited in an Income Adjustment Account, although they could be put int o

a Registered Retirement Income Plan if such a plan were not already at its

maximum level . If money to pay the tax could not be borrowed on the se-

curity of the property, some form of deferment of payment would be warranted .

We recommend that the tax in respect of such property be made payable in

instalments, with interest, over at least-five years, and perhaps ten years
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for specific property such as the shares of a private company or an interest

in a farm, provided that if the property were realized for cash or marketable

securities, the time for payment would be accelerated . This is similar to

the present section 16 of the Estate Tax Act, except that under our proposal

the taxpayer would be entitled to deferment as of right instead of relying

on the Minister's discretion .

While we think our proposal would solve the problem of lack of liquidity

to a reasonable extent, we would recommend that this matter be kept under

review .

Rate Schedules and Averaging

While the proposed rates applicable to taxable gifts would generally be

higher than the present gift or estate tax rates, comparisons between these

rates can be misleading Di .

Of primary importance in any comparison is the exclusion from the

recommended tax base of gifts from one member of a family unit to another,

including property which passed on death to a surviving spouse . In addition,

our proposals entail a number of basic changes which would make it difficult

to predict what the changes in tax rates applying to individuals would b e

or what changes in revenue would take place .

Under our recommendations gifts would be part of the defined tax base .

Apart from intra-family gifts, gifts in excess of the exemptions that we

propose would normally be taxable to the donee . Tax would be imposed at

the donee's rate which would usually be lower than that of the donor . The

effective rates would also be reduced in many cases by the application of the

averaging provisions we discuss in Chapter 13, or because of the donee's

investments in Registered Retirement Income Plans which we discuss in Chapter 16 .

Perhaps the best way to appreciate the effect of including gifts in the

comprehensive tax base is to look at some examples . Table 17-2 gives a

summary of typical tax rates which might apply to gifts from an estate .
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TABLE 17-2

EFFECT OF INCLUSION OF GIFTS FROM OUTSIDE
THE FAMILY UNIT IN EXCESS OF EXEMPTIONS
IN THE COMPRPS11ENSIVE TAX BASE FORMARRIED
COUPLES i~iI7.'H .TSRRB DEPENDSI9T'CHILDREN g/

Panel A

Average Average Tax Rate on Income, Including Gift
Tax Rate After Averaging
On Annual

Annual Income $25,000 Gift $100,000 Gift $250,000 Gift
Income Before Gift

$6,500 7.1 10.8 16.6 23 .910,000 12.5 14.3 18.7 25 .5
25,000 21.2 22.4 25 .5 30 .1

Average Rate of Tax on Gift

6,500 19•5 22.3 27.9
10,000 21.5 24.9 30.7
25,000 33.9 36.2 38. 9

Panel B

Effective Rate of Tax on Gifts Under Present
Estate Tax Rates at Selected Levels

Net Value of Estate Before Personal Deductions
$15,000 $75,000 $300,000

nil 7.067% 20 .27%

a/ It is assumed that the taxpayer and spouse have already made use of
their lifetime exemptions of $5,000 each . If this were not the case
then the tax liability would be reduced substantially .

There is deducted from tax the tax credits for family unit and
dependants . It is assumed that the wife is not working and that
the income level does not change during the averaging period .

To achieve the best averaging result, one half of the gift would be
included in the current ye.ar's income and form part of a backward five-
year block average. The other half would be deposited for one year into
an Income Adjustment Account. This latter portion could then be included
in the subsequent five-year period so that the gift would be spread over
ten years . Although such a procedure entails a loss of some investment
income for one year, and although the tax refund from the forward averaging
could not be claimed for five years, nevertheless the procedure does
effectively result in averaging the gift over ten years . '

~ It is assumed that the deceased has neither a widow nor dependent
children, and also that there are no other deductions or credits .

In provinces which have a separate succession duty, the combined estate
tax and succession duty could be higher .

The annual income of the donee has no effect on the rate of estate tax .
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We have pointed out that it is difficult to compare the impact of our

proposals with the present taxation of estates . Table 17-2 illustrates that

while small. estates are not now subject to tax, our proposals would result i
n

the application of full personal rates to most of any bequest from such an

estate passing outside the family unit . Transfers within the family unit
,

which would be the method of distribution of a substantial proportion of smaller

estates, would continue to be free of tax . In the case of larger estates an

answer to the question of whether the level of tax would increase or decrease

would depend upon the proportion of the total estate that passed to persons

outside the deceased's family unit . Table 17-2 indicates that in general the

rate of tax would increase substantially if all the estate passed to another

family unit. On the other hand, if the whole estate passed to the widow or a

dependent child, then no tax would be payable under our proposals . If one

assumes that one half of the estate-passed outside the family unit and one half

to the widow, then the level of tax on transfers from most estates exceeding

$250,000 would decline from what would at present apply .

However, it must also be kept in mind that while under the present gif t

and estate tax laws it is possible to arrange many transfers (even of substantial

amounts) that will be subject to little or no gift or estate tax, under the

comprehensive tax base all gifts received from outside the family unit woul d

be brought into the income of the donee . One significant item that would, a
s

a result, be included in the income of many beneficiaries would be the proceeds

of life insurance policies, only a small proportion of which are now taxable .

Thus, although the rate of tax on many gifts may decline, other gifts not now

taxed would become subject to tax and therefore the total tax revenues from

gifts should increase substantially .

As our proposals mean that the tax on transfers within the family unit would

be eliminated, Canada would certainly compare favourably in this regard wit h

the United States and the United Kingdom . On the other hand, the level of

Canadian tax on transfers outside the family unit would in general be increased

under our proposals so that, except for the very large estates, the Canadian

taxes on these transfers would exceed those levied in the United States .
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Nevertheless, the Canadian tax on transfers outside the family unit would still

be less than that levied in the United Kingdom for most estates of over $200,000 .

Gifts To Non-Residents

At the present time, a Canadian resident is subject to gift tax on any gift

which he makes, whether the donee is a resident or non-resident . If an indi-

vidual dies domiciled in Canada the property passing on his death will be subject

to estate taxes regardless of where the beneficiaries reside . A person may not

necessarily be domiciled in a jurisdiction in which he is resident, although

ordinarily he will be .

In view of the proposal to abolish the gift tax and estate tax and to tax

Canadian residents on gifts received by them, it would be necessary to impose a

tax on certain gifts made to non-residents . In the case of inter vivos gifts

this tax should be imposed where the donor was resident in Canada . In the case

of inheritances, the tax should be imposed if the deceased was domiciled in

Canada at the time of his death . The reason for this distinction is that it is

customary and most convenient to tax inter vivos gifts on the basis of the

donor's residence, but it is recognized internationally that the taxation of

inheritances should be based on the domicile of the deceased or the situs of

the property . The taxation of gifts to non-residents which arise on death on

the basis of the domicile of the deceased would not violate either the letter or

the spirit of International Tax Conventions to which Canada is a party L4/-

In our opinion this proposed tax should be a withholding tax and should

operate in the same manner as the withholding tax on investment income paid by

residents to non-residents . We recommend in Chapter 26 that the withholding

tax on such income other than dividends should be at the rate of 30 per cent .

In our opinion this would be an appropriate rate for the taxation of gifts mad e

.to non-residents . It has the advantage of administrative simplicity in that it

would be a flat rate . We also suggest that in order to avoid the necessity of

reporting small gifts and to simplify administration, there should be an ex-

emption of, say, $1,000 for gifts made by a donor to non-residents in a year .
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In order to preserve neutrality between the treatment of gifts received

by residents and those received by non-residents, in our opinion it would be

desirable to permit a non-resident who received a gift which had been subject

to withholding tax to elect to file a return as a Canadian resident . If he

made such an election he would be required to include in his income the full

amount of the gift before deduction of withholding tax, as well as his other

income . He would have to agree to make all documents and records which were

relevant to the calculation of his income available to the Canadian ta x

authorities . He would be entitled to a credit for foreign tax paid on his

income from foreign sources . He would also receive credit for the withholding

tax on the gift and, if it exceeds the tax payable on his income, including

the gift, as reported in the return, he would be entitled to a refund .

One question that is often raised in any discussion on the taxation of

transfers of wealth is whether such taxes should be reduced or eliminated to

prevent residents from moving to another jurisdiction in order to reduce the

tax on their estates . We have rejected the argument that Canada should either

lower some or all of its taxes to the level of its lowest tax "competitor",

or that Canada should turn itself into a tax haven of some sort . Both types

of action can in the long run be self-defeating, are inequitable, and certain-

ly should not be introduced by Canada . Under our proposals there would be no

point in a taxpayer taking .such action if his concern were the transfer of

property to his widow, because such transfers would not be subject to tax .

However, it would still be possible to reduce or eliminate the tax impact on

other donees . If the donor left the country and the donee remained resident,

then the full Canadian tax would continue to apply . However, under the re-

verse situation only the 30 per cent withholding tax would apply, so that

this arrangement could be attractive for some taxpayers . If both donor and

donee became non-resident, then no Canadian tax would be payable .

To offset tax avoidance by a donee who temporarily became non-resident,

it would be necessary to provide that any Canadian taxpayer who became non-

resident, and then became resident again, would have to include in his income,
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in the year he returned to Canada, the value of all gifts received during

the period in which he was a non-resident . A tax credit would be given for

any gift taxes or estate taxes paid to a foreign country on such receipts .

Credit For Foreign Taxes

Any gift received by a resident of Canada would be included in his tax

base regardless of where the donor resided . However, if a gift were re-

ceived from a person resident or domiciled outside Canada it may have been

subject to gift tax or estate tax in another country. Similarly, if a gift

arising on death consisted of property situated in another country it may

have been subject to estate tax in that country . In order to avoid double

taxation we recommend that a person who received a gift which was in any of

these categories should be entitled to a foreign tax credit for the gift tax,

estate tax, or any similar tax which had been imposed on the gift in the

country in which the donor was resident or domiciled or in which the property

was situated. Such a credit should not be allowed, however, where the gift

arose on death and consisted of property situated in Canada, since in these

circumstances the other country should give credit for the Canadian tax .

The credit should be available whether the foreign tax was paid by the

donor, or his estate, or by the donee . The amount deductible from Canadian

tax would be limited to the Canadian tax which is applicable to the gift .

Gifts of Property Situated
in Canada

Under Part II of the Estate Tax Act a tax is imposed at the rate of

15 per cent on property situated in Canada which passes on the death of a

person domiciled outside Canada . Credit for this tax will ordinarily be

allowed in the country in which the deceased was domiciled. This tax is

payable regardless of where the beneficiaries are resident or domiciled .
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Under our proposals, if a beneficiary were resident in Canada, he

would include the gift in his tax base in the meoner already described .

Because it is normal for a country to impose a tax on property situated

therein when the property passes on the death of a person domiciled else-

where, we recommend that a tax similar to that provided for in Part II of

the Estate Tax Act should be imposed at the rate of 15 per cent on property

situated in Canada that passed on the death of a person domiciled outside

Canada to beneficiaries who were not resident in Canada .

Tax Convention s

Canada has an Estate Tax Convention with the United States, which was

entered into in 1961, and with the United Kingdom, Ireland, France and South

Africa, which were entered into some years prior to the introduction of the

Estate Tax Act and which refer to succession duties . However, these latter

Conventions may be interpreted as being applicable to the Canadian estate

tax which was subsequently imposed .

It does not appear to us that the proposals outlined in this chapter

are contrary to the provisions of any of these Conventions . Most of the

restrictions which they would impose would be applicable only if Canada

levied tax solely because the deceased had a Canadian domicile, or because

he left property having a Canadian situs . Apart from the proposed 15 per

cent tax similar to that imposed by Part II of the Estate Tax Act, the taxes

we propose would not come within these categories . In any event, if there

were a conflict between the Canadian taxing statute and an international

Convention, the provisions of the Convention would prevail . However, if

our recommendations were implemented, it might prove to be necessary or

desirable for Canada to .take steps .to ;renegotiate .the Conventions in .such

a way as to take account of the new system of taxing gifts .

Taxpayer Compliance, Administration
and Enforcement

At the present time the administration and enforcement provisions o f

the Income Tax Act apply to"the income tax and the gift tax. The Estate
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Tax Act provides for the administration of the estate tax ; many of the

provisions are similar to thosQ contained in the Income Tax Act , while

others are different and pertain only to an estate tax . Because gifts and

inheritances under our proposal would be taxed as part of the comprehensive

tax base, it would be necessary to include in the administrative structure

special provisions to take into account the characteristics of gifts .

Because gifts are included in the tax base, the general income tax

administration and enforcement provisions would apply to gifts as well as

to other income . All components of the tax base would be reported in th e

same annual return. The filing of annual returns and information returns, the

procedure relating to assessments and appeals, collection procedures and

enforcement would be the same for gifts as for other forms of accretion to

wealth. For these purposes it would be immaterial whether the recipient was

an individual, a trust, or a corporation. Except for the special provisions

referred to below, we have concluded that the administrative provisions as

recommended can apply equally to the taxation of gifts .

For several reasons it would be necessary to take into account the

position of the donor or his estate if the gift arose on death ?5j . First,

the returns filed by the estate of the donor could be utilized to ensure

that donees would report and pay tax on the amounts they receive . Second,

it may be desirable to require that an initial tax be paid on behalf of the

donee by the executor or administrator of the donor. This is discussed in

Chapter 21.

Wills commonly provide that the executors are to pay all taxes and

death duties on property under their control out of the estate . It would

be necessary to ensure that the provisions in our proposed tax structure

relating to withholding by financial agents and intermediaries take such

provisions into account .

While most of the general administrative provisions would be applicable

to the taxation of gifts, we recommend that additional provisions shouldbe

added to deal with the following matterst
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Reporting. It would be necessary to provide that donors or their personal

representatives must report any gifts made to any individual other than a

member of the donor's family unit which were over $100 in any taxation year .

Payment and Liability for Tax . In the case of a gift arising on death or

through an inter vivos trust, it should be provided that the trustee could

not make a distribution unless he had paid the initial tax, or had retained

sufficient funds to pay the initial tax, or had obtained the consent of the

tax authorities to the distribution .

It should also be provided that a donor who made a gift to a non-

resident should withhold and remit the withholding tax payable with respect

to the gift .

Ministerial Consents. In order to strengthen enforcement, it would be

useful to have provisions such as sections 47 and 48 of the Estate Tax Act .

These prohibit transfers of property, by anyone other than an executor, and

the opening by any person, without the Minister's consent, of safes, vaults

and other depositories which contain property of a deceased .

Liens on Property. There is no general lien on property for taxes owing

under the Income Tax Act similar to that provided for in section 43 of the

Estate Tax Act. That section provides in effect that any tax, interest or

penalties payable under the Act by a successor to any real estate passing

on the death of the deceased shall be a lien upon the real estat e

in favour of Her Majesty. The purpose of this lien is to prevent successors

from selling the property and either leaving the country or spending the

proceeds, leaving the Crown no way of collecting the tax . The present

section 43 puts the onus on the purchasers of property to see that there

is no lien for taxes .

We have considered whether the need for a lien would be reduced under

our proposals where the gift would be included in the donee's tax base in

the same way as other income . We recommend that it should be removed. We
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think that the inconvenience it causes in real estate transactions generall y

is greater than its value in the collection of taxes . If, in practice, evasion

of tax through lack of security should prove to be a serious problem, the

government could consider returning to a system under which it would have

agreements with the provinces to the effect that the provincial land transfer

officials would require a waiver of the Minister in any case where propert y

was transferred following the death of the owner . However, we would prefer

to avoid this unless it was found necessary.

CONCLUSIONS AND RDCO*ENIDATIONS

1 . All gifts, that is, all receipts of wealth, whether inter vivos giftes

or inheritances, should be included in the comprehensive tax base of

the recipient . Transfers for inadequate consideration should also b e

regarded as gifts to the extent that the value of the property trans-

ferred exceeds the consideration .

2 . The inclusion of all gifts in the comprehensive tax base should

replace the present estate and gift taxes, and the legislation levying

these taxes should be repealed .

3 . Transfers between members of a family unit, for example to a spouse

or dependent child, should not be taxable gifts .

4 . The amount to be included in the tax base should be the net amount

received, that is, the gross amount less legitimate expenses such as

the expenses of administering an estate . If the gift were received

subject to a condition, the cost of complying with the condition

would be deducted .

5 . Any gift which was renounced by the donee should not be included in

his tax base but should be included in the base of the ultimate

recipient, unless.it reverted to the donor .

6 . Where an individual has been given a power of appointment or a power of

encroachment which would give him the uncontrolled right to apply

property for his own use, he should be regarded as having received
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the property unless he renounced it within 90 days after he became

aware of it, or after it became exercisable, whichever was-later .

7 . A gift to a corporation should be included in its tax base unless made

by the sole beneficial shareholder or by all the shareholders pro rata

in accordance with,their shareholdings .

8 . Gifts to be held in trust would, generally speaking, be subjec t

to an initial tax in the hands of the trust and the beneficiaries would

receive credit for this tax on distribution . This is dealt with in

Chapter 21 .

9 . In the case of a gift of an annuity, the present value of the annuity

should be included in the income of the donee unless the donee qualified

the annuity as a Registered Retirement Income Plan .

lA . The following exemptions should be allowed :

a) An annual exemption of $250 for each individual who filed a

separate return, $250 for each spouse in a - family unit, and

$100 for each dependant who was a member of a family unit ;

the exemptions of the members of a family unit would be

aggregated .

b) A once-in-a-lifetime cumulative exemption of $5,000 for each

individual on or after leaving his original family unit,

applicable to gifts in excess of the annual exemption .

11. Gifts'to tax-exempt bodies should, as under the present legislation ,

be free of tax .

12 . Where a taxable gift had been received by a donor within four years

before his death, a percentage of the gift should be exempt when passed

on to his beneficiaries on his death. This percentage should range from

20 per cent to 80 per cent depending on how long before the donor's

death the. gift had been received .
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13. Gifts arising on death should be included in income at the earlier of

the date of actual or constructive receipt, or twenty-four months

after the date. of death. If the donee has not been. idF'n .i f i r.-d within

twenty-four months after the date of death, the gift would be included

in the income of the trust that arose on death . If the gift were to

be held in trust it would be included in the income of the trust at

the time of obtaining probate, but in any event not later than twenty-

four months after the date of death .

14 . Fair market value, as developed by the courts, should be the test of

the value of gifts and inheritances without additional statutory rules .

Gifts arising on death should be valuedst the date of death, but the

donee, or trust, should have the right to revalue any of the property

received by way of such a gift within two years from the date it had

been included in income, or possibly longer under the general provisions

for revaluation, and claim any loss resulting from the revaluation .

15 . The rate schedule applicable to gifts should be the same as for other

components of the comprehensive tax base . The same provisions with

respect to averaging and with respect to deposits in Income Adjustment

Accounts or investments in Registered Retirement Income Plans would

apply to gifts as to any other income .

16 . Where gifts consistbf property other than money or marketable securi-

ties, the donee should have the right to pay the tax thereon in instal-

ments over a five-year*period, or in some cases ten .years, with interest .

17. Gifts to non-residents should be subject to a 30 per cent withholding

tax, subject to an annual exemption of $1,000 for each donor . A non-

resident donee should have the option of filing a return as a Canadian

resident . This tax would apply in the case of inter vivos gifts where

the donor was resident in Canada, and in the case of'-inheritances

where the deceased was domiciled in Canada .
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18. Gifts received from non-residents should be included in income, but

the donee would be entitled to a credit for foreign gift taxes or

estate taxes paid .

19. A credit should also be allowed for estate tax imposed on property by

the country in which the property was situated at the date of the

donor's death .

20 . Where property situated in Canada passed to a non-resident on the

death of a person domiciled outside Canada, it should be subject to

a 15 per cent tax of the type now imposed by the Estate Tax Act .

21. A number of special administrative provisions would be necessary to

deal with gifts . However, the provision in the Estate Tax Act for a

lien on real property should be removed .
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TRANSFER PAYMENTS AND MISCELLANEOUS RECEIPTS

In previous chapters the major components of income have been discussed .

In this chapter we propose to deal with some additional types of receipts,

most of which are not at present included in income for tax purposes but all

of which fall within the proposed comprehensive tax base . These are : govern-

ment transfer payments (unemployment insurance, workmen's compensation, family

allowances and old age pensions) ; . .gambling gains and cancellation of debt .

In addition we will discuss some other sundry kinds of income presently

dealt with in sections 10 and 62 of the Income Tax Act . By restricting the

discussion to these items we do not wish to imply that these are the only

"other" receipts and gains that should be included in the comprehensive tax

base . We make no claims to completeness . We hope it is well understood

that under our approach all receipts and gains should be brought into income

unless explicitly excluded, and that the absence of any discussion here does

not mean that we would accept their exclusion from the tax base .

GOVERNMENT TRANSFER PAYMENTS

One function of government is to divert some of the flows of goods and

services to the satisfaction of the collective wants of citizens . Another

function is to alter the flows of goods and services within the private

sector of the economy so as to achieve a more equitable distribution of

purchasing power than might otherwise prevail . This redistribution function

has two aspects, the tax side and the transfer side ; here we are primarily

concerned with the tax aspects of the latter . We are concerned mainly with

the individual taxpayer-beneficiary, although we take this opportunity to

discuss briefly some aspects of the transfer schemes themselves .

Government transfer payments are defined to include cash payments by

governments to individuals other than those made in exchange for goods or

services 1/ . Among the more obvious and important transfer payments are

the following : family allowances, old age security benefits, unemploymen t

521
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insurance benefits, workmen's compensation benefits and social assistance

and relief of all kinds . We feel that the present treatment of these re-

ceipts is confusing and inconsistent .

Family allowances are financed out of general government revenues . They

are not included in the recipients'incomes for tax purposes . Any person who

is entitled to receive them in respect of a child (whether he accepts them

or not) is required to reduce the personal exemption for the child from $550

to $300 . 2/ As a consequence of this arrangement taxpayers with low margina l

rates of tax receive more in family allowances than they lose through the

reduction of the exemption . The converse is true for taxpayers with high

marginal rates who would be better off if no family allowances were paid

and the full exemption were allowed .

Old age security is a funded scheme financed by three earmarked federal

taxes : a 4 per cent tax added to the personal income tax rate (with a

$120 limit), a 3 per cent tax added to the sales tax rate, and a 3 per

cent tax added to the regular corporate income tax rate J . The recipients

of these pensions take them into their incomes and are taxed on them in

Unemployment insurance benefits are financed by a tax on covered

employees and their employers . It is a funded scheme . The tax is related

to the level of earnings of the employee, as are the benefits . The

employer's contributions are .deductib].e as .a business expense, but the

employee's contributions are not deductible from personal income . Neither

the employer's contributions on behalf of the employee nor the benefits

themselves are subject to personal income tax .

Workmen's compensation is dealt with by provincial plans financed by

pay-roll taxes on employers . Contributions are deducted as an expense by

the employers . Covered employees make no contribution, and are not re-

quired to take the employer's contributions into their income for tax
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purposes . The proceeds are not taxable in the hands of the compensate d

worker .

It would be difficult to conceive of a greater variation in arrangement s

than this .

Having reluctantly accepted the present transfer programmes, including

the methods under which they are financed (except for old age security) for

the reasons advanced in Chapters 6 and 7, we have developed our proposal ;

it does not go so far as we should like but it does have the merit of con-

sistency. It is consistent with respect to our whole concept of the tax

base, with respect to the treatment of any one programme relative to the

others, and with respect to the private insurance-pension programmes beside

which the government programmes frequently operate .

However, we recommend that before our proposals are implemented the

amounts of all government transfer payments should be reviewed to ensure

that their inclusion in income does not result in hardships .

In accordance with our concept of ability to pay, we recommend that

the recipient of a transfer payment should include the benefit in his in-

come because it increases the taxable capacity of the individual or the

family. On the other hand, specific contributions to transfer programmes

should be deductible from the individual's tax base 9 .

If all government transfers are brought into the tax base, those pay-

ments not now taxed may have to be increased in order to compensate for the

new tax liability; for we do not mean to imply by our recommendation that

the present payments are too large and should be reduced through taxation .

Our recommended rate structure and system of tax credits will mean that some

tax units will pay less tax even if their bases are increased by the addi-

tion of government transfers . The converse will be true for other taxpayers .

On balance, we believe that our recommendations.in this Report would increase

the degree of redistribution achieved by the overall tax-transfer system,
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even if the transfers themselves were not increased . We have made no attempt

to determine what adjustments in the payments might be required, because this

would take us outside our terms of reference .

Family Allowances

The present approach, under which the personal exemptions for dependants

are reduced when they qualify for family allowances, should be abandoned .

The tax credits for dependants that we recommend elsewhere in the Report

should not be reduced for the family unit in receipt of family allowance

payments . To be consistent with our basic approach to taxable capacity,

we recommend that all family allowances should be included in the tax base

of the tax unit which included as a dependant the child on whose behalf the

benefits were paid . The minimum income below which no tax would be paid by

reason of tax credits would therefore be unaffected by the family allowance

status of dependent children : Over this minimum, full progressive rates of

tax would apply to family allowance receipts . This also means that no tax-

payer could be made worse off because a dependant qualifies for the family

allowance, as can occur at present .

Old Age Security

We have said that we have reluctantly accepted the present methods of

financing transfer programmes . To this general proposition we wish to make

one exception . There seems no legitimate reason to continue to earmark taxes

to finance the old age security programme . To maintain the three separate

levies seems to serve no useful purpose, and is a source of inconvenience

and needless complexity . The rate structures of the three relevant taxes

should be adjusted accordingly . There also appears to be little if any

merit in a continuation of the funding of the plan .. We suggest that

henceforth old age security pensions should be financed out of general

revenues like family allowances .
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Old age security receipts are now included in the tax base of the indi-

vidual . This is consistent with our approach and we recommend that this

should be continued .

Unemployment Insurance

Unemployment insurance contributions are made by employees and employers .

In Chapter 14 we recommend that the employer's contributions should continue

to be deducted as a business expense and not added to the income of the

employee, and that the employee's contributions should be deductible b y

the employee whether or not the 3 per cent optional expense deduction in

respect of employment income is taken . Benefits should be fully taxable

in the hands of the recipient .

We believe that this is a fair treatment of unemployment insurance . It

brings into income only the net benefit as measured by the difference between

what the employee put into the plan, either directly or indirectly, and what

the employee takes out . Not to tax unemployment insurance benefits would

bestow a tax advantage on the man who, despite the fact that he was unem-

ployed for some time during the year, had a larger total income, including

unemployment insurance benefits, than the man who worked full time for lower

wages . Throughout this Report we have tried to minimize the significance

of the source of a man's income ; it is the change in economic power that

counts . We can see no reason for departing from that principle here . Of

course, if unemployment insurance benefits were brought into income the net

benefit would be reduced, particularly for individuals with substantial

other income in that year . It may be necessary to increase gross unemploy-

ment insurance benefits to maintain their after-tax value for taxpayers in

the lower income groups .

Workmen's Compensation

These programmes have two facets : they protect employers against
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costs resulting from successful damage claims by their employees ; and they

protect employees against losses resulting from injuries sustained at work,

whether or not the employer would have been held responsible . All contribu-

tions are made by employers . The benefits include lump sums in cases of

death or permanent disability, income maintenance payments, and medical-

hospital treatment .

We are satisfied that the most logical tax treatment of workmen's com-

pensation would be to continue to allow a business deduction for the

employer contributions, but to tax employees on the receipt of all benefits

at full personal rates . It might be argued that the contributions of

employers should be added to the incomes of the employees, but we reject

this because under our proposals they would be deductible by the employee

in any event. Taxing income maintenance receipts at full personal rate s

in the hands of the employee would be equitable relative to those who are

working, and would be consistent with the tax treament of benefits received

under private income maintenance insurance plans . It would also be fair to

tax lump sum benefits received in cases of death or permanent disability,

particularly in view of the relieving provisions we recommend in Chapter 13,

including the provision which would permit the recipient to spread a lump

sum benefit of this kind over his lifetime by purchasing a registered

government annuity. Most of these payments are made to compensate for lost

income that would have been taxed had it been received. Not to tax these

sums would give the worker who received them an advantage over individuals

who are not protected against accidents . Here, too, the level of the

benefits should presumably be reconsidered by the provinces if this

recommendation is accepted .

GAMBLING GAINS AND LOSSES

Gambling gains, like any form of receipt, increase the individual's

taxable capacity and therefore should be brought into income as part of

the comprehensive tax base . At present such gains are not taxed in Canada
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unless it is shown that the taxpayer's gambling amounts to a business, and

where the question has been b rought before the courts the matter for decision

has been whether the gains arose from a business activity or from a hobby V .

Because the comprehensive tax base would bring in all receipts which increased

economic power, regardless of source, the question of whether gamb ling gains

arose from a business would no longer be important .

The greatest problem in bringing gambling gains into income would be

enforcement. Reporting of small winnings would be largely a matter of tax-

payer honesty, but it might be possible to establish a system by which

large winnings would have to be reported by the payers, in much the same

way as banks report the cashing of bond coupons by depositors . For reasons

of administrative convenience it might be useful to provide for a small

annual exemption for net gambling gains .

The treatment of gambling losses poses a problem . 7b the extent that

gambling is a form of entertainment for the individual, gambling losses are

a consumption expenditure and should not be deducted any more than theatre

tickets and the costs incurred in playing golf or skiing . To the extent

that gambling is a form of business activity, losses should be deducted

against gambling gains and other income . There is, of course, no objective

way of determining the motivations of gamblers, any more than there is for

any taxpayer . The solution we suggest is a rigid rule that would achieve

simplicity and at least a degree of fairness . We believe that gambling

losses should be treated in the same way as other losses that are deemed

to be a personal consumption nature . Thus, they should be allowed only as

a deduction from gambling gains, and should not be set off against other

income as ordinary losses would be . The carry-over of such losses should

be limited in the same manner as other losses of a personal nature, wit h

a two-year carry-back and an indefinite carry-forward against gambling gains .

Such losses would be available for carry-forward only if reported for the

year in which they were incurred .
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CANCELIATION OF DEBT

Cancellation of debt occurs when there is no longer any 12ga1 obligation

binding upon a debtor to pay all or some part of his debts . Examples axe

court-approved or voluntary arrangements by which a liability is reduce d

or cancelled, or the involuntary cancellation that occurs by the operation

of the Statute of Limitations under which the right to enforce collection

is lost .

At present, cancellation of debt genera lly gives rise to income only

when it is considered to be some kind of price rebate . Court cases in this

area have dealt only with trade liabilities, non-trade debts being considered

to be of a capital nature . In the leading case of British Mexican Petroleum

Company, Ltd. v. C .I .R., !~/ the House of Lords held that cancellation of

trade debts in a year subsequent to those in which they arose did not give

rise to income . This decision was followed in Canada by the Exchequer Court

in the case of Plimley Automobile Company Limited v . M.N .R . .1/ . However ,

in the case of Oxford Motors Ltd . v. M .N .R . Y the Supreme Court of Canada

held that rebates given the taxpayer by its supplier based on the number

of cars sold from its stock were trade receipts and taxable, even though

the rebates were to be applied against the taxpayer's indebtedness to the

supplier .

In the United Kingdom the decision in the British Mexican Petroleum

Company, Ltd . case was nullified in 1960 by section 36 of the Finance Act,

1960, which requires that where any debt has been allowed as a deduction

for the purpose of computing income from a trade or profession and is subse-

quently released, the amount released must be regarded as a, receipt of such

trade or profession .

We believe that when a debt is cancelled the debtor has, in effect,

received income . For, as the cancellation of liabilities increases a

person's net assets, his economic power is increased by the amount of
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the debt cancelled. Where a debtor who is in business has one or more of

his debts cancelled, he has claimed expenses or has recorded assets which

in fact will have cost him nothing . Income in prior years has, therefore,

been understated, and it appears only reasonable to require an offsetting

adjustment in the current year . Because such an adjustment will usually

only arise when there is a loss, it will serve to reduce the loss rather

than to create taxable income .

We are not recommending that the borrower should necessarily be con-

sidered to have received income at the time the lender merely writes off

all or some portion of the debt . Although to regard income as arising to

one party at the time the expense was recorded by the other party has the

virtue of consistency, such treatment would not be practical in this case,

and in fact may not be theoretically correct, because the borrower might

still regard his obligation as a liability that he intended to meet .

Deeds of gift and of forgiveness would also, under our recommendations,

result in income to the beneficiary and, because all income would receive

similar treatment, it would be of little importance to the beneficiary

whether such a transaction were considered as a gift or as forgiveness of

debt . Loans between persons not dealing at arm's length should be deemed

to be gifts unless satisfactory terms of repayment were agreed upon and

generally complied with. This provision would be necessary because other-

wise transactions which resembled loans could be set up as a mere cloak for

a gift or bequest . Therefore, in such a case income should be deemed to

arise when the debt is incurred rather than when the debt is later cancelled .

There is a problem in determining when cancellation should give rise

to a deemed receipt of income. Cancellation of a debt usually requires

some overt act on the part of the creditor. Debts may, however, become

unenforceable by reason of the Statute of Limitations . We believe it rea-

sonable to deem that income has arisen upon the expiry of the limitation

period. Therefore income should arise at the earliest of : the time of



530

acknowledgment of the cancellation of the debt by the debtdr ; the time the

court approved an arrangement under the Bankruptcy Act; or the expiry of

the limitation period . It should be noted that, because a limitation period

does not bar the right but only the remedy, it would not prevent collection

unless specifically pleaded in an action-to collect the debt . Furthermore,

the limitation might cease to apply because of a subsequent acknowledgment

of the debt or part payment by the debtor . Nevertheless, because the

limitation period is fixed, we think it should be the latest time to which

the recording of income should be deferred by the debtor . In any case,

whenever a debtor pays an amount which he had previously included in income

on the ground that his indebtedness to pay the amount was cancelled, he

should be allowed a deduction from income . This should effectively pre-

vent any hardship arising from the inclusion in income of the cancelled debt .

Under the broad concept of income advocated in this Report , cancellation

of a debt would result in income whether the debtor was solvent or insolvent .

However, by definition the insolvent debtor would not be in a position t o

pay tax . In the United States this problem has been handled by declaring

that if a taxpayer is insolvent both before and after a debt is forgiven,

no income is realized . If he is solvent after the debt is forgiven, income

is realized to the extent that he was made solvent by the cancellation .

There has been a great deal of litigation in connection with this point

and the Internal Revenue Code now provides generally with respect to both

corporations and individuals that the amount of trade debts cancelled will

not be included in computing income if the taxpayer agrees to reduce the

basis of his assets by the amount of income attributable to the discharge

of the indebtedness . These provisions therefore allow a postponement of

tax until the assets are realized .

The above approach'may appear complex. However, for most businesses,

bringing into income the cancellation of debt would generally only reduce

the current year's loss, or the prior year's loss carry-forward, and would
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not give rise to taxable income . This would not be so where either the

taxpayer was in good financial condition, or where insolvency resulted

from some circumstance that did not involve a business loss . In the first

case there should be no problem in meeting the tax liability, while it is

difficult to conceive of the latter situation arising, particularly if ou r

recommendation is adopted that virtually all expenditures should be deductible .

The problem of discharging the tax liability could be met by allowing up to

five years to pay the tax, or by introducing a provision similar to th e

one adopted in the United States which allows the option of adjusting the

tax basis of the underlying assets .

However, in the case of personal debts (whether or not there is a

bankruptcy) the problem would not always be solved merely by the alteration

of a loss carry-back or carry-forward, for the expenditure may have been

an item of personal consumption and not a business expense used to reduce

income . In these circumstances, to add a tax assessment to the travail s

of an individual already burdened with the consequences of financial failure

seems to us to be excessively harsh treatment, and we therefore recommend

that cancellation of debt-should not result in income to the debtor if the

debt arose in a transaction at arm's length and if the original expenditure

was not deductible in computing income .

SUNDRY OTHER ITEMS OF INCOME

There are several kinds of receipts that are specifically excluded

from income under section 10 or exempt from tax under section 62(1)(a) of

the Income Tax Act or under other legislation .

The comprehensive tax base we recommend should encompass all forms

of income, and therefore in principle all exclusions and exemptions should

be terminated. We recommend that all income should be taxed in full and,

if specific re li ef were required in respect of payments by the'government,

the need should be met through higher payments .
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Certain items referred to in section 10 such as workmen's compensation

and unemployment insurance have already been discussed . The balance of the

items are briefly discussed below, along with our specific recommendations

for changes . Because some of the items will expire in time or are subject

to circumstances that preclude an alteration in the current tax treatment,

we have not suggested that all of these receipts should become taxable .

Statutory Exemptions :
Section 10(1)(a)

Tax exemptions provided for in other legislation should be removed .

In particular, the tax-free allowances for Members of Parliament should

be withdrawn . Members of Parliament should be treated on the same basis

as other employees and so should be required to bring their allowance s

into income, and at the same time should be allowed to deduct their expenses

of earning employment income including election expenses . We would expect

that it would be accepted that the regular place of business of a .Member

of Parliament is his riding, so that all expenses incurred while in Ottawa

and in travelling to and from Ottawa would be deductible as long as they

fell within the limits established for such expenses .

War Savingg ¢g ificates :
Section 10(1)lb

The last of these certificates matured in 1954, and no income has accrued

since . The section appears to be no longer necessary . Similar tax exemptions

should not be made in future for debt instruments sold by government .

Ship or Ai c of Non Residents :
Section 1011 c

This exemption should be removed if enforcement is practical .

Service Per}s~qn)or Allowances :
Section lO h 1d

Exemption should,be eliminated after consideration has been given to

a revision of the amounts payable .



533

Service Pension from Another Country :
Section 10(1)(e)

There is a problem with respect to individuals now resident in Canada

in receipt of service pensions from other countries . Unless our recommended

tax credits offset the tax, the inclusion of these pensions in income could

create hardships . Therefor4 we would suggest a five- to ten-year time lag

before these pensions were taxed, so that those individuals who have com e

to Canada on the understanding that their service pensions are not taxable

would have an opportunity to adjust their affairs .

Halifax Diea,tje~ Pensions :
Section 10(1 (f

These pensions will soon expire, if they have not already done so . If

it is impossible to adjust the amounts, the present exemption should be

maintained .

German Compensation :
Section 10~1)(fa )

These payments will expire in time and, because Canada cannot adjus t

the amount of compensation, this exemption should be continued .

Royal Canadian Mounted Police Pension :
Section 10(l)(ga )

Same as section 10(1)(d) .

Profit Shari lans :
Section 10(11 )

To the extent that these plans are not registered retirement savings

plans, as discussed in Chapter 16, payments into these plans by the employer

should be subject to tax in the employee's hands at that time . This is the

same treatment as we recommend for unregistered pension plans .

Prospecti *.
Section 10~1)(j )

This exemption should be repealed as we recommend in Chapter 23 .
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Governor General :
Section 10(1)(k)

The exemption of the Governor General should be maintained and extende d

to Lieutenant-Governors .

Expense Allowance for Members of a
Legislative Assembly :
Section 10(2 )

Same as section 10(1)(a) .

Municipal Officers' Expense Allowance :
Section 10(3)

Same as section 10(1)(a) .

Employees of Another Country :
Section 62(1)(a )

Because of the special status of foreign diplomatic personnel this

exemption must remain on a reciprocal basis . However, efforts should be

made to ensure that the privilege is not abused and that foreign personnel

who are essentially conducting commercial activities in Canada are subject

to Canadian tax .

CONCLUSIONS AND RECOMMENDATION S

TRANSFER PAYMENTS

1 . The amounts of all government transfer payments should be reviewed in

the light of our recommendations in order to ensure that their in-

clusion in income would not result in hardships .

2 . All government transfer payments, including family allowances, old age

security payments, unemployment insurance benefits and workmen's com-

pensation payments, should be brought into the income of the recipient,

with deductions allowed for specific non-tax contributions to transfer

programmes .
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3 . Where a family is in receipt of family allowance payments, the ta x

credits for dependants should not be reduced .

MISCELLAPTFJOUS RECEIPTS

4. Gambling gains should be brought into income, perhaps subject to a

small annual exemption for administrative reasons . Gambling losses

should not be allowed as a deduction from other income, but should be

deductible from gambling gains ; with a carry-back of two years and an

indefinite carry-forward .

Cancellation or forgiveness of debt should be treated as income of the

debtor, except in those instances when the debt arose in a transaction

at arm's length and was not deductible in computing income . The debt

should be deemed to be cancelled at the earliest of the following

times : the time of acknowledgment of the cancellation of the deb t

by the debtor ; the time the court approved an arrangement under the

Bankruptcy Act; or the expiry of the limitation period .

6 . Specific receipts now excluded from income by section 10 of the Income

Tax Act should be included in income except in certain cases where the

payments will terminate in the near future or where special circum-

stances warrant their continued exclusion from income .
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APPENDIX A

PROBLEM OF TAX AVOIDANCE

THE MEANING VC "TAX AVOIDANCE" AND "IAX EVASION "

Before proceeding to examine the problem of tax avoidance, it would be

well to explain what we mean by that expression, and how it differs from

"evasion" . The terms "avoidance" and "evasion" are not defined in the

Income Tax Act, and, indeed,, are rarely used in that statute .

The terms "avoid" or "avoidance" appear in section 51(2) which gives

the Minister certain powers where "a taxpayer is attempting to avoid payment

of taxes"; in section 137(2), which provides for the imposition of tax in

circumstances where certain indirect payments or transfers are made, "whether

or not there was an intention to avoid or evade taxes under this Act" ; in

section 138(1), which confers on the Treasury Board certain powers where one

of the main purposes for a transaction was "improper avoidance or reduction

of taxes that might otherwise have become payable under this Act" ; and in

section 138A(1), which empowers the Minister to make a direction where cer-

tain transactions are carried out, one of the purposes of which, in the

opinion of the Minister, is to.effect a reduction or disappearance of assets

of a corporation in such a manner that any tax that might otherwise have

become payable under the Act on a distribution of income "has been or wil l

be avoided" .

The term "evade" appears in section 56(1), which provides for the

imposition of a penalty on every person "who has wilfully, in any manner,

evaded or attempted to evade payment of the tax payable by him under this

Part" ; in section 132, which creates offences if certain steps are taken or

attempts made to evade payment of tax ; and in section 137(2) . (See supra . )

Writers on the subject of taxation are usually careful to draw a dis-

tinction between tax evasion and tax avoidance . The distinction drawn

between these concepts by the United Kingdom Royal Commission on the Taxation

of Profits and Income would seem to be equally appropriate for Canadian ta x

537
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purposes . The term "evasion", said the Royal Commission :

" . . .denotes all those activities which are responsible for a person

not paying the tax that the existing law charges upon his income .

Ex hypothesi he is in the wrong, though his wrongdoing may range

from the making of a deliberately fraudulent return to a mere fail-

ure to make his return or to pay his tax at the proper time ." l/

The Royal Commission defined tax avoidance in the following way :

"By tax avoidance, on the other hand, is understood some act by

which a person so arranges his affairs that he is liable to pay
less tax than he would have paid but for the arrangement. Thus

the situation which he brings about is one in which he is legally
in the right, except so far as some s cial rule may be intro-
daced that puts him in the wrong .

" Thus,evasion is illegal ; avoidance is not .

For our purposes, as will be elaborated below, the expression "tax

avoidance" will be used to describe every attempt by legal means to prevent

or reduce tax liability which would otherwise be incurred, by taking ad-

vantage of some provision or lack of provision in the law . It excludes

fraud, concealment and other illegal measures . Also, it presupposes the

existence of alternatives, one of which would result in less tax than the

other. Moreover, motive would seem to be an essential element of tax avoid-

ance . A person who adopts one of several possible courses because that one

will save him the most tax must be distinguished from the taxpayer who adopts

the same course for business or personal reasons . However, a man's purpose

or intention may be difficult to determine . "The devil himself knoWeth not

the mind of man" . Unless a taxpayer makes an admission as to his purpose or

has clearly indicated his motivation in some other way, his purpose or inten-

tion can be determined only by inference or assumption . If he cannot give a

reasonable explanation for carrying out a particular transaction or for

carrying it out in a particular way, it may be assumed from the circumstances

and the nature of the transaction that his purpose was to avoid tax liability .
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METHODS OF TAX AVOIDANCE

Tax avoidance may take many forms .

1 . The taxpayer may wilfully avoid having income . The high tax rates are

often maligned for reducing the incentive on the part of taxpayers to

make investment or engage in productive activity . Some taxpayers may

prefer to conserve their resources, avoid risk, and enJoy their leisure

rather than share with the state a substantial portion of the fruits of

their labours . For this kind of tax avoidance there can be no remedy

but to lower the rates of taxation and so remove the undesirable in-

fluence on incentive .

2 . Certain types of tax avoidance are openly countenanced by the law, and,

of course, it is perfectly legitimate to take advantage of these types .

For example, the interest from certain government bonds was tax free

under section 4(j) of the Income War Tax Act, and the Income Tax Act

gives taxpayers a number of options or elections as to how certain types

of income are to be taxed. For example, section 85A gives the taxpayer

an election as to how stock option benefits are to be taxed ; section

105 permits the distribution of corporate surplus in some circumstances

at a flat 15 per cent rate . A taxpayer may make a gift to charity or

get married in the last month of the year with the purpose of increasing

his deductions and reducing his tax liability. In-these cases both the

language of the statute and the policy of the statute combine to permit

these courses of action. The controversy with respect to such avoidance

is one of policy rather than of law .

3. In other cases the taxpayer may have availed himself. of various schemes

and devices in order to get relief from what might be considered his

just burden of taxation by arranging his transactions so as to fall

outside the four corners of the taxing statute . A few random examples

are given below :

a) Income splitting by means of intra-family arrangements, trusts
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and controlled corporations, so as to escape progressive tax

rates .

b) Distribution of corporate surplus at less than the normal rates

of personal or corporate tax, that is, "dividend stripping" .

c) Dissociating associated companies so as to escape the highe r

corporate tax rate under section 39 .

d) Depersonalizing a personal corporation by having it acquire an

active business, in order that dividend income will be received

tax free .

e) Purchasing a defunct company which has incurred a heavy loss s o

as to use up that loss against future profits .

f) Arranging for what would normally be income to be received as

capital, for example, by taking a discount or a premium on a

loan instead of charging a higher rate of interest to compensate

for the capital risk .

g) Transferring income to a corporation or trust established in a

jurisdiction which imposes no income tax or imposes such tax at

low rates .

WHETHER TAX AVOIDANCE IS AN EVIL

It is to be observed that the use of such arrangements is far from

being universally criticized or condemned . The United Kingdom Royal

Commission on the Taxa,tion of Profits and Income pointed out that there was

no general principle that a man owed a duty not to alter the disposition of

his affairs so as to reduce his existing liability to tax and ventured the

opinion that such a general principle neither could nor ought to be intro-

duced. The following reasons were given by the Commission :

"First, it is too wide to be maintainable . Suppose that a man,
influenced by the high rate of taxation on his marginal income,
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distributes some of his investments among adult members of his
family to whom he had been in the habit of paying allowances out
of his taxed income . Suppose that another man, similarly in-
fluenced, sells some of his income-yielding investments in order
to put the proceeds into National Savings Certificates . Is either
a case in which the man ought to be treated for tax purposes as if
his income was still what it was before the transaction? Secondly,
there is no true equity to support such a general principle . Taken
at any one moment of time the affairs of different taxpayers are
arranged in the most various forms and the extent to which they
respectively incur a burden of tax may vary correspondingly . There
is no reason to assume that the situation of any one taxpayer at

that moment is the fairest possible as between himself and others
differently situated : and if there is not, it seems wrong to pro-
pound any principle that would have the effect of fixing each tax-
payer in his situation, without allowing him any chance of so al- ~
tering his arrangement as to reduce his liability to assessment . "

However, after affirming the general right of a taxpayer to arrange

his affairs so as to pay the least amount of tax, the Royal Commission did

go on to criticize those arrangements by which a taxpayer deflected his

income to others while retaining effective control of the enjoyment and

disposition of it, as where he used a corporation or trust :

"The tax avoidance that should be struck at is to be found in
those situations in which a man, without being in law the owner
of income, yet has in substance the power to en j oy it or control
the disposition of it in his own interest . For it is in such
situations that a man can be seen to be the effective owner of
income, though he would not be liable, if legal forms alone were
attended to, to pay his share of tax in respect of it." V

Others contend that a taxpayer is entitled to be astute to prevent the

depletion of his resources by the government. Tax laws, they say, are an en-

croachment on the liberty of the citizen, who is perfectly entitled to get

around them if he can legally do so . There is no obligation to contribute

to the support of government when the statute does not require the taxpayer

to do so . The legislation spells out the liability for taxation, which

depends on objective facts regardless of the purpose or intent of the

individual .

On the other hand, a variety of considerations may be catalogued in

condemnation of tax avoidance of the kind referred to in paragraph 3 above :

1. Loss of revenue to the government ; the amount is difficult to estimate .
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2 . The fruitless expenditure of intellectual effort by some of the

country's ablest lawyers, accountants and administrators in the

economically unproductive tax avoidance battle .

3 . The sense of injustice and inequality which tax avoidance raises in

the breasts of those unable or unwilling to profit by it . Opportunities

of tax avoidance are not equal, for it clearly has little practical

meaning to salaried and wage-earning taxpayers from whom tax is de-

ducted at source .

4 .

5 .

Deterioration of tax morality . When a taxpayer employs a variety of

schemes and devices to exploit the loopholes in the Income Tax Act

and thereby minimize his taxes, he lowers the level of tax morality .

Indeed, it may be said that the widespread practice of tax avoidance

will lead to an increase in tax evasion. Taxpayers who have little

opportunity to practise tax avoidance and see others using legal means

to reduce their taxes are sorely tempted to adopt illegal methods to

achieve the same result . As has happened in other countries, if tax-

payers generally form the,notion that tax avoidance is an accepted

practice, the system of self-assessment may break down .

A taxpayer who uses devices and schemes to minimize the tax that he

should pay reduces his tax burden unfairly and shifts the avoided tax

to other taxpayers . There is little information available as to how

much of the tax burden is shifted through tax avoidance devices .

In general we concur with the conclusions of the United Kingdom Royal

Commission on this subject. If a man gives up the right to income and to

any control over the income or the source of income, even with the avowed

purpose of reducing his tax liability, he should not be taxed on that in-

come . However, if he contrives matters in such a way that he continues to

enjoy the benefits of income, or if he continues to control the source or

disposition of income, he should not be allowed to reduce his liability
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below what a taxpayer in similar circumstances receiving the income would

normally expect to pay under the tax system. The taxing statute should

contain sufficient provisions to prevent this latter type of avoidance .

THE ATTITUDE OF THE COURM TOWARD TAX AVOIDANCE

Canada and the United Kingdom

As a prelude to examining the legislative approach to tax avoidance,

it is important to examine the attitude of the courts to the subject . The

need, if any, for a legislative remedy or solution and also the form it

should take must depend in part on the judicial approach to tax avoidance

and to the interpretation of taxing statutes .

The traditional judicial approach to the determination of tax liability

is, first, to determine the meaning of the statute in accordance with certain

well-established canons of construction and, second, to determine the true

legal effect of the taxpayer's transactions and arrangements, and then decide

whether they fall within the statutory language .

As for the first step, it is a well-established rule of English and

Canadian income tax law that taxing statutes are to be strictly construed

and effect given only to the letter of the law, according to the plain,

ordinary meaning of the language used, regardless of its spirit or the

supposed intention of Parliament. Perhaps the most frequently quoted

authority for this proposition is the following passage from the Judgment

of Lord Cairns in Partinaton v. Attorney-General .-

"If the person sought to be taxed comes within the letter of the
law he must be tamed, however great the hardship may appear to the
judicial mind to .be . On the other hand, if the Crown, seeking to
recover the tax, cannot bring the subject within the letter of the
law, the subject is free, however apparently within the spirit of
the law the case might otherwise appear to be . In other words, if
there be admissible, in any statute, what is called an equitable
construction, certainly such a construction is not admissible in a
taxing statute, where you can simply adhere to the words of the
statute ."
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This passage has been cited with approval in subsequent decisions of the

House of Lords and also by the Supreme Court of Canada Y.

According to one commentator, "The origin of this rule of strict con-

struction of taxing statutes is not very clear. It probably originated in

the dislike of judges for unmeritorious defences to civil actions based on

stamp duty points and was originally stated more as a rule that the onus was

on the Crown to show clearly that the case fell within the statute ." V

The application of the rule of strict construction has been carried to

extreme lengths by Canadian courts in cases arising under section 21 of the

Canadian Income Tax Act . For example, in M.N.R . v. MacInnes V the taxpayer

gave money and bonds to his wife, who purchased bonds with the money ; she

then sold all of the bonds and with the proceeds purchased other property

which she sold; with the proceeds of that sale she purchased still other

income-yielding property . The income from the last purchased property was

sought to be taxed as income of the husband. It was held that the section

taxed the transferor only on the income from the property transfer red by

him to his wife or from property substituted therefor, and did not extend

to property substituted for such substituted property . A taxable substitu-

tion was limited to one exchange . As has so often been the case when

decisions have been based on a narrow, literal construction of the statutory

language in dis regard of legislative policy, Parliament responded immediately

with an appropriate amendment 2/ .

The courts frequently refer to the rule of strict construction and

often rely on it to reach a decision, either in favour of the taxpayer or

against him, which is not consistent with the general scheme of the legis-

lation or its apparent intent . On the other hand, the courts sometimes

ignore the rule or modify it in order to reach what seems to be a sensible

result . For example, in Settled Estates Limited v. M.N .R . 10 the Supreme

Court held that a trust was not an "individual" for the purpose of deter-

mining whether a corporation was a personal corporation notwithstanding
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the words of section 63(2), which provides that "a trust or estate shall,

for the purposes of this Act, -be deemed to be . . an individual" . in M.N.R .

v . Pillsbury Holdings Limited ll/ the Exchequer Court restricted the meaning

of the general words "a benefit or advantage has been confer red on a share-

holder by a corporation", which appear in section 8(l), to refer only to

benefits or advantages confer red on a shareholder qua shareholder . In other

cases the wording of a statutory provision is ambiguous and the court must

resolve the ambiguity . This is normally done by reference to the context

and in such a way as to give a reasonable meaning to the provision ipj-

As for the second step, there is an abundance of judicial anthority to

the effect that the legal significance of a taxpayer's conduct and arrange-

ments is to be determined without reference to his motives in seeking to

avoid tax. The proposition is often put that a court will give effect to

the substance rather than to the form of the taxpayer's transactions, mean-

ing that the court will give effect to the true legal relationship arising

from the transaction, and will collapse mere sham transactions . The leading

statement of this riile was uttered by Lord Tomlin in I .R.C . v . Duke of

Westminster :

"Apart, however, from the question of contract with which I have
dealt, it is said that in revenue cases the re is a doctrine that
the Court may ignore the legal position and regard what is called
'the substance of the matter,' and that here the substance of the
matter is that the annuitant was serving the Duke for something
equal to his former salary or wages, and that therefore, while he
is so serving, the annuity must be treated as salary or wages .
This supposed doctrine (upon which the Commissioners apparently
acted) seems to rest for its support upon a misunderstanding of
language used in some earlier cases . The sooner this misnnder-
standing is dispelled, and the'-supposed doctrine given its quietus,
the better it will be for all concerned, for the doctrine seems
to involve substituting 'the incertain and crooked cord of dis-
cretion' for 'the golden and streight metwand of the law' . [4
Inst. 4l] . Every man is entitled if he can to order his affairs
so as that the tax attaching under the appropriate Acts is less
than it otherwise would be . If he succeeds in ordering them so
as to secure this result, then, however unappreciative the Com-
missioners of In7and Revenue or his fellow taxpayers may be of
his ingenuity, he cannot be compelled to pay an increased tax.
This so-called doctrine of 'the substance' seems to me to be no-
thing more than an attempt to make a man pay notwithstanding that
he has so orde red his affairs that the amount of tax sought from
him is not legally claimable.° j1j
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As a'general rule the reasoning in the Duke of Westminster case is

regarded with favour by the courts in Canada, and taxability is normally

determined according to the strict legal position of the ta xpayer and the

legal effect of the transaction . That is to say, the courts normally take

the words of the taxing statute as they find them and apply them to any

particular transaction on the basis of its legal effect also as they find

it. This is the rule of the legal result or effect as opposed to that of

J.financial or economic effect 14

The court will not, of course, recognize or give effect to sham trans-

actions . Lord Tomlin in the Duke of Westminster case warned that his state-

ment quoted above must not be taken to mean that the apparent legal form of

a transaction governs even if it is not intended to have legal effect . He

stated :

"There may, of course, be cases whe re documents are not bona fide
nor intended to be acted upon, but are only used as a cloak to

conceal a different transaction . No such case is made or even

suggested here . The deeds of covenant are admittedly bona fide
and have been given their proper legal operation . They cannot

be ignored or treated as operating in some different way because

as a result less duty is payable than would have been the case

if some other arrangement (called for the purpose of the appel-

lants' argument 'the substance') had been made ." ~

This rule has also been applied in Canada. For example, in Front & Simcoe

Limited v . M.N .R. 16 the Exchequer Court refused to recognize the form in

which a transaction was cast by finding that it was only a mask to hide

another transaction-the money in question was asserted to be damages for

cancellation of a lease, but the Court found that it was in fact prepaid

rent under the lease ll/ .

In time of grave national crisis, the House of Lords was critical of

the doctrine set down in the Duke of Westminster case and heaped moral cen-

sure on the practitioners of tax avoidance . Lord Simon said in Latil].a v.

I .R.C . :

"W Lords, of recent years much ingenuity has been expended in
certain quarters in attempting to devise methods of disposition
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of income by which those who were prepared to adopt them might
enjoy the benefits of residence in this country while receiving
the equivalent of such income without sharing in the appropriate
burden of British taxation . Judicial dicta may be cited which
point out that, however elaborate and artificial such methods may
be, those who adopt them are 'entitled' to do so . There is, of
course, no doubt that they are within their legal rights, but that
is no reason why their efforts, or those of the professional gentle-
men who assist them in the matter, should be regarded as a commend-
able exercise of ingenuity or as a discharge of the duties of good
citizenship. On the contrary, one result of such methods, if they
succeed, is, of course, to increase pro tanto the load of tax o n
the shoulders of the great body of good citizens who do not desire,
or do not know how, to adopt these manoeuvres ." 18

After the war, however, the Duke of Westminster principle seemed less ob-

noxious to the House of Lords . Thus, in Vestey's Executors v. I .R.C .,

Lord Normand said :

"Parliament in its attempts to keep pace with the ingenuity de-
voted to tax avoidance may fall short of its purpose . That is a
misfortune for the taxpayers who do not try to avoid their share
of the burden, and it is disappointing to the Inland Revenue .
But the court will not stretch the terms of taxing Acts in order
to improve on the efforts of Parliament and to stop gaps which
are left open by the statutes . Tax avoidance is an evil, but it
would be the beginning of much greater evils if the courts were
to overstretch the language of the statute in order to subject
to taxation people of whom they disapproved." 12/

In 1955, when the Royal Commission on the Taxation of Profits and Income

submitted its report, they stated that "the prevailing doctrine in this

country" is that established in the Duke of Westminster case .

The effect of the two facets of the judicial approach to taxation

described above is to favour the careful or foresighted taxpayer who, by

arranging his affairs, may bring his gains outside the sphere of taxation

provided for in the statutory language which he hopes and expects will be

strictly and literally construed by the courts . However, it also works

against the unwary taxpayer who fails to arrange his affairs and runs

afoul of a technical provision in the Act . He may incur a tax liability

which was never intended, but he is trapped by the legal effect of his

transaction and the literal interpretation of the statute .

The argument in favour of the traditional judicial approach is that it
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provides a degree of certainty . It enables the taxpayer to plan his

affairs and make business decisions with some assurance of what the tax

consequences will be . If the courts were to depart from either of the

principles we have referred to without very good reason, they would be

embarking on a dangerous path. Their decisions would depend on the per-

sonal views of the judge as to what the law should be, or what it was in-

tended to be, rather than on what the legislature has said that it is .

We agree that the courts should not depart lightly from the words used

in the statute or from the legal effect of a transaction in resolving its

tax implications . Hoeever, it may be suggested that the courts should also

have regard to the equities of the situation and the apparent purpose of

Parliament, and should modify or limit the strict literal meaning of words

where this is necessary to reach a sensible result . This would assist in

the development of a better and more equitable tax structure . It would

reduce the necessity for so many loophole-closing amendments which gradually

clutter up and complicate the statute . The courts, however, must reach their

decisions primarily by reference to the statute . Their job will be made much

easier if the legislation is well drafted and consistent in itself .

The United State s

The Construction of Taxing Statutes . It is illuminating to trace the evolu-

tion of the judicial approach to the interpretation of taxing statutes and

to tax avoidance under United States income tax laws . The traditional

English and Canadian rules of statutory interpretation we re at one time

embraced by United States judges . Thus, in United States v. Merriam 20/

the Supreme Court applied the oft-quoted passage from Lord Cairns' judgment

in Partinaton v. Attorney-General, and in Gould v. Gould the court said:

"In the interpretation of statutes levying taxes it is the estab-
lished rule not to extend their provisions, by implication, beyond
the clear import of the language used, or to enlarge their opera-
tions so as to embrace matters not specifically.pointed out . In
case of doubt they are construed most strongly against the Govern-
ment, and in favour of the citizen." 21
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This approach to statutory interpretation has since been discarded . The

more recent approach is shown by the opinion of Stone, J . in White v.

United States :

"We are not impressed by the argument that, as the quhstion here
decided is doubtful, all doubts should be resolved in favor of the
taxpayer . It is the function and duty of courts to resolve doubts .
We know of no reason why that function should be abdicated in a tax
case more than in any other where the rights of suitors turn on
the construction of a statute and it is our duty to decide what
that construction fairly should be ." 2?1

Judicial Anti-Avoidance Doctrines . A similar evolution has occurred with

respect to the rule that every man is entitled to arrange his affairs so as

to minimize his taxes . In the leading case of United States v. Isham J2/

the Supreme Court held, in a prosecution for failure to affix a stamp to an

instrument, that the form of the instrument rather than its substance and

effect governed and that the stamp was not required . The Court said :

"To illustrate . The Stamp Act of 1862 imposed a duty of two cents
upon a bank check, when drawn for an amount not less than twenty

dollars . A careful individual, having the amount of twenty dol-
lars to pay, pays the same by handing to his creditor two checks
of ten dollars each. He thus draws checks in payment of his debt
to the amount of twenty dollars, and yet pays no stamp duty . This
practice and this system he pursues habitually and persistently .
While his operations deprive the Government of the duties it might

reasonably expect to receive, it is not perceived that the practice
is open to the charge of fraud . He resorts to devices to avoid
the payment of duties, but they are not illegal . He has the legal
right to split up his evidences of payment, and thus to avoid the
tax. The device we are considering is of the same nature ." 24

This doctrine was discarded to a large extent in the decision of

Gregory v. Helvering j2j. In that case the court was required to construe

the meaning of the tax-free reorganization provisions of the Revenue Act

of 1928. Mrs . Gregory, in a technically perfect scheme, carried out a

series of transactions each of which was tax f ree under a literal inter-

pretation of the statute . The effect of all the transactions was to permit

her to make a gain on the sale of stock which normally would have been tax-

able . But the Court refused to interpret the statute literally . It brushed

aside the "elaborate and devious" form of the transaction masquerading as a
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reorganization and upheld the government's position . In doing so it ex-

plicitly excluded from consideration the question of motive-avoroedly

avoidance-and rested its conclusion on the ground that the statute meant

by reorganization a transaction in furtherance of the reorganized corpo-

ration's business . It held that when measured by this test the scheme was

outside the plain intent of the statute . Thus, the court interpolated into

the Congressional definition something not written there, namely, the re-

quirement of business purpose .

The "business purpose° doctrine is not limited to the reorganization

provisions of the Code, but is applied to the entire statute . In Weller v .

Commissioner the court said : "Thus the principle laid down in the Gregory

case is not limited to corporate reorganizations, but rather applies to the

federal taxing statutes generally. The words of these statutes which

describe commsrcial transactions are to be understood to refer to trans-

actions entered upon for caa~ercial purposes and 'not to include transactions

entered upon for no other motive but to escape taxation'" L61. 7he Internal

Revenue Service has used the doctrine as an overall weapon for combating tax

avoidance and has succeeded in some instances and failed in others . The

precise scope of the doctrine is not entirely clear . In the words of one

co~entator :

"Where do we draw the line in defining the areas to which the

business purpose doctrine applies? This is not an easy question
to answer, and it is complicated by the fact that among the judges
of the many courts over our country before whom tax cases are

tried or heard on appeal, the re are wide divergencies in attitudes

towards the doctrine, ranging from empathy to outright hostility. . . .

I would venture the following as a capsulized statement of the
contours of the test . The business purpose doctrine is an appro-
priate tool for testing the tax effectiveness of a transaction,
where the language, nature and purposes of the provision of the
tax law under construction indicate a function, pattern and design

characteristic solely of business transactions . While the courts

have not articulated the doctrine in precisely these terms, most

of the cases decided by courts that are not hostile to it will

pretty well fit into this formulation. And as thus formulated it

appears to me to be a wholesome and useful technique for prevent-
J/ing distortion and misuse of the statute ." 2

Two other United States judicial anti-avoidance doctrines should be
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mentioned. The first of these is the step transaction doctrine, under

which a corporate adjustment is looked at as a whole . Even though it may

consist of several steps, each of which conside red alone would be tax free ,

the entire transaction will not be tax free if, as a whole, it does not meet

the requirements of the statute . The doctrine is illustrated by the case of

Helverina v . Elkhorn Coal Co . 28 In that case Corporation M desired to

acquire the operating assets of Corporation E but not its investments, which

were substantial. E thereupon organized Corporation X to which it trans-

ferred all of the investment assets . X issued all of its stock to E, which

distributed it to its shareholders . S then transferred its remaining assets

to M for stock of M ; E was dissolved and the M stock was distributed to E's

shareholders . It was contended that each step in this transaction was tax

free . The court held, however, that the transaction must be viewed as a

whole, and that the transfer of E's operating properties to M was not tax

free since it did not constitute the transfer of substantially all of E's

properties, as the statute required.

The last doctrine, the economic annroach to the consequences of trans -

actions , has been applied in a number of situations to prevent tax avoid-

ance . Briefly, the court has regard to economic considerations and not only

to legal formalities such as contracts, property and so on, in order to

distinguish "substance" from "form" or "sham" from "reality" . In deter-

mining the reality or fictional character of a transaction-say, an indebted-

ness for interest payment or the ownership of a trust corpus-the court has

adopted an economic test, rejecting legal tests of contract in the one case

and property in the other . According to one commentator the economic

approach by the courts has probably had its most important impact on the

taxation of family income, particularly in the treatment of family trusts .

For example, in one case the doctrine was used to defeat avoidance through

the use of a short-term trust ; the income from it was taxed to the grantor

who retained powers of administration over the trust rather than to the

beneficiary, the court refusing to recognize that the grantor ceased to be
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the owner of the corpus after the trust was c reated . According to Heller-

stein, "Reliance on economic factors to strike down tax avoidance is the

broadest and the most elusive of the judicial barriers to tax avoi 'dance that

we have considere d; and inevitably it has produced the widest variations in

acceptance and application among the judges" 22/ .

THE ATTITUDE OF THE LEGISLATURE TO TAX AVOIDANCE

Having regard to the established judicial approach to the interpreta-

tion and application of taxing statutes, action to counter tax avoidance

must come primarily from the legislature . The approaches available to

Parliament to correct avoidance may be divided conveniently into four

types :

1 . The "sniper" approach, which contemplates the enactment of specific

provisions which identify with precision the type of transaction to

be dealt with and prescribes with precision the tax consequences of

such a transaction.

2 . The "shotgun" approach, which contemplates the enactment of some general

provision which imposes tax on transactions which are defined in a

general way .

3 . The "transaction not at arm's length" approach, which applies where the

parties to particular types of transactions are not dealing with each

other at arm's length and provides that the tax consequences will be

different than they otherwise would be .

4 . The "administrative control" approach, which contemplates the grant of

wide powers to an official or an administrative tribunal in order to

counter tax-avoidance transactions .

In its efforts to keep pace with the ingenuity and inventiveness of tax-

payers bent on minimizing their tax liability, Parliament has enacted pro-

visions which fall into all four categories . In some cases these efforts
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have been too little and too late . In others they have gone beyond what was

necessary and have penalized or inhibited bona fide transactions along with

those which are reprehensible .

The "Sniper" Approach

Specific Provisions . Several provisions of the Income Tax Act are directed .

at particular types of avoidance transactions . For example, sections 21 and

22, dealing with intra-family transfers of property, are intended to avoid

income splitting by property transfers to spouses and minors under 19 year s

of age .

Section 24 provides that where a security is received in satisfaction

of an interest, dividend or other income debt, its value will be included

in the recipient's income . The purpose of the section is to render in-

applicable the doctrine that the giving of a promise to pay does not con-

stitute payment, and to prevent the avoidance of taxation through the

issuance of valuable securities in place of actual payment .

Another example of specific legislation aimed at tax avoidance is

section 25 which deals with particular types of payments passing between

an employer and an employee which, under the section, are deemed to be

remuneration for services .

Other examples of the sniper approach to legislation against tax avoid-

ance are contained in subsections (2) to (9b) inclusive of section 28 and

section 105B, relating to payments of dividends out of designated surplu s

of a corporation .

Appraisal : Advantages . The advantages of the sniper approach may be stan-

marized as follows :

First, it can be argued that a person's liability to pay taxes should

be imposed in explicit terms and with the authority of Parliament ; and that

this precept is not observed where control of tax avoidance is maintained
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through the use of some general declaration of principle governing tax

avoidance and particularly where the application of the principle and the

consequential tax adjustment is left to the discretion of the Department

or some other body . If general or discretionary provisions are enacted,

Parliament does not know when they will be applied or how far they may be

extended .

Second, where specific anti-avoidance provisions are enacted they are

relatively clear and certain in their application and they tend to produce

certainty in the law. If they prove inadequate they can be amended .

The United Kingdom Royal Commission on the Taxation of Profits and

Income explicitly rejected any departure from the system adopted under the

United Kingdom Act of detailed legislative control of the various forms of

tax avoidance . The Commission concluded that the specific provisions in

the British law were adequate to deal with most forms of tax avoidance and

that they had been supplemented by many court decisions . The Commission

considered that in any event "avoidance is not a word of exact meaning or

at any rate does not denote an activity that is in all contexts obnoxious" .

Appraisal: Undesirable Features . First, since it is impossible to foresee

every technique of tax avoidance, specific provisions can be effective only

in so far as the legislators and the draftsmen can fo resee the possible

actions that might be taken by tax avoiders . Specific provisions in the

Candian legislation have been far from totally effective in thwarting

avoidance devices : "dividend-stripping" operations we re carried on openly

until the resort by Parliament to ministerial disc retion in 1963; repeated

amendments to the "associated corporations" provisions did not establish

satisfactory control until the remedial legislation of 1963, invoking

ministerial discretion; several "income-splitting" arrangements have

slipped through the net of section 21 . 0

Second, legislation aimed at specific avoidance often opens new loop-

holes . That is, particularization breeds avoidance . The significance of
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this feature depends, of course, to a large extent on the skill of the

draftoman. The following com®ent concerning the experience in the United

States is interesting :

"As the years rolled on and the Treasury and Congress awakened to
the realization that avoidance was rife, the process of statutory
amendment was adopted as a means of checking it ; and there were
enacted particular provisions to prevent specific types of avoid-
ance . But . . . particularization in a statute leaves less room for
the play of judicial interpretation and hence, while a particular
device is eliminated, avoidance in general is not dec reased. In
other words, particularization reaches its immediate ob jective
but gets no closer to the ultimate goal . It wins the battles but
loses the wars . So while the legislators passed amendments right
and left, they discovered that when they closed the dike in one
place, they often used an implement which opened up a hole right
next to it . Congress was fighting a losing battle until the
Supreme Court came to its aid in the Gregory case . Taxpayers were
becoming bolder and bolder, and, relying, with a confidence built
up by earlier cases, on the doctrine that the law meant what it
said, were pursuing every scheme that complied with the law as it
read. Generally speaking, the lower courts justified this con-
fidence, but with the Gregory decision the avoidance balloon was
considerably deflated . Taxpayers discovered that no longer did
safety lie in the literal meaning of the statute .' al/

Third, the sniper approach may result in inequity in circumstances

where the draftsman, eager to catch all avoiders, casts the net very wide

and thereby may reach situations never intended to be included . Yet the

language of the statute is so specific that it is impossible for the court

to afford relief through interpretation, for as the articulation of the

statute increases, the room for interpretation must contract . Thus,

section 139(5), (5a) to (5d) and (6), which specifically define persons

who are deemed not to deal at arm's length, often apply to persons who in

fact deal at arm's length, and in this way may Well constitute a hardship .

One ce®entator has described the difficulty and proposed a solution in

the following terms :

"The draftsmen of the statute, in their eagerness to catch the
'avoiders', have drawn within the range of the statute, no doubt
unwittingly, situations which, when they are brought to light,
were never intended to be included. Here perhaps is the worst
feature of the present tendency toward particularity . Under the
1937 Act, many corporations engaged in trade or business, both
domestic and foreign, and wholly legitimate in character, find
themselves within the net of the persona]. holding company, and
so face ruinous taxes . The language employed is so exact and
specific that it is impossible to afford relief through inter-
pretation. Thus the ultimate effect is to create greater
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inequalities, when the avowed purpose is to iron out inequalities . . . .

But in the field of the so-called 'abuses' . . .it is suggested,
although with some hesitation, that perhaps a sounder resul t

may be obtained by the use of less particularity and more general-
ity in language, even at the sacrifice of exactitude in the chart . . . .
In this rather narrow field, might it not be advisable to giv e

the Treasury and the courts somewhat more elastic language, lan-
guage which will be susceptible of rational application in situa-

tions which are not foreseeable when the Act is drawn? On the one

hand, this greater flexibility would tend to correct the so-called

'abuses' by deterring individuals from embarking on schemes which

the very presence of such flexibility will render highly doubtful

of success, and so too dangerous to attempt ; and, on the other,

would permit the exclusion from the punitive provisions of trans-

actions which are quite proper and legitimate ." ~_2/

Fourth, the use of highly particularized language aimed at specific

avoidance devices assists the potential tax avoider "because it defines

for him the obstacle that he must be ingenious to get around", said the

United Kingdom Royal Commission on the Taxation of Profits and Income .

The Commission was critical of the tendency of draftsmen, in order to meet

this problem, to cast statutory provisions in language that is more an d

more vague and imprecise in the hope of covering some unforeseen situation-

the very solution proposed in the third argument, supra, to meet the in-

equity and hardship discussed in that paragraph .

Fifth, anti-avoidance legislation is responsible for much of the

obscurity in the Act, couched as such legislation often is in tortuo us and

obscure language of unrivalled complexity and difficulty . See, for example,

subsections ( 5) to (6) inclusive of section 139, subsections (4) to (7)

inclusive of section 39, subsections (2) to (9b) inclusive of section 28

and sections 105B, 105C and 139A. The United Kingdom Royal Commission

recommended modification of the legislation "that will make it shorter,

briefer and more precise" . It would be easy to make the-legislation shorter

and briefer but it may be difficult to make it at the same time more precise .

The "Shotgun" Approac h

The Use of General Provisions . Because of the impossibility of foreseeing

all possible methods of avoidance, and perhaps . also to obviate some of the
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undesirable features of the "sniper" approach described above, Parliament

has enacted a number of anti-avoidance provisions in general language which

are not directed at any specific device or technique .- The rationale for

such general provisions was well stated in a recent Australian judgment :

"It is perhaps inevitable in an acquisitive society that taxation
is regarded as a burden from which those who are sub ject to it
will seek to escape by any lawful means that may be found . This
is generally called tax avoidance and it is successful if by
reason of what is done what is potentially taxable is put outside
the effective operation of the revenue laws . Furthermore, in the
absence of a special law a genuine transaction does not lose its
legal effect because it was carried out to avoid, limit or post-
pone tax. It is the recognition of this that accounts for the
legislature casting its net wide to frustrate the attempts of
those confronted with tax liabilities to get round the law. As
often as a particular loophole is closed through which it has
been discovered that revenue is lost, another 3s likely to be
found, so that as long as it confines itself to stopping gaps the
legislature is always a step behind reluctant taxpayers and their
ingenious advisers . It is not, therefore , surprising that par-
liament has sometimes sought to anticipate tax avoidance by general
laws rendering ineffectual against the Commissioner arrangements
which are not shams but are entered into to avoid taxation obliga-
tions that would otherwise in due course be incurred ." 22/

Section 16(1) of the Act provides that a payment or transfer of pro-

perty made on the direction of a taxpayer or with his concurrence to some

other person for the benefit of the taxpayer or as a benefit which he

desired to have conferred on the other person, will be included in com-

puting the taxpayer's income to the same extent as if it had been made to

him. In our opinion this provision is clear in its intent and sufficiently

general in its wording to allow the courts room for interpretation and

application according to the circumstances in each case . A provision of

this kind should be retained in the Act .

General anti-avoidance provisions in the Income Tax Act may be grouped

into a number of classes or approaches which are discussed below .

The "Reasonableness" 7test . A number of sections in the Income Tax Act

sanction the recognition of certain transactions for tax purposes in so

far as they are reasonable, regardless of their form or legal effect . For

example, section 7(1) requires the inclusion in income of that part of a
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payment under a contract that " . . .can reasonably be regarded as a payment of

interest or other payment of an income natu re" . This provision was recently

held applicable in the case of a sale of a farm where the price was higher

than that paid for other farms in the area and was payable over eight years

in instalments without interest LY.

Section 11(1)(c) permits the deduction in computing income only of

such an amount of an interest payment as is reasonable . Section 12(2)

prohibits the deduction of an outlay or expense except to the extent that

it was reasonable in the circumstances .

Section 20(6)(g) provid'es for the allocation of a price received

partly for depreciable property of a prescribed class and partly for some-

thing else . It provides that the proceeds of disposition of the depreciable

property are "the part of the amount that can reasonably be regarded as

being the consideration for such disposition".

It will be observed that a number of these provisions relate to parti-

cular types of transactions or amounts . However, they depend for their

operation on a general word, " reasonable", which leaves room for the

exercise of judicial discretion . For this reason they may be classed as

being within the "shotgun" approach rather than the 'sniper" approach to

legislation against tax avoidance .

The Undue and Artificial Reduction of Income . Section 137(1) provides that

in computing income for the purposes of the Income Tax Act no deduction may

be made in respect of a disbursement or expense made or incurred in respect

of a transaction or operation that, if allowed, would 'undul,yp or °arti-

ficially" reduce the income . The section leaves the question of undue or

artificial reduction of income to be finally determined by the courts,

without providing any criterion by which to determine that question .

It is to be observed that the United Kingdom Royal Comdssion was

critical of a British tax avoidance provision that struck at "artificial"
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transactions and "artificial" operations . The Commission pointed out that

" . . .a transaction is not well described as 'artificial' if it has vali d

legal consequences, unless some standard can be set up to establish what is

'natural' for the same purpose . Such standards are not readily discern-

ible" 35/ .

The precise scope and meaning of section 137(1) has not been clearly

marked out by the courts, which have had few occasions to consider it . The

Minister has relied successfully on the provision on at least three occa-

sions ~6 . In none of these cases has the meaning of "artificial" emerged

with any clear meaning . In the Shulman case Ritchie, D. J . stated that :

"In the context found here , .'artificially' means 'unnatural', - 'opposed to

natural' or 'not in accordance with normality'" 37/ . It will be observed

that unreasonable expenses are disallowed by section 12(2) of the Act .

Expenses which are not incurred to earn income are disallowed by section

12(1)(a) . Personal or living expenses are disallowed by section 12(1)(h).

In view of these provisions and in view of the difficulty in determining

what is artificial, it seems probable that section 137(1) would be held

applicable only in rare and extreme cases . However, it may be useful as a

deterrent and should be retained.

The Benefit Approach to Income . In several sections of the Act, a taxpayer

is required to include in his income certain "benefits" or "advantages" .

For example, section 5(1)(a) includes as income from an office or employment

the value of all benefits (with certain exceptions) received or enjoyed by

the employee in the course of his employment . Section 8(1)(c) requires

that a shareholder should include as income the value of a benefit or

advantage (with certain exceptions) conferred on him by a corporation .

Section 65(1) provides for the inclusion in income of the value of all

benefits (other than a distribution or payment of capital) to a taxpayer

during a taxation year "from or under a trust, estate, contract, arrange-

ment or power of appointment" .
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Section 137(2) provides that every benefit conferred on a taxpayer as

a result of one or more sales, exchanges, declarations of trust, or other

transactions of any kind whatsoever will be regarded as a payment to the

taxpayer equal to the amount of the benefit conferred. The value of the

benefit may be taxed in a number of ways "depending upon the circumstances" .

It may be included in the income of the person receiving the benefit . If

it is conferred on a non-resident it may be taxable under the provisions of

Part III of the Act . Alternatively, it may be taxed as a gift under Part

IV which relates to gift tax. Having thus imposed taxation on a very broad

category of benefits, it is provided in section 137(3) that no benefit shall

be considered to have been conferred if the parties were dealing at arm's

length, if the transaction was bona fide and if several other conditions

are met. Section 137(2) is stated to be applicable notwithstanding the

form or legal effect of the transactions and whether or not there was an

intention to avoid or evade taxes .

The language of this provision is far from clear . It is so broad and

general that it would probably be held applicable only in extreme cases,

and even then it would be difficult to determine what type of tax should

be imposed. Its precise meaning must await interpretation by the courts

which so far have had virtually no occasion to consider it . The section

does not appear to have been significant in thwarting tax avoidance, al-

though its deterrent effect is difficult to estimate .

The "Transaction Not at Arm's Length" Approach

It is an underlying assumption of income tax law that profits or gains

made by a taxpayer can be measured in money terms and that such measurement

is a proper basis for taxation because such profits or gains are achieved

through the interplay of market forces which are independent of the tax-

payer's control . In most cases this assumption is valid but it breaks

down in circumstances where a taxpayer, either by himself or in collusion

with others, is able to manipulate or control the forces which determine
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his profits or gains and thereby bring about a reduction in his income below

what it would otherwise have been . Tax avoidance of this nature is an ever-

present problem and inevitably leads to a system of statutory and adminis-

trative rules designed to counteract such avoidance .

An important facet of the tax avoidance problem, which is particularly

relevant in the field of business income, arises where the parties to a

transaction do not have the customary opposing economic interests but have,

by virtue of the particular relationship between them, a common economic

interest which enables them to arrange the terms of the transaction to pro-

duce the least amount of tax . Persons in such circumstances are said not

to deal with each other "at arm's length" and transactions between them are

referred to as "transactions not at arm's length" .

The Income Tax Act does not contain an all-inclusive definition of

"arm's length" or "not at arm's length" as such . It is, however, provided,

in section 139(5) that "related persons" are conclusively deemed not to

deal with each other at arm's length. "Related persons" include individuals

related to each other (to the extent defined) by blood, marriage or adoption,

a corporation and a person who controls it alone or together with other

members of a related group, and corporations which are subject to common

control . It is provided that if two parties are not related to each other

it is a question of fact whether they are dealing with each other at arm's

length. There is as yet no significant body of case law on the question

whether unrelated persons are as a matter of fact dealing at arm's length .

However, it does not appear that a mere mutual inte rest in keeping taxes to

a minimum, in itself, constitutes evidence that parties are not dealing at

arm's length .

Generally speaking, an object of the legislation should be to prevent

avoidance of a tax liability by carrying out non-arm's-length transactions

on terms different than those which would have prevailed between independent

persons dealing at arm's length. However, it should be possible to carry
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out some types of non-arm's-length transactions without tax cansequences,

where the objective is simply to achieve a change in form or organization

without any real economic profit . This applies particularly where there is

a technical reorganization within a group of related companies, whe re a

proprietorship is incorporated and in certain types of transactions between

related corporations . We discuss these cases in Chapter 15 .

It is our hope and expectation that under the proposals which we are

making for changes in the tax system there would be much less need than

there is now for provisions dealing with transactions not at arm's length .

We reach this conclusion because of a number of particular features of our

proposals . Transactions within a family unit would be free of tax and the

income received by all members of a family unit would be aggregated for

taxation purposes . This would eliminate the need for some of the provisions

or at least would reduce the scope of their application . Similarly, the

right of related corporations to file consolidated returns would remove much

of the incentive for such companies to arrange artificial transactions among

themselves . The abolition of graduated rates for corporations would eliminate

the need for the associated corporation provisions which are closely con-

nected with the non-arm's-length provisions . Nevertheless, there will un-

doubtedly still be circumstances in which it would be necessary to legislate

with respect to non-arm's-length transactions . This will be true particularly

in the case of such transactions between residents of Canada and non-residents .

It is sometimes argued, and was urged before us, that the irrebuttable

presumption that related persons do not deal with each other at arm's length

is unjust, and that it should be open to taxpayers who are "related" within

the statutory rules to demonstrate that as a matter of fact they are dealing

at arm's length . In our view there should be an irrebuttable presumption

that corporations which are subject to common control are not dealing with

each other at arm's length . There should also be an irrebuttable pre-

sumption that a husband and wife who are living together are not dealing
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with each other at arm's length and that they are not dealing at arm's

length with their children, whether or not their children are living with

them. However, it is our opinion that in the case of transactions between

brothers and sisters who are not living with their parents and between

brothers-in-law and sisters-in-law there should only be a presumption of

not dealing at arm's length, which could be rebutted by evidence .

Broadly speaking, the present provisions of the Act dealing with non-

arm's-length transactions fall into four categories : (1) those provisions

which provide for the adjustment of the terms of transactions for tax pur-

poses; (2) those provisions which do not adjust the terms of a transaction

but charge with taxation the benefits or advantages that flow from it ; (3)

those provisions which for tax purposes ignore or look through a transaction

so as to prevent or offset the artificial tax effect which would otherwise

result from it; and (4) those provisions which affect the tax consequences

of a situation by treating all persons not dealing at arm's length as if

they were one person . We shall co~ent on each category in turn.

1. Section 17 contains provisions to the effect that where a taxpayer is

a party to a non-arm's-length transaction he will be deemed to have

received or to have paid the fair market value for goods or services .

However, these provisions do not cover all possible circumstances .

Subsection (1) provides that a taxpayer who has purchased anything in

such a transaction at a price higher than the fair market value will

be deemed to have paid the fair market value . Subsection (2) provides

that where a taxpayer has sold anything in such a transaction for less

than the fair market value he will be deemed to have received the fair

market value . It will be observed that each of these subsections

applies the fair market value test to one side of the transaction only,

and the other party is not entitled to make an equivalent adjustment

in his tax accounts . This would seem to unjustly penalize the parties

to a transaction which is affected by subsection (1) or (2) . Subsections
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(5) and (6) provide that where property of a corporation has been appro-

priated to shareholders on the winding-up of the corporation or otherwise

the corporation will be deemed to have received the fair market value of

the property. Subsection (7) provides in effect that subsections (2),

(5) and (6) are not applicable in respect of depreciable property which

is specifically dealt with in section 20(4) (referred to below) . Sub-

sectiens (3) and (4) relate to rents, royalties and other payments for

the use of property or for services where the transaction is between a

resident taxpayer and a non-resident with whom the taxpayer does not

deal at arm's length . There are no comparable provisions which apply

to similar transactions between residents .

In our opinion provisions such as those contained in section 17

are desirable, subject to the following ca=nts-

a) Where a transaction between persons not dealing at arm's length

is adjusted for tax purposes to reflect fair market-values or a

test of reasonableness, such adjustments should be~applied so as

to achieve appropriate adjustment for each party, but not neces-

sarily of equal amounts .

b) Provisions such as subsections (3) and (4) should apply to trans-

actions between residents as well as to transactions between

residents and non-residents . They should apply to the payer and

the payee in all cases so that adjustments will be made con-

sistently on both sides of the transaction .

c) The provisions should apply to gifts as well as sal,es . They

should also apply where services are performed or property is

made available without compensation, as well as where the com-

pensation is too low or too high .

d) The provisions should not be applicable to transactions which

would qualify as tax-free reorganizations or transfers .
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2 . The second category consists of provisions which impose tax upon

benefits or advantages which flow from transactions not at arm's length .

The most important provision of this kind is undoubtedly section 137(2),

which is discussed above . As previously mentioned, this provision is

so broad and general and so vague in its application that it is unlikely

to have mach practical importance . We believe it will be necessary to

have provisions of this kind, but in our view they should specify with

more particularity the circumstances in which they will apply . A pro-

vision relating to benefits or advantages conferred on non-residents

should be kept separate from any provision or provisions relating to

benefits received by residents .

3. The third category consists of provisions which for tax purposes ignor e

or look through a transaction so as to prevent or offset the artificial

tax effect which would otherwise flow from it . An example of this type

of provision is section 20(4), which contains rules for determining th e

capital cost and the undepreciated capital cost of depreciable pro-

perty which is acquired by a taxpayer from someone with whom he does

not deal at arm's length. The essential purpose and effect of these

rules is to prevent the inflation of the cost basis of depreciable

assets upon which capital cost allowance may be claimed . Although a

non-taxable capital gain can be achieved by the vendor, if the valu e

of the asset at the time of transfer can be shown to exceed its original

cost, he is subject to recapture of depreciation if the price exceeds

his undepreciated capital cost . Regardless of the price paid, the

purchaser is not permitted to take into account for depreciation pur-

poses any amount paid in excess of the original cost of the asset t o

the vendor, or to a previous ovner if he did not deal with the vendor

at arm's length . ftarthermore, if the sale is made at a price les s

than the vendor's capital cost, the purchaser will be treated as having

the same capital cost, so that if he later sells the property at a

profit he will continue to be subject to recapture of the depreciation

taken by the vendor .
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Under our proposals it would not be possible for a vendor to make

a tax-free capital gain on the sale of depreciable property . If the

purchaser sold depreciable property at a profit, he would be subject

to tax regardless of whether he had taken depreciation which was sub-

ject to recapture . For these reasons it seems to us unlikely that any

provision such as section 20(4) would be required, except possibly

during the transitional period immediately following the implementation

of our proposals .

Another provision of the present Act which falls into our third

category is section 23 . It provides that where a right to inceme is

transferred in a transaction not at arm's length, the income will

continue to be taxed in the hands of the transferor unless the income

is from property and the property is also transferred .

4 . There are many provisions in the present Act which provide that two or

more persons not dealing at arm's length shall be regarded for a

particular purpose as if they were one person or one corporate entity .

Some examples are sections 28(3), 62(3), 85 and 85A . Section 39(4)

also falls into this category, although the test is whether corpo-

rations are "associated" rather than whether they deal with each other

at arm's length . The purpose of such provisions is essentially to

prevent or offset the tax effects of an artificial division of in-

terests between closely related natural persons or among a number of

corporations which they control .

As already indicated, we think that the problem of tax avoidance

through transactions not at arm's length would be significantly re-

duced by the implementation of our principal recommendations . However,

the problem will not be eliminated and it will be necessary to continue

provisions which would prevent the distortion of income or the reduc-

tion of tax liability through transactions or arrangements between

persons not dealing with each other at arm's length . It is not
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practical to suggest in detail what the continuing provisions should

be, because their nature and scope would depend on the legislative

techniques and provisions which may be employed in giving effect to

our recammendations .

The "Administrative Control" Approach

Specific Provisions . In several sections of the Income Tax Act the

Minister of National Revenue has been given discretionary powers for a

variety of purposes : to prevent income splitting through husband-and-wife

partnerships (section 21(4)); to determine that a taxpayer's chief source

of income is not farming or a combination of farming and another source of

income (section 13(2)) ; and more recently, to make a direction that an

amount received as part of a "dividend-stripping" transaction should be

included in income or that two or more corporations should be deemed t o

be associated (section 138A) . One of the conditions for making a direction

under section.138A is that in the Minister's opinion one of the purposes or

one of the main reasons for what the taxpayer did was the avoidance or

reduction of taxes .

The provisions contained in sections 21(4) and 13(2) could just as

well be dealt with by a legislative rule rather than by ministerial dis-

cretion . Section 138A was enacted as a temporary measure to halt tax avoid-

ance practices which had become widespread and blatant . This was necessary

since legislative amendments had proved inadequate . To some extent this

was made inevitable by inconsistencies in the legislative scheme-the dual

rate of tax for corporations, the exemption of inter-company dividends and

the failure to tax capital gains .

In our opinion ministerial discretionary powers are undesirable except

in extreme circumstances. Where such powers exist, taxpayers cannot be

assured that they will be judged by the same standard as other taxpayers .
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If an unfavourable decision is reached by the Minister, the taxpayer's

rights of appeal are narrowly limited . Such a decision may have been

reached privately and on the basis of evidence not communicated to the

taxpayer. To the extent that discretionary powers are granted, there is

a departure from the rule of law . For these reasons we think that minis-

terial discretion should be used in legislation only in unusual circum-

stances . This is discussed further in the Part of the Report dealing with

Administration .

Section 138 . The broadest power of administrative review is contained in

section 138 of the Income Tax Act . This section seeks to meet the problem

of tax avoidance through administrative action of the Canadian Treasury

Board, subject to supervision by the courts . Subsection (1) provides that

where the Treasury Board decides that one of the main purposes for a trans-

action or transactions effected before or after the coming into force of

the Act was improper avoidance or reduction of taxes that might otherwise

have become payable under the Act, that Board may give such directions as

it considers appropriate to counteract the avoidance or reduction . Sub-

section (6) provides that an avoidance or reduction of taxes may be improper

even if it is not illegal . Subsection (3) then provides that tax shall be

assessed or reassessed and collected according to the directions of the

Treasury Board notwithstanding any other provision of the Income Tax Act or

any other Act .

The justification for the enactment of such a sweeping provision was

explained by the Minister of Finance, Mr . Ilsley, when an earlier version

of this provision was before Parliament. He stated :

"For years the commissioner of income tax has advised that it is
impossible to foresee or envisage the methods that will be adopted,
and that the only possible way of dealing with the matter is to
express general principles and leave it to some tribunal to de-

cide . . . . Somebody has to be entrusted with the duty of watching
these transactions, determining how much tax is avoided and

whether the main purpose was to avoid taxation. If the main pur-

pose was not to avoid taxation ; if it was a legitimate business

purpose, then the transaction should not be impugned . . . . Whatever

,a



569

jealousy parliament may have of the rights of the individual,
parliament has to make sure that this economic system functions
cleanly and justly and fairly, to the extent of its ability . I
have perhaps given an impression that the practices I mentioned . . .
are widespread . I do not think they are . But a few instances,
known by a few individuals and passed from mouth to mouth, of
skilful and wealthy individuals who legally are able to escape the
clear spirit and intent of taxation legislation, will do mo re to
discredit the system we live under and more to discredit the
parliament that did not have the foresight to prevent these things,
thanalmost anything you can think of; and I have come to the con-
clusion that we ought to strain a point here . We are at war . It
may be that this would not be as necessary in time of peace . . . .
In the Victorian period the avoidance of taxation was a polite,
gentlemanly game . Taxation was low, and if a taxpayer could find
a hole in the law and crawl through it, everyone laughed about
it and tried to block up the hole . But it did not make very much
difference . If the crown could prevent his finding a hole, they
would not get away with it . There was no moral inte rest involved .
But when taxation becomes as heavy as it is to-day, when to a very
great extent the people of this country are working for the state-
and properly working for the state-then it is not an amusing
matter, and is beyond the realm of a game . It becomes something-
well, perhaps not exactly treason, but something conside red most
unpatriotic and unsocial . . . .
As I have said, if we make it as definite as we ought to mak e
it for the guidance of a court we will be so definite that other
ways will be found to get around it . Therefore it must be pretty
wide, and there must be some discretionary powers in the tribunal
making the decision ." 2Y

Section 138 has never been interpreted by the courts, so that its

precise meaning is uncertain . Certainly it gives rise to many difficult

questions . It empowers the Board to designate a perfectly legal trans-

action as improper from a taxation standpoint, but contains no standards

or guide-posts by which impropriety is to be determined . It empowers the

Board to give such directions as it thinks appropriate to counteract the

avoidance or reduction, but what form those directions might take and

against whom they might be made is not clear . Subsection (5) provides for

judicial review of the actions of the Treasury Board, but little guidance

is given as to the grounds for such review . Another question that emerges

from this provision is how the Board is to determine whether one of the

main purposes of a transaction was the improper avoidance or reduction of

taxes . An investigation into the subjective purposes lying behind a business

transaction or series of transactions is at least a highly speculative under-

taking .
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Section 138 may be open to the criticism that it violates the most

fundamental conmon law concept regarding taxation-that taxing legislation

must impose a tax in clear and unambiguous language and the taxpayer is free

from taxation unless he comes within the letter of the law . It also offends

the principle that the rules on which tax is imposed should not be changed

retroactively. Businessmen object to this type of legislation because it

interferes with business planning and management . Indeed, it has been

said a/ that "it casts a continuing cloud on legitimate transactions and

prevents finality" ; "put in the hands of a vindictive administration . . . it

could be used vindictively" ; it is "pure autocracy" to make a man pay taxes

when he is not within the law. When section 138 was first before Parliament,

the Minister of Finance, Mr . Abbott, assured the objectors that the power

had only been used four times in the five years which had elapsed since its

inception in 1943 and emphasized the large sums of money and the barefaced

type of avoidance involved in those cases .

And yet if it is beyond the ability of the draftsman to fashion

effective, specific anti-avo3:dance provisions which will pass the judicial

test of strict, literal construction, as not infrequently seems to happen,

it is not surprising, for reasons advanced by Mr. Ilsley, that the govern-

ment occasionally resorts to administrative discretion . However, experience

with section 138 has shown that where the discretion is given to a body such

as the Treasury Board it is hardly ever used.

So®e general anti-avoidance provisions which are somewhat similar to

section 138 have been enacted in other countries . These are discussed

below .

United Kingdom. Parliament adopted a general tax-avoidance provision in

relation to profits tax ~2/. It provided that where the Commissioners of

Inland Revenue were of the opinion that the main purpose or one of the main

purposes of a transaction was the avoidance of liability to profits tax ,

they could direct adjustments of liability to profits tax so as to counteract
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the avoidance of liability . If it appeared in certain specified types of

transactions that the main benefit which might have been expected to accrue

within the subsequent three years was the avoidance of liability to profits

tax, the avoidance of liability was deemed to have been the main purpose or

one of the main purposes of the transaction . The test to be applied was

the objective test : would a reasonable man in fact expect that the main

benefit which would accrue from the transaction would be the avoidance of

tax? It was provided that the particulars of a proposed transaction could

be furnished to the Commissioners and if the Commissioners were satisfied

that the transaction would be "entered into for bona fide commercial

reasons" they could give a binding notification that the section was not

applicable .

The United Kingdom Royal Commission on the Taxation of Profits and

Income gave its approval to this provision, having regard to the fact that

because of the form and structure of profits tax it would be too easy for

a corporation to arrange its affairs so as to reduce its liability to tax

very materially without any alteration in the substance of its position or

the position of its proprietors . Said the Commission:

"We do not think that there is any serious criticism to be made of
the form of the section. Subsection (3) deals with the difficult
question of motive or purpose and it imputes the purpose of avoid-
ance summarily where certain specified conditions are found to
exist. But the imputation only arises from the objective test of
discovering what was the main benefit that might have been expected
to accrue from a given transaction . That does not seem to us
materially different from saying that a man's motives are to be

inferred from the probable consequence of his actions . There are
circumstances in which that principle is a better test of motive
than can be afforded by his own answers some time after the event .
It should be added that the section does contain a provision en-
abling the Board to exempt a transaction altogether if they are
satisfied that it was entered into for bona fide comIDercial reasons
and that it ought not to be brought under the section ." 41

The Netherlands . The Netherlands has a general anti-avoidance provision

which runs as follows :

"In the assessment of the direct State tams, legal transactions
are not taken into account if it must be assumed-by reason of the
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fact that they have not a3n~ed at a material modification of the
existing circumstances or by reason of other specific acts or
circumstances-that they would not have been ente red into but for
the fact that liability for any of the said taxes, in the event
of it having been applied or being likely to be applied, would be
avoided either in whole or in part for the futu re ." !L2/

Australia . In Australia an attempt has been made to control avoidance by

a very general measure passed by the Commonwealth legislature Y~J. That

section provides :

p260 . Every contract, agreement, or arrangement made or entered
into, orally or in writing, vhether before or after the commence-
ment of this Act, shall so far as it has or purports to have the

ose or effect of in any way, directly or indirectly-
a altering the incidence of any income tax;
b~ ~ relieving any person from liability to pay any income tax or

make any return ;
(c) defeating, evading, or avoiding any duty or liability imposed

on any person by this Act ; or
(d) preventing the operation of this Act in any respect ,
be absolutely void, as against the Commissioner, or in regard to
any proceeding under this Act, but without prejudice to such
validity as it may have in any other respect or for any other
purpose . "

The section was held by the Privy Council to be applicable to a com-

plicated dividend-stripping operation ~ . In seeking to apply the section,

Lord Denning held that the Court must see whether the arrangement itself

discloses the purpose or effect of avoiding tax irrespective of the motives

of the persons behind the plan. That is to say, the court must be able to

predicate-by looking at the overt acts by vhich the arrangement is imple-

mented-that it was implemented in that particular vay so as to avoid tax .

If the court cannot so predicate but has to acknowledge that the trans-

actions are capable of explanation by reference to ordinary business or

family dealing, without necessarily being labelled as a means to avoid tax,

they are not within the section. The section will apply if one of the

purposes was to avoid tax-tax avoidance need not be the sole purpose .

Section 260 has been criticized as being an "annihilating" provision

only. That is to say, it has no further or other operation than to elimi-

nate from consideration for tax purposes such contracts, agreements and
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arrangements as fall within the description it contains . It does not,

however, confer on the Commissioner the power to re construct transactions .

Thus, to invalidate for tax purposes the transaction into which the taxpayer

in fact entered is not enough to impose upon him a liability which could only

arise out of another transaction into which he might have ente red but in fact

did not enter Y.V.

SUMMARY

1. It is necessary and desirable in any modern tax system to have

effective provisions to counteract tax avoidance . However, a number

of other objectives and guiding principles must also be kept in mind .

a) A taxpayer should not be penalized for deciding not to earn

income, even if the reason for this decision is the reduction

or avoidance of tax liability. Likewise, if he gives up a

right to income and does not retain any control over the income

or the source of income he should not be taxed on such income

arising thereafter.

b) If a taxpayer arranges his affairs in such a way that he avoids

tax on income or reduces his liability for tax on the income

below what he would expect to pay under the general scheme and

intent of the legislation, while continuing to enjoy the benefits

of the income or continuing to control the income or its source,

he should be taxed on the income .

2 . The courts should not depart lightly from the words of the statute

where those words are clear and una~biguous and should not disregard

the legal effect of a transaction . However, in order to work with

the legislature to develop good tax laws and in order to avoid the

necessity for numerous technical loophole-closing amendments, the

courts should interpret the tax statute fairly and equitably and in

such a way as to give effect to the legislative scheme, without any
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presumption being made either for or against the taxpayer . They

should also have regard to the true nature and effect of transactions

and take into account their economic substance as well as their legal

effect .

3 . Tax avoidance provisions in the legislation should be carefully designed

to accomplish the ob jectives in paragraph 1 above so far as possible .

While the "sniper" approach or the "shotgun" approach or an approach

somewhere in between may be advisable in each area, the provisions

should not be so broad or so rigid as to penalize bona fide trans-

actions . Normally a provision should be expressed in sufficiently

general terms that the courts will be able to interpret the wo rds in

the context of the legislative scheme and distinguish between the

cases which are deserving of correction and those which are not . On

the other hand, such provisions should not be so broad and general

that they are devoid of any clear meaning and therefore ineffective

in operation .

4.. While non-arm's-length provisions will be less important under our

proposals, they will still be necessary to deal with some matters,

particularly transactions between residents and non-residents . The

present irrebuttable presumption as to non-arm's-length dealing should

continue to apply as between corporations which are subject to common

control, as between a husband and wife who are living together and as

between them and their children, whether or not their children are

living with them . However, there should only be a rebuttable pre-

sumption that brothers, sisters, brothers-in-law and sisters-in-law

are not dealing with one another at arm's length .

5 . Where a sale takes place between persons not dealing with each other

at arm's length at a price other than fair market value, the price

should be adjusted to fair market value in the tax accounts of both

parties and for all purposes of the legislation . Mere should be
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similar provisions to the effect that where a person renders services

to, or makes property available for use by another person with whom

he does not deal at arm's length, each party will be considered to

have paid or received a reasonable remuneration, rent or royalty .

These provisions would not apply to transactions which qualify as tax-

free reorganizations or transfers or to transactions between members

of a family unit .

6. Section 137(1), which disallows expenses which would unduly or arti-

ficially reduce income, would probably be held applicable only in rare

and extreme cases, and should be retained mainly as a deterrent .

Section 137(2), which imposes tax on benefits conferred, is so broad

and general and so vague that it is unlikely to have much practical

importance. Any provision of this kind should specify mo re parti-

cularly the circumstances in which it will apply .

7. Section 16(1), which provides for the constructive receipt by one tax-

payer of a payment made to another, is sufficiently clear in its intent

and at the same time is sufficiently general in its wording that it

leaves room for interpretation and application by the courts according

to the circumstances of each case, and it should be retained .

8. Discretionary powers should be granted to the Minister only in un-

usual and extreme circumstances.
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APPENDIX B

ffiTIlKATED GROWTH OF PENSION PLAN CONTRIBUTIONS
AND ASSETS, AIM THE TAX DMMMENT INVOLVE D

Based on the material contained in two surveys, 1_/ it is estimated that

during 1960 pension funds received more than $200 million in investment in-

come and paid out approximately the same amount in benefits and withdrawals .

In the three years following 1960, the number of employees covered by pension

plans increased by approximately 20 per cent, the total assets under adminis-

tration grew by over . 40 per cent, and total employer and employee contributions,

including contributions to federal and provincial government plans, increase d

to a rate exceeding $1 billion a year. At the end of 1963, the total market value

of invested assets held by pension plans exceeded $7.5 billion, with trusteed

pension plans holding approximately 70 per cent of the total assets an d

life insurance group annuities making up somewhat under 25 per cent of the .

total assets . The balance was represented by federal government group

annuities . No figures are available to indicate the value of assets that

have been built up in individual registered retirement savings plans because

no annual reporting is required . However, by the end of 1964 over $260

million ~ of deductions had been reported by individuals, and total assets

held would probably exceed .that amount .

It is difficult to project trends in this area . Although the Canada

Pension Plan might slow the rate of growth of private plans, it should mean

an increase in the rate of contributions and asset growth of total retire-

ment income funds . In addition, some provincial governments (effective in

Ontario in 1965, Quebec in 1966 and Alberta in 1967) have introduce d

solvency requirements that will mean that the growth of employer contri-

butions and of assets will accelerate . Such an increase might also be ex-

pected to follow from our recommendations that property gains realized out-

side of registered plans should be taxable in full at the time of receipt,

and that the gross-up and credit procedure for corporate tax should be

applicable to registered plans . It would also be expected that the in-

creased relative value of the tax deferment on property income receive d

579
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by registered plans would cause taxpayers with incomes exceeding $10,000

to increase their deductible contributions above the 1964 rate of almos t

3 per cent of total income V . The rate for incomes under $10,000 in 1964

was just under 2 per cent, 3f a level for private plans that may not in-

crease because the Canada Pension Plan will have a major impact on this

group . Even with a decline in the present rate of growth of private plans

with the Canada Pension Plan in operation, it would seem reasonable to

assume a growth rate of 10 per cent a year, as compared to the over 11

per cent a year for recent years . (See Table B-1.) On this assumption it

could be expected that by 1970, amounts of the following magnitude would

be attained :

Assets $16.5 billion

Annual contributions (employer and employee) 1 .7 billion

Annual investment income 0 .9 billion

Annual pension payments and cash withdrawals 0 .8 billion

In addition, the Canada and Quebec pension plans will have accumulated at

least $3 billion in assets, and contributions to those plans will be at an

annual level of approximately $0 .7 billion . Thus by 1970, assuming that

the total of these amounts will be eligible for preferential tax treat-

ment, the total amount of income on which tax could be postponed until

retirement, including both employer and employee contributions and investment

income, will have reached a level of nearly $3.5 billion a year, more than double

the level in 1964, or about 7 per cent of total personal income as compared

to over 4 per cent in 1964 . Taxable income of individuals is currently

less than 40 per cent of personal income, so this could mean tax postpone-

ment for some 17 per cent of taxable income . Assuming an average rat e

of tax of 20 per cent on the amount postponed, there would be a postpone-

ment of nearly $700 million of taxes for the year 1970, a postponement

that would be offset to the extent of about 30 per cent by tax on pension

benefits brought into the income of taxpayers in that year . Part of this
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amount would represent taxes forgone rather than postponed, if marginal

rates for the individual were lower when pensions were received than when

.contributions were made .

TABLE B-1

SELECTED DATA FOR LIFE INSURANCE COMPANIES
GROUP ANNUITIES, FEDERAL GOVERNMENT GROUP

ANNUITIES, AND TRUSTEED PENSION FUNDS, 1957-64

(1) (2) (3) (4) (5) (6)
Percentage
Increase i n

Number Total Column (5)
of Number of Contri- Total Over Prior

Year Plans f Employees butions b/ Assets ~ Year ~
(millions of dollars

1957 6,381 1,365,238 430 3,836

1958 7,366 1,553,789 512 4,340 13 .1

1959 8,404 1,633,161 567 4,822 11 .1

1960 9,260 1,658,963 569 5,424 12.5

1961 10,181 1,755,706 618 6,081 12 .1

1962 11,260 1,828,497 664 6,804 11 .9

1963 12,446 1,973,559 732 7,616 11 .9

1964 13,479 2,056,493 8111 8,484 11 .4

Notes : f Not all of the annual increase is a reflection of growth,
because the coverage of the survey increased slightly in
the early years . Also, the survey is not complete because
not all pension plans are covered . The above figures do
not include the armed forces, the federal public service,
seven of the provincial civil services, and three of the
provincial teachers' funds . These groups are excluded
because no separate invested funds are maintained for them .

V Employer and employee .

f At book value at the end of the year .

Source : Dominion Bureau of Statistics, Trusteed Pension Plans ,
Financial Statistics, Ottawa: Queen's Printer, for
the years 1957, 1959 and 1964, Table D .
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TABLE B-2

SELECTID DATA FOR PENSION PLAINS FOR 1960

Number of Plans af 8,920

Number of Members 1,815,022

Eligible Employees who Elected not to Join 284,519

Ineligible Employees of Employers Having Plans 5 T3,183

Proportion of Covered Employees who are Members

of a Contributory Plan 82 per cent

Proportion of Covered Employees with Uni t

Benefit Plans V 75 per cent

Proportion of Covered Employees with Plans
Having some Vesting Rights 69 per cent

Employee Contributions f $334,751,777

Employer Contributions $467,129, 485

Number of Retirements During the Year 19,116

Notes : af This table includes the pension plans covered by Table B-1

and also the pension plans which are listed in note a/ to

to that table as being excluded therefrom . Neither table

covers privately operated plans which are unfunded .

f A unit benefit plan is a plan which contains a formula for
determining the amount of each member's pension . It is to

be distinguished from a money purchase plan or a profit

sharing plan under which the pension is whatever the

contributions will provide .

c/ Most of the difference between this figure and the amount
reported in Taxation Statistics (shown in Table B-3) can

be accounted for by profit sharing pension plans, unfunded
plans for provincial civil servants and teachers and in-
dividual retirement savings plans that are not included in

the above statistics . In addition, this figure includes

some non-registered plans that do not appear in Taxation

Statistics .

Source : Dominion Bureau of Statistics, Pension Plans, Non-financial

Statistics, Ottawa : Queen's Printer, 1960 .
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TABLE B-3

PENSION AM RETIREMENT SAVINGS PLAN CONTRIBUTIONS
REPORTED BY INDIVIDUALS WITH TAXABLE RETURNS, 1957-64

(1) (2) (3) (4)
Taxable
Income
of All

Individuals' Individual Percentage

Year Contributions ~ Taxpayers (2) to (3)
(millions of dollars) (millions of dollars )

1957 247.3 7,906 3.13

1958 278.2 8,145 3.42

1959 311.3 8,954 3.48

1960 354.0 9, 727 3•6+

1961 393•0 10,423 3 .77

1962 420.1 11 , 108 3.78

1963 467.6 12,220 3.83

1964 519.7 14,172 3.67

Note : a/ Includes past service contributions .

Source : Department of National Revenue, Taxation Statistics , Ottawa,

Queen's Printer, covering the years indicated .
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APPENDIX C

ALTERNATIVE PROCEDURES FOR THE TAXATION OF
INCOME RECEIVED THROUGH LIFE INSURANCE

The feasibility of the recommendation outlined in Chapter 16 with

respect to the taxation of property income accumulated for the benefit of

standard life insurance policyholders depends on finding a procedure which

is satisfactory from the points of view of both equity and ease of compu-

tation for allocating to individual policyholders the investment income

credited to policy reserves . Because the recommendation does not visualize

that initially there should be taken into account in computing income the

difference between policy proceeds and the total of premiums paid and in-

vestment earnings accumulated (a difference that is essentially the mortality

gain or loss), the actual gain realized by the policyholder over the life of

the policy would not necessarily be equal to the investment income tha t

would be taxed . If mortality gains and losses were taken into account in

computing income, the only inequity that could result from the arbitrary

allocation procedures would relate to the time at which the income was and

should have been brought into account . Without the balancing procedure of

ultimately bringing into the computation of income the net difference

between the policy proceeds and the premiums paid plus investment income

already included in income, it would be necessary to rely entirely upon the

allocation procedure to determine equitably the income that should be taxed

to the policyholder .

If, however, our assumption that a satisfactory procedure can be

developed for such allocation proves to be incorrect, one of the following

alternatives should be adopted . These are alternatives to the taxation of

policyholders on the investment income credited to policy reserves .

Alternative 1 . Inclusion of Mortality Gains and Losses
in the Computation of Income

Under this alternative, mortality gains and losses would be taken into

account in the computation of income . It would be extremely simple to

585
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administer because it would not require any allocation of investment earnings

to individual policyholders . The approach would be to levy a flat-rate,

non-refundable tax of, say, 15 per cent, on the aggregate amount of invest-

ment income credited each year to policy reserves and, when the policy

proceeds were received, to bring into the tax base of the policyholder the

excess or deficiency of the policy proceeds over the premiums paid, or the

excess over the net premiums paid if some adjustment was to be made for the

service costs of obtaining the protection . As an alternative to using the

net premiums in the computation, the total premiums paid might be deducted

from the policy proceeds and only the net gain brought into income, with no

deduction when premiums paid exceeded the amount of the proceeds .

The flat-rate tax levied on the investment income would in effect be

a postponement fee assessed to compensate for the deferment of tax on the

property income from the time it was earned until it was paid to the policy-

holder as part of his policy benefits . The rate suggested is relatively

high because the value of the deferment would be substantial . Policy divi-

dends would still be included in income, but the only significance of such

treatment would be timing; if they were excluded from income they should be

deducted from premiums paid in computing the net premiums, a procedure that

would increase the portion of the policy proceeds that would ultimately be

taxable .

This alternative has the advantage of producing some tax revenues from

the property income accumulated each year, while avoiding the administrative

problems of a detailed allocation to each policyholder . However, it would

also raise some initial difficulties because all the policies outstanding at

the date the new legislation became effective would have to be valued . This,

of course, is a problem that would arise under any proposal that involved

the taxation of mortality gains . However, this valuation would be made by

the insurer under regulations developed by the industry and the government

departments concerned, so that the individual policyholder would not hav e

to make any computations .
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This alternative would have some impact on the insurer . A tax on

policyholder investment income should bear on the individual and should,

in principle, have no effect on the insurer . However, if the tax on the

investment income credited to policy reserves was collected"at the insurer

level in the form of a postponement fee, or for that matter as a withholding

tax, then the amount of funds available to the insurer for investment would

be reduced . This would in turn moderately reduce the amount of investment

earnings in respect of policies currently outstanding and might, at least

to some extent, be a cost to the insurer . In the case of policies issued

subsequent to the effective date of a change in tax treatment, the level

of premiums could be increased to reflect the imposition of the tax . In

addition, the position of the insurer with respect to outstanding policies

would be protected if policy liabilities were related to the level of net

investment earnings or if the policy was a participating one so .that the

"cost" of the diminished investment yield could be passed on through reduced

polidy dividends . In these cases the current policyholder would have to

absorb both the direct and indirect impact of the tax . However, in the case

of non-participating policies that were outstanding at the time the tax was

imposed, the insurer would have to absorb any indirect effect of a tax

collected at the insurer level . The impact on the insurer of a tax on in-

come which was allocable to the older policies would be somewhat mitigated

by the fact that investment earnings have increased substantially in recent

years f . However, in the case of more recent policies, the imposition of

such a tax could have an unfavourable impact on the income of the insurer .

Therefore, a relieving provision applicable to non-participating policies

issued in recent years should be implemented if this alternative were

adopted . The purpose of the provision would be to compensate the insurer,

at least partially, for the decline in his net investment earnings brought

about by the imposition of the tax . For example, a postponement fee or tax

might be applied at reducing rates to the investment income allocable to

such policies, with the lowest rate applying to the most recent policies .
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A flat-rate tax would be inequitable to the policyholders to the extent

that it did not reflect the progressive nature of our recommended tax system .

Thus, a tax imposed at a moderate rate as a fee for postponement of the

personal tax would leave a substantial deferment advantage to the higher

income policyholder, but would be unduly high for the non-taxable or very

low income policyholder . One method of meeting this problem would be to

impose tax at a higher rate and then to allow the beneficiary a tax credit

on the policy proceeds . This would be of greater relative value to the low

income beneficiary .

In principle, any postponement fee should apply only to investment

earnings that were applicable to Canadian residents but, because investment

earnings of non-residents would in general be subject to a withholding tax,

it would be reasonable to levy the postponement fee in lieu of such tax on

all the investment earnings arising from business effected in Canada .

However, the fee should not apply to income derived from the foreign opera-

tions of Canadian insurers .

Alternative 2 . Withholding Tax on Investment Income

Credited to Policy Reserves

Under this alternative, mortality gains and losses would not be taken

into account in computing income, but would cause some administrative

complexities because investment ea rnings would have to be allocated to

individual policyholders when benefits became payable under a policy . The

approach would be to levy a withholding tax on investment income credited

by the insurer to the policy reserves f . When any policy benefits on

maturity or termination were paid out, the accumulated investment income

attributable to the policyholder would be computed and included in his in-

come . The withholding tax would be deducted from the policy proceeds when

they were paid and the policyholder would be given credit for the tax with-

held on his behalf . The administrative difficulties of allocating property

income to policyholders should be less than for the allocation proposed in
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Chapter 16, because the allocation would have to be made only when the

policy proceeds were payable rather than each year . The regulations could

stipulate one method of allocation, and provide that any reasonable alter-

native method approved by the Department of Insurance could be employed .

The rate of withholding should be close to the average rate of tax

applicable to the beneficiaries, say, 30 per cent, in view of the extended

time period before it would be possible for the lower income beneficiary to

claim a refund .

Under this alternative it would also be a simple matter for mortality

gains and losses to be taken into account in computing income . Thus, the

policyholder could be taxed either on the investment income portion of his

policy proceeds, or on the total proceeds less premiums paid . In either

case, he would receive credit for the withholding tax deducted from the in-

vestment income portion .

If mortality gains and losses were to be taken into account in computing

income, the administrative procedures would not be as simple as under the

postponement fee alternative discussed above . The tax on the investment

earnings accumulated in policy reserves would be withheld each year, while

the withholding tax on the mortality gain, if any, would be remitted at the

time the policy proceeds were paid . In the event of a mortality loss, the

insurer would claim a refund of all or a portion of the taxes withheld o n

the investment income accumulated for the same policy . Hence, the policy-

holder would receive the proceeds less 30 per cent of the excess of the

proceeds over the premiums paid . The full amount of the proceeds would be

taken into account in computing his income and he would receive a refundable

tax credit for the 30 per cent of the income portion, if any, which was

withheld by the insurer .
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~ The rate of investment income earned by insurance companies has in-

creased in every year but one since 1948 and now stands at a level

55 per cent above what it was in that year . Accordingly, a serious

problem would only arise on older policies if interest rates should

decline . To meet such a possibility it should be provided that the

postponement fee applicable to non -participating policies outstanding

at the date the law became effective should not reduce the rate of net

property income in respect of such policies, including property gains

and losses, below, say, 5 per cent . This would mitigate the impact of

this tax on insurers if rates of investment earnings should decline .

~ Alternatively, a postponement fee approach along the lines outlined

under the first alternative could be utilized instead of a withholding

tax . The lower level of a postponement fee would reduce the impact on

the insurer, but the necessity of allocating investment income to the

policyholder at the time the proceeds were paid would remain unless

mortality gains and losses were taken into account in computing income .



APPENDIX D

ALTERNATIVE METHODS OF TAXING GIFTS

There are several ways of taxing transfers of wealth, and in reachin g

a conclusion on the best method for the Canadian tax system, we considered ,

in some detail, the following main methods :

1 . The present method of taxing estates and gifts .

2 . An integrated transfer tax .

3 . An accessions tax.

4 . A succession duty or inheritance tax .

5 . A net wealth tax .

PRESENT METHOD

Conformity to Economic and Social Objectives

The present estate and gift taxes do not tax according to ability t o

pay as we have defined it . In our opinion, the preservation of the integ-

rity of the new tax base would alone require the repeal of these taxes .

Furthermore, the present taxes are not fully integrated so as to preserve

the progressiveness of the rates . For example, gifts made over a lifetime

are not aggregated to determine the rates at which either the gift tax or

the estate tax is levied l/. The estate tax does aggregate the whole of a

man's estate at death and bring into tax completed gifts made within three

years of death. This would be a valid method of aggregation if reduction

in the rate of accumulation of wealth by means of transfers between genera-

tions was the sole objective, but it conflicts seriously with our concept

of ability to pay .

Another major defect of the present taxes is the ease with which estate

taxes may be avoided altogether. Because of the very generous annual gift

tax exemption, which rises with income, a planned programme of annual gifts

enables large amounts to be distributed over a period of time on payment of

little or no tax 2/

591
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The wealthier a man is the more likely he is to have disposable wealth

with which to implement a planned programme of inter vivos gifts . The

relatively low rates of gift tax encourage such giving, but because the tax

is imposed on the donor there is no advantage in distributing gifts widely .

Accordingly, the present system may be described as neutral in encouraging

or discouraging accumulations of wealth .

Fairness of the Tax

The present estate and gift taxes are subject to a number of defects

which result in their being inequitable and in their failing to attain the

objectives we consider desirable . The failure to aggregate adequately re-

duces progressiveness relative to other parts of the tax system, thus

shifting part of the total tax burden in an arbitrary way from those who

receive gifts to those who do not . The types of exemption and the ease of

avoidance favour high income and large wealth groups . For example, an indi-

vidual earning more than the amount of his personal deduction of $1,000

will pay at least 11 per cent income tax plus 4 per cent old age security

tax up to the specified maximum on the excess, while another individual can

receive $4,000 free of tax, and up to $10,000 more that is taxable at the

lowest gift tax rate of 11 per cent, regardless of his own personal income

tax rate .

Another major source of inequity and confusion is the inconsistent

treatment of gifts . An inter vivos gift may be treated as incomplete under

the estate tax and is therefore added to the donor's estate ; it may be

treated as complete for gift tax purposes, so that gift tax is levied on

the donor, and, depending on circumstances, it may be treated as complete

or incomplete under the income tax for the purpose of taxing the income

from the gift . For example, if a donor transferred securities in trust for

his children, reserving an anhuity to himself in the event of his infirmity,

the transfer to the trust would be treated as a completed gift of a bene-

ficial interest in the trust for gift tax purposes and would be tamed
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immediately . However, under special provisions of the Estate Tax Act, 3/

the value of the property less the value of the annuity payments made over

and above what the property could be expected to yield at 5 per cent would

be taxed as part of the estate of the donor . Under the Income Tax Act the

income, though received by the beneficiaries, would be taxed to the donor

if the children were under 19 . If they were over 19, the income would be

taxed in the hands of the children V. If the donor reserved a reversionary

right in himself in the event that any of the beneficiaries should p re-

decease him, the income of the trust would be attributable to him in any

event ~/ .

Under the proposed integration of gifts into the comp rehensive tax

base, one set of rules would determine whether a given transfer was a com-

pleted gift or not J.

AN INTEGRATED TRANSFER TAX

An integrated transfer tax would eliminate for tax purposes the present

distinctions between inter vivos gifts, which are taxed under the gift tax

provisions of the Income Tax Act, and testamentary gifts, which are taxed

under the Estate Tax Act. It would be levied at rates which were based on

the amounts given by the donor and so would differ from an accessions tax,

which would be imposed at rates dependent on the amount of gifts receive d

from all sources by each donee .

The easiest approach to integration would be to retain the two present

taxes but to adopt a common rate schedule that was the same as, or similar

to, the estate tax schedule . There need not be any accumulation for tax

purposes of taxable gifts made during the taxpayer's lifetime ; the tax

could be based on aggregate gifts at particular times . The present generous

exemptions under the gift tax provisions could be reduced .

A more effective integration would be achieved by having one taxing

statute under which all gifts would be taxed under one progressive rate
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schedule . The tax could be levied on either the donor or the donee, de-

pending on the social purposes intended to be achieved . It would be desir-

able to have some form of aggregation, either of the gifts made by the donor

or of the gifts received by the donee over a period of time YJ. Similarly,

the form and extent of exemptions and deductions would be adjusted to

achieve the purposes sought . Alternatively, provision might be made for

lifetime dollar exemptions which would be used up as gifts were made or

received . In addition, there might be a separate exemption for testamentary

gifts . There would need to be special averaging provisions for large trans-

fers .

This tax might be implemented by simply adjusting the gift tax rates

to equal the estate tax rates, or there might be a more thorough integra-

tion, beginning with a harmonization of the exemptions and deductions, and

concluding with a complete integration of the two taxes V . The following

remarks apply, to greater or less degree, to all forms of this tax, depending

on the amount of integration desired .

Conformity to Social and Economic Objectives

Such a tax might or might not be imposed in accordance with ability to

pay. If the tax was imposed on the donor, the rates would probably be based

on the aggregate of gifts made by each donor regardless of their distribu-

tion. Such a tax would not be consistent with the principle of taxing in

accordance with ability to pay . This would be true, even if the tax was

imposed on the donee, if the rate of tax applied was based on the aggregate

gifts by the donor.

If the rates were based on the aggregate of gifts received by the

donee, the tax would be levied on a basis approaching ability to pay, but

not necessarily to the extent provided for in our proposals, under which

gifts would be integrated into the comprehensive tax base . Depending on

the rate structure, an integrated transfer tax could be used to inhibit the
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undue accumulation and concentration of wealth, since all wealth accumulated

over a lifetime would eventually be taxed at progressive rates when it passed

to others . The system could be designed in such a way that the opportunity

to avoid tax would be limited 9-1 .

If the rates imposed on inter vivos gifts and gifts arising on death

were equalized, the timing of gifts would become less important . If the rates

depended on the amount given by the donor, there would be no incentive to

spread the accumulated wealth widely. That is to say, it would be no more

expensive to give or leave all of one's wealth to a single child than to

distribute it widely among children or other relatives . However, it is un-

likely that an incentive to distribute wealth mare widely would be of much

practical importance because of the apparent propensities of parents to

distribute wealth equally among children.

Fairness of the Tax Bas e

By taxing inter vivos gifts and testamentary gifts equally, the avoid-

ance of estate tax by means of inter vivos gifts would be prevented and the

treatment of gifts would be equalized. Under the present system, the same

aggregate amount of gifts made by a donor may bear widely differing amounts

of tax, depending upon the timing of the distribution and the taxable income

of the donor .

There would be difficulties in maintaining the progressiveness of the

tax. If the tax was imposed on the donor, progressiveness could not be

maintained by aggregating all forms of income in the donee's hands . There

are suggestions that progressiveness could be achieved by aggregating all

gifts by a donor, whether inter vivos or otherwise, and applying the pro-

gressive rate structure to the aggregate amount of the gifts 10/. There

would, however, be administrative difficulties in keeping records of life-

time aggregations of gifts . Such an integrated transfer tax could coexist

with the proposed income tax, using a broad base to determine income . Indeed,
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a separate transfer tax perhaps would have some additional advantage in that,

being a separate and integrated tax on transfers of wealth, it could fully

take into account the special problems of valuation and liquidity inherent

in taxing transfers of wealth .

Assuming that the justification of exemptions would be their relation

to the situation of the donees, it would be difficult to accommodate an in-

tegrated transfer tax on donors to a scheme of exemptions such as we have

recommended. However, it could be done if the exemption available to the

donor was made conditional on the gift actually being made to the donee 11 .

The proposed exemptions would be consistent with the purposes of an inte-

grated transfer tax as described above .

An integrated transfer tax would probably be quite acceptable as a

logical extension of the pre sent system .

ACCESSIONS TAX

An accessions tax is a cumulative tax on the recipient of gifts and

bequests . Such a tax could be graduated according to the total gifts and

bequests re ceived in the recipients' lifetime I?J . The tax could be com-

puted readily by applying current rates to aggregate taxable acquisitions

to date, including those made in all prior years . From this amount would

be deducted the tax computed at current rates on aggregate taxable acquisi-

tions for prior years 13/ .

To ease administrative burdens and to allow some exemption to each

donee, provision could be made to exempt small gifts . Because all gifts

would be aggregated, the impact of the exemption would be the same regard-

less of the pattern of the gifts .

Conformity to Social and Economic Objectives

An accessions tax could be used both to encourage a wide distribution

of wealth and to reduce the rate of accumulation . It would be a feature of
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a tax on donees that a donor could reduce total twos payable by distribut-

ing gifts widely to donees with relatively low rates of tax, thus encourag-

ing a wider distribution of wealth . A tax on donees would lead to attempts

to defer the tax by the use of trusts or by postponing possession, say,

through the imposition of a condition that would have to be satisfied before

the gift was complete .

An accessions tax would be more equitable than an integrated transfer

tax in that it would came closer to taxing in accordance with ability to

pay. Progressiveness could be maintained, to some extent, by various schemes

of aggregation. Many countries having integrated transfer taxes limit the

aggregation of gifts to a period of time, usually not more than ten years ,

as it appears that the administrative difficulties of aggregating over a

lifetime are substantial . It is also usual for the rates to vary according

to therelationship of the donor to the donee . Presumably this type of pro-

vision would not be needed if the family unit concept was accepted . Aggre-

gation would meet the problem of dealing fairly with the irregularity of

transfers and gifts so as to prevent erosion of the tax base and maintain

progressiveness. It would also lsubstantially eliminate opportunities fo r

avoidance .

Fairness of the Tax Base

An accessions tax, like the tax we propose, would be based on the

ability of the donee to pay . It would be relatively more closely related

to the comprehensive tax base than a separate transfer tax would be, but

somewhat less desirable than our proposal from the'standpoint of progressive-

ness, as other forms of income received by the donee would not be taken into

account in determining the applicable rate . Deductions and exemptions could

be similar to those recommended for gifts under the proposed comprehensive

tax base .
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SUCCESSION DUTY OR INHERITANCE M[UC

A succession duty or inheritance tax is a form of death duty that is

imposed on the recipient of a gift . In Canada, succession duties with some-

what differing characteristics are at present levied by three provinces :

British Columbia, Ontario and Quebec . The rates of duty imposed by all three

statutes vary for three classes of beneficiaries : immediate family, col-

lateral relatives and strangers . Under the present rate structures in Ontario

and Quebec, two sets of duties at progressive rates are levied, one depending

on the size of the total estate and thus having features of an estate tax ,

and the other an additional levy depending on the amount received by each

beneficiary, in this respect resembling a transfer tax on donees or a true

succession duty. Under the Ontario act the additional levy does not apply

in the case of gifts to strangers, although they are taxable at the highest

initial rate . The British Columbia statute has only one set of rates for

each class of beneficiaries and these depend on the size of the total estate .

Under all three statutes the tax rate is not concerned with the wealth of

the recipient derived from other sources or, indeed, with gifts received

from other donors or from the same donor at different times, except gifts

made by the donor within three or five years prior to his death .

Canada also imposed a succession duty under the Dominion Succession

Duty Act, which was in force from 1941 until it was replaced by the Estate

Tax Act, which is applicable in the case of deaths occurring on or after

January 1, 1959. Like the Ontario and Quebec statutes, the
Dominion Succes -

sion Duty Act levied two sets of duties . The initial rate applicable to a

gift was determined solely by the size of the total estate, while the addi-

tional rate depended both on the amount of the gift and on the relationship

of the deceased to the beneficiary, there being four classes of beneficiaries

to which diffe rent rates applied .

Succession duties and inheritance taxes usually have exemptions and de-

ductions for debts, small bequests and charitable bequests, and substantial
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exemptions or deductions for testamentary gifts passing to members of the

deceased's family. The differences in treatment of these exemptions under

an estate tax and a succession duty are not sufficient to be a factor in

the system chosen. The scope of the family exemptions varies according to

whether they are intended to compensate for the loss of the provider, in

which case they are confined to awife and dependent children, or whether

they are based on blood relationship, in which case the definition of twctly

is broader.

Conformity to Social and Economic Objectives

Like an accessions tax, a succession duty places more emphasis on taxing

in accordance with ability to pay than on slaving the rate of the accumula -

tion of wealth . Like the present estate tax, a pure succession duty is sub-

ject to avoidance by the use of inter vivos gifts unless it is combined or

integrated with a gift tax imposed at comparable rates . It fails to achieve

true progressiveness because it does not aggregate suc cessions with other

gifts or other forms of income . Hence, a succession duty or inheritance

tax is inferior .to either an accessions tax or an Integrated transfer tax

in terms of both maintaining progressiveness and preventing avoidance .

Fairness of the Tax Base

Like the proposed comprehensive tax base and an accessions tax, a

succession duty or inheritance tax is based at least to sow extent on the

ability to pay of the donee . The provision for the inclusion in an estate

of gifts made within three or five years of death as is required for the

purpose of the federal estate tax and the provincial succession duties is

arbitrary and uneven in application, and fails to achieve its purpose of

thwarting tax avoidance almost directly in proportion to the wealth and

sophistication of the donor. Thus, a pure succession duty is less satis-

factory in these respects than either the proposed comprehensive tax base

or an accessions tax.
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NET WSAI$H M4%

A net wealth tax is a tax levied on the net value of a taxpayer's

assets at a point of time, including unrealized capital gains . Several

countries have such a tax 14 , which is levied annually, usually at a low

flat rate of between one half of 1 per cent and 3 per cent . Some European

countries, such as Austria, Finland, The Netherlands and West Germanyi have

both a net wealth tax and death taxes.

In order to reduce administrative problems-it is usual to exempt pro-

perty under certain aggregate amounts . For example, West Germany has exemp-

tions of about $2,500 for single persons, $5,000 for married persons, and

$7,500 for old people and invalids . In Sweden, where the property of a

husband and wife is aggregated, the exemption is approximately $16,000 .

Some commentators have suggested an exemption of up to $50,000 which would

,5/ . Another has taken the view 16 that, indiminish as wealth increased=,l

order to reduce the administrative burden, $200,000 would not be too high

an exemption . The proper rate of exemption is a matter of the degree of

redistribution of wealth that is desired.

It is also common to exempt certain kinds of property which are for

personal"use, are of small importance or are relatively hard to value .

Most commonly exempted are personal and household effects except jewellery

and works of art, life insurance policies and pension rights, and, occa-

sionally, certain types of property of particular importance to the economy

of the country, such as livestock in Switzerland and assets used in agri-

culture in India .

The frequency with which a net wealth tax is imposed is important,

particularly in determining an appropriate rate . Such a tax might be

levied annually or at longer intervals ; if levied only at death it would be

similar to an estate tax. Most countries which levy such taxes do so

annually.
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It should not be assumed that because a number of European countries

have a net wealth tax, it could necessarily be successfully introduced in

Canada . In the first place, the regular income tax may be less efficient

in many countries, so that they rely on a multi-base tax system. Secondly,

in many cases the collection of the tax is inequitable . Some assets may

continue to be valued at cost without adjustment for increases in market

value . Some assets, such as corporate shares and other intangibles, and

particularly those held abroad, may escape the tax net . Some types of

assets which are difficult to value may be largely ignored, although the

valuation problem is often specifically alleviated for assets for which

there is no ready market value by requiring valuation only every three to

five years . Thus,there are difficulties in imposing and collecting a net

wealth tax on an equitable basis .

Conformity to Social and Economic Objective s

A net wealth tax might apply to a wide or narrow base, that is, to the

world-wide wealth of a resident of Canada or only to the wealth situate in

Canada. Because the situs of securities and other intangible property could

easily be arranged to be outside Canada, thereby removing a substantial part

of the base, we have given consideration to the more effective alternativ e

an annual net wealth tax on all the wealth of persons resident in Canada .

A net wealth tax that is imposed at death is essentially an estate tax,

which has been considered earlier. An annual net wealth tax would better

satisfy the criteria of a broad base and ability to pay . Since much of the

wealth is concentrated in relatively few hands, the tax would be hard to

avoid because there would be .a, year-by-year check on assets . However, the

problems of valuation and administration emerge as serious difficulties

which in practice might limit the effectiveness of the tax . Most net wealth

taxes are imposed at flat . rates,, and so have little effect on the distri-

bution of vealth . Whether or not such a tax would affect the accumulation

of wealth would depend on the rates . At the rates usually imposed, it might
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slow the rate of accumulation of wealth, but whether it would do so to any

J/ .greater extent than the present estate tax is difficult to say 1

Fairness of the Tax Bas e

Transfers of wealth, as such, would in general ce ase to have tax con-

sequences . The new owner of the wealth would pay tax on his increased base .

The major problems, however, of an annual net wealth tax are such-that

we do not recommend it at this time . The reasons for this view are dis-

cussed in Chapter 7 where we point out some of its advantages and dis-

advantages . It has been criticized as inhibiting growth, but this argument

would appear to be inconclusive, considering the experience of European

nations which have such taxes and, in some cases, death taxes as well . It

is sometimes suggested that the tax might be restricted to certain kinds

of assets, such as land and securities, in order to simplify administration .

However, if the tax was not comprehensive, it would be neither fair nor

neutral . There would, of course, be valuation problems if market values

were used, as they should be . These would be unavoidable under any system

of wealth tax .
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REE'EREriCES

~ In contrast, under the United States gift tax, lifetime gifts are aggre-

gated, sub ject to a generous deduction . Such gifts are not liable to

estate tax, except for gifts made in contemplation of death . Gifts

made within three years of death are presumed to have been made in

contemplation of death, unless .the presumption is rebutted. In Estate

and Gift Taxation, ed. G. S . A. Wheatcroft, Sweet and Maxwell, 1965,

it is suggested at p. 129 that inter vivos gifts should be aggregated

with property passing on death for purposes of the estate tax .

2/ See D. B . Fields and E . J . Mockler, Gift Tax, a study published by

the Commission, for a detailed discussion of the faults of the present

gift tax exemptions .

~J Sections 3(1)(h) and 4(2) .

V Section 22(1) .

~ Section 22(2)(a)(i) .

~ The problems which would be solved and those which would remain are

considered in Chapter 17. In particular, the adoption of the family

unit would remove the need for the exemption of certain once-in-a-

lifetime gifts of real property . The provision for inclusion in an

estate, for estate tax purposes, of gifts made within th ree years of

death could also be dropped .

~ For a comparison of the French, German and Swedish gift tax systems,

especially the provisions for aggregating gifts of previous years,

see the study on gift tax cited above . See also the discussion of an

integrated transfer tax in Appendix E to J. G . Smith and E . J . Mockler's

Estate Tax, a study published by the Commission .
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~ See Federal Estate and Gift Taxes : A Proposal for Integration and for

Correlation with the Income Tax, Washington : United States Government

Printing Office, 1947, for a comprehensive study of an integrated

transfer tax on the donor, including a draft of a statute to implement

the proposal .

~ When a transfer tax is imposed on the donor, the experience of most

taxing jurisdictions is that there are increasingly elaborate attempts

to take advantage of relatively low rates of tax on inter vivos gifts .

This results in increasingly complex legislation designed to bring into

tax property which the donor, by the use of trusts or otherwise, has

transferred during his lifetime, but over which he often retains a

considerable measure of control .

10 Section 2502 of the United States Internal Revenue Code requires the

aggregation of lifetime gifts in establishing the rate of tax on each

successive gift .

ll/ Unlike the exemptions for a surviving wife and dependent children

under the present Estate Tax Act ., which are available whether or not

the gifts are actually made to the wife and children.

1?J See C . S . Shoup, Report on Japanese Taxation by the Shoup Mission,

General Headquarters Supreme Commander for the Allied Powers, Tokyo,

Japan, 1949, for a detailed exposition of an accessions tax . See

also the study on gift tax published by the C-ission, cited above,

for a discussion in detail of the advantages and disadvantages of

such a tax.

1~/ The gift tax on donors under the United States Internal Revenue Code

is computed in a similar way .

14/ Net wealth taxes are levied by Austria, Denmark, Finland, West Germany,

Iuxembourg, The Netherlands, Norway, Switzerland, Sweden, India and Japan .
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15/ R. I . Downing, H. W . Arndt, A. H. Boxer, R. L. Mathevs, Taxation in

Australia : Amenda for Reform, Melbourne University Press, 1964 ,

p . 111 .

16 G. S. A. Wheatcroft, "The Administrative Problems of a Wealth Tax",

[19637 British Tax Review 410, p. 422 .

lj/ The available data suggest that the European net wealth taxes raise

between 1 .5 .per cent and 2 per cent of total tax revenue, Which is

similar to our yield from estate and gift taxes .



APPENDIX E

FORMULAE FOR : DETERMINING THE TAX ON A
TAX-PAID GIFT

Where a gift is made on the basis that the tax is paid by someone other

than the donee, it is necessary to compute the tax and also the gross amount of

the gift, which is the total of the .net gift and the tax on the gross gift .

Under the Estate Tax Act the Department of National Revenue has followed an

elaborate procedure involving ten successive calculations of tax for this

purpose . Although this method was upheld by the Supreme Court of Canada in

M.N.R. v. Estate of E .W. Bickle , Mr . Justice Judson stated that "It should

be possible to state the Minister's proposition in such a way that an actuarial

training is not needed to understand it." .~j He went on to say that, according

to the evidence, the same result might be obtained by the application of an

algebraic formula .

In this appendix we set out the appropriate formulae for determining

the tax in this situation. The formula is simple where the entire tax on

the gift falls within one rate bracket. When the gross amount of the gift

is such that the tax thereon falls within two or more rate brackets, the

formula must be modified .

Legend

N - the net gift after federal tax, but including any provincial
tax which, it is assumed, will always be constant .

T(l) the tax calculated on N.

T(2) - the tax on-the gross gift, that is, on N+T(2) .

k - the part of the tax bracket within which the upper limit

of N falls which -ti in excess of N unless this is the
top bracket.

r - the rate of tax applicable to k, or the rate of tax applicable
to the top bracket if the upper limit of N is in the top
bracket .

k' - the amount included in the tax bracket next above .k .

r' - the rate of tax applicable to V .

k" - the amount Included in the tax bracket next above k' .

r" - the rate of tax applicable to k".
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If the gift, including the tax, or some portion of it is eligible for

a provincial tax credit, this must be taken into account in determining r,

r' and r" . For example, if the rate of tax stated to be applicable to k

was 30 per cent while two thirds of the property was located in Quebec (50

per cent credit), one sixth in British Columbia (75 per cent credit) and

one sixth in New Brunswick ( no credit), r would be 30 per cent minus 50 per

cent of two thirds of 30 per cent (10 per cent) and minus 75 per cent of

one sixth of 30 per cent (3.75 per cent), or 16.25 per cent .

Formula 1 - where the tax on the gifts falls within one rate bracket .

T(2) = T(l)
1-r

If the tax on the gift T(2) falls within more than one rate bracket,

the application of this formula will usually indicate the number of brackets

within which this tax will fall . If it is more than one bracket, it will

then be necessary to apply one of the following formulae .

Formula 2 - where the tax on the gift falls within two rate brackets .

T(2) = T(1) + rk - r'k
1-r '

Formula 3 - where the tax on the gift falls within three rate brackets .

T(2) = . T(1)+ rk + r' k' - r" (k + k')
1-r

. r

If the tax falls within more than three rate brackets, which is un-

likely, the formula can be further modified to provide for this case .

1/ 66 DTC 5179 at p . 5180.



APPENDIX F

ALTERNATIVE METHOD OF TAXING DEFERRED GIFTS

Under the system of taxing deferred gifts that is proposed in Chapter 17 ,

an initial tax would be levied on gifts payable in instalments and on gifts

in trust, in order to achieve the important objectives of equality and

neutrality in the taxation of all forms of income at a point of time. Al-

though this method of achieving equality would add some complexity to the

system, the exclusion from taxation of gifts between spouses in the family

unit, which would constitute a large proportion of deferred gifts, would

serve to minimize this feature .

Nevertheless, an alternative system of taxing deferred gifts which has

the attraction of somewhat greater simplicity can be outlined . Such a

system would entail deferring the tax on such gifts until the gift was re-

ceived in possession by the annuitant, life tenant or beneficiary of a

trust. Because the tax would be levied only as and when the amounts were

received, this method would also provide a simple way of taxing life interests .

If our recommendations regarding the integration of gifts into the compre-

hensive tax base are not adopted, this alternative method of taxing gifts

.which are payable in instalments, or the possession of which is deferred,

should be given consideration .

The principal feature of such a system is that it would permit defer-

ment of tax with respect to all,forms of gift, in contrast to other kinds of

income. Thus, a form of preferential tax treatment would be extended to

gifts that would not be available to other forms of income . It should

perhaps be emphasized that this system could be applied equally under the

comprehensive tax base proposed in this Report, under the alternative of an

integrated transfer tax referred to in Appendix D to this Volume, or under

the present system of estate and gift taxation . It could be applied either

to a system which taxed the donor or to a system which taxed the donee .
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The treatment of the various forms of gift may be outlined as follows :

1. Direct Gifts . The donee of a direct gift, would have the option of

taking the gift into income immediately and paying tax at his

marginal rate or of depositing the gift in an interest-bearing

Income Adjustment Account bearing interest at 5 per cent .

2 . Annuities and Life Interests . Annuitants and the beneficiaries of

life interests, including widows who were beneficiaries of pensions

under a provision for a joint life.pension with continued payments

.to the survivor, would pay tax on the full amount of payments re-

ceived as and when received, assuming that our recommendations

with respect to tax-free transfers within the family unit were

not accepted. If the annuitant or life tenant died prematurely,

there would be no liability for tax in respect of payments which

were not ultimately received, as may be the case under the present

Estate Tax Act , which contains only limited provisions for ad-

justing the tax in case of premature death of an annuitant .

Assuming that the family unit proposals were adopted, if

a gift was made to a spouse or other member of a family unit,

the part of the payments attributable to the original fund would

be exempt and only the interest element would be taxed as and

when received.

3 . Pension and Retirement Saviqga Pa n•s_ Payments out of

Registered Retirement Income Plans would be fully taxable no

matter to whom they were payable . This would be so because the

fund from which the payments were made would have been created

from tax-free contributions, so that all payments should be taxed

whether paid to the employee, his spouse or other beneficiaries .

This is similar to the treatment which is proposed in Chapter 16 .

As explained in that chapter, the deferment of income tax at the

time of contribution is justified on broad social grounds .



4. Remainder Interests. Remainder interests would be taxed in full

when they were received at their then value, which would include

any gain in value between the time when the property was placed

in trust and the time when it came into the possession of the

remainderman. There would be no need to distinguish between vested

and contingent remainders, as tax would be imposed only when the

property came into possession . This would simplify considerably

the taxation of complex trust interests, although it would still

be necessary to provide for the taxation of income other than a

gift when it was received by a trust .

5 . Powers of Appointment and Powers of Encroachment. Persons bene-

fiting from the exercise of powers of appointment and powers of

encroachment would pay tax at their personal rates on the pro-

perty when received. There would be no need to tax the holders

of general powers of appointment or encroachment .

The foregoing is a brief outline of an alternative system of taxing

gifts . It would achieve some simplicity at the cost of giving all gifts

a deferment of tax in comparison with other forms of income, which would

be taxed when received or, in some cases, when accrued .



APPENDIX G

A SUMMARY OF THE UNITED KINGDOM ESTATE TAX AND
THE UNITED STATES GIFT TAX AND ESTATE TAX

We are outlining only the United Kingdom and the United States methods

of taxing transfers of wealth because the general tax environment of these

countries is relatively similar to that of Canada . Summaries of other

methods of taxing transfers of wealth can be found in the study on gift tax

published by the Commission l/ .

UNITED KINGDOM

The United Kingdom levies an estate duty under the provisions of the

Finance Act of 1894, as amended, but does not levy any tax on inter vivos

gifts, except that those made within five years of the death of the donor

are subject to estate duty. In general, the estate duty applies to pro-

perty situate in the United Kingdom .passing on the death of a deceased .

Property situate outside the United Kingdom is also taxed unless the law

applying to the devolution is neither English nor Scottish, and either (a)

the deceased died .domiciled outside the United Kingdom, or (b) the property

passed under a disposition made by a person who was domiciled outside the

United Kingdom when he made it .

Estate duty is levied on "property passing on the death" of a deceased .

The definition of such property is quite complex, and includes items which

are generally similar to the types of property included under section 3

of the Canadian Estate Tax Act, for example, property that the deceased owned

or was competent to dispose of, gifts made within five years of death ,

gifts with a reservation of benefit, benefits from insurance policies pro-

vided by the deceased, and the-beneficial interest in joint annuities

arising on death.

One property interest that is taxed in the United Kingdom but is not

taxed in Canada is the value of a life interest which has terminated ~ .

Under the United Kingdom law, when a life interest created under a will ha s
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terminated there is a second tax on the property interest passing because

of the termination, the first tax having been paid, of course, on the death

of the testator . The same position obtains where the life interest is

created under an inter vivos •settlement and the settlor fails to live for

five years after the settlement ~/ . Because this duty was being avoided

by life tenants selling their interests to remaindermen, or by remaindermen

releasing or selling their interests to life tenants, provisions were intro-

duced to include in the estate of a person who transferred such an interest

the value of the interest transferred, unless the transfer was made more

than five years prior to death .

Deductions from the estate include expenses (but not the costs of

administration or losses incurred during administration), debts and gifts

made for public or charitable purposes. There are various other exemptions

of considerable importance, such as an exemption for estates not exceeding

£~,000 . Of particular interest, in view of our recommendations relating

to the family unit, is a provision that where the surviving spouse has

only a limited interest in settled property, the estate is exempt on the

death of that spouse . There are also special reliefs or credits against

the duty which reduce the rate. The .rate of duty on the agricultural value

of agricultural land and on industrial plant and machinery used for the

purposes of a business is reduced by 45 per cent. Some property in which

the deceased did not have an interest is dutiable but is not aggregated

with the rest of his assets for estate duty, duty being levied on that

property separately .

There is a graduated reduced rate for quick successions and a tax

credit for foreign taxes paid on property situate in a foreign country .

Unilateral relief given by the statute to relieve double taxation is super-

seded when the United Kingdom has a reciprocal convention with another

country such as Canada or the United States .
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Valuation is generally at market value, with special rules applying

in particular to shares of controlled companies . Duty is levied on a

graduated scale from 1 per cent where the principal value is from £5,000 to

£6,000, to 8 per cent where the value is over £1,000,000 . The rate in each

bracket applies to the whole estate and is therefore also the average rate

and not the marginal rate on the excess over the previous bracket, as under

the Canadian estate tax .

Generally,tax is due six months from death and is payable by the person

who owns the property. Thus, if the donor of property dies within five years

after making a gift, the donee is liable for the tax. If there is a tax

on a trust on the termination of a life interest, the trustees pay the tax .

Tax which applies to property owned by the deceased at the date of death,

or which he could have owned, say, by exercising a power of appointment ,

is payable by the personal representatives of the deceased.

UNITED STATES

The United States federal government levies both an estate tax and a

gift tax under the Internal Revenue Code and Regulations J. The taxes

apply to all citizens and residents in respect,of property subject to tax,

whether the property is situate inside or outside the United States . The

jurisdiction assumed over non-resident aliens is more complex . Estate tax

is levied on all taxable property situate in the United States . Gift tax

applies to all such property if the non-resident alien is carrying on business

in the United States, but only to real and tangible personal property situ-

ated in the United States if he is not J.

Gift Tax

Gifts, though not specifically defined, include all inter vivos

gratuitous transfers, direct or indirect, and also transfers made for in-

adequate consideration. Arm's length transactions for business purposes

are not included. The rates-are progressive by brackets, and vary from
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2.25 per cent on taxable gifts up to $5,000 to 57.75 per cent on taxable

gifts over $10,000,000. The gift tax rates, after taking all matters into

account, are established at a level equal to 75 per cent of the estate tax

rates on equal stated bracket amounts. Unlike the position with respect to

estate tax, the gift tax liability itself does not form part of a taxable

gift .

In determining taxable gifts, there is an annual exclusion of gifts of

a present interest of up to $3,000 a year for each donee, in addition to a life-

time exemption of $30,000 for each donor and an unlimited deduction for

charitable gifts .

Generally speaking, property is valued at fair market value at th e

date of the gift, and liability for the tax is on the donor, the donee being

liable if the tax is not paid by the donor .

Two features of the tax are noteworthy in the light of our proposed

treatment of gifts and inheritances. In mitigation of the tax, a gift by

a married person to any person other than his spouse may, by election

applicable to all gifts made in the year, be considered to have been made

one half by each spouse. In addition, there is a marital deduction to the

extent of 50 per cent of gifts by one spouse to the other . On the other

hand, all previous taxable gifts made by a donor must be aggregated in com-

puting the rate of tax. The procedure is quite simple : tax is calculated

at current rates, first, on the aggregate of all taxable gifts made by a

donor in preceding years and, second, on the aggregate of all taxable gifts

in the current year and preceding years; the difference between the first

and the second calculation is the gift tax for the current year .

Estate Tax

The federal estate tax is levied at progressive rates on taxable

estates at rates from 3 per cent on taxable estates not over $5,000 to 77 per

cent on amounts in excess of $10,000,000. The gross estate includes all
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property owned beneficially by the deceased plus a wide variety of types of

property in which the deceased had an interest. The property included is

generally similar to the property brought into tax by section 3 of the

Canadian Estate Tax Act. The gross estate is sub ject to deductions for ad-

ministration expenses, casualty losses during administration, debts and

charitable deductions. There is also a most important marital deduction

which, in effect, allows a spouse to pass one half of his ad justed gross

estate g to his surviving spouse tax free, but only if the transfer is out-

right or in trust with a general .power of appointment in the surviving spouse

so as to render it sub ject to estate tax on her death .

There is also a system of tax credits for state death duties of all

kinds and for gift tax paid on amounts brought into the gross estate YJ . A

foreign tax credit is given by the Code or by tax treaties, and is generally

limited to the United States federal tax applicable to the property situate

in a foreign country. There is a diminishing credit for tax on prior trans-

fers which is intended to avoid double taxation in the case of two deaths

occurring within a comparatively short time .

Valuation is at fair market value, securities listed on exchanges being

valued at prices on the exchange, subject to recognition of the problem of

disposing of large blocks of stock without depressing the price. Valuation

is made as of the date of death of the deceased unless the alternate date

of one year from death is elected .

Most of the states also levy death duties of one kind or another .
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sales for full consideration, is more complex than the Canadian rule .

Under the United States rule, transfers made within three years of

death are deemed to have been made in contemplation of death,

subject to rebuttal, and are includible . Transfers made more than

three years before death are not considered to have been made in

contemplation of death.



APPENDIX H

COMPARISON OF INCOME TAXES PAYABLE AT DIFFERENT
INCOME LEVELS IN CANADA AND THE UNITED STATE S

This appendix provides more detailed data on income taxes paid at

different income levels in Canada and the United States than is provided in

the text of Chapter ll, and in doing so makes clear the assumptions used in

these comparisons . The important assumptions are the following:

1. In all of these comparisons, the income of a taxpayer is made up

entirely of wages and salaries .

2. Any transfer payments received by a taxpayer are excluded fro m

the comparison i/ .

3. No attempt is made to allow for provisions which affect taxes

only in subsequent year s

Other assumptions are referred to in notes to the various tables .

The most important single factor resulting in lower income taxes in

the United States for middle income families is the much more liberal

allowance of deductions from income . Table H-1 shows the total income

taxes which would be paid in Canada and the United States by a family that

had two children, owned its own home and had an income of $12,000 earned

by the head of the household . The second column of Table H-1 shows what

tax would be paid by this family if Canadian tax rates were applied to a

tax base defined in accordance with United States tax law . As can be seen

by comparing this tax with the taxes calculated in the other three columns,

the much lower taxes in the United States arise only in part from a lower

overall rate schedule. Including average state income taxes, the United

States middle income taxpayer pays roughly 10 per cent less tax than does

a Canadian taxpayer with the same amount of taxable income .~/ . However,

because taxable income is, on the average, a lower fraction of gross incom e
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for the United States taxpayer, the middle income United States taxpayer in

fact pays almost 30 per cent less tax .

The lower United States taxes result largely from a lower ratio of

taxable income to gross income. This lower ratio, in turn, results from the

deductibility of items such as mortgage interest, property taxes, state and

local sales taxes and state income taxes, as well as from a more liberal

definition of what can be claimed as charitable donations, expenses of earn-

ing employment income and other deductions .

In the comparisons which follow, taxpayers are compared in thre e

situations :

1. The taxpayer is assumed to be the head of a family with a wife and

two children and to claim itemized deductions equal to the average

deductions claimed by taxpayers who itemize .

2. The taxpayer is assumed to be single, to have no dependants and

to claim only the standard deductions ~/ .

3• The taxpayer is assumed to be married, to have no children and t o

claim only the standard deductions .

Data on estimated average itemized deductions are presented in Tables H-3

and H-4; tax comparisons are presented in Tables H-5, H-6 and H-7 .

Some previous comparisons of United States and Canadian income taxes

have been made using income taxes paid by residents of New York State as

representative of state and local income tax payments in the United States ~ .

As Table H-2 shows, income taxes in New York State are actually higher than

in any other major state except Wisconsin. In fact, they are roughly 2 .7

times as high as average state and local income taxes combined in the United

States. All comparisons reported in Tables H-5, H-6 and H-7 are conse-

quently based on the average state and local income taxes deducted by all

taxpayers filing returns with itemized deductions . Since it may be of



interest, average income taxes paid by a resident of New York State with a

wife and two children and with deductions itemized are shown in Table H-8 .

As can be seen by comparing this table with Table H=5, income taxes are lower

than Canadian income taxes, even for taxpayers in New York State .

It should be emphasized that the comparisons in this appendix and in

Chapter 11 include personal income taxes only. The United States capital

gains tax is not taken into account and it is assumed that gross income is

defined in the same way in the two countries . No attempt has been made to

take into account other direct taxes, such as corporate income taxes or gift

taxes, which reduce the net economic power of a taxpayer . Compulsory pay-

ments into government pension plans have also been excluded. Because com-

pulsory payments into government pension schemes have been included in an

earlier comparison, ~/ a comparison including Social Security taxes for

United States taxpayers and Canada .Pension Plan payments for Canadian tax-

payers is presented in Table H-9 . As can be seen by comparing the figures

in Table H-9 with those in Tables H-5 and H-6, the inclusion of these

compulsory government pension plan contributions does not materially affect

the range of incomes for which taxes are lower in the United States . In

spite of the recent large increase in Social Security taxes in the United

States to pay for a restricted medicare programme, income taxes and com-

pulsory social security contributions are still less in the United States

than in Canada for taxpayers with incomes over $8,000 who have two children

and itemize deductions.
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TABLE H- 2

AVERAGE STATE AND LOCAL INCOME TAXES DEDUCTED
ON UNITED STATES FEDERAL INCOME TAX RETURNS
WITH ITEMIZED DEDUCTIONS IN 1962, BY STATES

WITH MORE THAN 1,000,000 TAX RETURNS

States

Wisconsin

New York

Minnesota

Massachusetts

North Carolina

Maryland (inc . D.C.)

Virginia

Indiana

Number of
Tax Returns Average State

Number of With Itemized Income Tax

Tax Returns Deductions Deducted

1,407,472 493,951 $ 278 .2

6,629,260 3,524,191 232 .8

1,191,577 513,152 170.6

2,029,442 865,839 142.7

1,353,694 571,113 142.4

1,619,915 593,313 139.9

1,320,568 462,375 129.9

1,590,890 438,991 97.1

All United States
Returns 62,709,083

Georgia

California

Missouri

New Jersey

Connecticut

Tennessee

Pennsylvania

Washington

Florida

Ohio

Michigan

Illinois

Texas

26,455,432 85. 4

1,096,984 433,546 84.1

6,186,519 3.,.298,793 77.4

1,483,258 611,231 69.8

2,386,667 1,147,262 29.1

1,007,534 398, 117 27.0

1,090,583 427,577 14.8

4,021,286 1,645,179 12 .4

1,018,194 426,865 7.3

1,685,127 835,994 5.6

3,360,412 1,303,862 5.2

2,612,414 1,197,409 5 .2

3,806, 569 1,461,37-3 4i5

3,020,013 1,072,486 3. 4

Source : Statistics of Income, 1962: Individual Income Tax Returns,
Washington ; Internal Revenue Service, 1965, Tables 26, 28 and 29 .
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TABLE H-3

AVERAGE ITEMIZED DEDUCTIONS IN THE UNITED STATES
AT DIFFERENT INCOME LEVELS FOR

MARRIED TUIPAYER.S FILING JOINT RETURNS IN 1962

State Other
Chari- and State
table Local and Other Total

Medical Contri- Income Local Deduc- Deduc-
Income Expenses butions Taxes Taxes Interest tions t ons

$ 1,500 - - $ 3 - - -

2,500 $ 169 $ 88 23 $ 112 $ 70 $ 55 $ 517

3,500 222 143 39 183 152 97 836

5,000 193 180 56 268 290 133 1,120

6,500 232 218 68 322 350 161 1,351

8,000 191 248 86 409 453 165 1,552

10,000 184 312 106 510 519 191 1,822

12,000 211 358 123 584 597 220 2,093

15,000 248 483 154 736 595 285 2,501

25,000 314 842 247 1,176 757 490 3,826

40,000 493 1,323 388 1,850 1,191 770 6,015

70,000 677 2,954 676 3,233 1,944 1,622 11,lo6

100,000 711 6,083 912 4,352 3,006 2,721 17,785

200,000 562 19,854 1,640 7,826 5,334 4,893 40,109

350,000 1,031 36,450 3,010 14,368 9,794 8,983 73,636

600,000 1,783 63,040 5,206 24,849 16,938 15,537 127,35 3

Note : The deductions presented in this table were estimated from separate
estimates of average total deductions associated with each income
level and of the average percentage breakdown of total deductions .

Total deductions were interpolated from data in Table 13 on average
total deductions by income class for joint returns of husbands and
wives with itemized deductions, assuming each average deduction to
correspond to total deductions claimed by a taxpayer with income

equal to the average adjusted gross income of taxpayers in the class .

The percentage breakdown of total deductions was likewise inter-
polated from data in Table 14 on total deductions of each type
claimed in each income class by all returns with itemized deductions .

State and local income taxes were assumed to be a constant 17,3 per
cent of total state and local taxes deducted, based on average United

States data in Table 29 .

Source : Statistics of Income, 1962 : Individual Income Tax Returns, Washington ;

Internal Revenue Service, 1965, Tables 13, 1, and 29.
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TABIR H-4

AVERAGE ITENQZED DEDUCTIONS AT DIFFERENT INCOME
LEVELS FOR CANADIAN TAX PAYERS IN 1964

ADJUSTED FOR CANADA PENSION PLAN CONTRIBUTIONS

Retirement Chari-
Pension Savings table Canada Total
Contri- Plan Medical Contri- Pension Deduc-

Income butions Premiums Expenses butions Plan tions

$ 1,500 6 - 83 97 16 202

2,500 19 - 90 140 34 283

3,500 50 1 101 166 52 370

5,000 107 3 121 178 79 488

6,500 152 7 126 191 79 555

8,000 190 12 142 271 79 694

10,000 228 44 131 280 79 762

12,000 270 66 135 328 79 878

15,000 301 153 143 370 79 1,046

25,000 341 386 160 683 79 1,649

40,000 402 594 189 1,145 79 2,409

70,000 483 628 255 2,302 79 3,747

100,000 496 523 306 3,841 79 5,245

200,000 536 632 449 9,984 79 11,680

350,000. 608 1,086 652 19,727 79 22,152

600,000 1,043 1,862 1,117 33,817 79 37,918

Note : Deductions presented in this table were interpolated as in Table
H-3 from estimates of average deductions of each type for taxpayers
classified by income class . Average pension contributions and
retirement savings plan premiums were estimated for all taxpayers

in an income class ; medical expenses and contributions to charities

were averaged over taxpayers not claiming the standard deduction
(equal to the total amount claimed as standard deductions divided

by 100) . Although the Canada Pension Plan did not exist in 1964,
the table gives the amounts which would have been payable by tax-

payers receiving their income in the form of wages and salaries if
the Plan had been in force in 1964 .

Source : 1966 Taxation Statistics : Individual Tax Statistics for 1964,
Ottawa; Department of National Revenue, preliminary figures Table 2 .
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TABLE H-8

INCOME TAXES PAYABLE IN NEW YORK STATE BY A HUSBAND
AND WIFE WITH 2 DEPENDENT CHILDREN

CLAIMING ITEMIZED DEDUCTION S

Taxable
New York New York Income
State State for Federal Total
Taxable Income Federal Income Income

Income Income Tax Tax Tax Taxes

$1,500 - - - - -

2 , 500 - - - - -

3,500 303 - 303 42 42

5,000 1,536 11 1,525 219 230

6,500 2,817 50 2,767 413 463

8,000 4,134 100 4,034 621 721

10,000 5,885 179 5,706 944 1,123

12,000 7,630 273 7,357 1,256 1,529

15,000 10,253 443 9,810 1,778 2,221

25,000 19,021 1,237 17,784 3,760 4,997

40,000 31,973 2,532 29,441 7,662 10,194

70,000 57,170 5,052 52,118 18,123 23,17 5

100,000 80,727 7,408 73,319 29,545 36,953

200,000 159,131 15,248 143,883 72,943 88,191

350,000 276,974 27,032 249,942 145,939 172,971

600,ooo 475,453 46,880 428,573 270,981 317,86 1

Note : Taxable income for New York State income tax was estimated by sub-
tracti from income the sum of allowable personal exemptions
($2,600 and average total itemized deductions less average state
and local income taxes, presented in Table H-2. New York State
income tax was calculated using 1965 rates and credits . Federal
income tax was calculated using 1966 rates .



630

TABLE H-9

TOTAL INCOME AND SOCIAL SECURITY TAXES PAYABLE

IN THE UNITED STATES AND TOTAL INCOME TAX

AND CANADA PENSION PLAN CONTRIBUTIONS

PAYABLE IN CANADA

(1966: RATES)

Single Individual, Married Taxpayer With
Claiming Standard Two Children Claiming

Deductions Only Itemized Deductions

Income United State s

1,500 153

2,500 372

3,500 605

5,000 937

6,500 1,306

8,000 1,643

10,000 2,126

12,000 2,718

15,000 3,765

25,000 8,254

40,000 16,607

70,000 35,119

100,000 55,575

200,000 126,287

350,000 232,657

600,000 409,853

Canada United States Canada

67 66 16

232 128 34

446 223 119

770 558 373

1,097 751 665

1,463 992 944

2,019 1,342 1,395

2,664 1,686 1,906

3,809 2,273 2,823

8,254 4,561 6,837

15,699 9,163 13,745

32,589 21,394 29,441

51,034 34,422 46,650

119,729 83,841 110,503

230,924 165,765 213,106

428,369 305,359 396,755

Note : Income is assumed to be composed entirely of wages and salaries in
computing Canada Pension Plan payments and United States Social

Security taxes . United States calculations include average state and

local taxes . Canadian income tax is the federal income tax before

deduction of the provincial abatement. All amounts except United

States state and local taxes were calculated at 1966 rates . United

States state and local taxes were assumed to be the 1962 averages

presented in Table H-2 . Canada Pension Plan contributions are

deductible in computing income, but United States Social Security

taxes are not .
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~ This assumption results in the exclusion of family allowances in the

comparisons of taxes paid by families with children . If family allow-

ances were included, it would be necessary to take other transfer pay-

ments into account as well in order to be consistent .

~ This assumption results in giving no weight to the fact that, in the

United States., pensions based on a taxpayer's pension contributions will

subsequently be received free of tax . At the some time the Canadian

allowance of the deduction of pension contributions is not discounted b y

reason of the fact that the pensions based thereon will later be taxable .

31 For example, on taxable income of $8,522, the United States taxpayer in

an average state would pay state and federal income taxes totalling

$1,634; this is $193 less than a Canadian taxpayer living in a province

other than Manitoba, Saskatchewan or Quebec would pay .

~ In Canada, the standard deduction is a flat $100 per taxpayer in lieu of

itemized deductions for charitable donations and allowable medical ex-

penses . In the United States, the standard deduction is the greater of :

(a) 10 per cent .of income; or (b) $100 plus an additional $100 for each

dependant claimed; with a maximum standard deduction of $1,000. The

United States standard deduction is in lieu of the broader range of

itemized deductions, including home owner deductions and state income

and sales tax deductions, allowed in that country .

~ An example is provided by the 1965-66 Budget Speech reported in House of

Commons Debates , April 26, 1965 . The comparisons made in the Budget

Speech differ from the comparisons made in this appendix in that the for-

mer are based on an estimate of deductions which is substantially below

the United States average and, in the case of a taxpayer with $15,000

income, is actually lower than what can be claimed as a standard deduction .

Budget Speech, House of Commons Debates , April 26, 1965 .



APPENDIX I

COMPARISON OF TAX LIABILITIES FOR WAGE
EARNERS IN DIFFERENT FAMILY SITUATIONS

UNDER THE CURRENT AND PROPOSED TAX SYSTEM

The tables in this appendix give a detailed comparison of the tax

liabilities of different families earning income from employment under the

current tax system and the proposed tax system in four cases reflectin g

different family situations .

These cases are as follows :

1. An unattached individual or a family unit with one income recipient .

2 . A family unit with 20 per cent of its income earned by a working wife

and the balance by,the husband .

3 . A family unit with 35 per cent of its income earned by a working wife

and the balance by the husband .

4 . A family unit in which the husband and wife each earn 50 per cent of

the income .

In all cases, it is assumed that all of the income is from employment and

that the children are qualified for family allowances, each at the rate of

$72 a year .

For each case, three tables are presented. The first table lists the

total federal income taxes, before the deduction of the provincial tax

abatements, that are payable by unattached individuals and by family units

composed of married couples with different numbers of children, given

different levels of employment income . The second table shows the effective

average tax rate for taxpayers in each situation . The effective average tax

rate is the ratio of taxes paid to income . The third table presents esti-

mates of the effective marginal rates applicable to taxpayers in each situa-

tion. These estimates are based on the assumption that, currently, tax is

imposed on the same proportion of the additional income as of the taxpayer' s

633
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entire income . The marginal rates are computed as the effective rate of tax

on an additional $500 of income .

The four cases analyzed in this fashion show the effect of differen t

proportions of income being earned by husbands and wives . In the last three

cases, it is assumed that families with dependent children are eligible for

the $80 working mother credit but not for the additional $120 credit for

families with children younger than seven, although it is unlikely that

families with many children would not be eligible for the latter credit .

In all these tables, in calculating tax liabilities under the proposed

system, income is determined under the comprehensive definition, and is

assumed, for illustrative purposes, .to be employment income only, apart

from family allowances, which are also taken into account . It is assumed

that the $50 standard deduction and the 3 per cent optional standard employ-

ment expense deduction are claimed and that no additional allowable deduc-

tions are itemized . Alternatively, it may be assumed that any additional

deductions beyond these amounts are offset by the attribution of fringe

benefits and other components of the comprehensive tax base which at present

are untaxed. Current tax includes both income tax and old age security tax .

Parents of dependent children are assumed to be receiving family allowances

of $6 per month per child .

The way in which the taxes are computed under the first table for each

case can best be described by reference to several examples . Example 1

.(a single individual earning $3,500) shows the method of calculation of the

two tax figures which are presented in the fifth set of three figures in

the column headed "unattached individual" in Table I, 1-1 . Gross taxes

under our proposals are calculated using the rate schedule for indivi-

duals presented in Table 11-4 of Chapter 11 . Example 2 (a family with

a wife and three children with one income recipient earning $6,500) gives

the calculations underlying the two tax figures shown in the eighth set of

numbers in the fifth column of Table I, 1-1 . Gross taxes in this example
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are calculated using the family rate schedule presented in Table 11- 6 of

Chapter 11 . Example >(a family with two school-age children in which both

spouses work, the husband earning $5,200 and the wife $2,800) gives the cal-

culations underlying the two tax figures shown in the ninth set of figures,

that is, the row corresponding to total family income of $8,odo, in the

third column of Table I, 3-1 .
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CALCULATION OF TAXES UNDER THE CURRENT AND PROPOSED SYSTEMS
EXAMPLE 1 : SINGLE INDIVIDUAL

EARNING $3,500

Tax Calculation
Current Tax Under the
Calculation Proposed System

1 . Income Receive d

Income earned from employment $3,500 $3,500
Family allowances N.A . 0

$3,500 $3,500

2 . Deductions

Employment expense deduction N .A. $ 105

Personal exemption $1,000 N.A .

Dependant allowances 0 N.A .

Standard deduction 100 50

$1,100 . $ 155

3 . Net Taxable Income $2,400 $3,345

4 . Gross Tax

Income tax (1966 rates for current
tax calculation) $ 298 $ 374

Old age security tax 96 N.A.

$ 394 $ 374

5 . Tax Credits

Tax credit for first child N.A. 0
Tax credit for additional children N .A. 0

Tax credit for working mothers N.A. 0
Additional tax credit for working

mothers with pre-school children N.A. 0

0 0

6 . Net Tax Paid $ 394 $ 374

Note : "N.A." means that the item is not applicable .
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CALCULATION OF TAXES UNDER THE CURRENT AND PROPOSED SYSTEMS
EXAMPLE 2 : FAMILY WITH WIFE AND THREE CHILDRE N

HUSBAND EARNING $6,500

1 . Income Received

Tax Calculation
Current Tax Under the
Calculation Proposed System

Income earned from employment $6,500 $6,500
Family allowances ($6 per month per child) N .A. 216

2 . Deductions

6 00 $6,716

Employment expense deduction N.A. $ 195
Personal exemptions $2,000 N.A .
Dependant allowances 900 N.A.
Standard deduction 100 50

$3,000 $ 245

3 . Net Taxable Income $3,500 $6,471

4 . Gross Tax

Income tax (1966 rates for current
tax calculation) $ 495 $ 741

Old age security tax 120 N.A .

5 . Tax Credits

Tax credit for first child N .A. $ 100
Tax credit for additional children N .A. 120
Tax credit for working mothers N .A. 0
Additional tax credit for working
mothers with pre-school children N .A. 0

0 $ 220

6 . Net Tax Paid $ 615 $ 521

Note : "N .A ." means that the item is not applicable .



638

CALCULATION OF TAXES UNDER THE CURRENT AND PROPOSED SYSTEMS

EXAMPLE 3 : FANIILY WITH TWO SCHOOL-AGE CHILDREN ,

BOTH HUSBAND AND WIFE WORKING, HUSBAND EARNING
$5,200, WIFE EARNING $2,800

Current Tax Tax Calculation Under
Calculation the Proposed System

Husband's Wife' s
Return Return Family Return

1 . Income Received

Income earned from employment $5,200 $2,800 $8,000

Family allowances ($6 per month
per child) N.A. N .A. 144

$5,200 $2,800 $8,144

2 . Deductions

Employment expense deduction N .A . N.A. $ 240

Personal exemptions $1,000 $1,000 N.A.

Dependant allowances 600 0 N.A .

Standard deduction 100 100 50

$1,700 $1,100 $ 290

3 . Net Taxable Income $3,500 $1,700 $7,854

4. Gross Tax

Income tax (1966 rates for curren t
tax calculation) $ 495 $ 188 $1,018

Old age security tax 120 68 N.A .

1861 $ 256 $1,0

$871

5. Tax Credits

Tax credit for first child N .A. $ 100

Tax credit for additional children N .A. 60

Tax credit for working mothers N .A. 80

Additional tax credit for working
mothers with pre-school children N .A. 10

0 $ 240

6. Net Tax Paid $871 $ 778

Note : "N.A." means that the item is not applicable .
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TABLE I, 1- 1

CHANGES IN TAX LIABILITIES UNDER THE PROPOSED TAX SYSTEM FOR AN UNATTACHED
INDIVIDUAL AND A FAMILY UNIT WITH ONE INCOME RECIPIEN T

GROSS
EMPLOYMEN T

INCOME

UNAT-
TACHED
INDIVI-
DUAL

STATUS OF TAXPAYE R

MARRIED COUPL E

NUMBER OF CHILDRE N

0 1 2 3 5 8
1500 CURRENT TAX (1966 RATES) 51. 0. 0. 0. 0. 0. 0.

TAX UNDER OUR PROPOSALS . 49. 0. 0. 0. 0. 0. 0.
INCREASE OR DECREASE IN TAX -3. 0. 0. 0. 0. 0. 0.

2000 CURRENT TAX (1966 RATES) 115. 0. 0. 0. 0. 0. 0.
TAX UNDER OUR PROPOSALS 119. 0. 0. 0. 0. 0. 0.
INCREASE OR DECREASE IN TAX 3 . 0. 0. 0. 0. 0. 0.

2500 CURRENT TAX (1966 RATES) 202. 51. 13. 0. 0. 0. 0.
TAX UNDER OUR PROPOSALS 199. 36. 0. 0. 0. 0. 0.
INCREASE OR DECREASE IN TAX -3 . -15. -13. 0. 0. 0. 0.

3000 CURRENT TAX (1966 RATES) 292. 115. 77. 38. 0. 0. 0.
TAX UNDER OUR PROPOSALS 281 . 99. 8. 0. 0. 0. 0.
INCREASE OR DECREASE IN TAX -11 . -16. -69. -38. 0. 0. 0.

3500 CURRENT TAX (1966 RATES) 394 . 202. 148. 102. 64. 0. 0.
TAX UNDER OUR PROPOSALS 374 . 172. 84. 35. 0. 0. 0.
INCREASE OR DECREASE IN TAX -20. -30. -64. -67. -64. 0. 0.

4000 CURRENT TAX (1966 RATES) 499 . 292 . 238. 184. 130. 51. 0.
TAX UNDER OUR PROPOSALS 471 . 250. 161 . 113. 65. G. 0.
INCREASE OR DECREASE IN TAX -28 . -42. -77. -71. -65. -51. 0.

5000 CURRENT TAX (1966 RATES) 691 . 499. 436. 373. 310. 202. 64.
TAX UNDER OUR PROPOSALS 681 . 421. 334 . 287. 240. 147. 8.
INCREASE OR DECREASE IN TAX -10. -78. -102. -86. -70. -55. -56.

6500 CURRENT TAX (1966 RATES) 1018 . 798. 732 . 672. 615. 499. 310.
TAX UNDER OUR PROPOSALS 1016 . 698. 612 . 567. 521 . 430. 293.
INCREASE OR DECREASE IN TAX -2. -100. -120. -105. -94. -69. -17.

8000 CURRENT TAX (1966 RATES) 1384 : 1128. 1062 . 996. 930. 798. 615.
TAX UNDER OUR PROPOSALS 1365 . 989. 903. 858. 812. 722. 587.
INCREASE OR DECREASE IN TAX -19. -139. -159. -138. -118. -76. -28.

10000 CURRENT TAX (1966 RATES) 1 .940. 1644. 1566. 1488. 1410. 12-54. 1040.
TAX UNDER OUR PROPOSALS . 1864 . 1393. 1309. 1264. 1219, 1129. 997.
INCREASE OR DECREASE IN TAX -76 . -251 . -257 . -224. -191. -125. -43.

12000 CURRENT TAX (1966 RATES) 2585 . 2240. 2150. 2060. 1970. 1790. 1.540 .
TAX UNDER OUR PROPOSALS 2400 . 1817. 1733. 1688. 1644. 1556. 1427 .
INCREASE OR DECREASE IN TAX -185. -423. -417. -372. -326. -234. -113.

15000 CURRENT TAX (1966 RATES) 3730. 3330. 3210. 3090. 2970. 2760. 2445.
TAX UNDER.OUR PROPOSALS 3265. 2507. 2424. 2382 . 2339 . 2253 . 2128.
INCREASE OR DECREASE IN TAX -465 . -823. -786. -708. -631. -507. -317.

20000 CURRENT TAX (1966 RATES) 5925. 5475. 5340. 5205. 5070. 4800. 4395.
TAX UNDER OUR PROPOSALS 4839 . 3828. 3748. 3707. 3667. 3586. 3465.
INCREASE OR DECREASE IN TAX -1086 . -1647. -1592 . -1498. -1403. -1214. -930.

25000 CURRENT TAX (1966 RATES) 8175. 7725 . 7590 ., 7455, 7320. 7050. 6645.
TAX UNDER OUR PROPOSALS 6572 . 5356. 5279, 5241 . 5203. 5 128. 5016.
INCREASE OR DECREASE IN TAX -1603 . -2369. -2311. -2214.-2117. -1922 . -1629 .

30000 CURRENT TAX (1966 RATES) 10620 . 10120. 9970. 9820. 9670. 9370. 8920.
TAX UNDER OUR PROPOSALS 8411 . 7084. 7010. 6975. 6940. 6870. 6767.
INCREASE. OR DECREASE IN TAX -2209 . -3036. -2960. -2845. -2730. -2500. -2153 .

40000 CURRENT TAX (1966 RATES) 1.5620. 1.5120 . 14970. 14820. 14670 . 14370. 13920 .
TAX UNDER OUR PROPOSALS 12300. 10868. 10795. 10763. 10730 . 10665. 10568 .
INCREASE OR DECREASE IN TAX ' -3320 . -4252. -4175. -4057. -3940. -3705. -3352 .

50000 CURRENT TAX (1966 RATES) 2 .1065 . 20515. 20350. 20185. 20020. 1 -9690. 1.9195 .
TAX UNDER OUR PROPOSALS 16484 . 15046. 14976. 14946. 14917 . 14857. 14768.
INCREASE OR DECREASE IN TAX =4581 . -5469. -5374. -5239. -5103. -4833. -4427.

70000 CURRENT TAX (1966 RATES) 32510 . 31910. 31730. 31550. 31370 . 31010. 30470.
TAX UNDER OUR PROPOSALS 25462. 24024. 23957. 23930. 23903 . 23850. 23769.
INCREASE OR DECREASE IN TAX -7048 . -7886. -7773 . -7620. -7467. -7160. -6701.

100000 CURRENT TAX (1966 RATES) 50955 . 50305. 50110. 49915. 49720. 49330. 48745.
TAX UNDER OUR PROPOSALS . 39845.' 38407. 38343 . 38318. 38293. 38244. 38170.
INCREASE OR DECREASE . IN TAX -11110. -11898 . -11767. -11597. -11427. -11086 . -10575 .

200000 CURRENT TAX (1966 RATES) . 119650. 118950. 118740. 118530. 118320. 111900. 117270 .
TAX UNDER OUR PROPOSALS 89840 . 88402. 88338. 88314. 88290. 88242. 88170 .
INCREASE OR DECREASE IN TAX -29810 . -30548 . -30402 . -30216. -30030. -29658. -29100 .

Note : See assumptions in Appendix I.
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TABLE I . 1- 2

EFFECTIVE AVERAGE TAX RATES UNDER THE CURRENT AND PROPOSED TAX SYSTEMS FOR
AN UNATTACHED INDIVIDUAL AND A FAMILY UNIT WITH ONE INCOME RECIPIEN T

STATUS OF TAXPAYE R

GROSS

EMPLOYMENT
INCOME

UNAT-
TACHED

INDIVI-
DUAL

MARRIED COUPL E

1500 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

2000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

2500 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

3000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

3500 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

4000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

5000 CURRENT. TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

6500 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

8000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

10000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS .
CHANGE IN EFFECTIVE RAT E

12000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

15000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

20000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

25000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

30000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RATE

40000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHAN GE IN EFFECTIVE RAT E

50000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

70000 CURRENT TAX (1966 RATES) .
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RATE

100000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

200000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RATE

NUMBER OF CHILDREN

0 1 2 3 5 8

0.034 0 .000 0.000 0.000 0.000 0.000 0 .000
0.032 0 .000 0.000 0 .000 0.000 0.000 0.00 0

-0.002 0.000 0.000 0.000 0.000 0.000 0.000

0.058 0.000 0.000 0.000 0.000 0.000 0.000
0.059 0.000 0.000 0.000 0.000 0.000 0.000
0.002 0.000 0.000 0.000 0.000 0.000 0.000

0.081 0.020 0.005 0.000 0.000 0.000 0.000
0.079 0.014 0.000 0.000 0.000 0.000 0.000

-0.001 -0.006 -0.005 0.000 0.000 0:000 0.000

0.097 0.038 0.026 0.013 0.000 0.000 0.000
0.094 0 .033 0.003 0.000 0.000 0.000 0.00 0

-0.004 -0.005 -0.023 -0.013 0.000 0.000 . 0 .000

0.113 0.058 0.042 0.029 0.018 0.000 0.000
0.107 0.049 0.024 0.010 0.000 0.000 0.000

-0.006 -0.009 -0.018 -0.019 -0.018 0.000 0.000

0 .12.5 0.073 0.059 0.046 0.032 0.013 0.000
0.118 0.062. 0.040 0.028 0.016 0.000 0.000

-0 .007 -0.011 -0.019 -0.018 -0.016 -0.013 0.000

0 .138 0.100 0.087 0.075 0.062 0.040 0.013
0.136 0.084 0.067 0.057 0.048 0.029. 0.002

-0.002 -0.016 -0.020 -0.017 -0.014 -0.011 -0 .011

0 .157 0.123 0.113 0.103 0.095 0.077 0.048
0 .156 0.107 0.094 0.087 0.080 0.066 0.04 5

-0.000 -0.015 -0.018 -0.016 -0.014 -0.011 -0.003

0.1-73 0.141 0.133 0.124 0.116 0.100 0.077
0.171 0.124 0.113 0.107 0.102 0.090 0.073

-0.002 -0.017 -0.020 -0.017 -0.015 -0.010 -0.003

0.194 0.164 0.157 0.149 0.141 0.125 0.104
0.186 0.139 0.131 0.126 '0.122 0.113 0.10 0

-0.008 -0.025 -0.026 -0.022 -0.019 -0.012 -0 .004

0.215 0.187 0.179 0.172 0.164 0.149 0.128
0 .200 0.151 0.144 0.141 0.137 0.130 0.11 9

-0 .015 -0.035 -0.035 -0.031 -0.027 -0.020 -0 .009

0 .249 0.222 0.214 0.206 0.198 0.184 0.163
0 .218 0.167 0.162 0.159 0.156 0.150 0:142 .

-0 .031 -0.055 -0.052 -0.047 -0.042 -0.034 -0.021

0 .296 0 .2 .74. 0.267 0.260 0.253 0.240 0.220
0 .242 0.191 0.187 0.185 0.183 0.174 0.173

-0 .054 -0.082 -0.080 -0.075 -0.070 -0.061 -0 .046

0.327 0.309 0.304 0298 0.293 0.282 0.266.
0.263 0.214 0.211 0.210 0.208 0.205 0.20 1

-0.064 -0.095 -0.092 -0.089 -0.085 -0.077 -0.065

0.354 0.337 0.332 0.327 0.322 0.312 0.297
0.280 0.236 0.234 0.232 0.231 0.229 0.22 6

-0 .074 -0:101 -0.099 -0.095 -0.091 -0.083 -0.072

0 .390 0.378 0.374 0.370 0.367 0.359 0 .348
'0 .308 0.272 0.270 0.269 0.268 0.267 0.264

-0 .083 -0.106 -0.104 -0.101 -0.098 -0.093 -0 .084

0.421 0.410 0.407 0.404 0.400 0.394 0.384
0.330 0.301 0.300 0.299 0.298 0.297 0.295

-0.092 -0.109 -0.107 -0.105 -0.102 -0.097 -0.08 9

0.464 0.456 0.453 0.451 0.448 0.443 0.435
0 .364 0.343 0.342 0.342 0.341 0.341 0.340

-0.101 -0.113 -0:111 -0.109 -0.107 -0.102 -0.096

0.510 0.503 0.501 0.499 0.497 0.493 0.487
0.398 0.384 0.383 0.383 0.383 0.382 0.382

-0.111 -0.119 -0.118 -0.116 -0.114 -0.111 -0.106

0.598 0:595 0.594 0.593 0 .592. 0.589. 0.586
0.449 0.442 0.442 0.442. 0.441 04441 0 .441

=0 .149 -0.153 -0.152 . -0.151 -0.150 -0.148 -0 .14 6

Note: . See assumptions in Appendix I .
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TABLE I, 1- 3

EFFECTIVE MARGINAL TAX RATES UNDER THE CURRENT AND PROPOSED TAX SYSTEMS FOR
AN UNATTACHED INDIVIDUAL AND A FAMILY UNIT WITH ONE INCOME RECIPIEN T

STATUS OF TAXPAYE R

GROSS
EMPLOYMEN T

INCOME

UNAT-
TACHED
INDIVI-
DUAL

MARRIED COUPL E

1500 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

2000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

2500 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

3000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RATE

3500 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RATE

4000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

5000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

6500 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

8000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

10000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

12000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

15000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

20000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

25000 CURRENT TAX (1966 RATES)
TAX I UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

30000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RATE

40000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RATE

50000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

70000 CURRENT TAX (1966 RATES)
TAX, UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

100000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

200000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RATE

NUMBER OF CHILDRE N

0 1 2 3 5 8

0.128 0.000 0.000 0.000 0.000 0.000 0.000
0.140 0.000 0.000 0.000 0.000 0.000 0.000
0.012 0.000 0.000 0.000 0.000 0.000 0.000

0.174 0.102 0.026 0.000 0.000 0.000 0.000
0.160 0.071 0.000 0.000 0.000 0.000 0 .00 0

-0.013 -0.031 -0.026 0.000 0.000 0.000 0.000
0.180 0.128 0.128 0.077 0.000 0.000 0.000
0.165 0.126 0.016 0.000 0.000 0.000 0.00 0

-0.015 -0.002 -0.112 -0.077 0.000 0.000 0 .000
0 .204 0.174 0.14Z 0.128 0.128 0.000 0 .000
0 .186 0.147 0.151 0.070 0.000 0.000 0 .00 0

-0.018 -0.027 0.009 -0.058 -0.128 0.000 0:000
0.210 0.180 0.180 0.163 0.132 0.102 0.000
0.194 0.155 0.155 0.155 0.131. 0.000 0.000

-0 .016 -0.025 -0.025 -0.008 -0.001 -0.102 0.000
0 .194 0.204 0.186 0.180 0.180 0.128 0.000
0 .207 0.168 0.171 0.174 0.175 0.11-7 0 .000
0 .013 -0.036 -0.015 -0.006 -0.005 -0.011 0.000
0 .214 0.194 0.206 0.210 0.210 0.180 0.132
0 .219 0.180 0.182 0.183 0.184 0.184 0.184
0 .005 -0.014 -0.024 -0.027 -0.026 0.004 0.052
0.220 0.220 0.220 0.208 0.190 0.194 0 .2-10
0 .233 0.194 0.194 0.194 0.194 0.194 0.194
0.013 -0.026 -0.026 -0.014 0.004 0.000 -0 .016
0.260 0.252 0.228 0.220 0.220 0.220 0.190
0.241 0.198 0.199 0.201 0.202 0.204 0.204

-0.019 -0.054 -0.029 -0.019 -0.018 -0.016 0 .014
0 .300 0.292 0.268 0.260 0.260 • 0.260 0.220
0 .258 0.206 0.208 0.209 0.211 0.213 0.21 3

-0.042 -0.086 -0.060 -0.051 -0.049 -0.047 -0.007
0 .350 0.340 0.310 0.300 0.300 0.300 0.260
0 .275 0.216 0.219 0.222 0.225 0.231 0 .23 3

-0 .075 -0.124 -0.091 -0.078 -0.075 -0.069 -0 .027
0.400 0.400 0.400 0.400 0.400 0.350 0 .350
0.291 0.2,33 0.236 0.241 0.245 0.253 0 .26 2

-0.109 -0.167 -0.164 -0.159 -0.155 -0.096 -0 .088
0.450 0.450 0.450 0.450 0.450 0.450 0.450
0.320 0 .2.70 0.2.72 0.2.78 0.283 0.295 0.31 0

-0:130 -0.180 -0.178 -0.172 -0.167 -0.155 -0 .140
0:450 0.450 0.450 0.450 0.450 0.450 0 .450
0 .350 0.310 0.312 0.318 0.323 0.335 0 .350

-0.100 -0.140 -0.138 -0.132 -0.127 -0.115 -0.100
0 .500 0.500 0.500 0.500 0.500 0.500 0.500
0 .370 0.350 0.351. 0.356 0.360 0.369 0.380

-0.130 -0.150 -0.149 -0.144 -0.140 -0.131 -0.120
0 .500 0.500 0.500 0.500 0.500 0.500 0.500
0 .390 0.380 0.382 0.388 0.393 0.405 0 .42 0

-0.110 -0.120 -0.118 -0.112 -0.107 -0.095 -0 .080
0 .550 0.550 0.550 0.550 0.550 0.550 0 .550
0.420 0.420 0.421 0.424 0.427 0.432 0 .44 0

-0.130 -0.130 -0.129 -0.126 -0.123 -0.118 -0 .110
0.600 0.600 0.600 0.600 0.600 0.600 0 .600
0.460 0.460 0.460 0.460 0.460 0.460 0 .46 0

-0.140 -0.140 -0.140 -0.140 -0.140 -0.140 -0 .140
0.650 0.650 0.650 0.650 0.650 0.650 0 .650
0.4.90 0.4.90 0.490 0.4.92 0.4.93 0.4.96 0 .50 0

-0.160 -0.160 -0.160 -0.158 -0.157 -0.154 -0 .150
0.700 0.700 0.700 0.700 0.700 0.700 0.700
0.500 0.500 0.500 0.500 0.500 0.500 0.500

-0.200 -0.200 -0.200 -0.200 -0.200 -0.200 -0.200
Note : See assumptions in Appendix I .



642

TABLE I, 2- 1

CHANGES IN TAX LIABILITIES UNDER THE PROPOSED TAX SYSTEM FOR A FAMILY
UNIT WITH 20 PER CENT OF ITS INCOME FROM A WORKING WIFE

STATUS OF TAXPAYE R

GROSS

EMPLOYMEN T

INCOME

MARRIED COUPL E

NUMBER OF CHILDRE N

0 1 2 3 5 8

1500 CURRENT TAX (1966 RATES) 0. 0. 0. 0. 0. 0.

TAX UNDER OUR PROPOSALS 0. 0. 0. 0. 0. 0.

INCREASE OR DECREASE IN TAX 0. 0. 0. 0. 0. 0.

2000 CURRENT TAX (1966 RATES) 0. 0. 0. 0. 0. 0.

TAX UNDER OUR PROPOSALS 0. 0. 0. 0. 0. 0.

INCREASE OR DECREASE IN TAX 0. 0. 0. 0. 0. 0.

2500 CURRENT TAX (1966 RATES) 19 . .0. 0. 0. 0. 0.

TAX UNDER OUR PROPOSALS 36. 0. 0. 0. 0. 0.

INCREASE OR DECREASE IN TAX 17. 0. 0. 0. 0. 0.

3000 CURRENT TAX (1966 RATES) 83. 45. 6. 0. 0. 0.

TAX UNDER OUR PROPOSALS 99. 0. 0. 0. 0. 0.

INCREASE OR DECREASE IN TAX 16. -45. -6. 0. 0. 0.

3500 CURRENT TAX (1966 RATES) 157 . 109. 70. 32. 0. 0.

TAX UNDER OUR PROPOSALS 172. 4. 0. 0. 0. 0.

INCREASE OR DECREASE IN TAX 15 . -105 . -70. -32. 0. 0.

4000 CURRENT TAX (1966 RATES) 247 . 193. 139. 96. 19. 0.

TAX UNDER OUR PROPOSALS 250 . 81. 33. 0. 0. 0.

INCREASE OR DECREASE IN TAX • 3 . -112. -106. -96. -19. 0.

5000 CURRENT TAX (1966 RATES) 446 . 383. 320. 265. 157. 32.

TAX UNDER OUR PROPOSALS 421 . 254. 207. 160. 67. 0.

INCREASE OR DECREASE IN TAX -25 . -130. -114. =105 . -90. -32.

6500 CURRENT TAX (1966 RATES) 758 . 698 . 641.' 584. 462. 282.

TAX UNDER OUR PROPOSALS 698 . 532. 487. 441. 350. 213.

INCREASE OR DECREASE IN TAX -60 . -165. -154. -142. -112. -68.

8000 CURRENT TAX (1966 RATES) 1060 . 994. 928. 862. 736. 563.

TAX UNDER OUR PROPOSALS 989 . 82 3. 778. 732. 642. 507.

INCREASE OR DECREASE IN TAX -71 . -171. -150. -130. -94. -56.

10000 CURRENT TAX (1966 RATES) 1499 . 1421. 1343 . 1265 . 1133 . 935.

TAX UNDER OUR PROPOSALS 1393. 1229. 1184 . 1139. 1049. 917.

INCREASE OR DECREASE IN TAX -106 . -193. -159. -126. -84 . -18.

12000 CURRENT TAX (1966 RATES) 2004 . 1914. 1828. 1750. 1594. 1360.

TAX UNDER OUR PROPOSALS 1817. 1653. 1608. 1564. 1476. 1347.

INCREASE OR DECREASE IN TAX -187 . -261. -220. -186. -118. -13.

15000 CURRENT TAX (1966 RATES) 2877. 2772. 2667. 2562 . 2382. 2112.

TAX UNDER OUR PROPOSALS 2507. 2344. 2302 . 2259. 2173. 2048.

INCREASE OR DECREASE IN TAX -370 . -428. -365. -303. -209. -64.

20000 CURRENT TAX (1966 RATES) 4629 . 4509. 4389. 4269. 4029. 3669.

TAX UNDER OUR PROPOSALS 3828. 3668 . 3627 . 3587. 3506. 3385.

INCREASE OR DECREASE IN TAX -800 . -841 . -762. -682. -523. -284 .

25000 CURRENT TAX (1966 RATES) 6616 . 6481 . 6346. 6211. 5941. 5336 .

TAX UNR OUR P 5356. 5199. 5161. 5123. 048. 4936.

INCREASE OR DECREASE IN TAX -1260 . -1282 . -1185 . -1088. 5893. -600.

30000 CURRENT TAX (1966 RATES) 8633 . 8498. 8363. 8228. 7958. 7553.

TAX UNDER OUR PROPOSALS 7084 . 6930. 6895. 6860. 6790. 6687.

INCREASE OR DECREASE IN TAX -1549 . -1568. -1468 . -1368 . -1168. -866.

40000 CURRENT TAX (1966 RATES) 13004 . 12854. 12704 . 12554. 12254 . 11804.

TAX UNDER OUR PROPOSALS 10868 . 10715. 10683. 10650. 10585 . 10488 .

INCREASE OR DECREASE IN TAX -2136. -2139. -2021. -1904. -1669. -1316 .

50000 CURRENT TAX (1966 RATES) 17560 . 17410. 17260. 17110. 16810. 16360 .

TAX UNDER OUR PROPOSALS 15046 . 14896. 14866. 14837. 14777. 14688 .
INCREASE OR DECREASE IN TAX -2514. -2514. -2394. -2273. -2033. -1672.

70000 CURRENT TAX (1966 RATES) 27695 . 27530. 27365. 27200. .26870 . 26375.

TAX UNDER OUR PROPOSALS 24024 . 23877. 23850. 23823. 23770. 23689.

INCREASE OR DECREASE IN TAX -3671 . -3653. -3515. -3377. -3100. -2686.

100000 CURRENT TAX (1966 RATES) 44435. 44255. 44075. 43895. 43535. 42995 .
TAX UNDER OUR PROPOSALS 38407 . 38263. 38238. 38213. 38164. 38090 .

INCREASE OR D kCREASE IN TAX -6028 . -5992 . -5837. -5682. -5371. -4905.

200000 CURRENT TAX (1966 RATES) 107270 . 107060 . 106850. 106640 . 106220 . 105590 .
TAX UNDER OUR PROPOSALS 88402 . 88258. 88234. 88210. 88162. 88090 .

INCREASE OR DECREASE IN TAX -18868. -18802 . -18616 . -18430 . -18058 . -17500 .

Note : See ossumpNons In Appendix I .
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TABLE I, 2- 2

EFFECTIVE AVERAGE TAX RATES UNDER THE CURRENT AND PROPOSED TAX SYSTEMS FOR-
A FAMILY UNIT WITH 20 PER CENT OF ITS INCOME FROM A WORKING WIF E

STATUS OF TAXPAYE R

GROSS

EMPLOYMENT
INCOME

MARRIED COUPL E

1500 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

2000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS

' CHANGE IN EFFECTIVE RAT E

2500 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

3000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

3500 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

4000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

5000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

6500 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

8000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

10000 CURRENT TAX .(1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

12000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

15000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

20000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE ' IN EFFECTIVE RAT E

25000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

30000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

40000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

50000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

70000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

100000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

-200000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RATE

NUMBER OF CHILDREN

0 1 2 3 5 8

0.000 0.000 0.000 0.000 0.000 0 .000
0.000 0 .000 0.000 0.000 0.000 0.000
0.000 0.000 0 .000 0.000 0.000 0.000

0.000 0 .000 0.000 0.000 0.000 0 .000
0.000 0 .000 0.000 0.000 0.000 0.000
0.000 0.000 0.000 0.000 0.000 0.000

0.008 0.000 0.000 0.000 0.000 0.000
0.014 0.000 0.000 0.000 0.000 0.000
0.007 0.000 0.000 0.000 0.000 0.000

0.028 0.015 0.002 0.000 0.000 0.000
0.033 0.000 0.000 0.000 0 .000 0.000
0.005 -0.015 -0.002 0.000 0 .000 0.000

0.045 0.031 0.020 0.009 0.000 0.000
0.049 0.001 0.000 0.000 0.000 0.000
0.004 -0.030 -0.020 -0.009 0 .000 0.000

0.062 0 .048 0.035 0.024 0.005 0.000
0.062 0.020 0.008 0.000 0.000 0.000
0.001 -0 .028 -0.027 -0.024 -0.005 0 .000

0.089 0.077 0.064 0.053 0.031 0.006
0 .084 0 .051 0 .041 0 .032 0.013 0.000

-0.005 -0 .026 -0 .023 -0 .021 -0.018 -0 .006

0 .117 0 .107 0.099 0.090 0.071 0.043
0.107 0 .082 0.075 0.068 0.054 0.03 3

-0.009 -0.025 -0 .024 -0.022 -0.017 -0.011

0 .132 0.124 0.116 0.108 0.092 0.070
0.124 0.103 0.097 0.092 0.080 0.06 3

-0.009 -0.021 -0.019 -0.016 -0.012 -0.007

0.150 0.142 0.134 0.127 0.113 0.094
0.139 0.123 0.118 0.114 0.105 0.09 2

-0.011 -0.019 -0.016 -0.013 -0.008 -0.002

0.167 0.159 0.152 0.146 0.133 0.113
0.151 0.138 0.134 0.130 0.123 0.11 2

-0.016 -0.022 -0.018 -0.015 -0.010 -0.001

0.192 0.185 0.178 0.171 0.159 0.141
0.167 0.156 0.153 0.151 0.145 0.137

-0.025 -0.029 -0.024 -0.020 -0.014 -0.004
0.231 0.225 0.219 0.213 0.201 0.183
0.191 0.183 0.181 0.179 0.175 0.169'

-0.040 -0.042 -0.038 -0.034 -0.026 -0.014

0.265 0.259 0.254 0.248* 0.238 0.221
0.214 0.208 0.206 0.205 0.202 0.197

-0 .050 -0.051 -0.047 -0.044 -0.036 -0.024

0 .288 0.283 0.279 0.274 0.265 0.252
0.236 0.231 0.230 0.229 0.226 0.22 3

-0.052 -0.052 -0.049 -0.046 -0.039 -0.029

0.325 0.321 0.318 0.314 0.306 0.295
0.272 0.268 0.267 0.266 0.265 0.26 2

-0.053 -0.053 -0.051 -0.048 -0.042 -0.033
0.351 0.348 0.345 0.342 0.336 0.327
0.301 0.298 0.297 0.297 0.296 0.294

-0.050 -0.050 -0.048 -0.045 -0.041 -0.033
0.396 0.393 0.391 0.389 0.384 0.377
0.343 0.341 0.341 0.340 0.340 0.338

-0.052 -0.052 -0.050 =0.048 -0.044 -0 .038

0.444 0.443 0.441 0.439 0.435 0.430
0.384 0.383 0.382 0.382 0.382 0.37 1

-0.060 -0 .060 -0 .058 -0.057 -0.054 -0.049
0.536 0.535 0.534 0.533 0.531 0.528
0.442 0 .441 0.441 0.441 0.441 0.44 0

-0.094 -0.094 -0.093 -0.092 -0.090 -0.087

Note : See Assumptions in Appendix I .
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TABLE I, 2. 3

EFFECTIVE-MARGINAL TAX RATES UNDER THE CURRENT AND PROPOSED TAX SYSTEMS FOR
A FAMILY UNIT WITH 20 PER CENT OF ITS INCOME FROM A WQRKING WIF E

STATUS OF TAXPAYE R

GROSS

EMPLOYMEN T

INCOME

MARRIED COUPL E

NUMBER OF CHILDRE N

0 1 2 3 5 8

1500 CURRENT TAX (1966 RATES) 0 .000 0.000 0.000 0 .000 0.000 0.00 0
TAX UNDER OUR PROPOSALS 0 .000 0.000 0.000 0.000 0.000 0.000
CHANGE IN MARGINAL RATE 0 .000 0.000 0.000 0.000 0.000 0.000

2000 CURRENT TAX (1966 RATES) 0.038 0.000 0.000 0.000 0.000 0.00 0
TAX UNDER OUR PROPOSALS 0.071 0.000 0.000 0.000 0 .000 0.000
CHANGE IN MARGINAL RATE 0 .033 0.000 0.000 0.000 0 :000 0.000

2500 CURRENT TAX (1966 RATES) 0.128 0 .090 0.013 0.000 0 .000 0.000
TAX UNDER OUR PROPOSALS 0 .126 0.000 0.000 0.000 0.000 0 .000
CHANGE IN MARGINAL RATE -0 .002 -0.090 -0.013 0 .000 0.000 0 .000

3000 CURRENT TAX (1966 RATES) 0 .148 0.128 0.128 0.064 0.000 0.00 0
TAX UNDER OUR PROPOSALS 0 .147 0.007 0.000 0.000 0.000 0.000
CHANGE IN MARGINAL RATE -0 .001 -0.121 -0.128 -0.064 0.000 0.000

3500 CURRENT TAX (1966 RATES) 0 .180 0.168 0.137 0.128 0.038 0.00 0
TAX UNDER OUR PROPOSALS 0.155 0.155 0.066 0.000 0.000 0.000
CHANGE IN MARGINAL RATE -0 .025 -0.013 -0.072 -0.128 -0.038 0.000

4000 CURRENT TAX (1966 RATES) 0.189 0.180 0.180 0.158 0.128 0.00 0
TAX UNDER OUR PROPOSALS 0.168 0.171 0.174 0.145 0.000 0.000
CHANGE IN MARGINAL RATE -0 .021 -0.009 -0.006 -0.013 -0.128 0.000

5000 CURRENT TAX (1966 RATES) 0.204 0 .210 0.210 0.195 0.180 0 .128
TAX UNDER OUR PROPOSALS 0 .180 0 .182 0.183 0.184 0.184 0 .041
CHANGE IN MARGINAL RATE -0 .024 -0.028 -0 .027 -0 .011 0.004 -0.087

6500 CURRENT TAX (1966 RATES) 0 .202 0.190 0.178 0.178 0.194 0.17 6
TAX UNDER OUR PROPOSALS 0 .194 0.194 0.194 0.194 0.194 0.194
CHANGE IN MARGINAL RATE -0 .008 0.004 0.016 0.016 0.000 0.018

8000 CURRENT TAX (1966 RATES) 0 .202 0.202 0.202 0.202 0.190 0.18 2
TAX UNDER OUR PROPOSALS 0 .198 0.199 0.201 0.202 0.204 0.204
CHANGE IN MARGINAL RATE -0 .004 -0.002 -0.001 0.001 0.014 0.022

10000 CURRENT TAX (1966\RATES) 0 .238 0.238 0.238 0.238 0.206 0.20 6
TAX UNDER OUR PROPOSALS 0.206 0.208 0.209 0.211 0.213 0.213
CHANGE IN MARGINAL RATE -0 .031 -0.030 -0.028 -0 .027 0.008 0 .008

12000 CURRENT TAX (1966 RATES) 0 .276 0.276 0.268 0 .244 0.244 0 .24 4
TAX UNDER OUR PROPOSALS 0 .216 0.219 0.222 0.225 0.231 0 .233
CHANGE IN MARGINAL RATE -0 .060 -0.057 -0.046 -0.019 -0 .013 -0.011

15000 CURRENT TAX (1966 RATES) 0 .316 0.316 0 .316 0.316 0 .276 0.276
TAX UNDER OUR PROPOSALS 0 .233 0.236 0 .241 0.245 0.253 0.262
CHANGE IN MARGINAL RATE -0 .083 -0.080 -0.075 -0.071 -0.022 -0.014

20000 CURRENT TAX (1966 RATES) 0 .392 0.362 0.362 0.362 0.362 0.36 2
TAX UNDER OUR PROPOSALS 0.270 0.272 0.278 0.283 0.295 0.310
CHANGE IN MARGINAL RATE -0 .122 4.090 -0.084 -0.079 -0.067 -0.052

25000 CURRENT TAX (1966 RATES) 0 .398 0.398 0.398 0.398 0.398 0.39 8
TAX UNDER OUR PROPOSALS 0 .310 0.312 0.318 0.323 0.335 0 .350
CHANGE IN MARGINAL RATE -0 .088 -0.086 -0.080 -0 .075 -0.063 -0.048

30000 CURRENT TAX (1966 RATES) 0 .404 0.404 0.404 0.404 0.404 0.404
TAX UNDER OUR PROPOSALS 0 .350 0.351 0.356 0.360 0.369 0:380
CHANGE IN MARGINAL RATE -0 .054 -0.053 -0.048 -0.044 -0.035 -0.024

40000 CURRENT TAX (1966 RATES) 0 .452 0.452 0.452 0.452 0.452 0.45 2
TAX UNDER OUR PROPOSALS 0 .380 0.382 0.388 0.393 0.405 0.420
CHANGE IN MARGINAL RATE -0 .072 -0.070 -0.064 -0.059 -0.047 -0.032

50000 CURRENT TAX (1966 RATES) 0 .460 0.460 0.460 0.460 0.460 0.46 0
TAX UNDER OUR PROPOSALS 0.420 0.421 0.424 0.427 0.432 0.440
CHANGE IN MARGINAL RATE -0 .040 -0.039 -0.036 -0.033 -0.028 -0.020

70000 CURRENT TAX (1966 RATES) 0.520 0.520 0.520 0.520 0.520 0.520
TAX UNDER OUR PROPOSALS 0.460 0.460 0.460 0.460 0.460 0 .460
CHANGE IN MARGINAL RATE -0 .060 -0.060 -0.060 -0.060 -0.060 -0.060

100000 CURRENT TAX (1966 RATES) 0 .570 0.570 0 .570 0.570 0.570 0.570
TAX UNDER OUR PROPOSALS 0 .490 0.490 0.492 0.493 0.496 0:500
CHANGE IN MARGINAL RATE -0 .080 -0.080 -0 .078 -0.077 -0 .074 -0.070

200000 CURRENT TAX (1966 RATES) 0.660 0.660 0.660 0.660 0.660 0.660
TAX UNDER OUR PROPOSALS 0 .500 0.500 0:500 0.500 0.500 0.500
CHANGE IN MARGINAL RATE -0 .160 -0.160 -0.160 -0.160 -0.160 -0.16 0

Note: See assumptions in Appendix I .
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TABLE I, 3- 1

CHANGES IN TAX LIABILITIES UNDER THE PROPOSED TAX SYSTEM FOR A FAMILY
UNIT WITH 35 PER CENT OF ITS INCOME FROM A WORKING WIF E

STATUS OF TAXPAYER

GROSS

EMPLOYMEN T
INCOME

MARRIED COUPL E

NUMBER OF CHILDRE N

0 1 2 3 5 8

1500 CURRENT TAX (1966 RATES) 0. 0. 0. 0. 0. 0.
TAX UNDER OUR PROPOSALS 0. 0. 0. 0. 0. 0.
INCREASE OR DECREASE IN TAX 0. 0. 0. 0. 0. 0.

2000 CURRENT TAX (1966 RATES) 0. 0. 0. 0. 0. 0.
TAX UNDER OUR PROPOSALS 0. 0. 0. 0. 0. 0.
INCREASE OR DECREASE IN TAX 0. 0. 0. 0. 0. 0.

2500 CURRENT TAX (1966'RA.TES) 19. 0. 0. 0. 0. 0.
TAX UNDER OUR PROPOSALS 36. 0. 0. 0. 0. 0.INCREASE OR DECREASE IN TAX 17. 0. 0. 0. 0. 0.

3000 CURRENT TAX (1966 RATES) 83. 45. 6. 0. 0. 0.
TAX UNDER OUR PROPOSALS 99. 0. 0. 0. 0. 0.INCREASE OR DECREASE IN TAX 16. -45. -6. 0. 0. 0.

3500 CURRENT TAX (1966 RATES) 173 . 125. 86. 48. 0. 0.
TAX UNDER OUR PROPOSALS 172. 4. 0. 0. 0. 0.INCREASE OR DECREASE IN TAX -1 . -121 . -86. -48. 0. 0.

4000 CURRENT TAX (1966 RATES) 258 . 204. 154. 115. 38. 0.TAX UNDER OUR PROPOSALS 250 . 81. 33. 0. 0. 0.
INCREASE OR DECREASE IN TAX -9. -123. -121 . -115. -38. 0.

5000 CURRENT TAX (1966 RATES) 425. 366 . 312. 258 . 166. 51.
TAX UNDER OUR PROPOSALS 421 . 254. 207. 160. 67. 0.
INCREASE OR DECREASE IN TAX -4. -112. -105. -98. -99. -51.

6500 CURRENT TAX (1966 RATES) 705 . 645. 582. 519. 404. 247.
TAX UNDER OUR PROPOSALS 698 . 532. 487. 441. 350. 213.
INCREASE OR DECREASE IN TAX -7. -112. -95. -78. -54. -33.

8000 CURRENT TAX (1966 RATES) 988 . 928. 871. 814. 692. 512.
TAX UNDER OUR PROPOSALS 989 . 823. 778. 732. 642. 507.
INCREASE OR DECREASE IN TAX 1 . -105. -93. -82. -50. -5.

10000 CURRENT TAX (1966 RATES) 1412 . 1346. 1280. 1214. 1085. 908.
TAX UNDER OUR PROPOSALS 1393. 1229. 1184. 1139. 1049. 917.INCREASE OR DECREASE IN TAX -19 . -117. -96. -75. -36. 9.

12000 CURRENT TAX (1966 RATES) 1871 . 1793. 1715. 1645. 1513. 1315.
TAX UNDER OUR PROPOSALS 1817. 1653. 1608. 1564 . 1476 . 1347.INCREASE OR DECREASE IN TAX -54 . -140. -107 . -81. -37. 32.

15000 CURRENT TAX (1966 RATES) 2608 . 2518. 2428. 2348 . 2192 . 1958.TAX UNDER OUR PROPOSALS 2507. 2344. 2302. 2259. 2173 . 2048 .
INCREASE OR DECREASE IN TAX -101 . -174. -126. -89. -19. 90.

20000 CURRENT TAX (1966 RATES) 4063. 3958. 3853 . 3748. 3538. 3248.
TAX UNDER OUR PROPOSALS 3828. 3668. 3627. 3587. 3506. 3385.
INCREASE OR DECREASE IN TAX -235. -290. -226. -161. -32. 137.

25000 CURRENT TAX (1966 RATES) 5816 . 5689. 5569. 5449. 5209. 4849.TAX UNDER OUR PROPOSALS 5356. 5199. 5161. 5123. 5048. 4936.
INCREASE OR DECREASE IN TAX -460 . -490. -408. -326. -161. 87.

30000 CURRENT TAX (1966 RATES) 7790 . 7655. 7520. 7385. 7115. 6710.
TAX UNDER OUR PROPOSALS 7084. 6930. 6895. 6860. 6790. 6687.INCREASE OR DECREASE IN TAX -706 . -725. -625. -525. -325. -23.

40000 CURRENT TAX (1966 RATES) 11955 . 11820. 11685. 11550. 11280. 10875 .
TAX UNDER OUR PROPOSALS 10868 . 10715. 10683. 10650. 10585 . 10488 .
INCREASE OR DECREASE IN TAX -1087. -1105. -1002 . -900. -695. -387.

50000 CURRENT TAX (1966 RATES) 16670: 16520. 16370. 16220. 15920. 15470 .
TAX UNDER OUR PROPOSALS 15046 . 14896. 14866. 14837. 14777. 14688.INCREASE OR DECREASE IN TAX -1624 . -1624. -1504. -1383. -1143. -782.

70000 CURRENT TAX (1966 RATES) 26540 . 26375. 26210. 26045. 25715. 25220.TAX UNDER OUR PROPOSALS 24024 . 23877. 23850. 23823. 23770. 23689.
INCREASE OR DECREASE IN TAX -2516 . -2498. -2360. -2222. -1945. -1531 .

100000 CURRENT TAX (1966 RATES), 42630 . 42450. 42270. 42090. 41730. 41190 .
TAX UNDER OUR PROPOSALS 38407 . 38263. 38238 . .38213 . 38164. 38090 .INCREASE OR DECREASE IN TAX -4223. -4187. -4032. -3877. -3566. -3100 .

200000 CURRENT TAX (1966 RATES) 103160. 102950. 102740. 102530. 102110. 101480 .
TAX UNDER OUR PROPOSALS 88402 . • 88258. 88234. 88210. 88162. 88090 .
INCREASE OR DECREASE IN TAX -14758 . -14692. -14506. -14320. -13948. -13390 .

Note : See Assumptions in Appendix I .
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TABLE I, 3- 2

EFFECTIVE AVERAGE TAX RATES UNDER THE CURRENT AND PROPOSED TAX SYSTEMS FOR
A FAMILY UNIT WITH 35 PER CENT OF ITS INCOME FROM A WORKING WIF E

STATUS OF TAXPAYER

GROSS

EMPLOYMEN T

INCOM E

1500 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

2000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

2500 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

3000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RATE

3500 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

4000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

5000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS .
CHANGE IN EFFECTIVE RAT E

6500 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

8000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

10000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

12000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

15000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

20000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

25000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

30000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

40000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

50000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

70000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RAT E

100000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHARGE IN EFFECTIVE RAT E

200000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN EFFECTIVE RATE

MARRIED COUPL E

NUMBER OF CHILDREN

0 1 2 3 5 8

0.000 0.000 0.000 0.000 0.000 0.000

0 .000 0.000 0.000 0.000 0.000 0.000

0 .000 0.000 0 .000 0.000 0.000 0.000

0 .000 0.000 0 .000 0.000 0.000 0.000

0.000 0.000 0.000 0.000 0.000 0.000

0.000 0.000 0.000 0 .000 0.000 0.000

0.008 0.000 0.000 0 .000 0.000 0 .000

0.014 0.000 0.000 0.000 0.000 0.000

0.007 0 .000 0.000 0.000 0.000 0.000

0.028 0.015 0.002 0.000 0.000 0.000

0 .033 0.000 0.000 0.000 0.000 0.000

0 .005 -0.015 -0.002 0.000 0.000 0.000

0.049 0.036 0.025 0 .014 0.000 0.000

0.049 0.001 0.000 0.000 0.000 0.000

0.000 -0.035 -0.025 -0 .014 0.000 0.000

0.065 0.051 0.038 0.029 0.010 0 .000

0.062 0.020 0.008 0.000 0 .000 0 .000

-0.002 -0.031 -0.030 -0.029 -0 .010 0.000

0.085 0.073 0.062 0.052 0.033 0.010
0 .084 0.051 0.041 0.032 0.013 0.00 0

-0.001 -0.022 -0.021 -0.020 -0.020 -0.010

0.108 0.099 0 .089 0.080 0.062 0.038
0.107 0.082 0.075 0 .068 0.054 0.033

-0.001 -0.017 -0.015 -0.012 -0 .008 -0 .005

0.123 0.116 0.109 0.102 0 .086 0 .064
0.124 0.103 0.097 0.092 0.080 0.063
0 .000 -0 .013 -0.012 -0.010 -0.006 -0.001

0.141 0 .135 0.128 0.121 0.108 0.091
0.139 0.123 0.118 0.114 0.105 0.09 2

-0.002 -0.012 -0 .010 -0 .008 -0.004 0.001

0.156 0.149 0 .143 0.137 0.126 0.110
0.151 0.138 0 .134 0.130 0.123 0.11 2

-0.005 -0.012 -0.009 -0.007 -0.003 0 .003

0.174 0.168 0.162 0.157 0.146 0.131
0.167 0.156 0.153 0.151 0.145 0 .137

-0 .007 -0 .012 -0.008 -0.006 -0.001 0.006

0 .203 0.198 0.193 0.187 0.177 0.162
0 .191 0 .183 0.181 0.179 0.175 0.169

-0.012 -0.015 -0.011 -0 .008 -0.002 0.007

0.233 0.228 0.223 0.218 0.208 0.194
0.214 0.208 0.206 0 .205 0.202 0.19 7

-0.018 -0.020 -0.016 -0.013 -0.006 0 .003

0.260 0.255 0.251 0.246 0.237 0 .224
0.236 0 .231 0.230 0.229 0.226 0 .223

-0.024 -0.024 -0.021 -0.017 -0.011 -0.001

0.299 0.295 0.292 0.289 0.282 0.272
0.272 0.268 0.267 0.266 0.265 0.26 2

-0.027 -0.028 -0.025 -0.022 -0.017 -0.010

0.333 0.330 0.327 0.324 0.318 0.309
0.301 0.298 0 .297 0.297 0.296 0.29 4

-0.032 -0.032 -0.030 -0.028 -0.023 -0 .016

0.379 0.377 0.374 0.372 0.367 0 .360
0.343 0.341 0.341 0.340 0 .340 0.338

-0.036 -0.036 -0.034 -0.032 -0.028 -0.022

0.426 0.424 0.423 0.421 0.417 0.412
0 .384 0.383 0 .382 0.382 0.382 0.38 1

-0.042 -0.042 -0 .040 -0.039 -0.036 -0.031

0.516 0.515 0.514 0.513 0.511 0.507
0.442 0.441 0.441 0.441 0.441 0.44 0

-0.074 -0.073 -0.073 -0.072 -0.070 -0.067

Note : See assumptions in Appendix I .
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TABLE I, 3- 3

EFFECTIVE MARGINAL TAX RATES UNDER THE CURRENT AND PROPOSED TAX SYSTEMS
FOR A FAMILY UNIT WITH 35 PER CENT OF ITS INCOME FROM A WORKING WIF E

STATUS OF TAXPAYE R

GROSS
EMPLOYMEN T

INCOME

MARRIED COUPL E

1500 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

2000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

2500 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

3000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

3500 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

4000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

5000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

6500 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

8000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

10000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RATE

12000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

15000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

20000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RATE

25000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

30000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN -MARGINAL RAT E

40000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RATE .

50000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

70000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

100000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

200000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RATE

NUMBER OF CHILDRE N

0 1 2 3 5 8

0 .000 0.000 0.000 0.000 0.000 0.000
0.000 0.000 0.000 0.000 0.000 0.000
0.000 0.000 0.000 0.000 0.000 0.000

0.038 0.000 0.000 0.000 0.000 0.000
0.071 0.000 0.000 0.000 0.000 0.000
0.033 0.000 0.000 0.000 0 .000 0.000

0.128 0.090 0.013 0.000 0.000 0.000
0.126 0.000 0.000 0.000 0.000 0.000

-0.002 -0.090 -0.013 0.000 0.000 0.000

0.180 0.160 0.160 0.096 0.000 0.000
0.147 0.007 0.000 0.000 0.000 0.00 0

-0 .033 -0.153 -0.160 -0.096 0.000 0.000

0.171 0.159 0.134 0.134 0.077 0.000
0.155 0.155 0.066 0.000 0.000 0.00 0

-0.016 -0 .004 -0.069 -0.134 -0.077 0.000

0.162 0.162 0.155 0.129 0.128 0.006
0.168 0.171 0.174 0.145 0.000 0.000
0.006 0.009 0.018 0.016 -0 .128 -0.006

0.181 0.172 0.162 0.162 0.131 0.128
0.180 0.182 0.183 0.184 0.184 0.04 1

-0.001 0.009 0.021 0.022 0.053 -0.087

0.186 0.193 0.199 0.199 0.180 0.171
0.194 0.194 0.194 0.194 0.194 0.194
0.007 0.000 -0.005 -0.005 0.014 0.023

0.026 0.194 0.186 0.186 0.199 0.181
0.198 0.199 0.201 0.202 0.204 0:20 4

-0.008 0.005 0.014 0.016 0.004 0.022

0.216 0.216 0.216 0.216 0.210 0.187
0.206 0.208 0.209 0.211 0.213 0.21 3

-0.010 -0.009 -0.007 -0.006 0.003 0.027

0.235 0.235 0.235 0.219 0.209 0.209
0.216 0.219 0.222 0.225 0.231 0:23 3

-0.019 -0.016 -0.013 0.006 0.021 0.023
0.272 0.272 0.272 0.252 0.246 0:246
0.233 0.236 0.241 0.245 0.253 0.26 2

-0.039 -0.036 -0.031 -0.007 .0.008 0.016
0.333 0.310 0.310 0.310 0.310 0.278
0.270 0.272 0.278 0.283 .0.295 0.31 0

-0.063 -0.039 -0.033 -0.027 -0.016 0.032
0.383 0.368 0.351 0.351 0.351 0.351
0.310 0.312 0.318 0.323 0.335 0.350

-0.073 -0.057 -0.033 -0.028 -0.016 -0.001

0.397 0.397 0.397 0.397 0.397 0.397
0.350 0.351 0.356 0.360 0.369 0.38 0

-0.047 -0.046 -0.042 -0.038 -0.029 -0.017

0 .455 0.432 0.432 0.432 0.432 0.432
0.380 0.382 0.388 0.393 0.405 0.42 0

-0.075 -0.051 -0.045 -0.039 -0.028 -0.012
0.482 0.482 0.482 0.482 0.482 0.482
0.420 0.421 0.424 0.427 0.432 0.440

-0.063 -0.062 -0.059 -0.056 -0 .050 -0 .043
0.515 0.515 0.515 0.515 0.515 0.515
0.460 0 .460 0.460 0.460 0.460 0.46 0

-0.055 -0 .055 -0.055 -0.055 -0.055 -0.055
0.565 0.565 0.565 0.565 0.565 0.565
0.490 0.490 0.492 0.493 0.496 0.500

-0.075 -0.075 -0.073 -0.072 -0.069 -0.065

0.665 0.665 .0.665 0.665 0.665 0.665
0.500 0.500 0.500 0.500 0.500 0.500

-0.165 -0.165 -0.165 -0.165 -0.165 -0.16 5
Note : See Assumptions In Appendix I .
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TABLE I, 4- 1

CHANGES IN TAX LIABILITIES UNDER THE PROPOSED TAX SYSTEM FOR
A FAMILY UNIT WITH 50 PER CENT OF ITS INCOME FROM A WORKING WIF E

STATUS OF TAXPAYE R

GROSS

EMPLOYMENT

INCOME

MARRIED COUPL E

NUMBER OF CHILDREN

0 1 2 3 3 8

1500 CURRENT TAX (1966 RATES) 0. 0. 0. 0. 0. 0.

TAX UNDER OUR PROPOSALS 0 . 0. 0. 0. 0. 0.

INCREASE OR DECREASE IN TAX 0. 0. 0. 0. 0. 0.

2000 CURRENT TAX (1966 RATES) 0. 0. 0. 0. 0. 0.

TAX UNDER OUR PROPOSALS 0. 0. 0. 0. 0. 0.

INCREASE OR DECREASE IN TAX 0. 0. 0. 0. 0. 0.

2500 CURRENT TAX (1966 RATES) 38. 19. 0. 0. 0. 0.

TAX UNDER OUR PROPOSALS 36. 0. 0. 0. 0. 0.

INCREASE OR DECREASE IN TAX -3 . -19. 0. 0. 0. 0.

3000 CURRENT TAX (1966 RATES) 102 . 64. 26. 13. 0. 0.

TAX UNDER OUR PROPOSALS 99. 0. 0. 0. 0. 0.

INCREASE OR DECREASE IN TAX -4 . -64. -26. -13. 0. 0.

3500 CURRENT TAX (1966 RATES) 166. 128. 90. 51. 6. 0.

TAX UNDER OUR PROPOSALS 172. 4. 0. 0. 0. 0.

INCREASE OR DECREASE IN TAX 6 . -124, -90. -51. -6. 0.

4000 CURRENT TAX (1966 RATES) 230. 192 . 154. 115. 38. 0.

TAX UNDER OUR PROPOSALS 250. 81. 33. 0. 0. 0.

INCREASE OR DECREASE IN TAX 19. -111 . -121. -115 . -38. 0.

5000 CURRENT TAX (1966 RATES) 404. 350. 296. 250. 166. 51 .

TAX UNDER OUR PROPOSALS 421 . 254. 207. 160. 67. 0.

INCREASE OR DECREASE IN TAX 17. -96. -89. -90. -99 . -51 .

6500 CURRENT TAX (1966 RATES) 683. 624. 566. 512. 404 . 245.

TAX UNDER OUR PROPOSALS 698 . 532 . 487. 441. 350. 213.

INCREASE OR DECREASE IN TAX 15. -92. -79. -71. -54. -32.

8000 CURRENT TAX (1966 RATES) 998. 935. 872. 809. 683. 512.

TAX UNDER OUR PROPOSALS 989 . 823. 778. 732. 642. 507 .

INCREASE OR DECREASE IN TAX -9 . -112. -94 . -77 . -41. -5 .

10000 CURRENT TAX (1966 RATES) 1382 . 1325. 1268. 1211. 1085 . 908.

TAX UNDER OUR PROPOSALS 1393 . 1229. 1184. 1139. 1049. 917.

INCREASE OR DECREASE IN TAX 12. -96. -84. -72. -36. 9.

12000 CURRENT TAX (1966 RATES) 1816 . 1750. 1684. 1618. 1486. 1306.

TAX UNDER OUR PROPOSALS 1817 . 1653. 1608. 1564. 1476. 1347.

INCREASE OR DECREASE IN TAX 1 . -97. -76. -54 . -10. 41 .

15000 CURRENT TAX (1966 RATES) 2508 . 2430. 2352. 2282. 2146 . 1948 .

TAX UNDER OUR PROPOSALS 2507 . 2344. 2302. 2259. 2173. 204B.

INCREASE OR DECREASE IN TAX -1 . -86. -50. -23. 27. 100.

20000 CURRENT TAX (1966 RATES) 3880 . 3790. 3700. 3610. 3430. 3184.

TAX UNDER OUR PROPOSALS 3828 . 3668. 3627. 3587. 3506. 3385.

INCREASE OR DECREASE IN TAX -52 . -122. -73. -23. 76. 201.

25000 CURRENT TAX (1966 RATES) 5520 . 5415. 5310. 5205. 4995. 4680.

TAX UNDER OUR PROPOSALS 5356 . 5199. 5161. 5123. 5048. 4936.

INCREASE OR DECREASE IN TAX -164 . -216. -149. -82. 53. 256.

30000 CURRENT TAX (1966 RATES) 7460 . 7340. 7220. 7100. 6860. 6500.

TAX UNDER OUR PROPOSALS 7084 . 6930 . 6895. 6860. 6790. 6687.

INCREASE OR DECREASE IN TAX -376 . -410. -325. -240. -70. 187.

40000 CURRENT TAX (1966 RATES) 11850 . 11715. 11580. 11445. 11175. 10770 .

TAX OU
R INCREASE OR DECREASDE IAN TAX 10982 : 10000. l~gqj, 10650

. 105950v 1028S2
:

50000 CURRENT TAX (1966 RATES) 16350 . 16215. 16080. 15945. 15675. 15270.

TAX UNDER OUR PROPOSALS 15046 . 14896. 14866 . 14837. 14777 . 14688 .

INCREASE OR DECREASE IN TAX -1304. -1319. -1214 . -1108. -898 . -582.

70000 CURRENT T AX (1966 RATES) 26240 . 26090. 25940. 25790. 25490. 25040 .

TAX UNDER OUR PROPOSALS 24024 . 23877. 23850. 23823. 23770. 23689 .

INCREASE OR DECREASE IN TAX -2216 . -2213. -2090. -1967 . -1720. -1351 .

100000 CURRENT TAX (1966 RATES) 42130 . 41965. 41800. 41635. 41305. 40810.

TAX UNDER OUR PROPOSALS 38407 . 38263. 38238 . 38213. 38164: 38090.

INCREASE OR DECREASE IN TAX -3723 . -3702. -3562. -3422. -3141 . -2720 .

200000 CURRENT TAX (1966 RATES) 101910. 101715 . 101520 . 101325 . 100935. 100350 .

TAX UNDER OUR PROPOSALS 88402 . 88258 . 88234 . 88210 . 88162 . 88090 .

INCREASE OR DECREASE IN TAX -13508 . -13457 . -13286. -13115. -12773 . -12260 .

Note : See assumptions in Appendix I .
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TABLE I, 4-2

EFFECTIVE AVERAGE TAX RATES UNDER THE CURRENT AND PROPOSED TAX SYSTEMS
FOR A FAMILY UNIT WITH 50 PER CENT OF ITS INCOME FROM A WORKING WIFE

STATUS OF TAXPAYER

GROSS
EMPLOYMENT

INCOME

MARRIED COUPL E

NUMBER OF CHILDREN

0 1 2 3 5 8
1500 CURRENT TAX (1966 RATES) 0.000 0.000 0.000 0.000 0.000 0.000TAX UNDER OUR PROPOSALS 0.000 0.000 0.000 0.000 0.000 0.000CHANGE IN EFFECTIVE RATE 0.000 0.000 0.000 0.000 0.000 0.00 0
2000 CURRENT TAX (1966 RATES) 0 .000 0.000 0.000 0.000 0.000 0.000TAX UNDER OUR PROPOSALS 0 .000 0.000 0.000 0.000 0.000 0.000CHANGE IN EFFECTIVE RATE 0 .000 0.000 0.000 0.000 0.000 0.00 0
2500 CURRENT TAX (1966 RATES) 0 .015 0.008 0.000 0.000 0.000 0.000TAX UNDER OUR PROPOSALS 0 .014 0.000 0.000 0.000 0.000 0.000CHANGE IN EFFECTIVE RATE -0 .001 -0.008 0.000 0.000 0.000 0.00 0
3000 CURRENT TAX (1966 RATES) 0 .034 0.021 0.009 0.004 0.000 0.000TAX UNDER OUR PROPOSALS 0 .033 0.000 0.000 0.000 0.000 0.000CHANGE IN EFFECTIVE RATE -0 .001 -0.021 -0.009 -0.004 0.000 0.00 0
3500 CURRENT TAX (1966 RATES) 0 .048 0.037 0.026 0.015 0.002 0:000TAX UNDER OUR PROPOSALS 0 .049 0.001 0.000 0.000 0.000 0.000CHANGE IN EFFECTIVE RATE 0 .002 -0.036 -0.026 -0.015 -0.002 0.000
4000 CURRENT TAX (1966 RATES) 0 .058 0.048 0.038 0.029 0.010 0.000TAX UNDER OUR PROPOSALS 0 .062 0.020 0.008 0.000 0.000 0.000CHANGE IN EFFECTIVE RATE 0 .005 -0.028 -0.030 -0.029 -0.010 0.000
5000 CURRENT TAX (1966 RATES) 0.081 0.070 0.059 0.050 0.033 0.010TAX UNDER OUR PROPOSALS 0 .084 0.051 0.041 0.032 0.013 0.000CHANGE IN EFFECTIVE RATE 0 .003 -0.019 -0.018 -0.018 -0.020 -0 .01 0
6500 CURRENT TAX (1966 RATES) 0 .105 0.096 0.087 0.079 0.062 0.038TAX UNDER OUR PROPOSALS 0 .107 0.082 0.075 0.068 0.054 0.033CHANGE IN EFFECTIVE RATE 0 .002 -0.014 -0.012 -0.011 -0.008 -0.00 5
8000 CURRENT TAX (1966 RATES) 0 .125 0.117 0.109 0.101 0.085 0.064TAX UNDER'OUR PROPOSALS 0.124 0 .103 0 .097 0.092 0.080 0.063CHANGE IN EFFECTIVE RATE -0 .001 -0.014 -0.012 -0.010 -0.005 -0 .00 1

10000 CURRENT TAX (1966 RATES) 0.138 0.132 0.127 0.121 0.108 0.091TAX UNDER OUR PROPOSALS 0 .139 0.123 0.118 0.114 0.105 0.092CHANGE IN EFFECTIVE RATE 0 .001 -0.010 -0.008 -0.007 -0.004 -0 .00 1
12000 CURRENT TAX (1966 RATES) 0.151 0.146 0.140 0.135 0.124 0.109TAX UNDER OUR PROPOSALS 0 .151 0.138 0.134 0.130 0.123 0.112CHANGE IN EFFECTIVE RATE 0 .000 -0.008 -0.006 -0 .004 -0.001 0.003
15000 CURRENT TAX (1966 RATES) 0.167 0.162 0.157 0.152 0.143 0.130TAX UNDER OUR PROPOSALS 0.167 0.156 0.153 0.151 0.145 0.137CHANGE IN EFFECTIVE RATE 0 .000 -0.006 -0.003 -0.002 0.002 0.007
20000 CURRENT TAX (1966 RATES) 0.194 0.189 0.185 0.180 0.171 0.159TAX UNDER OUR PROPOSALS 0 .191 0.183 0.181 0.179 0.175 0.169CHANGE IN EFFECTIVE RATE -0 .003 -0.006 -0.004 -0.001 0.004 0.01 0
25000 CURRENT TAX (1966 RATES) 0.221 0.217 0.212 0.208 0.200 0.187TAX UNDER OUR PROPOSALS 0 .214 0.208 0.206 0.205 0.202 0.197CHANGE IN EFFECTIVE RATE -0 .007 -0.009 -0.006 -0.003 0.002 0.01 0
30000 CURRENT TAX (1966 RATES) 0.249 0.245 0.241 0.237 0.229 0.217TAX UNDER OUR PROPOSALS 0.236 0.231 0.230 0.229 0.226 0.223CHANGE IN'EFFECTIVE RATE -0.013 -0.014 -0.011 -0.008 -0.002 0.00 6
40000 CURRENT TAX (1966 RATES) 0.296 0.293 0.289 0.286 0.279 0.269TAX UNDER OUR PROPOSALS 0 .272 0.268 0.267 0.266 0.265 0.262CHANGE IN EFFECTIVE RATE -0 .025 -0.025 -0.022 -0.020 -0.015 -0 .00 7
50000 CURRENT TAX (1966 RATES) 0.327 0.324 0.322 0.319 0 .313 0.305TAX UNDER OUR PROPOSALS 0 .301 0.298 0.297 0.297 0 .296 0.294CHANGE IN EFFECTIVE RATE -0 .026 -0.026 -0.024 -0.022 -0.018 -0 .01 2
70000 CURRENT TAX (1966 RATES) 0.375 0.373 0.371 0.368 0.364 0.358TAX UNDER OUR PROPOSALS 0.343 0.341 0.341 0.340 0.340 0.338CHANGE IN EFFECTIVE RATE -0.032 -0.032 -0.030 -0.028 -0.025 -0 .01 9

100000 CURRENT TAX (1966 RATES) 0 .421 0.420 0.418 0.416 0.413 0.408TAX UNDER OUR PROPOSALS 0 .384 0.383 0.382 0.382 0.382 0.381CHANGE IN EFFECTIVE RATE -0 .037 -0.037 -0.036 -0.034 -0.031 -0 .02 7
200000 CURRENT TAX (1966 RATES) 0 .510 0.509 0.508 0.507 0.505 0.502TAX UNDER OUR PROPOSALS 0 .442 0.441 0.441 0.441 0.441 0.440CHANGE IN EFFECTIVE RATE -0 .068 -0.067 -0 .066 -0.066 -0.064 -0.061

Note : See Assumptions in Appendix I .
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TABLE I, 4- 3

EFFECTIVE MARGINAL TAX RATES UNDER THE CURRENT AND PROPOSED TAX SYSTEMS FOR
A FAMILY UNIT WITH 50 PER CENT OF ITS INCOME FROM A WORKING WIF E

STATUS OF TAXPAYE R

GROSS

EMPLOYMENT

INCOM E

1500 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHAN C E IN MARGINAL RAT E

2000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

2500 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

3000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

3500 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

4000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

5000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

6500 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

8000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

10000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

12000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

15000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

20000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

25000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

30000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

40000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

50000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

70000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

100000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RAT E

200000 CURRENT TAX (1966 RATES)
TAX UNDER OUR PROPOSALS
CHANGE IN MARGINAL RATE

MARRIED COUPL E

NUMBER OF CHILDRE N

0 1 2 3 5 8

0.000 0.000 0.000 0.000 0 .000 0 .000

0.000 0.000 0.000 0.000 0.000 0.000

0.000 0.000 0.000 0.000 0.000 0
.000

0 .077 0.038 0.000 0.000 0.000 0
.000

0.071 0.000 0.000 0.000 0.000 0.00 0

-0.005 -0.038 0.000 0 .000 0.000 0 .000

0.128 0.090 0.051 0.026 0.000 0.000

0.126 0.000 0.000 0.000 0.000 0.000

-0.002 -0.090 -0.051 -0.026 0.000 0.000

0.128 0.128 0.128 0.077 0.013 0.000

0.147 0.007 0.000 0 .000 0.000 0.000

0.019 -0.121 -0.128 -0.077 -0.013 0.000

0.128 0.128 0.128 0.12B 0.064 0.000

0.155 0.155 0.066 0.000 0.000 0.000
0.027 0.027 -0.062 -0.128 -0 .064 0.000

0.167 0.148 0.128 0.128 0.128 0.000

0.168 0.171 0.174 0.145 0.000 0.000

0.001 0 .023 0 .046 0.017 -0.128 0.000

0.180 0.180 0 .180 0.163 0.137 0 .128

0.180 0.182 0 .183 0.184 0.184 0.041

0.000 0.002 0.003 0.021 0.047 -0.087

0.210 0.201 0.192 0.186 0.180 0.174
0.194 0.194 0.194 0.194 0.194 0.19 4

-0 .016 -0.007 0.002 0.008 0.014 0.020

0.198 0.204 0.204 0.204 0.210 0.180

0.198 0.199 0.201 0.202 0.204 0.204
0.000 -0.005 -0.003 -0.002 -0.006 0.024

0.208 0.199 0.190 0.190 0.209 0.188
0.206 0.208 0.209 0.211 0.213 0.213

-0.002 0.009 0.019 0.021 0.004 0.025

0.220 0.220 0.220 0 .220 0.220 0.190

0.216 0.219 0.222 0 .225 0.231 0 .23 3
-0.004 -0.001 0.002 0 .005 0.011 0 .043

0.260 0.260 0.260 0.244 0.224 0.220

0.233 0.236 0.241 0.245 0.253 0.262
-0.027 -0.024 -0.019 0.001 0.030 0.042

0.300 0 .300 0.300 0.300 0.300 0.260

0.270 0.272 0.278 0.283 0.295 0.310

-0.030 -0.028 -0 .022 -0 .017 -0.005 0.050

0.350 0.350 0.350 0.350 0.350 0.350

0.310 0.312 0.318 0323 0.335 0.350

-0 .040 -0.038 -0.032 -0.027 -0.015 0.000

0.000 0.400 0.400 0.400 0.400 0.400

0:350 0.351 0.356 0 .360 0.369 0.380
-0.050 -0.049 -0.044 -0.040 -0.031 -0 .020

0.450 0.450 0.450 0.450 0.450 0.450
0.380 0.382 0.388 0.393 0.405 0.42 0

-0.070 -0.068 -0.062 -0.057 -0.045 -0.030

0.450 0.450 0.450 0.450 0.450 0.450

0.420 0.421 0.424 0.427 0.432 0.440

-0.030 -0.029 -0.026 -0 .023 -0.018 -0.010

0.500 0 .500 0.500 0.500 0.500 0.500
0.460 0.460 0.460 0.460 0 .460 0.460

-0.040 -0.040 -0.040 -0.040 -0.040 -0.040

0.550 0.550 0.550 0.550 0.550 0.550

0.490 0.490 0.492 0.493 0.496 0.50 0

-0.060 -0.060 -0.058 -0.057 -0.054 -0.050

0.650 0.650 0.650 0.650 0.650 0 .650

0.500 0.500 0.500 0.500 0.500 0.500

-0.150 -0.150 -0.150 -0,150 -0.150 -0.150

Note: See assumptions in Appendix I.
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A

ABATEMENTS, provincial tax, 101 .

ABILITY TO PAY, as basis for taxation, 3-36 ; defined as "discretionary

economic power", 5-21, 32 ; recognition of differences in income, 8-13,

32-33 ; recognition of differences in family responsibilities, 12-18,

33-34; recognition of differences in specific non-discretionary expenses,

18-21, 34 ; measurement of "economic power", 22-31 ; recommendations, 32-36 ;

as principal objective in developing tax rate schedules, 154-156, 198-199 .

ACCESSIONS TAX, comparison with integrated transfer tax, 593 ; possible use

of for gifts, 596-597 .

ACCOMMODATION, comparison of cost for married couples and unmarried

individuals, 15 .

ACCOUNTING METHODS AND PRINCIPLES, cash basis v . accrual method for compu-

ting comprehensive tax base, 71-75, 106 ; application of accounting

practices in determining income from business or property, 75-76, 106 ;

present use in determining deductions, 77 .

ACCRUAL METHOD, of accounting, see ACCOUNTING METHODS AND PRINCIPLES .

651
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ADJUSTED COST BASIS, see COST BASIS .

ADMINISTRATION, effect of block averaging proposals, 269 ; of tax on

property gains, 382-383; problems in preventing tax deferment in con-

nection with pension and insurance plans, 411 ; of taxes on gifts, 510-513 .

AGED, concessionary allowances for, proposals, 220-221 ; deemed gift with

respect to free room and board, 229 .

AIRCRAFT, employee use, 306; of non-residents, tax exemption, 532 .

ALIMONY AND MAINTENANCE, present deductibility of payments, 81 ; payments,

tax treatment for family tax unit, 130 .

AMALGAMATIONS, corporate, see REORGANIZATIONS .

ANNUITIES, see also RETIREMENT INCOME PLANS ; registered, government, use

for income averaging, 274-275, 280 ; as retirement income plans, 401 ;

individual, present tax treatment, 403, 405-406, 408 ; non-registered,

proposed tax treatment, 434-436 ; as gifts, 491-494, 514, 518 ; government,

payments under, 536 ; group, selected data, 581 ; alternative tax treatment,

61o .

AUSTRALIA, income averaging, 250 ; tax avoidance legislation, 572 .

AUSTRIA, income averaging, 250 ; use of net wealth tax, 600, 604 .

AUTHORS, income averaging, present legislation, 245-246 ; income averaging

in Australia, 250 .

AUTOMOBILES, employee use, 306 .

AVERAGING, see INCOME AVERAGING and BLOCK AVERAGING .

AVOIDANCE OF TAX, effect of adopting comprehensive tax base, 71 ; recommen-

dations, 103-105, 111 ; examination of the problem, 537-578; the meaning

of "tax avoidance" and "tax evasion", 537-538 ; methods, 539-540 ; whether
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tax avoidance is an evil, 540-543 ; the .attitude of the courts, 543-552 ;

the attitude of the legislature, 552-573 ; conclusions, 573-575 .

AWARDS, to employees, 307 .

B

BANKRUPTCY, treatment of debt cancellation, 531 .

BANKRUPTCY ACT, 530, 535 .

BENEFITS, death, see DEATH BENEFITS; in kind, inclusion in comprehensiv e

tax base, 43-46, 55 ; from business, 87; from employment, 283-308, 315- 320 ;

from employment, present Canadian treatment, 291-293, 559-560 ; from

employment, tax treatment in United Kingdom, 293-295 ; from employment,

present United States treatment, 296-297 ; from employment, proposed

treatment, 298-308, 315-320 ; from employer contributions to retirement

income plans, proposed treatment, 301-302; from employment, insurance

premiums, 302-303 ; from employment, free, subsidized or discounted goods

and services, 304; from employment, fees and dues, 304 ; maximum allowable

for Registered Retirement Income Plans, 423 ; from income insurance plans,

taxation of, 438 .

BEQUESTS, see also GIFTS and INHERITANCES ; as a factor increasing "economic

power", 25 ; treatment as dispositions, 354, 394; general, 465-519 .

BLINDNESS, concessionary allowance for, proposal, 219 .

BLOCK AVERAGING, see also INCOME AVERAGING; effect of marriage on block

averaging, 126 ; recommended as income averaging provision, 262-269 ;

period of averaging, 263-264 ; restriction related to size of tax saving,

264; method of calculation, 264 ; starting and ending points, 265-268 ;

treatment of losses, 268 ; comparison with United States provision, 269 ;

administration, 269 ; computation of income, 275 ; recommendations, 277-278 .

BLUE BOOK, 429 .

INDEX
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BOND COUPONS, uncashed, inclusion in income, 387 .

BONUS, from employment, proposed treatment, 300 .

BRAIN DRAIN, effect of tax system, 158 .

BRITISH COLUMBIA, succession duties, 471, 598-599 .

BRITISH MEXICAN PETROLEUM COMPANY, LTD . v . C .I .R ., 528 .

BURSARIES, to employees, 307 .

BUSINESS, defined, 327 .

BUSINESS INCOME , use of accrual method recommended, 73, 106
; deductions

presently allowed, 77-80 ; earned by dependent child, exemption, 135-136 ;

of dependants, deposit in Income Adjustment Accounts, 272 .

BUSINESS LOSSES, deductibility when equivalent to personal living expense,

42 ; proposals for deductibility, 92-95, 109 ; income averaging, 248 .

C

CALIFORNIAN COPPER SYNDICATE v . HARRIS, 326, 399 .

CANADA PENSION PLAN, tax position, 403; effect on personal saving, 415 ;

deemed Registered Retirement Income Plan, 421, 455 ; effect on Registered

Retirement Income Plan maximum benefits, 424 ; benefits, 536 ; effect on

private pension plans, 579-580 .

CANADA-UNITED STATES RECIPROCAL TAX CONVENTION, 239 .

CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS, 76 .

CANCELLATION OF DEBT, inclusion in comprehensive tax base, 63, 69, 521 ,

528-531, 535 .

CAPITAL, .human, 43 .
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CAPITAL COST ALLOWANCES, present deductibility of depreciation, 79-80 ;

use in proposed system, 88; recapture, income averaging, 248-249 ; need

for transitional provisions, 384 .

CAPITAL EXPENDITURES, present prohibition of deduction, 79-80 ; proposals,

87-88, 107-108; effect of tax rates, 164 .

CAPITAL GAINS, see PROPERTY GAINS .

CAPITAL LOSSES, present and proposed treatment, 79, 91-92 .

CASH BASIS, of accounting, see ACCOUNTING METHODS AND PRINCIPLES .

CASUAL LABOUR, withholding tax, 314 .

CERTIFICATE, for Registered Retirement Income Plans, 425 .

CHARITABLE DONATIONS, concessionary allowances for, proposals, 222-227 ;

gifts in kind, 225-226; political, 226-227 ; members of religious orders

and postulants, 226 ; 1966 Budget Resolution, 239 ; limitation proposed,

239; computation of allowable amount, 275 .

CHARITABLE ORGANIZATIONS, gifts to, 497 .

CHILD CARE, denial of expense deduction, 290 .

CHILDREN, as part of family Lax unit, 13, 97, 130-141, 144 ; tax credits for,

17, 34, 168, 173, 178-187, 201 ; effect on parents' tax liability under

present system, 119 ; dependent, defined, 133, 144 ; aggregation of income

with parents', 134, 143-144; transfers between parents and children, 135,

146 ; large gifts from outside family unit, 135, 147 ; annual deduction for

employment or business income, 135-136, 146 ; withdrawal from family

unit, 136, 147; orphans, 137 ; tax effect of marriage, 138-139 .

CLASSES OF TAXPAYERS, see TAX UNITS .

CLOTHING, special, provided by employers, 307 .

INDEX
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COMMISSIONERS OF INLAND REVENUE v . DUKE OF WESTMINSTER, 545•

COMMON LAW WIVES, treated as part of family unit, 142 .

COMMUTING EXPENSES, deductibility, 86, 290, 313 .

COMPENSATION, for loss of office or employment, 63 ; for loss or destruction

of property, 371, 395 .

COMPREHENSIVE TAX BASE, as a measure of total economic power, 6 ; reason for

using this term, 24 ; recommendations, 35-36, 54-57 ; basic features of,

39-58 ; reformulated, 39-42 ; general implications, 43-53 ; amounts included

under proposed system, 68-76 ; amounts excluded, 70 ; effects of adopting,

71 ; methods of computing, cash basis v . accrual method, 71-75 ; amounts

deductible under proposed tax system, 82-97 ; inclusion of property gains,

337-338 ; gifts to be included, 479 .

COMPUTATION OF TAX, proposed methods, 99-102, 110 .

CONCESSIONARY ALLOWANCES', general, 19-20, 34, 178-187, 213-240 ;

for gifts, 141, 227-229, 237; for medical and related expenses, 213-221,

233-235 ; for charitable donations, 222-227, 235-236; for post-secondary

education, 229-233, 236-237.

CONFERENCE, expenses of attending, proposed treatment, 305 .

CONSTRUCTIVE RECEIPT, application to interest income, 387 .

CONSUMPTION EXPENDITURES, as a tax base, 25-26 .

CONSUMPTION TAXES, as a method of tax collection, 29-30 .

CONTRIBUTIONS, under employee benefit plans, present deductibility, 81 ;

pension plan, estimated growth, 579-584 .

CO-OPERATIVES, integration of tax with that on members, 99 .

COPYRIGHT, sale of, income averaging, 245 .
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CORPORATE INCOME TAX, proposed rate, 100 ; earmarked for old age security,

522 .

CORPORATE REORGANIZATIONS, see REORGANIZATIONS .

CORPORATION TAX, see CORPORATE INCOME TAX .

CORPORATIONS, as intermediaries for tax purposes, 31 ; limitation on tax

rate increases, 37 ; proposed tax treatment, 98 ; gifts to, 488-489 .

COST BASIS, of property, general, 355, 393 ; of residential property, 358,

395 ; inclusion of losses from holding property, 364, 394 ; of property

replacements, 371, 395 ; adjusted cost basis, 371 ; on incorporation, 371,

395-396 ; of property involved in corporate reorganizations, 371-375,

395-396 ; property transferred between parent and-subsidiary, 373, 395 ;

computation on disposition, 381-382 , 393; definition, 399 .

CREDITS, for dependent children, see CHILDREN ; for foreign taxes, see FOREIGN

TAX CREDIT ; for non-discretionary expenses, including medical expenses,

donations, gifts and post-secondary education expenses, see CONCESSIONARY

ALLOWANCES ; for working mothers, see WORKING WIVES; use of fixed tax

credit, 16 ; for consumption and wealth taxes, 29, 157, 196 ; for taxes on

intermediaries, 31, 52, 98, 101-102 ; the difference between tax credits

and exemptions, 180 ; possible incorporation in rate schedules, 209 ; for

tax overpayments, resulting from block averaging, 264 ; for succession

duties, 471 ; for United Kingdom estate tax purposes, 614 ; for United

States estate tax purposes, 617 .

D

DAMAGES, taxability of payments, 63, 69 ; added to cost basis of property, 91 .

DEATH, deemed disposition of property on, 51, 369-370, 394 ; effect o n

family tax unit, 128, 140 .

INDEX
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DEATH BENEFITS, income averaging, 247 ; proposed treatment, 300, 318 ; as

gifts, 495-496 .

DECLARATION, required upon leaving country, 376 .

DEDUCTIONS, in computing taxable income, present system, 60, 76-82, 180 ; in

computing taxable income, proposals, 82-89, 95-97, 107-108 ; from tax,

100-101 .

DEFERRED INCOME, see also PENSION PLANS, RETIREMENT SAVINGS PLANS, PROFIT

SHARING PLANS, ANNUITIES, LIFE INSURANCE, INCOME INSURANCE PLANS,

REGISTERED RETIREMENT INCOME PLANS, RETIREMENT INCOME PLANS; compensation,

301, 461 ; general, 401-463 ; present tax treatment, 402-408
; equity and

neutrality, 409 ; tax deferment appraised, 409-421 ; social goals, 409 ;

administrative implications of preventing tax deferment, 411 ; economic

considerations, 411-418 ; general conclusions, 418-421 ; detailed proposals,

421-455, recommendations ; 455-459 •

DEFERRED PROFIT SHARING PLAN, see PROFIT SHARING PLANS .

DENMARK, income averaging, 251 ; net wealth tax, 604 .

DEPARTMENT OF INSURANCE, 455, 589 .

DEPARTMENT OF NATIONAL REVENUE, checking of expense claims, 310 ; information

re property holdings, 382 ; registration of pension plans, 402 ; pension

plan booklet, 429.; method of calculating gifts of tax on tax, 488, 607 ;

gift tax statistics, 517. -

DEPENDANTS, for dependent children, see CHILDREN ; gifts in support of, tax

treatment, 178-187, 227-229 .

DEPLETION ALLOWANCES, present deductibility, 79-80 ; shareholder, deductibi-

lity, 392, 398 .

DEPOSITS, in Income Adjustment Accounts, 126, 136, 259, 269-273•
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DEPRECIATION, see CAPITAL COST ALLOWANCES .

DISCOUNTS, on loans, 63, 69 .

DISCRETIONARY ECONOMIC POWER, as a basis for taxation, 3-37, 155 ; defined, 5 .

DISPOSITIONS, for capital gains tax purposes, 353-356, 394 ; for general tax

purposes, 368-380, 394 ; exchanges of property, 369, 394 ; on death,

369-370, 394 ; excluded transactions, 370, 395-396 ; exclusions for certain

corporate reorgan izations, 371-375, 395-396 ; on change of residence,

376-378, 394 ; accrual of gains or losses, 378-380 ; deemed, of benefits

from Registered Retirement Income Plans, 427 .

DIVIDEND STRIPPING, see SURPLUS STRIPPING .

DIVIDEND TAX CREDIT, see CREDITS .

DIVIDENDS, policy, see POLICY DIVIDENDS ; taxation of, 390 ; refund of corpo-

rate tax on dividends received by Registered Retirement Income Plan,

422 ; participating, 446, 452 .

DIVORCE, tax effect, 129, 139 .

DOMINION BUREAU OF STATISTICS, 281, 417, 581-584 .

DOMINION SUCCESSION DUTY ACT, 472, 598 .

DONATIONS, see CHARITABLE DONATIONS .

DOUBTFUL ACCOUNTS, present deductibility, 81 ; in connection with property

income, 89 .

DUES, paid by employer, 304 ; union, deductibility, 307, to recreational -

clubs, 313 .

ECONOMIC GROWTH, effect of lower tax rates, 153 ; effect of tax credits fo r

working wives, 210
. INDEX



660

ECONOMIC POWER, total, defined, 5 ; measurement of for tax purposes, 22-31 ;

use of consumption expenditures to determine, 25-26 ; use of wealth to

determine, 27-29 .

EDUCATION, purpose of tax allowance for, 180 ; post-secondary concessionary

allowances, 229-233, 236-237 ; fees paid by employer, 307 .

EMIGRATION, factors affecting, 158 ; partially offset by immigration, 205 ;

requirement for tax clearance, 376, 394 .

EMPLOYEE, defined, 290 ; of another country, tax exemption, 534 .

EMPLOYEE EXPENSES, present deductibility, 81, 86, 284, 293, 308-310 ;

proposed deductibility, 86, 95, 106, 289-290, 311-314 ; present United

Kingdom treatment, 295-296 ; present United States treatment, 297-298 .

EMPLOYEES' PROFIT SHARING PLANS, see PROFIT SHARING PLANS .

EMPLOYMENT INCOME, for benefits, see BENEFITS ; for deductions, see EMPLOYEE

EXPENSES and specific item headings ; use of cash method of computing,

71-73, 106 ; earned by dependent child, 135-136, 272 ; general, 283-324 ;

income and deduction problems, 283-285 ; the present Canadian system,

290-293; the present United Kingdom system, 293-296 ; the present United

States system, 296-298 ; proposed treatment of gross gains, 298-308 ; lump

sum receipts,proposed treatment, 299-300 ; non-accountable allowances,

proposed treatment, 300 ; deferred compensation, proposed treatment, 301 ;

retirement income plans, proposed treatment, 301 ; costs of business

trips, 305-306 ; miscellaneous income, 307 ; exclusions from income, 307 ;

withholding of tax, 314-315 ; recommendations, 315-321 ; comparison of

present and proposed taxes on wage earners, 633-638 .

ENFORCEMENT, problems under present system, 120-122 ; potential problem

arising from proposed aggregation of family income, 189 .

ENTERTAINMENT EXPENSE, proposed rules, 288, 306, 316, 319 ; treatment in

United Kingdom, 294 ; deemed personal expenses, 313 .
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ESTATE TAX, abolishment of, 41, 70, 105 ; equity of present tax system, 119 ;

liability for, 470-471 ; appraisal of, 472-473; effect on sales of

businesses, 476-477 ; defects of present tax, 591-593; in the United

Kingdom and United States, 613-618 .

ESTATE TAX ACT, property passing on death, 470-472, 516 ; transfers for

inadequate consideration, 480 ; definition of "property", 483 ; exemptions,

496, 604; "quick succession" provisions, 500 ; valuation of property,

500-501 ; deferred payment provision, 504 ; tax on property of persons

domiciled outside Canada, 509 ; administration of estate tax, 510 ; liens

on property, 512, 516 ; cancellation of debt, 517 ; gifts prior to death,

518 ; valuation of annuities, 518 ; treatment of gifts, 593; applicability,

598; tax-paid gifts, 607 ; adjustments for premature death of annuitant,

610 ; property taxed, 613 .

EVASION OF TAX, the meaning of "tax avoidance" and "tax evasion", 537-538 .

EXCHEQUER COURT, interpretation of section 12(1)(a), 79 ; attitude toward

tax avoidance, 545-548 .

EXEMPT INCOME, under present tax system, 80 ; expenditures to produce, 80,

88, 107 .

EXEMPTION CERTIFICATE, for use by tax-exempt entities, 389, 398 .

EXEMPTIONS, marital, discussion of use of fixed marital exemption, 16 ; for

dependent children, 17 ; proposed basic income tax exemptions, 20, 34, 70-71,

157, 167, 200 ; lifetime, for gains on sale of residential property, 69 ,

70, 105, 353, 357, 395 ; lifetime, for gifts, 126, 137, 227, 478, 499 ;

annual, for gifts, 137-138, 227, 478, 498 ; personal, present, 180; income

tax, the difference between tax credits and exemptions, 180 ; personal,

effect of substituting tax credits for, 183, 186 ; personal, possible

incorporation in rate schedules, 209; farm property gains, 353, 357, 395 ;

for gifts, present, 470, 496-499 ; for involuntary gifts, 499-500 ; for

INDEX
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gifts to non-residents, 507 ; personal, reductions for family allowances,

522 ; tax, for debt instruments sold by government, 532 ; statutory,

withdrawal, 532 ; ship or aircraft of non-residents, 532 ; Royal Canadian

Mounted Police pensions, 533; German compensation, 533 ; tax, Halifax

Disaster pensions, 533 ; for service pensions, 533 ; prospecting, 533 ;

employees of another country, 534 ; Governor General and Lieutenant

Governors, 534; municipal officers, 534 ; for United Kingdom estate tax

purposes, 614 ; for United States gift tax purposes, 616. .

EXPENDITURES ARTIFICIALLY REDUCING INCOME, present tax treatment, 80-81 .

"EXPENSE ACCOUNT LIVING", see EMPLOYMENT INCOME, also BENEFITS .

EXPENSES, see also DEDUCTIONS and EMPLOYEE EXPENSES ; recommended deducti-

bility, 41 .

EXPROPRIATION, taxability of proceeds, 63, 69, 355, 371, 394-395 .

FAMILIES, as taxable units, 5-6, 12-13, 33, 97, 110, .122-125, 144; defined

for tax purposes, 13, 132-134, 144 ; consisting of spouses only, 125-130 ;

commencement of family tax unit, 126-127, 134, 144 ; childless marriages

lasting less than five years, 127; termination of family tax unit ,

128-130 ; 139-141, 148-149 ; effect of death on family tax unit, 128, 148-

149 ; effect of remarriage of surviving spouse on family tax unit, 129,

149 ; effect of divorce or separation on family tax unit, 129, 148
; effect

of cessation of residence on family tax unit, 130, 149 ; inclusion of

dependent children in family tax unit, 130-141, 144 ; effect of withdrawal

of child from family unit, 136 ; tax on new unit resulting from marriage,

138-139, 147 ; inclusion of other dependants in family unit, 141-142
; tax

treatment for common law wives, 142 ; fraction of income available for

discretionary use, 156, 199 ; proposed income tax rate schedules, 157, 168,

173-178, 202-203; income taxes payable in the United States and
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Canada, 158-162, 173-187, 199 ; tax effect of aggregating incomes, 187-193 ;

range of incomes over which marginal tax rates should vary, 199 .

FAMILY ALLOWANCES, effect on present personal exemptions, 180 ; present

exemption from tax, 160 ; as transfer payments, taxation of, 521-526, 534 •

FAMILY UNIT, see FAMILIES .

FARM PROPERTY, lifetime exemption for gains, 105 .

FARMERS, effect of restricting loss deductions, 95 ; income averaging, 244-246,

263 ; exemption for gains on farm property, 357-359, 395 ; losses on farm

property, 363-364 .

FEES, directors', present taxation, 292 ; paid by employer, 304 ; for employee

education, 307; to recreation clubs, 313 ; to investment counsel, 391 .

FELLOWSHIPS, to employees, 307 .

FINANCE ACT, 294, 528, 613 .

FINLAND, use of net wealth tax, 600, 604 .

FISHERMEN, income averaging, 244-246 .

FOREIGN BUSINESS CORPORATIONS, 102 .

FOREIGN EXCHANGE, taxability of profits, 63, 69 .

FOREIGN TAX CREDIT, present, 111 ; extension to property gains, 353 ; for

gains realized after change of residence, 378 ; to non-residents, for

pension payments, 441 ; for foreign estate taxes or succession duties,

471 ; for gifts to non-residents, 508 ; for foreign taxes on gifts, 509 ;

for United Kingdom estate tax purposes, 614 .

FORGIVENESS OF DEBT, see CANCELLATION OF DEBT .

FRANCE, importance of direct taxes, 207 ; estate tax convention with, 510 ;.

gift tax system, 603 .

INDEX



664

FRONT & SIMCOE LTD . v . M .N .R ., 546 .

GAINS IN KIND, see also BENEFITS ; included in comprehensive tax base, 41 .

GAMBLING GAINS, see also WINDFALLS ; inclusion in comprehensive tax base,

521, 526-527, 535 .

GERMAN COMPENSATION PAYMENTS, 533 .

GERMANY, importance of direct taxes, 207; income averaging, 250 ; gift tax

system, 603 .

GIFTS, see also GIFT TAX and CHARITABLE DONATIONS ; the proposed system, 13,

465-519 ; to close relatives, 19, 35, 227-229, 237
; inclusion in compre-

hensive tax base, 25, 35, 40-41, 54, 70, 105, 1+65-469, 477, 479, 513 ;

as personal consumption expenditures, 42, 55; deemed to be dispositions

of property, 51, 354, 394 ; present taxability, 63, 469-477, 591-593 ;

treatment in United Kingdom, 65 ; lifetime exemption proposed, 126, 137,

227, 478, 498-499, 514 ; to dependent children from outside family unit,

132, 135-136, 147, 272, 279 ; annual exemption proposed, 138, 227, 478,

498, 514 ; need for averaging provisions, 242 ; defined, 465, 480 ; transfers

for inadequate consideration, 480-481, 513 ; powers of appointment and

encroachment, 481-482, 513 ; conditional, 483 ; definition of "property",

483-485 ; meaning of "receipt", 485-488 ; tax-paid, 488, 607-608 ; to corpo-

rations, 488-489, 514 ; in instalments, 489-490, 609-611 ; annuities, 491-

494, 514 ; involving proceeds of insurance and pension plans, 495-496 ;

successive transfers, 499-500, 514 ; valuation of property, 500-502, 515 ;

time of valuation, receipt and payment, 502-504, 515 ; rate schedules and

averaging, 504-505, 515 ; to non-residents, 507-509, 515 ; of property

situated in Canada, on death, 509-510, 516 ; credit for foreign taxes,

509, 516 ; tax conventions, 510; taxpayer compliance, administration, and

enforcement, 510-513; gift tax statistics, 517 ; alternative methods of
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taxing, 591-605 ; tax treatment in United States, 615 .

GIFT TAX, see also GIFTS ; abolishment of, 41, 70, 105 ; appraisal of present

system, 119-120, 469-477, 591-593; exemptions, 496-499 ; in the United

States, 613-618 .

GOODWILL, deductibility of expenditures on, 88 .

GOULD v . GOULD, 548 .

GOVERNMENT EXPENDITURES, financing through taxes based on ability to pay,

32 ; comparison of Canadian and United States levels, 207 .

GOVERNOR GENERAL, taxation of expense allowances, 301 ; tax exemption, 534 .

GREGORY v . HELVERING, 549 .

GROUP INSURANCE, see INSURANCE .

H

HELVERING v . ELKHORN COAL CO ., 551 .

HOBBY BUSINESSES, proposed treatment of losses, 93-95 .

HOBBY FARMS, see HOBBY BUSINESSES .

HOUSEHOLD EXPENSES, deduction not equitable, 210 .

HOUSING, provided by employer, 304 .

HUSBAND AND WIFE, as family tax units, see FAMILIES ; working wives ,

see WORKING WIVES ; comparison of tax status of married couple and

single individuals, 14-18, 33-34, 117-120, 142-143, 169 ; problems

of tax enforcement, income splitting, 120-122, 128 ; transfers between

spouses, proposed tax treatment, 127, 146 ; common law wives, 142 ;

effect of filing separate returns under proposed rules, 189-191 ;

wife employed by husband, effect on tax credit for wife, 210 .

INDEX
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I

IMPUTED INCOME , inclusion in comprehensive tax base, 41, 47-49, 56, 118-119 ;

deduction of household expenses, 210 .

INCOME, for proposals, see COMPREHENSIVE TAX BASE ; from business, see

BUSINESS INCOME ; from employment, see EMPLOYMENT INCOME ; from property,

see PROPERTY INCOME ; discretionary, see DISCRETIONARY INCOME ; exempt,

see EXEMPT INCOME ; imputed, see IMPUTED INCOME ; amounts included under

present tax system, 60-67 ; present distinction between capital and

income, 62 ; other gains presently not included, 63; influence of

United Kingdom on present determination of, 63-65 ; influence of United

States on present determination of, 65-66 ; appraisal of present

system, 66-67 ; deductions under present tax system, 76-82 .

INCOME ADJUSTMENT ACCOUNTS, tax treatment of deposits on marriage,

126-127; deposits with respect to gifts or bequests to and income of,

dependent children, 136, 147, 272, 279 ; as income averaging method,

259-260, 269-273, 278-279, 348 ; limitations on reductions in current

income, 270 ; speculation, 270-271; withdrawals, 271-272 .

INCOME AVERAGING, see also BLOCK AVERAGING and INCOME ADJUSTMENT ACCOUNTS ;

general, 102, 241-281 ; present legislation, 244-250, 276 ; farmer s

and fishermen, 244-245 ; authors, 245-246 ; present treatment of lump

sum payments, 246-248 ; treatment of losses, 248, 261 ; stock options,

248 ; recapture of depreciation and revaluation of inventory, 248-249 ;

treatment in other countries, 250-254 ; alternatives to present position,

255-261 ; progressive averaging, 256-257 ; moving average, 257-258 ;

deferment of tax, 258 ; carry-over of unused personal exemptions or

tax credits, 258 ; use of Income Adjustment Accounts, 259-260, 269-273,

278-279, 348 ; Registered Retirement Income Pl ans, 260-261, 273-275, 279 ;

asset revaluation, 261, 274; recommended treatment of lump sum and

fluctuating incomes, 261-280 ; recommended residence requirement, 261 ;
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block averaging recommended, 262-269, 277-278; other recommended.procedures,

273-275; deferment of tax payments for non-cash income, 273; registered

annuities, 274-275, 280 ; income subject to averaging, 275-276; for capital

gains, 348 ; effect on receipts from income insurance plans, 438-439 .

INCOME INSURANCE PLANS, premiums, see PREMIUMS ; defined, 401; present tax

treatment, 407-408 ; equity and neutrality, 409 ; tax deferment appraised,

1409-421 ; recommendations, 436-439, 458 .

INCOME SPLITTING, by husband and wife, 120-122, 128 ; through gifts to

dependants, 138-139 ; in the United States, 173-174 ; as a method of tax

avoidance, 539-540 .

INCOME TAX ACT, as present statute, 60; section 138, 105, 568 ; personal

exemptions, 180 ; income averaging provisions, 244-249 ; employee deductions,

285 ; definition of "employment", "employee", "officer", 290 ; taxation of

employment income, 291 ; proposed charging section, 298 ; prohibition of

deduction of personal and living expenses, 312 ; definition of "business",

327 ; amalgamation provisions, 3 73 ; requirements for registration of

Registered Retirement Income Plans, 428 ; taxation of gifts, 469, 593 ;

transfers for inadequate consideration, gift tax, 480 ; definition of

"property", 483; loans of property, 485 ; charitable organizations, 497 ;

administration of income and gift taxes, 510 ; deduction of estate taxe s

and succession duties, 517 ; taxation of annuities, 518 ; sundry income

provisions, 521 ; exempt income, 531, 535 ; tax avoidance and tax evasion,

537 ; provisions permitting tax avoidance, 539 ; cases under section 21,

544-545 ; provisions directed at tax avoidance, 553, 558 ; meaning of

"arms' length", 561, discretionary powers of Minister, 567 .

INCOME TAX REGULATIONS, for travel and entertainment, 288, 305-306 ; for

employee expense deductions, 290 ; proposed, for employee benefits, 298 ;

relief from withholding tax, 315 .
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INCOME WAR TAX ACT, 60, 62, 78, 120, 150, 281, 3o8, 539 .

INCORPORATION, transfer of property upon, 355, 371, 395 .

INDIA, income averaging, 252 ; net wealth tax, 600, 604 .

INDIVIDUALS, as tax units, 97, 110, 117-122, 142, 146, 148 ; current and

proposed tax rates, 157, 168-172, 199, 201-202 ; differences between

Canadian and United States income taxes, 161 .

INFLATION, effect on capital gains, 349 .

INHERITANCE TAX, see SUCCESSION DUTIES and ESTATE TAX .

INHERITANCES, see also BEQUESTS ; for specific proposals, see GIFTS ;

inclusion in tax base recommended, 40-41, 70, 105 ; present taxability,

63 ; treatment in United Kingdom, 65 ; treatment in United States, 66 ;

need for averaging provisions, 242 ; included in term "gift", 465 .

INSURANCE, income, see INCOME INSURANCE ; life, see LIFE INSURANCE ;

premiums, see PREMIUMS; unemployment, see UNEMPLOYMENT INSURANCE ;

workmen's compensation, see WORKMEN'S COMPENSATION; proceeds, 63, 69,

105 ; hospital and medical, treatment of employee benefits, 303 ;

salary continuance, see INCOME INSURANCE PLANS ; proceeds reinvested

in similar property, exclusion from tax, 370 ; group, present tax

treatment, 407-408; group, proposed tax treatment, 436-439, 458 •

INTEGRATED TRANSFER TAX, possible use for gifts, 593-596 .

INTER VIVOS GIFTS, see GIFTS .

INTEREST, in United States, 49, 58, 158, 205 ; present and proposed

deductibility, 49, 56, 81, 206, 391-392, 397-398 ; added to cost

basis of property, 91, 355, 358, 393-394 ; paid on deposits in Income

Adjustment Account , 136, 259, 273, 278 ; on refunds resulting from
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block averaging, 262 ; effect of rate changes on capital gains, 349-350 ;

taxation of income, 387-390, 397 ; on government bonds, not transfer

payment, 536 .

INTERMEDIARIES, see also CO-OPERATIVES, CORPORATIONS, TRUSTS ; defined, 31 ;

taxes proposed, 31, 36, 51-53, 57, 59, 68, 71, 98-99, 110 .

INTERNAL REVENUE CODE, 297 .

INTERNAL REVENUE SERVICE, 297; use of "business purpose" doctrine, 550 .

INVENTORIES, deductibility of expenditures on, 88-89 ; revaluation, income

averaging, 248-249 ; need for transitional provisions, 383 .

INVENTORS, lack of income averaging provisions, 245 ; income averaging in

Australia, 250 .

INVESTMENT, effect of proposals, 153-155, 164, 196, 200 .

INVESTMENT INCOI+fE, see PROPERTY INCOME .

IRELAND, estate tax convention with, 510 .

ITALY, importance of direct taxes, 207 ; income averaging, 251 .

J

JAPAN, income averaging, 251 ; net wealth tax, 604 .

JOINT RETURNS, see RETURNS .

LABOUR SUPPLY, effect of lower tax rates, 153 ; effect of tax credit fo r

working wives, 210 .

LAND, deductibility of expenditures on, 88 .

INDEX
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LATILI•A V . C .T .R ., 546 .

LEGACIES, see INHERITANCES .

LIABILITY FOR TAX, of members of family unit, 134-135 •

LIEUTENANT GOVERNORS, proposed treatment of expense allowances, 301 ; tax

exemption, 534 .

LIFE INSURANCE, present tax treatment, 63, 406-407 ; proposed tax treatment,

69-71, 106, 441-455, 458-459 ; treatment of employee benefits, 302 ;

property income, 442-446, 449-450; sources of policy reserves, 444-445 ;

participating dividends, 446 ; mortality gains and losses, 446-449; as a

Registered Retirement Income Plan, 450-451 ; estate tax on, 472 ; payments

as gifts, 495-496; alternative procedures for the taxation of income

received through, 585-590 .

LIFE INTERESTS, alternative tax treatment, 610 ; taxation in United Kingdom,

613-614 ; defined, 618 .

LIVING EXPENSES, see PERSONAL CONSUMPTION EXPENDITURES .

LOANS, to employee, 304 ; of property, as gifts, 484-485 .

LOGGING TAXES, provincial, 101, 111 .

LONG-TERM ASSETS, deductibility of expenditures on, 88 .

LOSS CARRY-OVERS, general, 89-95, 108 ; property losses, 90-92, 108-109, 359,

393 ; business losses, 92-95, 109, 248, other losses, 95 ; proposed effect

on charitable donations, 239 ; as an income averaging method, 261 ; effect

on block averaging, 268, 278 .

LOSSES, see also LOSS CARRY-OVERS, BUSINESS LOSSES, CAPITAL LOSSES ;

computation, 73; property, deductibility, 87, 89-95, 354, 359-368, 393-394 ;

general proposals for deductibility, 89-95, 108 ; deduction of unrealized

losses, 261 ; on property held for personal use, 359-360, 393 ; on farm
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property, 363-364 ; alternative treatment of property losses, 365 ; defined,

366 ; timing of deduction, 366-367 ; on revaluation of securities, 366, 394 ;

gambling losses, 527, 535 .

LUMP SUM PAYMENTS,, income averaging, present legislation, 246-250 ; treatment

in other countries, 250-255 ; alternative solutions, 255-261 ; proposals,

261-280, 299-300, 318; from registered pension fund, 403; from income

insurance plans, 439 .

LUXEMBOURG, net wealth tax, 604 .

M

MARITAL DEDUCTION, for United States gift and estate tax purposes, 616-617 .

MARRIED COUPLE, see HUSBAND AND WIFE .

MEALS, provided by employer, 304 .

MEDICAL EXPENSES, as non-discretionary expenses, 19, 34 ; concessionary

allowances for, present and proposed, 213-219, 233-235, 238 ; in the United

States and United Kingdom, 238 ; computation of allowable amount, 275 ;

deductibility, effect on taxation of premiums paid by employer, 303 .

MEMBERS OF PARLIAMENT, expense allowances, 292, 300, 532 .

MINING TAXES, provincial, 101, 111 .

MINISTER OF FINANCE, comments on income averaging for inventors, 245 .

MINISTER OF NATIONAL REVENUE, discretionary powers, 567 .

MINISTERIAL DISCRETION, against tax avoidance,'lll, 567 .

M .N .R . v . ANACONDA AMERICAN BRASS LTD ., 112 .

M .N .R . v . ESTATE OF E .W . BICKLE, 607 .

INDEX
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M .N .R . v. MACINNES, 544 .

M .N.R . v . PILLSBURY HOLDINGS LIMITED, 545 .

MORTALITY GAINS AND LOSSES, effect on insurance proceeds, 442 ; proposed tax

treatment, 446-449, 452; defined, 461 ; possible alternative methods of

taxation, 585-590 .

MOTHERS, working, see WORKING WIVES .

MUNICIPAL OFFICERS, expense allowances, 292, 300, 534 .

MUNICIPAL TAXES, see PROPERTY TAXES .

NEGATIVE INCOME TAXES, present adoption not recommended, 30, 36 ; as

equalizer, 209 .

NET WEALTH TAX, possible use of, 27-30, 35-36, 600-602 .

NET WORTH TAX, see NET WEALTH TAX .

NETHERLANDS, tax avoidance legislation, 571; use of net wealth tax, 600, 604 .

NEW YORK, personal income taxes, 158-159 .

NON ARM'S LENGTH TRANSACTIONS, problems of tax avoidance, 46-47, 56, 104, 111,

560-567; unpaid amounts, 74 .

NON-RESIDENT-OWNED INVESTMENT CORPORATIONS, 102 .

NON-RESIDENTS, taxation of under present tax system, 60 ; capital gains tax,

353, 356-357, 393 ; pension payments to, reco mmendations, 439-441, 458 ;

gifts to, 507-510, 515-516 ; gifts from, 509-510, 516; exemption for ships

or aircraft, 532 .

NORWAY, net wealth tax, 604 .
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"NOTHINGS", 80, 82, 88, 95 .

0

OBSOLESCENCE, present deductibility, 79 .

OFFICERS, defined as employees, 290 .

OLD AGE SECURITY, pensions as transfer payments, taxation of, 521-526, 534•

OLD AGE SECURITY ACT, 115, 536 .

OLD AGE SECURITY TAX, proposed elimination, 168 .

ONTARIO, succession duties, 471, 598-599 .

ORPHANS, tax effect of withdrawal from family unit, 137 .

OXFORD MOTORS LTD . v . M.N.R ., 528 .

P

PARLIAMENT, legislative approach to tax avoidance, 552-573 .

PARTINGTON v . ATTORNEY-GENERAL, 543, 548 .

PARTNERSHIPS, tax treatment, 98 .

PENNSYLVANIA, personal income taxes, 160 .

PENSION BENEFITS ACT, 430 .

PENSION PLANS, see also RETIREMENT INCOME PLANS, DEFERRED INCOME, and

REGISTERED RETIREMENT INCOME PLANS ; present treatment, 246-248, 402-403,

406, 408 ; as retirement income plans, 401 ; provincial, 421 ; foreign or

with non-resident members, 439-441 ; estimated growth, and the tax defer-

ment involved, 579-584•

INDEX
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PENSIONS, see also PENSION PLANS and REGISTERED PENSION PLANS; service, 292,

532-533 ; as gifts, 495-496; Halifax Disaster, 533 ; Royal Canadian Mounted

Police, 533 •

PERMANENT ESTABLISHMENT, effect on non-resident's tax, 357 .

PERSONAL CONSUMPTION EXPENDITURES, deductibility not recommended, 42, 54,

82-87, 96, 107 ; present deductibility, 80 ; preventing deduction by

employees, 283-284, 289-290, 312-313, 320 ; employee allowances for,

present taxability, 291 .

PERSONAL CORPORATIONS, 102 .

POLICY DIVIDENDS, included in income, 586 .

POLITICAL DONATIONS, see CHARITABLE DONATIONS .

POSTPONEMENT FEES, on income of registered retirement income plans, 433 ;

on income of income insurance plans, 438 ; on income from life insurance,

585-590 .

POSTULANTS, taxation, proposals, 226 .

POWERS OF APPOINTMENT, alternative tax treatment, 611 .

POWERS OF ENCROACHMENT, see POWERS OF APPOINTMENT .

PREMIUMS, leases, 63, 69, 390 ; on loans, 63, 69 ; life insurance, 71, 452$

86 ; insurance, for employees, 302-303, 318-319 ; to purchase annuities,

405 ; for income insurance, deductibility, 436 .

PROFIT SHARING PLANS, see also RETIREMENT INCOME PLANS and DEFERRED INCOME ;

present treatment, 247, 404-405 ; proposed treatment of benefits and

employer contributions, 299-302, 318, 533 ; as retirement income plans,

401 ; rules recommended for registration, 421-431 ; present requirements for

registration of deferred plan, 460-461 ; benefits as gifts, 495-496 .

PROPERTY, defined, 483-485 .
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PROPERTY GAINS, inclusion in comprehensive tax base, 40-41, 54, 66-67,

69, 105, 325-326, 337-338, 353-356, 393; realization of gains, 50-51,

56-57, 267, 353, 368-380, 394-396; the distinction between capital

and income, 62-63, 326-331 ; exemption for residential properties ,

69, 105, 353, 357-359, 395 ; methods of computing, 73, 106, 381-382, 393 ;

deductions, 81-82, 87, 107, 381, 393 ; losses, 91-92, 109, 354-355, 359-368,

393 ; income averaging provisions, 242, 267, 276; property revaluations, 274,

280, 394; the present position, 326-336; equity, 331-333 ; neutrality, 334-

335 ; certainty, 335-336; economic implications of tax on property gains,

338-344 ; proposed tax rate, 344-347, 393 ; preferential treatment for

property gains, 344-349; holding period, 347-349; effects of inflation and

interest rates on equity of taxing property gains, 349-350 ; roll-over

privilege, 350-351 ; revenue from taxing property gains, 351-352 ; proposals

in outline, 353-387, 393-398 ; foreign tax credit, 353 ; application of tax

to non-residents, 353, 393 ; cost basis, 355 ; persons taxable, 356-357,

395 ; gains for tax purposes, 357, 393-396 ; dispositions for tax purposes,

368-380, 394 ; accrued, 378-380 ; administration, 382-383 ; transitional

provisions, 383-387, 396-397; recommendations, 393-398 .

PROPERTY INCOME, from life insurance, see LIFE INSURANCE ; inclusion in

comprehensive tax base, 40, 54, 69, 105-106, 325-326; present taxability,

61; method of computing, 72-76, 106; deductions, 77-97, 107-109 , .391-392,

398; general, 325-400 ; interest, see also INTEREST, 387-390, 397;

dividends, see also DIVIDENDS, 390 ; royalties, 390 ; rental income,-see

also RENT, 390-391 ; investment income surtax, 392-393 ; 398 ; recommendations,

393-398 •

PROPERTY LOSSES, see LOSSES and CAPITAL LOSSES .

PROPERTY TAXES, continuation recommended, 29-30; deductibility, 49, 206; in

United States, 58, 160 ; added to cost basis of property, 91, 355, 358 ;

regressiveness, 154 ; 'effect of not integrating with personal income tax,

157; possible future tax credits for, 157, 195-196 ; effect of future

reductions on personal income tax exemptions, 167 .

INDEX
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PROPRIETORSHIPS, sole , tax treatment, 98 .

PROSPECTING, repeal of tax exemption, 533 .

PROVINCES, registration of retirement income plans, 421, 429, 455 .

PROVINCIAL TAX ABATEMENTS,, see ABATEMENTS .

Q

QUEBEC, succession duties, 471, 598-599 .

QUEBEC PENSION PLAN, tax position, 403 ; growth, 580 .

RATES OF TAX, withholding taxes, see WITHHOLDING TAXE &; recommended personal

income tax rates, 5-20, 32-34, 37, 100, 110, 115, 125-126, 145-146,

153-211 ; recommended rates for intermediaries, 52-53, 57, 100, 110-111,

115-116 ; criteria governing the selection of a rate schedule, 154-164,

198-201 ; taxation according to ability to pay, 155-156, 198-199, 205 ;

compensatory adjustments for other taxes, 156-157, 200 ; international

tax comparisons, 158-162, 199 ; the maximum marginal rate, 162-163; the

revenue yield of the rate schedule, 163, 200-201, 207; taxation of income

from equity investments, 164 ; reconciliation of conflicting criteria,

165-167, 200 ; recommended rate schedule for unattached individuals without

dependants, 168-172, 202 ; recommended rate schedule for family units,

173-179, 202 ; recommended treatment of dependants, 178-187 ; multiple

income recipients, 187-193 ; allowances for working mothers, 193-194, 201 ;

future tax reductions and adjustments, 194-197, 203-204 ; for property

gains, 337-338, 344-348, 393 ; reductions in progressiveness as a means

of increasing personal saving, 413 ; for gifts, 469, 504-510, 515 ; for

United Kingdom estate tax purposes, 615 ; for United States gift and estate

tax purposes, 616-617 .
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REAL PROPERTY, annual reporting of holdings, 382 .

RECOMMENDATIONS, the determination of a tax base, 32-36 ; for comprehensive

tax base, 54-57 ; proposed tax system, 105-111 ; the tax unit, 142-149 ;

rates of personal income tax, 198-204 ; concessionary allowances, 233-237 ;

income averaging, 276-280 ; employment income, 315-321 ; property income,

393-398 ; deferred income, 455-459 ; gifts, 513-516 ; taxation of transfer

payments and miscellaneous receipts, 534-535 ; tax avoidance, 573-575 .

RECREATIONAL CLUBS, denial of expense deduction for employees, 290, 313 .

RECREATIONAL FACILITIES, provided by employers, 304 ; deductibility of costs ,

313 .

REFUNDS, for tax overpayment resulting from block averaging, 264 ; of

corporate income tax, on dividends paid to Registered Retirement Income

Plan, 422 ; to non-residents, for tax on pension plan payments, 441 .

REGISTERED RETIREMENT INCOME PLANS, see also DEFERRED INCOME and RETIREMEN T

INCOME PLANS; as income averaging method, 260-261, 273-275, 279 ; proposed

treatment of employer contributions, 301-302 ; requirements for registration,

421-431 ; as method of tax deferment, 421-434, 437, 455-457 ; inclusion of

life insurance considered, 450-451 ; annuities purchased under, 491 ,

493-494 ; treatment under alternative proposal for taxing deferred gifts,

61o .

REGISTERED RETIREMENT SAVINGS PLANS, present tax treatment, 403-404 ; assets

held and deductions reported, 579 .

RELIGIOUS ORDERS, members, tax exemption, 226 .

REMAINDER INTERESTS, alternative tax treatment, 611 .

REMARRIAGE, effect on family tax unit, 129 .

REMOVAL EXPENSES, paid by employer, 307 .

INDEX
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RENT, imputed, 47-48, 58 ; inclusion in income, 390 .

RDORGANTZATIONS , exchanges of shares, 355, 395-396; exclusion from tax ,

371, 395-397 ; statutory amalgamations, 373 .

RESIDENCE, deemed disposition of property on giving up Canadian residence,

51, 130, 140, 354, 376-379, 394 ; present significance, 60 ; importance in

new tax system, 99, 110 ; effect on tax credit for gifts to close relatives,

229 ; effect on income averaging, 261 ; effect on membership in Registered

R@tirement Income Plan, 422 .

RESIDENTIAL PROPERTY, exemption for property gains, 353, 357-359, 395 ;

determination of cost basis, 358, 395 ; deductibility of losses, 360 ;

valuation at effective date, 384 .

RETIREMENT INCOME PLANS, see also ANNUITIES, DEFERRED INCOME, PENSION PLANS,

PROFIT SHARING PLANS, REGISTERED RETIREMENT SAVINGS PLANS, REGISTERED

RETIREMENT INCOME PLANS ; proposed tax treatment, 301-302, 318, 402-408,

421-436, 439-441, 455-458; defined, 401 ; equity and neutrality, 409 ; tax

deferment appraised, 409-418 ; general conclusions, 418-421 .

RETIRING ALLOWANCES, present and proposed treatment, 63, 292, 300, 318 .

RETURNS, joint, 97 ; United States joint returns, 160 ; effect of filing

separate returns by husband and wife, 189-191 ; amended, for block

averaging purposes, 262 ; information as to securities and real property

owned, 356, 382 ; final, upon leaving country, 376 ; reporting of interest

payments, 389, 397; reporting of rent payments, 391, 398 ; reporting of

Registered Retirement Income Plan memberships, 425 ; of non-residents for

refund of tax on pension payments, 441 ; of non-residents, re gifts, 508 .

REVENUE DRAG, resulting from proposed tax rate schedules, 194 .

REVENUES, FEDERAL, from capital gains tax, 351-352 .
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ROLL-OVER, of investments, as grounds for tax exemption, 350-351 .

ROYAL COMMISSION ON THE TAXATION OF PROFITS AND INCOME , 294, 311 .

ROYAL TRUST COMPANY v . M .N .R ., 114 .

ROYALTIES, taxation of, 390 .

S

SALES TAX, relationship to income, 154, 157 ; relative Canadian and United

States rates, 162, 199 ; effect of future reduction on personal income

tax exemptions ; 167 ; possible future tax credits for, 196 ; possible

future rate reduction, 196, 204 ; as a means of increasing personal

saving, 413; earmarked for old age security, 522 .

SALES TAX, RETAIL LEVEL, continuation recommended, 29-30 .

SALESMEN, commissioned, as employees, 291 .

SASKATCHEWAN, personal income taxes, 158-159 .

SCHOLARSHIPS, to employees, 307 .

SCHOOLING, provided by employer, 304 :

SECURITIES, deductibility of expenditures on, 88; effect of capital gains

tax on turn-over, 342-344 ; revaluation, 344, 366, 379, 394 ; effect of

capital gains taxes on prices, 346 ; annual reporting of holdings, 356,

382 ; periodic accrual of unrealized gains, 379 ; valuation at effective

date, 385 .

SENATE AND HOUSE OF COMMONS ACT, 292 .

SEPARATION, of spouses, effect on family tax unit, 129, 139 .

SERVICES, gains or losses from included in comprehensive tax base, 40 .

INDEX
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SETTLED ESTATES LIMITED v . M .N .R ., 544 .

SHIPS, of non-residents, tax exemption, 532 .

SOUTH AFRICA, estate tax convention with, 510 .

STANDING COMMITTEE ON BANKING AND COMMERCE, 245 .

STATUTE OF LIMITATIONS, 528-529 .

STEER v . M.N.R ., 114 .

STOCK OPTIONS, treatment of benefits, 248, 300, 318 .

STRIKE PAY, proposed taxability, 307 .

STUDENTS, concessionary tax allowances, 229-233 •

SUBSIDIARIES, transfers between parent and subsidiary corporations, 373,

395 .

SUBSIDIES, for workers in remote areas, 22 ; government, 63, 69 ; by employer ,

to community schools, 307 .

SUBSISTENCE, as a factor in determining income tax exemptions, 21 .

SUCCESSION DUTIES, credit for, 471 ; as alternative to present gift tax, 598 .

SUPPLEMENTARY UNEMPLOYMENT INSURANCE, see UNEMPLOYMENT INSURANCE .

SUPREME COURT, cancellation of debt, 528 ; tax avoidance, 545-548 ; tax on

tax-paid gifts, 607 .

SUPREME COURT OF THE UNITED STATES, 65 .

SURPLUS-STRIPPING, as a method of tax avoidance, 540 .

SURTAX, on investment income, 115, 392-393, 398 .

SWEDEN, income averaging, 251 ; net wealth tax exemption, 600, 604 ; gift tax

system, 603 .
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SWEEPSTAKE WINNINGS, see WINDFALLS .

SWITZERLAND, income averaging, 252 ; net wealth tax, 600, 604 .

SYNDICATES, tax treatment, 98 .

T

TAX APPEAL BOARD, appeals re employee deductions, 309 .

TAX CLEARANCE, upon emigration, 376 .

TAX CONCESSIONS, see also CONCESSIONARY ALLOWANCES; to certain industries

and special types of corporations, 102 .

TAX CONVENTIONS, renegotiation required with respect to withholding tax on

pension payments, 441 ; effect on taxation of gifts to non-residents,

507; estate tax, 510 .

TAX UNITS, family, see FANIILIES ; individuals, see INDIVIDUALS ; defined, 5,

12-13 ; role in proposed system, 6, 97, 110; recognition of differences in

income, 8-12, 32-33; recognition of differences in family responsibilities,

12-18, 33-34; recognition of differences in specific non-discretionary

expenses, 19-20, 34; problems of equity in the present approach, 117-120,

142-144 ; problems of enforcement in the present system, 120-122 .

TAXABLE INCOM[E, see INCOME and COMPREHENSIVE TAX BASE.

TAX-EXEMPT ENTITIES, exemption certificates re withholding tax on interest,

389, 398 .

TENANT v . SMITH, 293 .

TOOLS, provided by employer, 307 .

TRADE MARKS, deductibility of expenditures on, 88.

TRANSFER PAYMENTS, as a means of providing minimum incomes to individuals, 21 ;

INDEX
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as equalizer of tax benefits, 209 ; inclusion in comprehensive tax base,

521-526, 534-535 ; old age pensions, 521-526, 534 ; unemployment insurance,

521-526, 534 ; workmen's compensation, 521-526, 534 ; family allowances,

521-526, 534 .

TRANSFERS OF PROPERTY, tax treatment of family unit, 135-136 .

TRANSITIONAL PROVISIONS, property gains, 383-387, 396-397 .

TRANSPORTATION EXPENSE, see TRAVEL EXPENSES .

TRAVEL EXPENSES, proposed rules for employees, 288, 305, 316-317 ;

construction workers, present taxation,292 ; of elected representatives,

300; transportation passes, 304 ; deemed personal expenses, 313 ;

recommendations, 316, 319 .

TREASURY BOARD, tax avoidance, 537, 568 .

TRUSTS, as intermediaries for tax purposes, 31 ; integration of tax with that

on beneficiaries, 99 ; under retirement savings plans, taxation of income,

402-405 ; property given to, proposed treatment, 484 ; taxation in United

Kingdom, 614 .

UNEMPLOYMENT INSURANCE, benefits, exclusion from income, 292 ; taxability

of employer contributions, 303 ; as an income insurance plan, 401 ;

present tax treatment, 407 ; proposed tax treatment, 436-439 ; benefits

as gifts, 495-496 ; as transfer payment, taxation of, 521-526, 534 .

UNITED KINGDOM, taxation of imputed rent, 48 ; influence on Canadian tax

system, 63-65 ; importance of direct taxes, 207 ; medical expense

deduction, 238 ; income averaging, 251 ; present system-of taxing

employment income, 293-296 ; treatment of entertainment expenses, 306 ;

"earned income allowance", 311; withholding tax system, 315 ; treatment
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of property losses, 360 ; dispositions on death, 369; corporate

reorganization and share exchange provisions, 375; treatment of un-

cashed bond coupons, 387 ; estate tax provisions, ?+71 ; estate tax convention,

510 ; cancellation of debt, 528 ; attitude of the courts toward tax avoid-

ance, 542-547; tax avoidance legislation, 570-571 ; summary of estate tax,

613-618 .

UNITED KINGDOM ROYAL COMMISSION ON THE TAXATION OF PROFITS AND INCOME, 537,

540-543, 547, 554, 556-559, 571 .

UNITED STATES, treatment of rental expense, 49 ; imputed rent, interest, and

property taxes, 58 ; influence on Canadian tax system, 65-66 ; income tax

rates, effect on proposed rate schedules, 154, 167, 199-201 ; Canada-U .S .

income tax comparisons, 158-162, 179, 187-188, 199 ; family tax treatment,

173-174 ; effect of child upon family tax rate, 182-183; mortgage interest

rates, 205 ; mortgage interest and property tax deductions, 206 ; tax

return statistics, joint returns and itemized deductions, 206 ; per capita

government expenditures, 207 ; medical expense deductions, 238 ; income

averaging, 253- 254,, 269 ; treatment of employment income, 296-297, 312 ;

distribution of property gains by income class, 331-333 ; effect on

progressive tax burden of exemption or partial taxation of capital gains,

333 ; effect of capital gains tax on aggregate investment, 339 ; effect of

capital gains tax on security turn-over, 343-344 ; holding periods, 348 ;

revenue from capital gains tax, 351-352 ; effect of loss deduction limi-

tations, 359 ; dispositions on death, 369 ; corporate reorganization and

share exchange provisions, 375 ; treatment of uncashed bond coupons, 387 ;

corporate pension fund investments, 417; study of gifts, 467 ; estate tax

convention with, 510 ; cancellation of debt, 530 ; attitude of the courts

toward tax avoidance, 548-552 ; gift tax, 603 ; summary of gift tax and

estate tax, 613-618 ; comparison of U .S . and Canadian income taxes at

different income levels, 619-631 .

UNITED STATES v . ISHAM, 549 .

INDEX
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UNITED STATES V . MERRIAM, 548 .

UNPAID AMOUNTS, interest, 388 .

UNREASONABLE EXPENDITURES, present tax treatment, 80 ; proposals, 85 .

USER CHARGES, arguments against the use of, 3-4 .

VESTEY'S EXECUTORS v . C .I .R ., 547 .

W

WAR SAVINGS CERTIFICATES, 532 .

"WASH SALES", 367, 400 .

WEALTH, see NET WEALTH TAX .

WELLER v . COMMISSIONER, 550 .

WEST GERMANY, use of net wealth tax, 600, 604 .

WHITE v . UNITED STATES, 549 .

WIDOW, as family tax unit, 132 .

WIDOWER, as family tax unit, 132 .

WINDFALLS, inclusion in comprehensive tax base, 40, 70, 106 ; present

taxability, 63 .

WITHHOLDING TAXES, on withdrawals from Income Adjustment Accounts, 271 ;

United Kingdom, from employment income, 296 ; on employment income,

314-315 ; on unallocated interest, 388 ; at source, on interest payments,

389, 398 ; on disbursements from Registered Retirement Income Plan, 426 ;

on de-registration of Registered Retirement Income Plan, 430 ; on income
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of retirement income plans, 433, 435; on income of income insuranc e

plans, 438 ; on pension plan income of non-residents, 439 ; on participating

dividends, 452 ; on life insurance property income, 453 ; on gifts to non-

residents, 507; on investment income credited to policy reserves, 588 .

WORKING WIVES, tax credit for, 19, 193-194, 201 ; purpose of allowance for,

180 ; incentive problem arising from proposed aggregation of family income,

189 ; effective tax rates on wife's income, 192 ; errect of tax credits on

economic growth, 210 .

WORKMEN'S COMPENSATION, benefits, exclusion from income, 292 ; taxability of

employer contributions, 303; as an income insurance plan, 401 ; present

tax treatment, 407 ; proposed tax treatment, 436-439 ; as transfer payment,

taxation of, 521-526, 534 .
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