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ORDER OF REFERENCE

Extract from the Minutes of the Proceedings of the Senate,
Thursday, May 3, 1990:

"Pursuant to the Order of the Day, the Senate resumed the
debate on the motion of the Honourable Senator Kelly, seconded
by the Honourable Senator Muir, for the second reading of the
Bill C-62, An Act to amend the Excise Tax Act, the Criminal
Code, the Customs Act, the Customs Tariff, the Excise Act, the
Income Tax Act, the Statistics Act and the Tax Court of Canada
Act.

After debate, and--

The question being put on the motion, it was--

Resolved in the affirmative, on division.

The Bill was then read the second time, on division.

The Honourable Senator Kelly moved, seconded by the
Honourable Senator David, that the Bill be referred to the
Standing Senate Committee on Banking, Trade and Commerce.

The question being put on the motion, it was--
Resolved in the affirmative."
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Wednesday, September 26, 1990

‘REPORT OF THE COMMITTEE

The Standing Senate Committee on Banking, Trade and Commerce
has the honour to present its

Thirteenth Report

Your Committee, to which was referred Bill C-62, An Act to
amend the Excise Tax Act, the Criminal Code, the Customs Act, the
Customs Tariff, the Excise Act, the Income Tax Act, the Statistics
Act and the Tax Court of Canada Act, has, in obedience to the Order
of Reference of May 3, 1990, examined the said Bill and considers
that the Bill should not be proceeded with further in the Senate.
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FOREWORD

In November 1984, the Minister of Finance, the Honourable Michael
H. Wilson, issued an economic and fiscal statement in the House of
Commons. At that time he also tabled a document entitled "A New
Direction For Canada -- An Agenda for Economic Renewal" which spoke
of a consultative process wiﬁh the private sector in order to
resolve a number of economic problems. Tax reform was not
explicitly mentioned in that document. It did, however discuss the
need to encourage business investment, enhance exports and promote
€conomic growth. All of these have subsequently been used as
important arguments in favour of tax reform. The document did

mention explicitly the need for tax simplification.

This was followed in October 1986 by the Minister’s "Guidelines for
Tax Reform in Canada". This document listed several features that
were to characterize a reformed tax system, including: fairness,

simplicity, balance of revenue sources, stability of revenues, etc.

In June 1987 the Minister of Finance tabled in the House of Commons
a White Paper on Tax Reform, which included three possibilities for
Sales tax reform. The first, a National Sales Tax would integrate
federal and provincial sales tax systems. If this option were not
Possible, two alternatives for a federal-only multi-stage sales tax
were put forth.

The federal Goods and Services Tax option was viewed as a broadly-
based tax with a uniform tax rate. Tax calculations would simply
Tequire that the rate be ﬁultiplied by the difference between
taxable sales and taxable purchases. Separate tax calculations

Would not be required on each invoice.

vii



The final alternative considered was a federal Value-Added Tax,
similar to the systems in place in Europe. Under such a regime,
the Government would have flexibility in exempting products and
business operators. The calculation of tax liabilities would be

.based on invoices.

Stage I of tax reform was put in place in the summer of 1988.
Stage II of reform is not yet in place. In August 1989, the
Department of Finance issued a technical paper which outlined many
of the details of the new Goods and Services Tax. The House of
Commons Standing Committee on Finance studied this technical paper,
issuing a Report in ©November 1989. The federal government

responded on December 19, 1989 with revised proposals.

Bill C-62 was given first reading in the House of Commons on
January 24, 1990. It was examined by the House of Commons Standing
Committee on Finance which amended the Bill and reported to the
House of Commons on March 30, 1990. The Bill was further amended

in the House and passed on April 10, 1990.

The Bill was given first reading in the Senate of Canada on April
'11, 1990. On May 3, 1990, it received second reading and was
referred to this Committee. Three hundred and eighty presentations
were made to the Committee in Ottawa and in all ten provinces and
two territories during approximately 200 hours of public hearings.
This Repoft represents the conclusions of the Standing Committee on

Banking, Trade and Commerce on Bill C-62.

viii
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PRICE EFFECTS OF THE GST
Minimum Estimate

The Government estimates that introduction of the GST
would result in a one-time increase in the Consumer Price
Index (CPI1)..of .about .1.25%. While several economic
"think-tanks" concur with this estimate, it has been
criticize§ on at least two grounds. First, .the
Government’s 1.25% estimate assumes that the savings from
removing the current Federal Sales Tax would be fully
passed along to consumers. Many groups believe that this
assumption is unrealisticAand fails to take into account
a2 number of special circumstances including inadequate

inventory rebates and regulated or uncompetitive markets.

Second, the Government assumes that organized labour is
either naive or is powerless to address a reduction in

the purchasing power of its wages. According to the

information received by this Committee, members of

organized labour are well aware that the GST would reduce
their real income and are extremely skeptical about the
Government’'s - price estimate. This is already being
reflected in new labour contracts that contain GST
Protection in the form of cost of living allowance
clauses and fixed wage increases. _To the extent that
labour is successful in obtaining further wage hikes

because of the GST, this will feed into firms’ cost

. structures and result in higher prices. In the real

world, expectations are <crucial but there is no
indication that the Government has built 2 wage response

into its price impact estimates.



(3)

(4)

(S)

2

A realistic appraisal came from the Chief Economist of
the Conference Board of Canada, Mr. J. G. Frank who told
the Committee regarding the Board’'s own price impact
estimate of 1.4% and the Government’s 1.25% forecast, "I
would say to you, again candidly, that is a lower bound
estimate. That is ;hé minumum you can expect, and it goes
up from there based on how those two assumptions are at
odds with reality."(45:43) These assumptions, full pass-
through of FST savings, no wage-price inflationary
spiral, are key to the Government’s estimates of the

price impact of the GST.
Removing the FST

In estimating the impact of the GST on the overall price
level, it is important to assess how the price of
individual goods and services are likely to react. The
application of the GST will affect relative prices by
raising significantly the price of services and other
items that currently bear no direct federal sales tax.
The brief received from Informetrica Limited indicated
that the GST would raise the price of recreational
services by 8.0%, restaurant, hotel and tavern services
by 7.4%, natural gas by 7.3%, electricity by 6.38%,
women'’s and children’s clothing by 5.9%, footwear by 4.8%
and so on. i ;

In order to achieve a small overall price increase from
introducing the GST, the prices of other goods currently
subject to Federal Sales Tax must fall when that tax is
removed. It has been suggested that the price of
automobiles, furniture, and household durables. that now
contain the Federal Sales Tax will decline once this tax

is removed. However, for this to happen, manufacturers,

wholesalers and retailers will have to lower their prices

.
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to reflect the elimination of this tax. Much of the
debate about the price impact of the GST cénters on
whether firms will actually pass on to consumers the
savings from the sales tax reduction or whether they will

simply increase their price markups.

The Government’'s assumption that 100% of the saving from
eliminating the current Federal Sales Tax will be passed
through to the consumer does not depend on the good
graces of buéiness, rather, it 1is Dbelieved that

competition will force firms to pass on the cost savings.

" In competitive markets, firms that attempt to use such an

opportunity to increase their profit margins are likely
to be undercut in price by their competitors. Michael
McCracken suggested to the Committee that there is a
significant degree of competition in Canada which has
been enhanced redently by the Free Trade Agreement and

the appreciation of the Canadian dollar.

However, Mr. McCracken and others also expressed concern
that the regulated sectors of the economy including the
telephone company, the electric power utilities, the
transportation sector and the fqod sector regulated by
marketing boards might not make the appropriate price
adjustments immediately. As Mr. McCracken cautioned,
“...the CRTC, the National Transportation Agency and the
various marketing boards - need to be sensitized to this
situation. They need to ensure that, on January 1,
someone has done the necessary calculations and provided
the information necessary to make the appropriate price
adjustments. If they do not do it or if they do it six
months after the facey, that could create a
problem. " (43:9) '
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Professors Jack Mintz and Thomas Wilson expressed doubts
about the extent and speed of the price reductions from
removing the current sales tax. In their brief to the
Committee they state, "Finance Canada has estimated that
the GST will raise prices by about 1.25 percentage
points, assuming that competition will force Canadian
business to pass on the savings arising £from the
elimination of the FST. However, no allowance has been
made for possible differential short run impacts of sales
tax reform on prices in industries which are not highly
competitive or which are subject to regulation." (Peter
Dungan, Jack A. Mintz and Thomas A. Wilson, "Alternatives
to the Goods and Services Tax", August 1990, p. 10)

Other witnesses were skeptical of business passing on the
savings from removing the current Federal Sales Tax. The
Canadian;Union of Public Employees (CUPE) has developea
its own estimates of the price impact of the GST based on
different assumptions about the degree of pass-through of
savings. According to CUPE estimates, if 50% of the FST
saving is passed on, the price impact of the GST would be
about 2.8% while a 30% pass-through rate would raise
prices about 3.4%. CUPE believes that even if organized
labour does not attempt to protect their real wages
through increased wage demands, "the cost of 1living
impact of the GST can be expected to be in the
neighbourhood of three percentage points -- far in excess
of Mr. Wilson’s estimate of 1.25 percent."

Not only labour groups have expressed skepticism about
the reduction in certain prices as the FST is removed.
Representatives of the Canadian Home Builders’
Association told the House of Commons Standing Committee
on Consumer and Corporate Affairs and Government
Operations that they expected about two-thirds of the

.
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savings from the MST to be passed through to the
consumer. While a number of companies provided that
Committee with verbal assurances that they would pass
along these savings, some firms indicated their intention
to maintain the same absolute dollar markup on
merchandise. Maintenance of the same dollar markup on a
lower cost implies an increase in the percentage markup.
In their report on the GST, the Consumer and Corporate
Affairs Committee stated, "We believe that £for the
consumer to benefit fully from the elimination of the
FST, business should not increase their percentage mark-
ups after the GST has been implemented, given that
operating costs have been reduced." (House of Commons,
Consumer and Corporate Affairs and Government Operations,
"Living with the GST", June 1990, P.10)

An important consideration in whether firms are able
promptly to pass along any savings from the elimination
of the current Federal Sales Tax is that the sales tax
embedded in inventories be removed. The Government has
designed a rebate scheme to compensate firms for Federal
Sales Tax paid on inventory purchased prior to the

introduction of the GST on 1 January 1991.

The rebate percentages are based on estimates Dby the
Government of the average amount of tax paid by business
on various categories of goods. The general rebate of
8.1% covers most types of inventories with the following
rebates for particular goods: 11.1% for motor vehicles;
5.6% for building materials; 2.8% for mobile homes and
modular buildifhg units; 2.5% "for ‘small” grocery and
convenience stores; 1.4% for propane; and a per litre

amount for gasoline and diesel fuel to be made public in

December.
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As the Government has designed these percentages to
reflect the average sales tax component in inventories,
the rebate provided to some firms will obviously exceed
the amount which they actually paid while the
compensation to other firms will be less than the tax
paid. In general, the tax content in a merchant'’'s
inventory is likely to vary according to the trade level

and the number of stages in the production chain.

For instance, the sales tax in the inventory of a
wholesaler that purchases directly from the manufacturer
could amount to 11.9% (13.5/113.5). The proportion of a
retailer’s inventory accounted for by Federal Sales Tax
would tend to be lower reflecting other price markups at
the wholesale level. This will also tend to vary
according to the price markup on a particular product and
the number of trade levels between the manufacturer and
the retailer. In addition, inventories held at great
distance from the point of importation or manufacture
will have a relatively low FST content because
transportation costs to the retail market are not
directly subject to FST.

Complicating matters still further is the fact that some
products aré taxed at the wholesale level rather than at
the manufacturer’s level. While the Government has
decided to increase to 11.1% the rebate provided to
automobile dealers, this has not been extended to other
industries, such as cosmetics, which are also taxed at
the wholesale level. The Committee also heard from the
Canadian Importers Association, autoparts dealers,
building supplies dealers, pleasure craft dealers and a
furniture retailer that the 8.1% rebate would fail to

fully compenéate for . 'the  tax . contemt "of« their
inventories.
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Only if firms receive a full rebate for the tax paid on
their inventory, will they be in a position on January 1,
1991 to reduce -their prices to completeiy reflect the
removal of the Federal Sales Tax. Where the rebate is
inadequate to compensate firms for the tax content in
their existing inventories, they .can hardly be expected
to reduce their pricés fully until the old inventory is
sold. Thus, even where firms intend to pass along any
savings it may be some time until the expected price

reductions on certain goods materialize.

At a cost of S19 million, the Government has established
a GST Consumer Information Office (CIO) within the
Department of Consumer and Corporate Affairs to monitor
the implementation of the GST. Primarily, the CIO’s
purpose 1is to provide public information on price
increases and decreases as the GST is introduced and the
current Federal Sales Tax is removed. However, the CIO
can also investigate consumer complaints about firms’
pricing practices and inform the public of any

irregqularities.

A body like the CIO, which has no formal powers to
rollback prices, is likely to have little influence on
the bahaviour of prices when the GST 'is introduced. Any
power the CIO might have would stem from its ability to
exercise moral suasion with companies and trade
agsociations and to inform the public of irregular
pricing practices. Even here, its ability to affect
prices  is limited. Publication of the names of
businesses that are believed to be guilty of pricing
abuses would leave the CIO open to the risk of legal
action for defamation, -according to testimony received by
the Consumer and Corporate Affairs Committee.
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The Consumer and Corporate Affiars Committee also heard
that -in mest cases‘the amount of FST embedded in the
price of a product is virtually impossible to determine.
Beyond that, the CIO will only be able to monitor a
fraction of the huge number of products on the market.
Finally, as‘already indicated, some firms simply will not
be in a position to reduce their prices immediately due
to inadequate rebates on existing inventories.
Monitoring these firms, or attempting to persuade them to
lower their prices, would be adding insult to injury.

Labour Demands

The failure of firms to quickly pass through savings from
removing the current FST could cause the initial price
increase from the GST to exceed the Government’'s 1.25%
estimate. GST-driven wage 1increases reached in
anticipation of the tax could also affect the size of the
initial price hike. Whether this "one time" increase
escalates into a wage-price inflationary spiral will
depend on the results of subsequent wage negotiations and
the extent of provision for cost of living allowances.
As indicated; organized labour is skeptical of the
Government'’s price forecasts and expects substantially
larger price hikes due to the introduction of the GST.
These expectations are crucial because they form the
basis of labour’'s wage demands in upcoming negotiations
with management. If labour is convinced that the GST will
raise prices by, say 3.0%, it will seek wage increases to
offset that amount. The labour groups that the Committee
heard from appeared to be taking an aggressive stzance
toward upcoming wage negotiations, not only as a result
of the GST, but also because they perceive that past wage
increases have not kept pace with inflation.
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To the extent that unions are successful in negotiating
higher wage settlements in ahticipation of the
introductionof . the GST, thisywill feed intosfirms’ cost
structures and affect the realized price chahge. However,
it is important to distinguish between wage settlements

that provide a fixed increase in anticipation of the GST

and increases in the form of cost-of-living allowance

(COLA) clauses that take effect with a lag. The first
type of wage increase has an immediate impact on firms’
cost structures. COLA clauses, on the other hand, affect
wages with a lag since these calculate wage increases
based on the previous period’s inflation rate. In this
way, the initial price effect of the GST could result in
higher wages in subsequent periods that feed into further

price increases.

in e forthcomihg article in the Canadian Tax Jourmnal,
"Alternatives to the Goods and Services Tax", which was
presented to the Committee, Professors Peter Dungan, Jack
Mintz and Thomas Wilson of the University of Toronto
estimate the impact of the GST on a number of economic
variables. Building a wage response into their model,
the authors assess that the GST would raise the Consumer
Price Index by 1:7% in 1991, 2.2% in 1992, and 2.5% in
2993

In the August 1989 Goods and Services Technical Paper,
the Government acknowledged that increased wage demands
could derail its own estimates of the GST’'s price impact.
"The challenge that Canadians face is to realize these
benefits as quickly and as smoothly as possible. This
can be done if there is no inflationary response to the
one time increase in the price 1level due  to the

‘introduction'of ~the GST. Inflationary price and wage

'behaviour would, on the other hand, threaten sustained
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economic growth and delay the achievement of the economic
benefits that the GST makes possible." (P. 30)

The Minister of Finance told the Committee that it is not
surprising that the labour movement is trying to use the
GST as a bargaining tool but that it must recognize what
a company can afford to pay. The Minister stated, "If a
company agrees to a wage settlement that is higher than
it can afford to pay, if it accepts the argument that
there ought to be a higher wage settlement as a result of
introduction of the GST, that would be a mistake on its
part, and 'I think most companies operating in the
Canadian environment understand that. ... (35:15)

Notwithstanding the Minister’s comments, <there 1is
evidence to suggest that labour groups are having some
success in incorporating GST protection in their wage
contracts. For instance, the Canadian Auto Workers have
obtained GST-linked COLA clauses for customer service
workers at Air Canada and for workers at Boeing and
DeHavilland Aircraft. It also has achieved increase cost
of living protection in recent contract negotiations with
Ford Motor Company. The Canadian Union of Public
Employees is advising its members to go after a 9% wage
increase to provide insulation from the GST. Other labour
unions are also seeking protection from the GST either

through fixed wage increases or by means of COLA clauses.

A major concern is the reaction of monetary policy to any
GST-generated price increase. The Governor of the Bank
of Canada told the Committee that a one time price
increase could be accomodated by monetary policy but that
"what monetary policy must guard against is the risk that
the initial price increase will trigger successive

demands for compensating wage and price increases. Should
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an inflation process take hold, it would greatly damage
our economic prospects. Therefore monetary policy must be
prepared to offer strong and early resistance to any such
development." (48:28)

These comments by the Governor indicate his resolve to
take early action to prevent a one time price effect of
the GST from escalating into a wage-price spiral. It is
uncertain whether the Governor will consider recent wage
settlements, including cost of 1living protection Sl
labour contracts as indicative of increased inflationary
pressures. However, it is clear that if .higher wage"
demands raise the underlying rate of ‘inflation, as
opposed to a one-time price increase, the Governor is

prepared to neutralize these with monetary policy.

Other price pressures, such as the recent escalation in
world oil prices, also threaten the Bank of Canada’'s zero
inflation target at this time. Unfortunately, with the
country on the brink of a recession and the prime
interest rate currently about 12.5%, an? attempt to wring
inflation out of the system through tighter monetary
policy would only heighten the threat to the Canadian

economy.
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GST CREDIT SYSTEM
Value of Credits and Burden of the GST

The provisions of Bill C-62 introduce a refundable GST
credit system with the following maximum annual amounts:
$190 per adult; $100 per child; and a $100 special
singles credit. This compares with the existing FST
credit delivering maximum amounts of $140 per adult and
$70 per child in 1990. The GST credit system also
increases the turning point beyond which the credit is
reduced to approximately $25,000 and allows single
Parents to claim an adult credit for one child. The
benefit reduction rate is 5% of family income in excess
of the threshold.

This enhanced sysﬁem of credits is the primary mechanism
By which families earning less than $30,000 per year are
to be made better off, according to the Government. In
examining the distributional consequences of this tax
reform, the federal government estimates always assume
that the full amount of the FST will be removed from
Prices, with the full amount of the GST added on.
Numerous witnesses, such as the Canadian Council on
Social Development and the Social Action Commission
(PEI), among others, challenged this assumption, both for
goods eligible for the FST inventory rebate and goods

Produced and consumed under the new system.

The credits are not intended to offset the entire amount
of GST paid -- rather they are intended to offset the
additional tax burden for 1lower and middle income
families. Many witnesses before the Committee had views
different from those of the Govermment regarding the
additional impact of the GST on households’ tax burdens,

)
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primarily because of differing views as to the degree of

FST savings passed on to consumers.

Mr. Patrick Grady of Global Economics Ltd. viewed the
matter from a different perspective. He testified that
the GST would shift more tax from the corporate sector to
the personal sector, and this would harm lower-income
households disproportionately . To protect them, he
suggested the following increases in maximum credits --

$60 per adult, $30 per child and $30 per working single.

The federal government has claimed that households
earning less than $30,000 will be better off with the
GST. The question is whether the enhanced refundable tax
credits offset the additional tax that lower and middle-
income households face with the introduction of the GST?

To answer this the Committee has examined the

distributional consequences of the GST, using a variety
of data sources including the publ;shed statistics of the
Department of Finance and the Statistics Canada Social
Policy Simulation Database and Model. This model 1is
based on Revenue Canada’s taxation statistics as well as
Statistics Canada’s surveys of consumer expenditures.
The Statistics Canada input-output model is used to
calculate effective sales tax rates on a variety of

expenditure categories.

When the Department of Finance presents its estimates of
the changing tax burden of the GST versus the FST, three
items determine the impact on lower income households:
1. the difference in gross tax paid; 2. the difference
in refundable credits; and 3. the impact of indexation

provisions on a variety of taxes and transfers. However,

as Mr. Patrick Grady pointed out to the Committee, these

indexation provisions operate with a lag. For 1991 there
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is effectively no indexation benefit. In- addition To
these three items, one can consider the impact on
households of a less than full pass through of FST

savings.

The following analysis looks at 'the distributional
consequences of Stage II tax reform on a variety of
household types to determine the adequacy of the enhanced
refundable tax credits. Before looking at individual
household types, however, it is instructive to see just
how the enhanced credifs work.

In addition to i;creasing the maximum credit available
for each member of the household, Bill C-62 raises the
threshold, from $18,000 to $24,800, against which the
credit reductions are determined. Household which
benefit the most are those with incomes of just under
$25,000. Under the old system they typically received no
credits. Under the new system they receive the full
amount of enhanced credits. For example, a two parent
two child family would receive $70 under the old system.
Under the GST system it would receive $570. The bulk of
this increase is attributable to the change-in the income
threshold rather than the increase in the maximum value
of the credits themselves. A similar pattern holds with

respect to single individuals, single parents, etc.

® Impact in 1991

(37)

In the first year of opefation, the GST will restructure
relative prices and increase the overal price level‘by at
least 1.2?%. Households will also be eligible for an
enhanced system of credits. The following examines the
impact on two household types: single parent families

and two parent, two child families.
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Table 1 examines the impact of the GST on these two
households in 1991. It shows the expected increase in
sales taxes paid, the value of enhanced credits, the
impact of tax and transfer indexation due to the effects
of the GST and the price penalty that might be paid if
not all of the FST savings are passed on to consumers in
1991.

The final two columns calculate the impact on households
of the new ta#. Column D assumes that all savings due to
the elimination of the FST are passed on to consumers in
the form of lower prices. It does not, however attribute
an indexation benefit to households on the gfounds that
these benefits will not actually apply to 1991 taxes and
transfers. Column E also ignores the indexation benefits
for 1991 and assumes that only 70% of FST savings in 1991

are passed on to consumers.

The Department of Finance claims that families with
incomes up to $30,000 would benefit from the GST. This
conclusion is based on the assumption that all savings
from the elimination of the FST are passed on to
consumers. If this does not occur, many lower-income
households will actually be worse off under the GST.
Even families with incomes of $15,000 per yeér could lose
under the GST.

The Department also includes indexation benefits in its
determination of winners and losers. The distributional
tables presented in the technical papers apply to a
mature 1991-.GST: But such a system will not exist in
1991. It is inappropriate to discuss the distributional
impact of a system which will not actually be in place.
Thus Table 1 presented in this Report does not include
any indexation benefits since they will not exist for the
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system in place in 1991.

¢ Impact in 1996

(42)

(43)

Table 2 looks at the impact of the GST on the same
households in 1996. The calculations assume that
inflation has been at least 3% p.a. in the interim.
Indexation benefits are included in this calculation
because the system will be mature in 1996. Even though
Table 2 looks at the situation in 1596, all‘the figures
are presented in constant 1991 dollars to facilitate
comparison with 1991. Lower income families are still
better off with the GST although their net gain has
typically declined. It is also clear that the claim that
the GST benefits families with incomes up to $30,000. is
no longer valid, even if all the savings due to the
elimination of the FST are passed on to consumers. After
5 years the cutoff level for these gains has dropped and
it is more accurate to say that the GST guarantees that
households with incomes up to $25,000 typically gain.

If after 5§ years, businesses have used the elimination of
the FST to raise their markups and profits, it is
pPossible that all households with incomes below $30,000
will generally be worse off under the GST. The most
favourable developments with respect to product pricing
must occur for the GST to be beneficial to lower-income

families.
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Table 1
An Evaluation of the Impact of the GST

on Lower Income Families
1991

Single Parent -- Two Children

(A) (B) (C) (D)
GST- ENHANCED PRICE - TOTAL
INCOME FST . CREDIT PENALTY BENEFIT
($000) 100% FST
SAVING
15 1955 ’ 300 164 145
20 205 400 186 195
25 270 570 220 300
30 295 ' 320 243 25
Column (D) is calculated as (B) - (A)
Column (E) is calculated as (B) - (A) - (C)
Two Parents -- Two Children -- QOne éarner
(A) (B) (C) (D)
GST- ENHANCED PRICE TOTAL
INCOME FST CREDIT PENALTY BENEFIT
($000) 100% FsST
SAVING
15 140 160 , 178 20
- 20 150 260 206 140
25 180 500 227 320
30 2.5 320 247 LS
Column (D) is calculated as (B) - (&)

Column (E) is calculated as (B) - (A) - (C)

(E)

TOTAL
BENEFIT
70% FST
SAVING

- .14
9
80
-218

TOTAL
BENEFIT
70% FST

SAVING

-158

93
=142
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Table 2
An BEvaluation of the Impact of the GST

on the Lower Income Families
1996

- Single Parent -- Two Children

(&) (B) (C) (D) (E)
ENHANCED
CREDIT TOTAL
LESS LOSS BENEFIT
: GST- IN REAL INDEXING PRICE 100% FST
(?58%? FST VALUE BENEFITS  PENALTY SAVING
15 155 208 66 164 119
20 205 308 66 186 169
25 270 280 66 . 230 76

30 295 230 94 243 -171

Column (E) is calculated as (B) + (C) - (A)

Column (F) is calculated as (B) + (C) - (A) - (D)
Two Parents -- Two Children -- One Earner
(A) (B) (C) (D) (E)
ENHANCED
CREDIT TOTAL
LESS LOSS BENEFIT
s GST- IN REAL INDEXING PRICE 100% FST
($88§? FST VALUE BENEFITS  PENALTY SAVING
15 140 68 66 178 -6
20 150 168 66 206 84
25 180 210 e 227 107
30 215 30 142 247 <43

golumn (E) is calculated as (B) + (C) - (&)
Olumn (F) is calculated as (B) + (C) = (A) = (D)

(F)

TOTAL
BENEFIT
70% FST
SAVING

- 45
= 13
-144
- 72

(F)

TOTAL
BENEFIT
70% FST

SAVING

-184
-122
-120
-290
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Unless 100% of FST savings are passed on to consumers,
the GST will truly be a regressive tax and lower-income
families could be worse off, immediately and in the near

future.

As with other refundable tax credits, the threshold for
the GST credit is invariant with respect teo family size.
When the ©National Anto-Poverty Organization (NAPO)
presented its brief to the Committee, this organization
noted that large families whose income is below the
poverty line will not receive the maximum amount of GST
credit. For example, a family of three living in a large
urban centre faces a poverty line of $25,728 in 1991,
almost $1,000 above the anticipated threshold for maximum
credit benefits. A family of seven or more, with an
income at the poverty line, will lose $650 in GST credits
because of the uniform threshold. On the other hand,
single individuals and small families with incomes well
above the poverty line can still receive full credit

benefits.

NAPO'’'s preferred option "... is fo establish a threshold
that varies by household size, with the threshold set at
least at the poverty line for such a household." (NAPO
submission, P. 12) While the problem is clear, the
solution is not. Poverty lines vary not only by family
size but by location of residence as well. Therefore,
one might conclude that a consistent application of the
principles contained in the NAPO presentation would
require numerous thresholds based on family size, and
location. And if the poverty line is the relevant
determinant of the threshold, one might question why the
threshold for singles and small famllles is so much above
the poverty line.
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Indexation

The system of GST credits is subject to the same
indexation provisions that apply to the income tax system
in general; that is, the credits and the threshold are
indexed to the rate of inflation, measured by changes in
the CPI, in excess of three per cent. Thus the real
value of these credits will generally decline by 3% per

year.

Virtually all opponents of the tax cited this feature as
a major flaw in Bill C-62. It is instructive to note
that some proponents of the Bill also commented
critically on this feature. In particular, Dr. Robert
Clark of the University of British Columbia noted, as did
the Economic Council of Canada and the Conference Board,
that réfundable tax credits are an efficient means of
introducing progréssivity iate the G8T., Since it is so
important, Dr. Clark.insisted that its real value must be
protected. Another vocal supporter of the GST called
convincingly for the full indexation of the credits and
the turning point. Not to do so would, according to Mr.
Wolfe Goodman, "...be grossly unfair to the poorest and

most vulnerable people in our community."

Thé credits, in addition to other elements of the tax
reform package, are designed to méke the GST package
progressive at the lower to middle income levels. As the
real value of these credits declines with inflation, this
progressivity will diminish.

The federal government’s claim that the GST will make
families with incomes below $30,000 better off is true in
the first year of operation, according to Mr. Ken Battle

of the National Council of Welfare. But in testimony



(is1)

(52)

&2

before the House of Commons Standing Committee on
Consumer and Corporate Affairs and Government Operations,
he stated that the value of the credits will quickly be
eroded by inflation and the Government’s claim, in only

a very short period of time, will no longer be valid.

The Government has responded to this point by stating

that the existing FST credit has been increased at more
than the rate of inflation. But these increases have
come in response to increased tax rates, not as means by
which the real value of the credits was to be maintained
or even enhanced. Whatever the merits of partial
indexation of the income tax system, it is quite clear
that the proposed indexation rules are not appropriate
for the system of refundable GST credits. These credits
determine an important characteristic of the GST regime
and it is vital that their real value be maintained.

Moreover, if the Government’s intent is to maintain the

valge of these credits through ad hoc adjustments over

time, it seems clearly desirable to enshrine this intent
in the 1legislation <through provisions ror . full
indexation. At the very least, such full indexation will
reassure lower income households that the GST will not
become any more regressive than it might be at its

inception

Those families who gain the most in‘1991 as a result of
the new system of credits also lose the most as a result
of the partial indexation of the credits and threshold.
Lt dis not so much the real decline in the maximum value
of the credits which hurts households, although this
should not be dismissed since it amounts to 6% over two
years and 16% over five years. Rather, it is the decline
in the threshold which after five years declines in real
value from $24,800 to $20,850.
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The following two charts demonstrate how the real value
of the GST credits declines over time. The biggest
losers are households with incomes between about $25,000.
and $30,000, expressed in constant 1991 dollars.

A family with an income of $25,000 in 1991, whose income
only keeps pace with inflation, will see the real value
of its GST credits decline by 50% over 5 years. This is

equivalent to about $300 per year.
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Single Person’s Credit

A unique feature of the GST credit regime is the
additional credit made available to single adults. This
credit is not available to households with incomes below
about $6000 and the maximum value of the credit is
available only to those with incomes in excess of about
$11000. Many witnesses decried the fact that the credit
is not available to those who most need it. The Canadian
Federation of Students noted in particular that many
university students will not be eligible for the singles
credit and very few would be eligible for the maximum.
According to NAPO, the Department of Finance designed the
credit in such a way as to exclude most students. The
Social Planning Council of Ottawa-Carleton suggested that
the threshold for the singles credit be lowered. The
House of Commons Finance Committee recommended that the
single person’s credit be abolished and any savings used
to enhance the credit for the first adult in each family.

Take-up Rate

Some witnesses argued that the GST is Particularly
onerous for the most disadvantaged of Canadians who will
not file for a GST refundable credit because they have no
taxable income. One suggestion was for the Government to
undertake a major outreach program to ensure that all

Canadians eligible for the credit do in fact receive it.

The take up rate for the refundable child Cax credit is
very high, about 96% of those registered to receive
family allowance payments. As the Canadian Council on
Social Development pointed out, not all eligible families

receive the family allowance but those who don't
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constitute a very small minority. This high take up rate
can be explained by the personal characteristics of those
who are responsible for children and the fact that the
credit is relatively generous. It is possible that some
transient individuals will not apply for the GST tax
credit for the same reasons they don’t apply for the FST
tax credit. The Committee has heard evidence from NAPO
and the Association of Canadian Nurses that the take up
rate for the FST credit is about 85%. With a relatively
generous credit, however, such individuals have a strong
incentive to inform themselves about the GST credit and

apply: fox dts
Social Assistance and the GST Credit

The GST credits are to offset the additional tax burden
on middle and lower-income families. A common fear among
social policy groups concerned the possibility that
provincial governments will treat the refundable GST
credit as income and reduce social assistance payments
accordingly. This fear was  expressed 1in several
provinces. Should this occur on a wide scale, the
federal government’s claims about the distributional
effects of the tax on low-income families would prove to

be incorrect.

Social assistance is usually determined by calculating a
family’'s financial needs and comparing this with the
financial resources at its disposal. In general, no
province or territory considers the ekisting refundable
child tax credit and sales tax credit as income for the
purposes of determining social assistance benefits,
although the Committee has been informed by the National
Anti-Poverty Association (NAPO) that the province of
Quebec now treats the FST credit as income for these
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purposes. Additionally, the province of Saskatchewan is
somewhat of an exception since that government has for
some time treated family allowance receipts as income for
social assistance purposes. Thus the Saskatchewan Action
Committee on the Status of Women was -particularly
concerned that no guarantees had yet been given that

provinces would not consider the GST credit as income.

Although the determination of social assistance benefits
is nominally a provincial matter, the federal government
does have some authority in this regard under the
auspices of the Canada Assistance Plan. " Mr. Terrence
Hunsley of the Canadian Council on Social Development
recommended to the Committee that the federal government
enforce the provisions of CAP to ensure that these
credits are passed on to welfare recipients.
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FST INVENTORY REBATE

When the GST comes into force on 1 January 1991, a very
broad range of goods and services will be subject to this
new tax. Some goods sold in that year will come from
inventory acquired earlier, upon which the FST applied.
To avoid a double taxation of sales from this inventory,
the federal government is offering a transitional
provision in the form of a rebate of the FST on existing
inventory at the end of the year. These inventory rebate
rates are mnot  included 4in Bill ,C-62, .-- -they dre

determined by regulation.

The average FST content in a retailer’s inventory would
generally be lower than the FST content of the inventory
of say a wholesaler or imﬁorter. Yet, these rebates do
not ‘wary according to. trade level. The average FST
content in a retailer’s inventory would generally be
lower than the FST content of the inventory of say a

wholesaler or importer.

The general rebate rate is 8.1% of the value of
inventory. An exception is made for automobile dealers
who get an inventory rebate of 11.1% because the FST for
automobiles is applied at the wholesale level. The
rebate for building materials is only 5.6% since those

products are subject to a lower rate of tax.

The nature of the FST makes it difficult to determine
exactly how much tax is embedded in inventories. Rebate
formulae, an acceptable compromise for practical rsasons,
are potentially arbitrary in application. The Committee
has heard some eQidence of apparent inequities in the
effects of these rules. Automobile dealers are not the

only taxpayers whose inventories contain a tax far higher
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than the 8.1% level, nor are they the only ones who can
easily calculate and identify the amount of tax in
inventories. The Committee has heard from associations
of cosmetics and toiletries firms, pleasure craft dealers
and importers, all of whom <c¢laim that the rebate
percentage penalizes them significantly and who also
believe that they can identify accur;tely the amount of

tax in their inventory.

The Association québécoise de l’industrie du nautisme,
for example, explained to the Committee that "... most
Canadian boat manufacturers sell directly tobretailers.
Retailers thus tarry inventories that include the federal
sales tax at a real rate of nearly 13.5%" (55:96)

Broadly based rebate rules will penalize some while
overly}compensating others. If the Government provides
the higher rebate to the groups listed above, there is
still an equity problem, although not as easily

identified, among the remaining taxpayers.
Competitive Equity and Price Effects

The federal government has been adamant that cost savings
due to the elimination of the FST will be passed on to
consumers. It has also argued that the new tax is fairer
than the FST because it taxes a widerqrange of goods and
services at more equal rates. This assessment is now in
doubt because of the transition rules and the prescribed
FST rebate rates.

The Committee has heard evidence from a number of groups
that the§ will be burdened with a GST applied to some
inventory upon which only part of the existing FST has
been removed. The rebate shortfall is expected to range
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from 1.5% of inventory for automobile parts dealers
(Automotive Industries Association of Canada), to 3.3% of
inventory for retailers of imported furniture (New Look
Interiors Ltd.). The Atlantic Building Supply Dealers
and the Canadian Cosmetic, Toiletry and Fragrance
Association also cited examples whereby they would be

hurt by inadequate FST rebates.

The business community has been admonished to pass on the
savings of the FST's elimination. Should they be
expected to pass on savings which do not exist? And if
in 1991, firms are selling inventory on which both the.
GST and some FST apply, it is entirely likely that price
rises will be higher than the 1.25% increase predicted by
the Government. Indeed, the Committee has heard nothing
from the Government to suggest that these rebates will
return all FST embedded in inventories at the end of the
year. And with the prescribed rate of rebaﬁes penalizing
some firms and being overly generous to others, the
notion of fairness so important to the Government is also
likely not to be achieved.

In addition to the general problems listed above, three
examples of inadequate transitional relief have been
Presented to the Committee. In the testimony of the
Associated Canadian Car Rental Operators (ACCRO) the
Committee was informed .that used car dealers would
receive a rebate for the FST embedded in their inventory
as of the new year. Car rental agencies hold a large
stock of cars which will be sold as used cars in the new
Year. No FST inventory rebate is granted for these cars
because they are coqsidered to be capital property. When
these cars are eventually sold in the used car market,
they will have borne a total tax equal to 20.2% according
to the witness. This double taxation goes against the
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stated principles guiding the transition to the new tax

regime.

The Committee also heard that no FST rebate is to be
offered on inventories of alcohol, soft drinks and paper
products held by restaurants while inventories of such
products held by retailers will be eligible for the
rebate. The Newfoundland Restaurant and Food Services
Association stated that its members carry particularly
large inventories over the holiday season and will be
unfairly and adversely affected by this arbitrary
decision. There is no obvious rationale for excluding

restaurants from this rebate.

Finally, the FST inventory rebate applying to the housing
sector contains a sunset clause not aﬁplicable to other
industries. The normal cycle of housing sales over the
year, combined with the deteriorating situation for new
home sales can subject a large part of homebuilders’
inventory to double taxation in the new year. This is a
serious problem for the construction industry and will be

discussed more fully in section VI below.
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GST AND THE TAXATION OF FOOD

The Government has decided not to apply the GST to basic
groceries. It is however taxing a wide range of food
Products, those that are consumed outside of the home and

those that do not meet the definition of basic groceries.

The Committee has been informed by the Newfoundland
Restaurant and Food Services Association that
approximately 40% of the food dollar 1is spent in
restaurants or take-out establishments.  Statistics
Canada gives such spending a weight of only 29% for
Purposes of calculating the Consumer Price Index. Adding
to these proportions the amount of food ekpenditures in
grocery stores on non-basic groceries will increase even
further the percentage of food spending fully subject to
the GsT.

Drawing the line between basic groceries and other,
taxable forms of food is bound to be arbitrary to some
degree and can lead to tax inequities among competing
Products. To quote from the August 1989 technical paper
©f the Department of Finance, "No matter how the lines
are drawn, the great variety of food products makes it
virtually impossible to remove every possible anomaly."
(p. 78)

The Committee heard evidence of just such effects. For

example, the Bill originally provided for the taxation of

all cookies. It was amended in the House of Commons to
treat as basic groceries all cookies sold in packages of
Six or more. Chocolate bars are sold increasingly in

family-sized packages which compete directly with
chocolate covered baked goods: they have the same
ingredients and appeal to the same market. Yet the tax
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treatment of the two differs in Bill C-62. This imposes
an unfair competetive burden on manufacturers of

chocolate bars.

Soft drinks also compete with tax-free beverages such as
mineral water, coffee and tesa. Again these competing

products are treated differently.
GST Status and Consumer Preference

Part III of Schedule VI defines a basic grocery product.
It does so essentially by listing products which are not
basic groceries. 1In some cases a product can fall under
either definition according to its packaging or the
quantity in which it is purchased. For example yoghurt,
when purchased in larger containers or packages of
multiple single servings, is free of tax. The National
Dairy Council of Canada informed the Committee that
consumers prefer to purchase individual single servings
of yoghurt so that several flavours can be bought. This
preference for variety will subject consumers to the GST
even though they are purchasing a product that the
Government is willing to consider free of tax in other

circumstances.
GST and the Price of Basic Groceries

The Government has suggested that the price of basic
foodstuffs should fall as a result of the GST. Food,
although exempt from the FST, contains about 1% of tax
embedded in prices as a consequence of the taxation of
some business inputs. Under the GST, basic groceries are
zero rated, meaning that no tax is charged on sales while
input tax credits are available for all taxes paid on any

inputs going into the production and distribution of
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these products.

It is possible, however, that the costs of producing
basic groceries could rise as a result of the GST. The
P.E.I. Potato Board indicated that there are cash flow
costs to farmers associated with the new tax because of
the time lag between the payment of tax on inputs and the
receipt of tax credits. There are no cash-flow benefits
to supplies of zero-rated products. There are also costs
of compliance to farmers and fishermen. If these are
widespread, then the cost of producing basic groceries
will be increased and likely passed on to consumers. To
reduce the possibility of such cost increases, the
Western Canadian Wheat Growers Association recommended to
the Committee that a wide range of purchases by farmers
be zero rated at point of sale, a range which is much
more extensive than the preliminary list drawn up by the.
Government. It is also instructive to note that the
National Farmers Union presented the Committee with a
list of products exempt from the FST under existing
rules. That 1list is more comprehensive than the
currently suggested list of products eligible for zero

rating at point of sale.
Taxable and Tax-free Food

The Governmént has recently broadened the FST tax base by
in;luding certain snack foods. This principle has now
been applied- to the GST, creating two categories of
food. Witnesses from the industry objected to the notion
that there is good food (non-taxable) and bad, although
tasty, food (taxable) even those the two might have
essentially the same ingredients and nutritional valué:
Thus, according to the provisions of the Bill, salted
nuts are taxable while unsalted nuts are not. Croissants
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are tax free, unless of course they are covered in
chocolate. Granola products are taxable, unless sold as

a breakfast cereal, etc.

Such distinctions are annoying to consumers who do not
understand the rules or rationale governing the
appl;cation of” the "G8T =€6 "food They are costly to
producers whose products might suffer a competitive
penalty and they are costly to retailers who must

administer the tax, especially when a provincial sales

‘- tax (PST) is also invelved:! Mr. Michel:‘Decary of the

Canadian Federation of Independent Business (CFIB)
provided the Committee with an example of just such
complexity. The GST will tax a drink if it contains less
than 25% real fruit juice. The Quebec retail sales tax
applies if the juice content is less than 12%. The
retailer must decide if the drink is subject to no tax,
to the GST only or to both taxes. While this particular
example is no longer relevant with the decision by the
Quebec government to integrate its PST with the GST,
similar problems undoubtedly exist in other provinces

with respect to a wide range of food products.
de minimis Rules

Unlike provincial sales taxes, the GST does not use a de
minimis rule in its application: all purchases, no
matter how small, are subject to tax. Allan Gandy Ltd.,
a manufacturer of penny candies, recommended that
confectionary with a retail valile of less than $0.25
should be free of tax since the nature of these products
is such that prices are difficult to adjust in response
to the tax and the administrative cost of imposing the
tax outweighs tax receipts from these products.
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Taxing All Food

Taxing basic groceries would generate‘sufficient tax
revenue to lower the general GST rate by at least one
percentage point. The Fraser Institute thinks the
general rate could actually drop to 5% by taxing all
food. All of the competitive problems associated with a
two-tiered system would be eliminated if all food were to
be taxed equally. And many of the compliance costs faced
by retailers would vanish with the complete taxation of
all food. Food retailers who are faced with the list of
non-basic groceries must spend considerable resources in
determining which of their products are taxable and which

are not. This function represents a very large

.proportion of total compliance costs which could be

eliminated with the taxation of all food products. The
European experience also indicates that the use of
differential tax rates 1is an inefficient means of
altering the distributional consequences of a GST or
VAT. A system of tax credits is more effective.

The Committee has examined the direct impact of a 5% GST
on all household expenditures, with the exception df
finance,vinsurance and real estate. In this experiment,
all basic groceries would be taxed, with the tax content
0f food and non-alcoholic beverages increasing by a
factor of 3.4 times. The services of charities and non-
Profit organizations would also be fully subject to tax.
Despite this broadening of the base total revenues would
decline by 13%, or approximately $2.4 billion in 1991.

If the lost revenues were recovered via a tax alternative
which does not burden lower income households, e.g. a
selective income tax surtax, the Government’s stated

objective of improving the financial position of
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households with incomes under $30,000 could still be
achieved. It seems clear though, that taxing basic
groceries is not sufficient, by itself, to lower the GST
rate by two percentage points. This does not, however,
negate the advantages of a broader tax base. Both the
compliance costs of business and the administrative costs

of government should decline with a broader tax base.
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AGRICULTURE, FISHERIES AND TAX FREE STATUS
Agriculture and Fisheries

Under the GST, food is 2zero-rated throughout the
production chain. For fishermen and farmers this means
that they are entitled to claim input tax credits and
obtain a ‘refund of tax paid on their'production Inputs.
At the same time, there 1s no tax assessed on their
output so that farm and fishery production remains

completely tax free.

The special issue that arises for such tax free
production stems from cash flow considerations. Farmers
and fishermen must pay out an extra 7% on their purchases
and then file with the Department of Revenue to claim a
refund of the input tax credits. Although registrants
selling taxable goods are in a similar position in
respéct to having‘to wait for a refund of their input tax
credits, they nevertheless have the cash flow benefit of
using the GST which they collect on their sales. This is
a benefit that farmers and fishermen do not enjoy since

their own sales are non-taxable.

The amount of time which farmers and fishermen must carry
the extra 7% on their input costs before obtaining a
refund will depend on how often they file a return. GST
registrants making taxable and zero-rated supplies of
$500,000 or less may file annually, quarterly or monthly.
Registrants making taxable and zero-rated supplies of
$§500,001 to $6 million may file gquarterly or monthly,
while those with sales over $6 million are required to
file monthly. Thus, if farmers and fishermen choose the
quarterly filing option, they could wait up to three

months between the time they purchase an item and the



(90)

(91)

(92)

40

time they file for a refund. Furthermore, the Government
will not begin paying interest on the refund amount until
21 days after the registrant’s return is received Dby
Revenue Canada.

The Government proposes to deal with this cash flow
problem by zero-rating at the point of sale a number of
types of purchases made exclusively by farmers and
fishermen. This will include combines, large>tractors,
fishing boats and commercial fishing nets.
Representatives of fishermen and farmers told the
Committee that the list of tax free items designated by
the Government was inadequate and would not relieve their

cash flow problems.

For instance, calculations provided to the Committee by
the Western Canadian Wheat Growers Association estimated
that, based on the preliminary list of tax free items,
the average farmer in Saskatchewan would have to carry an
extra $3,057 in costs because of the GST, in Manitoba
this would amount to $4,530 and in Alberta there would be
an additional $4,210 to carry. While farmers would
receive a refund for the GST paid, the additional cash
flow burden could be serious for those farmers operating

close to the margin.

In Newfoundland, representatives of the Fishermen, Food
and Allied Workers told the Committee that the best
solution to the problem would be a system of GST-exempt
identification cards for fishermen that would apply to a
whole range of fishing-related purchases made by
fishermen. In Regina, the Western Canadian Wheat Growers
suggested that the problem be dealt with either by not
collecting tax on any business related purchases by

farmers or, at a minimum, extending the list of items
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designated as non-taxable at the point of sale. Both
farmers and fishermen also pointed out that the GST
system of paying tax on inputs and claiming these back
later placed a significant compliance burden on them.

Extension by the Government of the list of items that are
non-taxable at the point of sale can be made by

regulation and does not require legislative amendment.
Horses

The GST treats the sale of horses as a taxable supply.
In Toronto, the Ontario Racing and Breeding Council
argued that including horses in the GST was
discriminatory since it is the only form of livestock
that is taxed. They noted that horsemeat is Canada’s
second largest red meat export to Europe. The Council
also argued that the extra paperwork burden would end
export sales to the U.S. and would lure breeders to the
U.S. in order to avoid the "hassle of GST registrations,
credits and waits for reimbursements". Horse breeders are
asking that sales of horses be zero-rated along with

sales of other forms of livestock.

Although there is obviously some benefit to horse
breeders of having domestic horse sales zero-rated, it is
uncertain what the proposed changes would do for export
sales of horses since under the GST all exports are zero-

rated anyway.
Plant and Tree Nurseries
The Canadian Nursery Association argued that plants and

trees should be zero-rated under the GST since these help

to control pollution. The witness claimed that planting
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of trees is one of the surest and least expensive ways of
halting or even reversing the build-up of carbon dioxide
in the air. It was also pointed out that the nursery
industry is a "typical part of agriculture, although a
non-food industry, in that it provides protection to farm
foods by means such as wind shields in the trees we grow,
protection of soil from wind and water erosion, water
retention through trees and ground cover, and energy
conservation, heating and air conditioning through

strategic planting of trees..." (57:148)



L

(97)

(98)

(99)

43

GST AND HOQOUSING

Under the provisi;ns of . Bill C-62, the CST is to apply to
the sale of all new or substantially renovated housing.
The sale of existing housing units is‘not subject to tax
and long-term residential rents are exempt from.the GST.
The provisions of the Bill affecting housing are designed
so as to have. little adverse impact on housing

affordability, yet numerous witnesses before the

Committee challenged this claim of the Government.
Housing Rebates

Purchasers of new residential units will be eligible for
a rebate under most circumstances. Those purchasing a
unit valued at $350,000 or less will enjoy a rebate of
365 of the GST paid, reducing the effective GST rate to
4.5%. Those purchasing a home valued above $450,000 Wdelel
receive no rebate and for homes valued between $350,000
and $450,000 the rebate declines from $8750 to zero as
the price of the house increases. These rebates are also

available to purchasers of condominium units.

The Department of Finance estimates that the average new
house now contains an FST of slightly more than 4%. Thus
on average the GST should increase new home prices by

*0..5% if the full rebate is obtained. - This is.a faizly

minor increase. It should be recognized, however, that
an increase in new home prices will also raise used home
Prices since the two are close substitutes. This
Presents existing home owners with a capital gain while
it makes home ownership slightly more expensive for first

time homebuyers.
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No equivalent rebate is made available for newly-
constructed rental units. Witnesses have suggested that
the GST makes home ownership relatively more attractive
than rental accommodation since new owner-occupied
housing, which is similar to new tenant-occupied housing,

will pay a lower effective tax rate.
GST and High-cost Housing -- Taxing Land

Several witnesses have suggested that land should not be
taxed. Some supporters of the GST, notably Professors
Clark and Kesselman and Mr. Wolfe Goodm;n, argued on
philosophical grouﬁds that land should not be taxed
because it is not consumed. Others have argued that
taxing land discriminates against those who face high

housing costs in southern Ontario and Vancouver.

Land is a long-lived asset -- it rafely depreciates. It
has been suggested therefore, that land not be taxed
because it is not "consumed". Land does, however,
produce a stream of benefits which are consumed and the
taxation of land could be seen as a simple and convenient

way of taxing this stream of benefits. In this way, the

application of the GST to land does not deviate from the .

principles of the tax.

Markets with high housing costs are associated with high
land prices. Applying the GST consistently across all
markets will cause homebuyers in Toronto to pay more GST,
but it will not distort relative prices compared to other
markets -- they would all bear the same percentage GST.
It will, however raise prices by a greater amount in
Toronto because the effective FST eﬁbedded in housing
prices is lower. The Toronto Home Builders’ Association

estimated that the average FST in a new Toronto home is

-
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only 2.4%. Even with a full rebate, Toronto house prices
could rise'by 2% due to the GST.

A very real distortion does arise because the thresholds
for the rebate are applied universally across Canada. A
$400,000 home in Toronto might resemble a $300,000 home
in Ottawa in all respects except location. The Ottawa
home would receive the full GST rebate while the Toronto
home receives only a partial rebate. This Toronto home
might also be occupied by a family with income similar to
that of the family occupying the Ottawa Thome.
(Homeowners in high-cost markets typically spend a larger
proportion of their income on housing.) Thus, the
principles of horizontal equity can be violated because
the nominal amount of the housing rebate thresholds 1is
the same in all parts of the country. While the intent
of the rebate formula is to deny tax relief to upper
income families on the grounds that they buy more
expensive housing, it can also have the effect of denying

relief to those living in high-cost housing markets.

The combination low of the effective FST embedded in new
Toronto homes and the use of thrésholds for the GST
housing rebate, which are inappropriate to the Toronto
market conditions, will raise new housing costs in that
area by about 3%, or $10,000 in nominal terms. For
families already struggling to save for a home, this
increase makes home ownership even less affordable.

Current economic conditions have severely depressed the
housing market in Canada. This is particularly evident
in southern Ontario where boom conditions characterized
the market just two years ago. New house sales this year
should be less than one-quarter of sales two years ago,'
according to the THBA, which characterized this as a
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“collapse of the new home market". Removing the GST from
the land component of house prices could offset some of

the negative effects of high interest rates.

Several suggestions have been made to the Committee to
reduce the adverse effect of the GST on housing in high-
cost markets. The rebate rate could be increased in
select markets so that the effective GST approximates the
effective FST. The Toronto Home Builders’ Association
recommended a 4.5% rebate on new homes. The same result
could be achieved by excluding the price of land from the
GST tax base. To remove the tax on land, however,
requires more than simply zero rating land. It would
require that the GST be applied to the price of a house,
excluding land. This raises questions about
administrative complexity and enforcement since land
prices vary by a large amount, even within the same

communities.
GST and Soft Costs

All services associated with the sale of a home will be
subject to the tax. Real estate brokers have suggested
that their services should be exempt since they are
equivalent to the services of a stock broker --i.e. they
sell an investment good to homeowners. @ For many
homeowners, their principal dwelling represents the bulk,
iflnotiald ;. of their savings. When they buy or sell a
house, they-afe dealing in an investment vehicle as much
as a means of shelter. According to the realtors, this
transaction should be treated like other investment

transactions.

_Soft costs such as realtors'’ fees, legal,fees; survey

costs, etc., can amount to 5% to 8% of the purchase price
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of a house. Even if the house itself is not subject to
the GST, the application of the tax to these ancillary
services can add up to 0.5% to the purchase price of a

home.

Transitional Rules

An FST inventory rebate is offered for most goods
purchased prior to 1991 but sold in the new year. This
is to prevent the double taxation of such goods. For new
homes, the FST rebate is limited to homes sold before 1
April 1991. No equivalent restriction applies to other

- goods which receive the FST rebate. The existing

provision does not create much of a double taxation
pProblem in a robust housing market. This is not the case
in 1990 in most major markets. Worse, according to the
Urban Development Institute, "... even during strong
markets, the peak closing periods are not January,
February or March; rather they are usually in June or
early autumn." Builders’ inventories, which are growing
dramatically,.are likely then to be subject to double
taxation. The witness recommended therefore, that the
cutoff date for the FST rebate be extended to November
1991,

One specific example of this transition problem concerns
the tax treatment of model homes used by builders.
According to Reids Heritage Homes Ltd., a southern
Ontario Home Builder, it is not uncommon for model homes
built in 1988 and 1989 to be used for model purposes well
into 1991 and 1992. The eventual sale of such homes will
attract GST even though the construction was subject to
FST. This double taxation makes such homes difficult to
sell compared to new homes which are subject only to the

GST. Even worse, according to this witness, consumers
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view such homes as used, not new. To remove this
competitive ineqﬁity, the witness suggested that such

sales be exempt from tax.

These transition rules also create problems for apartment
buildings constructed in 1990 but not leased until 1991
when GST must be self-assessed on fair market value. The
same witness recommended to the Committee that no GST

apply in such cases where the FST has not been rebated.

The historical record shows that the introduction of a
VAT-type tax can alter the timing of economic activity.
For example, the purchase of capital goods is likely to
be delayed into the new year in order to generate an
input tax credit. It is likely that these transitional
problems will cause builders to try to run down their
inventories. At the same time, economic conditions are
leading to increasing inventories, which can only be
curtailed by significantly reducing production. Thus the
GST could provide a double blow to an already suffering

housing market in 1990.
Renovations

According to the Toronto Home Builders’ Association,
"...preserving and upgrading the existing housing stock
is just as important as increasing the supply of new
housing." Yet according to that same group, the
introduction of the GST could quadruple the tax burden
now facing the industry. Renovators tend to be small
businessmen who find the accounting burden of the GST
onerous. They deal with small subcontractors who might
not be registered traders, eliminating the possibility of
GST input tax credits. The industry is highly labour @
intensive so it currently faces a low FST burden. These
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features of the industry, combined with a possible
failure of materials manufacturers to pass on all savings
due to the elimination of the FST, could lead to an
increase in renovation costs of more than 7%, according

to the THEA.
Rental Housing

The fact that long-term residential rents are exempt from
tax does not mean that the GST will have no impact on
this sector. New rental housing is subject to the fall
7% tax and many of the ancillary services which go into
the provision of rental accomodation are also subject to
tax. According to the Fair Rental Policy Organization of
Ontario, tenants in new buildings could see their rents
increasing by $50 per month. On average, rents in
Ontario should increase by about 2% according to tHis

witness.

This assessment for Ontario is not unique. The Committee
heard from VLC Properties in Vancouver that the GST could
raise monthly rentals by $27 to $56, depending upon the
assessment base upon which the GST 1is applied to new

. buildings. And in Montreal, the Canadian Real Estate

Association testified that the GST could raise rents by
$30 to $50 per month for capital costs and an additional

$11 per month for operating expenses.

In a tight rental market, such increased costs do much to
harm the affordability of rental accomodation. In
Ontario, almost half of tenants with incomes Dbelow

$25,000 already pay 30% of their income in rent.

It is fair to say that the cost of housing should rise as-

a consequence of the GST and that there are a number of
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avenues by which these higher costs will affect
households. Homeowners must pay more for a purchased
home whether new or used. The ancillary services such as
realtors and legal fees could add 0.5% to the cost; 1n
addition to the direct effects on the price of a home.
Tenants will pay more as a result of the 7% GST on newly-
constructed apartment buildings. And the costs of
running a household, whether owned or rented, will
increase. Using Statistics Canada Social Policy
Simulation Database and Model, we note that the tax
content in electricity, natural gas, and other fuels
would increase byv TBCLULS "o . ¥es 578, and 2.8
respectively. The tax content of other household
services would also increase by a factor of 2.9. Tenants
might pay for these added costs through higher rents or
higher direct charges. Homeowners will face these costs

directly as they purchase the relevant goods and

services.

Hidas
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GST AND REMOTE REGIONS

Goods and services in the mors remote regions of Canada
cost more than they do in central Canada, largely due to
the added transportation costs involved in shipping
materials to these regions but also due to the lesser
degree of competition and higher markups. The FST is
imposed at a trade level prior to these transportation
charges and local‘markups. The GST is imposed on the

retail value of sales.

As 'a consequence of stage II of tax reform, residents of
remote regions wiil pay more consumption tax than
residents of central Canada for the same goods and
services. These residents will also pay more tax under
the GST than they did under the FST. Stage LI .of tax
reform means that residents of remote regions will pay
more consumption tax than residents of central Canada for
the same goods and services. It also means that these
residents will pay more tax under the GST than they did
under the FST. Numerqus witnesses in Atlantic Canada and

the northern territories took this position in testimony

before the Committee.

GST Credits

The GST credits are a part of a package designed to
ensure that families with incomes below $30,000 benefit
from tax reform. But a $24,000 income in Yellowknife or
Iqualuit does not imply the same standard of living as in
Edmonton or Ottawa. Thus a family in central Canada with
this income is entitled to full GST credits, but a family
in the north with the same standard of living would not
receive full benefits because its nominal income has to

be HBigher to offsat the higher ¢ost of living. ' This
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violates the principle of horizontal equity. An
indication of these higher nominal incomes is contained
in the 1986 census which showed that 60.4% of northern
families had an income in. excess of $30,000 while only
48.6% of southern Canadian families had such an income.

The Committee was informed by the Government of the
Northwest., Terriforigs ' that ' CThe “cost vof  “living iz
Yellowknife is 33% higher than in southern Canada. When
housing is taken into account, the difference increases
to 40%. And Yellowknife has a 1low cost of li&ing
compared to other NWT communities. Similarly, the Yukon
Government informed the Committee that Whitehorse is the
least expensive place to live in the Yukon. Most other
communities have a cost ©f living which is about 10%
higher, but in some areas it could be as much as 60%

higher.

Higher prices mean more GST paid. In fact, the average
Whitehorse family is expected to pay $400 more GST than
the average Canadian family. The system of credits does
not take this into account. The Government of the NWT
therefore recommended to the Committee that the credits
and the threshold be increased by 50% in the north.

GST and Transportation Costs

Transportation costs add significantly to the cost of

goods in remote regions. These charges are taxed only
indirectly under the EST. An example provided by the
Yukon government showed that whereas this tax reform
might reduce the price of a good sold in the south, the
same reform could increase the price in the north. This
result is due to the full application of the GST on
transportation services. Mény witnesses referred to the

- i
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application of the GST to transportation services as a

feature harmful to residents of remote regions.

Zero rating transportation from the GST will not provide
general benefits to residents of remote regions. When
they directly consume services such as airline flights to
other parts of Canada, zero rating will reduce the cost
of such services. But, when transportation costs are an
input into a final product purchased by consumers, zero
rating provides no benefit. This is because the GST is
applied  to the: full: retail. .price;  which -includes

transportation charges.

To remove the GST from the transportation component of
goods, it must be applied to the retail price of goods,
exclusive of transportation costs. This is

administratively complex.
Northern Allowance

It was suggested to the Committee that the northern
deduction for income tax purposes be increased by at
least 40%. It has the:  benefit of not requiring an
amendment to this Bill. Such a suggestion would benefit
those with taxable income but not the lowest income
households who would benefit more from a revision of the

tax credits.
Tax-free Status

One approach to relieving northerners of the added burden
of the GST is to méke all retail purchases in the north
tax free. This would more than compensate them for ahy
added burden of the GST. It might also create

enforcement and leakage problems; nearby communities,
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which do not benefit from tax free status, might have
purchases routed through northern communities, genuinely
or on paper only, to benefit from this tax advantage.
There is 1little intermational experience with such
geographically-differentiated rates. Where it has been
used it has resulted in uncertain tax revenues by
creating the potential for substantial evasion. -
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CHARITIES AND NON-PROFIT ORGANIZATIONS

The GST legislation provides that most activities

undertaken by charities and non-profit organizations will

be exempt from the tax. However, sales of a type
generally made by commercial businesses will be taxable.
Where supplies made by charities and NPOs are exempt, the
tax paid on the inputs used in these supplies would not
be eligible for input tax credits. To offset the extra
tax that these organizations will incur as a result of
the GST, the Government proposes to provide a rebate of
50% of the tax paid on inputs used to produce exempt
supplies by charities and eligible non-profit
organizations. To qualify for the rebate, non-profit
organizations must receive at least 40% of their funding

from government grants.

As noted, sales by non-profit organizations that compete
with commercial organizations are not eligible for
exemption. The Committee heard from several non-profit
organizations about problems with regard to their taxable
status under the GST.. S.A.W. Industries Inc. in Prince
Edward Island explained to the Committee that while their
woodworking business, P.C. Industries, which employs
mentally handicapped persons, is exempt from the current
Federal Sales Tax, its sales will be taxable under the
GST. The change in tax status will place P.C. Industries’
operation at a disadvantage in relation to its

competitors that do not employ mentally handicapped

individuals.

In support of the recommendation that P.C. Industries be
granted exempt status under the GST the witness stated,

"We also believe that the Department of Finance should

recognize the contribution that organizations like ours
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make to economic development on behalf of persons. with
mental handicaps and that they should continue to support
our objectives by allowing us this exemption." (50:21)
The Committee has forwarded a letter to the Minister of

Finance to bring this matter to his attention.

In St. John’s, the Newfoundland and Labrador Command of
the Royal Canadian Legion raised the possibility that
poppies and wreaths could be subject to the GST. The
poppies and wreaths are manufactured by Vetcraft, a
shelter workshop operated by Veterans Affairs, which
sells them to the Royal Canadian Legion Dominion Command.
From there, they are sold to Provincial Commands of the
Legion, which in turn, sell them to the local branches
for a nominal profit. According to the testimony from the
Legion, the local branches may be subject to GST on their

purchases of poppies and wreaths.

On inspection of the legislation, it appears that poppies
would not be taxable since it can be argued that they are
not sold but are exchanged for a charitable donation.
Furthermore, the consideration involved is usually less
than S5 “and ~Seeticn 4, Part VIi of sSchedule .’V of the
legislation provides that fundraising sales by volunteers
of goods costing no more than $5 will be exempt from the
GST. Wreaths, on the other hand, are sold for more than
$5 and may not qualify for an exemption. .

The witness from the Legion stated, "...the funds
reélized from the sale of wreaths and poppies are given
to veterans who need money and other assistance. Believe
me, there are many veterans around who need assistance."
(52:103) The Committee has also sent a letter to the
Minister_of Finance drawing this matter to his attention.
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AMATEUR SPORTS COMMUNITY

Goods and services provided through the private, for
profit sector are generally subject to the GST. This
includes all recreation and sports ‘activities. In
Canada, many such activities are provided by quasi-public
bodies, designated as charities, registered amateur
athletic associations and non-profit organizations
(NPOs) . They will also have to charge GST on their
services unless the activities are aimed primarily at
children under thé age of 14 years or are for the benefit
of mentallz_or physically disadvantaged persons.

Whether or not these organizations charge GST on the
services they provide, they must pay the tax on the
inputs they buy. The Bill offers a rebate of 50% of GST
paid by charities and 50% of the GST paid by NPOs who are
dependent on government for at least 40% of their
funding. (The threshold for NPOs was 50% in the original
technical paper.) This rebate applies to the tax on

inputs used to provide tax exempt services.

GST on Fees

The technical paper proposed that GST apply to fees
charged to those over the age of 14 years whereas the
Bill now proposes to tax on the basis of the age group
for which a program is designed. It still uses 14 years
as a threshold age. Virtually all representatives
thought the age limit was too low. Teenagers are not
adults. If the worthiness to society of such programs is
a major factor in determining exemption from tax, an age
d im st £ 1 isIR years' makes more sense, according to
witnesses. Mr. John McGrath of Sport Newfoundland and

Labrador referred to the advantages of amateur sport in
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offsetting undesirable peer pressure and in teaching

"social vwvalues. These functions - are particularly

important for youth aged 15 to 18 years and consequently
the witness suggested that the age limit be raised. Such
was the recommendation of the House of Commons Finance

Committee report.
The 50% Rebate

Bill C-62 creates two classes of volunteer sports and
recreation associations: those eligible for a 50% rebate
of GST paid on inputs and those ineligible for such
rebates. Registered <charities, including Canadian
amateur athletic associations, are automatically eligible
for the rebate. Non-profit organizations must receive
more than 40% of their funding from governments to
qualify. The federal government has been encouraging
sporting organizations to become less dependent upon
government and they have taken this encouragement to
heart. Since 1986, the aggregate level of government
funding for national sports organizations has declined
from 78% to about 56%. At the same time, the Government
is penalizing them for doing so through the application
of the GST.

Not only is this GST treatment of sport organizations
inconsistent with "the sport policies of the federal

~ government, it is inconsistent with the policies of some

provincial governments. The Government of Quebec has
required members of Sport Quebec to achieve at least 50%
self financing before any government funding is made
available. Organizations which successfully comply with
that requirement could place their GST rebates in
jeopardy. '
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The House of Commons Finance Committee recommended that
the threshold level be lowered to 25% government
funding. Some witnesses suggested that provincial
governing bodies be treated the same way as national
governing bodies; 1i.e. automatically eligible for the
rebate. Others went even further, suggesting that all
sports organizations be eligible for this rebate and that

the rebate be 100%.

The charitable status of an organization can be altered
by an amendment to the Income Tax Act, which would affect
more than its GST status, or 'an .organization can be
deemed, for the purposes of the GST only, to be a
charity. This latter approach would require an amendment

to the Bill.

Administration Costs

The rebate for charities and some NPOs is applied to the
GST paid on inputs used to produce tax exempt services.
These organizations must not only keep track of GST paid
and charged, they must be able to apportion input taxes.
This is a task faced by all producers of exempt goods and
services, but charities and non-profit organizations
might find such accounting tasks to be particularly
daunting. This is especially true when administration is
carried out by volunteers. For example, Sport P.E.I. has
only four paid employees, with all other tasks performed

by volunteers.

The difficulty that these organizations face in complying
with the tax has led them to recommend a delay in the

introduction of the GST.
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Registration Fees and Insurance

Registration fees for sporting activities often contain,
as a significant component, an insurance premium.
Insurance is tax exempt, yet when it is embedded within
a taxable registration fee, it is effectively taxed.
This is a typical problem with exempt goods and
services. If these organizations could segregate
insurance from other elements of the taxable fee, it
would continue to be exempt. Such a solution might be
more costly to administer than it is worth.

Television Rights

The Sports Federation of Canada appeared before the
Committee and cited a particular concern they have with
the application of the GST to the sale of television
rights. On the surface it would appear that this shouléd
not cause their member organizations any harm -- sales to
Canadian television networks would be eligible for an
input tax cradit while sales to foreign networks shoulé
be treated as an export and be zero rated. Theé

organization has sought a ruling from Revenue Canada.

=
{
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SMALL BUSINESS COMPLIANCE COSTS

A value added tax can, in many instances, be a relatively
inexpensive tax to comply with. Such a tax can also be
designed so as to be very difficult to administer and
comply with. Some of the VATs in Europe have such a
complex design. With a greater number of tax rates and
more exempt products, the compliance costs associated

with a tax regime can increase dramatically.

The Canadian Federation of Independent Business (CFIB) is
particularly concerned with this issue, specifically as
it affects the small business community. The CFIB has
also been a vocal critic of the provisions of Bill C-62.

In testimony before the Committee, Mr. John Bulloch, the
CFIB's president described the tax as "...the absolute
worst retail sales téx system in the world. It is the

worst system that man could possibly devise." (49:10)

This assessment of thé tax was based on the lack of
federal provincial harmonization as well as the use of a
European-type invoice method GST. These features raise
overall coﬁpliance costs of the tax. Moreover, there is
a great deal of evidence to suggest that compliance costs

weigh more heavily on small businesses than they do on

larger firms.
Some International Evidence

A recent study of the U.K. VAT shows that overall
compliance costs have fallen by about 25% from fiscal
year 1977-78‘to 1986-87 demonstrating that experience
with a taxation system can reduce the costs of
compliance. This same study also showed that the costs

for the smallest of firms rose over the same period.
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These very high costs can be offset by making use of the
small traders exemption. Nevertheless, small registered
traders still face tax related costs (0.78% of taxable
sales) which are many times higher than those faced by

large traders.

A study of American retail sales taxes shows that average
compliance costs differ between states by a factor of
almost 2, attributable mostly to differences in the tax
base. It is the determination of the tax status of
individual items which accounts for the bulk of
compliance costs. As a consequence, food and drug
retailers face the highest costs. Similarly, compliance
costs increase as the taxation base in a state becomes

narrower.

These characteristics are consistent with those found in

a number of other countries employing consumption taxes.
BTT Alternative

At one point, the federal government gave serious
consideration to a VAT alternative referred to as the
Business Transfer Tax, or BTT. Under such a variant,
traders would essentially calculate the difference
between sales and purchases, and remit a tax which equals
some proportion of that difference. Virtually all sales
would be taxed at the same rate. The BTT alternative
reduces private sector compliance costs enormously, but
it also reduces the flexibility the Government has bl

establishing different tax rates for different products.

£
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Zero-rating All Sales Between Buéinesses

In the agricultural sector, a wide vaéiety of
transactions are zero rated. Thus traders do not have to
collect taxes on sales and apply for credits on
purchases. They must keep appropriate records to ensure
that required taxes are paid. It has also been suggested
that such a rule apply to all non-retail sales between

businesses. Mr. Wolfe Goodman was a strong supporter of

such a technique.

Such a mechanism would not reduce paper burden for
registered traders since they must still keep track of
tax liabilities and credits. It would assist those who
suffer a cash flow penalty under the GST, but most firms
should experience a cash flow benefit. although it would
benefit those who suffer a cash flow penalty under the
GST. It would also not reduce the number of traders who

must collect and remit taxes, since virtually all firms

make some sales at the retail level..

Quick Method

The federal government has responded to some small
business concerns by offering a gquick method of
determining the amount of tax these firms must remit to
the Government, expressed as a percentage of sales for
various classes of business. Approximately 800,000 firms

 should be eligible to use this reporting method.

Firms which stray from the value added norm for their
class can benefit, or be disadvantaged by this quick
method of accounting. It has also been suggested to the

Committee that such accbunting rules have not worked

successfully in other countries.
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Dual Tax Regimes

With the GST, Canada would be unique amongst VAT nations
by levying two distinct consum?tion taxes at the retail
level. All of the compliancé problems which may plague
a VAT or the GST are amplified when combined with the

existing provincial retail sales taxes.

Business compliance costs would be increased dramatically
under such a dual tax regime. The two most costly
aspects of complying with a sales tax are the
determination o©of an item’s tax status and the
determination of the appropriate tax. Each of these
tasks must be performed twice under the system which is
to~be'in - place in 1991,

The federal government has to date failed in its attempts
to integrate its GST with provincial sales taxes. The
Government of Quebec has recently announced its intention
to integrate that province’s sales tax with the GST in
stages. It will tax the same product base as the GST in

1991 and extend this taxation to services in 1992.

The CFIB has suggested a delay in implementing the GST
until such time as three or four large provinces are
ready to jointly implement a sales tax with the federal
government. At the very least, Ontario and Quebec must
co-operate prior to the introduction of the GST. While
the decision of the Quebec government has gone part way
to meeting the objections of the CFIB, reports that the
governments of Alberta and British Columbia are
considering a court challenge to the GST indicate that

widespread harmonization is unlikely.
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TAX TREATMENT OF INDIANS

Bill C-62 does not deal explicitly with the issue of
taxation of Indians. However, section 87 of the Indian
Act provides a tax exemption to Indians and Indian bands
in regard to : 1) their personal property situated on the
reserve; 2) any interest they may have in reserve lands

or surrendered lands.

According to the Government’s interpretation' oL ~this
section, the GST will not apply to purchases made by
Indians on the reserve or to purchases off the reserve
that are delivered to the reserve. A number of Indian
groups believe that the Government'’s interpretation of
section 87 is too narrow. They argue that exemption from.
all forms of taxation is an aboriginal right and that was
the underlying rationale for section 87 of the Indian

Aciky

Many Indian groups told the Committee that they should be
exempt from federal taxation with respect to purchases
made both on and off the reserve. This position is based
not only on their interpretation of section 87 of the
Indian Act but also on section 35 of the Constitution
Act, 1982, and of individual treaties made with the

Indians.

The Assembly of First Nations contend that section 35 of
the Constitution Act, 1982 exempts quians from the GST.
(Section 35 of the Constitution Act, 1982 "affirms and
recognizes" the "existing aboriginal and treaty rights*
of the aboriginal people of Canada.) Although the texts
of the treaties do not refer directly to taxation, it has
beeh-suggested that the Indians understood when they
signed the documents that they would not be subject to
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taxation and in some cases had raised this with the

Treaty Commissioners.

The Yorkton District Chiefs Council brief to the
Committee states that one of the promises made at the
time of signing Treaty No. 4 was that the Indian people
would not be subject to any form of taxation. The brief
by Cowessess Indian Reservation #73 makes the same claim

about Treaty No. 4.

Other issues were also raised by the Indians including
the take-up rate by Indians of the GST refundable credit
which, according to testimony, is likely to be low given
that a large proportion of Indians do not participate in
the tax systgm.

On behalf of the natives, the Committee has written toO
the Minister of Finance requesting that he meet with
them.

—-—
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PUBLIC SECTOR ORGANIZATIONS

Under the GST most services offered by selected public
sector organizations - municipalities, wuniversities,
schools, hospitals, colleges and libraries - the so-
called MUSH sector, will be exempt from the tax and these
organizations will receive a rebate for GST paid on their
purchases. The amount of rebate provided to these groups
has been determined through negotiations between the
federal government and is designed to ensure tﬁat these
organizations pay no more federal sales tax than prior-to
the imposition of the GST. The Committee heard evidence
from representatives of several'of these organizations
about problems which they face with the implementation of

the GST.
Municipalities

The Federation of Canadian Municipalities has agreed with
the federal government on a rebate of 57.14% of GST paid
by municipalities, which translates into an effective tax
rate of 3%. While this rebate formula ensures that
municipalities overall will pay no more federal sales tax
than prior to the GST, it provides only rough justice.
The rebate percentage 1is calculated on the average
federal sales tax paid by municipalities so that any
particular municipality may pay more federal sales tax
than previously, depending on the type of goods and
services purchased. According to the Federation of
Canadian  Municipalities’  brief, "...one-half of
municipalities will have a greater tax burden after the

implementation of the GST than before."
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The GST will also impose an administrative burden on
public sector organizations which will be required to
account for taxable and non-taxable services, input tax
credits and rebates. While the compliance cost for larger
municipalities may not be significant, smaller towns may
find the system onerous. As the Federation of Prince
Edward Island Municipalities explained to the Committee,
"The constant process of determining the nature of a
supply in order to determine which type of rebate or
credit is applicable, and the claiming of rebates simply
cannot be handled Dby small municipalities. Small
municipalities simply do not have the capacity to act as
the federal government’s agents for the purposes of
collecting and remitting federal tax."(50:114)

The Federation of Canadian Municipalities agrees and
noted that municipal operations are intrinsically complex
and there is concern about the ability of small
municipalities to comply with the GST. Cénsequently, FCM
urges that provision be made for a streamlined accounting

system for municipalities.

The Federation of Prince Edward Island Municipalities
also raised cash flow considerations about the tax.
“Small municipalities, of which P.E.I. is made up, do not
have a lot of ’‘spare’ money to tie up, particularly in
taxes waiting for rebate cheques to arrive. This cash
flow problem should be a major concern to the federal
government, which 1is familar with the pleas of

municipalities." (50:114)

Concerns about the GST are not exclusive to small
municipalities. In Toronto, the Committee was told by 2
representative of that city’s government that labour
costs are likely to escalate due to the GST. The city is
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in the last year of a two year labour contract with its
workers and must enter negotiations in 1991 when it
expects the price impact of the GST to reach a maximum.
According to the testimony, it is 1likely that wage
settlements will be two percentage points higher as a
result of the GST thereby pushing up municipal taxes. As
Councillor Jack Layton put it, "What will happen is that
people will be circulating some additional money through
the municipality to ‘the federal governnment as a result
of the GST, and no doubt the municipal politicians will
pay the price for that, even though we have opposed the

tax in the first place." (57:22)

In Regina, the Saskatchewan Urban Muniéipalities
Association (SuMA) identified a number of ongoing
concerns it has with the GST. First, despite the 57%
rebate, increases in the GST rate above 7% will increase
the amount of tax paid by municipalities. Second, the
inflationary impact of the GST will affect municipal
costs and raise taxes. Third, the rebate system does not

take into account the pyramiding of provincial sales tax

on top of the GST.

The fourth concern mentioned both by SUMA and The
Federation of Canadian Municipalities (FCM) 1is the
ambiguity in the definition of municipality in Bill C-62.
The legislation permits the Minister of National Revenue
to designate any . local authority to be a municipality for
purposes of the GST. However, it is unclear whether para-
municipal organizatidns, Such as " non-profit “housing
corporations, would be designated as municipalities for
purposes of receiving the 37% rebate. Further, since
many municipal corporations do not receive at least 40%
of their fuhding from government, they would not be
eliQibléJto recei?e Ehe 50% GST rébate given qualifying
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non-profit organizations. The Federation of Canadian
Municipalities recommended that any para-municipal bodY
owned or controlled by a local government qualify as 2

municipality..

A further problem relates to an apparent bias in taX
treatment of municipalities according to their structure.
Some cities are organized along the "uni-city" model and
perform all municipal services within their boundaries;
while others have created regional governments that
stretch across local municipal boundaries. The FCM note$
that the supply of many goods and services Dbetweel
regional governments and municipalities will be taxableé
under the GST. The FCM recommends that supplies of goods
and services between the members of a related municipal

group should be tax exempt.

The City of Edmonton strongly believes that electrical
power, telephone and airport services, which it operate$
as municipal services, should not be taxable. Theé
utilities provide about 15% of the city’s revenues and
are a valuable alternative to higher property taxes as 2
source of funds. The City of Edmonton maintains that
taxing this source of revenue amounts to double taxatio?
and runs counter to the commitment by the Minister of
Finance that municipalities would not pay more GST tha?

is imposed by the current FST.

The City of Edmonton also expressed concerns about’
taxing other ©basic municipal services includindg
recreational services; the impact of the GST on rentalt
housing especially low-income rentals; whether price?
will reflect the removal of the current Federal Salef
Tax; municipal administration costs of the GST; and th¢

impact on para-municipal organizations. Representative?
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from the City of Edmonton also confirmed earlier
statements by officials from the City of Toronto that GST
protection for wages is a major negotiating item for

municipal unions.

The Committee notes that both the City of Edmonton and
the City of Toronto have suggested that the
implementation date of the GST be delayed while the
Saskatchewan Urban Municipalities Association expressed
some concern over the short time before the 1 January

1991 implementation date.

Finally, the Federation of Canadian Municipalities is
concerned that, as currently worded, the legislation may
not exempt municipal services such as garbage collection
where these are supplied on behalf of the municipality,
rather than by the municipality itself.

Universities and Colleges

As with municipalities, the 67% rebate offered to
universities and colleges is designed so that this sector
does not pay any more federal sales tax under the GST
than it pays under the current system. However, since the
rebate is based on the average tax paid by the entire
sector, some institutions would pay more federal sales
tax than before while others will pay less. The brief by
the Canadian Association of University Teachers notes
that while larger institutions may be able to avoid an
increase in sales tax by self-supplying some goods and

services, this option may not be open to smaller

institutions.

Evidence from the Canadian Federation of Students

suggests that universities and colleges offering courses
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requiring equipment that is currently non-taxable would
be most affected by the GST. These incLude schools of
Medicine, Dentistry, Engineering, Veterinary Science and

research oriented universities.

CAUT also notes that a fixed rebate percentage is only
revenue neutral with respect to the educational sector if
the GST rate is maintained at 7%. Once the GST rate
increases, either the rebate percentage must increase or
the sector’s total tax bill will rise. CAUT suggests that
a 100% rebate system Dbe available to public sector
institutions or that universities and colleges be

accorded tax-free status.

Hospitals

s

Although currently Canadian hospitals do not pay Federal
Sales Tax on major purchases, it has been estimated that
they still pay about $60 million annually in FST. As 2
result of the committment not to impose a greater sales
tax burden on the hospitals than under the current
system, the federal government and the hospitals agreed
to a rebate percentage of 83%. This was a second best
option for the hospitals who would have preferred a zero-
rating for all non-profit health cére facilities.

The Canadian Hospital Association explained® to the
Committee that it is still concerned with several aspects
of the GST including the administrative complexity of the
tax and its impact on cash flow for the sector. The
administrative systems to calculate the input tax credits
and GST rebates have to be developed and staff must be
trained in its operation. The Association informed the
Committee that it will be impossible to have the nev¥
system operational by the proposéd implemehtation date of
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1 January 1991 and recommended that it be delayed for 8
to 10 months.

Cash flew is another important. consideration for
hospitals. Although the MUSH rebate system should not
raise the tax load of the sector, it will have a
detrimental effect on cash flow. Previously, major
hospital purchases were exempt from federal sales tax at
the point of purchase. Under the new system,
institutions must pay the GST on purchases then later
apply for a rebate of 83% of the tax paid. An early
estimate by the Canadian Hospital Association, based on-
a rebate of 80% and a three-month delay between the time
of purchase and receipt of a rebate, found that the GST

could reduce cash flow in Canada’'s public general

hospitals by $95 million.
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CO-QOPERATIVES

The Committee heard from co-operatives about serious
problems that the GST would generate for their
organizations. The first issue relates to the taxation of
share capital. Unlike purchases ot shares s
corporations, which are exempt from GST, share purchases
in co-operatives are subject to the tax. The reason for
this is that the Government considers the purchase of
shares in a co-operative to include membership that
carries with it additional benefits in +the  form of
reduced prices that are not available to non-members. In
effect, the Government is treating the purchase of co-op

shares in a similar fashion to buying a golf club

membership.

The co-ops contend that taxing the issue of their share
capital places them at a disadvantage in raising capital
in relation to competitors which are not structured as
co-ops and consequently do not charge tax on their share
capital “-As Mx: Pobihushchy from Co-op Atlantic put ix,
"The GST, as it is now designed, will require the payment
of a 7% tax on co-operative capital. That kind of tax
will not be required on the shares in Loblaws or McCain'’s
or a host of other firms with whom co-ops have to

compete. This, we estimate, will cost the co-op system a

minimum of $400,000 per year." (53:94)

The brief received in Regina from Federated Co-operatives
Limited states their case succinctly. "We strongly
disagree with this proposal. First of all, financial
services are exempt of GST. 'Financial services’ are
defined as including the issue, allotment, or repayment
of a 'financial instrument’. A ‘financial instrument’ is

defined as among other things an ’'equity security’."
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"Co-operative shares have consistently been regarded as
equity. First for income tax purposes, co-operative
cépital is treated like other corporate capital. Second,
in accounting practice, co-operative - capital is
indistinguishable from the captial of other business in
the equity section of the balance sheet. Third, a statute
of Canada, the Canada Co-operative Associations Act,
defines a co-op share in the manner cf a financial
instrument. Therefore, from an accounting and income taX
perspective co-operative shares are an "equity

security’."

A second problem with the GST concerns the taxation of
fees which some co-ops, <called direct charge co-
operatives, levy on their members to recover a portion of
cost overhead. The direct charge co-operative, which is
the fastest growing form of retail co-op in Atlantic
Canada, charges this weekly fee in lieu of a higher shelf
markup on each item sold. In contrast, a normal store
recovers 100% of its cost overhead and profit through
price markups. Under the GST, the total price of most
goods, including the markup, would be subject to tax but
some items, such as food.and prescription drugs, are non-
taxable. To the extent that a direct charge co-oP
recovers its fixed costs through the taxable, direct
charge method rather than by marking up non-taxable items
such as food, its rate of taxation under the GST will be
gigher.

Thus, direct charge co-ops selling groceries will be at
a competitive disadvantage vis a wvis the large grocerY
chains. Again, to quote Co-op Atlgntic, "We find that is
not fair or equitable. This tax will cost these co-
'operatives and those owners of those businesses somethind
in' thev order of $§275,000 1in -the: first year of thé
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A third problem with the GST stems from the way invwhich
co-operatives are structured. Under the Co-op structure,
the central co-op'buys the goods and, with the exception
of some items such as food, would pay GST on these. It
then sells the goods to the local co-ops, which would pay
any GST on the products and sell them to the individual
members. Both the central and the locals would also have
to account for their input tax credits. In effect, the
structure of the co-ops means that there is one
additional accounting step in comparison to supermarket
chains which have only to account once for any GST
payable and only need to charge the tax a single time.
Co-op Atlantic calculated that the extra administration
burden will cost their system an additional $400,000.
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TOQURISM

The tourism sector employs 1.2 million Canadians and
generates $24 billion in revenues. The industry is
comprised mainly of small to medium sized businesses and
creates more new Jjobs than any other sector. Tk o 408

Canada’'s second largest export activity.

The Tourism Industry Association of Canada (TIAC)
testified before the Committee and painted a bleak
picture for tourism in Canada, one that will only get
worse with the GST. Foreign visits to Canada are
declining while Canadian trips abroad are increasing.

Canada’s share of the world tourism market is declining.

Most tourism trade is between Canada and the United
States and residents of both sides of the border are
aware of higher Canadian prices on a wide variety of
items, most notably alcoholic beverages and gasoline. To
the extent that the GST further heightens these price
differentials, it will lead to an increasing
deterioration in our tourism balance. This will put at
risk 28,000 jobs and $500 million in spending in Niagara
Falls, 48,000 jobs and $2,750 million in Vancouver, etc.

The effect of the GST on tourism services can be seen by
examining some of the goods and services that are
consumed by tourists and contrasting the amount of GST
paid with the amount of FST paid. The Statistics Canada
Social Policy Simulation Database and Model provides an
opportunity to compare the effective FST and GST content
in a variety of expenditure categories. The tax content
of expenditures in hotels and restaurants will increase
by almost six times, from 0.9% under the FST to 6.04%
under the GST. For recreational services the tax content
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would increase from 1.4% to 5.4%. The tax content in
local and inter-city transportation would double under
the GST, from 3% to 6.4%. These products are consumed
intensively by tourists and the GST will significantly
raise the cost, to both non-residents and residents, of
tourism in Canada. Canadians will not be eligible for a
tourism rebate. Foreigners will be eligible for a rebate

on a select package of goods and services only.

The provisions of Bill C-62 attempt to address some of
the problems that the GST poses for foreigners coming to
Canada, but it still leaves the problem of discouraging
Canadians from travelling in Canada. In particular, this
tax will apply to Canadians who travel domestically for
recreational purposes but not when they travel'abroad,
although air travel to the United States will be taxed.
Any existing price advantage to vacationing in the United
States will be enhanced with the GST. The recommendation
by TIAC to reduce the tax rate to 5% and tax all goods
and services, addresses this problem to a partial extent,
but the GST, by its very nature, makes domestic tourism
spending by Canadian households less attractive than

foreign tourism spending.

The federal government is attempting to alleviate some of
the adverse consequences of the GST on foreign tourists
in Canada. Under the provisions of Bill C-62, the
Government is offering a rebate to foreign tourists to©
Canada of the GST paid on accomodation in Canada .and
goods taken outside of the country. The minimum rebate
will be $20 and can be claimed four times per year. The
Government has not yet decided the exact mechanism for

the rebate’s delivery. One possibility is to offer it at

exit points such as duty free shops. Tourists would also9

be free to apply for the rebate after leaving Canada.
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This rebate mechanism is a means of treating tourist
expenditures in Canada in a manner which is consistent
with the treatment of exports. Goods exported from
Canada are zero rated and there is no reason why
effective exports by foreign tourists should be treated
differéntly. Although foreign tourist spending in Canada
can be viewed as an exported service, not all of these
expenditures qualify for the tourist rebate. TIAC takes
the position that any service which generates foreign
exchange is an export and should be free of tax, not just
spending on accommodation and goods taken out of the
country. Qutfitters and guides argued before the
Committee that packages sold to foreigners should be

treated in their entirety as an export and zero rated.

‘On logical grounds, all spending by foreigners in Canada

should be free of tax. The issues to consider in
eliminating the taxation of tourism are the extent to
which there will be a tourist rebate leakage, benefitting
domestic tourists as well as foreigners; the extent to
which compliance costs are increased if the rébate is to
be offered at the point of sale; the possibility of
offering the tourist rebate in such a way as to encourage
the funds to be spent in ‘Canada; and the possible
deleterious effect the provisions of Bill C-62 might have

on tourism in Canada.

Numérous groups have suggested recommendations which they
claim can be put into place with little administrativé
cost. For example, point of sale rebates can be granted
for hotel accomodation on the basis of iden;ification
provided by guests. And if a rebate is to be granted at
point of sale, no need for a minimum rebate exists.
Conséquently, the $20 minimum should be eliminated as was

suggested by Tourism Vancouver and the Vancouver Hotel
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Association.

In keeping with the principle that spending in Canada by
foreigners constitutes an export and should be free of
tax, the Guide Outfitters Association of British Columbia
recommended that packages sold to non-residents should be
entirely free of tax. Similar recommendations have been
made with respect to tour packages sold to foreigners and
conventions and conferences attended primarily by non
residents. One the surface such extensions of tax-free
status could cost the Government some tax revenue but all
interested witnesses before .the Committee noted the
strong price sensitivity of tourism spending. The
Government might actually be engaging in false economy by
trying to tax tourist spending.

The impression already exists in the Unitéd States that
the GST will make Canada an undesirable tourist
destination. To quote the U.S. based National TouZr
Association, (NTA) "...the GST promises to make Canada
too expensive for many NTA members. to market
effectively...with the establishment of the 7 per cent
tax, NTA is extremely concerned about the implications it

will have on our tour company members who operate tours

‘into Canada. The increases brought on by the tax will

force an escalation in the price of Canadian packages.

and Canada could no longer be a marketable destination."

This same concern is found in the presentation of the
Guide Outfitters Association of British Columbia. Theif
product is very high value, price sensitive and caters$
predominantly to non-residents. As that brief states.
“The British Columbia destination has to compete not just
with other destinations in North America ... but als®

with more exotic alternate destinations, such as Russia/
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Mongolia and Africa..." Since the guide product today
contains very little FST, prices will rise by 7% with the
introduction of the GST.

While such exotic vacations may suffer from the
imposition of the GST, its greatest impact is likely to
be on the more common type of foreign visits, the weekend
trips and short vacations which characterize most
American visits. Americans are by far the most frequent
visitors to Canada. One appeal of Canada is the fact
that it is similar to the United States and Americans
therefore feel comfortable here. The GST is a tax which
is completely alien to Americans and is likely to make
our country a less attractive destination. It will also
add to the cost of vacationing here, a cost which
Americans already realize is higher than that back home.
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GST AND HEALTH CARE
Institutional Health Care

The approach taken to health care services by the GST is
to exempt these when provided as part of institutional
health care within a health care facility. Otherwise, to
qualify as exempt, health care services must be offered
by one of the ‘“practioners" recognized in the
legislation. Under Bill C-62, institutional health care
services are tax exempt when provided within a health
care faéility such as a hospital, institution for the
mentally disordered, nursing home, or a facility offering
similar services for children. The exemption covers
charges for accomodation, meals and health and personal

care services including supplies of medical equipment.

°
L°ng~term Care Facilities

Under the GST, long term care facilities ‘are treated
differently according to their ownership and funding. For
instance, public sector facilities such as chronic care
hospitals and municipal homes for the aged are exempt
from the GST and are eligible to receive the 83% rebate
of GST paid on inputs offered to the hospital sector.
Non;profit nursing homes are also exempt from the GST and
are defined as charities under subclause 259(1) of Bill
C-62 for purposes of obtaining the S50% rebate that is
available to charities. Private sector nursing homes
operated for profit aré exempt from the GST but are not
eligible to receive any rebate for the GST they pay on

their inputs.

Organizations such as the Ontario Nursing Home

Association and the Canadian Long Term Care Association
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called for equitable treatment of private sector nursing
homes so that their tax burden does not increase. It was
pointed out that the increased costs imposed by the GST
will have to be made up by the beneficiaries of the care
or by provincial governments that fund care on a per

patient basis in private sector facilities.

Health Care Practitioners

® Physicians

(210)

(211)

(212)

Since their services are tax exempt under the GST,
physicians would neither charge GST for their care nof
would they be able to claim input credits for tax paid of
their purchases. Although medical doctors already pay

some - Federal Sales Tax on their purchases, the
substitution of the GST is likely to raise the total
sales tax bill of physicians. The Canadian Medical

Association told the Committee that the tax paid onB
doctors’ purchases would increase by an estimated $1,596
for a general practioner operating a solo medical
practice in Ontario and by $2,748 for an opthalmologist:

Other self-employed practioners such as dentists ar®
expected to raise their fees to allow for the increaseé
tax paid on purchases. However, medical fees are set bY
provincial health authorities who have indicated that
they will not increase the fee schedule to accomodate the
GST, according to evidence received from the Canadia?®
Medical Association.

Further, extra-billing outside the fee schedule i5
prohibited by provincial and federal legislation. IP
effect, physicians’ services will be tax-free to th€
Patient with the GST being borne by doctors in the for®
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~of lower incomes.

The Canadian Medical Association recommended that the
increased tax burden imposed by the GST be alleviated
either by providing doctors with an annual rebate similar
to that given to hospitals or through a special income
tax deduction reflecting the amount of GST borne by

doctorss

It is uncertain whether the GST would apply to membership
fees in the Canadian Medidal Protective Association
(CMPA), an organization which provides professional
liability insurance to physicians. However, the primary
service being provided by CMA is insurance and financial
services are exempt under the GST. This implies that
membership fees in the CMPA should be accorded similar
treatment. If the Government decides otherwise, the tax
paid on membership dues would amount to over $800 for

some medical professions such as orthopaedics, obstetrics

- and gynaecology, according to the CMA.

The CMA brief to the Committee recommended that the
Government of Canada grant tax-exempt status to the
“supplies" by the CMPA as a non-profit association or in
a manner consistent with analogous financial services by
explicitly including membership in CMPA as a supply
within the terms of section 1 of Part VII of Schedule V,
"a supply of a financial service that is not included in

Part IX of Schedule VI."

The CMA also argued that the schedule of tax-free medical
devices in Bill C-62 should be expanded to include
certain expensive medical equipment since some medical
specialists, such as pathologists and radiologists, who

require extensive equipment will Dbe relatively more
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affected by the GST than other practioners. The capital
intensive medical practices offering radiology and X-ray
services in private clinics will also be disadvantaged
vis-a-vis hospitals that provide comparable services yet
receive a rebate of 83% of the GST paid.

® Psychoanalytic Psychotherapists for Children

(217)

(218)

¢ Massage

(219)

The Canadian Association of Psychoanalytic
Psychotherapists for Children (CAPPC) represents 18
individuals who work with disturbed children to try to
restructure their personalities. Although Bill C-62
provides an exemption for practioners who supplYy
psychoanalytic services, this is limited to those groups$
with at least 300 members of which two-thirds are medical
practioners. CAPPC members would not qualify under this
section since they are only 18 in number and are not

required to be medical practioners.

The President of CAPPC, Ms. Rhoda Wolpert, suggested that
the Bill Dbe amended to provide an exemption for theif
services. The witness cautioned that taxation of their
services could raise the price beyond the ability of somé
families to pay with the consequence that some childre?p
might not receive treatment. She stated, "We think that
psychotherapy is not a luxury. When a child is iB
emotional trouble and needs the service, the family and

the child should not be penalized by having to pay 2P
additional tax." (47:47) ‘

Therapists
The August 1989 GST Technical Paper notes that all health

care services in the list proposed for exemption from theé
GST are funded in whole or in part, by health insuranc®
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plans in two or more provinces. The brief received from
the Ontario Massage Therapists Association notes that,
although the test of at least partial coverage by medical
insurance in two provinces, British Columbia and Ontario,
had been met, their services are considered taxable under
the GST. An exception would be made when the patient is

referred by a physician or other recognized health care

‘practitioner. The Association stated that massage

therapists treat a wide variety of medical conditions
including auto-related injuries and post-surgical
rehabilitation in various settings including hospitals
and nursing homes. The Ontario Massage Therapists
Association requested that ﬁill C-62 be amended to
include massage therapy services in the list of exempt

health care services.

% Dyars :
ietitians

(229

The Canadian Dietetic Association, representing 4,500
dietitian-nutritionists in this country, told the
Committee that, although their services are integral to
the health care system and would be exempt when provided
within a health care institution, these services would be
taxable when provided in other circumstances. As the
dietitians’' brief states, "Taxation of community based
services suggests that there is a difference in value
placed on services provided by dietitians in institutions

and those provided by dietitians in private practice."

This inequity was underscored by the Consulting
Dietitians of Canada, an organization representing
dietitians operating entirely in private practice.

Consulting dietitians offer their services to a variety

.0f clients including individuals requiring nutrition

counselling or home care in addition to hospitals and
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other health care institutions. However, since they are
not employed directly by these institutions, the
consulting dietitians believe that their services will be
taxable under the GST even when supplied to hospitals.
The dietitians are seeking an amendment to Bill C-62 to
include dietitians among the health care practitioners
whose services may be offered exempt from GST.

® Social Workers

(222)

{223)

Social workers are another group which provides health
care-related services both inside and outside health care
facilities. According to the Canadian Association of
Social Workers, Health and Welfare Canada recognizes the
contribution of social workers, along with psychiatrists,
psychologists, nurses”and others, to the development of
Canada’'s mental health services. Yet, Bill C-62 fails to
treat social workers in the same fashion as these other

health care professionals and exempt their services from
the GST.

The Canadian Association of Social Workers suggests that
until the Government and the Association are able to
arrive at an acceptable definition of exempt social work
services, Bill C-62 should be amended to permit, at a
later date, the inclusion of other health care

paractioners by means of regqulation.

® Home Care Services

(224)

A number of groups told the Committee of an apparent bias
in Bill C-62 towards institutional health care and away
from home-based care. Although some types of health care,
such as nursing services or other professional health

services, will be exempt from the GST when provided at
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home,'others, such as homemaker services, will not be
exempt unless provided by a government or municipality or
by a non-profit organization funded by a government or
municipality. Homemaker services provided for profit
would constitute a taxable supply. This could discourage:-
some individuals from moving from a hospital, or other

institution, to their home.

L : -
Veterinarians

(223)

The Canadian Veterinary Medical Association requested two
amendments to Bill C-62. First, they suggested that the
veterinarian profession be designated a health éare
profession because in dealing with the treatmént of
animals intended for human consumption it is protecting
humans against contagious diseases. They also emphagized
their involvement in the inspection of foods for human
consumption. Second, the veterinarians requested that

veterinary medicines be zero-rated.

It should be recognized that an exemption for veterinary
services means that the tax paid by the vets on their
inputs would be passed along to farmers in the form of
higher prices but without permitting farmers to claim an

input tax credit. Thus, food would no longer be

completely tax free.

[} ke . : ;
Xlstian Scientists

(227)

The Christian Scientists are also seeking equal treatment
under Bill C-62 for their health caré providers. The
Committee was told that Christian Scientists, who
practice healing through prayer and spiritual means,
would be required to charge GST on the services provided

by their practioners, nurses and sanatoria. According to
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the evidence, Revenue Canada already recognizes payments
to Christian Science practioners and nurses as eligible
medical expense deductions under the Income Tax Act. ID
that case, it would seem inconsistent and unfair of the
Government to apply a éales tax to payments for healind
by prayer while also providing an income tax deductioRl
for the same service.

Health care services provided by specific health careé
practitioners would also be exempt from the GST without
limiting the location of their delivery to health car®
facilities. This includes the following health caré
services: physicians’ services, nursing services, dental
services, optometric services, chiropractic services,
physiotherapy services, chiropodic services, podiatriC
services, osteopathic services, audiological services,
speech-therapy services, occupational thefapy services;
and psychological services.

Other Health Care Issues

® Prescription Drugs

(229)

The Canadian Medical Association believes that the GST.
as proposed, 1is likely to increase the incentive fof
individuals to obtain over-the-counter drugs by

prescription. Drugs, such as acetylsalicylic acié
(aspirin), can be obtained either over-the-counter or bY
means of a prescription. When purchased over-the~

coun;er, the price is lower but purchasers must pay with
their own funds. When purchased by prescription thes®
drugs are free or heavily subsidized by voluntary drud
insurance plans or by drug plans for those over 65 year$
of agé. Prescription drugs are cheaper to the recipien®

but more expensive for the health care system, which pay?
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the cost of the drugs including the extra prescribing and
dispensing fee. Application of the GST to over-the-
counter drugs would further raise the cost of these

relative to subsidized precription drugs.
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GST AND PREPAID FUNERALS

The Funeral Service Association of Canada appeared before
the Committee in Halifax and identified funeral services
as an essential service that should not be taxable. The
Association stated, "We believe that every Canadian has
a right to a burial or a cremation according to the rites
and practices of his . or: her .religion, and cultural
heritage, and that Canadians find it offensive for the

Government to tax those services." (53:29)

Aside from its overall objection to ‘being taxed, the
Association raised an issue about the taxation of prepaid
funerals. Under a prepaid funeral arrangement, a price of
a funeral is set and money is paid into a trust account
prior to the death of the person. This money, and any
accrued interest, cannot be obtained by the funeral
director until the time of the person’s death. Revenue
Canada apparently acknowledges that while these funds
remain -in trust, for income tax purposes, they do not
represent income to the funeral home. However, according
to the Association, Revenue Canada is taking the view
that "where a client prepays for funeral services the
client is providing consideration to the funeral home and
the GST will be payable." The Funeral Service Association
believes that since no funeral has been supplied and no
money has been recieved by the funeral director, there
should not be any GST payable.

The Committee also heard from the Ontario Funeral Service
Association that it has been given a number of
conflicting opinions from Revenue Canada on when the tax
is to be collected and when it is to be remitted. Some of
the questions left unanswered include:

1) Should the tax be collected at the time of the
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prearrangement or when the funeral service i8S
provided?

2) Should the tax be remitted at the time of the
prearrangement or when the funeral service is
provided?

3) Should the amount of tax collected be based on
the original deposit or on the amount in the trust
account at the time of death, which includes
accumulated interest?

As of 29 August 1990, three déys before they were due tO
begin collecting the GST on prepaid funerals,
representatives from the Ontario Funeral Services$
Association stated that they were confused about how t©
apply the GST. At that time, they were still being giver

conflicting advice from Revenue Canada on the matter.

A representative from the Funeral Service Associatio?

suggested that no input tax credits would accrue to 2

. prepaid funeral entered into prior to September 1, 1990

since payments for these do not attract GST.
Specifically, subclause 344(2) of Bill C-62 provides that
the GST will not be payable for prepaid funeral se;vices
after 1990 where the arrangement for the funeral services
is entered into before September 1990 and the money paié
under the prepayment contract is held by a trustee who 15
responsible for obtaining the funeral services. I2
addition, the money paid pursuant to a contract entered
into before September 1990 is not subject to GST.

However, the Goods and Services Technical Paper state$
that, "There will be no requirement to match purchase and
sales records prior to claiming an input tax credit on 2
particular purchase." Fufthermore, on inspection, Bill C~

62 would not appear to disallow claiming input ta#*
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credits for expenses incurred on funerals that, because
of the early prepayment date, were not subject to GST.
The Committee has sent a letter to the Minister of
Finance asking for a clarification on the matter of
claiming input tax credits on expenses incurred on

prepaid funerals that did not attract GST.
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GST AND EDUCATION

Most witnesses from the educational sector expressed
outright opposition to the GST in principle. Beyond that,
they identified a number of specific areas of concern
with the tax, which could affect negatively . the

educational system in this country.

Bill C-62 would exempt from GST payment for credit
courses toward a diploma or degree, or courses in English
or French or occupational training but would tax non-
credit courses or courses that are not part of a
recognized job training program. Witnesses from the
educational sector, such as the Canadian Association of
University Teachers (CAUT), the Alberta Association for
Continuing Education (AACE) and the Canadian Federation
of Students (CFS) found this unacceptable. The AACE noted
that non-credit learning courses are no longer offered
purely as hobbies but are "intended to satisfy objectives
related to .employment opportunities, career plans or
personal, family and/or community development. "
Furthermore, a distinction should not be made since,
according to the Canadian Federation of Students,
"Bducation is inherently beneficial to society regardless

of a course’s credit or non-credit designation.®

The Canadian Federation of Students also decried the
taxation of textbooks and other educational materials
that must be purchased separately by students. The
Federation emphasized that students could be adversely
affected by the GST since many would not qualify for the
full refundable credit provided to single persons. They
told the Committee that only 22.3% of post-secondary

' students earn incomes in excess of $10,000 whereas, under

the GST, an individual’s income must be at least $11,169
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to qualify for the full $100 singles credit.

The Alberta Association of Continuing Education als®
recognized that the GST will involve a significant degree®
of administrative complexity for universities and
schools. Since credit courses are exempt while non-credift
courses are taxable, two financial administration system$
will have to be set up so that input tax cresdits can b€
allocated and claimed against taxable courses. With
respect to capital goods and real property acquired by
schools and universities, if these are for us®
"primarily" in a commercial activity (non-credit courses)
the acquisition is eligible for a full input tax credi®
otherwise no part of these qualify for an input taf
credit. Other taxable expenses such as heating and
lighting will have to be apportioned between taxable non-”
credit courses and non-taxable credit courses in order t9

claim the relevant input tax credits.

The Canadian Association of University Teachers raiseé
the poseibility that research grants provided ¢t?
universities might be subject to GST. If this were tru
it could have a serious effect on research ané
development in this country. As CAUT told the Committee,

"The ministers, particulafly the Minister of State fof
Science and Technology and others as well, hav®
repeatedly urged the university sector to develop, expand
and adapt research so that we cah be more competitiv®

with the United States, Japan and the European commo?
market.“

“Therefore, you would think that if this is as high 2
Prlorlty as the Government tells us it is, it would spell

out what the tax p051tlon is g01ng to be for research i?
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the legislation, yet that has not happened. There is a
deafening silence as to how this is going to work out,
which produces a great deal of wuncertainty for

universities and for our members."(47:105)

The Committee is awaiting a response to a letter which it
sent to. the Minister of Finance seeking a clarification

with respect to the GST - status of research grants.
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GST AND INTERNATIONAL TRADE
Customs Brokers

Customs brokers define their own role as, "to arrange for
the release and entry of imported goods by preparing and
presenting import documentation and by paying the
applicable duties and taxes owing on the goods on behalf
of the importers." (44:6) They told the Committee that
the GST would greatly increase the financial exposure of
customs brokers since the amount of duty and taxes they
collect would increasé,dramatically. In 1989, customs
brokers collected $6 billion in duty and taxes; under the
GST this is expected to increase by 125% to an estimated
$13.5 billion.

The customs brokers argue that the GST is especially
burdensome for them. While the sales tax liability for
many registrants is increasing by up to 7%, they are
eligible to claim input tax credits. Customs brokers
would not be permifted to claim input tax credits for GST
paid on behalf of clients despite a 125% increase 1in
liability to the Government. Furthermore, while domestic
vendors can offset any GST remitted to the Government on
bad debts, customs brokers believe that they are not
permitted the same bad debt protection. For instance, if
a customs broker undertakes on behalf of a client to pay
the GST owing on a shipment and the client subsequently
refuses to pay the broker, the customs broker is still

liable to the Government for the full amount of the GST.

Both the Canadian Association of Customs Brokers and the
Canadian Importers Association told the Committee that
customs brokers have less GST bad debt protection than do
other registered taxpayers. They suggested that customs
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brokers should be able to claim an input tax credit for

the full amount owing the Government if their client does

not reimburse them for the GST which the customs brokerSI

undertook to pay on behalf of the client at the time of
importation.

In response to a set of questions provided by the
Committee, the Minister of Revenue stated that Customs
Brokers have "exactly the same protection as other
registered taxpayers with respect to bad debts." Hé
noted that customs brokers could claim an input ta¥

credit for any tax already remitted on the customs

service fee 'in the same proportion as the bad debt is
respect to the fee. However, the Minister stated that
where a customs broker has undertaken to pay the GST of
behalf of a client, "it would not be appropriate for the
Government to underwrite these financial arrangement$

simply because they are in respect to a tax."

Exporters

The Canadian Exporters’ Association raised a point with
respect to the payment of GST on imports, which ar®
subsequently incorporated in other products and re-”
exported. Under the current system, these imports areé
exempt from the Manufacturers’ Sales Tax but under the
GST they will be subject to tax at the time of
importation with subsequent recovery by claiming theé
input tax credits. The problem is essentially one of cas
flow with the inpdt tax credit claimable at the end of
the month following impertation with 2 further 21 days
delay before the Department of Revenue is liable £O%
interest on the amount due. The Canadian ExporterS'
Association stated that settling the problem woulé
require an amendment to the legislation.

$
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The Council of Canadian Trading Houses told the Committee
that commissions earned by trading houses in acting for
exporting manufacturers would be subject to GST. These

commissions are not currently subject to sales tax.

The Council of Trading Houses also called for zero-rating
of supplies made to exporters who are acting on a
merchant basis and cannot, for commercial reasons,
disclose the export destination to the supplier. Under
the GST, the supplier, not the exporter, is required to
provide evidence of export. Thus, the supplier will have
to complete a sale to the exporter and charge GST in
order that the exporter may qualify to provide evidence
of export. Although the exporter will be entitled to
claim an input tax credit, this will add to financing

costs.

Periodicals

The Periodical Marketers of Canada raised the cash flow
consideration that they would have to pay GST on
periodicals. at the time of import notwithstanding the
fact that some 50% of periodicals and books are returned
due to non-sale. The Periodical Marketers called for an

exemption from GST at the time of importation.

In response to a reqﬁest fordglarification: ion withis
matter, the Minister of Revenue noted that the Periodical
Marketers would be eligible for an input tax credit at
the time of importation and would not'have to wait for

the items to be sold to claim the credit.

The Minister’s response ignores the fact that input tax

credits, although nominally claimable at the time of
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import, are actually eligible to be filed no sooner tha?
the end of the month of importation. Furthermore, Revenuf
Canada does not begin to pay interest on the claim until

a further 21 days after the claim is received by the€
Department.

The Periodical Marketers also raised the possibility that
Revenue Canada regard their distribution practices a$
ineligible for the consignment provisions of the GST
legislation. For goods on consignment, title does not
transfer until the goods are resold by the consignee:
Therefore, liability for the GST also would not aris®
until that time. However, where the consignee supplief
these to another person and an invoice is still not

issued by the original conSignor the general overrid®

rule prevails. This states that liability arises on thé

month following the month in which the supply is made.

The Minister’s response to the periodical marketers
allegation indicates that the GST liability arises at tBS
end of the month following the month in which the
publisher consigns the periodicals to the distributor®
where the distributors have re-consigned them to othe’f
trade levels such as wholesalers oL retailers:
Apparently, reconsignment of the periodicals to furthe®
trade levels constitutes completion of the supply by thé
consignee that reestablishes the general GST timing rules.
(including the override clause) with respect to payment_
of the GST. (Under a "true consignment" arrangement th¢

GST liability would not ‘arise wuntil the goods o©Ff
consignment were sold.)
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Non-registrant Foreign Telecommunications Carriers

Unitel Communications Inc. raised the possibility that
under the GST foreign telecommunications carriers and
resellers might have an advantage over domestic carriers
in leasing and reselling dedicated telecommunications
lines within Canada. Dedicated telecommunications lines
extznd between two locatlions and ars rented to large
users of telecommunications services at a fixed monthly
rate rather than on a per call basis. When supplied by
one Canadian business to .-another Canadian business,

rental of such dedicated lines would be a taxable service

under the GST.

However, under section 7(a) of Part V of Schedule VI

(zero-rated supplies) Bill C-62 states that

telecommunications services which are provided to non-
residents are considered zero-rated when the non-resident
is not a registrant under the GST and carries on the
supply of a telecommunication service. According to
evidence received from Unitel, this means that a non-
resident may lease a line in Canada without paying GST
and where that non-resident is also a non-registrant may
resell that line to a user in Canada without charging GST
on the sale. Unitel believes that, although the foreign
firm is making a sale within Canada, it would not be
required to be registered because it does not have a
permanent establishment in Canada. If true, this would
placé Canadian telecommunication companies at a distinct

disadvantage vis-a-vis foreign firms.

Unitel . suggests that a similar advantage for foreign
firms exists in respect to the leasing and reselling of
dedicated international telecommunication 1lines. The

witness recommended two amendments to ensure that non-
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resident businesses which carry on the business of
leasing and reselling dedicated telecommunication lines$
or facilities in Canada are subject to the GST. '
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FLOWER WIRE SERVICES

The sale of flowers via a wire service involves three
separate agents: the sending £florist; the wire
service; and the receiving florist. As the industry
understands the GST to work, each agent will have to
collect and remit the tax, being eligible for the
appropriate input tax credit. This creates excessive
compliance burden on the £floral industry and poses a
problem for incoming wire services because a sending
florist in another country is under no obligation to
collect anAAremit GST. The receiving florist in Canada

might be liable for the GST that the sending florist
failed to collect.

The Canadian provinces with sales taxes all tax outgoing

orders but not incoming orders.

Flowers Canada recommends that the GST be applied to the
full value of all outgoing orders, even those which are
exported. No GST should be applied to incoming orders,
even those from other countries. These recommendations
are designed to reduce the administrative and compliance

burden associated with the GST. They are expected to be

revenue neutral.
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GST AND GENERAL INSURANCE

The property and casualty insurance industry supports the
GST. 1Its product is exempt from the tax.

The Committee has heard evidence from the Insurance
Bureau of Canada and several general insurance companies
regardihg the impact of the GST on that industry. They
argue that general insurance is not a financial service
and therefore should not be exempt. Exempting this
service will have the effect of taxing capital and
reserves to the amount of ‘about $350 million. Removing
this much money out of reserves and capital would
seriously limit the ability of these companies to grow
and expand. Making general insurance subject to the GST
will allow insurance companies to claim an input tax
credit, while exempt status does not grant this.

The industry is seeking relief in two areas. Retroactive

tazxatign «occursaywhen a2 ¢tlaim .ig sincurred prior: te -1
January 1991, yet some GST is effectively levied on the
claim because it is not fully settled before 1991. Such
claims will be subject to'tax, yet the industry had no
opportunity to provide for such an eventuality by
charging higher premiums in the past. Thus reserves for
such eventualities are inadequate and the industry wants

relief from this tax.

There is also a transitional problem. Currént premiums
are used to fund future claims which will be subject to
the GST. These premiums have not been adjusted for the
GST. Thus revenue is not increased while it is fairly
certain that expenses will rise due to the new tax.
Making insurance premiums subject to the tax would enable

these companies to obtain an input tax credit on any GST
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on claims. - A

These reductions in reserves will likely take about 35
years to be fully effective, with 60% of the reductio?
occurring in 1991 and 1992. While the industry total is
dramatic, it is only at the company level that its
significance is evident. The impact of the GST could
cost Laurentian Pacific Insurance Company a total of
$1.571 million in 1991 and 1992. This compares to total
profits in 1988 and 1989 of only $1.095 million. The
total penalty to Royal Insurance Canada is estimated tO0
be $25 million, equal to 3.6% of shareholders equity
while Zurich Canada could lose $19 million in reserves:

While several suggested solutions were presented to the€
Committee, the most notable came from Laurentia®
Pacific’s brief which stated that "The easiest form of
relief and the most beneficial to the country would bé
for the Government to make general insurance premiums

subject to the Goods and Services Tax." (emphasis iZ
original) :
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EXPORT OF ADVISORY SERVICES

Bill C-62 provides that the export of goods and services
be free of the GST. In testimony befors the Committse,
it was claimed that some forms of export will be subject

to tax.

Part V of Schedule VI of the Bill lists the exported
supplies which are to be 2zero rated. It includes
specifically under paragraph 7(a) advisory and consulting
services to non-residents. It excludes specifically
under paragraph 7(d) the services of acting as an agent

for a non-resident.

The matter is further confused by paragraph 5(a),
referring to supplies made to non-residents consisting of

services of acting as an agent which are to be zero

rated.

AMI Asset Management International 1Inc. provides
investment advisory services to non-residents and has the
authority to act ‘as agents forndits foreigm clients.  In
testimony before the  Committee, this firm noted the
intent of the legislation to free exports of the GST.
According to the witness, officials of the Department of
Finance concur that such advisory services to non-

residents should be free of the tax, whether provided

through an agent or not.

The witness provided the Committee with possible
amendments to the Bill to clarify the tax status of such

services.

A similar point was raised by the Patent and Trademark

Institute of Cangda. That witness also made reference to
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paragraph 7(d), stating that the reference is .

unnecessarily brocad and would catch lawyers,
agents and others

patent
who are providing a professional
servicse to their non-resident clients but are also acting
as agents for the principals."
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DUAL TAX SYSTEMS: THE CASE FOR INTEGRATION

A unique fesaturs of the proposed Canadian tax system as
ofs 1981 «4a- the. . facse  thar - ewo dlatinet  farms . of
consumption tax would apply at the retail level in most
of the country. Thess taxes would have separats bases
and different ratss of tax. Retailers would have to
determine the tax status of each item under the GST and
impose the appropriate tax rate. They would then have to
perform a similar determination with respect to the
provincial tax. For small businesses in particular, this'

could entail high compliance costs.

Numerous witnesses pointed out the unneccessarily high
compliance costs of a dual tax system. The St. John's
Board of Trade referred to this lack of integration as
"the most serious shortcoming of the GST" and indicated
that "small Dbusinesses will be faced with an
administrative nightmareo“ 492 47,61 The Canadian
Federation of Independent Business was equally harsh in
its condemnation of a dual -tax system. The CFIB brief to
the Committee stated that "The most serious problem with
the proposed GST from the perspective of small firms is
that the tax is not harmonized with provincial systems..

Some of the worst situations will be faced by retailers
dealing with goods that are treated differently under
their provinces’ retail sales tax compared to their
treatment under the GST. Small grocery stores,
combination food stores and. restaurants face some of the
worst nightmares as the absurdly.COmplex rules applying
to  food, and the way in which rit i85 sold will  .render

compliance extremely difficult if not impossible."

Another point raised by the CFIB concerns the consumer

confusion that will result from a dual tax system that
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individuals do not understand. Most provinces will apply
their sales tax on the GST inclusive price. A typical
cash register can show the pre-tax subtotal, the Gs?T
payable, the PST payable and the total. These casP
registers cannot show the intermediats subtotal which
consists of the GST-inclusive price and which is in most
cases the base upon which the PST is to be applied. T9
put it simply, most cash register receipts can easily bé
interpreted by consumers as charging an excessively high
PST rate. This might lead to confrontations betweée?
retailers and customers and unfair accusations of fraud:

Thus from the point of view of compliance costs, there is
a very clear reason for integrating federal ané
provincial consumption taxes. The case for integratio?
is also strong on economic grounds. The federa?
government has argued that this stage of tax reform could
generate additional output equal to 1.4% of GDP. Thi?
gain is due to the elimination of the FST from exports:
the removal of the tax from business inputs, eliminatio®
of the preferential treatment accorded %o imports and 22
end to the price distortions arising from a tax whic®
imposes significantly different tax rates on differeht
products. Most of these problems also plague th
provincial retail sales taxes, which in total raj.sed
$14,300 million in 1987.

Retail sales taxes do not extend preferential treatmen®
to imported goods. But every other criticism of the Fs?
applies equally to existing retail sales taxes. They ta¥
business inputs and consequentially result in significant
amounts of tax cascading. A large portion of provincial

retail sales taxes is invisible and therefore cannot o).

removed entirely from exports. Tax cascading results ir

different effective tax rateslbéing applied to different

|

|
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products, even though the statutory tax rates are the

same.

The Committee heard testimony from the government of the
province of British Columbia that integration of the
provincial sales tax with the GST would require an
increase. in -the provincial tax rate of one-half
percentage point just to maintain revenues at previous
levels. On the surface this is surprising given the
broader tax base of the GST compared to all provincial
counterparts. This result can be explained by the fact

that the GST eliminates all tax cascading.

Taxing business inputs, and the resulting tax cascading,
is- in faet a significant source of provincial tax
revenue. In Ontario, for example, every percentage point
of tax raised revenues equal to 1.54% of retail sales in
1987. Since the tax base is only a fraction of the
retail sales base, close to one-half of tax revenues

comes from a hidden tax on business inputs.

The province of Ontario relied most heavily on such a

hidden tax in. 1987. Four other provinces engaged in
substantial taxation of business inputs. These were
Manitoba, British Columbia, Newfoundland and

Saskatchewan. On average, each percentage point of tax
produced revenues equal to 1.38% of retail sales.

Provincial sales taxes are not the visible taxes we think
them to be. A substantial component consists of hidden
taxes on business inputs, resulting in a wide variety of
economic costs which are similar to those caused by the

FST. Thus there is also a great need for reform of these

provincial taxes.
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Failure to integrate provincial taxes into the federal
GST harms the economy in two important respects. In the
first place, it generates a substantial amount of exces?®
compliance and administration costs. Secondly it limits
the output gains available to the economy. Full
integration of the two tax regimes could add anothe’f
$4,500 million in output gain to the $9,000 millio®
resulting from the reform of the federal tax system.
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REVENUE NEUTRALITY, DEFICIT CONTROL AND THE SIZE OF
GOVERNMENT

The FST was projected to earn the federal government
about S§18.5 . billion” - 1RSST99D. Its removal and the
introduction of the GST have been described by the
federal government as Dbeing alternatively ‘“revenue
neutral" or "deficit neutral". The Government has also
described the GST as an important weapon in the fight

against the deficit.

It is possible that the Government has underestimated the
yield from the GST. The New Zealand experience indicates
that substantially more taxpayers registered than was
originally thought to be the case and that revenues per:
point of tax exceeded original expectations. Whether the
original estimates of the Department of Finance in Canada
are more accurate than those of the New Zealand

government remains to be seen.

Nevertheless, a common concern expressed by witnesses
dealt with the "inevitable" increase in the GST rate,
consistent with the efficient use of this "cash cow".
New Zealand, which only recently introduced its own
variant of a VAT, has already increased the rate by 25%.
The Canadian Federation of Independent Business stated
that the cost of administering the tax is efficient only
when the rate reaches 15%. Indeed, the historical
evidence shows numerous examples of increases in the VAT
rates over time. Some examples of increases since the
VAT's introduction in major industrialized nations are:
8% to 20% in Austria; 10% to 22% in Denmark; 13.6% to
18.6% in France; 10% to 14% in Germany; 12% to 18% in
Italy; 12% to 20% in the Netherlands and 11.1% to 23.46%

in Sweden. Not only is the increasing reliance on the
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VAT remarkable as witnessed by the jump in rates, but it
is also revealing to note that the original rates in
these examples all exceed the proposed GST rate for
Canada. Is it then inevitable for the GST rate to climb
substantially in Canada?

The Fraser Institute in Vancouver has been a vocal critiC
of government spending and its growing involvement in the
operations of the economy. It has tracked the increasing
average tax burden of families since 1961. In =&
submission to the Committee, the Executive Director of
the institute, Mr. Michael A. Walker argued for some kind
of tax limitation clause to be attached to the GST-
Although the institute supports the principle of a GST,
it is concerned about the potential of the tax for
raising substantial additional taxes. The National Ta*
Limitation Committee, a division of the Fraser Institute.
believes that “... unless there is constant and
unremitting attention focused on the GST, the rate will

inexorably creep up and with it the size of'government."

This view was particularly prevalent in western Canad2:‘
For example, in Regina the Association of Saskatchewa?
Taxpayers told the Committee that "The GST will not solv®
the problems of unrestrained government spending -- mor®
money available to spendthrifts will encourage them to
spend more... Replacement of the Manufacturers. Sales T2*
(MST) by the GST is not the reform that Canada needs -~
elimination of the MST, along with ‘a general t2¥
reduction is what we need." That brief went on to 527
that "The problems that Canada faces are run-awa?y
spending, run-away debt, and run-away taxation...Th®
solution is obvious. Less. Less government, les°
taxation, less spending, less regulation and no mor®
debt. "
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This same position was presented to the Committee in
Edmonton by the Canadian Federation of National and
Provincial Taxpayers, and in Vancouver by the Greater
Vancouver Libertarian Association who stated that "Even
if the new tax was to reduce the deficit or the debt we
would be opposed to it because the logical first way to
allleviatel “thils: Sonry i States‘is ‘g ¥ reduce government

spending, not to soak the taxpayer more."

These witnesses and others who presented similar concerns
viewed the GST as leading inevitably to higher taxes.
What might initially be a tax reform would ultimately
become an increasing tax grab. Indeed, the Minister of
Finance has always maintained that the rate might go up

in the future if circumstances warrant.

These views are best expressed in an article deposited
with the Committee by Mr. Walker in Vancouver, entitled
"The GST: A Wolf in Sheep’s Clothing." According to the
authors, Jean-Luc Mique and Pierre Simard of the
University of Quebec, nine out of ten Canadian economists
favour the tax because it is a more efficient revenue
raising tool than the FST but the vast majority of
Canadians don’t like it. While the orthodox economist
believes that governments raise tax revenues to pay for
needed public spending, the authors believe that
governments spend to curry favour with the electorate.
The more tax revenue available, the more they will
spend. Thus the GST offers "... the assurance of ‘ever
rising rates in the coming years of permanent federal
deficits." It is possible, therefore, that circumstances
will always warrant rate increases. The features of the
GST whiéh supporters view favourably, i.e. the fact that
it is efficient and a stable source of revenue, prove to

be not a wvirtue but a wvice!’
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Every tax imposes an economic penalty on the economy’ |

although some are worse than others. The FST is a cas?

in point. According to the Department of Finance, the |
removal of an $18.5 billion FST and the introduction'of‘
the GST will generate $9 billion in efficiency gainé:

This is almost 50 cents on the dollar. Since the Gs¢;

imposes efficiency costs of about 10 cents on the dollaX

the average cost of the FST at existing rates is 2 1mos°

60 cents on the dollar. At the margin, a one percentagej

point increase in the FST imposes an economic penalty £a* ;

higher than 60 cents per dollar of tax revenue.

If the GST rate does climb significantly over time, tP% |

advantages of this tax reform will tend to be eroded.

¥
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OTHER ISSUES
Interline Settlement of GST Among Airlines

The Alliance of Canadian Travel Associations (ACTA)
raised the issue of interline settlement of airline GST
liabilities. Currently, the airlines use a system called
the bank settlement plan (BSP) to process all airline
tickets and compute amounts due to airlines and travel

agents. The system is operated under IATA and owned by

"the airlines. ACTA proposed  to the House of Commons

Finance Committee that the BSP be used to compute the GST
liability for airlines and agents. According to ACTA,
Bill C-62 does not provide for interlining of the GST
liability on airline tickets and would need to be

modified to permit this.
Product and Excise Taxes
® Beer

Maintaining revenues at current levels on alcohol and
tobacco products was one of the objectives advocated by
the Government in the December 1989 paper on the GST. For
alcoholic beverages, this requires that the excise duty
be increased in order to compensate for the shortfall
created when the current 19% Federal Sales Tax 1is
replaced by the 7% GST. For example, the excise duty on
24 bottles of beer will rise from $1.58 to $2.29 in order
to maintain the price of a case of beer at an average of

$21.45 and federal revenues at $3.60.

Evidence from the Brewers Association of Canada indicated
that the Government's position that taxation of alcoholic

beverages will not increase is accurate only when
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considering the product purchased in a store. Even thel:

the calculation is based on a weighted national averag®i

the price of beer would increase in 8 provinces and onlf

beer drinkers in Ontario and Quebec would benefit from 2

price reduction. Furthermore, according to the Brewers |
Association, about 25% of beer is served in taverns or |

restaurants and the GST will increase prices in thesé |

establishments Dby about 5% while boosting federas

government revenues on 24 bottles of beer by 76% £xo

$3.60 under the current system to $6.33 with the GST. Thé

Brewers believe that this will provide the federal

government with an additional $226 million from pee’ |

drinkers.

The brewers also believe that increasing the excise dut?
on beer when the GST is implemented will compound 4
competitive distortion that domestic brewers already £ac®
with imported beer. Since an excise duty is actually 4

levy on production rather than a tax on the sale of

'product, Canadian brewers must pay the excise duty at the

end of their production process and finance the cos®
until the product is sold. Imported beer, on the otné’
hand, is inventoried under bond so that the excise dutY
is not paid until the product is shipped to the retail
store. This competitive inequity appears particularlY
inappropriate at a time when Canada is under increased
international pressure to open its beer market £
imports. Furthermore, the GST was intended to remove
competitive distortions between imports and domestic

production, not to exacerbate them.
® Jewellery

e
The Canadian Jewellers Association told the Committe

that the continuation of the 10% excise tax on jewell®
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is unfair and discriminates against dommestic production
compared with imports. The excise tax is unfair because
jewellery is one of the few luxury items that is still
penalized with this tax. Over the years, the excise tax
has been removed on other luxury items such as expensive
imported automobiles, yachts, first-class air travel,
expensive furs and cosmetics. The excise tax 1is
discriminatory because, like the Manufacturers’ Sales
Tax, the imported value on which it applies does not
include overhead and selling costs.  For domestic

production, these costs do form part of the tax base.

The Canadian Jewellers Association believes that since
the GST would be imposed on the final selling price
rather than at the manufacturing level, it could raise a
similar amount of revenue to the existing combination of
Manufacturers’ Sales Tax and Excise Tax. The Committee
believes that the jewellers’ case has merit and that the
Government should review the decision to continue to
apply the excise tax to jewellery. If the Government is
serious about removing the preferential treatment of

imports, removal of the 10% Excise Tax on jewellery would

seem to be a logical step.

Coin-operated Machines

A unique problem exists with respect to the collection of
GST on sales through coin operated machines. Under the
GST, the tax on sales from coin operated machines will be
deemed to have been collected when the money is removed
from the machine. However, operators will have to alter
the coin acceptors on their machines to ensure that
consumers pay the GST on their sales. In this regard, the
Committee heard from a representative of the Coinamatic

group of companies, one of the largest retail vendors
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using coin-operated equipment. The company has over
70,000 units of laundry equipment, which it will have £
alter by December 31, 1990, requiring some 17,500 ma®
hours to complete. In order to complete the task, the
company must begin in September 1990 to change the‘
machine mechanisms to accept an additional 25 cent piec®
The witness suggested that the GST should contain -
transitional provision allowing up to one year e
complete the change to coin acceptors and that GST should‘

become payable as these changes are made.

The witness also pointed out that the price increas?
associated with a "wash and dry" was likely to increa’
by substantially more than 7% as the 25 cent piece is £he
only coin that the machines will accept. He noted £pa?

use of the compapy's average machine would increase %
price by 12.5% and calculated that the average pfi&
increase across Canada would range from 10.0% to 16.7%
depending on the current price. It is worth rememberﬂﬂ

that those who use coin operated laundry facilities 2%

often of low income and can least afford this scale ok |

price increase.
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ALTERNATIVES

el
Higher Personal Income Taxes

(302)

(304)

Raising personal income tax rates is one alternative that
has captured a great deal of attention. The best known
proposal ‘in this regard is contained in the paper
"Searching for an Alternative to the GST", by Professor
Neil Brooks of Osgoode Law School. Professor Brooks
proposed that the current Federal Sales Tax be eliminated
and the revenue from this source be replaced by a
combination of higher personal income surtaxes, increased
corporate income taxes and some increases in excise taxes

to maintain federal revenue from alcohol, tobacco and

gasoline.

The Brooks proposal would raise $10.5 billion by
increasing the personal income surtaxes effectively
raising the bottom federal income tax rate by 2.7
percentage points, the middle rate by 4.2 percentage
points, and the top rate by 4.6 percentage points. This
has been criticized on the basis that it overestimates by
about 15% the amount of revenue that would be raised.
(Brooks may also have overestimated the amount of savings

to the federal government of eliminating the sales tax

paid on government purchases.)

While the Brooks proposal may be technically flawed, the
principle is sound. To replace the revenue from the FST
and to make the system more progressive, income tax rates

may have to increase beyond those estimated by Brooks and

low income credits could be provided.
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The primary attraction to raising income taxes is that
these can be made progressive over the entire range of
incomes. Sales taxes, it is often argued, are inherently
regressive taxes and can only be made more progressive at
the lower range of incomes by providing refundable sales

tax credits to those who are less well off.

Furthermore, sales taxes it is argued, are an inefficient
means of raising taxes compared with the personal ané
corporate income tax systems. To administer the GST, the
Government estimates that almost 4,000 extra emplc::yees
must be hired at a cost of $200 million or more. P
addition, the compliance burden of a sales tax i
particularly onerous for small Dbusiness, creatind
efficency loses for the economy.

Disadvantages

(307)

One problem with increasing personal income tax rates 18
that these might encourage higher income individuals 7
emigrate to jurisdictions such as the U.S., which ¥
less heavily. However, as Professors Jack Mintz and
Thomas Wilson argue in their brief to the Committee, if
taxpayers care about their total bill for income ané

commodity taxes, rather than just their marginal incom®

tax rates, it may not matter whether the Government

replaces the current FST with another sales tax or With

higher income taxes. The costs imposed by higher raxe?
0
must also be weighed against the benefits that accrue g

Canadians from public goods, such as Medicare.
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A more potent argument against relying solely on income
taxes is that this would intensify the discrihinatory
treatment of savings. In the absence of consumption
taxes, after-tax income can escape further taxation when
spent on consumption but will be taxed over again if
saved. Consumption taxes have the advantage of avoiding
this double taxation of savings, which distorts capital

markets and may: impose a cost in terms of long run

economic welfare.

Higher marginal income tax rates may also reduce the
reward derived from 'Labour activities compared with
leisure activities. Thiss can - 'cause L indiwvidiuals © o
substitute leisure for work activities by reducing
overtime, taking longer vacations, retiring earlier, or

foregoihg a risky business venture because the after-tax

return does not warrant the effort.

H .
‘Sher Corporate Income Taxes

(310)

hll)

Another proposal to raise income taxes was presented to
the Committee by Mel Hurtig along with some very
interesting data on the amount of taxes paid by the
corporate sector. Mr. Hurtig'’s brief suggested that the
GST should be rejected in favour of higher corporate
income taxes, an increase in the progressivity of the
personal income tax system, more corporate audits by
Revenue Canada, introduction of inheritance taxes, luxury

taxes, increased taxation of capital gains, and a minimum

personal and corporate income tax.

Among the surprising data presented in Mr. Hurtig’'s brief
were those showing that the metal mining industry made
profits of . $2.355 billion in 1986 and 1987 and paid

provincial and federal income taxes at an average rate of
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only 7.7%. Other numbers showed that the petroleum ané
coal products industry paid 9.5% tax on profits of $6.216
billion over 1986-87, while the financial sector paid
federal and provincial income taxes at the rate of 11.2%
on profits of $54.818 billion.

It is important to recognize, however, that Mr. Hurtig's
percentage tax rates are based on "bock profits" rathé®

than "taxable income".

When the tax rates are recalculated using taxable incomé
as the tax base, the average percentage tax rates for the
years 1986-87 become 27.8% for the metal mining industzy!
29.3% for the petroleum and coal industry, and 41.1% fo*

the financial sector.

Advantages

(314)

{315) .

4 e . . é
An increase in corporate income taxes can be achiev®
38
cheé

through the existing income tax system, which
efficient and well established. Theresfore,

administration costs connected to a corporate income*ﬁx
increase may be signifi;antly lower than to estab].i.sn‘a

new sales tax system.

If corporate taxes are borne by shareholders in the g0
¥
e

of lower returns, an increase in corporate incom
ge?

rates would tend to shift some of the taxation bur
from wage earners to owners of capital. This maY.

redistribute the tax burden in a progressive manner:-

Disadvantages

(316)

i t
If corporate ingome taxes are fully shifted forward i

0

consumers ih”the fofm df‘higher‘prices, there may
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difference to consumers whether corporate income tax

rates are raised or a sales tax is introduced.

If corporate income taxes are shifted back on to labour
in the form of lower wages, it may not be progressive to

raise corporate income taxes.

4 s
Vacating the Sales Tax Field

(320)

Under the Established Programs Financing, the federal
government transfers large sums of revenue to the
provinces in the form ofs cashiiorii tax =spoints. For
instance, in the fiscal year 1990-91, total federal cash
transfers to other levels of government are expected to
total $24 billion, while the sum of both cash and tax

point transfers is equivalent to $36 billion in revenue.

There are several options open to the federal
government. It could eliminate the existing FST, reduce
its payments to the provinces by a similar amount ($18.5
billion) and inform the provinces that the sales tax
field is theirs exclusively. Alternatively, the federal
government could eliminate the FST, increase federal
income tax rates and have the provinces reduce their own
income tax rates. Under this option, the combined
federal-provincial income taxes would remain constant

with the sales tax field ceded to the provinces.

In 1966, the Carter Commission made a similar proposal,

suggesting that the federal government first reform the
existing Manufacturers’ Sales Tax with a single stage tax
at the retail level and then try to negotiate an exchange
of more direct tax room for the federal government in

return for more sales tax room for the provinces.
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The existing FST would be eliminated in either optio®
which the Government might choose and in either casé!
there would be only one broadly based sales tax.

Disadvantages

(322)

¢323)

(324)

® Moving t

(328)

! : 1 ¢
Provincial sales taxes suffer from some of the sal

problems that plague the FST -- a significant amount of
aré

maY

tax cascading occurs and some capital goods
taxed. Therefore, raising provincial sales taxes

perpetuate the economic inefficiencies of the FST.

Currently, the province of Alberta and the Northweﬁ
Territories do not have retail sales taxes. Ths?
alternative might force these governments to instituﬁ
taxes which they consider undesirable.

¢

If the federal government reduced its transfers toO 12
t 7

provinces, its ability to redistribute economic resoufce

from one region to another would be impaired.
he FST to the Wholesale Level

The existing Federal Sales Tax is currently levied at et
manufacturers level, with some exceptions such 5
automobiles, cosmetics and laundry detergent which a%
taxed at the wholesale level. This alternative Woul
simply move the polnt of tax to the wholesale level f%
all commodities. The tax would be imposed on the Sale’c
the retailer, whether such a sale was made Y

wholesaler, a manufacturer or an importer.
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One advantage of this proposal is that the preferential
treatment of imports over domestic goods under the
existing FST would be considerably reduced. Much of the
expense associated with the distribution and promotion of
imports, which currently escapes taxation under the

current system, would be included in the tax base when

taxing the sale to the retailer.

Also, there would be less incentive to hive off marketing
and distribution operations from other activities. At
present, manufacturers who integrate their manufacturing,

distribution and marketing functions suffer a tax penalty
as these functions increase the value on which the tax is
calculated. Competing manufacturers can, through the use
of related marketing companies and independent or related

distribution networks, reduce the cost basis for tax.

By stopping short of the retail level, the tax would
avoid entering the same tax field as the provinces with

all of the attendant compliance problems of a two tier

sales tax system.

The Carter Commission believed that the administration of
the tax would probably be no more costly to operate than
the existing FST system. Although the number of taxfilers
would increase, there would likely be fewer valuation
problems than under the EST where a minority of goods

pass through independent wholesalers.

04
sadVantages

(330)

Some retailers buy directly from manufacturers, whether

domestic or foreign. Marketing and distribution costs,
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® Retail S

(333)

Advantages

(334)
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are then borne by the retailer and these costs do not

constitute part of the taxable base. Thus, goods Sold
through large retail chains may bear a lower rate of ta¥
than those distributed by independent stores.

The major disadvantage of the wholesale tax is the £act
that it does not solve the problem of taxing bus ines’

inputs, especially capital. Tax cascading and £he

excessive taxation of capital have become major factorsl

in promoting the GST, yet these did not appear tO pé
major concerns when the wholesale tax was given seriov?

consideration by the federal government.

Although wvaluation problems might be reduced by movﬁﬂ
the FST to the wholesale level, there would still be som
difficulties. Where a wholesaler made sales directly %
private consumers but none to independent retailer®
notional values would be necessary to determine £h?

approximate tax base.
ales Tax

A retail sales tax is a single stage tax imposed at eh’
point of flnal sale to the end user. If the aim is to £#?
only the final consumer, business purchases must pe
exempted from the tax and sales to the consumer at Othe

trade levels must be included in the tax base.

The tax avoids the production neutrality problems of e
existing FST with respect to corporate structure. Faf
instance, it does not make any difference at Whioe
production stage marketing and distribution costSs aﬂ
incurred because all costs are included in the £198

|
|
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price of the good.

Nine of ten provinces currently operate retail sales

- taxes, consequently, businesses have considerable

experience in using them. If the provincial sales taxes
were integrated with a federal retail sales tax, the
compliance costs would also tend to be fairly 1low.
Because a single stage sales tax does not regquire

tracking both purchases and sales, there is less record

keeping than under the GST.

While the number of businesses required to comply would
be higher than under the existing FST, it would still be
less than wunder a multi-stage tax. Thus, the
administration costs would likely be less than with the

GST.

i
sadvantages

(337)

The retail sales tax suffers from tax cascading where
purchases are made at the retail 1level without an
exemption and are used for production of other taxable
goods or services. Similarly, tax may become embedded in
the final price of goods or services that are not taxed
directly. Because of the cascadiﬁg of taxes on business

inputs, exports are not totally tax-free under a retail

sales tax system.

It has been argued that the retail sales tax may be more
susceptible to tax evasion than the GST because a multi-
stage sales tax leaves a Dbetter audit trail. With a
multi-stage .:saless tax,:=firms. . haye.sang: interest |/ din
purchasing from registered traders and obtaining the
proper invoices in order to c¢laim their input tax

credits. This documentation can also be used to provide
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an audit check on the seller. However, where a business
sells only to final consumers, the incentive to issué
proper invoices is probably no higher than under a singlé

stage retail sales tax.

A retail sales tax may not be as useful in taxind
services because of the mixed use to which services aré
put. Businesses selling services do not need to determin
whether the use is business or consumer-related under 2
multi-stage sales tax; they need only issue the invoic®:
Furthermore, an exemption from the retail sales tax f£or
supplies such as financial services means that no tax is
paid on the end use. Exemption from a VAT-type tax only
exempts value-added at the final production stage whilé
the tax paid on the inputs to the product remain. Becaus®
a multi-stage sales tax is more efficient at taxing the
service sector, its revenue generating capacity may pe
greater than a retail sales tax.

® Personal Expenditure Tax

(340)

(341)

The amount spent on consumption can be calculated either
by summing the expenditures on each purchase of oY
subtracting total savings from total income. Similarly’
consumption can be taxed either by taxing each single
purchase or by taxing the residual from total incmﬁ
after total savings are deducted. Under the latter gor?
of consumption tax, called a personal expenditure ca
(PET), the individual’s tax liability can be calculat?'
and tax paid directly through the income tax system.

The existing income tax system, which deducts some fofms
of savings, such as funds contributed to registere
savings plans, constitutes a partial expenditure taX-

full-fledged expenditure tax would effectively register
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all income, savings and borrowings and would tax the sum

of borrowing and income, less the amount of savings.

The Committee received a similar proposal for a
consumption tax, called a Simplified Consumption Tax
(SCT), from Professors Jack Mintz and Thomas Wilson. They
calculated that a 6% SCT rate would yield approximately

the same revenue as the existing FST.

In contrast to the GST, the tax could be made progressive

throughout the full income range simply by raising the
rate on taxable consumption above a certain threshold.

The proposal completely eliminates any compliance cost
for business since the tax would not be applied on sales.
In this respect, the proposal is superior to any indirect
consumption tax such as a single stage retail sales tax,
multi-stage sales tax, wholesale sales tax or other

variant.

The administration cost of this tax would be considefably
less than that of retail sales taxes. Since the tax would
operate directly through the income tax system, it should
not require a substantial number of additional employees

to administer.

The PET would enjoy all of the advantages of eliminating
the existing FST, such as removing the differential

effects on prices, tax cascading, taxes on capital, .and

SO on.

The additional compliance cost for individuals would be

" minimal since a personal expenditure tax would simply
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modify the personal income tax, a system with whi?h
taxpayers are familiar. .

The personal expenditurs tax would not havs ar
unfavourable impact on the tourism balance of payment3d:
Canadians could not avoid the tax by travelling'abroad'
as under the GST. Also, the tax would not discourad®
foreigners from travelling in Canada since only Canadiaf?

would pay the tax.

Disadvantages

(349)

(350)

{3917

This tax variant is frequently found in the economif’
literature but there is little international experience
with a personal expenditure tax. This suggests that £h?
tax may not be as easy td administer as it might appeap
In particular, all borrowings and savings must pe
effectively registered as must purchases of durable gcods
if these are to be included in the tax base.

The compliancé burden, although removed from moﬁ
businesses, 1is placed upon individuals and financi?
institutions which must register savings for ea?
purposes.

There may be technical difficulties in integrating £b

personal income tax system with the PET.

® Turnover or Cascade Tax

(352)

¢
A turnover tax is a multi-stage sales tax similar'tod

VAT except that there is no credit provided for purchasz
inputs. In pure form, the turnover tax would applY %
sales at every staée of production and distributioP

goods and services. Essentially, tax is compounded On1¢

|
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at each stage of the production/distribution chain.
Historically, some. countries either exempted certain
essential goods, such as food, or taxed thess at lowsr

rates.

A turnover tax would be relatively easy for business to
operate since firms do not have to keep track of their
input tax credits. For the same reason, a turnover tax

may also be less costly to administer.

D ‘
lsdaVantages

The amount of tax contained in a product will vary
according . to »thesnumbér - of transactions in the
production/distribution chain, which in turn depends on
the organizational structure of the firm. Thus, non-
integrated firms would incur greater tax than integrated
operations. This implies that for non-integrated firms
the price charged to consumers may not fully reflect the

tax paid on business inputs.

In general, integrated firms enjoy an advantage over non-
integrated firms because the number of taxable outside
transactions is reduced if operations can be performed

in-house.

Because the rate of tax on similar goods can vary
according to the organizational structure of producﬁion
and distribution, the amount of rebate given on exports
is based on an industry average, which in some cases does
not fully compensate for taxes paid at earlier stages of
production. On the other hand, some exports may, in

effect, receive a subsidy because the amount of rebate
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given exceeds the actual tax paid. Similarly, imports aré
taxed at an industry average which means that somé
domestic production would have a higher effective ta¥

rate than imported goods.

® Business Transfer Tax

(387 )

Advantages

(358)

(359)

(360)

In contrast to the GST, the BTT would not requiZ®
separate invoicing of the tax. The total tax owed could
be calculated from information already contained 18
company accounts. At the end of the period, the fi"
would calculate its tax base by totalling its gfoss
receipts from taxable sales and subtracting its allowab}®
purchases. The appropriate tax rate would then be appil-l-ed

to the calculated tax base.

The BTT would not require separate invoicing of taxable
sales and purchases. Firms would be able to extract from
existing company accounts the information necessary %
calculate the tax, making it easier and less costly g0
firms to comply with than the GST.

The BTT may also be easier to comply with than the Gs?
because the BTT would apply on a comprehensive base Wiw
few exemptions.

Since the tax would be applied on an aggregate past?’
firms would likely include the- BTT in their prices a7
apply the provincial sales tax at the point of sal®
Firms pricing in this manner would not show the e
separately on the sales invoice and thus would 2

require changes to cash registers.
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If . the“"taX “wexre  ‘applied ' ak:lapnsingle..rate on a
comprehensive base, it would achieve all of the benefits
from removing the existing FST, such as eliminating tax
cascading and removing the tax on business inputs and

exports as well as the preferential treatment of imports.

)
isadVantages

Because the BTT does not employ separate tax invoicing,
the audit trail may be less reliable than the GST. This

could make the BTT subject to more tax evasion and

avoidance.

If the lack of a separate invoicing requirement for the
BTT encouraged firms to price on a tax-inclusive basis,

the BTT would be less visible.

The greatest drawback to the BTT for governments
designing a consumption tax is . the requirement for a
single rate and no exemptions. Once products or suppliers
are exempted, it becomes more difficult to calculate the
tax owed using only existing company books of account.
The effect of exemptions and zero-rating would increase
record keeping on the part of firms moving the BTT system
closer .to that of a VAT,

Tax"

The "Single Tax" proposal presented by Dennis Mill, M.P.
would see a flat rate tax imposed upon personal incomes
at a 25% marginal rate. Progressivity of the personal
income sYstem would be maintained or enhanced via
large personal exemptions as well as tax credits for
families with children. The tax base would be broadened

somewhat by including 100% of capital gains (except
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those arising from the sale of a principle residence!
in taxable income and eliminating the dividend t&¥
credit. Integration would be achieved by allowi?d
corporations to deduct, from income otherwise taxabl®
any dividends paid to Canadian residents. Other maj%*
changes to the corporate income tax system include £
shift to something approximating book profits as the ta¥
base and the removal of the investment tax credit ané

virtually all other tax incentives.

The principal advantages of the "Single Tax" approacn

are found in its overall simplicity and all’
encompassing nature - a single tax rate applied on al’
forms of income, with only a few, well-defined

exemptions.

To the extent that marginal tax rates are lowered £0*
many taxpayers, an increase in - compliance an&
conceivably, work effort would be expected 1
empirical evidence exists suggesting that there as?
supply-side gains resulting from such marginal tax rat
decreases.

Being levied on incomes rather than consumPtioi
expenditures, the "Single Tax" escapes the charg® %

)

regressivity which is regularly directed towazrd o
GST.

r ‘ 20

To the extent that tax and incentive inducd

. !

distortiens- in resource allocation would be reduceﬁ

economic eff1c1ency would be improved, resultind

)
. . ot
long term improvements in real income for b

ind1v1duals and governments.
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(370)

(371)

It is claimed that compliance would increase wunder

the new regime (a "surfacing" of the underground
economy), but the marginal rate reduction is not
particularly large; so .this could not. bs_  counted

upon as a significant source of federal revenues.

Other weaknesses also relate to the potential revenue
yield of the "“Single Tax". If .there is to be no
large recovery from the underground economy, reliance
must be placed upon economic growth; i.e. an increase in
the tax base - of perhaps 10-15% of GDP over and
above the present growth trajectory, in . order for
federal consumption taxes to be otherwise recovered.
This is an unreasonably high growth rate to be expected
to be achieved from allocative efficiency gains garnered

via tax reform.

It appears: that there are also specific structural flaws

to be found within the "Single Tax" system. No
allowance seems to have been made for the existence
of unincorporated businesses, since all ©personal
income is required to take the form of wages,

salaries, pensions, dividends or capital gains, and
only the corporate tax return provides'opportunity toxr

the deduction of business expenses.

Finally, what is of paramount importance to some
commentators on tax policy is that there are desired
policy goals being achieved by the present income tax
system. The "Single Tax" would eliminate from both the
personal and corporate tax regimes_most tools used to
éttain those goals, replacing them with direct funding

where necessary.
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® United States Alternative Minimum Tax

(374)

(379}

(376)

Numsrous witnessss suggssted a variety of altermatives €0

the GST, one of which included the implementation of 8
minimum corporate tax, equivalent to the one in use is
the United States. It has been claimed that such a ta¥

could raise as much as $2 billion a year in Canada.

Corporations in the United States must pay corporaﬂ
income tax in the normal manner. In addition, they mus®

calculate a tentative minimum tax which is levied at the
14

thé

rate of 20% of alternative minimum taxable income.
the tentative minimum tax exceeds the regular tax,

difference between the two is the alternative minimum

tax. The alternative tax limits a range of ta¥

preferences that corporations use to reduce permanentl%
1t we’
e

or defer temporarily, their tax liabilities.
designed to ensure that corporations with economic inco”
do not avoid paying any tax in those years.
it
The amount of minimum tax paid is allowed as a creé*
v
against the usual income tax in other years if ché
ot

alternative minimum tax is due to restrictions

preferences which defer tax 1liabilities. In i

respects, then it changes the timing of income taxes Pai
but not the total amount of taxes paid. It doe®’
however, limit the ability of corporations to permanentl
reduce their tax liabilities due to the use of e

preferences.
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SUMMARY OF RECOMMENDATIONS FOR CHANGES TO BILL C-62

The Committee has heard a great deal of evidence about
the impact of the GST on Canadian households. The
following details the major problems raised by witnesses
during the course of the Committee’s investigation and
their recommendations for change. We present these
recommendations without editorial comment as to their

merits.
Veterinary Services and Medicines

Unlike doctors and dentists, whose services are tax
exempt under Bill C-62, the services of veterinarians are

taxable. Veterinary medicine would also be taxable.

Under proposed section. 165 of the Excise Tax Act (the
"Act"), a recipient of a taxaﬁle supply is to pay a tax
equal to 7% of the value of the consideration for the
supply. The tax is not payable on the exempt supplies
set out in .Schedule V. The exemptions dealing with
health care services are contained in Part II of that
Schedule. In this part, medical practitioners are
defined as persons entitled under the laws of a province
to practice the profession of medicine or dentistry.
Veterinarians have not been included in the definition.
Undexr. .Part II, section 5, the supply by a medical
practitioner of a consultative, diagnostic, treatment or
other health care service rendered to an individual is
included as an exempt supply. Clearly, this definition

does not cover the supply of services to animals.

Part II, section 9, provides that the supply of a service
will be exempt to the extent that it is reimbursable

under a provincial health care plan to provide fcor health
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care services for all insured persons of the provincé:
Although the treatment of large animals is insured bY i
number of provinces, such programs are not health car®

plans within the definition established under section 9:

Schedule VI, Part I, establishes the drugs that are to be
zero-rated. Drugs labelled or supplied for veterinary 9%
agricultural use are specifically excluded. The Canadig?
Veterinary Medical Association (CVMA) has argued for ta*’
exempt status for veterinary services and that veterinafy
medicines be zero-rated. In support of its position, the
CMVA contends that veterinarians play an important rolé
in maintaining the quality of food and the health of
animals in Canada and in the protection of humans againslc
the risk of disease from animals and animal £909

products.

In requesting that veterinary medication be zero-rated'
the Association notes that veterinary medication has £he
same status as any other medication that is subject 8
the Food and Drugs Act.

Air Transportation Tax

Part II of the Excise Tax Act provides for the impositiorl
of an air transportation tax (ATT) on persons who us®
certain commercial air services in Canada. Under Bill “
62, the ATT will continue, but in a modified form. The
current per ticket rate of 10% of the air fare plus 54'00
to a maximum of $50.00 for domestic flights will 4
reduced to 7% of the air fare, plus $10.00 to a maximu
of $40.00. The GST will then apply on the ticket pric’
plus ATT. The existing ATT flat rate of $19.00 3
tickets to overseas destinations will be increased E

. uees
$40.00. The $19.00 rate will continue to apply to tick®
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purchased outside of Canada for travel to Canada.

The Air Transpoét Association of Canada (ATAC) recommends
that the ATT be abolished. The Association was concerned
that two forms of taxes would apply to air travel -- the
ATT and the GST. Because the GST will be charged on the

ticket price plus ATT, ‘cascading will® oCcur:

The Association also recommends that if the ATT is to
remain, the flat tax of $19.00 on tickets purchased in

Canada for overseas destinations be maintained.

The Bill provides that international air travel, other
than flights from Canada to the United States and St.
Pierre and Miquelon, are to be zero-rated. In the latter
case the GST will apply.

The ATAC recommends that flights to the United States and
St. Pierre and Miquelon be zero-rated as are all other

international flights.

The ATAC also recommends that all excise taxes on fuel be
abolished or, alternatively, that businesses be allowed
to claim an input tax credit or rebate on fuel purchased

for use in a commercial activity.

The ATAC expressed concern about the time that it will
take to recover the large amounts of taxes that its
members will pay when aircraft are imported. In its view,
these items should be excluded from the tax or tax
refunds for such purchases should be subject to a rapid
refund mechanism with a maximum 7-day delay on receipt of

input tax credits.
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Financial Institutions -- de minimis Test

Pursuant to proposed subsections 123(1) and 149(1) of the

. Act, a person with revenues from financial activiti”

exceeding a de minimis threshold (10% of the p:v:'eVi-Ous
year’s total revenues or $10 million in the precedlnqtﬁx
year for the purposes of the Income Tax Act) is defﬂwd
as A - fipancial institution. Income in the form of
interest, dividends and fees or charges for finanClal
services is considered to be income for the purposes of

the definition.

Input tax credits are permitted for supplies made in £b?
course of commercial activities. Those who provide
exempt supplies, however, are restricted when it comesto
claiming input tax credits and financial institutionsare

subject to unique rules for determining these credit?

b
Two tests for determining the availability of input e

e
credits -- the exclusive use test and the primary ug
test -- are modified for financial institutions:

general, an input is deemed to be used exclusively &
particular activity if all or substantially all of i
use (90% or more) can be attributed to that actiVitT
For financial institutions, a use is deemed t° pe
exclusive only if it is 100%. This allows finanﬁw
institutions to claim a partial credit for GST for itef
that are used less than 10% in commercial activitie®’
IA addition, the primary use test for input tax Gfedii
relating to capital personal property (a credif
available only if the property is to be used prlmarllyal
commercial activities) does not apply to flnanc

institutions.
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The ATAC believes that the financial services rules
should apply only to businesses that are primarily
engaged in the provision of financial services. T
therefore recommends that the de minimis test be modified
to use only a percentage amount to determine its
application. 1In making the calculation for the purposes
of the test, the ATAC suggest that companies be permitted
to net interest income from cash surpluses against
interest expenses where funds are borrowed to acguire

capital property.
Native Peoples

Under the Indian Act, the taxation of personal property
of an Indian or band on a reserve is prohibited. Bill C-
62 is silent on the application of the GST to native
peoples. y

The Assembly of First Nations (AFN) believes that Bill C-
62 is a serious infringement of aboriginal rights as
guaranteed under section 35 of the Consititution Act,
1982.

A number of questions remain about the application of the
GST to goods and services purchased by Indians. Will it
apply to goods purchased off a reserve? Will the tax
apply to goods imported by Indians?

The Six Nations Council, Ohsweken, recommended that all
goods and services purchased by Indians, whether living

on or off a reserve, be tax free.

The AFN recommends the Bill be sent back to the House of
Commons with a recommendation that outstanding taxation

issues relevant to natives be settled.



(399)

(400)

(401)

150

GST Credit
Clause 48 of the Bill provides for a refundable Gs*
Credit the details of which are as follows:

-- the basic amount of the credit will be $190 P¢

adult and $100 per child.

-- single individuals and single parents who

fo*

maintain their own household will be eligible
an additional credit equal to 2% of their B°

income above $6,169, to a maximum of $100.

t

-- single parents can claim the adult credit 1
$190 for one child under 19 years of age instead 4

e
the $100 credit. The credit benefits will b
é
reduced by $5.00 for every $100 of income in exce’
0
of $24,800. The credit will be indexed °

increases in the Consumer Price Index in excesS$
3% (Clause 46).

it
Several ‘witnesses expressed concern that the GST Credl

would not adequately offset the impact of the GST on 109

income Canadians. Others felt that inflation Wout
2
quickly erode its value. Statistics show the
th

approximately 85% of those currently entitled tO
federal sales tax credit receive it and there 1is 50T
concern that the so-called 'take-up" rate for the 63

credit will not be any higher.

The National Anti-Poverty Organization recommended that
(a) the GST credit be increased to ensure thz

families earning under $30,000 per year are bette

off under the GST system;

(b) the GST credit be fully indexed to increasé®

the Consumer Price Index;

(c) the credit be given to all persons with inc®

i0
né?

below the poverty line;

.
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(d) the single-person householf@ credit be availab;e
in its full value to all low-income single persons;
‘(e) single persons who are entitled to and/or who
receive alimony or child support payments should be
eligible for the credit;

(f) the federal government ensure that provincial
governments will not deduct the GST credit £from
provincial social assistance payments;

(g) the Department of National Health and Welfare
monitor "special needs" spending by the provinces
to ensure ;hat recipients of the credit are not
required to .use the credit to pay for items that
would normally be <covered by special needs
spending; and ,

(h) the Government undertake programs to ensure
that all persons entitled to receive the GST Credit
do so.

When the Committee travelled to the northern territories,
it was pointed out that the cost of living there is
substantially higher than it is in the south. Households
require a substantially higher income to maintain the
same standard of living as their southern counterparts.
Consequently, they will pay more GST and the system of

refundable credits is insufficient to meet their needs.

It was recommended to the Committee that a separate
category of refundable credits be established for those
households residing in the north. The .critexria  for
eligibility should be the same as it is for the northern
tax deduction. The maximum c¢redits and the income
threshold should be 150% of the levels that apply in the

rest of Canada.
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Education, Bdoks and Periodical Literature

Bill C-62 (Schedule V, Part III) exempts the provisionof
most educational services from the GST. However, thetﬁx

applies to a wide range of educational supplies such a2
books, learning materials, computer software and

¥
hardware. The Canadian Teachers’ Federation felt tha

e ¥ : ; d

the imposition of the GST on educational materials a?
; z

supplies would erode equal access to education for low®

income Canadians.

The Federation also expressed concern about the propose
£
taxation of workshops, seminars and conference fees £0
¢
professional development activities. This would ma¥

4
these activities less accessible to teachers 2

ultimately affect their professional skills.

é
It recommended that books, educational materials az
e . 2
educational supplies be exempt from the GST and th
; - 7
consultative services used in professional developm®
i C

programs for teachers be deemed an educational serv*

and therefore exempt from the tax.

Pursuant to proposed subsection 259(4) of the Ac:
universities will be entitled to a rebate for GST Paid:f
taxable purchases. The Canadian Association
University Teachers (CAUT) recommends that the

level for universities be set at 100%. Alternativelw
because of the complexity associated with
administration of a rebate scheme, CAUT recommen
educational services provided by universities b
rated. Another witness suggested that all educatio 0
services be zero-rated. The CAUT also suggests tha®’
avoid the administrative complexity associated with ;

t2
need to apportion the taxes paid between taxable and
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exempt services, an input tax credit could be allowed for
all goods and services tax paid by universities and

colleges.

The CAUT expressed concern that funding for research
carried on by universities might be considered a taxable
sale and requested that this be clarified and accorded

tax-free status. Memberships in organizations for the

purpose of maintaining a professional status required by

statute are tax exempt (Schedule V, Part VI, section 18).
A membership in other public sector organizations' 1is
taxable unless it falls under the rubric of section 17 of
Part VI. The CAUT recommends that the tax exemption for
non-profit organizations be extended to include any
professional organization which is not primarily or
substantially engaged in providing taxable goods and

services.

Schedule V, Part LII, section 7, ‘exempts £from the GST
courses for which credit may be obtained toward a diploma
or a degree when offered by universities, public colleges
or schools. A number of witnesses felt that all courses
whether or not they are part of a degree or diploma
program should be exempt. Moreover, they argued that the
tax-~status- of"  courses . ‘taken “for ‘occupational ‘fexr

professional training should be consistent.

The taxation of books and periodical literature, whether
for recreational reading or for use by students in
schools and universities, was a major concern for several
witnesses. Many felt that a tax on books and periodicals
would impose a significant hardship and recommended that
all books and periodicals be zero-rated. Alternatively,
the CAUT recommended that a point of sale exemption or a

specific refundable income tax credit could Dbe
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established for books, equipment and other suppli®?
required by students for the purposes of their studie’

Rebate Levels

Proposed section 120 of the Act provides for the paYmeﬁ
of a rebate of the FST previously paid on goods held "
inventory on January 1, 1991. A general rebate l.eve‘-of
8.1% has been announced, while the level for automobll

has been set at 11.1%.

The Canadian Cosmetic, Toiletry and Fragrance Assoclatl
is of the view that the proposed rebate factor of 8. 1*0
the lnventory of cosmetic, fragrance and toJ-letry
products held by retailers will not be sufficient w
allow for full recovery of the FST component of en#’

inventory. Since the FST is levied at the *wholesal
level for cosmetics, that group recommended that 4
rebate factor of 11.1% be extended to these product®

Retailers of pleasure boats tend to buy their Droauci
directly from the factory. Consequently the FST cont?

of their inventories is very high, at least as high ashe
is for automobiles, and can be easily calculated: g

general rebate level will not compensate these de2

nigner

for the tax they have paid and they request a
level of rebate.

pot*

s
cé
period of time and then sell them in the used 1)

Car rental operators tend to keep their cars for 2 .

market. When they sell in the used car market, GsT iﬂl
apply to the sale, even though the car bears th€ 500

amount of FST paid originally. This is due to th® ew&
i

that the inventories of car rental operators are® £ Fﬁ

as capltal goods therefore not eligible for theé
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inventory rebate. The industry asked that they be

eligible for these rebates.
Customs Brokers

Customs brokers facilitate the importation of goods into
Canada by arranging for the release and entry of imported
goods, by preparing and presenting import documentation
and by paying the relevant duties and taxes owing on the
goods on behalf of importers. After the duty has been

paid, the broker invoices the importer for payment.

Upon implementation of the GST, customs brokers will be
required to collect and remit the tax. Whereas they now
collect some $6 billion annually in duties and taxes,
with the GST they will collect approximately $13.5
billion. This will- -have serious implications for the
business operations of customs brokers as they will
require increased 1lines of «credit to finance tax

remittance pending reimbursement by their customers.

In the case of bad debts, Bill C-62 (proposed section
231) provides domestic vendors with a measure of
protection in relation to the GST. If the vendor is
unable to collect the GST from a creditor, he may claim
an input tax credit for the unpaid amount. Because
customs brokers are considered to be acting as agents for
importers, they are not entitled to claim a credit for
GST that they have paid but are unable to collect from

importers.

The customs brokers recommended that section 231 be
amended to allow them to claim a credit for the tax that
they have been unable to collect from importers. This

credit would typically not be claimed until 180 days had
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elapsed from the time that the GST had been remitted ©°

the Government.

Currently, customs brokers obtain the release of goods‘a
the importer by posting security for the outstandﬂm
accounts. Within five days, the outstanding taxes al
duties must be remitted to the Government. The impoZté
is then billed for these amounts plus the broker’s fee
In its brief to the Committee, the Canadian Associatiw
of Customs Brokers requested that an additional five aay?
be given before they would have to remit duties and raxe?
to the Government. This would give them more timeé o
collect the money from importers and improve their cas
flow.

The Association recommended that the Accounting £04
Imported Goods and Payment Regulations under the custo”
Act be amended to provide for an additionél period %

Ak , %8
five days within which outstanding duties and taxes 2

to be remitted to the Crown.

Land and Real Estate

(except
4
_ el
and personal use property). Some witnesses recomme i
that land should not be subject to the GST sinc® o

¢
generally cannot be consumed and is not a newly prod? 7

Under Bill C-62, the sale of land will be taxed ;
in connection with the sale of used residential housl

10
good. Moreover, if the price of land was excluded i
the calculation of the GST, regional difference® o
: 28

r

housing prices would, for the most part, disappe?
the application of the tax would be fairer.

. 2
The Urban Development Institute of Canada comment® 3y

the time period during which a purchaser or puilder

I
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claim a rebate of federal sales.tax. It felt that the
claim period should be increased to ten months from
three. The Institute also recommended that the tax rate
applicable to the portion of the purchase price of a
house which exceeds $450,000 should be lower than 7%.

With regard to the principle of taxing real estate,. the
Institute was of the view that all residential property,
whether new or used should be taxed and that the tax
should be calculated on the Dbasis of additional

consumption.

The Canadian Real Estate Association (CREA) suggested
that real estate fees and commissions associated with the

sale of used housing be considered as exempt supplies.

CREA was also concerned about the application of the GST
to real estate transactions that straddle January 1,
1991. Bill C-62 provides that'the taxation of services
will be pro-rated if invoiced or paid prior to May 1991.
The Association recommended that, during the transitional
period, the GST should not apply to a transaction where
a binding contract of purchase and sale is signed on or
before December 31, 1990 and the transaction closes

before May 1, 1991.
Food and Food Services

Schedule VI, Part III, zero rates the supply of food and

- beverages for human consumption (basic groceries) and

goes on to exclude certain foods and beverages from this
category. Some witnesses suggested that an enriched tax
credit, rather than making food tax-free, would be a
better method of protecting lower income Canadians from

the burden of the GST. Having fewer exemptions from the
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tax would also reduce administrative complexity. Ol'leof
the items excluded, and therefore taxable, is chocolaﬁ
confectionery Dbars. Effem Foods Ltd., a choc°1aw
confectionery manufacturer, noted that its products, wbe?
sold in family size packages, are in direct compe":i-tio11
with cookies and other sweetened baked goods:
addition, there is little difference in appearancec
constituent ingredients between chocolate confectioneﬂ
and many cookies. Because cookies, if sold in packaqﬁ
containing six or more, are zero-rated they will havé

14
distinct competitive advantage over chocol31
3

It

confectionery sold in similar sized packages. g
G

recommended that chocolate confectionery sold in.packag
of six or more be zero-rated.

. . £18°
Another confectionery manufacturer suggested 4t
confectionery with a retail value of $0.25 or les®

3 ‘ 3y ed,
that is sold in sizes of 150 grams or less be zero-ra’

L
Yet another item excluded from the products th2 p
zero-rated is yoghurt when sold in single serxving Sizze
The National Dairy Council of Canada told the Commifis
that yoghurt has significant nutritional value andco

i 9
¢ ¥

sold most often in single serving container® 50
facilitate consumer choice. The Council called £9%
zero-rating of single serving sizes of yoghurt.

s
Non-alcoholic beverages can either be zero—rated 2
subject to the full 7% GST rate depending upon thé t¢e
of beverage. For example, milk is zero-rated wan
ebY
fruit-flavoured beverages (containing less tha® : L
volume of natural fruit juices), are taxable (scheawﬁ

{3

b o e s 1 4 The Canadian Soft Drink Asso¢* g5’
2
ever

; , R -
carbonated beverages and non-carbonated fruit ju

opposes different tax rates for non-alcoholic b
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It recommends that a separate tax category with a uniform
rate be created for non-alcoholic Dbeverages. The
Canadian Restaurant and Foodservices Association (CRFA)
believes that zero-rating food makes the application of
the tax in the grocery and restaurant industries very
complex. The Association recommends that a more workable

definition of taxable and tax-free food be created.

Bill C-62 requires that differing amounts of information
be provided on receipts for the purpose of claiming input
tax credits. Invoices exceeding SiSO require the most
information. Because of limitations of most point-of-
sale equipment and the curr;nt accepted practice for
income tax purposes of accepting credit card receipts,
the CRFA recommends that credit card receipts, with a
statement that the GST has been paid, should constitute
a proper receipt for meal expenses for the purposes of

obtaining an input tax credit.

The CRFA advised the Committee that the Quick Method of
accounting will not be available to restaurants with
sales of $200,000 or more including the GST and that
"Streamlined Accounting" will not be available to the
restaurant industry at all. Few restaurants will qualify
for the Quick Method. The CRFA recommends that a
$500,000 ceiling for use of the Quick Method be extended

to the foodservice industry.

The CRFA pointed out that the 8.1% FST inventory rebate
will not apply to alcoholic beverages, soft drinks and
food containers essential for the sale of food and
beverages. The Associatian contends that Revenue
Canada’s decision to deny the rebate to these products
cannot be supported by proposed section 120 of the Act.
The Association therefore recommends that Revenue Canada
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provide the FST rebate on the following goods for resal®
alcohol, soft drinks, and those packaging items essentiz’

to food safety in restaurants.
Simplification of Tax Procedures

Subject to certain exceptions, the GST is to be collected
and remitted at each stage of the production ané
distribution chain. One witness suggested tha®
administration of the tax would be made much simpler if

most sales of goods and services between registered

businesses were zero-rated. Accounting for the tax would'

then become more akin to provincial sales tax accountind
Because zero-rating will be used for the sale of certain
farm equipment in order to alleviate cash flow problems
for farmers and in connection with supplies amond
companies in a corporate group, the extension of the
principle to other types of supplies would not violat?
the basis of a mplti—stage tax.

Anti-avoidance Rule

Bill C-62 contains a general anti-avoidance provision
(proposed section 274) similar to that found in £h?
Ifhicomée Tax Act.  This 'provisden iis dntended ito prohibit
blatant tax avoidance transactions.

Mr. Wolfe- Goodman, Q.C., called for the elimination ot
section 274. In his view, the structure of the G
mitigates against tax avoidance measures and eliminatas
the need for a general anti-avoidance rule.

National Sales Tax

Many witnesses were of +the view that the federa
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government must continue to work toward establishing a
national sales tax. A number of them, even those who
were generally supportive of the GST, expressed concern
about the administrative complexity associated with two

separate taxes at the retail level.

Recently, the Province of Quebec announced that it would

be participating in the GST by collecting it on goods on

January 1, 1991 and on services by January 1, 1992. The

tax will be collected and administered at the provincial

level.

Numerous witnesses argued that provincial participation
in a national sales tax program will eliminate many of

the complexities associated with a two-tier tax

arrangement and encouraged the federal government to
continue negotiations with the remaining provinces toward

achieving a truly national sales tax scheme.

Antiques .

The GST will apply to the sale of antiques and used
Antique dealers believe that the tax will have an
They object to the

goods.

adverse effect on their businesses.

imposition of the tax on goods on which the federal tax

has already been paid.
£ the GST to antiques will encourage their

Moreover, they contend that the

application o
export. They recommend that used goods and antigues be

exempt from the GST.

Amateur. Sports Organizations

Under Bill C-62, charities and non-profit organizations

(NPOs) that receive at least 40% of their funding from
government are eligible for a rebate of 50% of the GST
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paid. NPOs receiving less that 40% of their funding frof

government will not be entitled to a rebate.

Many national sports organizations are classified as
charities because they are registered Canadian amateyv*
athletic associations. Their provincial affiliates$’

however, are non-profit organizations.

During the latter part' of the 1980s, many spOrts
organizations were successful at reducing thed’
dependence on government funding to the extent tha®
government funding has fallen below 40%. Achieving thi?
measure of financial indépendence, however, wild
disqualify these organizations from receiving a reba®
for GST paid.

Sports organizations recommend that provihciaL sP°rts
organizations and provincial sports federations pe
granted charitable status in order to ensure consistent
treatment with their national' counterparts and to ensuf®
eligibility for the GST rebate.

The sports community believes that its programs and
services make an important contribution to Canadian
society. They therefore recommend that charities &
non-profit organizations be entitled to claim a repat®
equal to 100% of the GST paid.

Recreational Services

Recreational programs supplied by a public sector bodY
are exempt from the GST (Schedule V, Part VI, section 12
if they are provided primarily for children aged 14 29
under or underprivileged or mentally or physicalla

disabled ‘individuals. ~gome witnesses ‘believe that
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age threshold for these programs is too low and recommend

that registration and participation fees for persons aged

18 and under be exempt from the imposition of the GST.
Television Rights for Amateur Sports Events

Many amateur sports organizations are now able to
generate income from the sale of television rights to
sporting events. The application of the GST to these
rights may be a deterrent to the selection of Canada as
a host venue for international sporting events. They
recommended that television rights owned by charitable
and non-profit sporting organizations be exempt from the
GST.

Iﬁplementation of the Tax

Preparation for implementing the GST. isyes ccausing
considerable strain on charitable and non-profit
organizations. One of these organizations recommended
that, in recognition of the limited financial and human
resources of charitable and non-profit organizations, the
government make additional resources available to assist

them in implementing the GST.

Electricity

The GST will apply to the supply of electricity whether
at the commercial or residential level. Some witnesses

have argued that, like food and shelter, electricity is

a necessity and should not be subject to the tax.

Agriculture

Under Schedule VI, Part IV, the supply of agricultural
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products, farm livestock, fresh-caught fish and othe’
seafood products is zero-rated. 1In order to reduce casP
flow problems for farmers and fishermen, the Government
will zero-rate certain agricultural and. fishi®d
equipment.

The Canadian Federation of Agriculture made a number o
proposals to the Committee concerning the zero-rating of
other items. In particular, the Federation called for the
zero-rating of: (a) fees for marketing services x:elated
to the marketing of agricultural products by marketif
organizations; (b) fees for farm organizations; (c) alt
farm production inputs including pregnant mares’ uris®
operations and the fees, levies and services relating £
the production of zero-rated commodities; and (4) sale?

of quota for agricultural products.

Municipalities
Proposed section 123 of the Act C-62 contains £ne
following definition of municipality:
(a) an incorporated city, town, villag®
‘metropolitan authority, township, district, cOunty

or rural municipality or other incorporate
ity

municipal body and (b) such other local authof
P!

as the Minister may determine to  be
municipality.

The Federation of Canadian Municipalities (FCM) expresse
Y
aieé

concern about the designation of para-municipal b©
7€

such as boardé, commissions and authorities that B2
been established by municipalities to carry out a Vafiet
of services. The Federation wishes to ensure that these
bodies are treated in the same manner as municipalitie
for the purpose of obtaining a rebate for GST paid- s

———
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suggests that a para-municipal body would qualify as a
municipality where it is accountable to a local

government and 1s owned and controlled by that

government.

In many provinces' a wide range of services can be
provided between regional and local governments. Under
proposed section 155 of the Act, non-arm’s length
supplies will be deemed to be made at fair market value
and the GST will be paid on this value. The FCM believes
that this provision will have an ‘adverse effect on
supplies between regional and local governments. To
eliminate this adversity, it recommends that the Bill be
changed to allow a "related municipal group" to apply to

have supplies made between them be tax-exempt.

The FCM also pointed out that section 21 of Part VI of
Schedule V provides that the supply of a municipal
service made by or on behalf of a government or a
municipality to owners or occupants of real property is
tax-exempt where the owners or occupants have no option
but to receive the service. Paragraph 20(h), however,
when referring to the tax-exempt supply of garbage
collection services, refers to such services when
éupplied by the government or municipality. Thus,  if
would appear that garbage services that are provided to
a municipality under contract rather than by the
municipality itself will not be tax-exempt. Recognizing
that municipalities often choose to provide garbage
collection services through third parties, the FCM
recommended that supplies of garbage collection services

by third parties on behalf of municipalities be exempt

from the GST.
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The Canadian Construction Association expressed concer?
that the tax-exempt status of the municipal sector would
encourage local governments to use their own work force’
rather than independent contractors to undertak®
construction projects. A significant movement away £rof
hiring independent contractors would have an advers®
effect on the construction industry. To alleviate thi?
problem, the Association recommended that municipaliti®?

receive a full rebate of the amount of GST paid.
Insurance Industry

‘ e
The Insurance Bureau of Canada, which represents perat
ack

general insurance companies, is concerned about the 1
for

of transitional relief provided to the industzy
claims that are settled after 1990 in respect of policies
that were written before 1991. The Bureau is proposﬂm
pefty

o f£OF

that Bill C-62 provide transitional relief to pro
and casualty insurers for claims settled after 199

which premiums were established prior to that date.

Psychoanalytic Services

Section 12, Part II, of Schedule V exempts the suppl? o
certain psychoanalytic services from the GST. Members?
the Canadian Association of Psychoanaly®
Psychotherapists for Children, a small organizationwhic
presently consists of about 50 members, provi
psychoanalytic services to children. Services provi il

]
by this group are not specifically recognized under B

at £b?

C-62 as a tax-exempt service. They recommend th )

N 4 a
supply of services by members of this professlon

organization be an exempt supply.

-




Y,

(458)

35

“61)

167

Inventory Rebate

One witness was of the view that businesses that are able
to verify the actual amount of FST paid on inventory on
hand at the end of 1990 should have the option of
claiming a full rebate for the FST or using the
prescribed flat rate.

Automobile Parts

GST will be charged on the "core" components of rebuilt
automobile parts such as alternators, starters, and
engines. . According to the Automotive Industries
Association of Canada, this is not fair to the consumer
who is exchanging a used core and receives credit for it
from the retailer. They recommend that the consumer
receive a credit for the GST paid on the "core" component
of the purchased automobile part where a used core 1is

exchanged for the rebuilt product.
Tourism and Travel

In.~4ts brief, the Alliance of Canadian Travel
Associations (ACTA) indicated that the GST would impose
higher costs on tour operators who arrange tours of
Canada for:  foreign tourists. Thisr could result: in
routing passengers to U.S. destinations or even to
opening U.S. offices to avoid the GST. The ACTA
recommended that consideration be given to zero-rating

the inbound "travel sector.

Under Bill C-62, most surface travel within Canada is
fully taxable. Foreign tourists will also be required to
pay the GST for all domestic intercity transportation.
However, these expenditures will not be eligible for a



(462)

(463)

(464)

(465)

168

' . 3
rebate. The Tourism Industry Association of canaé
i of

(TIAC) recommends that all intercity transportati®

purchased by foreign tourists be free of tax.

The TIAC also recommends that the excise tax on motiﬁ
fuels and alcoholic beverages be adjusted or eliminat®
when the GST is implemented to ensure that the totﬂ
government revenues from these items, including the GST

are no greater than before the introduction of the ST

On the question of GST rebates fér tourists, touIism
industry associations were of _the view that every effoﬂ
be made by the Government to provide rebatﬁ
instantaneously and as close to the source as possibl@
They also suggested that the claim threshold be reduc®
to zero. Representatives of the tourism industry not?
that international conventions and conferences o
contribute a significant amount of money to the Canadian
economy. They also indicated that the internation;

convention market is extremely price sensitive. ;
th?

ensure that Canada will remain competitive in P
e

market, the TIAC recommends that all costs associatx
2

with international conventions and conferences b€ "
£29

free where more than 50% of the delegates ar®e
outside Canada.

4

. 4 on
Another witness suggested that services provided t© nt‘
rl

of

resident tourists be considered. the same as any eXP°
non-resident tourists should be relieved of the burde”
paying the tax and later applying for a rebate.

Pl

Bill C-62 does not provide for a rebate for FST pat pe

capital equipment. The TIAC felt that rebates should
ey
provided for FST paid on purchases of capital equlpmof

made in the twelve-month period prior to commencemé?
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the tax.
Canadian Floriculture Industry

Flowers Canada, a national trade association representing
companies engaged in the Canadian floriculture industry,
advised the Committee of their concerns about the
administration of the GST in connection with the sending

of flowers by wire.

Sending flowers by wire involves three organizations:
the sending florist, the wire service and the receiving
florist. According to the Association, Bill C-62 treats
the sending of flowers by wire as three transactions
rather than one. At every stage of the transaction, the
tax will have to be accounted for. The association
pointed out a number of problems relating to the
application of the GST to incoming international orders.
A sending florist from another country will be under no
obligation to collect the tax, yet the receiving florist
would be hard pressed to collect the tax from the

Canadian receiving the flowers as a gift.

For the purpose of wire orders, Flowers Canada believes
that the person sending the flowers is the end user. It
therefore recommends that: all incoming international
wire orders be zero-rated; all outgoing international
wire orders be subject to the GST; and a wire order be
treated as one transaction with the tax levied at the

point of sale.
Bad Debts

One witness suggested that proposed subsection 231(1) of

the Act should ensure that businesses can write off the
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GST associated with bad debts in the same period as th®
bad debt occurs, irrespective of the reporting period:

Exports

The Canadian Export Association requested that supplies
of goods and services by a supplier to exporters who ar®
acting on a merchant basis and who cannot disclose the
destination of the goods to the supplier should be zero”
rated upon the exporter certifying that the goods are £0
export. In addition, commissions and retainers paid £
Canadian-based export trading firms by Canadian suppliers
should be tax-free. 2

Limitations on the GST Rate

Many witnesses expressed concern about the fact that £he
7% GST rate could be increased to extract more reves¥
for the Government. The Fraser Institute suggests ehat
Bill C-62 should be amended to include a clause whi‘
would limit the GST rate to 7% and provide that a rat?
increase could only occur after resubmitting the as*
legislation to  Parliament for reconsideratio®

Consideration should also be given to limiting the amou? l
of revenue generated from the GST to the current amou®

of revenue generated from the FST.
Application to Clothing

The GST will apply to the sale of clothing. W:i.tnesse5
argued that, like food and shelter, clothing 15 o
essential good and should be accorded a tax Status
similar to those goods. It was recommended that suPPlies

of clothing be either exempt from the GST or zero—rate'
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Co-operatives

The Canadian Co-operative Association (CCA) raised a
concern about the treatment of investments in the share
capital of co-operatives. It would appear that, because
purchasing a share in a co-operative entitles the
purchaser to certain benefits of membership in the co-
operative that are not available to non-members, the
issuing of co-operative shares would constitute the sale
of a membership within the definition of membership found
in proposed section 140 of the Act and would therefore be
taxable. The sale of shares of other types of
businesses, however, are exempt from the GST. Since co-
operative shares are generally regarded as financial
instruments for other purposes, the CCA recommended that
the issdance of shares in a co-operative be exempt from
the GST. :

A number of co-operatives are structured as direct charge
organizations which sell goods to members at cost but
cover overhead by a weekly or monthly service fee. The
CCA pointed out that an inequitable situation arises
where the co-op sells basic groceries; which are tax
free. In conventional stores where overhead costs are
included in the price of the groceries, no GST will be
levied, but in a direct charge co-operative, GST will be
charged on the service fee. The CCA recommended that the
service fee charged by direct charge co-operaﬁives be
taxable only to the extent of the ratio of the co-op’s.

taxable sales to total sales.

Proposed section 156 of the Act allows closely-related
corporations to elect to treat supplies made between them
as if they were tax free. This simplifies accounting

procedures and alleviates cash flow problems
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consequential on the tax. The Bill'’s concept of closel!

related group does not include a co-operative structuf®
where local co-ops own a central supplier. To allow 2
co-operative group to take advantage of the s:‘.mpli-f-j'ed
procedures for closely related groups, the CCA recommends
that section 156 include groups of co-operatives that oW®
a central supplier. The CCA advised the Committee tha’

i 2 g 0
Co-operators Data Services Limited (CDSL), a supplief

: , . . : ch.
data processing services to financial co-operatives su

as insurance companies, trust companies and credit unions
will not be deemed to be a closely related corporatio®
and therefore cannot provide GST-free services
insurance companies and trust companies. (According
the CCA, CDSL will be considered to be closely reld®®
for the purpose of providing services to credit unions’
Recognizing the importance of the service provmded s
CDSL, the CCA recommends that CDSL be considereé
closely related corporation to. all financial
operatives to which it provides services.

zus®

Another co-operative central agency, Co-operative T-qe
t

Company of Canada provides RRSP and RRIF administr?
services to credit unions. It is also recommended thd
this company be determined to be a closely rela®
corporation under proposed section 128 of the Act:
Co-op Atlantic suggested that paragraph 128(1)(3)(vi)bz
amended by removing therefrom the requirement that cno®
be not more than five shareholders for the purpose

= . {on$
determining ownership of closely related corporatlo

Health Care

£pe
The Canadian Dietetic Association (CDA) called for of

) gt
inclusion &f thé ‘services of dietitians in the 138

ke
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tax-exempt health care services under Schedule V. The
CDA is of the view that dietitians’ services are integral
to the health care system and that dietitians have long
been recognized as health care professionals. The
Association believes that there is no reason to exclude
dietitians’ services from Schedule V when dental and

psychologists services are recognized as tax-exempt.

A number of health care associations commented on the GST
status of institutional and non-institutional health
care. Many felt that the GST is biased in favour of
institutional rather than community-based or home-based
care and called for the removal from the Bill of all

disincentives to home-based care.

Others suggested that all non-profit health care
facilities should be zero—rafed'or at least eligible for
a rebate equal to that set for public hospitals. With
regard to nursing homes, it was suggested that both
private and non-profit nursing homes that receive
substantial government funding should be eligible.for the

same GST rebate.

The Canadian Hospital Association (CHA) advised the
Committee that non-profit health care facilities and
agencies are not eligible to wuse the simplified
accounting method. It contended that this method would
benefit health care facilities in managing the allocation
of costs attributable to taxable and non-taxable
activities. The CHA recommends that non-profit health

facilities and agencies be eligible for this procedure.

The CHA pointed out that many hospitals use central
)

laundry facilities. Under Bill C-62, the services

offered by these facilities would be taxed. Centralized
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food commissariats. are also used. Meals produced by these
facilities are tax-exempt if served to patients and
residents ( Schedule V, Part II, section 11) but taxable
if served in a hospital cafeteria. The CHA recommends
that centralized laundry facilities and all meals
supplied by central commissariats to health care
facilities be tax-exempt.

Schedule VI, Part II, section 31 provides that the supply
of a "prescribed property or service" associated with
medical or health care will be zero-rated. The Schedule
also contains a list of specific devices that are tax-
free. A number of health care associations expressed 2
desire that the list  of zero-rated medical devices and
supplies be expanded to include medical and surgical
equipment. In addition, items such-as incontinence pads,
dressings and bandages, all essential to health care,
also should be zero-rated. They recommended that the
list of prescribed medical devices be expanded and that
the Department of Finance consult with héalth care

practitioners to ensure that the list reflects items that
are essential to health care needs.

A brief submitted to the Committee recommended that
condoms be listed as a zero-rated medical device.
Condoms are an effective and cost-efficient means of
preventing sexually-transmitted diseases. Prescription
drugs which treat these diseases are zero rated and it is
felt that condoms enhance the health care system and

their use should not be penalized by the GST.

Part I of Schedule VI zero-rates prescription drugs for

-~

human use. Over-the-counter (OTC) drugs, however, will

be taxable. The Canadian Medical Association (CMA):,

among others, called for the zero-rating of OTC drugs:
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In its view, the application of different tax rates to
drugs will encourage patients to seek prescriptions for
over-the-counter drugs and further increase health care

COSts.

According to a study conducted for the CMA, doctors costs

will increase substantially Dbecause they are not

permitted to claim an input tax credil™ Ior purchases.

Moreover, most practitioners do not believe that these

increased costs can be recovered through fee arrangements

made with the provincial governments. The CMA, therefore

called for a rebate for medical practitioners that would
ensure that the GST would have no greater impact than the
practising. Altermatively, a

FST on their costs of
tion for medical practitioners

special income tax deduc
could be created to reflect the amount of GST paid.

Professional dues necessary to maintain a professional
tatute are exempt from the GST

status recognized by S
' Many physicians are

(Schedule Vv, Part VI, section m
members of the Canadian Medical Protective Association

(CMPA) , a non-profit medical mutual protective
which provides professional liability

association
of the doctors in Canada.

insurance to over 90%
According to the CMA, medical malpractice insurance is a
de facto requirement
CMA, therefore recomm
be accorded tax-exempt status.

to the practice of medicine. The
ends that the supplies of the CMPA

The CMA also called for tax-exempt status for fees for

continuing medical education courses.

Representatives of the Christian Scientists of Canada
appeared before the Committee €O request that Christian

science practitioners, nurses, and sanatoria be accorded
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the same treatment under Bill C-62 as doctors. nurses and
hospitals. This would require the inclusion of these
practitioners and institutions in the list of exempt

health care services under Schedule V, Part II.

Non-taxable Importations

Paragraph 7 of Schedule VII provides that goods (other
than certain prescribed goods) valued at $40.00 or less
and that are sent from outside Canada to a person in
Canada by mail or courier are to be tax-free. At
present, imported goods valued at $40.00 or under and
attracting less than $5.00 in duties and federal sales
taxes are permitted to enter Canada by post or courier

tax-free.

The exception found in paragraph 7 does not refer to the
$5.00 duty and tax limitation. A witness called for the
restoration of the $5.00 limitation in Bill C-62. He
noted that under the current regime the exemption results
in losses of substantial amounts of government revenue,
a -situation that would be exacerbated if enshrined in
legislation.

The GST is to be paid on the border duty inclusive value
of imports. If these goods are subsequently re-exported,
they will be zero rated. 1In the interim, payment of the
GST on imports might cause some cash flow problems for
importing firms. Under the present system, no FST 1is
paid onh such goods since they are used in the manufacture
of other products. They are also free of duty. The
Canadian Exporters Association asked that such import§ be

zero rated.
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Residential Rents

Schedule VvV, Part I exempts most residential rents from

The exemption for residential rents covers both

the GST.
If a tenant rents

furnished and unfurnished apartments.
for an apartment, he will pay GST on the

furniture
Bat i ff “an“already VEurnished

furniture rental costs,
no GST will be payable directly by

apartment is rented,
t attributable to che

the tenant on the portion of the ren :
cost of the furniture. One witness, an owner of a
furniture leasing company, felt that this exemption

discriminates against those who rent furpniture separately

from a residential unit and will contribute to the
shed apartments to furnished units

conversion of unfurni
He recommended that the

in order to charge higher rents.
exemption for residential rents be modified to ensure

that the portion of 2 rental charge attributable to

furniture rentals is taxable.

ion 191 of the Act establishes rules for the

Proposed sect
Owner-

taxation of self-supplies of residential units.
developers are to Ppay tax on the fair market value of
newly-constructed residential complexes when the first
puilders made representation to the

unit is rented.
ble for tax on the basis

Committee that they should be lia .
not fair market value which will

of construction costs, , '
+ of the GST on residential

increase the adverse impac

rents.

Services Provided by Agents
The Patent and Trademark Institute of Canada believes
that Bill C-62 is not clear in zero-rating the services

that Canadian patent and trademark agents supply to non-

residents. Services rendered by lawyers and accountants

Ll
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to non-residents, however, are clearly tax-free. The
presence of the term "agent" in paragraph 7(4) of Part V
of Schedule VI, in the opinion of the Institute, can be
construed to cover professionals who are providing
professional services to non-resident clients but are
acting as agents for them. This paragraph should be
clear as to its intent to exclude professionals such as
patent and trademark agents who must be classified as

agents to act in that capacity.

AMI Asset Management International Inc. provides
investment advisory services to non-residents, but also
acts as agents for them. This witness feels that
services to non-residents should be zero rated and this

should be clearly specified in the Bill.
Coin-operated Machines

The Committee heard testimomy from the Coinamatic Group,
one of the largest concessionaire operators in Canada.
Coinamatic owns and operates coin-activated laundry
machines in many apartment buildings and housing
complexes. Bill C-62 requires all money be cleared from
coin-operated equipment on December 31 and that the price
of using the equipment be increased to reflect the
imposition of the GST. Because most laundry machines

“will accept only $0.25 coins, the cost of using the

machines will increase by more than just the amount of
the tax.

Coinamatic has 70,000 pieces of laundry equipment
currently in operation. All of these machines will have
to be converted before December 31, 1990 to recover the
GST. The company notes that this will take large numbers
of staff and considerable time. To meet the GST
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deadline, conversion will begin in September, 1990.

Coinamatic recommends the inclusion of specific

transitional provisions in the Bill which would allow up

to one year after the tax is implemented to alter‘coin

acceptors to collect the GST. The tax would then become

payable as the machines are converted to accept

additional coins.

d the Committee that it is the only company
ave developed a Coin Cycle Control system
cash receipts to be verified and audited

Coinamatic tol
in Canada to h
which enables
for income tax purposes.

that effective December 19,
ectronic point—of-sale equipment. This

nizes that most retail businesses will

The Government has declared
1989, the FST will not apply

to certain el
exemption recog
have to upgrade cash registers to accommodate that tax.
Coinamatic reque

cover '"any device
sh-oriented (service) business" as well

sts that this exemption be extended to
that provides auditable revenue
reporting in a ca
as."new coin acceptance devicest required to accommodate
the GST.

Non-resident Foreign Telecommunications Carriers

Proposed paragraph 143(1) (a) provides that a supply of
property or a service made in Canada by a non-resident is
deemed to be made outside of Canada unless the supply is

made in the cour
According to proposed subsection 240(1), a non-resident

person who does not carry on any business 1n Canada is

o register for the purpose of the tax.
section 7, 2zero-rates

se of a business carried on in Canada.

not required t

\%
Moreover, Schedule VI, Part V., \
mmunications services to non-residents

supplies of teleco
who are not registrants.
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Unitel Communications Inc. advised the Committee that it
believes that foreign telecommunication carriers and
resellers who lease dedicated telecommunication
facilities from Canadian carriers and resell these
facilities to customers in Canada may not be considered
to be carrying on business in Canada and thus would not
be required to register for the purpose of the tax.
Consequently, foreign telecommunications companies could
purchase services from Canadian carriers and resell them
back to Canadians free of the GST, while the same service
purchased by the Canadian end-user directly from a
Canadian supplier would attract the tax. Unitel believes
that this will give foreign suppliers a distinct

advantage over Canadian suppliers.

Unitel recommends that: (a) registration be mandatory
for non-resident businesses who carry on the business of
leasing dedicated telecommunication lines, channels or
other such facilities located in Canada and of reselling
such facilities; (b) proposed subsection 240(1) be
amended to provide that a non-resident person who leases
dedicated telecommunication lines, qhannels or other such
facilities in Canada and who resells these facilities to
at least one other person shall be deemed to carry bn
business in Canada; and (c) section 7(aY of Part V ok
Schedule VI be amended to refer to supplies of services
in respect of a telecommunication service that is not a
dedicatgd telecommunication line, channel or other such

facility provided within Canada.
Visibility
The FST is a hidden tax. Until the proposals for the GST

were put forward, few Canadians realized that the tax
existed or that they were paying it. Proponents of the

=
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GST contend that one of its advantages is its visibility

at the consumer level.

To ensure that consumers would be fully aware of the GST,
the Government, in the GST technical paper, suggested

that a model presentation of the tax would include the

inclusion of the tax in the price of the goods or

services and the provision of cash register receipts that

itemize the price of the item and the applicable GST.

Bill C-62 does not mandate a particular method of

displaying the GST at the point of sale.
that many of the cash registers currently in use cannot
ederal and a provincial tax, the Bill

Recognizing

accommodate both a £
allows receipts to indicate the amount of tax payable or

to show a price that is GST inclusive (proposed section
223 of the Act).

A number of witnesses felt that the absence of a uniform

method of presenting the tax would create a considerable
amount of confusion among consumers. Because many small

businesses do not have sophisticated cash registers, they
will have to include the GST in the price of their

A pumber of large businesses, including most of

goods.
have announced their

the major department
intentions to-exclude the GS

stores,
T from their prices.

Representatives of small business have argued that small
of limited cash and less

who, because
ed cash registers, must include the

competitive

businesses,
technologically-advanc
GST in their prices, wa k1l . be seat ea
disadvantage to larger stores that are able to show the
tax separately. The Consumers Association of Canada

ere will be a considerable amount of

expects that th
consumers about the pricing policies of

confusion among
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various businesses; comparison shopping will be
diffdcuilt. It was recommended by the Consumers'

Association of Canada that businesses display the prices

of all goods and services exclusive of the GST.

The advertising of éoods and servibes could also be 2a
problem. Will merchants indicate in their advertisements
whether a price is GST-inclusive or exclusive? It was
suggested that all advertisements should clearly identify

whether an advertised price includes or excludes the GST.
Funeral Services

The Ontario Funeral Service Association expressed its
opposition to the taxation of funeral services. It
argued that, like medicine and food, funeral sexrvices are
a necessity.' Although it would prefer to see the entire
cost of a funeral service zero-rated, the AssociatioR
believes that the zero-rating of the services portion of
the <cost of a funeral would be an appropriate
compromise. The GST would only be levied on the goods

used in connection with a funeral, such as a casket.
Transportation Services

The Public Service Alliance of Canada argued that the
high cost of transportation in the North has a great
impact on the price of goods and services. In its view
the GST will compound this situation. It recommended
that all freight Eransportation services, includind
inbound and cutbound services, north of the 60th parallel

be zero-rated.
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Jewellery

The Canadian Jewellers Association advised the Committee

that excise tax will continue to apply to jewellery after

the imposition of the GST. Excise tax is levied on the

duty-paid value of imports or Canadian manufacturer’s
This tax will form part of

selling price of jewellery.
The Association

the base on which the GST is to apply.
noted that jewellery is one of the few remaining items
It believes that the removal of

subject to excise tax.
this tax would reduce the incentive for black market

sales and boost the competitive position and export
potential of the Canadian industry. It therefore

recommended that the excise tax on jewellery be repealed.

Remembrance Day Poppies and Wreaths

val Canadian Legion is

One of the major concerns of the Ro
stributed in connection with

Poppies and
a sheltered

that poppies and wreaths di
subject to the: GST.

Remembrance Day will be
manufactured Dby Vetcraft,

workshop employing veterans and dependents and operated
» All of Vetcraft’s products are sold

by Veterans Affairs. ‘
to the Legion. The Legion wants all Vetcraft Industries’

products that are purchased by the Royal Canadian Legion

to be exempt from the GST.

wreaths are

funded largely from

operations are
activities.

The Legion’s e
membership fees and other fund-raising
the brief presented by the Legion, all net

According to .
gf a Legion pranch is used for charitable and

c ity support The Legion therefore recommends that
ommuni .

€hé Dominiond Command and the local .branches of the Legion
e Dom :

t from the GST or alternatively, that they be
P or non-profit organization for

revenue “o

be exem

classified as a charitable
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REJECTION OF THE GST

When the Government introduced its Tax Reform White Paper

it promised taxes which would be fair and

in 1987,
The

equitable, visible and supportive of the economy.
GST has been touted as a tax which meets all of these
criteria, but from the evidence the Committee has heard

and the analysis we have undertaken, it fails to pass the

test.

It must be acknowledged that the current FST is flawed.
Most of the 370 witnesses heard during the Committee’s

cross-country meetings agreed with this assessment. But
only 32 expressed unqualified support for Bill C-62,
while another 30 were prepared to support they Bill with
On the other hand, 209 witnesses expressed
outright opposition to the GST. And an indication of the

roblems with the proposed GST

great number of technical P
witnesses the

changes.

was that 156 asked for changes in
The Committee has no difficulty in agreeing
t the FST is a bad tax in need of

jority of Canadians, do not agree

proposal.
with the Government tha
reform. We, and the ma
that the GST is the answer.

ttee was aware that a majority of

Although this Commi
it was startled at the breadth

Canadians oppose the GST,
and depth of this opposition. In every city across Canada

where the Committee held hearings, groups, organizations,
labour unions, and. concerned citizens appeared and

expressed their fierce opposition to the GST.  an
indication of the depth of opposition to the GST, was the
fact that 130

witnesses asked the Senate toO overrule the
mons and reject Bill C=b

2 completely.

House of Com

The GST cannot be defended by simply stating that the FST



186

is flawed. The GST must garner support on its own

merits. This has not been done.

WHY IS BILL C-62 UNACCEPTABLE?

(518)

(519)

The Tax Is Flawed

One reason to reject a Bill is because it is replete with
technical flaws. The body of the Report outlines a
number of issues that were raised during the testimony
and according to the witnesses, this piece of legislation
is fraught with inequities ‘and technical problems. A
detailed 1listing of recommendations for change is
included in chapter XXVI of the Report. The large number
of recommendations for change indicates the extent of
inequities and technical problems that the drafters of
the Bill and the various Department of Finance technical
papers failed to address adequately. The following is
a small sample of the more noticeable flaws in the Bill.

Basic Groceries

The Committee has been presented with numerous exampleSs
of food and beverage products which face differential GST
treatment even though they are competing products. Soft
drinks are taxed while mineral water and coffee are not.
Chocolate bars are taxed while chocolate covered cookies
are not, and so on. The GST was supposed to eliminate
relative price distortions yet, in the area of food
products, it introduces a new set of distortions. The
tax therefore fails to meet one of the main requirements

that the Government has set out for it.
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GST and the Non-Profit Sector

Bill C-62 adversely affects the non-profit sector in many

ways. Some examples stand out. The Committee learned

that a non-profit woodworking business in Prince Edward

Island employing handicapped individuals would be subject
It also heard from the Royal

to the GST on its sales.
possible taxation of

Legion about the

Canadian
Both of these are instances of

Remembrance Day wreaths.
socially-desirable activities which could be harmed by

the GST.

has a number of very serious

The amateur sports community
many amateur Sports

concerns with the GST. First,
associations would not qualify for the 50% rebate of GST

paid on inputs either because they are not national
organizations, or because they do not receive at least
40% of their funding from government. The Committee
believes that it 1is totally unfair to penalize

sports organizations purely because their mandate is not
national in@scope: it is inconsistent of the

simultaneously
organizations tO reduce their reliance on government
funding, then to penalize these bodies by disqualifying
them for the 50% GST rebate because their private funding
levels are too high.

some

Furthexr,
to urge non-profit

Government

question apout this tax figeitst application. to

Another

fees paid on Sports programs directed towards children

over the age of 14 years. What is the rationale here?
rhe crucial . l5~18 years

Are programs aimed at youths in

acket less important than those designated for

age br
youngsters?
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While all taxpaying firms and organizations will face an
increased administrative burden as a result of the GST,
charities and non-profit organizations are especially
vulnerable. Many produce both tax-exempt and taxable
goods for sale. They need to apportion their costs and
sales between the two types of activities in order toO
claim the 50% rebate and input tax credits. They must
also collect and remit the taxes. This would represent a
formidable task for business, but for those charities and
non-profit organizations that must rely on volunteers, it

is oppressive.
MUSH Sector

The municipalities, universities, schools and hospitals
(MUSH) sector have a number of problems with the
GST. First, the tax rebate percentages offered are based
on the average amount of sales tax currently paid by each
of these sectors. At best, this provides only rough
justice since some organizations pay more sales tax than
the average while others pay less. Furthermore, on a cash
flow basis the new system imposes a heavy cost on the
MUSH sector. Organizations must finance the extra GST
liability between the time it is paid and the time their
rebate is received. The Canadian Hospital Association
calculated that the effect on cash flow could amount €O

$95 million per year for that sector.

Organizations in the MUSH sector are also extremelY
concerned about the administrative complexity of this
tax. The Federation of Prince Edward Island
Municipalities told the Committee that small
municipalities simply cannot cope with the GST. We wer®
informed by representatives from the Canadian Hospital
Association that they could not be ready for a January
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1991 implementation date because of the time necessary to
Municipalities

also suggested that the January 1991 implementation date

was too soon.

Municipalities are facing increased labour costs due to
the GST. Representatives from the City of Toronto and the

City of Edmonton testified that GST protection is a major

negotiating item with their unions. Municipalities have

questions about the: taxability of para-municipal

organizations such as non-profit housing corporations.

the City of Edmonton operates a number -of
such as telephone and power
These services

Moreover,

commercial enterprises
companies which would be subject to tax.

would be subject to GST although there is really no
competing private .sector counterparts. Alderman Ron
Hayter of the City of Edmonton told the Committee that

the Government’s assertion that the tax bill of

municipalities would not rise because of the GST was

false. Mr. Hayter stated, "However, in Edmonton’s case
the commitment of Mr. Wilson will not be honoured. In
fact unless the terms of reference are altered the

impact on the City of Edmonton will be significant,

adding more than $20 million in additional tax per year

to the backs of citizens of our city." (63:15)

The GST would also have a damaging effect on companies
carrying on business with municipalities because services

provided in-house would not be taxable while contracting
out would be subject to the GST. As Mr. John Balliwell,
Association

President of the Canadian Construction

warned, "Our members are greatly concerned that this will
increase the amount of work done in-house, and
consequently that work will be lost to the construction
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industry.* (4Z2:47T)
Co-Operatives

The GST would penalize the co-operatives for three
reasons. First, it would levy GST on their share capital
since the issue of shares in co-operatives is considered
a taxable membership fee. Second, the GST would éenalize
those co-ops that recoup their costs through taxable
direct charges to their customers, rather than by marking
up non-taxable items such as food. Third, because of the
layered structure of the co-ops, these businesses would
have to account for GST at several levels of their
organization. This places an unnecessary and unfair
administrative burden on co-ops compared with their

competitors.

The Committee believes that this application of the GST
to co-operatives is unacceptable. These organization$s
provide a valuable service in this country and should beé

encouraged rather than discriminated against.

Health Care

Health care provided in health care facilities or DY
recognized health care practioners would be exempt from
the GST. However, Bill C-62 would discriminate amond
health care institutions and between practioners. FoF
example, long-term care facilities operated by the public
sector would receive the same 83% rebate that the
hospitals receive while others operated on a non-profit
basis would receive the same 50% rebate that is given t°
charities. Those lohg term care facilities operated for
profit would not be eligible for any rebate on the ta¥

paid on their purchases
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The Committee heard that a number of important health
" services would be taxable under the

care practioners’
the Psychoanalytic

GST. The 1ist includes:
Children, Massage Therapists,

Psychotherapists for
Veterinarians and Christian

Dieticians, Social Workers,
Scientists. Exclusion of these practioners from the list

of exempt health care services contradicts the

Government's assertion that health care is not taxed by

the GsST.

As physicians are exempt under the GST, they would have

to pay tax on their own purchases but would not be
permitted to charge tax on their sales. According to

evidence from the Canadian Medical Association (CMA), the
have indicated that they will not permit

provinces
doctors to raise fees to compensate for their increase in

costs. In effect, physicians are being asked to bear the

cost of the GST and accept lower incomes.

recognize that exemption of health

It is important €O
m the GST does not mean that these

care services fro
t bear tax. The purchases made by health

services would no |
re taxable and their costs would rise

care providers a
with the exception of some health care

accordingly,
which receive a rebate fully compensating

facilities,
them for the added tax.

Funeral Services

" f Canada told ‘the

The Funeral Service Association o

Committee, "We believe that every Canadian has a right to

a burial ’or a ding to the rites and
uria

practices of his or her reli

and that Canadians find it o
i - A )

cremation accor
gion and cultural heritage,

ffensive for the Government

tol ik Phose BeLFicRs- The Committee agrees
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that the direct application of a sales tax to funerals is

unwarranted and offensive.

Three days before they were due to begin collecting the
GST the Ontario Funeral Service Association indicated
that they were still unclear on the rules affecting the
taxation of prepaid funerals. The fact that this
organization was unable to obtain a consistent answer
from Revenue Canada is indicative of the confusion faced
by business when the Government has not made the

necessary preparations.
Education

While witnesses from the educational sector were opposed
in principle to the GST, they also made a number of
specific criticisms of the tax. A recurring comment wa$
made on the unfairness of taxing some couises simply
because these do not count towards a diploma or degree€:
The Canadian Federation of Students noted that textbooks
and other educational materials purchased separately bY
students would be taxable. The GST would also pose 2
major administrative problem for educational
institutions, which would need to apportion their coSts
according to taxable and non-taxable courses. We heard
from the Canadian Association of University Teachers that
the GST might be applied to.research grants provided to

universities.

The evidence heard by this Committee indicates thaty
contrary to the impression being given by the Government:
educational studies would be subject to the GST. Tuitio?
fees for most non-credit ‘courses and payments for
textbooks and other necessary learning material®

purchased by students would be taxable. The Alpert?
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Association for Continuing Education, in particular,

Government’s view that

strongly disagreed with the
" We have seen one

education would not be taxed:

advertisement that has been running which suggests that
the GST will have no impact whatsoever on education. That
is a blatantly false statement from our perspective. We
it 4 “the advertising in

would certainly appreciate
federal

GST being purchased by the

support of the
t (64:108)

government was more accurate.'

Insurance

The property and casualty insurance industry would have
significant problems with the GST. The industry would be
required to settle claims after 1 January 1991 on which

companies would have to pay GST but which are funded by
lower premiums collected prior to the GST implementation
date. Since the industry is an exempt financial service,
t be recovered by claiming input

these extra costs canno
| The GST would reduce capital and reserves in

0 million but the inequity can only
For

tax credits.

this industry by $35 |
focusing upon single companies.

be appreciated by . s
instance, the GST would cost the Laurentian Pacific
, y a total of $1.571 million, more than

Insurance Compan |
the company earned in 1988 and 1989 combined.

Taxation of Reading Materials

tee believes that the taxation of books and
step backwards in promoting

lit cy and would place an unnecessary burden on
itera

students who must purchase their own textbooks. First-

dents at the University of Toronto, for example,’
b Evidence received from a

The Commit

reading material 1s @

year st k
books.

et $700 for text
Wus Ghiss sity of Toronto Press was

representative of the Univer
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that professors would respond to the GST by reducing the
number of textbooks on required reading lists. This is
further evidence that education would be taxed under the
GST. Finally, it is worth noting that taxing reading runs
counter to the Carter Commission report, which
recommended that newspapers, magazines and books should

not be subject to a retail sales tax.

Used Goods and Works of Art

A number of witnesses have appeared before the Committee
expressing concern about the way in which Bill C-62
applies the GST to used goods and works of art. Works
of art, antiques and numismatic items will now be subject
to a 7% tax. Many people purchase these as investment
goods, in the same way they might purchase stocks or
bonds. The application of the.tax on these items makes

them less attractive as investment vehicles.

But there are also important cultural aspects to thesé
items. By zero rating exports, Canada might lose a larg®
part of its Canadian works of art to foreigners whos®é
purchases will be free of tax while purchases DY

Canadians will be subject to tax.
Other Problems

Representatives from the Canadian Association of Customs
Brokers told the Committee that they would not enjoy th®

_

#

same degree of bad debt protection as other taxpayerS: .

Other significant technical problems raised in the repor”®
concerned exporters, periodical marketers:
telecommunication <carriers, flower wire servicess

brewers, jewellers and investment advisory services-
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Underground Economy

The GST has been promoted by the Government as a means of

drawing business participants out of the underground
This would occur because businesses would want

economy.
Tnlfact,«the GST will do

to claim an input tax credit.
little to reduce the size of the underground economy.

A firm operating in the underground economy can be
thought of as an illegitimately exempt firm. Whether the
as 1in the case of

Government bestows this exemption,
residential landlords, or a firm

small firms, doctors,
grants its own exemption by participating in the black

market, the advantages Or disadvantages of exempt status
are the same. A business would rather be exempt when

selling to hous

eholds while a firm would rather be non-
lling to other non-exempt businesses.

A

exempt when se
taxable business must raise its prices by 7%, despite the

fact that it receives input tax credits whereas an exempt

business raises prices by less than 7% because the value
added éf the business is not subject to tax. Moreover,
legitimate or otherwise, Dbears no

compliance costs. Although businesses selling to other

non-exempt businesses are worse off if operating in the
ouseholds are better

an exempt £firm,

black market, businesses selling to h ‘
off financially by operating in the black market.

irms will have no advantage

It is trus that black market £
butsthis is .ReE

when selling to registered business,
: market. They sell primarily to

e is provided to encourage them

households and no incentiv

to register e fchesiac Eidn sapt I sk e Gareramont S
actually increased the scope€ for profitable underground
gmaller firms have been offered a quick

their traditional

participation.

method of accounting. If they take this choice, they
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need not apply for input tax credits except for major
capital purchases. Thus,'they lose nothing by purchasing
services from a participant in the underground economy.
Not only can households receive lower cost services when
dealing with a participant in the underground economy, so

can small businesses.
GST and Native People

Bill C-62 is silent on the issue of taxation of Indians.
However, the Government is interpreting section 87 of the
Indian Act to mean that the GST will not apply ¢to
purchases made by Indians on the reserve or to purchases
made off the reserve that are delivered to the reserve.
Other purchases would be subject to the tax. Native
representatives that apppeared before the Committee
disagreed with this interpretation of section 87 and
argued that no purchases made by Indians should Dbe
taxable. This fundamental disagreement between the

Government and Indian peoples must be resolved.
Visibility of the GST

The Government is rejecting the FST because it is ar
invisible tax. The GST, on the other hand, is supposed
to be a visible tax. But the Government has had t©

soften its original claims of wvisibility.

Most.provinces intend to apply the provincial sales tax
on top of the GST rather than in parallel. If the GST 1%
to be visible, cash registers must be equipped 5
separate out the GST component from the subtotal pbefor®
the provincial sales tax is applied. Unfortunately, mos®
cash registers simply cannot handle the job and consumer?®

would see a single compound rate consisting of both the

'ﬂ)"
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GST and the provincial sales tax. This is especially

ironic considering that visibility was supposed to be one
of the major benefits of the GST over the existing FST.
It now appears that visibility has been sacrificed and
the best the Government can do in that regard is to
require vendors to hang a sign stating that the price is

GST-included.

Some retailers such as Sears have stated publicly cthat

they will show GST exclusive prices and add the tax at
the cash, while Woolworths and others have stated that

they will include the GST in their posted prices. As a

consumers will now fiind R Ui nddEEacnlt to do
Not only must they make sure that

elling goods of similar quality

result,
comparison shopping.

different retailers are S
and size, but they must now ensure that retailers are

quoting prices on the same basis.
Visibili€y~ ~i8 also diminished when the GST exempts
certain products fr Exemption does not remove

the tax, it only hides i€,
is embedded in their

how much tax
'+ know how much tax they pay on daycare

Households won
services or dental'services. A student paying tuition
granting course or purchasing a meal plan

for a degree
will pay some GST but will not know the amount because of
the exempt status.

om the tax.
Thus tenants will not know

monthly rent.

exembt status and institutional pricing
t products to the same

under the GST will subjec

problems that now plague EhedFST.

policies
visibility



(5539

(554)

{S39)

198

The Tax Is Unfair

Even more important than the technical flaws in the Bill
is the matter of fairness. Any tax that is going to
raise $18.5 billion per year and constitute a major part
of the federal tax arsenal must meet some basic elements
of fairness. The GST, and other VAT-type taxes, is not
generally viewed as meeting those basic fequirements. b
is a regressive tax: lower income individuals spend a
greater share of income on consumption and are therefore
obliged to pay a greater proportion of their income in
sales tax. To make it more acceptable, the federal
government is including a system of enhanced refundable

tax credits as part of the GST package.

If the basic structure of the tax is going to be
determingd by the tax credits, they must continue to be
effective. 1Instead, the provisions of the Bill ensure
that, only temporarily, would they do the job which they

are meant to do.

P

The credits, and the income threshold after which they

decline, are only indexed to take account of inflation in
excess of 3%. Thus, the real value of the credits would

decline over time and an increasing number of individuals

and families would have their benefits reduced.
Eventually, even the very poor would not be protected
from the extra cost imposed by the GST. Indeed, after
only five years, some families could lose up to $300 of
the real value of their credits, which amounts to oneée-
half the maximum value of credits for which they are®

eligible.
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In the past, the Government has made statements about

adjusting these sales tax credits and income thresholds
this Committee is not in a position

over time. However,
The Committee

to evaluate the Government’s intentions.

can only judge the GST on the basis of the legislation

which is before it and clearly, Bill C-62 does not

provide for full indexation of the refundable sales tax
credits and income thresholds.

This is not the only problem with the GST credits. The

$100 single adult credit is not fully obtainable unless
the individual’s income exceeds $11,169. We are told that
this credit is designed to reach the working poor but
must it also deny the very poor who are in the most dire
need of assistance? Also, if Quebec continues to treat
the refundable sales tax credit as income for purposes of
determining social assistance, the GST tax credits would
merely offset social assistance benefits to the poor in

that province.

letely fail to take into account the

The GST credits comp
The GST

high cost of living in Canada’s remote regions.
would apply on the final price of goods and services
inclusive of transportation costs, which are =
significant component in the price of goods and services
offered in the north. Although the average Whitehorse
family would pay about $400 more GST than the average

Canadian family,
the credits. The Committee was also told

of living in vellowknife is 40% higher than in southern
Canada with outlying settlements even more expensive.
Thus, not only are the credits too small but the income
threshold of $24, 800 at which the GST credits start to be
reduced will not reflect the same standard of living in

h as in southern Canada

this is not reflected in the value of
that the cost
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The system of credits is not the only means by which the
Government has promised the people that the adverse
consequences of the GST would be mitigated. Some
products are to be zero rated while.others are to be tax
exempt. The Government, for example, has made much of
the fact that residential rents are tax exempt. This
exemption serves to conceal the GST paid on inputs but it
certainly does not eliminate the tax. This: 48
particularly ironic because the FST is being discarded
because of its invisibility. The price of exempt items
such as residential rents would go up in price as @
result of the GST. In the case of new rental

accomodation, the increase can be substantial.

Many Canadians find it difficult to purchase their own
home. The Government has reassured Canadians that theé
affordability of housing will not be much affected by the
GST. The evidence received by the Committee is quite the€
contrary. Land will now be taxed for the first timé
under the GST. It constitutes a large part of the pric€
of housing in high-cost housing markets. In the cities
of Toronto and Vancouver and in the golden horseshoe are2
of southern Ontario, new home prices could increase by
3%, substantially higher than the figures cited by th®
federal government. In Toronto, this amounts to 2

$10,000 increase.

Even though the sale of used housing is free of tax, that
market should also see price increases as a result of Bk
GST. Since used housing is a substitute for new housing’
an increase in the price of the latter should drive up
the price of the former. More directly, soft costs

realtors’ fees and legal fees -- will now be subject i
the GST. A 7% tax on these costs could increase £he

price of a home by 0.5%.
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. Although there would be a GST rebate of 2.5% on purchases

of newly constructed houses valued up to $350,000),

declining at prices above that level, there is no similar

rebate offered on new rental accommodation. The

Committee heard that the cost of new rental accommodation

will increase substantially. On average, the GST would

raise residential rents by 2% in Ontario as even older

buildings will be subject to the tax on many inputs.

Similarly, the Committee was told that the GST could
raise the price of monthly rentals .by -$27 to 856  in

Vancouver. Low income individuals can ill afford such
rent hikes particularly in tight rental markets such as

Ontario where almost one half of tenants with incomes

below $25,000 already pay 30% of their income in rent.

04 concerned that the Government has

The Committee is ver
e against rental accomodation by not

chosen to discriminat
n newly constructed rentallsunits i iPh g

providing rebates o
avour those who can afford to purchase

policy appears to f
a new house over those with mostly modest incomes who
must rent their accomodation.

e GST does not tax basic groceries, it is

Although th
say that it does not tax food. The

misleading to
as been told by several organizations, most

Committee h
he - Canadian Restaurant and Food Association,

notably ¢t
% -of .the household food dollar is spent in eating

that 40
establishments. Wwhen food items which are not basic
either by the nature of the items or by the

groceries,
e notion that food is

size of the packaging are added, th
orrect.

not taxed proves to be totally inc

this Committee that in

extraordinary to
could fail to

e Government
em as fundamental to a sales

It seems
introducing Bill c-62 th
address adequately & probl



(566)

(567)

(568)

202

tax as the issue of regressivity. In summary, the
Government has proposed a tax which does not meet the
test of fairness. This tax is unfair to lower income
families and it is unfair to those living in high-cost

parts of the country.
The*“Tax IS~ Too Complex'

The GST is not only unfair, it is extremely complex. A
multi-stage sales tax, such as the GST, is regressive
with respect to compliance by business. A British studY
found that the cost of complying with VAT is 40 times
higher for small business as a proportion of sales than
for large firms. Businesses making only taxable sales
must account for tax paid on purchases and tax owed on
sales. However, the complexity increases as the number
of zZero-rated and tax exempt items are added to the

system.

The evidence from a forthcoming book by Professor John
Whalley and Deborah Fretz indicates that, "the particular
form of VAT that Canada proposes to introduce is, DY
international standards, surprisingly complex. It als©
has a relatively narrow base and, if European experience
is anything to go by, further complications may yet
develop, including multiple rates." (John Whalley and
Deborah Fretz, The Economics of the GST, Canadian TaX

Foundation, forthcoming)

The complexity of the tax is most evident for small
retailers selling food products. The definition of basif
groceries is replete with anomalies and it will be up €o
the retailer to ensure that the tax is applied correctly-
Large retailers who have computerized checkout scanners

can program their computers to distinguish betweel
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taxable and tax-free products. For smaller retailers,

these distinctions must be made by the cashier.

Suppliers of exempt and non-exempt goods and services
must apportion their inputs in order to claim input tax
credits on purchases used to produce taxable supplies.

This poses particular administrative difficulties for

those who supply both types of goods, such as financial

institutions, educational institutions, charities and

non-profit organizations, and landlords whose complexes

include both long-term residential and commercial

supplies.

Under any VAT-style tax, the compliance cost for small
business is already substantial but the Government has

magnified this beyond tolerance by proposing to introduce

" the GST without folding it and the provincial sales taxes

into a single national regime. The Canadian Federation of

Independent Business (CFIB) has said that the two-tiered
approach is unworkable and has been adamant that the GST

not proceed without the cooperation of the provineces. As

the CFIB told the Committee, "What this Government is

Proposing is the absolute worst sales tax in the world.
It is the worst system that man could possibly devise.™"
(49:10) The Saint John Board of Trade indicated that,'
"small business would face an administrative nightmare."
Yet, the federal government has decided to proceed with

the tax anyway.

The recent agreement by Quebec to harmonize its
provincial sales tax with the GST, although a step in the

right direction, is considerably short of a national
consensus. Even then, the agreement was reached at the

cost of the resignation of Quebec’s Minister of Revenue.

The premiers of the other nine provinces stated in a
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joint communique released at the premiers’ conference on
August 13-14 that they find the GST unacceptable and
believe that it should not proceed. The recently-elected
premier of Ontario, Bob Rae, has vowed publicly to fight
the GST. It has been reported that both Alberta and
British Columbia are considering the possibility of a
court challenge to Bill C-62.

The Organisation faor Economic Co-operation and
Development has recently commented upon the proposed
GST. That organization has concluded that the lack of
federal-provincial harmonization 1is the most serious
shortcoming of the new tax, leadimg to needlessly higher
administration and compliance costs. These costs are
also raised by failure to tax basic groceries.

Complexity of compliance is harmful to the economy.
Resources must be spent in an activity which adds nothing
to the goods and services people wish to consume. This
complexity is also reflected in the higher administration
costs to the Government, which must hire an additicnal
4000 people and spend an extra $200 million to raise the
same amount of money that it now collects. This makes no

sense.
The GST Harms the Economy

Of all the tax alternatives presented to the Committee,
none is as damaging to the Canadian tourist industry as
the GST. It would encourage Canadians to vacation abroad

and discourage foreigners from coming here. This

. industry generates about $24 billion per year in revenueSs

and employs 1.2 million persons. Tourism has the
potential to be a'major growth industry in Canada, yet

the evidence received by this Committee indicates that

P
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the tourism industry is already suffering from a

declining number of foreigm visitors and the GST would

only exacerbate the problem. Bill C-62 would provide

some relief in the form of rebates to foreign travellers

for tax paid on accomcdation and goods purchased and

taken out of the country. However, the Committee heard

that this would not alleviate the problem because of the

minumum $20 rebate amount and because a large proportion

of tourist expenditures are made on services and other

items that would not qualify for the rebate.

Also, the tourist rebétes would do nothing to encourage
Canadians to remain at home rather than travel abroad.
With the United States border within several hours drive
for the vast majority of Canadians, the GST is one more

reason to vacation south of the border.
has already reached

The problem of

cross-border shopping in the U.S.
for some Canadian border

serious proportions
The GST can only increase the relative

communities.
When surveyed, 47% of

attractiveness of U.S. shopping.

Canadians indicated that they will vacation in the United

States rather than Canada. According to the Conference

Board of Canada’s Tourism Research Ins
of Canadians taking their holidays within Canada has been

consistently declining for the last decade, with the U.S.
y of that. This. soxt of

titute, "The number

being the prime beneficiar
t -- the perception of a high Canadian

economic environmen
that travel will Dbecome more

dollar and the fact
expensive after the go
-- will only further €

ods and services tax comes in 1991

ncourage that trend."

Foreign travel recelipts represent a valuable Canadian
export worth approximately $7.2 billion to the Canadian
economy in 1989. The Committee believes that taxing
exports-is simply the wrong route to take. Furthermore,



(577)

(578)

(579)

206

it runs contrary to one of the Government’s stated
reasons for introducing the GST, which is to relieve the

cost burden on Canadian exports.

A major pre-occupation of economic policy concerns the
control of inflation. We are paying a high price for
this policy in terms of higher interest rates and their
effects on the economy. Tet the federal government is
intent on introducing a tax which would, in all
likelihood, increase the rate of inflation. The Minister
of Finance in British Columbia, the Honourable Mel
Couvelier, made the following comment on the inflation
effect of the GST: "It will represent a significant price
shock to the economy at a time when high interest rates
and an artificially high dollar are already choking off
economic growth;“ (386,515 )

The first reason it would raise prices is that provision
has not been made to remove the existing FST from all
products. Representatives from groups across the country
told the Committee this. For example, the Government's
8.1 % rebate for FST paid on existing inventories 1S
completely inadequate. In this regard, the Committee€
heard from automotive -parts dealers, building supplY
dealers, importérs and manufacturers of toiletries.
cosmetics and fragrances. Firms are expected to pass$s
along the supposed savings from removing the FST but this
is impossible where the o0ld tax remains embedded ;n

inventories. .

It is also ironic that the GST is touted as a tax which
removes relative price distortions in the economy. yet
the FST inventory rebate is applied in a haphazard

_ .manner, giving too little rebate to some and possibly too

much to others. During the transition, this is probablY
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the most important source of distortions many sectors can

expect to face. Contrary to the intent of the GST,

relative price distortions will not be corrected.

The Government is spending $19 million on a Consumer

Information Office (CIO) to monitor price changes as a
result of the GST. The House of Commons Committee, which

studied the organization, heard that in most cases it is
impossible to determine the amount of FST embedded in the

price of a product. The CIO recently released its first

publication on the expected price changes from the GST.

However, the Retail Council of Canada believes that the
booklet could mislead the public because it sets up
in which

benchmarks that "aren’t part of the real world

retailers operate.”

The Government has announced that the introduction of the
GST would result in a one time price increase of '1.25%,

Aside from the dubious belief that all the FST savings

will be passed along to consumers, the Government'’s price

estimate assumes that workers would not respond to any
price increases brought about by the introduction of the
GST. This is definitely not the story that we heard coast
ntatives. The unions told this

to coast from union represe
will reflect the

that their wage demands

Committee
the GST, which® s

expected price
substantially above €

increase from
hat presented by the Government.

t wants to introduce a tax which would

Thus, the Governmen
unemployment and possibly,

lead to higher wage demands,
Signs of labour unrest include strikes by

ers at Stelco and Algoma and workers in
Even the Bank of

labour strife.

16,000 steelwork

various forest industry companies.
Clerical and manual workers at the

Canada is not immune.
Bank of Canada’s office in Montreal were threatening to
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strike unless they obtained wage increases in 1991 to

compensate for the impact of the GST.

The information received by this Committee indicates that

the Government’s price estimates are simply not tenable.

On balance, we believe it much more likely that the
inital price impact would be higher than 1.25% and that
wage demands are likely to extend this into subsequent
periods and boost the underlying inflation rate. This
does not bode well for monetary policy. The Governor of
the Bank of Canada has told the Committee that the Bank'’s
monetary policy will respond to any increase in
inflation. The Committee is deeply concerned that the
Bank of Canada'’s response to the GST could raise interest
rates, or halt the recent declining trend, and help push

this country into a serious recession.

When the  Government was first considering the
introduction of -a new sales tax, economic prospects
looked very rosy and the economy has generally performed
well since then. But unforseen events have adversely
affected the economy. Interest rates are far higher than
expected back in 1987 and the Bank of Canada has remained
steadfast in its fight against inflation via a tight
monetary policy. The resulting high intefest rates have
had the effect of slowing down the economy and it has
started to weaken in early 1990. The rise in oil prices

due to' the crisis in the Middle East might be just the

'éatalyst to bring on a recession.

Introducing the GST at this time, when interest rates are
still high and the economy is likely heading towards @&
recession, brings with it a set of adverse economiC
effects that a more oppbrtune introductory date would
avoid. The change in tax regimes imposes adjustment
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Costs on the economy reflected in a jump in prices, lower

growth and higher unemployment. These costs are

temporary in nature and will be imposed on the economy no

matter when the GST is introduced. But it appears to be

particularly counterproductive to impose these costs on
the economy at a time when we might be heading into

recession. Exacerbating an econcomic downturn is not

usually considered good economic policy.

Although the New Zealand GST has been presented as a

model for Canada to follow, the economic evidence is not
The introduction of that country’s GST

SO reassuring.
The

rate of price increase jumped dramatically in the year of

introduction and economic growth stagnated in that year

and the two following years. Significantly, tax and

designed to protect lower income
They were also

transfer measures

not adjusted when the GST rate increased by 2.5

percentage points. (J.W. Warnock, "Adding up the damage

from New Zealand’'s model tax", Globe and Mail, October

10, 1989.)

Tax Grab Instead of Tax Reform

While the Government has argued that the GST is a

replacement tax, this is Clearly not the case. According
to evidence from the Chief Statistician of Canada, 60% of
personal expenditures are spent on services. Even when

exempt services, such as rent, are

expenditures on
a substantial portion of

excluded from the tax base,
consumer expenditures would be directly burdened by a

sales tax for the first time.
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Significantly, the Canadian Advertising Foundation agreed
that the GST is not simply a replacement tax for the
existing FST. The standards division of the Foundation
ruled that government radio advertising stating that the
GST is not an additional tax was "deceptive" because the
GST is applied on a much broader base than the FST,
including such services as restaurant meals and haircuts.
The Better Business Bureaus of Vancouver and Toronto
labelled the government GST advertising as "offensive and
misleading”. '

If left in place, the FST could generate $18.5 billion in
1991. The Government is proposing to generate
approximately the same amount of money in 1991 via the
GST. But in addition to this revenue, it would impose at
least an additional $200 million in administrative
costs. This money must come from somewhere and it will
come from taxpayers. It will imposé a higher burden of

compliance on business, especially small business. These

costs must be paid somehow, and they are likely to be

paid by consumers.

In the first few years, the GST will cause economiC
dislocation. Sectors such as services, hit with a sales
tax for the first time, will suffer while the overall
reduction in consumer purchasing power will slow the
economy down and cause unemployment. |

Why go through all of this 'if thé tax is to be revenué
neutral? The answer that it generates $9 billion in
added output is not sufficient in light of the major
economic dislocations involved. Furthermore, it is the
elimination of the FST which would generate the output
gain, not the introduction of the GST.
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More than likely, according to witnesses, the Government
is going through this exercise to introduce a tax which
could significantly boost future revenues. By taxing
services for\the first time, it is taxing the fastest

growing component of GDP.

As the B.C. Minister of Finance, the Honourable Mel
Couvelier, told the Committee, "It is no secret that the
federal government sees the GST as a solution to stem the
red ink and slow the growth of the mountain of debt.

I am frustrated by the federal mindset that sees a tax

grab as the only solution to our fiscal dilemma." (66:15)

The international experience in this regard is not
reassuring. VAT rates in the rest of the world have not
only been introduced at higher levels than in Canada,
they have grown substantially. "With about one-half of
the Canadian GDP already going through one form of
government or another, it is not comforting to be

presented with a new tax that can only be referred to as

a. ‘cash cow'.

As the above discussion has pointed out, the Committee
does not think the GST is fair. Also, it is not clear
that it is efficient. Our" tax " structure” must be

competitive with that of our major trading partner, the
United States. The U.S. does not have this kind of tax
and has deliberately rejected it in the past. Moreover,
Americans do not face the same high level of taxation
that Canadians face. If the GST promises ever higher

taxation, our competitiveness will further erode.

Nine out ten provincial governments oppose the move by
the Government into retail sales taxes. In New Brunswick,
the provincial Minister of Finance told the Committee,
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"The goods and services tax represents a massive federal
invasion of the sales tax field, which until recently was
exclusively a provincial domain. If <the federal
government decides to use the goods and services tax to
reduce its deficit, it will do so on the backs of the
provinces by raising its initial 7 per cent rate and
crowding the provinces out of this very important revenue
source. This could result in a reduced ability to deliver
provincial services or increased reliance on other taxes,
such as higher personal and corporate income taxes."
(51:63]) .

Also, the Minister of Finance for British Columbia
stated, "The provinces are being put in vice. We are
being squeezed on the revenue side by the GST’s intrusion
into our tax field and on the expenditure side by the

offloading of program costs." (66:17)

The Committee agrees that the introduction of a federal
sales tax extending to the retail level, although within
the constitutional authority of the federal government,
represents an unwarraﬁted intrusion into what has
traditionally been a tax field occupied by the provinces.
This is likely to have long term implications for the
ability of the provinces to raise revenues by this means.

Increased Reliance on Sales Tax -- the Best Alternative?

The Committee believes that this tax represents 2
fundamental change in direction for taxation in this
country. Aside from the issue of whether the GST 1is
revenue neutral or budget neutral at the outset, in
virtually every other country introduction of a VAT-style

..tax has resulted in greater reliance on sales tax as @&

revenue source. Some examples of VAT rate increases in
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other countries after inﬁroduction include: 8% to 20% in
Austria; 10% to 22% in Denmark; 13.6% to 18.6% in France;
10% to 14% in Germany; 12% to 18% in Italy; 12% to 20% in
the Netherlands and 11.1% to 23.46% in Sweden. There is
no reason to believe that the experience in Canada will

unfold differently.

Witness after witness told the Committee that on equity
grounds increased reliance on sales taxes was the wrong

direction for Canadian tax policy to take. Anti-poverty

organizations, seniors groups, unions and concerned

individuals all recommended that the Government abandon

the GST proposal and address its budget regquirements

through other tax and expenditure measures.
The Committee was particularly impressed with the
testimony of Professor Robin Boadway who argued that the

GST would increase the reliance on sales taxes leading

inevitiably to further erosion of the federal

government'’'s position in the income tax £iela . “In 1970
the personal and corporate income tax revenue collected
by the federal government was 2.5 times the amount

collected by the provinces; by 1987 this ratio had
slipped to 1.75 times.

Professor Boadway believes that there are powerful

reasons for the federal government to maintain its

dominant position in the income tax field. He notes that
the harmonization of the Canadian income tax system
across provinces, which achieves a high degree of equity
is coming under increasing strain as
flat rate taxes in the

and efficiency,

special provisions, such as
western»provinces, erode the principles of harmonization.
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Also, the income tax system may be the only means by
which the federal government may address, on a national
basis, issues of redistributive equity. The provinces
control many of the redistributive levers on the
expenditure side including health, education and welfare.
Professor Boadway argues that since the end of
inheritance taxation, the only instrument left to the
federal government to address redistributive equity is

the personal income tax.

Although raising corporate and personal income tax rates
is obviously one option for replacing the existing FST,
the Committee does not necessarily endorse this or any of

the other numerous suggestions that were presented.'

Neither does the Committee have the resources necessary

to provide a complete evaluation of the various

alternatives received.

Fundamental questions about the GST remain. For instance,
does the federal government really need to leﬁy its own
sales tax? Could the federal government vacate the sales
tax field and raise income taxes instead? If some form
of national consumption tax is desireable, must it take
the form of a European-style credit-invoice VAT with the
associated paperwork burden that requires tracking every
transaction in the economy? The Government has
completely bypassed any public debate on these questions

in its haste to introduce the GST.

So far, the Government’s strategy in promoting the GST
has relied solely on comparing it with the FST. However,
no matter how damaging the FST, this does not lead
inevitably to the conclusion that the GST is the best
alternative. Only a rigorous comparison between the GST
and the other alternatives can determine that.
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Unfortunately, the Government has failed to produce any
studies which show conclusively, or otherwise, that the

GST is the best alternative to the FST.

This Committee acknowledges that -the current FST is
flawed and should be replaced but it does not believe
that introducing a new sales tax as rife with problems as
the GST is the correct way to proceed. Furthermore, until

such time as a thorough comparison can be made between

the GST and the alternatives, it would be precipitous,

even rash, to proceed with such a major change in tax.

legislation.

CONCLUDING RECOMMENDATION

(608)

It is for all these reasons that the Standing Senate
Committee on Banking, Trade and Commerce considers that

Bill C-62, An Act to amend the Excise Tax, the Criminal

Code, the Customs Act, the Customs Tariff, the Excise

Act, the Income Tax ‘Act, the Statistics Act and the Tax

Court of Canada Act, should not be proceeded with further

in the Senate.

DISSENTING OPINION

(609)

The members of the Committee who support the Government

are not in.agreement with this recommendation and urge

that the Senate adopt Bill C-62 without amendment.
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APPENDIX A






witness

1» Air Transport Association of Canada
Air travel to the U.S. should not be taxed. The GST results in tax cascading
because it is applied on top of the air transportation tax and because the excise

tax on fuel has not been repealed.

(2) Alberta Association of Continuing Education
They recommend all learning- activities be tax exempt regardless of their status

as credit or non-credit,

(3) Alberta Canola Producers Commission
All farm inputs should be zero-rated.

(4) Alberta Council on Aging
The Council opposes the GST because it hurts seniors on fixed incomes and it is

an invasion of provincial jurisdiction.

(5) Alberta Federation of Labour ‘ :
They want the GST blocked because it is inflationary and regressive. A more

progressive ‘personal income tax system and a 20% minimum corporate tax on
profitable corporations are needed.

(6) Alberta Liberal Party
The party opposes the GST and wants it blocked becau
inflacionary and unfair to Alberta.

se it 1s regressive,

(7) Alberta Motor Association :
The legislation should be amended to permit property and casualty 1nsurers toO

obtain transitional relief for the GST applicable co claims which occurred in
1990 and prior years but which were settled after 1990.

(8) Alberta NDP QOfficial Opposition
The GST is regressive and the tax credits ar
interest rates, improve corporate income tax an
taxation.

e not indexed. We need to lower
d establish a Royal Commission on

(9) Alberta Soccer Association : x ’
All provincial affiliates of registered Canadian Amateur Acthletic Associations

should be treated as charities and thus be eligible for the 50% rebate.

(10) Alberta Union of Provincial Employees, U. of A..HOSPital .
The GST legislation should be blocked because it is regressive and the credits

are ineffective,

(11) Alliance of Canadian Cinema, TV and Radio Artists
They want the GST rejected and the Neil Brooks proposal considered.



(12) Alliance of Canadian Travel Associations

The GST should be delayed until July 1991. Flights to the U.S. should be zero-
rated and the departure tax should be eliminacted. Inbound travel should be
treated like an export i.e. exempt. If not, then transportation in Canada should
be treated as a rebate item. The minimum claim threshold of $20 should be
reduced to zero.

(13) Amalgamated Clothing and Textile Workers Union

There are many reforms and alternatives to the MST and the proposed GST. Abolish
general federal sales taxes, and replace the lost net revenues with a combination
of selective sales taxes, wealth taxes, and progressive reforms to the personal
and corporate income tax. Senate should reject GST.

(14) American Federation of Musicians
They recommend amending the legislation so musicians are exempt.

(13) AMI Asset Management International

Part V of the Schedule VI should be amended to say that advisory services
rendered to non-residents be zero-rated providing the non-resident remains
outside Canada through-out the performance of the service.

(16) . Professor Kell Antoft
The GST does not take account of property price variations and will have a
negative effect on the housing markect. A Gross Revenue Tax based on total

business revenue generated is an alternative.

(17) Assembly of First Nations
Indians should not pay tax as it is an infringement on their rights under s.35
of the Constituction Act, 1982.

(18) Assembly of Manitoba Chiefs
Registered Indians should be exempt from paying tax on all purchases.
Incorporated businesses on First Nations communities should also be zero-rated.

(19) Association of Canadian Car Rental Operators

The witness recommends that the transitional rules be amended to enable owners
to recover an estimate of FST contained in certain capital vehicles. on January
15 ck99:0: '

(20) Association of Saskatchewan Taxpayers
The Association oppose the GST and want it blocked.

(21) Association québécoise de 1’industrie du nautisme

The association supports the GST but wants to make changes to it. The definiction
of temporary accommodation should be expanded to include dockage and mooring
expenses incurred by a foreign boat owner staying in Canada. The FST rebate
should be granted in all cases on the basis of the FST paid rather than on the
basis of an estimate when the FST can be identified.



(22) Atlantic Building Supply Dealers Association

They support the GST but say the provincial and federal governments should co-
operate on the issue of taxation. There should be a credit to allow businesses
to write-off part of the capital cost of acquiring technology to administer the
tax. All exemptions shouyld be eliminacted and the rate should be lowered to 5%.

(23) Automotive Industries Association of Canada _
The small traders threshold for the 5% tax should be increased to $500,000. The

GST rate should be reduced to 5%. The designated rate To remove existing FST
from inventory should be higher and the federal and provincial taxes should be

combined.

(24) Hon. Michael Ballantyne, Minister of Finance, GNWT
n its present form and believes measures must

The Minister is opposed to the GST i
he increased cost of urilities.

be taken to compensate northern residents for €

(25 B.C. Automobile Association
The Association opposes the implementat
claims relief should be provided so that GST
cost of any general insurance claim that ha
implementation of the GST.

jon of the GST as a retroactive tax and
does not apply to any portion of the
s occurred or will occur before the

(26) B.C. Dietitians and Nutritionists Association

Dieticians’ services should be exempt.

(27) B.C. Federation of Labour : . b
The GST should be blocked, it is inflacionary. We need a more progressive lncome

tax system and corporations should be paying their share of taxes.

(28) B.C. Liberal Party, Office of the Leader '
The witness recommends the Senate stall the Bill and not pass it until an

election has ‘been held.

(29) B.C. Provincial Council of Carpenters ; :
Miha GET Mush . be: Blockid,  BRcaEta ik sis regressive and inflationary and has a

negative impact on the housing industry. Corporations should be made to pay
their share and military spending should be reduced.

(30) B.C. Psychological Association i

Psychologists should be included within the healcth care practitioners component
of the GST.

(31) B.C. Teachers Federation

s regressive and poses practical -

The Federation opposes the GST because i '
d sending it back to the House

problems for schools and.teachers. They recommen
of Commons with a request for a fair tax system.

(32) B.C. Trucking Association’
They oppose the GST because it is inf
competitive disadvantage.

lationary and puts their members at a



v
(33) Professor Robin Boadway ;
GST is not a good tax for Canada for 2 reasons: federal government should
maintain a dominant position in the direct tax field; and it is a very difficult
tax to administer on a multi-jurisdictional basis.

(34) Ross Bragg, Finance Critic, Liberal Party, N.S.
The GST is inflationary and hard on small business. It will deter foreigners and
Canadians from visiting the Maritimes.

(35) Brewers Association of Canada
The witness supports the replacement of the FST in principle but suggests
changing the time of payment for excise duty to the same time as the GST.

(36) Brooks & McQuaig :

Instead of the GST, the government should eliminate the MST, maintain current
excise taxes and recover lost revenue through the corporate and personal income
tax system.

(37) Business Counci{ of*B7C: :
They support the GST but believe it should be amended so as to satisfy the

public.

(38) Business Council on National Issues
GST will go a long way toward achieving the key objectives of state two of tax
reform outlined in 1987. Urges the Senate to pass Bill C-62.

(39) CAW-Canada !

Calling on the Senate to block the implementation of this tax so that a wider
consultation and investigation can be made of equitable and workable alternatives
to the GST.

(40) C.D. Howe

They generally support the GST but it must be visible and northerners should have
a credit. It has an overall favourable impact because 1t removes tax on business
inputs.

(41) " C.W.F. Bunting
A more equitable tax system is needed. Instead of the GST, a single percentage
income tax should be established. The FST should be maintained.

(42) Cameco - A Canadian Mining and Energy Corporation
They want uranium products zero-rated.

(43) Canadian Actors’ Equity Association

They oppose the GST and want it blocked.” A more progressive income tax system
is suggested, otherwise exemptions must be made for those who derive their
livelihood from the artistic and cultural sector.



(44) Canadian Association of Customs Brokers

They recommend that, in the case of bad debts, brokers should be allowed to claim
an input tax credit on the amount owing once it has been written off a broker’s
books. Also, the Accounting for imported Goods and Payment of Duties Regulations
should be amended to increase the time period for remitting accounts owed to

government.

(45) Canadian Association of National and Provincial Taxpayers
The association wants a law stating that -all future increases in total federal
revenue must be exceeded by reductions in overall expenditures until the budget

is balanced,

(46) Canadian Association of Occupational Therapists

The GST adversely affects health care services for many Canadians in low lncome

groups and the list of medical devices TO be tax-free is incomplete. Simpler
idered.

alternatives to the tax credit system must be cons

(47) Canadian Association of Social Workers
The Act should be amended so that social workers are exemptC.

(48) Canadian Association of University Teachers :
Day care services should be zero-rated. The Association does not agree with the

decision to limit exempt status in the area of education to credit courses,
courses for entry into regulated professions and second language tralning.
(49) Canadian Association of Wholesale Sales Representatives
Clothing should be exempt.

(50) Canadian Construction Association : .
Although the non-residential construction industry feels they will benefit under

the GST, thay- ate” opgobed to" the- aiffsrences o’ Cua tax Creatment of - work
performed in the MUSH sector by in-house work forces. This disctortion should be

eliminated.

(51) Canadian Co-operative Association
Recommends that the concept of closely relat
situations where groups of co—operatives own

ed groups be expanded €O include
a central wholesaler.

e Association

(52) Canedian GSametics, Tollefry and rragrops :
hat being extended to the

They want the same effective rebate on inventory as tC
automobile induscry.

(53 Canadian Council of Social Development

The Council opposes the GST because it is regressive. ‘ :
i ini osts.
and increase personal income tax to meet the administration ¢

We should lower the rate

(54) Canadian Dietetics Association
Dietitians should be tax—-exempt.



{(55) Canadian Exporters Association
They support the Bill but are concerned about goods which will be imported for
re—-export, currently, such items are exempt.

(56) Canadian Federation of Independent Business

The witness opposes the GST and wants it delayed for up to a year so a more
harmonized tax system may be agreed upon. The Bank of Canada could then curtail
inflationary pressures and reduce interest rates.

£S57 Canadian Federation of Students

They oppose the GST because the credit is inadequate and post secondary
institutions which specialize in courses requiring above average purchases of
equipment will be hard hirc.

(58) Canadian Furniture Leasing
Accepts GST if, and only if, companies price their goods and services fairly and
that the GST be equal to all sectors of the economy without providing loopholes.

(59 Canadian Hospital Association

GST will cause administrative burden, compromised cashflow and inequitable
treatment of different types and levels of health care facilities. Recommends
adoption of a uniform GST approach for all non-profit facilities and agencies at
zero-rating.

(60) Canadian Importers Association Inc.

The Association wants the following changes made: restore the rate of inventory
rebate to equal the rate of FST paid by importers; provisions must be made to
extend the terms of payment of GST by importers to 30 days from the date of
importation; customs brokers should be accorded protection under Section 237
similar to the bad debt proteciion provided to a vendor.

(61) Canadian Institute of Chartered Accountants
They advocate a multi-stage sales tax.

(62) Canadian Jewellers Association

Concerned with the Minister of Finance’s proposal to replace the existing MST
with the GST while leaving the manufacturer’s excise tax on jewellery. That will
create administrative problems and higher costs for the jewellery induscry.
Supports anyway the proposal to replace the existing MST with GST.

(63) Canadian Labour Congress

They oppose the GST and want it rejected. It is regressive and the tax credits
offer no protection. Instead we should increase income tax on high and very high
income earners.

(64) Canadian Long-Term Care Association

The long-term care sector should be free of the GST, if not, then the rebate for
long term care facilities should be set at a level which does not increase their
federal sales tax burden. The 1list of tax—-free goods should be re-examined.



%

(65) Canadian Manufacturers’ Association

The current federal sales tax is badly flawed,
damaging on manufacturers, and indirect sales tax costs are buried in prices.
Fully support the implementation of the GST in order to maintain Canada’s current

high standard of living.

antiquated and economically

(66) Canadian Medical Association
Concerned about the increased administration and related costs of the GST for

hospitals. Basic fairness should cause the government to quantify an annual

rebate available to medical practitioners that would leave doctors in the same
position under the GST as the existing MST system.

(67) Canadian Nurses Association

Anything which negatively influences the health of the people will detract from
the country’s economic well being. The GST will have a negative impact on healcth

care.

(68) Canadian Paraplegic Association

They want changes to be made to the legislation. :
indexed and it should be guaranteed that the GST will not hurt disabled people,

i.e. labour for home modifications should be exempt, labour for repairs to
wheelchairs should be exempt, etc.

The credits should be fully

(69) Canadian Pensioners Concerned - Alberta Division
They oppose the GST because it will be hard on seniors on fixed 1lncomes.

(70) Canadian Real Estate Association
The GST will create obstacles for many people wanting to own a home., Real estate

agents should be exempct.

(732 Canadian Research Committee on Taxation

The MST and corporate income tax should be replaced by a broadly based income
les statements

tax, Business Earnings Tax, to be levied on the factor cosSt of sa
as reflected in the cost of sales statements of all businesses 1in Canada.

(72) Canadian Restaurant and Foodservices Association
Does not oppose the GST, but does oppose the complex and discriminatory manner

in which the tax has been imposed. The tax rate is too high, and it 1s not

equitable.

(73) Canadian Soft Drink Association (CSDA) 200 3
The CSDA recommends that a tax category called “non-alcoholic beverages e
created and that a single tax regime be imposed on that category.

(74) Canadian Teachers Federation g

The GST is regressive, invisible and will fuel inflacion. The CrEd:: ié no;
fully indexed and will therefore not compensate iy 11y earzerié b o:z:maz
educational materials and professional development for teachers shou e es pt.

B CH
income tax system established.

loopholes eliminated.

75 Canadian Union of Public Employees,

The GST should be blocked and a fair, progressivg
Interest rates should be lowered and special busxness‘cax



(76) Canadian Veterinarian Medical Association
Veterinary medical services and drugs should be exempt.

W7 Allan Candy ‘
Confectionary with a rectail wvalue of $0.25 or less should be zero-rated.
Confectionary sold in sizes of 150g or more and confectionary sold in packages
of single servings of more than 5 items should also be zero-rated.

(78) Carpenters Union
The GST is regressive, the credits are only partially indexed and it will
devastate the housing induscry. '

(79) Catholic Diocese of Victoria
They oppose the GST and want the Senate to reject it. It is regressive and
places a great burden on women.

(80) Centrale des Syndicats Démocratiques
They support the replacement of the FST but not the GST in particular.

(81) Century Customs Brokers
They suggest changes in order that the customs broker does not have to pay GST.
GST payment should be the responsibility of the actual importer.

(82) Ace Cetinski
The witness is opposed because of the damage it will do the small business
sector.

(83) Christian Science Federal Representative for Canada

Proposes amendments to Bill C-62. Asking for equal treatment under the law and
Bill C-62 for CS practitioners, nurses and sanatoria as enjoyed over the years
from Government to that given to medical doctors, nurses, hospitals and other
health professions.

(84) Christmas Tree Council of Nova Scotia
The GST will bring high administrative costs and a decrease in sales. It will
be especially hard on the Maritimes due to the tax on transportation.

(85) : City of Edmonton

Local governments should be granted tax-free status and all municipal services
should be exempt from GST. Implementation should be delayed by 6 months to allow
for preparations.

(86) Coalition Against “Free“ Trade
The witness opposes the tax and wants it blocked. It is regressive, what we need
is a more progressive personal income tax system.

(87) Coinamatic Group ‘

Bill C-62 contains unreasonable demands on vendors using coin-operated equipment,
and silence on problems related to taxation of the Concessionnaire industry and
operating leases.

(88) Conference Board of Canada
They support the GST and believe it has long term economic benefits.



(89) Co-op Atlantic
Section 128(1)(a)(vi) could be amended by removing the phrase “not exceeding S“
to recognize the unique characteristic of co-operative ownership and reduce the

impact of administering the GST.

(90) Co-op Retailing System in Western Canada

The legislation should be amended so the tax is visible on all invoices.
Transitional credits should be available to all businesses regardless of size and
tax should be removed from all food. Implementation should be delayed until

April 1991 to allow for preparations.

(91) Consulting Dietitians of Canada
Dietitians practising in the private sector should be classified as tax exempt.

(92) Consumers’ Association of Canada

Fundamentally opposed to consumption—-based taxes.
delaying the January 1, 1991 GST implementation date until agreements have been

reached with all the provinces which collect sales taxes.

The government should consider

(93) Council of Quebec Employers i : 3
They support the GST but believe it must be visible and assistance musc be given
to small businesses to overcome the administrative burden. The federal and

provincial governments should agree on a single sales tax.

(94) Council on Tourism Association .
The Council recommends businesses be provided with tax numbers for their own
The

acquisitions so they are not required to pay GST and collect it back again.
GST should be combined with provincial sales tax systems 1n order to eliminate

bureaucracy. The GST should also be reduced to 3%.

(95) Hon. Mel Couvelier, Minister of Finance, g.c.
Mr. Couvelier opposes the GST because it is inflationary and proposes more

discussion and involvement of the provinces.

(96) Cowessess Indian Reservation Number 73
Indians should not be paying any taxes whatsoever.

(93t Crisis Centre Working Committee, PEI
They support it and want the bill passed without delay.

(98) Don’t Tax Reading Coalition
Reading should be zero-rated.

][ -lIIa> DO!iI‘l, M.P. 1
i i Conomy

adding $9 billion to national output.
the passage of Bill C-62.

He argued that che Sen

i f Toronto
5 intz and Thomas Wilson, HasEo
e ey vincial sales tax systems, not

The GST is complex, not compatible with pro ; ,

t
progressive for sanilie earning $30,000 a year and more, g léCkS g AT
with the US.



(101) Economic Council of Canada Q
They support it but recommend a national tax system to alleviate the
administrative burden.

(102) Edmonton and District Labour Council
The GST is regressive and inflationary and will hit the tourism and manufacturing
sectors hardest,. We need to make progressive tax reforms to the existing

personal income tax system.

(103) Edmonton Inner-City Church Committee
They oppose the tax and want a progressive income tax system and want the
loopholes presently avai%able to corporations to be closed.

(104) EZdmonton SE PC Committee on the GST
The witness 1is concerned that the GST revenue will not be used to reduce the
deficit and recommends a Royal Commission on Taxation.

((X0S5) Effem Foods Ltd.
The Bill should be amended so that chocolate confectionaries are excluded from
the definition of products that are not ba;ic groceries.

(106) End Legislated Poverty

They oppose the GST. because it will increase poverty. We should make
corporations pay their fair share of taxes by restoring corporate taxes to the
1984 level.

CHOT7Y Episcopal Commission for Social Affairs

Federal Government has a moral responsibility to promote economic justice by
reducing the gap that exists between rich and poor. GST should be rejected as
an upnfair tax agd be replaced by an alternative set of progressive tax measures.

(108) ° FMACQ - Consommateurs du Québec

Cesser les études, les négociations et le travail administratif entrepris dans
1’application du projet de TPS. La TPS est régressive. L'incroduction de la TPS
aura un impact inflationniste.

(109) Fair Rental Policy Organization of Ontario
The witness believes the GST will have a negatlve impact on apartment owners and
tenants.

(110) Federal Superannuates National Association
They oppose the GST, it is unfair to senior citizens and the rebates should be
fully indexed.

(T1Ly) Federation of Canadian Municipalities

Doubts whether administrative machinery will be fully in place by January 1, 1991
to ensure that implementation is achieved easily and without undue stress. ' IC
is suggested that postponement of implementation may be appropriate.

G12') Federation of PEI Municipalities

The federation wants the multi-stage tax system to be eliminated, thus removing
the various stages of taxes and rebates and one tax to be applied at the point
of consumption. i



CLE3) Fishermen, Food and Allied Workers
Fishermen with sales of $30,000 will incur extra costs in administering the GST.

(114) Flowers Canada/Fleurs Canada
The witness wants the compliance burden on retail florists reduced and says wire

orders should be taxed only at the point of sale.

G 1S) Fraser Institute
Food should be taxed and the rate dropped to 5%.

and a Tax Limitation Clause should be included ¢ -
increased without the legislation being submitted in its entirety to the House.

The tax should also be visible
o ensure the rate won’t be

(116) Funeral Service Association of Canada
Prepaid funeral arrangements should not be subject €O GST at the time the

arrangement is made. Cremation and burials should be tax free.

(117 Galerie Walter Klinkhoff :
Since many investment vehicles and heritages are belng 2zero-
original fine art should be too.

rated for GST,

(118) Professor Gillespie it
The GST will aid in che fight against the deficict.

(119) Global Economics :
GST will weaken the economy by raising interest rates e W -
spending. GST is regressive. The sales tax credit should be elevated, the

income threshold levels should be fully adjusted co inflacion, the GST rate

should be reduced ta 5% and a corporate surtax should be levied.

(120) Goodman & Carr

The government should make supplies to all
be taxed. GST should not be imposed on land.
should co—-operate in the administration of the tax.

registrants free of tax. Food should
Federal and provincial governments

(121) Governor, Bank of Canada

The GST is expected to exert a one-time increa
will be watching prices closely, if they rise,
increases.

se in the price level. The Bank
it will move to address cthese

(122) Greater Summerside Chamber of Commerce
They support the GST and urge quick passage of the bill.

(123) Green Forest Lumber Ltd.

Not opposed to the application of GST on its
in the canadian market; but opposed O paying
are exported.

canadian purchases which are sold
GST on its canadian purchases which

(124) Guide Outfictters Association of B.C.
Services of guide outfitters, when consumed by ;
recognized as an export service and zero-rated accordingly.

non-Canadians, should be

(125) Heather's Heritage Haven Ltd.
Antiques and used goods should be exempt from GST.



(126) Hills Health and Guest Ranch !
They recommend a lower rate of taxation and issuing number to businesses who are

eligible for rebates, in order to simplify administration.

£127) Terry Hlady, Alberta
We should increase the FST to 18% and lower interest rates to 3%.

(128) Mel Hurctig
The Senate should block the GST, the major problem facing Canada right now is

high interest rates.

(129) Infometrica
The witness supports the GST.

(130) Insurance Bureau of Canada
The insurance industry requests transitional relief from the GST on unsettled

claims.

(131) International Association of Machinists and Aerospace Workers
Opposes the GST because it is unfair, and it will be economically destructive in
every part of Canada. The Senate should heed the voice of the vast majority of
Canadians and refuse to pass Bill C-62.

(132) Irate Citizens of Peterborough

The GST is regressive, inflationary and will not reduce the deficit. It could
be blocked by the Senate. If implemented, the legislation should be amended to
include a graduated scale of credits and they should be indexed.

(133) Julius Schmid, Ortho Pharmaceuticals
Condoms should be zero-rated.

(13l Professor Kesselman
Professor Kesselman recommends passing the Bill and making changes later i.e. tax
all groceries and adjust the credits to fully compensate low-income earners.

(135) L.A. Fowler and Associates Inc.

They oppose the GST because it is detrimental to the recruiting induscry.
Clients will be more inclined to take temporary employees directly onto their
payroll.

(136) Lee Valley Tools Ltd.

The GST will cause a substantial loss of revenue, jobs and foreign exchange. it
will increase the inflow of tax-exempt product. Bill C-62 carries with it the
seeds of destruction of much of the Canadian retail sector.

(137) Libertarian Party
They oppose the GST because it is inflationary.

(138) Loewen Windows

Loewen Windows support the Bill and recommend that it be passed. They do
recommend amalgamating the provincial and federal sales tax to reduce
administrative costs,



(139) Lumber Transfer Yard Association

Purchases of product delivered to canadian border reloads be zero-rated. GST
would be paid at the time of purchase on products known to be sold domestically

or remanufactured. Not opposed to GST.

(140) MacLeod Group
The GST does not appear to present any negative e
care facilities and the Bill should be passed without delay.

ffect to residents of long—-term

(141) Manitoba Chamber of Commerce
The rate should "be &%, fully visible and: there
federal/provincial collection system.

should be a common

(142) Manitoba Federation of Labour
The GST is regressive and inflationary. j
income tax system and corporations should pay ctheir f

We need a more progressive personal
air share.

(143) Manitoba Society of Seniors

They oppose the GST because it is regressive and impacts heavily on seniors.

(144} Manitoba Sports Federation and Members . o
The MSF supports the tax if all non-profit amateur athletic associations are

treated equal to registered Canadian Amateur Athletic Associations and thus
receive the 50% rebate. Registration fees for sporting events should be exempt

from GST for persons 18 years of age and under. -

(145) Alan Martin Associates

The implementation date of January 1,
extremely complex tax measure and one that remains untr
other levels of retail sales tax are already in place.

1991 may be unreasonable. It is an
jed in any country where

(146) Mayor John Murphy, St. John's Newfoundland
The mayor supports the GST but wants an integrated federa
The Bill should remain as it is in terms of exemptions.

1 and provincial ctax.

(147) Mennonite Conference of Eastern Canada i s o
The GST is regressive and instead we should reduce military spending an
establish a Royal Commission on Taxation.
(148) Municipal Electric Association
Electricity should be exempt.
(149) NWT Chamber of Commerce .

cax on northern transportation and that

They recommend there be a reprieve on the
grants of up to $3,000/business be distrib
on-going administraction of the tax.

uted to offset the cost of start—-up and

(150) NWT Federation of Labour

) i : ‘ the costs of
Special provisions must be made for NWT residents €O oiégfamnici ik e
utilities and transportation in the NWT. Tax rebates €O ey :eiricoriai
schools and hospitals must be increased to o i skt

prices,

level



(154 NWT Teachers Association Q
The GST will have a negative impact on the education system'and it is recommended

that the government impose a moratorium on the application of the GST in the NWT.

Failing this, air travel and transportation to, from and within the NWT should

be exempct.

(152) National Anti-Poverty Organization

Do not believe that decreasing the progressivity of the income tax system and
relying more heavily on regressive sales tax is the way to achieve a fairer and
simpler tax system.

(153) National Dairy Council of Canada

The majoricy of yogourt is purchased in single serving sizes, usually in
multiples, chosen individually and therefore as defined in Bill C-42 will be
taxed. They recommend removing yogourt from paragraph (n) Part III of Bill C-62
in order that it not be taxed.

(154) National Farmers Union
They recommend exemption cards which would enable a business to record the
farmers’ exemption number for the benefit of the tax department.

1559 National Federation of Nurses Union

Canada does not need the GST, it is regressive and will create unemployment in
the service sector. Prices will rise and so will nurses’ wage demands.

(156) National Pensioners and Senior Citizens Federation

They want the GST rejected and the taxation system reformed.

¢1572) National Union of Provincial Government Employees
It is too tempting for the government to raise the rate of the GST once it is in
place. It is regressive, inflationary and an administrative nightmare. R

corporations instead.

(158) New Brunswick Federation of Labour
The Federation opposes the GST because it shifts the tax burden on the
individual, erodes services, increases prices and creates unemployment.

(159) New Democrats: B.C. Council of Federal Ridings

They are opposed because it is regressive, Instead, we should increase the rate
of income tax on annual incomes over $100,000 and make corporations pay their
share. ~

(160) Newfoundland and Labrador Amateur Sport Community
Provincial sports organizations should be granted charitable status in order to
ensure consistent treatment with their national counterparts. Charities and non-
profit organizactions should be able to claim 100% of the GST. Registration fees
for recreation and sporting events should be exempt from GST.

(161) Newfoundland and Labrador Community Royal Canadian Legion
The legislation should be changed so as to include the Royal Canadian Legion in
the charitable/NPO provision.



. (162) Newfoundland and Labrador Federation of Labour -
The GST will hit Newfoundland harder than most regions because they have a high

poverty level.

(163) Newfoundland and Labrador Parks & Recreation Associlation
Recreation programs should not be taxed. Corporate sponsorship agreements with
non-profit organizations should not be regarded as a provision of service and

should be exempt of GST.

(164) Newfoundland Restaurant and Foodservices Assgciation
They are concerned the provincial sales tax will be applied to the GST.

(165) g New Look Interiors ‘
The FST rebate is not sufficient to cover the cost of the FST that has been paid

on inventory.

(166) Niagara Falls, Canada, Visitor and Convention Bureau : )
They oppose the GST because it will have an adverse effect on tourism and will

be difficult to adminiscter.

(167) Nova Scotia Federation of Labour
The GST is regressive and the credits are inadequate.

(168) Nova Scotia Products Association Incorporated

The tax should be administered and collected by the federal government, then the
provincial share could be rebated to the provinces. All primary forest pFoducts
should be 2zero-rated until the product reaches the point of processing for

manufacture into a finished product.

(169) Office of Yorkton District Chiefs . : .
The GST is a breech of Treaty Four which guaranteed Indians will not be subjected

to any form of taxation.

(170) One Voice, the Canadian Senior ‘ :
Despite credits, | the GST is regressive and the progressive 1lncome tax system

should be used to generate revenue.

(L71) Ontario Coalition for Social Juftise -
The GST is regressive and will have an unfair impact on the non-profit secctor.

Corporations should be made to pay their share of taxes.

(17,2 Ontario Federation of Labour ' . : ks g
They oppose the GST because it is regressive, inflationary and wi Py
recession.

¢173) Ontario Federation of Students

Non-Profit Organization, with GST, will have to pay a 7% increase in their rent.

They should be exempted.

(174) Ontario Funeral Service Association i table
Funeral services should not be taxed. Partial tax freedom 1s accepta ’

provided that sales tax is charged on caskets only:



)

A

GL75) Ontario Nursing Home Association

The ONHA recommends zero—-rating all long-term care services. If not, then the
rebate available to chronic care hospitals and non-profit homes should be
extended to private homes. - ;

(176) Ontario Racing and Breeding Council
Horses should be tax—free. The GST on horses will end export sales to the USA.

C(L727) Ontario Secondary School Teachers’ Federation

The GST legislation should be blocked because it 1is regressive. As an
alternative, progressive income tax rates should be established. EEs Ltasils
passed, books, magazines and ‘learning materials should be exempt. .

178) Ontario Veterinary Medical Association

Veterinary services should be tax-exempt and veterinary medicine, equipment and
devices should be tax-free. s

(179) Patent and Trademark Institute of Canada

The witness wants verification that fees charged by Canadian patent agents to
Canadian clients in connection with obtaining foreign patent rights are subject
to GST. They recommend that when patent services are provided to a non-resident
client, the services should be zero-rated.

(180) PEI Advisory Council of the Status of Women
They want the Bill rejected because it will have a negative effect on women. A
more progressive income tax system is proposed instead.

(ra1y - PEI Council of the Canadian Federation of Labour
The Council is opposed to the GST and believe it is a regressive tax.

(182) PEI Federation of Labour
The GST is regressive and shifts the burden onto middle and lower income
Canadians. :

(183) PEI New Democrats
The GST is regressive and will bring inflation, unemployment and emigration.
Compliance costs to farmers in particular are excessive. As an alternative,

corporations should be made to pay their share.

(184) PEI Potato Board

Freight transportation services should be zero-rated. Farmers should be provided
with a tax-free number to be quoted at the time of purchase of goods. Materials
used to package potatoes should also be tax free, 4

(185) PEI Real Estate Association
Housing prices will rise and real estate agent services will be taxable, thus
contributing to the rise.

(186) PEI Women’s Network
The GST should be rejected and a progressive income tax system should be
developed.



'(187) Periodical Marketers for Canada
Reading matter should be zero-rated.

(188) Professional Art Dealers Association

Since a work of art maintains its existence and may be sold many times, and at
the same time appreciate in value, the GST will mean a tax on top of a tax on a
given work of art.

(189) Provincial Building Trades Council of Ontario
They want the GST blocked and more progressive tax reform introduced. Interest
rates should be lowered and if the GST is passed, construction workers should be

allowed special rebates.

(190) Public Service Alliance of Canada

The increased reliance on consumption taxation proposed in the GST is too much
for working Canadians to endure. As a result, proposes alternatives to the GST
to generate the same amount of revenue as the GST.

(191) Quebec Federation of Sports Organizations
The GST discriminates against organizations which do not qualify as Canadian
amateur sport associations but carry out similar mandaces.

(192) Quebec Federation of Teachers

The GST should be delayed to allow for discussion with the provinces. Higher
personal taxes are an alternative. It should be mandatory for receipts to show
GST and the provincial and federal tax systems should be integrated.

(183) Reid's Heritage Homes Ltd.
Double taxation on housing will result and GST costs will substantially increase

the cost of low priced housing in Canada.

(194) D.D. Rennick, C.A. : '
The witness is opposed to the GST because it is regressive, inflationary and
hurts tourism. A 10% cut in all government spending is ‘recommended.

(195) Réseau Pro-Canada Network

They oppose the Bill because it is regressive and inflationary and will increase
unemployment. Instead, we need a more progressive tax system. The Senate should
reject Bill C-62.

(196) Retail Council of Canada
The Council supports the shift to a comprehensive GST more or less of the type

proposed, but it is important that it be implemented expeditiously, without
change, and in integration with the provincial sales taxes.

(197) Ridgewood Farmers

Food should be taxed and.the rate should be reduced to 2%.

(198) Mary Ellen Rieman
Mrs. Rieman opposes the GST and urges the Senate to reject it.
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(199) Rose-Lee Fashion Uniforms

The witness opposes the GST and urges the Senate to reject it because it will
raise the prices of the clothing and footwear industry.

(200) Royal Canadian Legion

It is requested that Legions be exempted from the GST on the purchase and the
supply of all gbods and services. Failing that, it is considered that the RCL
should be granted the same 50% rebate as charitable and non-profit organizations
which are substantially government-funded. .

(201) Sask Sport Inc. _
They recommend provincial sports federations and sports governing bodies be
granted charitable status in recognition of their role in the delivery of sport
from the national to the local level. They also suggest that charities and NPO's
be entitled to claim 1007% of GST incurred on purchases.

(202) Saskatchewan Action Committee on the Status of Women
They recommend rejecting the GST because it will aggravate women’'s economic
difficulties since it impact heavily on the service sector. The credits are

inadequate and we should establish a more progressive income tax system.

(203) Saskatchewan Chamber of Commerce

The Chamber supports the GST but recommends changes be made to the legislation.
The GST should be integrated with provincial taxes and the number of zero-rated
and exempt services should be reduced. There should be an ongoing compliance
allowance for businesses and it must be visible.

(204) Saskatchewan Federation of Labour _
They are opposed to the GST because it is inflationary. We should put a minimum
tax on corporations to ensure they pay their fair share of taxes,

(205) Saskatchewan Government Employees Union
They are opposed to the GST because it is regressive and inflationary.
Progressivity must be restored to the income tax system.

(206) Saskatchewan Qutfitters Association
The Association is opposed to the GST and wants the legislation blocked because
under the GST, customers will go to outfitters in the U.S. to avoid taxacion.

(207) Saskatchewan Urban Municipalities Association

The witness wants some changes made to the legislation, for example, they are
concerned that the rebate mechanism, in contrast to an exemption/certificate
system, could result in excess provincial tax payments unless an offsetting
provincial rebate is implemented.

(208) Saskatoon and District Labour Council
The GST proposal should be rejected and instead, corporations should be made to
pay their share. The GST will create unemployment and raise prices because

workers will demand higher wages.

(209) Six Nations Council, Ohsweken, Ontario
;ndians must receive tax—free status and transfer payments must be fully indexed.



‘(210) Social Action Commission PEI
The GST will fuel inflation, and have a heavy impact upon low income earners
because the credits are not fully indexed. More progressive income taxes should
be introduced instead.

(211) Social Action Commission R.C. Archdiocese of St. John's Nfld.

The GST will make home ownership more difficult and have a negative impact. on
tourism. Tax credits will be inadequate. As an alternative, corporations should
pay their fair share,

(212) Social Planning Council of Ottawa-Carleton

The household income threshold at which individuals become eligible for sales tax
credit should be raised. All GST paid by charities and NPO's should be fully
rebacted.

(24:3) Sport B.C.

The definition of Canadian Amateur Athletic Associations should be amended so
that provincial sport governing bodies will be granted charitable status and thus
will be eligible for the 50% GST rebate. .

(214) Sport PEI

They recommend the definition of Canadian Amateur Athletic Association in the
Income Tax Act be amended so that provincial sport federations and governing
bodies can be recognized as charitable organizactions.

213 Sports Federation of Canada

Registration and participation fees for sporting and recreational events should
be exempt. The GST should be delayed until April 1, 1991. The definition of
Canadian Amateur Athletic Associations should be changed in the Income Tax Act.

(216) St. Eleanors P.E.I. (F. Miles)
Supports GST. F

2T St. John’s Board of Trade, Office of the President

The GST should be visible and it should be administered in co-operation with the
provinces. It is unfair to areas outside Central Canada because of the tax on
transportation and it should be re—evaluated in terms of its impact on tourism.

(218) THBA Renovation and Redevelopment Council
They oppose the GST and say it is a bad tax for the renovation industry because
it requires renovators to bear the cost of becoming tax collectors.

(219) TechNovation Consultants
The GST should be blocked because it is a regressive tax. We need a Royal
Commission to follow up on the recommendations of the 1962 Carter Commission.

(220) Toronto Homebuilders Association

The GST legislation should be delayed in order that amendments be made. The
housing rebate should be adjusted to 2.5% for Toronto homes, if not, then the
rebate should be kept at 4.5% but the price of land should be excluded from the
GST base. In addition, if the second option is chosen, then the GST should be
deferred for new housing for 2 years.



'y
(221) Tourism Industry Association of Alberta <

They oppose the GST because it will diminish the ability of Alberta’s tourism
"industry to compete in a competitive national and international markect.

(222) Tourism Industry Association of Canada

The rate should be lowed to 5%. When the tax is introduced, the excise tax on
alcoholic beverages and motor fuels should be adjusted or eliminated. The GST
should be delayed until a joint collection system with the provinces can be
negotiated. There should be an instant rebate on accommodation sold to foreign
customers and the minimum foreign tourism rebate of $20 should be reduced to
zero.

6223) Tourism Vancouver and the Vancouver Hotel Association
The witness recommends eliminating the $20 minimum rebate threshold and allowing
non-residents at desk registrations to be eligible for point-of-sale GST
accommodation rebate. Tour wholesalers should be provided with a group GST
accommodation rebate for non-resident purchases of tour packages.

(224) Union of Northern Workers

The witness claims a fully indexed GST credit for northerners should be adjusted
upwards and recommends all freight services north of the 60th parallel be zero-
rated.

225) United Church of Canada, B.C. Conference
The GST must be rejected because it 1is regressive. We need progressive income
tax rates.

(226) United Electrical, Radio & Machine Workers of Canada
Canada needs a fair and more progressive income tax system instead of a GST. It
should be rejected by the Senate.

2208 : - United Food and Commercial Workers International Union
They want the GST rejected because it 1is inflationary and poses and
administrative burden. '

(228) United Nurses of Albercta
Additional costs will be incurred at various links in the health care chain.
Want the Senate to deny this legislation.

(229) United Senior Citizens of Ontario
The current GST proposal should be rejected and the taxation system reformed.

(230) United Steelworkers of America

They oppose it and maintain it discriminates against exporters. As an
alternative, we should redesign our income tax system to enhance it
progressivity.

(23'1) Unitel Communications

Pleased with the Government’s initiative to correct the deficiencies in the
current MST. But it is critical in making such a change that new inequities are
not created. Propose amendments. '



(232 Urban Development Institute Canada

The witness suggests the following amendments: the time period during which a
purchaser or builder may be eligible to claim a rebate of federal sales ctax
should be extended; should tax all property including existing residential
property; the tax imposed on the excess amount over $450,000 should be at a lower
rate than 7% regardless of house price.

(233) VLC Properties Ltd.
The GST must be amended to provide, in the case of rental housing, a 50% rebacte

or deferral of the GST on market value until the property is sold by its original
owner, .

(234) Vancouver and District Labour Council
The witness recommends that the Senate block the Bill because it is regressive.

(235) Wawanesa Mutual Insurance Company :
They support the GST but suggest that property and casualty insurers be able to
obtain transitional relief in respect of claims settled after 1990 for which the

premiums were set before that date.

(2386) Western Canadian Wheatgrowers Association

The Association wants to zero-rate items such as: all machinery and equipment
used in the primary production of food products, all on-farm grain storage system
and all land lease payments.

(237) Whitehorse Chamber of Commerce .
The witness opposes the GST because it will have a negative impact on the Yukon
and tourism will decline. X .

(238) Winnipeg Chamber of Commerce

The Senate should delay the application of the GST relating to taxable employee
benefits for 1l year to allow employers to deal first with the implementation of

tax reform for pensions. .

(239) Winnipeg Labour Council
The witness opposes the tax but if it is passed, they want an effective rebate

system.

(240) Wyman Webb and Martin McKinnon

All supplies of real property should be taxed at a single rate of 5% with no
rebates for new housing. Educational services should be a zero-rated supply.
Some universities will be penalized by only having a partial rebate on their
inputs. Services provided to non-resident tourists should be considered the same

as any exporet.

(241) Yukon Government Department of Economic Development

The witness believes that, in general, the GST will have a beneficial national
impact but remains concerned about the administration burden for small
businesses. There will also be a negative effect on tourism in the Yukon and

housing prices in the region will rise.



(242) Yukon Status of Women Council Q
They oppose the GST and say it will hit women in the north especially hard.
Instead, we should reduce interest rates and invest in a full employment policy.
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Tatal

Requasts
Unqualifled Support for
Date Locatlan Nams of Witness or Group Support  W/Changss Oppase Dalay Changss
22/05 Ottawa Dept. of Finance & Minister Yes*
23/05  Ottawa Dept. of National Revenue Yes*
30/08 Ottawa Ecanamic Council of Canada (1)
30/05 Ottawa Glabal Economics Ltd. Yes Yes
30/08 Ottawa Cdn. Veterinary Medical Assoc. Yes
31705  Ottawa Air Transport Assoc. of Canada Yes Yes
31705  Ottawa Federal Superannuates National Assoc. Tas™
05/06 Ottawa Waolfe Goodman - Goodman & Carr Yes Yes
05/06 Ottawa Automotive Industries Assoc. 440 Yes
06/06  Ottawa Prof. Neil Brooks - IRPP (3)
06/06 Ottawa Assemoly of First Nations Yes
06/06 Ottawa Cdn. Construction Assac. (4) Yes
07/06 Ottawa Informetrica Ltd.
07/06 Ottawa Canadian Teachers Federation Yes* Yes
12/06  Ottawa Cdn. Assoc. of Customs Brokers Yes
12706 Ottawa Cdn. Cosmetic, Toiletry & Fragrance Ass. Yes
12/06  Ottawa Carpenters’ Union Yes*
13/06  Ottawa Conference Board of Canada (5)
13/06  Ottawa Professor W. Gillespie Yes
13706 Ottawa One Voice - The Cdn. Seniors Network Yes*
14/06  Ottawa Minister of National Revenue Yes*
14/06  Ottawa C.0. Howe Institute Yes(8)
14/06 Ottawa Insurance Bureau of Canada Yes Yes
26/06 Ottawa Canadian Federation of Students Yes Yes
26/06 Ottawa Tourism !ndustry Assoc. of Canada Yes Yes
26/06 Ottawa Effem Foods Ltd. Yes
26706 Ottawa Cdn. Assoc. of Psychoanalytic
Psychotherapists far Children Yes
26/06 Ottawa Sports Federation of Canada Yes Yes
26706  Ottawa Heather's Heritage Haven Ltd. Yes Yes
26/06 Ottawa Alliance of Cdn. Travel Associations Yes Yes
26/06 Ottawa Cdn. Assoc. of University Teachers Yes Yes
27/06  Ottawa Municipal Electric Association Yes
27706 Ottawa National Federation of Nurses’ Union Yes*
27/06  Ottawa John Crow - Gavernor, Bank of Canada
28/086 Ottawa Cdn. Federation of Independent Business Yes Yes
28/06  Ottawa Cdn. Exporters’ Associatian Yes(7) Yes
28/06  Ottawa Canadian Labour Caongress Yes*
28/06 Ottawa Canadian Cauncil on Sacial Development Yes Yes
28/06 Ottawa Canadian Union af Public Employees Yes*®
28/06  Ottawa Canadian Federation of Agriculture Yes
28/06  Qttawa Professor A.M. Maslave Yes
28/06 Ottawa Ted Carmichael Yes*
28/06  Ottawa J. Hutchison - |BM Yes®
09/07 Charlottatown  NOP of PEI Yes
09/07  Charlottetown  S.A.W. Industries Inc. Yes
09/07 Charlattataown P.E.|. Real Estate Association Yes
09/07 Charlottetaown Sacial Action Commission -
Diocesa of Charlattetown Yes*®
09/07  Charlottetown P.E. 1. Council, Cdn. Fed. of Labour Yes*
09707 Charlottetown P.E.|. Federation of Labaur Yes*®
09707  Charlottetown  Women's Network Inc. Yes
09/07  Charlottetown Canadian Paraplegic Assaciation Yes
09/07 Charlaottetawn Basil L. Stewart - Mayor of Summerside Yes*®
09/07  Charlottetawn Greater Summerside Chamber of Commerce Yes*®
09707  Charlottetawn Summerside Community Crisis Center
Warking Committee Yes*
09/07  Charlottetown  Community of St. Eleanors Yes

® - In the “Suppart® or “Support with Changes* column means that the witness asked the Senate to pass Bill C-62

* - In the “Oppose” column means that the witness asked the Senate to defeat Bill C-62

See footnotes at conclusion



Date

09/07
09/07
09707
09707
09/07

09/07
09/07
10/07

10707
10707
10/07
10707
10/07
10/07
11/07
11/07
11707

11707
11707
11707

11/07
11/07
11707
11707
11/07
11/07
11/07
11707
12707
12707
12707
12707
12/07

12707
12707
12/07
12707
12/07
12/07
12707
12/07
12707
12/07

12707
13/07
13707

13707
13707
13/07
13707

Location

Charlottatown
Charlottetown
Charlottetawn
Charlattetown
Charlattetown

Charlottetown
Charlottetown

Moncton

Moncton
Moncton
Monctan
Moncton
Moncton
Mancton

St.
St.
St.

St.
St
St.

St.
G
St.
St.
St.
St
Stw.

St

John's
John's
John's

John's
John's
John's

John's
John's
John's
John's
John's
John's
John's
John's

Halifax
Halifax
Halifax
Halifax
Halifax

Halifax
Halifax
Halifax
Halifax
Halifax
Halifax
Halifax
Halifax
Halifax
Halifax

Halifax
Halifax
Halifax

Halifax
Halifax
Halifax
Halifax

Unqualifled Support
W/Changes Oppose

Name of Witness or Group

-~

Sport PEI

Canadian Union of Public Employees, PE|

PE! Pro Canada Network

Federation of PEl Municipalities

PEl Advisory Council on the Status
aof Women

Nelson Hagerman, C.A.

Anna Duffy

Campbelltown-0alhousie Oistrict Labour
Caunci |

Moncton & District Labour Council

Bathurst & District Labour Counci

New Brunswick Federatian of Labour

Atlantic Building Supply Dealers’ Assoc.

New Brunswick Senior Citizens Fed.

Gov't.- of New Brunswick

John J. Murphy - Mayor of St. John's

Pater Grainger - “Some Good“ Magazine

Social Action Comm. of the Roman
Catholic Diocase

National Union of Provincial Gov't

Employees

Fishermen, Faod and Allied Workers'
Union

Newfoundland & Labradar Federation
of Labour

Grand Falls & Oistrict Labour Council
St. John's Board of Trade
Sport Newfoundland & Labrador

Walter Noel - Mem., Nfld. Hs. of Assem.

Royal Canadian Legion -Nfld. & Lab.

Nfld. & Labrador Parks & Recresation Ass.
Nfld. Restaurant & Food services Assoc.

Douglas Winsor

John MacDonel| - MacLeod Graup

South Share Labour Cauncil

Funeral Services Assac. of Canada

Canadian Long Term Care Assac.

Nova Scotia Restaurant & food
Services Assoc.

Brewery & Soft Orink Workers

Strait Area & District Labour Cauncil

Nova Scotia Federation of Labour

Professor Kell Antaft

Sydney Tremayne

Ca-op Atlantic

Nova Scotia Division of CUPE

Christmas Tree Council of Nova Scotia

Lawrence Pitaro

Linda Randolf - Cdn. Congress for
Learning Opportunities

Shirley Marryat

" Alexa McDonough -MLA Leader NOP

Sandra Jolley - Member of Legislative
Assembly

Martin MacKinnon - Wyman Webb

Truro and Oistrict Labour Caouncil

Taxpayers' Council on National |ssues

Canadian Pensioners Concerned

Support

Yes

Yes

Yes*

Yas*

(10)

Yes*
Yes*

Yes

Yes*
Yes*
Yes*
Yes*

Yes*

Yes
Yes*
Yes*
Yes

Yes*
Yes*

(8)

Yes

Yes

Yes*

Yes*
Yes*
Yes

Yes*

(9)

Yes*
g
Yes

Yes*

Yes
Yes*
Yes*

Yes*
Yes

Yes*
Yes

Dalay

Yas

Yes

Yes
Yes

Yas

Yes

Total
Requasts

far

Yes

Yes

Yes

Yes

" Yes

Yes
Yes

Yes
Yes

Yes
Yes

Yes

Yes

) Yes

Yes

g

Changas

® - In the “Support*® or “Support with Changes” column means that the witness asked the Senate to pass Bill C-62

* - In the “Oppose“ column means that the witness asked the Senats to defeat Bill C-62

See faootnotes at conclusion



Tatal

Raquasts
Unquallfled Support for
Date Locatlon Name. of Witness or Group Support  W/Changes Opposs Oslay Changss
16/07  Montreal Philip Edmonston, M.P. Yes Yes
16/07  Montreal Canadian Assoc. of Social Warkers (11) Yes
16/07  Montreal Canadian Real Estate Association Yas Yes
16/07  Montreal Centrale de |'enseignement du Quebec fes* Yes
16707 Montreal Conseil du Patronat du Quebec Yes Yes
16/07  Montreal Regroupement Loisirs Quebec at
Corporation Sports Quebec fes®
16707 Montreal Canadian Research Committee an Taxation . Yes
16/07 Montreal Grand Council of the Crees ? Yas
16707  Montreal Association Quebecaise de |'industrie
du nautisme Yes Yes
16707 Montreal Reseauy d'action et d'information pour
les femmes . Yes
16/07  Montreal Federation des ACEF du Quebec 1 Yes
16/07  Montreal- Comite Canadien d'action sur |8 : 3
statut de la femme Yas*
16707  Montreal Confederation des syndicats nationaux Yes
16/07  Montreal Mr. Zaheed |ftekhar Yes*
17/07 Montreal (AMI) Asset Management International Inc. Yes
17/07  Montreal Centrale des syndicats démocratiques’
(€SD) Yes(12)
17/07  Montreal Pierre Fortin, Prof. Sc. gconomique Yes*®
17/07  Montreal Coalition québécoise contre la TPS Yes*®
17/07  Montreal Coalition solldar»tn ragnanalo Quebec Yes*
17/07  Montreal Coalition des aines du Quebec Yes
17/07 Montreal Fedaration nationale des consommateurs du
Quebec Yes®
17/07 Montreal Conseil canadien d'insolvabilite Yes
17/07  Montreal, Dietetistes consultantes du Canada Yes Yes
18707 Taronto Jack Layton - City of Taronto {3 Yes
18707 Toronto Toronto Home Builders' Association Yes i Yes Yes
18/07  Taronto Urban Development Institute Yes Yes
18/07.  Toronto Dennis Mills M.P. . Yes(l4)
18707 Taronto Canadian Assoc. of Wholesale Sales . L
Representatives - 1s5)*
18707 Taronto United Steelwarkers Yes Yes
18707 Toranto Hamilton & District Labour Council Yes*
18/07 Toronto Labour Council of Metro Toronto
and York Regiaon Yes*®
18707 Toronto Ontario Federation of Labour Yes*
18707 Toronto Ontario Secondary Schoal Teachers’
: Federation Yes*® Yes
18707 Toronto Niagara Falls Visitor & Convention
Bureau Yes
18707 Taronto Periodical Marketers of Canada Yes* Yes
18/07  Taronto Bernard Betel Centre for Creative
Living Yes®
18707 Toronto Canadian Assoc. of Occupational
Therapists Yes*® Yes
18707 Toronto Canadian Importers Association Yes Yes
18707 Taranto Canadian Nursery Trade Associatiaon e Yes
18707 Taronto Ontario Coalition for Better Child Care Yes
18/07 Taronta Edward Ryan Yas
18/07  Taronto William Krehm Yes
18707 Taronto John 0'Neil a3
18/07  Taronto Peg Holloway Yes®
18707 Taraonto Mr. A. Gerol
18/07  Taronto Erwin Joseph Gordan Yes®
19707 Taronto Ontario Racing and Breeding Council Yes

* . In the “Suppart® or “Support with Changes* column means that the witness asked the Senate to pass Bill C-62

* . In the “Oppose* column means that the witness asked the Senate to defeat Bill C-62

See footnotes at conclusion



Date

19/07
19/07
19/07
19707
19/07
19707
19707
19707
19/07
19/07
19/07
19707
19707
19707
19707
19707
19/07
19707
19707
19707
20/07

20/07

20/07
20/07
20/07
20707
20707
20/07
20/07

20/07
20/07
20/07
23/07
23/07
23/07
23/07

23/07
23/07
23/07
23/07
23/07
23/07
23/07
23/07
24/07
24/07
24/07
24/07
24/07
24707
24/07
24/07
24/07
24/07
24/07

®* - In the “Support” or “Suppart with Changes* caolumn means that the witness asked the Senate to pass Bill C-62

Locatlon

Taronto
Taronto
Taronto
Taranto
Taronto
Taronto
Taronto
Taranto
Taronto
Taronto
Taronto
Toronto
Taronto
Toronto
Torontao
Toronto
Toronto
Tarontao
Taronto
Toranto
Taronto

Taronto

Toronto
Toronto
Taraonto
Taranto
Toronto
Taronto
Toranto

Taronto
Toronto
Toronto
Winnipeg
Winnipeg
Winnipeg
Winnipeg

Winnipeg
Winnipeg
Winnipeg
Winnipeg
Winnipeg
Winnipeg
Winnipeg
Winnipeg
Winnipeg
Winnipeg
Winnipeg
Winnipeg
Winnipeg
Winnipeg
Winnipeg
Winnipeg
Winnipeg
Winnipeg
Winnipeg

® - In the “Oppose” column means that the witness asked the Senate to defeat Bill C-62

See footnates at conclusion

Total
Requests
Unqualified Support faor
Nams of Witness ar Group Support  W/Changes Oppose Dalay Changes
Fair Rental Policy Org. of Ontario Yas*® Yes
Cdn. Institute of Chartered Accountants Yes*
Ontario Massage Therapists Yes
Taronto Real Estate Board Yes Yes
Don’t Tax Reading Coalition Yes
Associated Cdn. Car Rental Operators Yes
Canadian Dietetic Association Yes
Reid's Heritage Homes Inc. Yes
Ontario March of Dimes Yes
Ontario Veterinarian Medical Assoc. (16)* Yes
Ontario Federation of Students Yes*
Oress-Up Incorporated Yes Yes
John MacMillan Yes
Charlene E. Black Yes*
R.S.W. Campbell Yes
Mississauga Citizens Against the GST Yos*
" Stewart Young Yes
Kevin Egan
Coalition for Honest & Open Politics Yes*
Irate Citizens of Peterbaraugh Yes*
National Pensioners & Senior .
Citizens Federation Yes*
Alliance of Cdn. Cinema, Television and
Radio Artists Yes*®
Canadian Actors' Equity Association Yes Yes
Confectionery Manufacturers Assoc. Yes
Canadian Soft Orink Assaciation Yes Yes
Six Nations of the Grand River Council Yes
Ont. Provincial Building Trades Council Yes* 3
United Food & Commercial Warkers int’| Union Yos*
United Electrical, Radio & Machine
Workers of Canada Yes*®
Flaowers Canada Yes
Allan Candy Ltd. Yes Yes
Sinan Tania Yes*
Loewen Windows Yes*
Reg Alcock, MLA Yes*
Manitoba Sports Federation Yes(17) Yes
Rose-Lee Fashion Unifaorms/Manitoba
Saciaty of Seniors : Yes*
Manitoba Health Organization Yes
Winnipeg Chamber of Commerce Yes(18) Yes
Manitoba Federation of Labour Yas*
Wawanesa Mutual Insurance Company Yes(19) Yes
Manitoba Chamber of Commerce Yes(20) Yes Yes
Revenue West; Ted Reid Yes*
Mr. Clearwater Yes
Janet Paxton Yes
Winnipeg Labour Council Yes Yes(21)
Kenneth Ember|ey Yes
Sylvia Perez Yes
Sacial Assistance Coalition of Manitoba Yes
Tom Barker ; Yes
Mr. G. Sandel! ¥as*
Margaret Brewis ! Yas
Or. E. Agnew, D0.D.S. Tes®
Assembly of Manitoba Chiefs Yes
Mr. Malaway, MLA, NOP Yes*
Manitoba Veterinary Medical Ass'n. Yes*(22) Yes

¢



Dats

24/07
25707
25/07
25/07
25/07
25/07
25/07
25/07
25/07
25707

25/07

25/07
25/07
25/07
25/07
25/07
25/07
25/07
25/07
25/07
25/07
25/07
25/07
25/07
25/07
25/07
. 25707
25/07
26/07
26/07
26/07
26/07
26/07
26/07
26/07
26/07
26/07
26/07
26/07
26/07
26/07
26/07
26/07
26/07

26/07
26/07
26/07

26/07
26/07
26/07
26/07
27/07
27/07
27/07

27/07
27/07

Locatlon

Winnipeg
Regina
Regina
Regina
Regina
Regina
Regina
Regina
Regina
Regina
Regina
Regina
Regina
Regina
Regina
Regina
Regina
Regina
Regina
Regina
Regina
Regina
Regina
Regina
Regina
Regina
Regina
Regina
Edmonton
Edmontan
Edmonton
Edmonton
Edmonton
Edmonton
Edmanton
Edmonton
Edmantan
Edmonton
Edmaonton
Edmontan
Edmonton
Edmonton
Edmanton
Edmonton

Edmontaon
Edmontan
Edmonton

Edmonton
Edmonton
Edmontan
Edmonton
Edmonton
Edmantoan
Edmanton

Edmontaon
Edmanton

Unquaiifled Support

Name of Witness ar Group

Mr. de Jardin

Sask. Urban Municipalities Ass'n.

Saskatchewan Sport Inc.

Associatian of Saskatchewan Taxpayers

Western Cdn. Wheat Growers Ass'n

Margaret Ourant

Don McGregor

IPSCO

Fedaration of Sask. Indian Nations

Citizens Cancerned About Free Trade

Federated Co-operatives Limited

Sask. Gov't. Employees' Union

Aiyanas Ormond

National Farmers' Union

Sask. Actiaon Comm. on Status of Women

Saskatchewan Chamber of Commerce

United Church, Sask. Conference

Core Community Group

Meadow Lake Tribal Council

Yorkton Oistrict Chiefs Council

Cawessess First Nation No. 73

Sask. Federation of Labour

Saskatoon & District Labour Council

World Canadian Legian

Saskatchewan Qutfitters’ Ass'n.

R. M. Carr

Cameco

Mary Lave

City of Edmonton

Gearge Daveau 4

Mel Hurtig Publishers Ltd.

Edmonton & District Labour Council

Cdn. Fed. of Nat’'l & Prov'l. Taxpayers

Alta. Soccer Assaociatian ’

Mary €1len Reiman

Bob Hawkesworth, MLA, NOP

Alta. Cauncil on Aging

Alta. Medical Assaciation

Alta. Canala Producers Comm

Ontario Nursing Home Ass'n.

Edmonton Southeast P.C. Assoc.

Whitefish Lake Band

Vernon 0. Poale

Edmontaon Inner-City Church Comm.
for Fair Taxes

Edmonton Social Planning Comm.

Mr. R. Stoddard

Canadians for Greater Gov't
Accountability

Mrs. B. Baxter

Mr. C. A. Jenkins

Roppelt Hannah Mrs.

Mr. R. Patterson

Ridgewood Community Group

Murray Darin, M.P.

Alberta Union of Prov’| Employees
Local 54

Alberta Federation of Labour

Pro Canada Network

Support

Yes*

Yes(28)

Yes*

Yas

Yas*

Yes(29)
Yes(26)

W/Changes Opposs

Yes*

Yes

Yes

Yes
Yas%(23)
Yes
Yes*®
Yes*
Yes*®

Yes*®
Yes*
Yes

Yes
Yas*®

Yes

Yes
Yes

Yes*(24)
Yes
Yes*®

Yes
Yes*
Yes*

Yes(27)
Yes

(29)

Yes®
Yes*®
Yes*

Yes*
Yas*
Yes*
Yes
Yes
Yes

Yes*
Yes*®
Yes*

Dalay

Yas

Yes

Yes

Yes
Yes
Yes

Yes

Yes

Yes

Yes

Total
Requasts
for
Changes

Yes
Yas

Yas
Yes
Yes

Yes

Yes

Yes
Yes
Yes

‘Yes
Yes
Yes

Yas

fes
Yes
Yes
Yes

Yes

~* . In the “Support® ar “Suppart with Changes* column means that the witness asked the Senate to pass Bill C-62

* . In the “Oppose* column means that the witness asked the Senate to defeat Bill C-62

See footnotes at canclusion



™

Total

Requasts

‘ Unqualifled Support p for
Dats Lacation Name of Witness ar Group Support  W/Changes Opposa. Dalay Changes
27/07 Edmontan Tourism Industry Assoc. of Albarta Yes*
27/07 Edmontan Ace Catinski, CA Yes*
27/07 Edmonton Terry Hlady Yes
27/07 Edmonton Alberta Motor Assaciation Yes
27/07 Edmontan Mr. L. Decore, M.L.A. Yas*
27/07 Edmonton Cdn. Standard Bred Horseman's Assoc. Yes
27/07 Edmantan Lawrence Alexander Yes
27/07 Edmonton Alberta Assoc. for Continuing Education Yes
27/07 Edmonton Mr. B. Daly, Cdn. Pensioners Cancerned

Alberta oo &
27/07 Edmanton Victor Leonhardt Yes
27/07 Edmanton Terence Cheesman Yes
27/07 Edmanton " Ormand E. Bamford Yes
30/07 Yellowknife Northwest Territories Federation of Labour Yes*
30/07  Yellowknife Northwest Territories Chamber of Commarcae Yes
30/07 Yellowknife Union of Northern Workers Yes* Yes
30707 Yellowknife Patrick Malone Yes
30/07 Yellowknife Tess Carrila
30/07 Yellowknife Myna Maniapik . ‘ Yes Yes
30707 Yellowknife Northwest Territories Teachers Assoc. Yes
01/08 Vancouver Min. of Finance, B.C. i Yes
01/08 Vancouver Tourism Vancouver Yas
01/08 Vancouver Scrap-it Community Organizatian Yes*
01/08 Vancouver End Legislated Poverty Yes*
01/08 Vancouver Praf. Robert Clark Yes Yes
01/08 Vancouver BC Council of Federal Ridings of NOP Yes*
01/08 Vancouver YLC Properties Yes
01/08 Yancouver Tech Novation Cansultants Yes*
01/08 Vancouver B8C Automobile Associatian Yes Yes
01/08 Vancouver BC Fedecation of Labour Yes*®
01/08 Vancouver Kamioops Citizens' Committae Yes*
01/08 Vanvouver B.C. Teachers Federation ; Yes*
01/08 Vancouver New Look Interiors Ltd. . Yes
01/08 Vancouver Canadian Union of Public Employees, B.C. Yes*
01/08 Vancouver Massage Therapists Assoc. aof B.C. Yas
01/08 Vancouver Vancouver & District Labour Council Tas*
01/08 Yancouver *  Guide Qutfitters of B8.C. Yes*(30) Yes
01/08 Vancouver Libertarian Party of Canada Yes*
01/08 Vancouver Astar Business Technalogy Inc. Yes
01/08  Vancaouver Prisaners’ Rights Group Yes
01/08 Vancauver Cancerned Conservatives far New

Leadership and No GST Yes
01/08 Vancouver Mr. 0. C. Allen Yes*
01/08 Vancaouver B.C. Dieticians & Nutritionists' Assoc. Yes
02/08 Vancouver The Fraser Institute, Yes
02/08 Vancouver Coalition Against Free Trade Yes*
02/08  VYancouver Royal Insurance Company Yes - Yes
02/08 Yancouver Laurentian Pacific Insurance Co. Yes
02/08 Vancouver Zurich Insurance Company Yes*(31) Yes
02/08 Vancouver Hills Health & Guest Ranch Yes
02/08  Vancouver Council of Reg'l Tourist Assocs. of 8C Yes* Yes
02/08 Yancouver Spart 8C Yes
02/08 Vancouver Professar J. Kessalman Yas* Yes
02/08 Vancouver 8C Prov'| Council af Carpenters Yus®
02/08 Yancouver 8C Liberal Party, Mr. G. Wilson Yes*
02/08 Yancouver Business Council of BC Yes Yes
02/08 Vancaouver Hdospital Employees’ Unian Yes*®
02/08 Jancouver Catholic Diocese of Victoria Yes*
02/08 Vancouver 8C Trucking Association Yes

® - In the “Support® or “Support with Changes* column means that the witness asked the Senate to pass Bill C-62
® - In the “Oppose” column means that the witness asked the Senate to defeat Bill C-62

See footnotes at canclusion



Tatal

Requests

Unquailfled Support far
Date Locatlon Nams of Witness ar Group . Support  W/Changes Oppose Oalay Changss
02/08 Vancouver United Church of Canada, BC Canf. Yes*
02/08  Vancouver Russel| Hunter Yes
02708  Vancouver Brian Caldar Yes*
02/08  Vancouver Keith Stesves Yes
03/08  Whitehorse Ray Hays, Dept. aof Fin. Yukon Gavt. Yes* Yes(32)
03/08 Whitahorsae Whitshorse Chamber of Commercs Yes
03708  Whitehorse Yukon Federation of Labour . Yes*
03/08 Whitehorse Yukon Qutfitters Yes
03/08  Whitshorse Yukon Status of Women Cauncl| Yes*
03/08  Whitehorse Yukon Liberal Party Yes Yes
03/08 Whitehorse Wilson & Collet Business Consults. Yes
28/08 Ottawa Fed. of Canadian Municipalitias Yes Yes
28/08  Ottawa Retail Council of Canada Yes*
28/08  Ottawa Cdn. Home Builders Assoc. . . Yes Yes
28/08  Ottawa Cdn. Medical Assac. Yas
28/08  Ottawa Cdn. Hospital Assac. Yes Yes
28708 Ottawa : Cdn. Manufacturers' Assoc. Yes*
28/08  Ottawa Social Planning Council af 0.C. : Yes* Yes
28708 Ottawa ‘ Patent and Trademark Inst. Yes
28/08 Ottawa . Royal Canadian Lagion Yes
28708 Ottawa Cdn. Restaurant & Foodservices Assac. Yes
28/08 Ottawa Public Service Alliance of Canada ' Yes®
28/08  Ottawa Int'l Assoc. of Machinists & Aerosp. Yes*®
28/08  Ottawa Brewers Assoc. of Canada Yes
28/08  Ottawa National Dairy Council . Yes
28/08- Ottawa Lee Valley Toals Ltd. Yes
29/08 Ottawa Canadian Furniture Leasing Yes
29/08  Ottawa Coinamatic Graup . Yes Tes
29/08  Ottawa Consumers Assoc. of Canada Yes Tes Yes
29/08 Ottawa American Federation of Musicians X : Yes
29/08  Ottawa Amalg. Clothing & Textile Workers Yes*®
29/08  Ottawa  Canadian Auto Workers Yes*
29/08 Ottawa Christian Science Fed. Reps. Yes
29/08 Ottawa Canadian Jewellers Assoc. Yes
29/08  Ottawa Profs. Jack Mintz & Thomas Wilsan Yes
29/08  Ottawa - Ont. Funeral Service Assac. Z Yos
29/08  Ottawa Cdn. Conference of Cathalic Bishops Yes*
29/08  Ottawa Lumber Transfer Yard y Yes
29/08  OQttawa Alan Martin Associates Yes
29/08  Ottawa Pra-Canada Netwark Yes®
29/08  Ottawa Professional Art Dealers Yes
30/08 Ottawa . Business Cauncil on Nat'l Issues Yes*
30708  Ottawa Canadian Nurses Assoc. Yes Yes
30/08 Ottawa Statistics Canada
30/08 Ottawa " United Nurses af Alberta Yes® Yas
30/08  Ottawa Prof. Robin Boadway Yes
30708  Ottawa National Anti-Poverty Org. Yes Yes
30/08  Ottawa Unitel Communications Inc. Yes Yes
30708  Ottawa Canadian Co-Operative Assoc. Yes

® < In the “Support” or “Support with Chadges‘ column haans that the witness asked the Senate to pass Bill C-62
* . |n the “Oppose* column means that the witness asked the Senate .to defeat Bill C-62

See footnotes at conclusion



NOTES ON POSITIONS OF WITNESSES

(1) The Council believes that the GST will have a favourable economic impact.

(2) The AIAC is neither for nor against the GST but urges quick passage to
reduce uncertaincy.

(3) Suggests alternative to GST.

(4) CCA does not oppose the GST.

(5) Forecasts long-term benefits for the economy.
(6) Concern about delaying implementafion.

(7) Concern about delaying implementation.

(8) Do not support tax in its present form,

(9) Suggests a Gross Revenue Tax as an alternative.
(10) Favours some form of consumption tax.

(11) The Association does not support the bill in its present form and wants
social workers to be included in the list of health care services exempt from

GST.

(12) Centrale des Syndicats supports the principle of a consumption tax but not
the proposed GST.

(13) Jack Layton - if decision is not to defer, would ask that tax not be
implemented. i

(14) Dennis Mills - suggests the single tax as an alternative.
(15) CAWS - if the bill is not amended, Senate should reject it.
(16) If unable to obtain their suggested amendments, Senate should reject it.

(17) MSF only supports the GST if charitable and non-profit organizations are
treated equally.

(18) Implementation of the GST as it relates to taxable employee benefits should
be delayed. oy

(19) Wawanesa is concerned about transition problems.

(20) Manitoba Chamber of Commerce’s support is conditional upon the rate being
reduced to 6%. If their recommendations cannot be met, they would want it
delayed. They do not support it in its present form.



(21) If it must be passed, WLC wants an effective rebate system.

(22) The Manitoba Veterinary Medical Association wants the Bill rejected if
veterinary services and pharmaceuticals are not exempt.

(23) If changes cannot be made, then it should be rejected.

(24) Mr. Hurtig recommends a progressive income tax system, wealth tax,
inheritance tax and lower interest rates as alternatives,.

(25) AMA recommends physicians be classified as “zero-rated“ so they may claim
GST paid on inputs.
(26) ACPA recommends zero-rating of farm inputs such as all machinery, equipment

etc.

(27) ONHA recommends zero-rating all long-term care services. If not, then the
rebate available to chronic care hospitals and non-profit homes should be

extended to private homes.

(28) As an individual, Chief Houle opposes GST but as a manufacturer he supports
it. His biggest concern is the administration of it.

(29) Mr. Poole suggests a deficit reduction tax and a gross revenue tax.
(30) If the proposal is not amended, it should be rejected.
(31) If the proposal is not amended, it should be rejected.

(32) Mr. Hays would like the GST stopped but if not, then some changes should
be made i.e. a lower rate for the North.

Respectfully submitted,

Sidney L. Buckwold
Chairman
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