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PURPCSE OF THE STUDY  

One of the important gaps that exist in the official sales tax 

statistics issued yearly by the federal government, is the source of 

sales tax revenue. The amounts of sales tax collected from each of 

the major manufacturing industries are not available. 

It is the purpose of this study partially to fill the gap by the 

preparation of an estimated sales tax yield. The sales tax yield for 

the year 1960 from each of the major manufacturing industries in Canada 

and from imported goods, classified according to the domestic industry 

producing similar goods in Canada, is calculated on an estimated basis. 

The results of the study are presented in the attached tables. 

Research into the effects and the technical aspects of sales tax 

has been hampered by the shortage of statistical information. This 

situation was brought to the attention of the federal government by the 

Sales Tax Committee 1/ in its report to the Minister of Finance on its 

review of certain technical questions relating to the administration of 

the sales tax. The committee members reported that: 

To some extent we have been hampered by the lack of available 
information as to the sources of sales and excise taxes and the 
revenue losses which result or may result from exemptions. 
Furthermore, there is a dearth of statistical information 
regarding the pattern of trade at the various levels of 
distribution. 2/ 

The situation that existed in 1955 when the above-mentioned Report 

was written has not improved and it appears that very little can be done 

to rectify the situation until the Department of National Revenue, Customs 
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and Excise Division, amends the tax return that is filed monthly by 

persons subject to sales tax. Persons who are required to file sales 

tax returns are not required to report the type of goods on which they 

are paying tax nor are they required to report the value of goods sold 

exempt from sales tax. The Department of National Revenue is, therefore, 

not in a position to supply information from its present record relating 

to sales tax collection, other than the monthly tax collected on taxable 

goods sold in Canada and on goods imported into the country. While the 

monthly revenue figures are not published, the tax collected for the 

fiscal year is reported in the annual report of the Minister of National 

Revenue to the Governor General 3/ and in the Public Accounts. 4/ 

BASIC DikkICULTIES RELATING DIRECTLY TO THE TAX BASE  

ENCOUNTERED IN ESTIMATING SALES TAX YIELD  

The Excise Tax Act 2/ imposes a tax on the "sale price" of all goods 

manufactured or produced in Canada and on the duty-paid value of all 

goods imported into Canada. The tax base for domestic goods is the sale 

price of the goods sold by manufacturers. The statutory definition of 

"sale price" does not take into consideration the differences in sale 

price which result from the manufacturers' decisions to sell to whole-

salers, retailers and consumers. If the tax were imposed on the sale 

price more tax would be payable on direct sales to retailers or con-

sumers than on the same goods sold to wholesalers. If this practice were 

followed it would result in gross discrimination. 

The Minister of National Revenue, recognizing the discrimination 

and acting under his authority to make regulations under the provision 
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of section 38 of the Excise Tax Act,  has authorized under certain 

conditions, in the Excise Tax Regulations, adjustment or discount for 

tax purposes from the sale price of goods sold directly by manufacturers 

to retailers or to users. 

The discount or adjustment from sales on direct sales is difficult 

to determine for the following reasons: 

The discounts vary between industries, firms and products. 

The discount authorized is not always published. 

It is difficult to obtain statistics in respect of the 

distribution of manufactured and imported goods. 

A further difficulty arises from the exemptions allowed on certain 

goods and certain purchases. The taxing section of the Act states that 

the tax shall be imposed, levied and collected on all goods produced or 

imported into Canada but in other sections provision has been made for 

extensive exemptions. The consumption or sales tax as imposed, at present,6/ 

is not a tax of general, but one of limited application. 

The most important exemptions from tax are raw material and semi-

manufactured goods purchased by manufacturers for use in the production 

of goods for sale. 

Other major exemptions are: (1) sales to provincial governments, 

(2) exports, (3) foodstuffs, (4) building materials (this exemption has 

been withdrawn effective June 13, 1963), (5) sales to certified hospitals, 

(6) usual coverings for goods not subject to tax, (7) farm and forest 

products, (8) machinery and apparatus used in manufacture or production 

(this exemption has been withdrawn effective June 13, 1963), (9) certain 

goods purchased by municipalities, (10) books, newspapers etc., and 

(11) processing materials. 
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The above-mentioned problems relate mainly to the tax base and 

consist of (a) the determination of the taxable value and (b) the 

elimination of goods not subject to sales tax. These problems caused 

considerable difficulty in estimating the tax yield from each of the 

major manufacturing industries. As indicated, the tax yield is not 

directly related to the shipping values of the goods manufactured. 

The tax yield from each industry, therefore, depends on not only the 

sales made but also to whom the sales have been made, and these were 

estimated by employing the procedures outlined below. 

NOTES ON SCURGEb, CLASSIFICATION, AND METHODS  

The estimated taxable value for each industrial classification was 

determined by deducting from the value of factory shipments for domestic 

goods and from the duty-paid value for imported goods: 

the value of goods not subject to sales tax; 

the value of the adjustment from the sale price of domestic 

goods, to arrive at the value for tax. 

The work of assembling the table of sales tax yield by manufacturing 

industries for the year 1960 was divided into the following stages: 

1. Determination of the total value of goods available for 

consumption - 

measurement of the selling value of shipments made by each 

manufacturing industry in Canada; 

measurement of the duty-paid value of goods imported. 
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2. Determination of the total value of goods exempt from sales 

tax - 

measurement of the value of goods exported by each 

manufacturing industry; 

estimation of the value of the domestic and imported 

intermediate goods shipped to other manufacturers for 

further processing; 

estimation of the value of the goods produced and 

imported that are not subject to sales tax, (other 

than categories (a) and (b) above). 

3. Determination of the value of goods subject to sales tax. 

This was obtained by deducting the results obtained in stage 

2 from those obtained in stage 1. 

4. Determination of the value of the adjustment to the sale value 

of taxable goods to determine the base on which the sales tax 

is calculated. 

1. Measurement of the Value of Shipments Made by Manufacturers  

The sales tax is payable on the sale price of goods at the time of 

shipment. The total value of the goods shipped by manufacturers during 

the year 1960 was obtained from the reports of the result of the Census 

of Manufactures. I/ 

This census is conducted yearly and is essentially a census of 

manufacturing activity rather than a census of all activities carried on 

in a manufacturing establishment, i.e., it does not include goods pur-

chased for resale. For the year under review the findings of the Census 

99036-3i 
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were reported in a series of 140 publications, containing data for 176 

individual industries. These in turn were arranged in 20 major industries. 

Each industry is a group of establishments which have sufficient common 

characteristics to enable them to be grouped together for analytical 

purposes. The sources of data and classification of each industry used 

in the study have been listed in Table 28. 

The Census of Manufactures reports the value of the shipment made 

by each of the industries surveyed. The values are computed on a f.o.b. 

basis and exclude excise duty. The definition of value for the purpose 

of this study differs from the Census of Manufactures' definition in that 

the excise duty imposed on certain commodities, i.e., tobacco, cigarettes, 

and liquor is included. This is necessary because the sales tax is levied 

on the sale price including excise duty. 

2. Measurement of the Duty-Paid Value of Goods Imported 

The base for sales tax on imported goods is the duty-paid value. 

The duty-paid value is the value as determined for application of import 

duties, whether there are actually duties on the good or not, plus the 

duty payable on the goods. The value for duty in most instances is the 

selling price of the good in the exporting country, converted into 

Canadian dollars at the current rate of exchange. 

The duty-paid value of the imported goods for the year 1960 was 

obtained from the following sources: 

1. The cost of the goods imported was obtained from the data 

contained in the publication Trade of Canada - Imports, 

December 1960. 8/ 
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2. The duty collected on each of the commodities listed in the 

above-mentioned publication was obtained from unpublished 

statistics compiled by the Dominion Bureau of Statistics, 

External Trade Division. 

Measurement of Exports by Domestic Industry Classification  

Included in the reports of the Census of Manufactures previously 

referred to, is a table indicating the value of the goods exported by 

individual industries. While a few reports do not have this data, the 

industries affected are those in which the value of goods exported are 

relatively small and, therefore, would not affect substantially the final 

results of the study. The export statistics, as reported in the pub-

lications mentioned above, were not obtained by the Bureau of Statistics 

as part of the questionnaire forwarded to each manufacturer surveyed, 

but were abstracted from the data contained in the publication Trade of  

Canada - Exports. 2/ The exports reported in the tables consist only of 

manufactured and semi-manufactured goods. The value of raw materials 

exported has not been included in the tables. Therefore the total value 

of the goods exported by manufacturers is substantially less than the 

total value of the goods exported from Canada during the year 1960, but 

this does not affect our results. 

Estimation of the Value of the Goods Subject to Sales Tax and Those  

Exempt from Sales Tax  

The output of manufacturing industries and the goods imported can 

be divided into two groups: 
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Intermediate goods - the materials and supplies used by 

other establishments in producing goods. The intermediate 

output of one industry is input into another industry. 

Final goods - goods purchased by individuals, governments, 

associations and commercial organizations and exports. 

As previously indicated, statistics are available on the value of 

goods produced by manufacturers and also on the value of imported goods. 

No statistics are available on the value of intermediate goods used by 

manufacturers nor on the value of shipments of tax-exempt goods. 

Due to the lack of statistics it was necessary to estimate the value 

of the intermediate goods and the final goods consumed in Canada. The 

final goods are of two types, those subject to sales tax and those exempt 

from sales tax. 

As part of the estimating process the products of each group, as 

listed in individual industry reports previously referred to, were 

classified into the following groups: 

intermediate goods, 

finished goods of a class or kind which are normally 

purchased by consumers, 

finished goods of a class or kind which are usually 

considered to be machinery and apparatus used directly 

in the production of goods, 

finished goods of a class or kind classified as building 

materials, 

foodstuffs and other finished goods unconditionally exempt 

from sales tax, 
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(r) products which are of a class or kind that could not be 

allocated exclusively to any of the previously mentioned 

groups, or commodities not described in sufficient detail 

to determine their probable use. These commodities or 

products were placed initially into this mixed group and 

estimates made of the proportion which should be put into 

each of the groups listed above, and 

(g) services, or custom work performed for other manufacturers, 

and repair work. 

A review of each product produced in Canada or imported was carried 

out to make the distribution to the various groups mentioned above. In 

many instances the allocation was simple but in many other instances 

arbitrary allocations had to be made. The nature of the products in many 

instances gave a clear indication of whether or not the goods were inter-

mediate or final goods, i.e.,- 

intermediate goods: pulpwood, crude rubber, 

final goods: automobiles, fur coats, and machinery. 

But in many instances the products were of such a nature that they 

could be intermediate goods or final goods, subject to tax or exempt from 

tax depending on the purchaser of the goods. For example, lumber is an 

intermediate good if purchased by a manufacturer of furniture for use in 

the manufacturing of furniture but is a final good if purchased by a 

contractor or consumer. The items involved in this group were reviewed 

individually and estimates made as to the volume of intermediate goods, 

taxable and tax-exempt goods. 
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5. Estimation of the Adjustment Required to Arrive at the Taxable  

Value of Goods Subject to Sales Tax 

If the sale price as defined in the Excise Tax Act were followed, 

the sales tax would be levied on the price charged by manufacturers on 

taxable sales and it would not be difficult to determine the tax yield 

from each industry once the value of the taxable sales was determined. 

But as previously indicated the actual sale price of goods subject to 

tax is not always the base for the payment of sales tax. In those 

industries where a certain volume of goods are sold to wholesalers the 

Department of National Revenue permits equalization of tax when goods 

are sold directly by manufacturers to retailers or consumers. 

Information about the adjustments which must be applied to the 

values of taxable shipments in order to derive the values on which the 

11% sales tax is levied, is not available. This adjustment is of major 

importance in many industries and substantially affects the tax yield. 

The task of estimating the adjustment from the sale price was made 

possible because the Dominion Bureau of Statistics made available an 

unpublished study on the Distribution of Manufactured Goods for the year 

1951. As a result of the use of this study it was possible to estimate 

the value of goods shipped to wholesalers, retailers and consumers for 

each industry. 

The estimate of the adjustment from selling price to arrive at the 

taxable sale price was carried out as follows: 

1. The pattern of distribution for each industry was established, 

and the percentages of the taxable sales to wholesalers, 
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retailers and consumers were established. 

The value of taxable goods shipped to wholesalers, retailers 

and consumers was established. 

Discounts authorized by the Department of National Revenue 

were applied to the values of taxable shipments in respect 

of which actual sale price was not the tax base. 

UNALLOCATED TAX YIELD 

The unallocated revenue figures in Table 2, "Estimated Federal Sales 

Tax Yield by Major Industry Classifications" represent the difference 

between the estimated total tax revenue derived from aggregating tax 

yields from each major domestic manufacturing industry and from imported 

goods, and the actual total sales tax collected by the Department of 

National Revenue f6r the year 1960. 

As indicated in the table referred to above 99.1% of the sales tax 

collected during the year 1960 has been allocated to the various industry 

classifications. The unallocated portion of the tax amounting to .9% of 

the total collection is considered to be relatively unimportant and does 

not materially affect the results of the study. 

LIMITATION OF THE STUDY  

It must be stressed that the tax yield figures in the tables are 

estimated and not actual. While the figures have been presented with an 

air of accuracy they should be treated as estimates only. 
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