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‘ V'ed —-—That a Special Committee of the Senate be ’appoint‘ed Lo
into the provisions and workings of the Income War Tax Act and The
Profits Tax Aect, 1940, and to formulate recommendations for the
,gment clarrﬁcatlon and sxmphﬁcatmn of the methods of assessment and

(2 that the sald Committee be composed of the Honourable Senators
ine, Beauregard, Bench, Buchanan, Campbell, Crerar, Euler, Farris, Haig,
,en, Hugessen, Lambert Léger, McRae, Moraud Robertson Sinclair and

' (3) That the said Comm1ttee shall ha,ve authonty to send for persons,
r's and records.

L. C. MOYER,
Clerk of the Senate.
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MINUTES OF PROCEEDINGS

WEeDNESDAY, 31st October, 1945.

Pursuant to Notice the Special Committee appointed to examine into the
provisions and workings of the Income War Tax Act and The Excess Profits
Tax Act, 1940, and to formulate recommendations for the improvement, clari-
fication and simplification of the methods of assessment and collection of taxes
thereunder, met this day at 11 a.m. :

Present: The Honourable Senators: Aseltine, Beauregard, Bench, Buchanan,
Campbell, Crerar, Euler, Haig, Hayden, Hugessen, Lambert, Léger, McRae,
Sinclair and Vien—15.

The Honourable Senator Euler, P.C., was elected Chairman and took the
Chair.

Following consideration and discussion of the Order of Reference, it was,—

Resolved: To report to the Senate recommending:—

1. That the Committee be empowered to sit during sittings and adjourn-
ments of the Senate.

2. That authority be granted to print, from day to day, 600 copies in
English and 200 copies in French of the proceedings of the Committee,
and that Rule 100 be suspended in relation thereto.

3. That the Committee be authorized to employ such technical and. clerical
assistance as may be required from time to time.

On motion of the Honourable Senator Bench, seconded by the Honourable
Senator Vien;
The Honourable the Chairman (Honourable Senator Euler, P.C.)

and the Honourable Senators Campbell, Haig, Hugessen, Lambert and
Léger, were appointed a steering committee on agenda.

At 1245 pm,, the Committee adjourned to Wednesday, 14th November,
instant, at 10.30 a.m. 2 :

ATTEST:

R. LAROSE,
7 Clerk of the Commattee.




MINUTES OF PROCEEDINGS

WebNEsDAY, 14th November, 1945.

Pursuant to adjournment and notice the Special Committee appointed to
examine into the provisions and workings of the Income War Tax Act and The
 Excess Profits Tax Act, 1940, and to formulate recommendations for the im-
provement, clarification and simplification of the methods of assessment and
collection of taxes thereunder, met this day at 10.30 a.m. -

Present: The Honourable W. D. Euler, P.C., Chairman, and the Honour-
. able Senators Aseltine, Beauregard, Bench, Buchanan, Campbell, Crerar, Haig,
Hayden, Hugessen, Lambert, Léger, McRae and Vien—14.

In attendance: The Official Reporters of the Senate; Mr. J. F. MaeNeill,
Law Clerk and Parliamentary Counsel of the Senate.

Mr. C. Fraser Elliott, C.M.G., K.C., Deputy Minister of National Revenue
for Taxation, was called and was heard.

At 12.40 p.m., the Committee adjourned to the rising of the Senate this day.
At 4 p.m., the Committee resumed.
Mr. C. Fraser Elliott, C.M.G., K.C., was recalled.

The following Exhibits were filed:—

1. Office Procedure Manual, Taxation Division. (Not printed).
2. Operation Breakdowns Manual. (Vol. I). (Not printed).
3. Operation Breakdowns Manual. (Vol. II). (Not printed).

At 5.45 p.m., the Committee adjourned until 11.30 a.m., Thursday, 15th
November, instant.

ATTEST:

R. LAROSE,
Clerk of the Committee.
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MINUTES OF EVIDENCE

THE SENATE
WebNEspAY, November 14, 1945

The Special Committe of the Senate to consider the Provisions and Workings
of the Income War Tax Act, Etc., met this day at 10.30 a.m. on the following
reference:

That a Special Committee of the Senate be appointed to examine into the

rovisions and workings of the Income War Tax Act and the Excess Profits
I,l"ax Act, 1940, and to formulate recommendations for the improvement, clarifi-
cation and simplification of the methods of assessment and collection of taxes
thereunder and to report thereon;

2. That the said Committee be composed of the Honourable Senators
Aseltine, Beauregard, Bench, Buchanan, Campbell, Crerar, Euler, Farris, Haig,
%Iayden, Hugessen, Lambert, Léger, McRae, Moraud, Robertson, Sinclair, and

ien;

3. That the said Committee shall have authority to send for persons, papers
and records.

Hon. Mr. EvLER in the Chair.

The CuamrmaN: Gentlemen, if you will come to order we will proceed.

I should like to extend a welcome to those who have accepted our invitation
to be here today at this, the first open public meeting of this Senate Committee.

We have invited, and most of them are present, representatives from industry,
commerce, labour, agriculture, the Bar Association of Canada, the Chartered
écco%ntants Association and the Certified Public Accountants Association of

anada.

The objective of the committee is set out in the resolution for its appoint-
ment. That objective can be stated in a few words: to inquire into the workings
of the Income War Tax Act. Without any desire to limit unduly the scope of
the discussion and the inqiury, we are in effect obliged to operate pretty well
within the four corners of that resolution. This is to be an inquiry into what
I might call the mechanics of the Act itself, although we may sometimes verge
upon a discussion of policy. Policy, however, still remains strictly within the
responsibility of the Government.

Hon. Mr. Haypen: What do you mean by policy, Mr. Chairman?

The CuamrmAN: As to whether we want taxation reduced from 40 per cent
to 20 per cent.

Hon. Mr. Haypex: Not the incidence of taxation.

The Cramrman: Not the incidence of taxation, nor Government policy in
regard to taxation itself. That, I think is clearly understood.

I should like to emphasize that the appointment of the Committee is not in
any sense a reflection upon the officials of the Income Tax Branch or upon the
Government.

Some Hon. Sexators: Hear, hear.

The Cramrman: This is not to be in any sense a muck-raking expedition.

Hon. Mr. Haypex: Nor a witch hunt.

The Cramrman: Nor a witch hunt, if you want to call it such. For example,
we do not expect to discover any scandals, nor do we intend to embarrass the
Government or anyone else. In fact our purpose it to be of assistance to the
Government in any changes it may wish to make in the Act. No member here
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has, 1 think, an axe to grind, personal, political or otherwise. But we do hope
through consultation, the hearing of evidence from interested persons and co-
operdtion to make some sort of contribution to improve the working of the
Income War Tax Act. The Minister of Finance already in his budget speech
has declared his desire for and the need of a revamping—I am using my own
language—of the whole structure of the Income War Tax Act. In that we |
desire to be of assistance, and it seems to me, as I said at our first meeting, that
the members of this Committee are very well qualified by experience in business
and in public life to make a real contribution to the improvement of the Aect. b

We all appreciate, I believe, the difficulties that have developed throughout |
the years in the administration of the Act. In fact these difficulties are to a
great extent inherent in the very magnitude of the work of collecting hundreds
of millions of dollars from millions of taxpayers throughout Canada. These
difficulties are augmented by reason of the fact that there have been throughout |
the years numerous amendments to the Act. So it is not to be wondered at that
there are difficulties of administration and of interpretation, with resultant |
bottle-necks and delays, with consequent dissatisfaction, uncertainty and a
certain amount of irritation, which I think my friend Mr. Elliott will very well
understand. :

Not the least of this irritation is the difficulty of filling out the income tax
forms. That may be unavoidable, but certainly if some simplification of these
forms can be effected, that alone will justify the appointment and work of this
Committee.

In order to make our committee work a success, full co-operation from
all is absolutely essential. As I mentioned the other day, we need the co-
operation of all members of the Committee, and I am confident I am speaking,
for them all when I say that in this inquiry ‘there are no political implications
of any sort. We need also the co-operation of the public in so far as is possible,
and we ask for the assistance of those who are gathered here in response to our
invitation by way of evidence, opinions and suggestions; and also the sympa-
thetic co-operation of the Press.

Obviously the first thing to do is to get a complete view of the mechanics
of the Income Tax Branch of the Department. No one in the Government
service understands that better than does the head of the branch, Mr. Fraser
Elliott. I am afraid Mr. Elliott does not require any introduction to many of
you. :

Some Hon. SExartors: Oh, oh.

Hon. Mr. Havypen: It is a name to conjure with.

The CuammaN: I propose to call as the first witness Mr. Elliott. He, I
think, will give us a very comprehensive and instructive survey of the whole
work of his branch. Before I do so it is thought desirable that we should have
some expressions of opinion from members of the Committee, particularly the
leaders of the two parties in the Senate. Unfortunately the Government leader,
Senator Robertson, is not able to be here at this time, but a little later he will
address us. The leader on the other side, my friend Senator Jack Haig, who
is an admirable speaker, has T hope something to say. We may also hear from
some other members of the Committee before we call on Mr. Elliott.

Senator Haig.

Hon. Mr. Haic: Mr. Chairman and gentlemen, to a large extent I agree
with the remarks of the chairman. I want the public to know that this is not
a committee to suggest ways of reducing income tax. We are neither for nor
against such a policy. We have our own personal views. I think 99 if indeed
not 100 per cent of our people are in favour of reduction of income tax, but we
do not want the public to be disappointed when we do not suggest ways in
which income tax can be reduced, for that is not the purpose of this committee.
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Further, we have no intention or desire, so far as I know, to attack either

7 directly or indirectly the Department or its administration. I also want to

say that to my knowledge there is no political feeling at all in the committee.
We as senators, and more especially we as Canadians, are desperately anxious
to make the mechanics of income tax collection as easy and as feasible as we
can, so that there will be the very least irritation to the public from the stand-
point of collection.

Now, Mr. Chairman, I can assure you that as far as the members of our
party are concerned, we come here with a whole-hearted determination to make
the work of the committee a success, and to support you in every way we
can to that end, and to give those who will come before us, whether officials of
the Department or members of the public generally, every consideration. I
should like them to believe that if we seem to cross-examine them pretty
fiercely, it is done with no evil intention. We are just trying our level best
to assist the officials and also the public to make the Income War Tax Act as
workable as we possibly can.

The CrarMAN: Gentlemen, we might have a word from the sponsor of the
resolution under which this committee was appointed—Senator Campbell.

Hon. Mr. CampBeLL: Mr. Chairman and gentlemen, when I introduced the
resolution I felt that a committee of this kind could be of some real service to
the Departments of Government charged with the administration of the Income
War Tax Act and the collection of taxes. As'I have said on previous oceasions,
both in the House and in this committee, those of us who have had any
experience with the problems that arise under the present Act have been amazed
that any Department could function as smoothly and efficiently as it has. T feel
that the public generally realize that the Act could not have been administered
so well had it not been that the Commissioner for Income Tax has had such a
lengthy experience in the Department. He has seen the Act develop into its
present complicated form as a result of the numerous amendments that Parlia-
ment has seen fit to pass.

It is my feeling that with the co-operation of the officials both of the
Department of Finance and the Department of National Revenue, and of the
representatives from the wvarious organizations, who have made a study of
the problems incidental to this legislation and will be prepared to give evidence,
this committee can bring in a report which will be very helpful to the Govern-
ment.

We realize today that the burden upon the officials- of the Department of
National Revenue is greater than it has ever been before. The amount of
taxation collected runs into the billions, whereas prior to the war it was in the
hundreds of millions. Today the officials of the Department are engrossed in
the preparation of amendments to the Income War Tax Act to cover the budget
resolutions. Therefore in condueting our hearings I think we should bear in
mind the tremendous burden that is placed upon the Commissioner of Income
Tax and other officials of the two Departments and try to arrange our hearings
g0 as to inconvenience them as little as possible.

The CuairmaN: Gentlemen, are there any others who would like to speak
now? If not, I will call upon Mr. Fraser Elliott, the Commissioner and head of
the Income Tax Branch. '

An Hon. Sexator: Deputy Minister.

The Cuarrman: I have always resented that change, because in my time,
as Mr. Elliott will remember, T was responsible for the reorganization of the
Department of National Revenue. I divided the Department into three branches
under three commissioners, one of whom was Mr. Fraser Elliott, later on Com-
missioner of Income Tax. That title has been changed and now he enjoys the
more dignified position of Deputy Minister. :
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Mr. Eruiorr: With the same work. : - e

The CuamrMan: I know the work is the same, but your social standing and
all that sort of thing is just a little higher.

Some Hon. Sexators: Oh, oh.

The CuamrMAN: I agree with all that Senator Campbell has said about the
merits of the Deputy Minister. I have known Mr. Elliott for quite a long time,
as a matter of fact he was an official in the Department when I happened to be
head of it, and I have a very high regard for his ability. I do not know how
long he has been in the Department, but I think it must be from the very
beginning. :

Mr. Erviorr: Two years after the Income War Tax Act came into force.

The CuAamgMAN: Two years after the Income War Tax Act was intréduced.
He has been head of the branch for some fifteen years.

Mr. Eruiorr: Thirteen years.

The Cmamrman: So he knows more about the workings of his Department
than anybody else I could name. As I said before, there is hardly any necessity
for me to introduce Mr. Elliott; you all know him.

Mr. Elliott.

Mr. C. Fraser Evrviorr; Deputy Minister (Taxation), Department of
National Revenue: Mr. Chairman and honourable senators, I wish in my open-
ing remarks to join with the general sentiments underlying the remarks that
have been made by the Chairman, and by those who followed as to the approach
to be made to this problem of examining into and improving if possible, the
vrovisions and workings of the Income Tax law.

These of course are troubled times. We are feeling the recoil of the com-
pression that existed during the war. There is a feeling that something is wrong:
everything is not in its right place, people are not being served as they ought to
be served, and it is all due to the dislocation of the transition from the com-
pressed and forceful times of war into what we mentally feel should be relaxa-
tion and the relief of peace. In the transition that condition has grown not
only in respect to the Income Tax Division of the Department, but it has grown
in many other directions, and only has erystallized a little earlier in respect to
Income Tax because it so closely touches the affairs of the people. Hence this
Committee comes into being. However, along with the Committee, I have
sensed rightly or wrongly a kind of atmosphere that caused the Chairman to
state that we are not going to make a finding that is in some way related to
maladministration; we are not an inquisitorial body, with all the connotations
of that word; we are not seeking out the bad. I thoroughly concur, Mr. Chair-
man, that we are here to do good; and if other than good, I can assure you it
will be something on the highway of your work, and very much on the side of
the highway. This attitude of something being wrong, I am quite sure not only
perplexes me but it perplexes you; and I am sure that by the time we are through
this examination that these perplexities will be largely dispelled.

I would like to comment on the fact that the Chairman was kind enough
to refer to me in rather pleasing terms, which one always likes to hear. I rather
fancy that that is the best compensation one can get, the goodwill and the
honourable regard of your fellow men. I fancy that that statement would
apply to many Civil Servants who work for many years at a salary not large
enough to at the end of their time leave them wealthy men. Naturally,
they work for the goodwill of their fellow men. That is fundamental, and it
is the highest award that anybody can receive. It has been my pleasure on
many occasions to appear before the Senate and its various committees. I
have usually appeared before the Senate Banking and Finance Committees,
when they discussed and reviewed the bills that came up from the House of
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Commons for attention by the Senate. Those are very happy memories. On
all those occasions I do not remember any time when a matter was not analysed

‘perhaps more intensely than it could have been analysed in the other place.

A committee of the whole is relatively a little unwieldy compared to the

committee that comes into a chamber such as this in which we are now, and

in which you can ask all kinds of questions, and you are seated closely one to
the other, and there is no special hard and fast rule; there is just a little bit
more play, and we can get at the problems, their answers and meanings of the
answers on the laws we are analysing. I have always felt happy in the committees
of the Senate, because they were intense, pointed and always delightful.

Now, in approaching the duties of the Committee I am most anxious that
the public know that this is a meeting designed in the most free, though
intense way, to do a thorough job. I recall the remarks of Senator Hugessen
on October 3 in the Senate, and I would like to refer to him as my friend
Senator Hugessen except that I observe in reading his remarks the delicacy
with which he refers to the seconder of the Speech from the Throne, and though
he had known him for many years, he made the request that he should like
to refer to him as his friend. I have known Senator Hugessen for many
years, but this has raised a question of doubt, so perhaps I should just leave it.

Some Hon. SexaTors: Oh, oh!

Mr. Erutorr: I am going to quote from Senator Hugessen’s remarks in
the Senate on October 3, at page 41, when he welcomed new members into
the Senate:—

I wish to say, particularly to the large number of members who have
recently joined this assembly, that you will find this to be a very friendly
and a very appreciative assembly. 3

In another instance he said:—

We are glad to hear new voices, and fresh points of view are always
welcome here.

Again he said:—

When contentious matters arise let us sometimes have from both
of them the flashing fire and thunder of artillery.

With all those sentiments I most heartily agree. They brought a warmth
to my heart. That same sentiment is not confined in my judgment of the
senators to the four walls of the Chamber in which they function. I know
that that sentiment is spread abroad, and I think it is going to find a reflection
in the work that this Committee does.

I do not like to leave the impression that because of friendliness there
is any lack of intensity. There is to be no soft dealing with this problem.
I wish that to be as clearly understood as the friendly side. The two must go
together—intensity and friendliness. I ask for the most intensive investigation
that the acute minds of all the members of this Committee can bring to bear
upon income tax. In that way when we are through, we will know that we
have looked the matter over, and that we have found out how it functions
for better or for worse. We will have found.out about its weaknesses, and
might say a word about its strength. What we want to do here is to do good for
the nation on a friendly basis.

Some Hon. SexaTors: Hear, hear.

Hon. Mr. CampBELL: Would Mr. Elliott like to be seated? He may be
standing for some time.

Mr. Exuiorr: That is a good example that is inherent in the members of
the Senate, and if one comes into that atmosphere, though he may be a little
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reserved at the beginning, he will soon be smoothed off: Thank you very
much for the suggestion.
The CuarrmaN: That is just one Scotchman to another.
Mr. Eruiorr: Anything that passes between Scotchmen is of great value.
Some Hon. SExaTors: Oh, oh!

Mr. Erutorr: As I have said, T have been before the Committees of the
Senate before. May I pause to say, Mr. Chairman, that in those committees
that I have been before I have always felt that the questions were so designed
and pointed that it was intended to elicit—if I may use that old Latin phrase—
pro bono publico. I might say that I have been before other committees of
Parliament, and while I imply nothing as being improper, I can say with
some assurance that questions have been directed with a view to eliciting an
answer that was not “pro bono publico”, but rather “pro bono politico”, in the
rather narrow sense of that term. But in my fifteen, eighteen or twenty years of
experience, I have never had such an experience with my relations in the
Senate.

This Committee in my judgment is more important than any I have been
before. I want this Committee to know that the Income Tax authorities welcome
the purpose of the Committee and we wish to have a free, frank and full
discussion of every phase of our work. We will bring to you all the evidence
that we have; we will answer clearly, freely, fully and without equivocation
every question you may wish to ask, so far as we have the answer available or
can find it. T wish it to be known that we are earnestly and honestly in favour
of this committee’s funections. We invite you at the appropriate time to our
various district offices across Canada. I think you should go and look at them.

Hon. Mr. Haypen: We have to. '

Mr. Evvtorr: I anticipate my honourable friend. I do not mean as a
taxpayer, but as a man who wants to know that the functions of one of the
most important divisions of the Government is proper.

Hon. Mr. Aseurine: We spend most of our time there.
The CuAlRMAN: Successfully?
Hon. Mr. AseLTiNe: - No, not always.

Mr. Evniorr: I would go a little further in expressing our attitude, hopes
and desires. Special committees come and go; therefore, I am afraid that this
special committee will appear today and be gone tomorrow. I should like to
look upon this committee much in the nature of a board of directors of a great
organization, to whom the President, manager and all the officers of the Com-
pany are called upon to report. I have been in the Government service twenty-
six years and in this Department all that time, and as the Chairman has said,
in charge of the Department for thirteen onerous years. It might be considered
strange that T have never reported to a board of directors; I have never had the
accumulative advice of multiple minds highly experienced in business affairs;
I am alone in the Department. Of course one is surveyed and checked by
internal auditors, by the Auditor General and his staff. But as Deputy Minister,
for better or for worse, it is your own responsibility. In the course of building
up one’s activities he receives no advice from anybody, other than his own staff.
He stands isolated and alone to a remarkable degree. I have often felt during
this war when I had to do major things that infringed in an onerous manner
upon large sections of our people who were already overburdened with the war
problems, that I should have liked to have had the accumulative advice of
many skilled persons. But time and circumstances during war do not permit that.
I am throwing out to you the thought that if this Committee wants to convert
itself into the equivalent of a board of directors of a company and look my
organization over every year, they are very welcome to do so. I would like to



- their advice. I think it would be good for the Senators to annually look over
. my Department and to acquaint themselves with exactly what we are doing.
| It will be good for the Senators and it will be good for our Department; and
 what is good for both of us would be good for Canada.

Hon. Mr. BexcH: The standing committee would also serve as an oppor-

3 tunity for interested public to make representations from year to year as to
| improvements in Income Tax legislation.

Mr. Evviorr: I think there is a great deal in that comment by the honour-

| able senator. We have only to look across the border to the United States to
. find that they have annual meetings before both Houses, the House of Repre-
| sentatives and Senate, where the public can come and give their views as to
~ what laws ought to be made.

Now whether the affairs pertaining to the Budget are to be secret, that is
not for me to say. I do not wish to get into any implications on that side,

| because as you have said, Mr. Chairman, that is a matter of policy. A witness
| before the committee is subject to your rulings the same as the members of the
| committee, and I do not wish to infringe. I do wish to stress the advantages

of a body of men, acting as a board of directors, to come in and look over our

| administration and give advice and suggestions.

You senators are civil servants who are here for life as I am here for life.

i I might almost say that I have been here for life; in any event we are both life

tenants, and as life tenants we from year to year can keep a continuity of our

| jobs before us. I rather fancy in the minds of some people there is a thought

that Income Tax is so secret that it is as though one were looking through

| smoked glasses. That is not so. The administration is as open as can be.

. Everything we have got will be thrown open to the investigation of this com-

mittee. There is however one thing that will not be thrown open, and neither
this committee or anybody else has the power to demand it, that is, that the
statutes provide that the affairs of each individual shall be maintained in
absolute secrecy. That is a statutory direction that we have always lived up to
meticulously, and I am sure we always shall.

Only yesterday I had a visit from the Australian Commissioner of Taxation,
Mr. Jackson, who is on his way from England to Australia, and the point i

~ am now on came up in our discussion. I said, “Are you under a minister?”

He said “Yes, we are under a minister for legislation.” T said “What about
administration? Do you not report to him?” Mr. Jackson said “No, he reports
direct to Parliament.” “Well,” I said, “can a minister not discuss a problem
with you, as to whether you should settle it this way or that way or determine
what should be done?” He said “No, that is not for the minister.” They
will not even let their minister have access to their files, lest he, being an
industrialist or something else, might gain information pertaining to some
competitor. That seems to me to be highly extreme. T said this to him—and
I should like to record it—that by none of the many ministers whom I have
served, without any execption, has there ever been a file called for that was
not taken up in the normal course of business. I said it seemed to me that
the Australian practice was a reflection on their ministers, jand that the
responsibility should be placed where it is in Canada. It is a trust that must
be placed on somebody, and T thought we had had a very good experience in
that line. I did not intend to bring that in, Mr. Chairman, and I do not

¢ know exactly how I did bring it in. I am just making some general remarks,

mostly touching upon atmosphere and thmg~ that 1 think this Committee

should do.

In bringing these opening remarks to a close I will only state that I have
crossed swords with some honourable senators and I have bent elbows with

| others. We have praised the past and peered into the future. I am sure that
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the experience and wisdom and wealth of knowledge of honourable senators
can be used to advantage in examining the taxation law, in administering
which the officers seem to know all, see all, hear much, but say nothing. It
seems to me that this accumulated wisdom can be used to modify and mellow,
if possible, the onerous provisions of the law. I observe that an honourable
gentleman remarked in the Senate that there are eleven lawyers on this
committee. Now, my suggestion is that we use these eleven lawyers as the
shock troops and let us charge these onerous sections that so weigh upon the
people; and if the shock troops can get through, the laymen members of the
Committee will follow through the breach with a good deal more of safety,
I hope. So I say let us go to the task, friendly but fierce. That is the way
I should like it done.

I observed that in his opening remarks the Chairman of the Committee
said the Committee must keep within the four corners of the resolution.

The CuamrMAN: Not too strietly. : ;

Hon. Mr. HaypEn: We can always put elastic in it if it starts to rub.

Mr. Erviorr: Yes, we can always amend it, and I suggest that we look
it over with that in mind. I am so anxious that this Committee have full
power that I am going to suggest an amendment that I think is necessary.
You will, of course, use your own judgment about it. I do not want to have
the resolution incomplete, lest the Committee might ultimately bring in a report
that the Senate could not sanction. Honourable senators will know that the
authority given to a committee by a resolution of the House does not go
beyond the ambit of the words used. I take it that the Senate would not want |
to accept a report that was not reasonably within the four corners of the
resolution—1I use that word “reasonably” in the most elastic sense. Therefore,
for the purpose of getting our foundation correctly laid, I am suggesting that
the resolution should be considered at the very beginning. Let us look at it:—

That a Special Committee of the Senate be appointed to examine
into the provisions and workings of the Income War Tax Act and The
Excess Profits Tax Act, 1940,. ..

Now, the power to examine means that we have got to give you all the
evidence that we have. I think that exhausts the meaning of that opening
phrase, and I will not deal with it further. Then we come to the second
part, in which the Special Committee is charged with the duties:—

to formulate recommendations for the improvement, clarification and
simplification of the methods of assessment and collection of taxes
thereunder and to report thereon.

It will be observed that the Committee is empowered to make recom-
mendations for the improvement, clarification and simplification of two things:
the methods of assessment and the collection of taxes.

I want to bring this resolution into what was intended by the mover,
and I am going to quote shortly some of the language he used. I am reading
from the Senate Hansard of October 9, at page 76, the second column:—

Now, it seems to me that one of the very important matters to
be considered in this post-war period is taxation.

The CHARMAN: You are quoting Senator Campbell?
Mr. Erviorr: Yes. He goes on:

That is why I am moving for the appointment of a committee to
study taxation. I realize that the question of taxation is not wholly
within the sphere of this Chamber, but I see no reason why we should
sit idly by instead of doing what we can to make sure that we have
a taxing statute which is capable of interpretation and will best fit into
our post-war economy.
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- His mind is pointed toward rewriting the statute. Then he says:—

It is with that in mind, honourable senators, that I ask for the
adoption of this resolution.

And on page 77:

The Act has been well administered, and at first involved no great
hardship to business or persons; but later, with the increase in rates,
it. became burdensome, and even confiscatory. Furthermore, constant
amendments; without any attempt to consolidate or ecodify the law, have
resulted in a statute which today is quite incapable of interpretation .

Again we are pointed towards a re-drafting of the sections of the law. The
honourable senator further states:—

No taxing statute should be left in that indefinite form.
| And further:—

It is for this reason that I believe a committee such as I have
proposed should study the legislation . . .

| And at the bottom of page 77:—

There is an insistent demand . . . for a simplification of our taxing
statutes. In view of these circumstances I feel it is the duty of every
honourable member to lend what assistance he can to the Government
and to the department charged with the administration of these taxing
statutes, to try to develop measures which can be interpreted without
difficulty . . . :

The mover obviously meant the resolution to empower the Committee to make
amendments to the statute itself—I mean, of course, to recommend the making
of amendments. He meant that the Committee, with its abilities, should draft
- clearer and more precise and better workable legislation. I am all for that. But
| I am saying that the resolution does nothing more than empower the Committee
| to make recommendations for the improvement, clarification and simplification
~ of the methods of taxation and the collection of taxes. Now, the collection of
taxes 1s, of course, a past event.

I should think that an amendment somewhat along the line I am going to
suggest would empower the Committee to re-draft the legislation, not just deal
with the methods of assessment and collection of taxes. I would suggest that
the first paragraph of the resolution be amended by inserting after the phrase
“collection of taxes thereunder” the following words:—

and the provisions of the said Acts by re-drafting them without however
| changing the basic meaning or incidence of the said Aects or the weight of
the taxes as therein provided for

and deleting the word ‘“and” before the said phrase “collection of taxes
thereunder”.

i This suggested draft is designed, if possible, to avoid any constitutional
| question. If, however, Mr. Chairman, the constitutional features gives you little
or no concern, then I suggest that you insert:—

and the provisions of the said Acts by re-drafting them.

That would give a specific, direct power which I think you ought to have.
Hon. Mr. Viex: The latter suggestion is better than the first, I think.

Mr. Evviorr: I did not think you would like the first one. I would prefer
the latter suggestion myself,

Hon. Mr. BexcH: Yes, it is much better.
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Mr. Evuiorr: Now I should like to read something that I wrote in the
quiet of my chamber. It is perhaps in a little better form than I could give
it if speaking extemporaneously. g

You must visualize the ultimate report of this Committee. It will no doubt
have many sections of the present Act in re-drafted form. The Senate must
adopt, amend or reject them. So it is suggested that the Committee be empowered
specifically, in respect of the most essential purpose of the Committee, nam.ely,'
. to submit re-drafted sections which improve, clarify and simplify those sections
now in the Act.

I do not think the Senate would like to adopt something the Committee
were not empowered to recommend, so I respectfully suggest if legally you
wish to have the power of the Senate behind any recommendation, that you
amend the resolution. :

Now I leave that suggestion of amendment with you, Mr. Chairman.
I am sure the right step will be taken, for I observe the remark of Senator
Murdock in discussing the motion, that there are eleven lawyers and seven
laymen on the Committee. Surely eleven lawyers, if they have the necessary
time, can make an almost perfect amendment. 5

That is all T have to say on the suggested amendment to found the work
of the Committee on a sound legal basis.

Hon. Mr. Viex: Mr. Chairman, do I understand we are to have a verbatim
report of the Committee’s proceedings?
The CHAIRMAN: Yes.

Hon. Mr. Viex: Then we might perhaps wait until we get the report before
we consider the two proposed amendments submitted by Mr. Elliott.

Mr. Eruiorr: Now, Mr. Chairman, that brings me to matters more closely
germane to evidence as against introductory remarks and draft amendments.
The first question that I should perhaps answer is: What is this organization
known as the Taxation Division of the Department of National Revenue?
Related questions are: What are its duties and functions? What laws does
it administer? What procedure is adopted? What is the volume of work,
and, more important, what are the results?

Personally, T have been so engrossed in the administration of the law
that I myself have never taken the time to look back, to contemplate and
envisage the accomplishments of this Division, particularly its accomplishments
during the war. But in the last few days I have done so, for the purpose
of reporting to this Committee, and I may say that I look back upon those
accomplishments with considerable satisfaction, and I sincerely hope to bring
evidence that will enable the Committee to look upon them with similar
satisfaction. Having regard to the wartime shortages of many things, which I b
shall point out, I think that our Division has done—to put it mildly— =
tolerably well. ;

The Division administers a number of laws, and the first of these I will
mention is the Income War Tax Aect. That Act concerns individuals and |
corporations. It imposes duties upon many non-taxable persons, such as 3
clubs, charities and other organizations that normally you would not think
about when you mention income tax. They have all got a responsibility cast
upon them, particularly in deducting taxes at the source. The Aect also touches
non-residents in every part of the world who have activities or sources of
income in Canada.

The Division also functions in some degree as a banking house, by reason
of the refundable portion of income tax which we now show in our records and
stand ready to repay at the appointed time. . ‘ ?

It also administers laws requiring the filing of voluminous information at
the source. The providing of this information is a very costly process for those-
who must comply with the law. The documents that we receive from them
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|are as valuable as money itself, because they are the evidence of what has
‘been paid by these organizations for and on behalf of other people, who, without
| that evidence, would not get credit for the payments.

It also administers the Excess Profits Tax Act, with all its intricate
'Ifframlﬁcatlons and difficulties, opening up as it does a reconsideration of capital
| employed as far back as 1936, and indeed the continuity of that capital, which
| prior to its enactment was not a factor in our administration.

3 If any honourable senator ever had to maintain the continuity of a
| depreciation account in a great manufacturing organization, he will understand
gt;,g'hian. Ibsay that the scrutiny of reserve accounts for depreciation is a substan-
| tial job. :

! Under this law also the Board of Referees was established for the purpose
| of considering standard profits claims. Most people are under the impression
| that that board prepares its own work. Of course that is not so. It is prepared
{ all across Canada in our district offices, and is in substantially complete form.
5 This organization also administers the Dominion Succession Duty Act,
| which was brought into force in 1941, during the war. The preparation of
| valuations is of course a big problem there, and the ultimate clearing of estates
| within a reasonably short period of time is of major concern.

i It also deals with the Wartime Salaries Order. Few people have any
‘knowledge of the number of persons across Canada employed in that work.
} We have independent Salary Review Boards in seven of our principal geograph-
| ical subdivisions across Canada. These men were drawn in for wartime work
{ only, but, as you know, they are still functioning. Most of them are men of
| great experience who have retired from their own business, and they did not sit
| in judgment on some competitor’s salaried official. They have been entirely
| independent and have done splendid work.

| Then again this division administers certain laws arising out of international
| conventions and agreements. We have had some very important agreements
| with the United States, and we have many agreements pertaining to shipping,
| and other lesser agreements in certain agency matters.

There are also agreements arising under the War Exchange Conservation
| Act. We have to administer those agreements.

| Now, these are indicative of some of the laws this organization administers.
‘1 can assure you that they impinge on every phase of business activity of
| every person and corporation in Canada, and call into examination almost
| continuously their several contracts arising out of their business relations, in
| the main with a view to making profit. They also call into examination all
| kinds of activities of persons who are not making contracts with a view to
| profit at all. :

f The staff personnel today numbers 6,882.

As you are aware, Canada is divided into nineteen districts, with an
| inspector in charge of each district. He is known as Inspector of Income Tax,
| and I think every member here must have had some reasonably close relation-
| ship with him or his officers.

: As to what business the organization does, I may say that in round figures the
¥ A.}n;clerage number of assessments issued in each of the past four years was as
| follows:—

Individuals ....... 1,100,000
Corporations ...... 11,400

| Both those groups are taxable. But there is the problem of assessing returns
| just the same, whether they are taxable or not, because losses to-day are carried
| backwards or forwards, and therefore a new assessment is valuable to a man
‘| to-day, for if he has a deficit this year, he can offset it against the profit of an
| ensuing or back year.

49300—2
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You may be interested to know how many forms are printed for use
annually for the public and for internal use. For public use there are prlgted
annually 45,000,000 forms of 62 types. I intend to table for the use of the
committee those 62 types, and I hope you may be able to improve every one
of them when you come to the simplification of forms. For internal use there

is 60,000,000 forms of 288 types. These are required to carry on the business
of the nation so far as it is allotted to the Income Tax Division. (
I have not mentioned them yet, and I doubt if I should, but it may |
interest you to know that we have also a number of stationery and envelope
forms, if I may use the term, and 20,000,000 of them are required each year.
I am informed that to turn out all these forms entails the use of about
ten carloads of paper every year. As a carload of paper weighs about 50 tons,
we use 500 tons of paper annually in order that you and I may get together -
and declare our income tax, and having declared it that we may keep a record
of what you have declared and paid. :
Hon. Mr. BucuHANAN: Are those forms wholly in relation to income tax,
or do they also cover succession duty? :
Mr. Erutorr: My statement was incorrect. Those forms do not relate |
solely to income tax. They relate to the laws that the Income Tax Division |
administers and to which I have already referred.
The CralRMAN: You spoke a moment ago of nineteen chief districts. Do
those include subdivisions? : ,
Mr. Erviorr: No, there are nineteen districts, and a few of them have
sub-offices. These are principally for the purpose of supplying information.
Hon. Mr. CampBeLL: Have you comparative figures for 1936 and 1939
of taxable individual assessments? .
Mr. Erviorr: I am merely giving you each phase now. Later I propose
to deal with each in particular and give you a few of the highlights and try to
point out to you the kind of organization you are going to look at. I am not
now attempting a detailed examination. This is only an introduction.
What are our collections? In order that the committee may follow me
on what collections or revenues are taken in by this Division, I have selected
the years from 1942 up to the present fiscal year; that is, March 1942 to March
1946. I should like to distribute to the members of the committee a copy of
the statement I have in my hand.
This is the statement:—

BUDGET FIGURES—FIVE-YEAR PERIOD—1942-1946
FiscaL YEArs ENpED MARCH 31
(Millions of Dollars)

1942 1943 1944 1945 1946 est. Total Average
1. Expenditure ........ $1,880 $4.378 $5,322 $5.246 $4,650 $21,476 $4,295
2. Revenue: (&) .i..sens 1,483 2,310 2,920 2,907 2,480 12,100 2,420
3. Revenue as per cent
of expenditure ... 79% 53% 55% 55% 53% 56% 56 9%
4. Total tax revenue... 1,361 2,137 2,592 2,374 2,230 10,694 2,139
5. Revenue from direct
taxes (B). s e 652 1,378 1,635 1,556 1,422 6,643 1,329
6. Direct taxes as per
cent of total taxes. 489, 64 % 63% 65% 649 62% 62%

(a) Including refundable portion of personal Income and Excess Profits Taxes;

(b) Tax sources administered by the Income Tax Division of the Department of National
Revenue; includes Personal Income Tax, Corporation Income Tax, Excess Profits Tax and
Succession Duties.
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As you will see, during those years the total expenditure of Canada was

i} $21.476,000000, and the total revenue collected was $12,100,000,000. From
i ghis’ it ’wiH’ be ,observed that during the war Canada paid 56 per cent of her

peacetime and wartime costs; the balances of course were in loans.

The CuairMax: Did all this revenue come through your Department?

Mr. Eruiorr: That total revenue includes services, interest, income and
a conglomeration of items. The tax revenue was $10,694,000,000. To answer
your question, Mr. Chairman, of that total tax revenue over those years there
came through our Division $6,643,000,000. You will notice that on the average
for the fiscal years 1942, 1943, 1944, 1945 and estimated for 1946 the Tax
Division collected annually $1,329,000,000. This shows the magnitude of the
collections that now come from our people.

If those figures be at all impressive to you—and I confess that they are
impressive to me—then I suggest that this committee has assumed a most im-
portant duty relating to an activity in the Government whereby 62 per cent
of tax revenues, which it keeps, uses for its own purposes and does not have
to pay back, is collected by this organization. This being so, I think you will
agree with me that you are dealing with an organization that should be closely
serutinized, for undoubtedly if anything can be done to improve its operation
it should be done.

Hon. Mr. Lecer: What percentage does it cost to collect that amount
of taxes?

Mr. Evuiorr: In 1944 the cost was .49; in 1939, 1.7; in 1929, 3.55 per cent.

The CuarmMAN: Is it because of what I may term mass production that
you have been able to get the costs of collection down?

Mr. Eruiorr: It is because of rising rates of taxes requiring increased pay-
ments.

The CuArRMAN: Mass production?

Mr. Erniorr: I do not like that term, Mr. Chairman, if I may say so,
applied to taking revenues from our people. I have a more sympathetic
approach to the subject.

Hon, Mr. Haypex: It is on an assembly line basis.

Mr. Eruiorr: We could not increase our staff and get adequate space.
In short, we could not make expenditures commensurate with the ever rising
revenues taken from the people. So it logically follows that our costs remaining
stationary and the revenues going up, the cost per dollar goes down.

Hon. Mr. Haypen: I notice in your revenue figures you have included re-
fundable portion of personal income and excess profits taxes. I take it that
your percentage figures are also on that basis?

Mr. Evviorr: It will be an infinitesimal difference. That is, we collected
on the average $1,329,000,000. That is an average.

Hon. Mr. Haypen: Yes.

Mr. Evuiort: Well, the refundable portion is such a small percentage of that
as not to be of any great moment.

Hon. Mr. Haypex: It may or may not be.

Mr. Evuiorr: I will give you the figure in a moment.

Hon. Mr. Haypex: In individual cases it may be very substantial.

Mr. Eruiorr: Yes, in individual cases; but I am dealing with the great
overall picture. Of course, it is important to sqgme individuals.

Hon. Mr. Hucessex: I would think another conclusion may be drawn from
the decreasing cost of collection; that is, the officials of the Department have
had to work very much harder during those war years.

49300—23
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Mr. Erviorr: 1 agree with that. It does reflect some credit on members
of the staff who to my knowledge have worked diligently late into the night,
and often all night.

Hon. Mr. Benca: There is a very heavy increase in labour costs compared
with 1939 I assume.

Mr. Evuiorr: That is very true, but it is such a delicate subject I will
not pursue it. :

Hon. Mr. Haypen: At any rate it is not within the scope of the resolution.

Mr. Evriiorr: In answer to Senator Hayden’s question, may I say that
the total estimated amount of the refundable portion due individuals and cor-
porations at the end of the last fiscal period stands at $444,291,000. If you
divide that by five you will get its relativity to my average ﬁgure of
$1,329,000,000. The result would be about $85,000,000.

Hon. Mr. Haypex: Calculated on the last fiscal year it would be a little
over $100,000,000 a year.

Mr. Evrutorr: I think that is a good correction. The refundable portion ends
in 1944. Your thought, senator, is that for the purpose of running on we should
increase this figure?

Hon. Mr. Havpex: The refundable portion relates to individuals; that
ends at a certain fiscal year. Then there is the refundable portion to corporations,
and I do not know when that will end.

Hon. Mr. Haia: This year.

Hon. Mr. Haypen: It ends at the close of this year?

Mr. Evviorr: The rate was reduced from 100 per cent down to 60 per
cent. \
Hon. Mr. Haypen: The corporation refundable portion will disappear at
the end of this year, but those figures include the total amount of refundable
portion collected.

Mr. Erutorr: That we know about in our records.

Hon. Mr. Haypen: And the $444,000,000 is the total amount collected to
March, 1945?

Mr. Erviorr: There is no date on this sheet I am looking at. That is the
total estimated amount. I would rather look at it a little more closely and
deal with it specifically in my remarks, but it is well within the figures I have
given.

Hon. Mr. BencH: I assume that this statement covers only revenues
recovered from returns that have been finally assessed?

Mr. Erutorr: Oh, no. This statement in my hand is made up from the
figures contained in the last budget speech, and it includes all the revenues
derived from every source, including non-taxable revenues such as interest and
rents. But the part we are interested in is the total tax revenue of $10,694,-
000,000, which means the moneys we have actually received and put into our
coffers for the first four years and the amount we estimate will come in for the
fiscal period we are now in.

Hon. Mr. BexcH: I was thinking of item number 5, revenue from direct
taxes.

Mr. Eruiort: No, there are indirect taxes in the $10,694,000,000.
Hon. Mr. BExcH: I am thinking of the $6,643,000,000.
Mr. Eruiorr: That all came through the tax division.

Hon. Mr. BexcH: Does that represent payments for the current fiscal year,

or does it represent up to the end of March 31, 1945, the tax returns that have
been finally assessed?
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Mr. Evutorr: There is no relation whatsoever. It is in my statement.

: Hon. Mr. Haypen: Are you able to on your past experience estimate what
. part of that revenue might be untaxable, that may some day have to be
returned in addition to the refundable?

Mr. Evutorr: I can make a very rough statement from my general
experience. You mean how much we refund a year?

Hon. Mr. HaypeEN: Yes.
Hon. Mr. Haic: You don’t refund enough, but go on.

Mr. Erviorr: I should like to introduce my statistician, Mr. Sprott, in
whom I have a great deal of confidence and who does a great job. He has just
advised me, as he will do from time to time, that in the statement I distributed
that the ﬁgure of $6,643,000, except for the estimate of this year, is net after
all refunds have been made ‘and we will not have to refund any of that.

Hon. Mr. Bencu: Then that must be on the basis of the final assessment
of returns?

Hon. Mr. Haypen: It is the only way it could be, if you call it net..

Mr. Ertiorr: I would think that statement is a liftle wrong, and yet it is
correct for this reason, that for the four years those revenues have been
received, and are declaled statements of revenues of the Crown. I would not
like to have an implication in my remarks that the revenues received in 1942,
1943, 1944 and 1945 fiscal periods are subject to being paid back, because 1
would be imputing that our statements in the Budget are not cmrect when in
fact they most certainly are correct. Refunds are dealt with in the year as
against revenues we receive, although we may be giving a refund in respect to
an assessment back five or ten years; nevertheless, it comes out of the current
vear’s collection and we deduct it from what we get in the current year, and
what is left at the end of the year goes into the coffers of the Crown and is
the revenue of that year. In other words, there is an offset against current
incomes for refunds that we must make.

Hon. Mr. Haypex: . The problem I had in mind was how you put in force
deductions at the source; for instance in casual employment, refunds have to
be made and applications for refunds are made the following year.

Mr. Erviorr: That is correct. Refunds largely arise from deductions at
the source of the character which you have indicated. I will not go over it
again. For the fiscal period ending March, 1945, we refunded $45,248,300. The
refunds run about $40,000,000 a year, and are occasioned by deductions at the
source.

Hon. Mr. Crerar: Mr. Elliott, may I ask a question? Refunds for instance,
that may be made in 1945 on the 1944 assessment of taxes, will be charged
against the revenue of 1945? Is that correct?

Mr. Eruiorr: No. We keep statistics of the amount that is assessed in
respect to 1945. That is a post facto essential. We assess the 1945 returns,
and we certainly record how much we assessed; but in 1946 we may find that
for some reason there has to be an adjustment of that charge which was
asssessed, and then in 1946 a refund would be charged against the 1946 revenues.

Hon. Mr. HucesseEn: These figures are net amounts of cash received each
year?

Mr. Evuiorr: That is correct.

Hon. Mr. Crerar: There is one other question I would like to ask, if I am
not interfering with your statement.

Mr. Evuiorr: 1 invite the members of the committee to interfere. I have

a splendid idea of how I think I ought to present it, but I would prefer to fit into
the idea of the committee.
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The CuARMAN: I was just wondering what would be the proper proée.durq.
I do not think interruptions should be too frequent. - D
Mr. Eruorr: I would not like you to be too harsh in your ruling, Mr. -

- Chairman.

The CuamrMaN: What is the feeling of the Committee in that respect?
Hon. Mr. ASeLTINE: Are we not getting a little away from what we set out

to do?

The CramrMan: I would like to give Mr. Elliott a free hand in the matter.

Hon. Mr. AseriNe: I was referring to the questions that have been asked.

The Cuamman: I would ask members of the committee to restrain them-
selves, and then they can perhaps ask their questions afterwards.
, Mr. Eriorr: Having outlined to you the kind of organization you are
going to look at, I should like to make a few comments on the working place it
takes in the community. Ultimately I am going to try and convey to you that
we have had a position on the lowest rung on the ladder of priorities as to space,
equipment, personnel and salaries; also, that we lack that fervour behind us that
vou find in all war activities, such as volunteers for the armed forces. Everybody
15 patriotic. Munitions and Supply say we can produce—there is a patriotism
plus a profit, if you like. In respect to loans, everybody says anything they can
do will be done. Patriotism is a moving spirit. But in the Income Tax I find
that there is a minimum of patriotic push and desire to jump in behind us and
lend us your dollar-a-year men, with their companies paying for them, and we
using their services. The priorities for space and equipment were not received
even by my fellow civil servants, with the same glee that was evinced in aiding
the production of munitions of war, or doing something for the volunteer in the
armed services, or granting loans. We are the neglected child in that patriotie
sense.

Hon. Mr. LamBerT: Son of Martha, so to speak.

Mr. Eruiorr: Yes, quite so. Therefore I divide our national activities into
three parts:

First, the very best of our manpower, the youngest of it, volunteered to

serve the nation in any sphere of activity where their duties might call them.
__ One could pause here to pay tribute but it is not in keeping with 'the purpose
in hand. I will say this, as T wish to use it later on, that every person in every
part of Canada lent their services to the furthering of the activities of the
armed forces. It was the patriotic thing to do and it was done by men, women
and children. If a service had to be performed there were willing hands to
perform it. If extra time had to be given after the normal duties of the day, it
was given. There was a patriotic fervour that was altogether worthy in the
aiding of our armed forces. That is the first great subdivision.

The next subdivision is the production of munitions of war, and the sinews
o_f war are but slightly less important than manpower. The produection of muni-
tions and supplies required the establishment of a special department of the
Government for that purpose and they did a special job. Here again the people
of Canada responded in a most patriotic manner, but, of course there was the
added attraction that a profit was to be made. Manpower was available after
the armed forces had been served. Dollar-a-year men were loaned by corpora-
tions in these key positions where the organization for production was necessary
in order to put the factories and shops into activity.

In connection with the third subdivision, I must say that priority as to
space, equipment and manpower was given to all other activities in Canada, if
it could be shown that space, equipment and manpower were required for the
production of the sinews of war. They were given with a patriotic ferviur that
I know was altogether commendable.
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We have dealt with manpower and supplies and now we come to money.
Money is divided into two parts. Money was required to pay the armed forces
and to pay for munitions and supplies. That money came from two sources, taxes
land loans. Everybody knows that it is a patriotic thing to support the loans.
[ We have just gone through the first peace-time victory loan, and it was a
remarkable success, because the patriotism that was there during the war was
still in existence. I know of no citizen, and have heard of none, who stinted any
| efforts that he could put forward to further the success of the victory loans.
' Thousands of people in all parts of Canada willingly lend aid—many on a volun-
tary basis, many for just cost, and of course some for profit. But that does
not say they were not all patriotic. The point is that manpower, space and
all related matters were willingly, and freely passed on to the administration in
“charge of these loans. There was a fanfare, a shouting and an entreating and a
| begging; there was canvassing and cajoling; everything was done to induce the
' people to buy bonds and yet more bonds. That was altogether desirable.
, Now let us turn to part (b), taxes—the raising of taxes for war purposes
“as well as for normal administration. The figures I have given you, and the
| statement which I have passed among you, shows that more than one-half of
' the money required for the prosecution of the war through the medium of pay-
' ments by money was raised from taxes, and these taxes in our Division raised
| 62 per cent.
§ I am not conscious of any one volunteering to assist the Taxation Division.
‘I am not conscious of any great corporation saying—use my men, I will pay
| their salaries; you give them space and they will assist in the collecting of the
“revenues required to pay for the war. ‘I am not conscious of any priority that
| was given the administration that was so hard pressed for manpower, space
| and materials. T have not heard of any great patriotism in 'the payment of
| taxes, although I would not overlook the fact that there was a firm and clear
determination of the. people brought within the ambit of the law to see to it
| that they paid the taxes required by law, and to them I pay tribute most
| wholehedrtedly.

We are not talking about how they paid taxes. We are developing the
administration of the Income Tax and related laws, and I point out that we
- stand at the tail end of the list for priorities in respect to manpower, space and
| equipment.

We have to employ people with a view to becoming permanent Civil
. Servants. Here were no large salaries with a substantial short time profit to

any individual. We were out-bid, and out-bid handsomely, by the munitions
| factories and factories of every kind, and every business. These businesses
could afford to pay high salaries, particularly if they were in the 100 per cent
scale of tax, and then only one-fifth of the salary came out of the shareholders’

| equity. There was of course a salary control, but new businesses would spring

into existence for war purposes. The salary control order said that no salary
1 shall be paid that is out of line with the salary in a like business in peacetime.
Therefore, salaries in a new business were substantially clear of the salary
control. Thus manpower was absorbed by new war activities, and the taxation
| division had to carry on at low salaries in comparison with the invitation on
the war production side. It has been our desire at all times to employ skilled
personnel, particularly in the accounting field, but I am sure the least informed
will appreciate that the salaries offered for skilled accountants outside the
Government service, and indeed in some war departments of the Government,

| far exceeded what the Taxation Division could pay. Not only did we fail to

secure additional personnel, but we lost 141 professional accountants. And
not only did we not secure additional personnel, but we lost our trained per-

| sonnel to the extent of 141 professional accountants.

During this period of the war, not only did the Taxation Division hold the
lowest rung on the ladder of priority as to space, equipment and salaries, and
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all other advantages that belong to other war activities, but Parhammt e acted
laws that so increased our work that we expanded from a collection in pre-war
years of around $80,000,000 to $1,635,000,000.

The Taxation Division could not lose so many men, it could not be demed
priorities, it could not assume new and extensive functions that are indicated
by the colléction of so many hundreds of millions of dollars and the publication
of millions of forms—the Division could not do all these things without falling
behind in its work to some degree. There certainly is a minor amount of work
relating to past years that still has to be done, and I am going to deal with
that in greater detail.

Hon. Mr. AseLTiNe: I presume those accountants are gradually coming
back?

Mr. Eruiorr: No, Senator, you are mistaken. We are seeking them
diligently, but our success has not been to my liking. I do not know just why
that is so. We are in that transition period which I referred to in my opening
remarks. A

Hon. Mr. Bexcua: They are, I suppose, better paid in private industry
than they would be by your Department?

Mr. Eruiorr: I am not so sure about that in peace-time. I really do not ¥
know about it and I just put a question mark opposite that.

The CuamrMmAN: It is probably too early to expect many of them to return?

Mr. Eruiorr: I think there is much in that. There still is that restlessness =
due to the release of the forces that make war a success.

Hon. Mr. Hatg: We have a strike on our Winnipeg newspapers, and we
know about that.

Mr. Evrviorr: Such, Mr. Chau’man is a short outline of the place this |
organization takes in natlonal affairs. It is well, therefore, that our organization |
should be serutinized by a public body such as 'this. In fact, I would say that |
we are at the lowest level to which we could possibly fall and that -the only
direction in which we can now go is up. Therefore, the Senate will be-able to
say in 1950. “After our Committee examined the Taxation Division in 1945
the Division started to go up, and look at the curve!” I will hand you all the
credit. : E

The CHAIRMAN: Our timing is good. :

Mr. Evuiorr: Your timing is perfect, and my position is a little difficult.

Hon. Mr. Bexcu: Mr. Elliott, ecan you tell us how many of those 141
accountants whom you lost went to the armed services? 5

Mr. Erviorr: I am sorry, I do not know, but I am under the general
impression that very few of them did. '

Hon. Mr. BexcH: You think most of them went to private businesses?

Mr. Eruiorr: I do, indeed. If you want to get a little eloser approximation
of my mind, I would say that more than eighty per cent of them went to private
businesses. :

Now I want to say a little about confidence. Gentleman, confidence is
hard to attain, but it is very easily lost. I believe we have the confidence of
the people of Canada, and T look to this Committee to confirm that statement
following the examination.

There is nothing more important in the affairs of a nation than that the
people should have absolute confidence in the integrity and efficiency of those
who administer the tax laws. It is so easy to find items for complaint, major
in themselves but insignificant when related to the whole. I remember a picture
that hung on the wall in my home when I was a boy. It was a picture of two
dogs. One was a great mastiff, a St. Bernard or Newfoundlander, I am not -
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now sure. There he was, with his great stature, resting easily on his powerful
paws, his find head on the alert and his eyes showing that he was wide awake
to his duties and responsibilities. Beside the great mastiff, and yapping into his
ear, was a little pomeranian, wholly ineffectual, but to himself vitally important
and to others noisy to an annoying degree. He was relatively a mere nonentity,
demanding attention grossly out of keeping with his importance in the dog
kingdom.

I suggest to you, gentlemen, that when you consider this organization that
I have pictured, and the important place it occupies, vitally touching as it does
millions of our people, that nothing should be done in a small, carping and—if
I may use that inelegant word again—yapping sense. Let us look at the
organization in the large, substantial manner that it deserves, or at least that
it requires, and let us groom it to look better, to function better and to serve
the people better. ‘ :

Confidence, I repeat, is one of the most vitally realistic things in the
administration of a law of this kind. T believe we have it. Let us not lose it.

May I give some evidence for my belief that we have that confidence. For
thirteen years I have been Commissioner or Deputy Minister in charge of the
Taxation Division. In many respects governments are like individuals. If an
individual wants to go into partnership with someone else he will try to select
a dependable, efficient person of character and proven worth. So it is with
governments. - In 1936 the Province of Ontario looked about for someone to
administer its income tax law. It did not have to look far, for it saw that the
Dominion was administering a similar statute. Now, governments do mnot
hand the administration of their vital affairs over to any organization in which
they have not confidence. Well, the Province of Ontario asked us to administer
its law. We did administer it and continued to do so up to the time, after the
war started, when all income taxation was taken over by the Dominion. After
we began administering the law for Ontario we were asked to do the same thing
for Manitoba, Prince Edward Island, and Quebec, and we did so so long as the
provincial income taxes remained in effect. The provincial governments asked
us to function for them, because they had confidence in us, and for no other
reason.

In our own Dominion jurisdiction we have, as you know, the Yukon
Territory, under the Department of which.my friend Senator Crerar was in
charge. It strikes me that he will find it difficult to say that our organization
is not worthy of confidence, because he asked us to administer the Income Tax
Act in the Yukon Territory. We did that and continued to do so until the
Dominion took over the collection of all income taxes.

So before the war there were six income tax jurisdictions being administered
by the Taxation Division of the Department of National Revenue. I trust that
I am not altogether wrong in inferring from that fact some measure of confidence
in the Division. And that is what we want to maintain. I do not know how
any country would handle what might be called a tax strike. You have the
extreme opposite of confidence when people say they will not pay because they
do not believe in this and that. That remark does not imply the possibility of
any such development; I am simply trying to point out the extreme effect of
lack of confidence. There is not even the slightest suggestion of any such lack
of confidence in Canada.

- We are not perfect, certainly. No one is perfect. No one could be perfect
during the exigencies of war, under the stress and strain and difficulties that are
encountered by an organization such as ours in war-time. We do not hold
ourselves out as perfect, but we stand ready for a complete examination by
this commitee. In fact, we most heartily and earnestly invite a complete
examination, confident the Committee will go into the matter as we wish,
they cannot do otherwise than come out with-a report in keeping with the
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s general public opinion. And that public opinion will be strengthened ds a'réslilt

of the examination, because whatever you do, whatever you suggest, is bound
to be for the good of Canada and we are bound to accept it. No man can
reasonably refuse a suggestion which is good for his household as a whole.
Therefore, we stand ready to accept every suggestion for the good of the
administration. '

After the Dominion-Provincial Agreements were dropped and the Dominion
took over all the juridiction pertaining to income tax, the rates were raised
to heights unbelievable before the war. The same situation developed in every
part of the world. I will not detail the high rates in England, Australia and
other countries, including the United States, insofar as taxation is imposed in
that country. But I again point out that in a world of high taxes, double
taxation becomes a major problem. Here again your organization must take
a position on taxes in world affairs. We have entered into an agreement with
the United States for the avoidance of double taxation and the exchange of
information. Other countries are making overtures to the same effect, and our
relatively small pre-war activities are going to be greatly extended.

Even before the war double taxation was an important matter. World-wide
shipping, for instance, could not be carried on without relief from double
taxation. Ships carry cargoes to and from ports all over the world. There was
double taxation in the shipping field, whereby ships that called at many
ports and did business there were called upon to pay tax to the respective
countries. The measure of their profits thereby became difficult to determine,
and because of the arbitrary feature of the taxes the over-all amount paid
was unreasonable.

The League of Nations, which unfortunately in many respects has not had a
happy history, did good work in the labour field and in the economic field. I had
the honour of attending at the League of Nations on a number of occasions for
the drafting of model conventions for the relief of double taxation.

That we shall have a greater intensity of international agreements on
taxation is as certain as that we are here today. Many countries having had
capital movements to such a degree out of countries that either rightly or
wrongly were regarded by them as unsafe, are naturally desirous of securing
information at the source by way of international exchange. That again is an
indication of the place that the Tax Division is going to take not only in
Dominion affairs but in international affairs. So, gentlemen, I am suggesting to
you that there are many ramifications to the Tax Division which will come under
your review, and it is not the simple case of making simpler forms. It is some-
thing much bigger than trying to draft a simple form for the use of our people,
laudable and desirable as that is. But that again is a relatively simple thing
compared to the place which this organization takes in our country and inter-
nationally, and the better we make that place and the more efficient we make
that work, the better it will be for our nation.

I do not know when you intend to adjourn, Mr. Chairman. I observe it is
half past twelve.

The CrAatRMAN: We might adjourn now if you so wish.

Mr. EvviorT: It is not my wish, sir.

Hon., Mr. Harac: I should like to hear the gentlemen from Toronto who are
to talk to us about the mining business.

Mr. CampBeLL: I doubt that any of them would be ready to go on.

The CuarmaN: Is anyone here who has anything to say in regard to that?

Mr. MacDonNELL: Speaking on behalf of the Canadian Manufacturers
Association, Mr. Chairman, I may say we are not ready to go on yet.

The CrarMaN: You are here to listen for the time being?

Mr. MacDoNNELL: That is the idea.
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Mr. Grorr: On behalf of the Canadian Federation of Agriculture we would
§ prefer to make our prepared statement when our president is here.

| "The CuAIRMAN: You will not be prepared to go on this week? 5
Mr. Grorr: No. _

; Mr. NormAN: On behalf of the Dominion Association of Chartered Ac-
| countants I may say that it will take my organization some little time to get
ready. We desire to present a prepared statement. Does the committee propose
| to sit for two or three weeks?

The CuamrMAN: I can assure you the meetings will extend over a period
_of weeks, perhaps many weeks.

‘ Mr. NeLLes: The Canadian Chamber of Commerce welcomes the appoint-
C ment of this committee, Mr. Chairman, and we would prefer to present our
| views at a later date.

The CuamrMAN: All right.

) Hon. Mr. Haig: I suggest that the committee meet immediately on the rising
| of the Senate this afternoon.

] The CaAmRMAN: If the committee is content we will adjourn until after the
| Senate rises this afternoon.

Some Hon. SENATORsS: Agreed.

The committee adjourned accordingly.

The sitting of the Committee was resumed at 4 p.m.

The CuamrMAN: Gentlemen, if we are ready, I will ask Mr. Elliott to
continue.

Mr. Ervtorr: Mr. Chairman and honourable senators, this morning I gave
a summary of the organization that you are going to examine, stating some-
' thing as to its character and the place it occupies in the nation’s affairs. I
- mentioned that we had a staff of 6,882 employees. That figure is correct, but
| it must be compared with the number on our staff at the beginning of the war,
' namely, 1,286.

Naturally such a large expansion in staff gives rise to problems of training
| the employees. I mentioned that the number of skilled personnel, that is, the
| accountants, had not substantially increased. In fact, there was actually a
: | decrease in the number of professional accountants. The great expansion took
place in what we call the clerical staff. That is easily understood in the light
| of the number of documents that I told you that we had to handle here.

g It became necessary to introduce a plan of staff training, and I am happy
| to say that it has functioned with a great deal of satisfaction. I should like to
| explain it to you, because I think it is of great importance. In the Department
{ of Labour it is sometimes called “Job Instruction Training,” and it has become
| a recognized necessity in well-organized businesses. These books that are on my
| right here are adequate evidence of our activities in job instruction training.
1 This particular book that I now have in my hand, and the other two books of the
| same size, are furnished to all our inspectors, with the exception of those in three
“districts. I stand subject to correction as to the exact number, but the books
- are furnished to the vast majority of our distriet inspectors.
‘ This book that I now take up is called “Office Procedure Manual.” Tt is
: - a general statement of the work carried on in each unit in the district office, and
it is supported by flow charts. For instance, what I am looking at now has to
| do with the receiving of mail. In any organization that is a very important
matter. It may be regarded as simple, but if you have not organized control
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over it and your mail goes astray you will soon be in a mess. Every Iunctmn
that has to be performed by every person in the incoming mail section, which
happens to be the one I am looking at, 1s detailed. I will read from the

opening page:—

The duties of the incoming mail unit are three: (1) l.‘eceiv'mg of
the mail, (2) distribution of the mail, (3) miscellaneous duties.

In each of these manuals there is a chart of the flow of work. While this
document is, as you see, rather solid, it is the governing machinery in ‘the
district office. Actually it is broken down into several units and sections. Each
unit head gets a small book something like the one I now have in my ha.n(_i. _
That deals with his own particular section, and he has to understand 1t
thoroughly. So in the district offices you will find complete instructions on the
description of the work carried out by every employee. ,

Now I show you another set of instructions, in two volumes, each of
which is called “Operation Breakdowns Manual.” Each operation is first
stated and then set out in detail step by step, showing what each employee
is to do. I may inform you that there are more than one thousand routine
operations performed in an average district to complete the work. When you
recall that, as I pointed out, the great expansion of our work in war-time
required some five thousand new employees, you see that to train them to
perform their duties efficiently and within a reasonable time is a considerable
task. You have not the same authority over your personnel that the military
services have. In this respeet I do mot suppose the Army has changed much
from the time when I was in it; the principal changes have been in mechaniza-
tion, transportation, and that kind of thing. We have to set up an organiza-
tion with people over whom we have nothing like the control that the Army
has over its personnel. We do not have our employees under our control
for twenty-four hours; we have them only during the working hours. Then,
the vast majority of them are females and you cannot give them the kind
of order that can be given to men in the Army. You have to speak to a lady
employee with that delicacy which befits a gentleman, and yet with earnest-
ness—not in the sense of proposing, but in the sense of giving her an order
to do something. I heard Senator Vien speak at lunch today and afterwards
I said to him that he had all the nuances and the delicate expressions that
are typical of the Franch race, together with a splendidly clear mind, whereby
he makes a delightful speech, conveys beautiful thoughts and leaves his
listeners with pleasant feelings. Well, it is delicacy in that sense that we use
in training female employees to handle income tax forms. There is no love
in it. It is all a matter of duty, and we have approached it from the point
of \l'\iew of a business system installed for the more efficient handling of our
work. :

We give our employees lectures on their duties and we have organization
meetings. Yet only yesterday, while I was in the midst of all my worries §
of getting something for this committee, I received a letter from Mr. Gillis, §
M.P. He had received a complaint from a man in Halifax stating that it is
only a waste of time to give lectures to employees on how to do their job.
In other words, that gentleman was opposed to the very thing that we are §
doing all across Canada. So you get criticism from people who observe §
what you are doing but who perhaps do not appreciate the over-all picture.

. Hon. Mr. CampBeLL: May I ask how long these manuals have been
in use in the offices?

Mr. Eruiorr: I should say the first one was out probably a year and a
half ago. They are not easy to compile. These were compiled after much v

consultation and an examination of all the districts across Canada by a
person charged with that duty, who, I might say, has since left us. We were
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& paying .h'im—I will make a guess at it—$3,600 a year, and he left about a
| month ago to get $6,000 a year, with the right to do certain work on the
. side. He is a Chartered Accountant. Thank heaven he did a good job before
. he left.

3 Hon. Mr. Haypen: Are you proposing to file those books?

, Mr. Evuiorr: Yes, I should like to file them. I am glad you mentioned
~ that, because I want the Committee to have them so as to know just what

§ takes place in our offices. .

4 Hon. Mr. Benxcu: Mr. Chairman, may I suggest that the books be

. identified in some way? z

The CuamrMaN: They could be marked as Exhibits, perhaps?
Hon. Mr. Bexcu: Yes, that would be a good idea.

ExHIBITS

Nos. 1, 2 and 3: Three volumes, one entitled “Office Procedure
Manual,” and the other two entitled “Operation Breakdowns Manuals.”

_v Mr. Ervuiorr: These books relate to the Ottawa district. As you know,
| it trespasses in the Supreme Court Building, much to the annoyance of
. certain gentlemen. I appreciate that they have a ground for annoyance, but
~ there the office is, in that building. I would suggest, Mr. Chairman and
- honourable gentlemen, that if you see fit you go over and examine that
. office thoroughly. In that way you would get a good idea of how we handle
| our business.

There will be a further development of this staff training in respect of
- members of the armed forces, as discharged men become available. They

- will be given special lectures. We look forward to an increase in our male
| personnel.

Hon. Mr. Hata: Are they all appointed by the Civil Service Commission?
Mr. Evviorr: Not a single one of them. They are all appointed by the
- Minister. The Civil Service Commissien has no jurisdiction ever the person-
- nel in the Taxation Division.

Hon. Mr. CampBeLL: Would there be an accountant on the staff of every one
| of the nineteen divisions?

3 Mr. Evuiorr: Oh yes, definitely, I think. I will make an inquiry. Do you
| mean professionally qualified accountants?

1 Hon. Mr. CampBeLnL: I mean accountants, not necessarily Chartered
'§ Accountants.

¥ Mr. Eruiorr: There are Chartered Accountants and Certified Public
| Accountants. Whether one is better than the other, I do not know, but we
. must be careful not to mention one ahead of the other, so we use the generic
| term, Professional Accountant. I am advised that we have a good accountant
_in every office, but they are not all Professional Accountants. I will get the
- detailed information on that if you are interested.

Hon. Mr. CamppeLL: I was wondering whether you would care to say from

| your experience how many accountants—I do not mean Professional Accountants
§ —vyou should have on the staff in each of the nineteen divisions.

Mr. Eriorr: The nineteen divisions vary greatly in their importance. For
“instance, in Toronto and Montreal we collect nearly half the whole revenue.
| The head offices of very many companies that do business in all parts of Canada
{ are situated in those districts, and that is where the companies file their returns.
T‘herefore, in those districts we need many accountants. In an outlying district

“where a branch of one of these companies is located our office would collect the
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company through that branch finds its expression in the Toronto or Montreal
districts. So it is difficult to state how many accountants we would need in each
division.

Hon. Mr. Vien: Experience that I have had on two or three occasions
indicates that the salary offered to accountants seeking employment in the
Income Tax Branch is not sufficiently attractive. I think the salaries start at
$2,400 or $2,500. More alluring salagies are paid by private businesses.

Mr. Eruiorr: There is no doubt about that, Senator. If the Committee
wish us to submit a statement of the grades of accountants and the salaries paid,
we shall be glad to do so.

Hon. Mr. BexcHu: I should like to see such a statement.

Mr. Erviorr: All right, we will furnish one, showing the grades of our
assessors, as we call them, and the number in each division.

The CuAmRMAN: How many grades have you? :

Mr. Erviorr: Six. In the top grade there are only two or three, so there are
really five operative grades.

Hon. Mr. CameBern: Could you also embody in that statement your
opinion of the number of accountants you feel are required to staff the various
divisions adequately?

Mr. Evuiorr: Yes, I shall be very glad to do so. That is a matter on which
we can speak with certainty, because we have gone into it and had advice on
it lately.

The CuamrMAN: Is the only reason that you have not an adequate staff
the fact that you cannot get the men?

Mr. Eruiorr: We want more men and we go out and try to get them, but
we have not succeeded.

Hon. Mr. BucuANAN: This morning you were speaking of men who had
left your staff to enlist. Are any of these men taking employment with private
industry after their discharge from the armed services?

Mr. Ecviorr: I am consulting with my friend. I do not think any of our
accountants left to go into the Army. Those who did leave went into industry
or business. We did not have many young fellows of military age; in faet I
cannot recollect one. '

Hon. Mr. BucaaNAN: I have known some to go into the air service.

Mr. Erviorr: From the Income Tax Department?

Hon. Mr. BucHANAN: Yes.

Mr. Evviorr: Were they professional accountants?

Hon. Mr. BucaHANAN: They were in your service. You were speaking this
morning of shortage of staff, and I thought you were referring to a general
shortage. I was not confining my question to accountants.

Mr. Evuiorr: Those of the general staff who went into the Army were very
few, and we have taken back some of them. s

Hon. Mr. Bexcu: You stated that you lost 141, and you estimated that
more than 80 per cent had gone into private business.

Mr. Erviorr: That is correct.

Hon. Mr. BexcaH: As I understand it, you now find you are not able to
replace that loss in personnel.

Mr. Evuiorr: Actually that loss has never been made up. We are 70 per
cent lower in professionally qualified accountants than we were a few years ago.
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Hon. Mr. Bexcu: Would you say that your difficulty in replacing them is

~ because you cannot pay anything like the remuneration they can command in
private business?

Mr. Eruiorr: That is right. The remuneration during the war was, I think,
in many cases additionally attractive because of the high rate of taxation.

~ Hon. Mr. Bexcu: But your difficulty is still continuing?

Mr. Evuiorr: As I pointed out this morning, we are in a transitional stage
and I have not made up my mind as to the cause.

Hon. Mr. Viex: To a young chartered or professional accountant, to use
the language of the Department, $2,500 a year, less taxes, is not attractive. A
man who has had professional training and is qualified should receive at least
$3,000. : ' :

Hon. Mr. Haic: Mr. Elliott, is not this a fact, that right from the start
of the income tax system once a man got trained in your departmental practice,
he was offered by private firms a salary which of course your scale could not
compete with at all, and naturally he went out. I can recall two or three such
cases in my own city, and one of them was your chief inspector.

Hon. Mr. Haypen: You cannot stop that of course.

Hon. Mr. Viex: You can and you cannot. You cannot give as high salaries
as are offered outside, but a number of professional accountants' would remain
in the service if they had adequate compensation, even if it be below what is
being paid outside, because in the Department they have the advantages of
superannuation and stability, and there are other considerations, such as sick
leave and holidays. These are attractive, to say nothing of the fascination of
the Government dollar. Quite a number of people will work for the Government
at lower rates than they could make outside—for instance, senators.

Hon. Mr. Hatc: That is what I was thinking about.

Hon. Mr. Vien: I would suggest that you could, without competing with
industry and business, get competent persons if you made the salary a little
more attractive because of the compensations which I have already mentioned.
I would urge that there should be an upward revision of the salary schedules.
The other day a young man in Montreal asked me if T could assist him to
obtain an increase in salary. He was working in the Inland Revenue Depart-
ment at Montreal. T referred him to his superior officers, thinking that it was
a matter of internal economy and had to be taken into account with all the
various schedules of the Department. He told me he was receiving $2,400 a
year, and was called upon to help the Income Tax Inspector determine whether
a chief executive was being paid too much at $18,000 a year or whether he
should receive $20,000 or $22,000. I give that as an example of the inadequacy
of the salaries that are now being paid to certain classes of professional men.

~ Mr. Evuiorr: The length of service of the 141 assessors who have resigned
gince January 1940 was 3.9 years. In other words, ours is a school of instruc-
tion. Chartered accountants or professional accountants come into our organ-
ization and work with us not only for the purpose of informing themselves on
our very vital taxation laws, but also to get a survey of all kinds of financial
statements that come from various businesses. After they have stayed with us
for about four years away they go. If you are going to hold those persons
after they have been in the Department four years you have to do something
to improve their salaries.

The Cuamyman: Do they usually set themselves up as income tax experts?

Mr. Eruiorr: We do not follow their careers after they leave us. We do
know that: they go into established organizations as secretaries and accountants,
and also into private business.
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Hon. Mr. McRag: It is well known that many corporations hire these men
to look after their taxes because they are familiar with income tax law. Those
corporations can well afford to pay the men higher salaries for that purpose.

The CuamrMAN: Some also do as I suggested, they set themselves up as
experts in income tax matters.

Hon. Mr. Haia: Is it not very much more satisfactory to the public if there
are competent accountants in your Department? ' ;

Mr. Eiviorr: Very much so. Professional men can do business with
competent accountants in the Department on a more skilled plane, and can do
it in half the time and get results. These outside accountants are in many
cases paid on a time basis, so they would be much happier to come in and meet
their equivalent across the table. :

Hon. Mr. Haig: I am thinking of the ordinary fellow.

Mr. Evruiorr: He would do it much better.

Hon. Mr. Haie: Take the case of a lawyer. I know that if I go to the
Income Tax Department and meet a man who understands his business perfectly
I can get through in a quarter of the time that it takes if I have to argue with
a person on what the law is. ' *

Mr. Erviorr: 1 agree with you. On this very subject I think I should
indicate the value of skilled accountants. They are probably more valuable
than most people have the opportunity of realizing. I would preface the state-
ment I am about to make by saying that there is not the slightest implication
in it of fraud or deceit or wrong doing on the part of our people, although the
very statement itself certainly implies that. I may own an organization doing
a large business, and I make certain charges against my profits, charges which
I think are all right. I submit my accounts, and the income tax official says,
“No, you cannot do that. That is not within the law, that is a capital expendi-
ture.” Or he may say, “This belongs to some other period, this is a liability
that has not yet crystallized, it is in expectancy, it is not a real liability yet.”
There are a thousand reasons why that income is raised and more taxes collected.
In one year—and it runs just about the same right along—we increased the
assessments by about $38,000,000. In other words, those income tax payers
declared their incomes honestly, taking as they should every reasonable inter-
pretation of the law that is on their side, for no one wants to stand out against
himself on things that matter. It means that when we come to analyze the
accounts and set them in their proper order the Government receives $38,000,000
more than it would have received if those accounts had not been scrutinized
according to the rules of our assessors. :

I had not intended to bring that out at this point in my remarks because
it belongs to the section on assessing which I have here, but when we are talking
about the value of assessors and what we pay them, I think it is very important
to make the statement now.

The annual cost of running our Division is below $10,000,000, and yet by
the use of these gentlemen applying the law factually we increased the revenues,
so that every taxpayer pays his proper tax in accordance with the measure of
the law. " That increase, as I have stated, is $38,000,000. :

Hon. Mr. McIxTyre: Is it not a fact that in the assessment of income tax
you are from three to four years behind in the different provinces?

Mr. Evuiort: No, that is not a fact. That again comes into the assessing
question. The question upsets the continuity of my plan. I am still going to
adhere to my plan, so I shall be answering it twice.

_The Caamman: Gentlemen, may T suggest that in a general way we allow
Mr. Elliott to proceed according to his agenda and submit our questions after-
wards? Would not that be more satisfactory, Mr. Elliott?

Some Hon. SExaTors: Hear, hear.
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Mr. Eruiorr: Yes, Mr. Chairman. It is very good of you to try to keep
‘me on my continuity.

Hon. Mr. Hate: It will be better for us too and we shall make a little more
- progress. .

1 Mr. Eruiorr: I will answer the honourable senator’s question. Notwith-
standing all the handicaps I have pointed out, and I emphasize them, of all the
.~ assessable returns received by the Division for the five year fiscal period ending
- March 1945 we have assessed 87 per cent. Of all the individual returns that
| appear assessable received over that same period we have assessed 83 per cent.
" Honourable senators will notice that I have referred to returns that “appear”
~ assessable. I may explain that when the return comes in we take a look at it
- and if it shows a taxable income it is called assessable; if not, it is called non-
. assessable. That is how we quickly separate the returns.

‘ Hon. Mr. McIntyre: That goes back for four years.

Mr. Evuiorr: Of course it does.

Hon. Mr. Haypen: That percentage basis is not a very good indication, is it?
Mr. Evuiorr: I would say it is.

: Hon. Mr. Haypex: The number of your individual returns is so great and
 of your corporation returns so small that the percentage in itself does not
d  indicate very much without having the actual numbers.

Mr. Eruiorr: If you suggest that we put the two together I would say it
' would be a wrong statement. One corporation will pay as much money as
~ thousands of individuals, and I for my part would not care to put the two
together and answer the honourable gentleman’s question. I think we have to
. take individuals on one hand and corporations on the other.

During the past. fiscal years ended March 1941 to 1945 inclusive we have
. assessed 6,880,424 individual returns, or 82 per cent. That is a little against us
because it is really slightly more. I would call it 83 per cent, but I will concede
| against myself a fraction of 1 per cent and accept this written document for
L corporation returns received in the same five year period we have assessed
L 126,039, or 86 per cent.

v The CuamrmAN: The lag is greater in the individual returns than in the
| corporation returns. '

J Mr. Evuiort: Oh, yes. That is 86 per cent of the total returns received in
~ the same period. The fact is that the Taxation Division has suffered many
I handicaps, which we believe have not been suffered by any other organization to
L the same extent. We have fallen behind to some extent, as might be expected
| under the circumstances, but have maintained our standard. Having regard
. to the handicap we believe that the Committee will find that we have done a
; mostrtsatisfac’gory job, and no doubt will make appropriate comments in their
report.

While on the question of delay, may I point out some important features
- in the delay as another step in the problem of lack of space and lack of priorities.
= The Excess Profits Tax, of September, 1939, was really an Act that gave notice
| to the people of Canada that they were going to suffer an excess profits tax.
|~ The whole Act was repealed and never functioned. In 1940 the present Excess
- Profits Tax law was put on the books, and it was a complicated and difficult
(" law. Never before in the history of this country did we have such a law. It
. was quite different from the experiences of the last war, of 1915 to 1920, under
. what was known as the Business Profits War Tax Act. This law of 1940 gave
| the standard profit from 1936 to 1939, and we had to have the capital determined
i with respect to that period inherent in the law itself. When it came on the
L books in 1940 it necessitated going back to those four years. Many businesses

in those four years were not taxable. We just passed those returns for businesses
| 49300—3
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which were obviously not taxable in those years—we were not interested in
the capital. But the time came when we had to resurrect all those and resurvey
them, That is an enormous task. The public had to get acquainted with that
problem, I am sure my accountant friends in this audience will know the
trouble they had in getting acquainted with that law and its application. You
cannot pass a law in June and make it work in July, at least not that kind of
law. There must be a period of education, and that requires time. By the
end of 1941 the Board of Referees had received about 375 claims, of which
it had dealt with 47. And that, mark you, was two years after the war had
started. If you want to speak about a delay there is an instance. That situa-
tion was forced upon the Division by the necessity of making up the Govern-
ments mind as to what kind of law it was going to have and to permit the
people an opportunity to get slightly acquainted with it. So that in that two
year delay, we made some gain. We are not two years behind now—perhaps a
year and a half. Tt all depends on the standard I am going to maintain. I
could take these returns and pass them as filed; I could put them through
as so many letters. In that way I could clean this up in two or three months,
and have no back-log. Technically it is a true statement, but practically it
would not be doing the job that is entrusted to me. I do not seek to hide
from the necessities that are forced upon me; I would rather stand my ground,
and say that in due course we will assess everybody on the same basis, under
the same law, with equal treatment, even though there be some delay.

Now what is the value in delay? This educational period of nearly two
years was of great value to the professional accountants and business men,
as it was to the Civil Servants. It is not to be presumed that there were major
errors by professional accountants or by business management when they
figured out their own tax and said, “That is the way it looks.” So that the
only detriment from the delay is a few files that we have not confirmed the
amount of money that has been paid. In confirming those it is my hope
that we will find the figures reasonably satisfactory, and no one will find a
sudden claim for taxes far beyond that which he himself, by careful analysis
believes he should pay and did pay. It is easy to complain that some assess-
ments for those years have not been passed. If it is not explained the people
will say, “My goodness, T have not been assessed for two, three or four
years—isn't that terrible?”, It is true that a business man cannot publish
his balance sheet with certainty but he can put such a note on his balance
sheet setting forth that he has calculated his own tax within what he believes
to be the letter of the law. If he had good advisers, and studied the matter
himself, he will not be very far wrong. On the other hand, if he complains
about the matter being delayed, and he has put something in that he believes
he can get away with, but does not get away with it, it is going to cause a
considerable liability to arise. Under those circumstances, he is most anxious
to ha‘ve his return passed as filed. Under such circumstances, we would be
lowering our standards and not living up to the obligations which the country
has assumed.

My friend certainly has touched the keynote of what is in the publie
mind right now when he asked that question.

.. Hon. Mr. McI~ntyre: The taxpayer may file his return incorrectly, and
if it is two or three years before it is assessed, he might owe $400 or $500 or
$1,000, and be obliged to pay 8 per cent on that amount.

Mr. Erviorr: No, 5 per cent.

Hon. Mr. McI~ntyre: I think it is 8 per cent.

Mr. Erviorr: It only becomes 8 per cent if he refuses to pay. It is 5
per cent.

Hon. Mr. McIntyrRe: When he is assessed, it is really at 8 per cent.
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‘Mr. Eruiorr: Yes, one month after the Noticq of Assessment buf: ab that
time he knows all about it. It is a matter of forcing payment by raising the
rate of interest. The country needs the money and the only way to get it in is
by applying a rate of interest that will bring it in. No doubt many people would
be willing to borrow money without much negotiation at 5 per cent. On the
other hand, if he has calculated the tax himself and he is wrong by $1,000, or
any multiple of that amount, he has had the use of that money. If it is
- $100,000 it is of considerable advantage. -Should he have the use of that money
 simply because the volume of work in the Crown organization is so great tha’.t
they cannot get around to assess him? We may have picked up another man’s
file first, and he had to pay the $100,000 because we have assessed him. Do
you suggest that the one taxpayer should be out the use of his money, and the
other one have the use of his money and pay no interest on it?

! Hon. Mr. McIntyre: Of course if he overpaid he would not get interest on
such overpayments.

, Mr. Evniorr: That is a very usual statement, may I say. It has been the
policy of the Government since Confederation, not only in the Taxation Depart-
‘ment of the Government, but large sums of money in the hands of the Crown
I do not accumulate interest. Perhaps the King can do no wrong, and he holds the
¥ money for a good purpose; and when he holds money for a good purpose, he is
not required to pay interest on it. It may have its genesis in that thought, or
it may be sheer power. The fact remains that you must not point to any one
- department, you must say the whole Government does not pay interest on
money in its possession.

Hon. Mr. Bexcu: Is there something in the law that provides for that?

Mr. Evviort: No, it is a precedent. They usually say it broadened down
from precedent to precedent, but this one did not broaden. It is a fact that you
cannot sue the King without his consent. You as a fellow member of the legal
profession know that. I presume in the early days the King did not give the right
to sue himself for the interest on money which was in his possession. This is
" now adopted in the statutes, since law and equity became fused. The King
still keeps that stand for reasons that I cannot always comprehend myself.

Hon. Mr. Bexcu: I secured a judgment against the Crown one time with
interest. The case was actually settled at the time, but one of the things I gave
up was the interest. When you raise the question now I just wondered whether
- or not there was any provision in the law covering the matter.

Hon. Mr. CampBeLL: Mr. Chairman, I do not think we should start giving
( advice to the legal profession here.

The CaamMAN: Well not free advice.

~ Hon. Mr. Vien: The question arises whether the Crown should not pay
interest on the amount that it has received and for which it finds itself indebted
to the taxpayer. Mr. Fraser Elliott has aptly pointed out how it forms part
- of a much larger policy than the one we are directed to study in this committee.
However, I think the preponderance of public opinion would be for the elimina-
tion of the necessity of a fiat to sue the Crown; and secondly, the Crown should
v{laytinterest when it is found to be in possession of funds which do not belong
o it.
3 Hon. Mr. Aseurine: Taxpayers might pay a lot of money into the Govern-
-ment to get interest on it. :
Hon. Mr. Vien: I think nobody should be penalized because the Govern-
ment, whether rightly or wrongly, has been in possession of sums of money,
large or small, that do not belong to the Crown. :

49300—3}
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Mr. Evuiorr: There is not only the point which has been suggested that
some might pay in excess in order to get sure investments and interest on their
money, but also the fact that we now have on our tax roll some 2,500,000 tax-
payers more or less. Many of them pay small sums of money indirectly by
means of deduction at the source, that is they pay through the hands of their
employer. We have to make refunds to those taxpayers who are not taxable.
If you adopted the principle of paying interest, and assuming the average refund
was $30 to a million taxpayers you would have a tremendous task. I am quite
sure the Crown would not consider paying 3 per cent. If they did, there would
be a great number of overpayments. Therefore, I could think more favourably
of 2 per cent. Two per cent on $30 for a year is sixty cents. It would involve
taking a million taxpayers, on that average basis, and giving each his refund
plus sixty cents together with the computation of the period for which the interest
ran. It would also involve our putting on a staff to compute the interest to
which he was enitled, and also putting the Post Office to the trouble of handling
the mail, and the getting back of receipts.

Hon. Mr. Vien: Might it not be credited to an account against future
taxation?

Hon. Mr. CampBeLL: The cost of calculation would be tremendous.

Mr. Eruiorr: You would still have to have it calculated; you would have
to have an interest table and a great staff engaged on it. I am not arguing for
or against, I am simply pointing out some of the incidents of payment of interest
on small accounts. -

You cannot draw a line and pay interest on $30 and not pay it on $300
or $3,000. The little man’s money has an interest earning factor—of course,
not in the investment field—but theoretically it is as useful to him as a man
with $300. If you are going to pay interest you would have to do it right up the
line, from the smallest account to the largest, in the possession of the Crown.

Mr. Chairman, I should like to say a word with respect to space. The problem
of space since the beginning of the war has been one of our major difficulties.
I am not going to air the particular grievance we have had in this regard because
I am fully aware that other organizations have had the same trouble. I am also
aware that the Department of Public Works, which is the Department which
allots to us our space, has been pressed on every hand. They have to give
priorities wherever it is for the armed forces and the production of war materials,
and income tax got the least priority.

Hon. Mr. Haic: We think there will be plenty of buildings soon.

Mr. ErviorT: I hope our space problem is solved.

Hon. Mr. Haic: Especially in the city of Ottawa.

Mr. Evuiorr: I am speaking -of our work during the war years and up to
the present time. I sometimes feel that the significance and importance of
revenue laws is not appreciated by many people who could beneficently lend
their aid. However, it is traditional, it is historical and it is biblical of this field—

Hon. Mr. Haic: Maybe the Bible was correct after all.

Mr. Evuiorr: Far be it for me to dispute it.

Hon. Mr. HaypEx: You mean as to its correctness.

Mr. Evuiorr: I should like to give you a few facts on our space problem.
I will use 1939 as the basis, the same as we take the cost of living as equal to
100 in 1933 and then build up from that. The used space we occupied in 1939
has been inereased by only 100 per cent. This is in sharp contrast with the other
percentages of increase over the 1939 figure. Our staff has been increased by
400 per cent, which is not too much. The necessary equipment that is present
there increases the volume of space required. The returns filed by the publie
have increased 500 per cent. In that I am only talking about returns figured
by the public on taxable incomes. The collections of the Department have
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~ increased 1,000 per cent. I repeat that all this activity takes place in a space
~ increased by only 100 per cent. Please do not ask me to explain how we do it.
- But I have been in offices where I could not walk through, the desks are placed
end to end. The facts are as I have stated there, and yet we have carried on
- and accepted the situation.

I again refer to the thought that is hovering in the minds of many people—
- how far behind we are. I can only reply, how far advanced we are considering
. the circumstances in which we operate. :

4 Hon. Mr. CampBeLL: Can you say what percentage of increase is brought
- about by reason of the Excess Profits Tax Act? I suppose it would be difficult

~ to say that. Mo

] Mr. Eruiorr: The two are so interwoven that I do not think that information
~could be ascertained.

s Hon. Mr. Viex: In addition to the excess profits taxes there are succession
uties. ,

Mr. Erviorr: Yes, we were made responsible for the administration of them
also. All these added duties have to be attended to in a space that has increased
only one hundred per cent, whereas the increase in everything else runs from
four hundred to one thousand per cent.

I think that is all I need to say for the moment on the organization as a
whole. I should like now to turn to another heading, namely, the simplification
of law and forms.

Hon. Mr. CampseLL: Before you proceed with that, it might be interesting;
if you could tell us something about your head office organization.

Mr. Erriort: I intend to give the Committee, when I conclude my remarks,.
a chart showing the exact organization of our head office and the organization
of a typical district head office. I have a large number of copies of the chart
here. We compiled another chart, just for this committee, showing the duties
of each office in the division. These two charts will, T think, give a very clear
picture of our head office.

Hon. Mr, Lamsert: Can you say generally that any extension in the use of
office machines has been a factor in enabling your staff to do more work?

Mr. Eruiorr: We are alert to the value of modern business machines, but
unless I put machines under or over the desks of the men who are working there
1 have not the space for them. There is no doubt that, if we had more space,
our business could be mechanized far beyond what it is.

Hon. Mr. Haic: I should say that in the last four years you have increased
your staff greatly. In an office out in our city you used to have orie person, but
- now you have four, and I cannot get in; or if I do get in to interview one of them,
I interrupt the other three.

Mr. Evviorr: It is certainly essential that we get the taxpayer in. We shall
have to put our other men out.

The CrAtRMAN: Senator Haig does not go in as a taxpayer.

Mr. Erviorr: Perhaps there is reason for keeping him out, then. It is true,
Senator, that we put more people in a room.

Hon. Mr. Haig: I go there to consult about the income tax return of a client.
. Just last week I was positively ashamed, because although I spoke in as low a

voice as I could to one person I know that I interrupted the work of the others.
' Mr. Evviorr: We operate on 65 square feet per person, whereas the normal
* space required for health and good work, not to mention secrecy, is 100 square
. feet. In other words, our space is thirty five per cent less than it should be.
- In some districts, I regret to say, our space is even less than sixty-five per cent
. of normal. I have simply been giving average figures, and if my remarks are
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read by employees in those districts where our space is lower than the average,
T do not want them to think I have forgotten them. They are still in my mind.

Now, if I may have permission of honourable senators, I should like to go
to the subject of simplification of law and forms. The Committee is charged
with the duty of improvement, clarification and simplification, impliedly, of: (1)
the sections of the law (2) the method of assessment, and (3) the collection of
taxes.

The Committee might expect a comment on what these words imply, namely,
the complexities of the law and of the forms. I shall not dwell on the early
development of the law. It is of course basically a tax imposed on the income
of residents in respect of their world income, and on non-residents in respee
of income arising from sources within Canada. )

Where the definition of “income’ originally came from has been imperfectly
traced in some cases and I am not clear on just where it did come from. It
originated somewhere in the United States, I believe. However, the growth of
the legislation has been extensive since the beginning of the war.

Its increasing complexities have been in a large measure occasioned by the
high rates of tax. Such high rates neecssitated the introduction of sections to
mitigate oppression of various classes of taxpayers or intended to make the
system more uniform in graduated applications or in response to outeries
against burdens which in some cases may have been oppressive.

The space occupied by the provisions relating to such relief and- exemptions
is now extensive and contrasts with the comparative brevity of the early laws.
Further, as the rates of tax have risen, ingenuity in avoiding the tax has been
increasing, as shown by the methods devised and the various ways and means
by which persons so conduct their affairs as to bring them technically outside
the ambit of the law, although the authorities intended that tax should be paid.

The Government has responded with provisions designed to make avoidance
difficult. Sections had to be devised for stopping each loop-hole as it was
discovered and likewise to remove each genuine grievance as it was brought to
light, until, as stated, the fabric has become over-laid with highly technical
sections, difficult to comprehend, and regarded by some as unreasonably prolix
and obtuse. Each section became a kind of special law in itself, woven around
the basic law to make it more self-contained and all conclusive. ,

That is, the basic law remained the same, but it was patched up by these
special sections dealing with special cases. These sections were really in them-
selves special laws which, to anyone not having some knowledge of the back-
ground, are difficult to understand.

Reference could be made to other laws in other national jurisdictions
showing that the same difficulties, the same character of amendments, and the
same intention as to preventing evasion and as to granting relief, have developed.

In England the basic law remains the same. In the United States more than
thirteen entirely new revenue acts have been passed in as many years. I am
not sure which is the better method. It is simply pointed out that the situation
in Canada is not peculiar to Canada. It is born of a desire to pay the least
possible tax that the individual or company can arrange to pay by adjustment of
their affairs and to secure the maximum relief that justly should be given.

Avoidance and relief, however, are not alone the considerations that make
the law and the forms intricate. Perhaps even more so it is the extent and
diversity of interests vitally touched upon by such a law.

You are enjoined by Parliament to create simplicity and elarity. I presume
that also might mean brevity. This, of course, is a laudable purpose. The
millions of individuals who have substantially nothing more than salary complain
of the complexities of the Income Tax law and the forms, and because the law
touches them not only personally, but vitally, their complaints amount at times
almost to vituperation, particularly at that point in time when they meet the
income tax forms.
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: The over-all-Canadian-individual must realize that he is a composite person.
~ The form must envisage that Canadian who has every kind of income, every
‘kind of dependent, every kind of marital status, every kind of expense, business
as well as sickness, and donations to charity, ete. The over-all-individual, as a
composite person, is a complex being. That is the individual for whom the
income tax form must be prepared. KEach individual is entitled to know every
right that he has. If the form makes no mention of the rights to which one
- man is entitled, it will do no good to tell him that he is presumed to know the
law, when he finds out that the form makes clear the rights to which other
people are entitled.

Then we come to businesses. Here in the larger field we have income from
every source, not only business but estates, trusts and every kind of activity
that is entered upon with a view to profit. The critic calling for simplification
fails to realize the composite nature of the problem.

There is no other braneh of the law which is so far reaching or which
touches human activities at so many points, having regard to individuals, partner-
ships, estates and corporate activities. The law affects every kind of business,
wholesale and retail, domestic trade and foreign trade, manufacturers, investors,
discounting, insurance, shipping, railways, mines, forests, agricultural activities,
every kind of profession, property or service out of which arises an income gain,
not to mention patents, copyrights, royalties, pensions, etc. ete.

Indeed so much has been said to indicate a very incomplete list of the
nation’s ever-varying multifarious economic activities, public and private, that
go to make up the business of the nation. Into each and all of these the element
of profit and loss enters. That word “loss” compels me to comment that recent
amendments give a value to a loss that is equal to the burden of a profit, for it
is as important to determine to-day the deficit of a business man or company
so that he might off-set it against the profit of an ensuing or back year and
thereby save the taxes otherwise payable.

In short, a loss is as valuable as the rate of taxes applied to it. The greater
the loss to an individual partner, the greater is its value to him when he can
carry it forward and charge it against the profits that next year would be
subject to tax. :

As stated, into each and all of these the element of profit and loss enters,
and from the financial results of each the taxpayer is or is not subject to
taxation. Each of these activities in turn has its own special characteristics
calling for special treatment adapted to its individual or corporate case.

Firms or partnerships have one set of laws; companies and private companies
another; agents and trustees yet another, and so on. Add to this the whole
elaborate system of exemptions, relief, allowances, deductions, carry-over of
losses, inventory problems—and there you have something—and so on. They
all have to be formulated into simple language, clearly stated and reflected in
forms so that he who runs may read. I observe that that is how it was stated
by Senator Haig when he was discussing this resolution in the Senate. But in
this case, Senator,.usually it is he who reads, runs.

Hon. Mr. Harc: I was giving you the benefit of the doubt.

Mr. Evviorr: Now in the result the requisite administrative machinery
must be provided for the working of the system in the shape of, not only forms,
but regulations, memoranda, brochures and the like, all of which do not make
the law but only interpret the law as the departmental officers understand it.
Each person has the absolute right to interpret the law in respect of his own
particular set of facts, and if disagreement arises, it is his privilege to appeal.

Any statute (including the forms) that is required to cover such a vast
field, including at the one end the simple finances of the salaried clerk—and
even this may be complicated with his multiple individual rights and special
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allowances and deductions—and at the other end the comphcated mtncacles
and ramifications of our great companies, commercial, industrial and financial,
which are both national and international in their scope, becomes comphcated
for it covers or reflects the subject with which it deals. And, as I have made out,
the subject with which this statute deals is indeed complex 3

So much has been said as background to the fact that from out these la.ws,
applied to the people and their complicated and intricate affairs, there is taken
annually approximately $1,300,000,000, in a nation of 12,000,000 people. You
may find it difficult to improve the simplicity already attained. Needless to say,
with great sincerity, I wish you every success in improving, clarifying and
simplifying the law and the forms. I assure you that you will have every
assistance that it is possible for me and my staff to give you.

Any administrator or any business man is curtailed in his success by the
bluntness of his instruments. He is enhanced in his success by their simplicity,
directness and clarity. We seek the best tools possible under the law to administer
the law and make it work as smoothly as possible.

On the lowest level, namely a selfish level, we of the administration offer our
assistance in the fulfillment to the highest degree possible of the objectives
indicated in the motion—improvement, clarification ‘and simplification of both
the Act and the forms.

I would not, however, wish to leave the closing thought on the lowest level
of selfishness. Rather, for the well-being of our nation, which is the highest
level possible, let. the laws be the closest to perfection that astute minds in con-
cert are capable of producing.

It is impossible to impose even the simplest income tax law in a country
that is not educated. Income Tax is essentially an intelligent people’s law for
the raising of revenue in an intelligent manner,

Business forms are not simple. Business records are complicated. Honour-
able Senators will realize that one form to reflect one year’s business and
personal status of the nation’s activities and their individual rights is of
necessity not a simple document.

I will say nothing more as to background on the simplification of the law.
That is a task which requires much study over many months.

As to simplicity of the forms only, I might say more. They fall under two
headings: multiple forms vs. single forms.

By multiple forms is meant special forms for each class or character of
business, which necessitates one sweeping-up form for all those activities that
cannot be clearly classified.

A single form is that form which everybody must use with the simple sub-
divisions of a form for individuals and a form for corporations, although the
individuals also might be, and have in fact, been subdivided by the Department
of National Revenue 1nto those havi ing income of $3,000 and less than $1,500
investment income, and those having income over $3,000.

Hon. Mr. AseLTiNg: Could not that be increased to $6,000?

Mr. Erviorr: I believe we are going to inerease it over the whole range of
income.

Those with $3,000 or less have been given a simple form from which they can
substantially pick off their tax liability from the table contained in the form.

That same principle will be introduced this year in respect of the income
from whatever source of all individuals. How successful that will be remains to
be seen.

Perhaps one factual experience might be mentioned. There was a great
ery for simplification of forms for the use of farmers. Of this T was fully aware.
Accordingly I called a meeting of representatives of the following organizations:

Department of Agriculture.
Family Herald and Weekly Star, representing farm papers.
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Canadian Federation of Agriculture, both Ottawa and Toronto represent-
atives,

Co-operative Federee de Quebec

Department of Agricultural Economics

Ontario Agricultural College, Guelph

And others, including members from my own staff.

These gentlemen wrestled with the problem of a simplified form for farmers.
They worked over a period of probably three months, having their meetings
off and on, and they experienced considerable difficulty as their discussions
developed. Finally they emerged with a new form. While the form in use had
four pages, the proposed form had six. It was printed in proof form and
distributed to a considerable number of persons in and out of the Government.

Hon. Mr. AseLtiNe: Would that include the blue form and the eight pages?

Mr. Erviorr: Oh yes, it included the blue form also and would be eight
pages. '

Those proofs I distributed brought reactions. Certain members said, “If
you publish this thing and use it, why, it will be disastrous.” A similar state-
ment, perhaps not quite so strong, was conveyed to me from many quarters.
I regretted to have to tell the committee that had worked so diligently ‘that
while they had set out seriatim all the items for farmers, cattle dealers,
grain men, mixed farmers, fruit farmers, or any other kind of farmer, the
result was not acceptable. The form was never actually put into operation.
That, I admit, is a discouraging example. We set out with high hopes,
and persons in every form of farming activity aided us to the best of their
ability, but the result was nil.

I do not want to dishearten the members of this committee, for I know
they are too strong willed to be set off their course, but I would suggest that
we do not boast before the event.

Hon. Mr. Vien: We shall have accomplished something even if we find
the forms cannot be simplified.

Hon. Mr. Hare: Nobody would believe you.

Mr. Erviorr: In other words, those who sit in a room and prepare a
form may carry themselves by their discussions into a position of acceptance,
but there remains the hard, practical acceptance in the operative world. That
applies not only in this business but in the production of things for the
public. A thing may look good in the experimental stage, but when you get
it into the hard, practical business world it just does not go down.

Hon. Mr. BeExca: Would you say that a necessary prerequisite of drafting
a simplified form be a redrafting of the mechanical provisions of the Aect?

Mr. Eruiorr: A very simple answer to that question is that the form
is but the reflection of the law. Simplify your law and you will simplify
your forms.

I close my remarks on the simplification of the law in force by saying
that you have our goodwill, you have the assurance of our utmost effort to
assist you, and I have as high hopes as my knowledge will let me entertain,
but I think it not inappropriate to indicate that we should not become too
optimistic before the problem has been carefully considered.

Some Hon. SexaTors: Hear, hear.

~ Hon, Mr. Vien: Have the departmental officials worked on the simplifica-
tion of both the law and the forms? Have they done anything that we caa
proceed with?

Mr. Evuiorr: We are always working along that line, in fact we really
never abandon the idea of simplifying the forms. We did produce T-1 Special.
Th'at. is the form for those with incomes of $3,000 and under, where they can
put in details and pick off their tax liability.
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We shall try to carry that same idea into the new form. Two years ago
we issued a little pamphlet, which I think many people found useful. By
referring to the schedule the taxpayer could pick out his tax with only one
necessary percentage to add; that is, the tax would be so much up to, say,
$6,000, or whatever the figure might be, and above $6,000 it would be 56 per
cent. That table was the forerunner of the new form that we are going to
issue if and when the budget is passed. ;

One of the great complications is not in the form at 'all. It is to find
out what your income is. People get annoyed about finding an answer to
‘that question. The only visible thing in front of them that they can find
fault with is the form. They carry their grievance into their daily conversa-
tion and the Income Tax Division gets the impact. There is a whole profes-
sional class earning, I hope, a good living in this and other countries by doing
nothing else than helping individuals and corporations to determine their
income. If that class can make @a living in that way it is not unreasonable
to state that to crystallize their work down to a four-page form, and still
keep it simple, is quite a task. I need not add that there will be some difficulties
in accomplishing that.

Hon. Mr. BencH: Adverting to the point raised by Senator Vien, do you
have any permanent establishment in your branch charged with the responsi-
bility of making revisions of the Act as well as of the forms?

Mr. Evuiort: I think the answer is no. ‘As forms come up they are dealt
with in the light of our past experience. I doubt whether I would establish
a department just to revise forms. True, we have many forms. The ones
we are talking about are the principal forms known as T-1s and T-2s. A staff
having nothing else than that to do would be relatively less busy than all the
other people in our Department; and these are busy. ;

Hon. Mr. Benca: I am not thinking so much of forms as of improvement
in the legislation itself. I gained the impression from what you have just said
that the only time there is any scrutiny of the Act for the purpose of amending
it is annually when the budget resolutions are being incorporated in the law.

Mr. Erviorr: That substantially is correct. What we do is this. The
budget is passed, the bill incorporating the resolutions becomes a statute. The
statute is passed out to the public to respond to as a law, and then we start to
get the reaction. If there are any suggestions for changes we have a special
drawer in which we put all such suggestions or complaints.

The CuamrMAN: Do you mean changes in the Act or in the forms?

Mr. Evvtorr: In the Act. We follow the same practice for the forms also.
But the question is about the law. During the year we accumulate either the
originals or copies of every complaint that comes in. Then when budget time -
comes around we survey all the complaints and suggestions. Any that are
deemed worthy and desirable we draw out and submit them to the Finance
Department to decide whether or not any of them shall be adopted. Substantially
the same thing, I think, takes place in the Finance Department. The officials
there get letters and suggestions and at the end of the year they are brought
into the joint budget discussions.

The CuAmrMAN: Do you make recommendations in regard to these sug-
gestions?

Mr. Erviort: Yes, we make recommendations the same as the public do.

Hon. Mr. CampBeLL: It is the Finance Department that finally decides?

Mr. Evrviort: Yes, because what is accepted has to be introduced as part
of the budget. That is the duty of the Minister of Finance.

Hon. Mr. CameseLL: Which Department actually draws the amendments?

Mr. Ervtorr: In the early days I did most of the drafting myself, but in
the last two years it has been done by a drafting committee, made up of repre-
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; ‘sentatives of bour Department, the Justice Department and the Finance Depart-

ment. After the budget discussions determine just what is to go into the bill
a memorandum of what is decided upon is passed over to this committee. The
members of the committee draft what they believe fits the determined policy
as evidenced by the memorandum received. Then it is subjected to a general
scrutiny to see whether it does fit the intention of the Minister of Finance. If
it does, that is the bill. Of course, all bills are submitted to the Justice Depart-

- ment for final approval. The policy is decided on, and it is crystallized in bill

form. Then it goes to the Department of Justice.

Hon. Mr. Benca: There must annually come to your notice possible im-
provements in the mechanics of assessment and collection of taxes which might
not impinge upon the incidence of the tax itself. If such changes are suggested
do they always receive consideration by the other Departments?

Mr. Eruiorr: That has more to do with the administration of the Act,
with which the Minister himself is charged. He has control and regulation
of the Act, and he changes any of the mechanics.

Hon. Mr. Benxcu: What about changes in the administrative features of
the legislation itself?

Mr. Eruiorr: Any legislation has to go before the House through the

Minister of Finance. -

Hon. Mr. Haie: Suppose I file a statement with the Inspector of Income
Tax at Winnipeg, what is the procedure before I receive final notice of its
acceptance?

Mr. Eruiorr: Our Montreal office, believing such question would be asked,
set up a statement of just what happens to John Doe when he files his return.
After I have tabled that I shall be glad to answer any questions.

Hon. Mr. Bencu: Then you will deal with such matters as appeals?

Mr. Evuiorr: I do not know just what you mean by appeals. I am going
to give you a survey of what we are doing with them, but if you want to know
how they work I will answer your question at the time.

The CHAmRMAN: Before we adjourn it might be worth.while for the con-
venience of those in attendance to decide whether we propose to sit this week
after tomorrow.

Hon. Mr. Hatg: I think we should sit Friday.

Hon. Mr. Vien: It is quite clear from the scope of the work that lies before
us that between now and the end of the session we shall hardly be able to do
more than what I may term spade work.

Hon. Mr. Braugecarp: If T could read the report of our proceedings over
the week-end, T should be in a better position hext week to ask questions based
on what Mr. Elliott has already dealt with.

~ Hon. Mr. Viex: It is most unlikely that Mr. Elliott will be able to conclude
his presentation tomorrow.

Hon. Mr. Aseuting: The reporting staff will not be available on Friday
because we have heavy sittings of the Divorce Committee.

Hon. Mr. Viex: I am afraid it will not be possible to provide a daily report
of the proceedings as the reporters have also to cover the Senate debates. I
would suggest that if we are to carry on as we are doing now we should either
relieve the reporters from other work or get outside assistance.

The CramrMmaN: It is pretty difficult to get other reporters.

Hon. Mr. Haic: I suggest that we adjourn until 11.30 tomorrow morning.



o2 e SPECIAL COMMITTEE

A Hon. Mr. CampBeLL: Mr. Chairman, I understand that on Monday the
~ Prime Minister of Great Britain may address both Houses of Parliament. I
would therefore move that at the conclusion of our meeting to-morrow we adjourn
~until Tuesday morning. =
The CuamMAN: Is that motion satisfactory?
Some Hon. SENATORS: Agreed.

The committee adjourned until 11.30 tomorrow morning.
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ORDER OF REFERENCE
5 '-(E:ctracts, from Minutes of Proceedings of the Senate for October 24, 1945)

- That a Special Committee of the Senate be appointed to examine into the
provisions and workings of the Income War Tax Act and The Excess Profits
Tax Act, 1940, and to formulate recommendations for the improvement, clari-
fication and mmphﬁcatlon of the methods of assessment and collection of taxes
thereunder and to report thereon;

(2) That the said Committee be composed of the Honourable Senators
Aseltine, Beauregard, Bench, Buchanan, Campbell, Crerar, Euler, Farris, Haig,
ayden Hugessen, La.mbert Léger, McRae Moraud Robertson Smclalr and
Vien;

(3) That the said Committee shall have authority to send for persons,
papers and records.

Attest:

L. C. MOYER,
Clerk of the Senate.
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' MINUTES OF PROCEEDINGS

THURSDAY, 15th November, 1945.

Pursuant to adjournment and notice the Special Committee appointed to
examine into the provisions and workings of the Income War Tax Act and The
Excess Profits Tax Act, 1940, and to formulate recommendations for the improve-
ment, clarification and simplification of the methods of assessment and collection
of taxes thereunder, met this day at 11.30 a.m.

Present: The Honourable W. D. Euler, P.C., Chairman, and the Honourable ¥
Senators Aseltine, Beauregard, Buchanan, Campbell, Crerar, Haig, "Hayden
Hugessen, Lambert, Leger, McRae, Sinclair and Vien—14, .

In Attendance: The Official Reporters of the Senate; Mr. J. F. MacNeill,
Law Clerk and Parliamentary Counsel of the Senate.

Mr. C. Fraser Elliott, C.M.G., K.C., Deputy Minister of National Revenue
for Taxation, was recalled. =

The following Exhibits were filed:—

4. Office Consolidation, October, 1944, The Excess Profits Tax Act, 1940.
(Not printed.)

5. Office Consolidation, October, 1944, The Income War Tax Act. (Not‘
printed.)

6. Revised Table of Tax Deductions. (Not printed.)

At 12.45 pm., the Committee adjourned until 10.30 a.m. Tuesday, 20th
November, instant.
Attest:
R. LAROSE,
Clerk of the Commattee



MINUTES OF EVIDENCE ;

The Senate,

TaUrsDAY, November 15, 1945.

The Special Committee of the Senate to consider the Provisions and Work-
ings of the Income War Tax Act, etc., resumed this day at 11.30 a.m.

Hon. Mr. Euler in the Chair.

. The Cuammaxn: Gentlemen, we have a quorum, if you will come to order,
please. There is no particular order of business but before we go on with the
evidence of Mr. Elliott, I would like to ask the members of the Steering Com-
mittee to remain after this meeting has adjourned. It may be that some honour-
able senator would desire to bring up some business before we proceed with Mr.
Elliott’s evidence.

b Hon. Mr. BucHANAN: Last night reference was made by Senator Beauregard
‘sbout having the printed proceedings available before we went ahead with the
cross-examination.

~ .The Cuamrrman: I am told by the officials that it will be impossible to have
the proceedings from yesterday printed in less than a week, and it may take
longer.

Hon. Mr. BucaaNAN: That is my understanding. I just mentioned that so
it will be cleared up, and it will be understood that the report will not be avail-
‘able for a week.

The CramrMAN: It is known now. I thought you were making the sugges-
tion that we should not proceed with the questioning of Mr. Elliott until the
proceedings were in the hands of the members.

i Hon. Mr. Bucaanan: No.

- Hon. Mr. Vien: Mr. Chairman, in that case if we are not going to have the
- proceedings for a week, can we not make some other arrangement to have a daily
- record distributed among the members of the Committee? 2
The Cramrman: This is a daily record.

Hon. Mr. Vien: But if it is not distributed for ten or twelve days after it is
taken down, it won’t be of much practical use. What I had in mind was, could
not the reporters make some arrangement to increase their staff?

The CuamrMAN: It is not the reporting; it is the printing.

Hon. Mr. Vien: That is insuperable. They are short some sixty-five mem-

. bers of their staff at the Printing Bureau.

4 Before we proceed further I think we should amend the order of reference,

- as suggested by Mr. Fraser Elliott yesterday. I have last night considered very
carefully two draft amendments that Mr. Elliott suggested. The second one, I

] belleye, is broader in scope, and would probably serve better the purpose we have

' In mind. I move as follows:— _

g That the order of reference of the Senate, dated October 24, 1945, to the

Special Committee appointed to examine into the Provisions and Workings of .

4 fhe Income Tax Act, be amended by adding, after the word “thereunder” the

39
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following words: “and the Provisions of the said Act by redrafting them, if
necessary.” v =

The meaning is that we shall have power to redraft the Act if necessary.

The CuAIRMAN: Do you propose that as a report to the Senate?

Hon. Mr. Vien: I think this Committee should report to the Senate the
recommendation that the order of reference should be amended. Further, by
striking out the word “and” after the word “assesment” in the fourth line of the
first paragraph thereof and substituting a comma in lieu thereof.

Hon. Mr. Haig: Before you put that motion I would like time to
consider it.

Hon. Mr. Vien: There is no particular rush.

The CHAIRMAN: Are you making it as a motion now?

Hon. Mr. Vien: Yes.

"The Cuamman: It need not be disposed of now.

Hon. Mr. Haypen: Could we have a copy of the proposed amendment in
the meantime?

The CHAmrMAN: I would suggest that a copy of the motion be supplied
to each member. :

Hon. Mr. Vien: If the Clerk will do that, I should be very glad.

The CrARMAN: Then it stands as a notice of motion to be discussed and
adopted next week.

Hon. Mr. Viex: That is all right.
The CrARMAN: Is there any further discussion now?

Hon. Mr. Vien: The amendment is to give the power to redraft the Act
if necessary.

Hon. Mr. Lecer: Evidently that is the source of all our trouble.
The CrAlRMAN: Then we will continue with Mr. Elliott’s evidence.

Mr. Erutorr: Mr. Chairman and honourable senators, I shall deal this®
morning with tax deductions at the source. In order that you may have a @
picture of the development of that law, starting with the National Defence !
Tax, which was a low rate of tax, and in order that you may observe the §
time element of successive amendments, I am going to distribute among you
what I might call a time schedule showing the bringing in of tax deductions at
the source, and its successive stages. I would like to look at that with you |
for a moment before I start in on the general discussion. ‘

Hon. Mr. HaypEn: By the way, before starting in on your general subject,
is this the right time to get the figures in dollars of the amount of these tax
deductions at the source for the various years?

Mr. Evviorr: It will come out in my remarks. I do not know if I have
them by the years but I have them over the span. I could give them to you
by years. ]

Hon. Mr. HaypeEn: As long as we are going to get it in the course of your
remarks, it will be quite all right.

Mr. Evviorr: It will come in.

If honourable senators have the schedule before them, they will observe
that it deals with tax deductions at the source under the heading of National
Defence Tax, and a table on tax deductions. The letters N.D.T. in the left
column mean National Defence Tax. The date of the Budget that first inj:ro-’::
duced deductions at source to Canada was June, 1940. The Budget resolutions §
and bill finally became law on the 7th of August and it became effective for §1
public operation on the 1st of July, one week after the announcement in the
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dget, and even before it became law in the technical sense. It was amended
m 1941, but that is not of great importance because it was only a change
rates

Hon. Mr. Haypen: It was very important. =

Some Hon. Sexators: Oh, oh!

Mr. Enutorr: I accept the more dommant meaning of those words. I
. meant it was not important from an administrative sense; it gave me no
- concern administratively.

Hon. Mr. Haic: We understood what you meant, but we had other feelings.

Mr. EruiorT: It is the more dominant meaning, and I agree with it.

. Then on the 23rd of June, 1942, the Budget was brought down and the

~ bills arising therefrom were assented to on the 1st of August, and the law

- became operative on the 1st of September. Now that law was to do away

~ with the National Defence Tax, which was a straight flat rate; substituted

. therefore was a table of tax deductions, which I hope honourable senators have

 seen. I fear that some of you who are not employers may not have seen that

. rather complicated table. It had to be brought into operation across Canada

. within two months and one week from the date of the Budget. I pause to state

that while the Budget may have come down on June 23rd, when one puts

- out millions of documents, it is necessary to take care that’ they do not go

out too soon because of poss1ble amendments from the House. It might then

be found that the documents were materially wrong. You are restrained; you

are like the horse at the barrier ready and champing to go, but if you make

a break too soon you are called back and your efforts are worthless.

Hon. Mr. Crerar: Could we be furnished with a copy of that table of

deductions? I have not seen them.

Mr. Eruiorr: Yes, we will get one.

Hon. Mr. Haypex: Mr. Chairman, these various statements that are being

referred to are not being tabulated in any way. We may ultimately have

difficulty in referring back to them.

Mr. Erviorr: I thought they were tabulated.

Mr. Cramrman: No particular instructions were given as to marking them

as exhibits.

Hon. Mr. Haypen: The manuals were marked, but a number of schedules

filed since have not been marked.

Hon. Mr. Haic: I do not think you need give us a copy of that material,
because most of us have it in our office.

' Mr. Evuiorr: Are you all employers?

Hon. Mr. Hate: Yes, and unfortunately we know all about it.

Hon. Mr. AseutiNe: Our employees interpret it for us.

Mr. Eruiorr: It is news to me that you are all employers. I am happy

to know that you all understand the table of tax deductions.

Hon. Mr. Hatc: We do not understand them, but somebody in our office

. does, or they would lose their job. We do not want to get caught by your

- Department.

' Mr. Evuiorr: That is a very interesting statement. If you do not deduct

at the source in accordance with the law you become personally liable for that

which you ought to have done and failed to do. There is a terrific penalty.

The Cmamman: With regard to what Senator Hayden brought up, I

suppose we should have a definite order in which these reports or statements

are passed and preserve them in that order. I do not now know what they

were, but you will be able to arrange that I presume.
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Mr. Erviorr: I will do it from the notes after we get them. However, 5

I do recollect that we put in an exhibit and called it “A”. '3
The CuamrMaN: Those were the books, but there has been nothing else

since. - : !
Hon. Mr. Haypen: Then about this Budget figure— :

Mr. Erviorr: 1 will straighten that out. There were only two. I gave
the financial statement and then I gave this latter statement. You have spoken
in time so that we will be able to knit up the threads and make a whole piece
out of it.

I was talking about the Budget, which came down in June, 1942, and was
saying that the schedule had just two months and one week to get inte operation
in all parts of Canada. With the great volume to go out and the accompanying
instructions I could not be sure what could be done until the bill had passed
both Houses and received assent on the 1st of August. Therefore, it is not
altogether wrong to say that we were advised definitely on the 1st of August
and we had to get it into operation in less than a month. That means not
only crystallizing and finalizing our work, but you must envisage sending out
material to the printers in various parts of Canada—some to Montreal, some
to Toronto—it was such a big job no one company could do it. Then after
we got it back we had to distribute it in appropriate lots to the various employers,
which involved a great deal of time.

When I said yesterday that we worked nights, I was quite correct. This
is one instance in which we worked all night, more than one night, on getting
this new table of deductions into the hands of employers in time to make it
work. It involved not only distribution to employers, but we had to have
appropriate forms for indivduals to lodge with their employers. We were
dealing with 2,500,000 or more people at that time. Of course they were
not all taxpayers, but, all employees had to file the appropriate form. ;

Now I could repeat my remarks that in 1943 the table of tax deductions
was changed; applicable to pay periods commencing after 31st March, 1943;
the first table had to take into consideration deductions for January, February,
March of 1943, and was designed originally to deduct 90 per cent of the tax,
after giving credit for National Defence Tax for the 8 months of 1942 (January
to August) which’ we had already deducted under the National Defence Tax.
The figure in the new table of tax deductions was designed to take 95 per
cent of the exigible tax. Then in 1944 the savings portion was dropped. That
is, it was dropped as of the 1st of July and the savings portion was cut in
half for the whole of the year, so that if we dropped it out of the table of
tax deductions for half of the year, as we did by instructions to the employers,
that is the same as if we had not taken in more than half for the whole year.
But that was an instruction rather than a reconstitution of the table.

Now we come to 1945, the current year. The budget was introduced on
the 12th of October and is now before the House. The new table is to come
into operation on the 1st of January next year. This table will be rather
strikingly different from prior tables, in that there are the family allowance
recoveries that must be made. So there will be a table of tax deductions that
should be deducted in respect of a person with dependents, and if he has
accepted family allowances you have to go to another table and find out how
much should be recovered in respect of each pay period and add that to the
tax that is payable under the table of tax deductions itself.

Hon. Mr. Lecer: Many of those family allowance cheques are issued to
the wife, the mother of the children. The husband is the breadwinner. Will
the husband have to be charged with what was paid to his wife?
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Mr. Evuiorr: Even though the cheque be paid to a man’s wife, if in his
. income tax return he claims that he is the one who is supporting the children
- and he wants a deduction from his income tax on that account, that deduction -
~ must, be reduced by the amount of famlly allowances that he receives through
- the hands of his wife.

Hon. Mr. Lecer: That is not provided in the Act.

Mr. Eruiorr: All this legislation must come before the House in the
- course of the next few weeks. It is only in the resolution form now. I antici-
pate with some certainty that the law will be properly framed to take care
of that point.

Hon. Mr. CampserLL: I suppose the family allowances will unavoidably:
make many complications in the calculation of taxes?

Mr. Eruiorr:  Yes.

Hon. Mr. CampBeLL: Where there are a number of children in a family
the allowance for each one is different depending upon age.

- Mr. Evuiorr:  Yes. If a man has four children of different ages, he may
get a different amount in respect of each one, but he gets an over-all amount
for the four. Then if he claims relief from taxation for those four children, we
will give him the relief provided under the Income Tax Act, but if he has
received family allowances a certain percentage of those allowances will be
deducted from the relief to which he is entitled under the Income Tax Act.
Hon. Mr. Vien: That is fair and reasonable.

Mr. Evviorr: It is very fair.

Hon. Mr. CampBeLL: I was thinking of the additional work that your
department must have in checking those things. It is quite tremendous?
Mr. Euuorr: I agree with that comment. But the law must in many

ways take its course, not only in the ordinary meaning, but in the administrative
field as well.

. Hon. Mr. Lamserr: Have you had one period in which you can test the
cost of the routine in connection with the family allowances?

Mr. Evviorr: This came in six months ago and we notified all employers
that every employee who is in receipt of family allowances must file a state-
ment to that effect with his employer and the employer has to deduct out of
each pay that percentage of the family allowance that the employees declares
he received. Take a man in a low wage group, receiving say $100 a month.
We recover 10 per cent from him. An employee whose income is close to $3,000
has to pay us back 80 per cent of the family allowance; and when an employee
gets more than $3,000 we recover the whole of the family allowance. We said
to the employers: “Heretofore you have been giving the employee his whole
wage, less only the deductions required by the table of tax deductions. Now
do mot give him so much, because we want to recover that percentage of the
family allowance payments that he has to refund.” We have had six months
experience on that, but I ‘am unable to state with certainty how well it is
working.

Hon. Mr. Crerar: Isn’t the whole thing pretty cumbersome?

Mr. Evuiorr: No, I would not subscribe to that statement.

Hon. Mr. Lamserr: Have you any estimates of the additional cost of
operating your branch due to the additional work caused by the family
allowances?

Mr. Evuiorr: No; it is too early to be able to make an estimate yet.

Hon. Mr. Hatc: It only went into effect in July.

Mr. Evviorr:  Yes. I said it went into effect six months ago, but I meant
to say that it will have been in effect six months at the end of this year. The
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principal cost is mot a departmental cost. Don’t forget that there is a real
burden on the people who have to conform to those laws. We refer to it tech-
nically as the cost of compliance. All the employers who have to look after
the making of these returns are part of our branch, but they do not get any pay
from us.

Hon. Mr. CampBeELL: Is your department consulted when any amend-
ments are being made to income tax statutes?

Mr. Evuiorr: Yes. There is a fine liaison between us.

Hon. Mr. CampeLn: It would seem to be impossible to get an accurate
check on the ages of the children with respect to whom claims are made. _

Hon. Mr. Haic: The employer knows that the return he makes will be
checked, and if that return is wrong he will have to pay up.

Hon. Mr. Vien: That would go to show that the procedure is cumber-
some, as Senator Crerar said, for the employer at any rate.

The CHARMAN: I would suggest that Mr. Elliott give his version. He
has been asked a question.

Mr. Ervuiorr: The question, as I understand it, is if there is considerable
difficulty in ascertaining the ages of children with respect to whom family
allowances are paid. On a form that he files with his employer, the employee
must, declare his marital status, the number of children he has and whether or
not he is receiving family allowances. The accuracy of that form depends in the
first instance upon the honesty of the employee. I said yesterday that income
tax law is an intelligent people’s law for imposing a tax on an educated people.
I could have added “and an honest people.” If an employee is untruthful when
making out his form he will have a temporary advantage by receiving in his
pay envelope a larger sum than that to which he is entitled. But he mu%t file
an income tax return, because his income is shown on the form Y4 that we
receive from his employer. The employer’s return specifies how much was
deducted from the employee and that information is segregated to that employee’s
income tax return, and if there is any variation between the comparable figures
we check up to see which are right. So if an employee lies when he files his
form with his employer, he will be caught up with later on, and then two
things will happen. He will be prosecuted for making a false return, and he will
have to pay the tax that he temporarily escaped paying, plus a penalty. - And
that back tax plus penalty will have to be paid out of the income from which
the then current year’s tax is being deducted at the source. So part of his last
year’s tax will be added to his current year’s tax and he will have put himself
in a difficult position. I am reasonably sure that the workmen of Canada have
been well informed about these things through discussions in their own organiza-
tions. Whatever the reason may be, the fact is that the system is functioning
very well, and, I believe, honestly. Referring to a comment by Senator Haig,
I should not like to go so far as to say that if an employee lied when making his
return to his employer, that the employer would be held liable.

Hon. Mr. Haig: You could hold the employer liable. »

Mr. Ervtorr: You cannot found a penalty on a fraud.

Hon. Mr. CampBenL: Would it be impracticable to require taxpayers to file
buth? certificates for their children w1th respect to whom family allowances are
paid

Mr. Erurorr: We discussed that. You will find that in some parts of
Canada birth certificates are rather difficult to get. To require them to be filed
would simply mean imposing an added burden on some people who already
find the income tax forms too difficult.

Hon. Mr. Haig: But actually do you not check up on the ages of children?

Mr. Erviort: I do not think that is a regular practice.
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Hon. Mr. Hate: Your Manitoba Division does. ~

Mr. Erutorr: I would point out that there is no general instruction to do
that. Of course, if we find there is some discrepancy, we might check up.

Hon. Mr. Hate: I know of one instance where the money was held up
because the child was illegitimate. The information about the child could not
have been obtained from: any place other than a provincial department.

Mr. Erviorr: We can cite some specific and incidental cases that we
most interesting in themselves, but I most respectfully suggest, Senator Haig,
that they are not germane to the great table of tax deductions from which we
get a revenue of many millions.

Hon. Mr. Viex: There is one question that is germane to the point we
are now discussing. Would it be too inconvenient or difficult for the Department
to make the necessary adjustments with respect to family allowances on the
employee’s return? In that way the employer would be saved the trouble
of checking up on the employee and finding out how much should be deducted
at the source on account of any allowances that he is receiving. Would it
be a good thing to require the employer to deduct at the source in accordance
with the table of deductions and leave the family allowances computation
to be made when the employee’s return is being considered for assessment
purposes?

Mr. Evutorr: I have no doubt that many plants used a table of deductions
on which the necessary adjustments have been made for family allowances.
The pay clerk will say to Tom, Dick or Harry: ‘“How many children have
you got and what are their ages?” Then he will make the necessary adjust-
ments to the table of deductions, and that will be followed.

- Hon. Mr. Vien: Many business firms have no clerks qualified to prepare
these tables. ;

Mr. Evuorr: If people have not sufficient elementary knowledge to run
this thing, it does not run. That is all there it to it. I have no doubt that
in the hinterland there are people, some of them possibly employers, to. whom
a table of tax deductions would not be intelligible. For them to be confronted
with a document of this kind would be worse than meeting a bear in the woods.

Hon. Mr. Viex: The thing is bewildering.

Mr. Eruiorr: If people are not sufficiently educated to carry out the law,
we must raise the standard of education as and when we can, and put up with
the difficulties in the meantime. ] v

Hon. Mr. Vien: When you receive an employee’s return you have to check
it with the return received from the employer. Is your work facilitated by
the fact that deductions for family allowances have been made at the source,
or would it not be simpler to check payments for family allowances with
deductions claimed by the taxpayer in his income tax return?

Mr. Evviorr: There would be trouble if we did not deduct on the pay-as-
you-go plan. The individual would receive those family allowance payments, but
the return would come in to us in due course and he would have to pay that
income tax which is required to be paid after he has been given credit for his
children. If the suggestion were adopted this is what would happen. This
person declares on his income tax return how much money he had received for
his children, and then at the turn of the year he has to pay it all back in one
lump sum. Then the combined amount to be collected at the source is so great
that we are apprehensive he would not be able to pay it. In other words, we
would be putting him in the position of a debtor—all due to the fact that if
you do not pay as you go, human nature being what it is, you spend as you get
and you have not the money to pay the tax. That is a most undesirable feature
to let arise in our national affairs, and we try to stop it.



46 8 SPECIAL COMMITTEE

-Hon. Mr. Viex: In other words, the system as it is to-day ma.kes the Aet ks
more workable, and is the basis which people who are rational and anxious to
pay their debts desire.

Mr. Erviorr: They feel it is the best working system.

The CuAalRMAN: You are less apt to lose revenue this way.

Mr. Erutorr: We are less likely to lose revenue because those people
can pay better as they go, and it is less likely to disturb them and put them
into great difficulties.

The CuamrMAN: They would have to pay. it back and would find it dlfﬁcult
to furnish the money.

Mr. ErLiorT: Yes.

Hon. Mr. CampBerL: Would it not simplify the work of the Department
if you took an average amount for children’s allowances? For taxation purposes
suppose you took an average of $5 instead of the exact amount received for
each child?

Mr. Exiorr: I seize upon the word “average.” What is the average of this
family that has four children, and that family that has nine children, when the
amounts that they get vary with the number and age of the children? That is
hard to say. So the problem as we see it has to be dealt with in this way: How
much did you get for these dependent children? And having regard to the
range of income in which you are, that percentage must be paid back through
deduction at the source. You can sit at a table and get your pencil out and
work at the question in various ways. It is fascinating and interesting, and a
little confounding at times because you get going full steam ahead with what
you think is a splendid plan, then you find it won’t work out in practice, and
so you forget it. By trial and error and effort we-arrived at this plan and we
are trying to make it work.

Hon. Mr. Haypen: There is no trial and error in deducting actual figures.

Mr. Erviorr: That is true; and that is what we are doing, deducting
actual figures.

I should like to deal with something that I have written on this subject of
tax deduction at the source. It is not to my satisfaction, but circumstances did
not. permit me to put it in to final form. You will notice some repetition, and I
only read it because I want to preserve some continuity in my remarks.

As T have stated, this time schedule, if I may so ecall it, will show all these
major activities had to be put into operation within a little over a month.

Deduction at the source under national defence tax at a low flat rate for
two yvears served as a good training period for the major operation of introdu-
cing the table of tax deductions, whereby we take 95 per cent of the tax at
the source.

As a fact we found the introduction of the National Defence Act, because
it was entirely new to our people, about as difficult as the introduction of the
table of tax deductions. The employers of Canada could hardly realize that they
had become in effect an administrative arm of the Government on the revenue
side. The name of the tax—national defence tax—brought on during the war
had a great psychological effect. However, having been drawn into the system
of deduction at the source, the foundation was laid for the introduction of the
pay-as-you-earn plan, whereby 95 per cent of the tax exigible in resepect of
wages and salaries was secured at the source. Sometimes we secured more than
95 per cent, sometimes less. There were many incidents in the period of work
and other features that developed.

These new laws were introduced when our staff was performing its normal
duties, and while we endeavoured to get additional employees, they were un-
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~ trained, and this work had to be done substantially by our normal continuing
- staff for a long period of time. Tl 2 . _

T would ask the committee to try and visualize the difficulty of introducing
to the pay-roll clerks of Canada a revenue law which, if they failed to comply
with it, rendered the employer personally liable for the tax.

That is your point, Senator Haig.

Hon. Mr. Haic: Yes. :

Mr. Erviorr: This was not too bad during the national defence tax period
of two years, but it became a matter of concern when the 90 per cent deduction
feature was first introduced.

" I can assure the committee that many nights were spent—and often we
worked throughout the night—at these peak periods getting this work into oper-
ation.

Over 2,500,000 employees had to be served. We issued 8,000,000 forms
for their use. They were employed by over 140,000 employers. That number
of forms was a little excessive because there was quite a wastage at that time.
They bandied them around, used them in their clubs, and so on, but we had
to make sure that there were enough forms for them to play with, swear at
and work on.

The newspapers were used to advertise the requirements, and I should like
to say, having mentioned the newspapers, that so far as the Taxation Division
of the Department of National Revenue is concerned, the newspapers gave us
remarkable assistance, and they did not receive a great deal of advertising. I
will give the figures if any senator wants them.

Hon. Mr. Bucuanan: Hear, hear.

Mr. Eruiorr: It may have had some news value because it was new, and,
further, the people were concerned; but nevertheless in a patriotic endeavour
by way of assisting the national revenue the newspapers played an important
part in the introduction of these new laws. My inspectors across Canada have
written me on a number of occasions on this very feature, and I would be remiss
if I did not mention it at this time in dealing with this historical subject.

There have been two tables of tax deductions. The first was designed to
take 90 per cent of the tax at the source, after giving credit for the national
defence tax that had in the same year been previously deducted; the second
table took 95 per cent.

Having regard to the high rates of taxation, employees observed the effect
of working overtime in getting into a higher bracket, and they complained.
There was a certain amount of absenteeism because the employees felt that if
they worked another day they would bring their weekly pay into a higher
bracket. Employers also complained of this. The situation at one time was
very tense. :

_ The table of 1943 really put us on the pay-as-you-earn plan, which was the
pb]ectlve aimed at; but full deduction at the source raised a number of problems
in respect of which adjustments had to be made in some cases, and nothing
could be done in other cases.

A list of some of the special considerations is as follows:

1. Overtime and absenteeism;
2. Refunds, particularly those due non-taxable persons;

3. Casual or temporary employees, i.e. students, part-time workers,
housewives employed for short periods in canning factories, ete.
4. Farmers who were required to deduct from their part-time labourers,

and also from their full-time labourers who were supplied with board and
lodging which had to be valued;
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5. Special groups, such as coal miners, stevedores, winter bush workers,
railway employees, merchant seamen, harvesters from the United States, ete.
6. School teachers who were paid on a 10-month basis.
The table did not fit a 10-month period.

7. The armed forces, had to have special tax tables.

These tables were different than those for civilians.

These problems did not all arise at once, nor do we hold out that they
have all been satisfactorily solved, but substantially that is so. ?

Of these special features, those that had the greatest public criticism and
attention were perhaps overtime and absenteeism. These problems became so
insistent that I felt I must come to grips with them and so of my own volition
I invited the following gentlemen to come to my office as representing the organi-
zations indicated:—

Mr. A. R. Mosher, Canadian Congress of Labour. .

Mr. P. R. Bengough, Mr. J. A. Sullivan, Trades and Labour Congress of
Canada. '

Mr. H. R. Gifford, Mr. Hugh Macdonnell, Canadian Manufacturers
Association. /

Mr. G. E. Carpenter.

Mr. R. Complin.

Mr. H. C. Hayes, Canadian Chamber of ‘Commerce.

Mr. D. L. Morrell.

Mr. R. Sharwood.

Mr. C. W. Foster, Department of Labour.

Mr. C. F. Needham.

Mr. H. F. Caloren.

Mr. J. C. Fogo, Department of Munitions and Supply.

Mr. Neil McLean, Wartime Prices and Trade Board.

Dr. A. K. Eaton, Department of Finance.

Mz, J. H. Perry.

Along with those gentlemen were some of my own officials.

When it became known that this meeting had been called, I was informed
that T had made a mistake, that I could not expect harmony from labour and
management, and I am free to confess that T had a tremor of apprehension
myself, for the times were tense. I was told in effect that I was asking the
lion and the lamb to die down together. Indeed I told the meeting that very
thought when the gentlemen I have mentioned foregathered in my room. I
also told them that I did not know which was the lion and which the lamb,
but I felt that a great hational purpose was to be served in wartime, and that
I was sure that if a complete understanding of the matter were had, after
complete freedom of discussion, the problem would be aided and all matters
rationalized to the mutual advantage of all concerned, and to the advance-
ment of the nation as a whole.

These gentlemen came to my office on the 30th of November, 1943, and
I propose now to read a few of my opening remarks taken from the shorthand
minutes.

I think it appropriate to read these minutes because you must envisage
that these were the peak times when the maximum trouble was before us. These
are extracts from shorthand minutes of a conference with employers and labour
on November 30, 1943. I should explain that these shorthand minutes are not
like a Hansard report, but they cover the main points. I addressed the meeting
as follows:—

This law that we are dealing with came into effect on the 1st August,
1942. One month thereafter it was required that deduction at the source
be entered upon, and therefore there were many employers in Canada
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~ who had to be supplied with forms—I would indicate that perhaps there
"~ were one hundred thousand employers in Canada, or more—and instruc-
tions to impose, collect and remit to the Crown the appropriate taxes in

- accordance with the law.

That all had to be done within the month. Then we had to supply
the forms and take care of the public that had to pay the tax. Due to
the change in exemption, there were over two million of these. We are

" not only thinking here in terms of taxable persons—there were also non-
taxable persons. The law applied to all workers. They had to get their
documents before the end of the month and lodge them with their
employers, showing their marital status, dependents, and personal savings.

We are not a country that is used to tax, nor used to declaring all
those private things to our employers. The employees had to adjust
their mind quickly to making these declarations to their employers.

We also had to instruct our staff across Canada, and they had to
get complete instructions and to be so familiar with them that they
could appear to know all the answers to all the problems, and in my
judgment they did a remarkably good job.

; You must certainly so instruct your officers in the field that they can
- speak with reasonable assurance and spread a sense of confidence among those
- whom they address.

It is not to be wondered at that there was some confusion when,
one month after the law was passed, it had to go into force all across
Canada. )

We shipped carloads of forms and instructions, which had to be
very clear.

When I look back at the way that this was introduced to the people,
I am surprised that there was not more confusion.

With that beginning in a forceful, intense manner, we now have

the experience of fourteen months.

A In other words, this meeting gathered fourteen months from the time this
- deduction-from-source plan started.

Much has happened since. But I do want to get across my first
point—the intensity, the short time, and the magnitude of the job.

Only perhaps another fourteen months prior to that, this D'iv_lsion
was dealing with 300,000 taxpayers. That number shifted to two million
and a good many thousands more. : >

The internal documents that had to be prepared I can only indicate
to you. We handled 17,000,000 internal documents. We handled for the
public 28,000,000 documents. Adding those together, 35,000,000 docu-
ments, you begin to catch the internal necessity and the external require-
ments. You realize the vital thing with which we are dealing after
fourteen months’ growth. We have had the general public’s co-operation.
Between us I think the matter has not been too badly managed.

We were understaffed, but the staff we had was able to organize and
shove the necessary documents to the people.

We have never made a major error, we have never recalled a form,
except the special Form T.D.20A. But this served well a short time
purpose.

I would like to point out that this law, collecting 95 per cent of a
tremendous upswing in tax, and a 100 per cent upswing for people who
were never in the tax range before, naturally brought a good deal of
money into our hands by way of deduction at the source that we did not
wholly own. There was a great deal of complaint about this, as we swept
into the ambit of the tax a lot of people who were not taxable. So there
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was a great cry for refunds: Thwt was when we issued the )
T.D.20A that I mentioned before. In the refunds, there We'on y‘,
errors. We had issued double refunds to four people.

I have a side note that we have issued more double refunds, but they are -
still within the range of something insignificant, and that figure ‘of four is not
out of place. But we do make errors. Thank heaven for that!

When we published this table of tax deductions and put. it across
Canada we tried to impress upon all employers that the funds were trust
funds that they were gathering, that these moneys had to be remitted to
us speedily, that it was inappropriate that trust funds should remain in

anybody’s hands as a kind of ready fund upon which theﬁ could draw -
appy to say
that this has been very substantially adhered to and we have had a

to finance an emergency within their own business. I am

minimum of trouble. The trouble we have had with some people is their
not making deduetions at the source.

In the development of the system other difficulties arose. One of
these was the students who were asked to work during the summer. They
would not be taxable. So we passed an Order exempting students.

Then the grain in the West had to be harvested, and we exempted
three or four thousand men who came from the United States, so that
there would be no deduction at the source in respect of their pay.

We must remember the background of their own rather easier law.

Our law gave a special exemption to men in the armed forces, and

while we applied deduction at the source to the men in the forces who
were taxable,-we had to apply a special table of tax deduction to them.

Then we had seamen awaiting assignment to various ships, and were
employed in the meantime. We exempted them because they only
worked a short time and then went to sea.

These are not exemptions from tax, but exemptions from deductions
at the source. All persons continued to be fully liable for their tax on
the old system. At the end of the year they file their returns and pay
their tax.

We come now to certain speecial procedures:—

1. The Railways. They asked for substantially the percentage system t.‘
of deduction at the source, and this was granted. The C.P.R. asked for

it because of their system of machines.

The percentage system is slightly different from the table of tax deductions.
2. Coal Miners. We decided that the best thing to do was to give
every incentive for production of ceal.
Honourable senators will remember that coal was a dominant thought in
the minds of our people.
We set out a table for tax deductions in respect of the miners. It
was a percentage table. Although we gave the plan to the whole industry,

only 50 per cent accepted the plan after consulting their employees. The &

other 50 per cent said they would rather go to the table of tax deductions.

Fifty per cent showed good judgment; they did not want to have easy ¢

payment at source and hard payment next year. The other 50 per cent no doubt
had individual reasons for taking the offer of the percentage table.

3. Men going into the bush for the winter to cut timber and fuel wood.
We established a method whereby there was a wage below which no

deduction was made, and then a percentage was deducted. Some base

metal companies felt that this should be given to them.
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: %e sporadic manner in Whlch fbhey Work required a
to a basw wage per week in respect of which the

- Those of you who are on the coast know the enormous fluctuations in the
ings of stevedores. For example, a ship comes in today with a big cargo;
‘ none comes in tomorrow nor the next day.
~ Hon, Mr. Haypex: Is that a basic weekly wage?
- Mr. Eruiorr: Yes.
; Those are all the departures by way of exemption or modification
- of the tax deduction plan as put out originally.

I should like to comment on the advisability of modn’ymg deduction
at the source, meaning not deducting so much.

There are two points involved there. First, the tax must be paid: and,
if you don’t pay it on the pay-as-you-go plan it must be paid the followmg
year. The pay-as-you-go plan is used universally not only in Canada
but in the United States, England, Australia, and other countries where
there is an income tax. In fact, I might say the income tax is common
the world over. Otherwise, if the tax is not paid as you go, and if you
have any ill luck that causes you to go behind, you then become a
constant debtor. It is therefore a cardinal principle that we should have
the pay-as-you-go plan for the benefit of everybody—the Crown, the
employer and the employee. We should as nearly as possible collect

faxes as we go.

Hon. Mr. Davigs: May I be permitted to ask a question?

The Cuaamrman: Certainly.

Hon. Mr. Davies: Do farmers make any deductions at source?

Mr. Evruiorr: Yes, but I do not wish to be too blunt—

Hon. Mr. Havpen: They are required to.

Hon. Mr. AsevriNg: Just some of them do.

Mr. Evviorr: The law requires them to make deductions at source.
‘ I shall now return to this important meeting that was called in my office
in November, 1943. We discussed the matter all day, and 1 will now give you
the conclusions we came to at the end of that day.
Hon. Mr. Vien: Were they unanimous?

Mr. Enuiorr: Yes, absolutely. I am glad you brought that point up, be-
cause there was absolute unanimity.

Hon. Mr. Hate: We should send you to Windsor.
Mr. Evruiorr: Oh no, I have got trouble enough.

These were our c¢onclusions:

1. The deduction at the source of the substantial part of income tax
on a pay-as-you-earn basis should be continued.

.2. The present method of tax deductions is satisfactory except for
border-line cases and, although both the percentage system and the
average method were discussed, no recommendations were made for the

~ adoption of any other general method.

3. It would be unwise to introduce multiple methods of tax deduction
for general use. One basic system should be adhered to although no
serious objection was expressed to emergency plans for particular indus-
tries or special circumstances.

- 497542
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4. Some flexibility might be introduced by permitting employers to
make refunds, or cease deductions, upon application on preseribed forms
by employees who commenced employment some time after the beginning
of the year or who had prolonged sickness. It was generally understood
that this relief would be restricted to non-taxable employees.

5. There is a general acceptance of the present method of tax deduc-
tions. The overtime problem is diminishing and many of the objections
have been overcome. The situation will again improve with profitable
curtailment of overtime and the issue of refundable certificates. .

Those were our conclusions.

In order to permit the gentlemen who attended the meeting to have a
complete picture, I respectfully requested my then Minister, the Hon. Colin
Gibson, because of the preponderance of convenience to members, to come to
my office that I might make a report to him of the day’s work before the persons
present. The report was made by me verbally to the Minister in the presence of
those who attended the meeting. -

I am happy to say that that was not only an important meeting, but what-

ever those gentlemen did when they left my office, the effect has been a very
marked decrease in misunderstanding and complaints. In other words, they =
were invited to come because of the major complaints that I know were abroad
in the country. When they came, they sat about my table and there was no
particular formality. I said to them, “Now gentlemen, we want to discuss
the difficulties with which all of us are faced. I have no plans for this meet-
ing. I just want to discuss matters with you, and I suggest we organize our-
selves as soon as possible; that the organization on this side—let us say the
Canadian Manufacturers’ Association—tell us all your troubles and com-
plaints and I will take them down. I will then read back to you what I have
put down.” I wrote down each complain and each proposal. Of course there
was much duplication of complaint. I asked them not to restrain themselves
in making their complaints even though they had been made before. I wanted
to hear everything that was in their minds. The meeting was then adjourned
for one hour, I wrote out an agenda and said, “There is our agenda, what we
are going to discuss.” My recollection is that the agenda had about twelve
items on it. This committee will be interested to know that one of those sub-
jects was the simplification of forms. From then on we discussed each sub-
ject thoroughly, and everybody had the privilege of speaking as often as he
liked and to say whatever he wished.

The meeting had a very clarifying effect. TLabour and management had
a better understanding of the table of tax deductions and the necessity for its
successful operation. At the conclusion of the meeting these gentlemen went
away feeling that they had had a worthwhile conversation. Whatever they
did afterwards there was a distinct and marked decline in the complaints
received at our Division from across Canada. I pay tribute to those men for
coming and discussing fully, freely and frankly such problems as they had..

Hon. Mr. Bucuanan: I think we should pay tribute to you for having
the good sense of calling such a meeting.

Some Hon. SExATors: Hear, hear.

Mr. Eruiort: I shall now go on with my notes. I am sure it was a com-
bination of determination to stand behind the national war effort in the secur-
ing of revenue, as well as informing the people that a survey had been made
and in the final analysis things as they were should be made to work, and they
did work.

I think it altogether appropriate however the matter should be revie_wed
again in the light of the greater experience we have had and also in the light
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of peace-time considerations. It is therefore a happy ecircumstance that this
- committee has undertaken to examine the workings of the Income Tax admin-
istration, and I suggest that they examine this feature in particular.

b On the statement distributed among you I have given you some few
~ statistics showing among other things that we have collected $1,600,000,000 at the
- source, through the hands of employers. We might expect some loss of rev-
~ enue by employers having deducted at the source and failing to remit to the °
- Crown. I am pleased to say that out of the collections made the Crown
- received 99-99 per cent. While this is largely due to the honesty of employ-
~ ers, it is also due to the aggresive action of this Division in its follow-up
system.

Hon. Mr. Havpex: That was also partly due to your extra staff, thé
extramural staff. D

. Mr. Exutorr: I always welcome extra staff, but I was thinking it was
partly to the continuing staff. ;

Hon. Mr. Haypen: I said extramural staff.
Mr. Evuiort: Oh, yes, I most heartily agree.

Hon. Mr. Aseurine: You had some prosecutions in Saskatchewan, I
understand.

. Mr. Erxutorr: We did have prosecutions in various parts of Canada from
time to time. I am happy to say there were very few. I do not know why
there is so little fraud in this field, but I do believe there is something inherent
in our people to see that taxes must be paid, and to pay them. There is of
course a fringe of people, relatively small, that do not conform to that point
of view. :

Hon. Mr. Hatc: They are pretty well on the border line.

Mr. Evuiorr: Pretty well on the border line.

Hon. Mr. McRag: Mr. Elliott, could you give us a rough estimate of
how many refundable cases there were?

Mr. Erutorr: I am going to have a full paper on the refundable por-
tion, Senator McRae, and I will deal with that question. I can say now it is
over a million. -

Hon. Mr. BucuaNan: Mr. Elliott, on that last discussed item of 1945
budget, you placed the effective date for operation as the 1st of January. Are
not deductions being made at the new rate now??

Hon. Mr. Haypen: Yes.

Mr. Exuiorr: I was speaking of the table of tax deductions No. 3 that
goes to the lst of January; you are still on table No. 2, which will continue
up to the end of this year, with the modification that when the House of
Commons tables that order in council for the 16 per cent relief—

Hon. Mr. Haig: It is from the middle of October.

Mr. Erviorr: Yes, but that is only relief from the existing table of tax
deductions. I am saying that on the 1st of January the new table of tax
deductions will come into force, and we have to get the material ready to be
on time. We have to get it a little earlier because there is going to be a little
" confusion about the co-relation of family allowance recoveries and the table
of tax deductions. You have to get the pay-roll clerks and acquaint them with
the requirements of new forms. 2

Hon. Mr. Haig: Mr. Chairman, I suggest we adjourn.

The CuammaNn: Is this a good time to adjourn, Mr. Elliott?

Mr. Evniorr:  Yes, I think so.



Hon Mr. Viex: May I ask just one quéetwn? In respeut, that
and modification in the resolution now before the House, instead of s

_ the tax payable next year will be reduced by 16 per cent, would it not h&ve ks
been more simple and more easily understood and calculated to have said the
tax next year will be a certain percentage of your revenue? It would have

overcome the difficulty of calculating the amount of the present schedule of
taxation, then deducting 4 per cent or 16 per cent. Would it not have simplified
‘the procedure to have mmply\ said the tax was so much, and the tax now will
be so much?

Mr. Evruiorr: Well to do that, Senator Vien, you have to set up a whole
new structure to say that the tax will be so much; it involves setting up a new
graduated rate of taxation. Under those circumstances, we would have to
revamp substantial sections of our existing law.

Hon. Mr. Vie~n: The taxpayer must make certain calculations for himself.

Mr. Evuiorr: I will answer the question in three ways. First, to follow
your suggestion would have required a major operation on the provisions of the
present schedule of rates in the existing law. For reasons which I will not go
into it was deemed unwise in the national interest to do that. The next question
is how to give the taxpayer some relief. It was finally decided to calculate the
tax and then take off 4 per cent for 1945 and 16 per cent, for 1946, and—

Hon. Mr. Haig: Mr. Chairman, I move we adjourn.

Mr. Eruiorr: I think I should stop there.

Hon. Mr. Hate: Pardon me, I thought you were through

Hon. Mr. CampBELL: I move that we adjourn until Tuesday morning at
10.30.

The committee adjourned until Tuesday, November 20th, at 10.30 a.m.
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"MINUTES OF PROCEEDINGS
TurspAy, 20th November, 1945.

] Pursuant to adjournment and notice the Special Committee appointed to
_examine into the provisions and workings of the Income War Tax Act and The
- Excess Profits Tax Act, 1940, and to formulate recommendations for the improve-
‘ment, clarification andt sxmphﬁcatmn of the methods of assessment and collection
of taxes thereunder, met this day at 10.30 a.m.

~ Present:—The Honourable W. D. Euler, P.C., Chairman, and the Honour-
able Senators Aseltine, Beauregard, Bench, Buchanan Campbell Crerar, Farris,
 Haig, Hayden, Lambert Léger, McRae, Robertson, Smclalr and Vien—16.

In attendance:
The Official Reporters of the Senate.
Mr. J. P. MacNeill, Law Clerk and Parliamentary Counsel of the
Senate.

Mr. C. Fraser Elliott, C.M.G., K.C., Deputy Minister of National Revenue
- for Taxation, was recalled.

The following Exhibit was fyled:

7. Memorandum to Inspectors of Income Tax re Descretionary Powers
of the Minister.

At 1 p.m., the Committee adjourned until 8 p.m., this day.
At 8 p.m., the Committee resumed.
Mr, C. Fraser Elliott, CM.G., K.C., was recalled.

The following Exhibits were fyled:
8. Succession Duty Statistics.
9. Four Charts, as follows:—
(a) Organization Chart, Head Office, Department of National Rev-
enue, Taxation Division;
(b) S}}flnopsis of Duties of Positions referred to in the Organization
Chart;
(¢) Organization Chart of a Typical District Office, Department
of National Revenue, Taxation Division;
(d) Description of Income Tax Districts. (These Charts not
printed)
10. Memorandum prepared by the office of the Inspector of Income
Tax at Montreal, 9th November, 1945, intituled: “John Doe a
taxpayer and his new company.” (Not printed)

On Motion, it was ordered that the name of the Honourable Senator Bench
4 be added to the list of members composing the Steering Committee on Agenda.

At 9.15 pm., the Committee adjourned until 8 p.m., Wednesday, 21st
November, instant,
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MINUTES OF EVIDENCE

THE SENATE

Tuespay, November 20, 1945.

The Special Committee of the Senate to consider the Provisions and Work-
~ ings of the Income War Tax Act, etc., resumed this day at 10.30 2.m.

Hon. Mr. Evrer in the Chair.

, The CuamrMAN: Gentlemen, please come to order. I think at the outset
I should congratulate those who are responsible for getting out the printed
reports of the proceedings of last Wednesday. I think they have done very well

~and I hope in the future they will get the proceedings out as soon as possible.

There was a notice of motion by Senator Vien with regard to enlarging
i the powers of the Committee.

Hon. Mr. Hate: I do not think you need deal with that this morning.

The CuAmrMAN: It has to go to the House as soon as possible. However,
the honourable senator will probably be in a little later and if there is nothing
else to be considered now, we will proceed with the evidence of Mr. Elliott.

Mr. Evuiorr:  Mr. Chairman, honourable senators, I think the last subject
matter with which I dealt was the deduction at the source. After giving certain
data in respect of that law, telling you how it worked and some of the difficulties
we had, and the manner in which we overcame them, the next subject that
follows out of that is the number of refunds occasioned.

The refunds that are occasioned by persons paying their tax and overpaying
it by their own hand, is so small that it is not worthy of mention at this time.
- The question of refunds has become one of the major factors in the adminis-
tration of the income tax laws. It is of course desirable to take from the tax-

ayer always less than he has to pay, but by reason of the deduction at the source
- being based on the 95 per cent of the total tax payable, it is inevitable that over

deductions will result in a substantial number of cases. For instance, if any
individual has tax deductions made for a seven-month period and then he dies,
there is a refund; or, if he has deductions made as a single person and then
marries in the latter part of the year, he is taxed as if he were married for the
whole year, and there has been an over deduction in a case such as that.
~ Hon. Mr. Lecer: In those cases you calculate the tax for the whole year
instead of a fraction of the year as a single man and the balance as a married
man.

Mr. Eruiorr: That is right, we calculate the tax as if the man had been
married all year. If for nine months he was single then he is deducted at the
source at the rate applicable to a single person; and he is married in the tenth
month, he is regarded for tax purposes as if he had been married the whole
year. However the mechanics of these deductions at the source operated for
nine months as if he had been single.

The Cuamrman: Do they operate in reverse, that is to say if a married
man becomes single or becomes a widower?

Mr. Eruiorr: That is correct, if he were a married man for two months
and became a widower, there would be an adjustment of the mechanics at
the source, because he would be obliged to fill in a new form with his employer.

The CrAamrMAN: Do you regard him as a single man for the whole year?

55
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Mr. Eruiorr: No, he is married for the whole year. 1 am incorrect in
that previous statement. He is married for the whole year and the tax is taken .
off as if he were married for the whole year.

Hon. Mr. Haig: But the reverse is true in cases of children who become
over eighteen or twenty-one or whatever the age is.

Hon. Mr. AseLTiNE: No.

Mr. Eruiorr:  No, there are three instances: single, married and children.
If you are married at any time in the year you are regarded as married for
the whole year. If you become single after having been married, you are still
regarded as married for the whole year. If you have a child born at any time
during the year the child is deemed to have been born for the whole year.

Hon. Mr. Haig: But if the child becomes over age—

Mr. Evviorr: If the child becomes over age during the currency of the
year, because he was under age during part of the year, he is regarded as
being dependent for the whole year.

Hon. Mr. Haig: I thought it was deducted on the 31st of December.

Mr. Eruiorr: If you have a dependent child, the law says you are
entitled to deduction. I think where you get your idea, is on the form we ask
what is the age of the child at December 31. We want some place to tie up
the information about that child.

Some of the circumstances that cause refunds are as follows: births, deaths,
marriages, temporary employment, casual or seasonal employment, transfers
into the armed forces, 7 per cent deduction from dividends or interest paid to
persons not taxable, claims for partial support of dependents, unusual medical
expenses and donations, substantial fluctuations in earnings when the employee
hovers above and below the exemption level. Over-deductions caused by the
several features amount in number to about one million a year, and they have
been running at that level for the last year.

Hon. Mr. HaypEn: You mean a million dollars?

Mr. Erviorr: No, a million in number—a million refunds a year.

We have no appreciable backlog of refunds payable. We are very sub-
stantially on a current basis. In fact, I would strengthen that to say that to
all intents and purposes we are on a current basis as regards refunds.

The Cuarman: Could you give the amount of the refunds?
Mr. Evviorr: That is the amount I gave the other day—
Hon. Mr. Haic: About $30,000,000?

Mr. Evuiorr: About $40,000,000.

Hon. Mr. CampBerLn: Mr. Elliott, are refunds made on the basis of

returns at the end of the year, or do applications have to be made specifically
for refunds?

Mr. Eruiorr: I am about to comment on that point now. It must be
remembered that a current basis means that the refunds must be made the year
after the income is earned, and that means within twelve months after the filing
of the returns. The public may not call this current, but nothing else could be
done having regard to the nature of the facts in the problem.

I will go over that again: a deduction is made during the currency of the
year. His employer having deducted that money, sent it to us with a state-
ment of all his employees. We have then to break down the lump sum that
we get from him, segregate the income tax return for this particular employee,
check that he was an employee of that employer, that the employer did deduct
the money, and that the employer did send the money to us. If there is a
refund due him, we make the refund after he has filed his return. His returns
are due on or before the 30th of April in the year following the earning of
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the income. We get probably 2,500,000 or more returns about April 30, and
we have to go through them and check those that apparently have refunds due
by their own declaration against the moneys received from the employer as
deductions. p

The money was collected sometime during the currency of the year in
which it was earned. When we say we are on a current basis, the public might
not agree that it is current to wait a year before getting the money back. There
is no other feasible way of doing it under the present system. It is necessary
to wait until we get a declaration of income on an Income Tax Return to find
out if he is taxable or not taxable, if he is entitled to a refund or not; and
having ascertained those facts, to make sure that we have received the money
either by tax deduction at the source or by personal payment.

Hon. Mr. AseutiNg: Does that create a hardship for small wage earners
who are employed seasonally?

Mr. Eruiorr: I would say to some degree that is so.
Hon. Mr. Haypen: Is there not some provision—

Mr. Eruiorr: I deseribed those provisions the other day, the schemes that
we have for helping out casual or seasonal employees.

Hon. Mr. Haig: You exempted certain people.

Mr. Eruiorr: Yes, and I went into that the other day. If a small wage
earner has an amount deducted, in relation to his small income, it certainly
does create some hardship.

Hon. Mr. AseLTiNg: In Saskatchewan we have many cases of that kind,
where persons worked part time for a farmer; quite a large deduction is made
by the farmer, and the wage earner must wait a year before he can get that
money back.

Mr. Erviorr: That is one of the unfortunate circumstances in having
people paying high rates of tax on the pay-as-you-earn plan.

Hon. Mr. Crerar: Is there much difficulty or does it involve much work
in making the checks of these particular accounts? y

Mr. Eruiorr: It certainly does involve a great amount of work.

Hon. Mr. Crerar: Supposing a man works for one employer for four
months and then he goes on to another employer for four months at the same
wages of perhaps $155 to $200 a month and being taxed as a single man.
He may work for three or four employers during the year. Do you have to
gather all that information finally into one account?

Mr. Evuiorr: That is right. I will explain that in a little more detail.
John Doe worked in Toronto for a month, decides to go say to Vancouver and
work another four months and then comes to Halifax to work for the balance
of the year. I could put in a few more moves, but we have moved him often
enough; he has moved into all parts of Canada. Each employer in each respec-
tive territory mentioned has to deduct according to the table of tax deductions;
he has to remit to the Inspector in the district in which the employer resides;
at the end of the year that same employer has to give a statement to the
Inspector of that district stating that he had John Doe working for him, he
deducted so much money from him and he earned so much for the three months
period he was there. That is what is known as our T-4 slip. They are very
small slips, that would fit in my fingers and are about an inch and a quarter
high and seven or eight inches long. Those slips are extremely important; they
are worth money to the employee.

Each one of the employers in the district has to send in this T-4 slip to
the Inspector. Then those slips have to be gathered in that district in which the
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employee was last employed. From my exa;mple, he was in Halifax. Vancouver
and Toronto have to send their T-4 slips down to the district of Halifax. Those
slips are all gathered and put into the individual return he filed at Halifax.

Hon. Mr. Crerar: How do the officials in Vancouver know to send the
slip to Halifax?

Mr. Evuiorr: It is generally indicated by the individual himself because
in making his declaration of income he has to state the various employers he
has had in order to get his credit. Then when the Inspector in Halifax observes
that there are employers in Vancouver and Toronto, he then notifies them to
send their slips to Halifax.

Hon. Mr. Lecer: Just for curiosity: you keep an index card for each
individual taxpayer?

Mr. ErLiorr: Oh, yes. That is called our tax roll.

Hon. Mr. Vien: If it happens that the employer has neglected to send a
slip, and the poor devil back there does not keep books, does not keep track
of what has been deducted from his pay—?

Mr. Eruiorr: Well, as I said the other day, the employer not only sends
the slip but he also sends the money, and I stated that we collected 99-99 per
cent of the money. Then, when the employer sends in his money at the end
of the year he has to have a summary of all the money he sent us on the top
page, and behind that he has all these T.4 slips, and the addition of all these
T.4 slips must equal the summary he has put on top of the statement and must
equal the cash we have received during the currency of the year from that
same employer.

Hon. Mr. Viex: You have a double check on that?

Mr. Eruiorr: Yes. We also have the final check that the employee knows
the money has gone and if he does not get justice he lets you know.

Hon. Mr. CampBELL: These refunds apply chiefly to the low salary groups?

Mr. EruiorT: No, I do not think so; they apply all the way up the scale.
The committee will also be interested to know that the refunds are almost equally
divided between taxable and non-taxable persons. That also answers your
question, senator. One would expect every endeavour to be made, and it is
made, to keep these refunds at a minimum, but even though the deductions at
the source were reduced by some appreciable percentage, there would still be
over deduction arising out of the incidents set out above. The committee no
doubt will give this careful consideration, and we shall be happy indeed to have
the assistance and services of the committee in bettering or solving the difficulties
in this deduction at the source.

You will appreciate that these refunds are not occasioned by any action
taken by the officers of the Taxation Division. They are occasioned by the
necessity of following the authorized table of tax deductions in the hands
of the employer, and the money can only be returned after a statement of income
on form T.1 has been lodged with the Inspector and the income and tax
deducted at the source have been verified.

There are of course other refunds, namely, where taxpayers themselves
have overpaid the tax. They are not a major feature as compared to the refunds
occasioned by deduction at the source, which is a major operation.

I think that runs out deduction at the source and the refunds occasioned by
that system. Now, if I may, Mr. Chairman, and honourable senators, I should
like to go to the next subject, namely, the assessment of individual and corpora-
tion returns during the war. This is an important subject. This committee,
no doubt, is anxious to know what the position of assessing is in the Taxation
Division. Are we up to date, and if not how far behind are we?
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In answering that question I should like at the outset to make a few
general statements. Assessments, of course, fall into two groups: one, assessment
of individuals, and two, assessment of corporations. These assessments are
‘made (a) under the general income tax law, and (b) under the excess profits tax
law. Now, I have pointed out to the committee some of our previous difficulties
 pertaining to space, which was a very real difficulty. :
As to the problem of personnel, particularly the problem relating to
- accountants, business has drawn to higher pay fields since January, 1940, some
141 of our profesisonally qualified assessors, and 137 departmentally trained
~ assessors, which means that we lost a total of our assessors of 278.

Hon. Mr. Bencu: In what period?

Mr. Eruiorr: During the war. The new men we were able to secure were
in the main untrained in the incidents of the law, either in income tax or excess
 profits tax. Therefore their number does not replace, in the sense of accomplishing
work, the equivalent number of trained employees. However, we managed to
i secure 127 professionally qualified accountants, and we pressed into service
1,021 other persons, not professionally qualified. These were drawn partly from
our own ranks and partly new employees, but they were without degrees. The
. position with respect to the employment of assessors, whether professionally
qualified or not, I should like to give in detail, and it is as follows: As of
November 10, 1945, this month. Assessors employed prior to January, 1940,
- were 385; appointed since that date, 1,148. That is a total of 1,533. From
© that total, however, there are resignations since January, 1940, of 278, so that
- there are presently employed 1,255 assessors.

Hon. Mr. Campeeis: What were they paid, Mr. Elliott?

q Mr. Erviorr: They ranged, by grades established by the appropriate
- Government authority, from grade 1, which I think is $2,100, and it goes up to
$2,400; and then you get into another grade, $2,400 to $2,880. I am speaking by
" memory. And finally we get up to the top grade, 5, which I think is $3,720

Hon. Mr. Leecer: Do they form part of the Civil Service employees?

Mr. Eruiorr: All Government “‘employees are civil servants. But I think
your question is, do they come under the Civil Service Commission.

Hon. Mr. Lecer: That is what I mean.
Mr. Erviorr: No, we are not under the Civil Service 001nmis§ion.
Hon. Mr. Viex: But they have supernannuation? .

Mr. Evviorr: They have superannuation rights the same as any other civil
servant.

. Hon. Mr. Buvcnanan: You say “the appropriate authority”. Who is the
. authority who fixes the salaries in your Department?

Mr. Erviorr: Well, these grades that I have outlined are discussed, and
| finally Treasury Board has to pass upon them, and they are approved by the
‘ qugrnment in that sense. Technically the income tax law provides that the
 Minister shall have the control and the management of this law and of all matters
- Incident thereto, including the appointment of personnel, and that implies the
gradings and salaries of that same personnel.

The CuamrMan: Has the Civil Service Commission anything whatever
to do with the appointment of your employees?
Mr. Evviorr: No, nothing at all, other than when the estimates are brought
down you will find an item “Income Tax” and the words therein contained go
' Somewhat like this, “Appointments to be made without reference to the Civil
Service Commission” or “the Civil Service Act”. That is the real statutory
authority contained in the Appropriation Bill.
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Hon. Mr. HaypEn: Have you attempted any reclassification of these grades
and salary series that have been refused approval?

Mr. Eruiorr: We have attempted that.

Hon. Mr. Haypen: I mean, in the last five years have they been refused
approval? .

Mr. Evviorr: Yes. We are losing professicnals so speedily that I felt we
must try and do something, and it is not easy to change gradings in the Govern-
ment, because while we are not under the Civil Service Commission, we have a
relativity to them that is very real, and when we bring up a change to the
Treasury Board it is their duty, I take it, to see that we do not get out of line
with other people in other departments of the Government. So I established
what I might term a professional grade, and I said, any employee that comes
into our Division with a degree certifying, of course, that he has had a proper
education, is qualified to do this kind of work, then instead of having him
move up a small range of salary in Grade 1 and have him stuck there for a long
time until there is an opening in Grade 2 by somebody leaving,—I said, let us
wipe all that out; let us start a man that comes in as professionally qualified
and put him straight up to, I think, $3,400 or $3,200 or something, so that every
year he would get his increase straight on up without having these stops and
stays occasioned by grades. That was very useful, and, I think, saved a lot of
our employees from leaving us on account of that. That is one attempt at
trying to do something for substantially alike men doing like work.

The CuamMan: That would be the only way you could increase their
salaries during the war, would it not? :

Mr. Evutorr: That is right. That is the only way you could increase it, by
having a grade attached to it so it could go up $120 a year. That is so.

Hon. Mr. Haypen: Would it not be practicable to establish a professional
grade of your own based on your experience of these men?

Mr. Ervuiort: Of course we would be happy to do that, but there are a lot
of stops and stays in other parts of the Government when you start to present
your case. These all have to go through Treasury Board, and Treasury Board
has to endeavour to keep the situation substantially equal as between various
departments of the Government. T have often thought how much I would like
to run my business as I see it, and if I fail at it that is my responsibility, and
then I suppose I quit; but you cannot run any part of the Government just
as you would run your own business, because there is that relativity that must
be maintained, because it is Government, between the various branches and
activities.

Hon. Mr. Haypen: That would not apply though to giving a professional
qualification to the person who satisfies your requirements?

Mr. Erviorr: I am most anxious to do that, but if I gave professional
qualifications—accepting the suggestion—there are like persons with like quali-
fications in many other branches of Government, to wit, cost accounting for
M. and S., controls in Finance, and a number of others that do not come to
my mind readily. There are a great many accountants in various parts of
the Government. Now, whether their work in the result is as important to the
Government as the work of our professionally qualified accountants I have
grave doubt. I have no doubt it is just as intricate, but when I told you the
other day we added to the income tax returns of individuals and corporations |
some $38,000,000, vou can measure the value of these men. If you were in
private practice you would not overlook that item.

The CuamrmaN: You said that you tried to adapt your classifications—
if you like—and remuneration pretty much to those that are under the Civil
Service Commission.




Sine

~

TAXATION : 61

Mr. Evruiort: No, we do not adapt it. They adapt us to them. '

The CuarMAN: All right. Then I come on to this question. Do you have
examinations for contemplated employees the same as they have in the Civil
Service, the regular Civil Service under the Commission?

Mr. Evuiorr: No.

The CuarMAN: No examination?

Mr. Eruiorr: No examination. Well, when I say “no examination”, it is
like anybody who comes to your business and wants a job, you examine him,
in one sense.

The CuarMAN: But no written examination?

Mr. Eruiorr: No, no written examination, no.

Hon. Mr. Haypex: But for promotion: if you have a man in your employ
who has not a degree when he comes in, and he remains four or five years, and
you are satisfied he has all the training that a professional man has, have you
not some way of putting the hall-mark on him and saying, “You are a
professional man”?

Mr. Evrviorr: The work puts the hall-mark on him, but your suggestion

that we set an examination for him after he has been with us two or three
years—

Hon. Mr. Haypex: That may be the only way you could give him
professional grade.

Mr. Eruiorr: You know the quality and quantity of his work.
Hon. Mr. Havpex: But to get by the Treasury Board?

Mr. Eriorr: I have no desire to get by the Treasury Board. I wish to work
with them.

Hon. Mr. Haypex: Well, to get it through.
Mr. Evuiorr: I do not want to get by the board.

II(;I‘;)n. Mr. Lecer: Are the majority of your employees young or middle-aged
or old?

Mr. Evrviorr: That is a very difficult question.
The CuAIRMAN: Remember there are a lot of ladies employed!

Mr. Evrviorr: We started in 1917, and we were very small, and being new
we were also very young, both in starting the work and in personnel employed.
I remember, probably at the time of Senator Euler’s regime, a little bit before,
we took a trip across Canada and went into customs and excise and income
tax, and it was striking that in customs and excise they were old, the personnel
had been there many years and had long service; but when you went next
door to the income tax they were young, new and fresh. That was so for many
years, but we were not very big relatively before the war, as compared with
what we are now. So we had a small personnel. That was in a small era
or a small age. But when we, in the war, came from 1,000 up to nearly 7,000,
we are now young again by bringing in a lot of new young people, and we will
be young for about another twenty vears, and then we will fall back into the

turning-over which is very evident in customs and excise and other long
established Departments.

Hon. Mr. Crerar: How many of these promotions will be on the recom-
mendation of the man superior to the clerk?

Mr. Erviorr: That is the way it is done.

Hon. Mr. Crerar: I am not going to ask your opinion of the methods of

assessing the value and salary of these employees, because I think there is a
weakness there in Government administration, or so it has always seemed to
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me, that we might perhaps discuss before this committee is over, but not at
the moment. I should like to ask two or three questions. You have now
1,533 assessors less 278 you have lost since January 1st?

Mr. Evrviorr: That is correct.
Hon. Mr. CrerarR: And these are practically all in one category?

Mr. Evuiorr: Well, they are called assessors, that is they are employed
on income tax returns of individuals and corporations, but they fall into the
categories of professional men and skilled assessors.

Hon. Mr. Crerar: The mere fact that a man has a degree and can write
some letters after his name is not necessarily an evidence of his competency.

Mr. Erviorr: Not necessarily, but when you deal in great numbers—
I put this to you in question form so that I might answer it—if the Income Tax
were completely manned by chartered accountants, versus being completely
manned by persons who never had tried the chartered accountants’ examinations,
which would run the business the better? Which would do the better job?

Hon. Mr. Crerar: Why, the first. There is no doubt about that.

Mr. Eruiorr: There is no doubt about that. To the degree that you
weaken the chartered accountants by infiltration of some who are not pro-
fessionally qualified—I do not go to the extent of saying that a man who has
not a degree is not good, but I say that if you look at this thing in the larger view,
that a group of qualified professional persons who have taken the necessary
qualifications, have demonstrated that they can pass these examinations, who
are under a form of discipline during that time, and have grown in stature—
those are the men who should man the Income Tax Division, in my judgment;
and if you had a thousand of them you would have a wonderful organization,
as compared to a thousand who, no matter how much native ability they have,
have nevertheless not got that background of orderly thinking and orderly pre-
paration and a broad understanding, and have not had a chance to get it.
They have got to pick it up as they come in with us and work with us, and in
a sense they learn as they go.

Hon. Mr. LamBerT: Do your assessors include many women?
Mr. Erviorr: I think only two of our senior assessors are women.

Hon. Mr. LamBerr: In the local office I have noticed women who seem
to be acting as assessors.

Mr. Evuiorr: 1 was going to say there were none, but that answer would
not have been correct. We have two professionally qualified women assessors
one in Toronto and one in Ottawa. We have a goodly number of women doing
assessing of the simple T-1 returns, what we call the T-1 Specials covering
incomes of $3,000 and under. We were badly stuck in Vancouver and the
Inspector there managed to get some university girls and brought them in, quite
a crowd of them, and they did splendid work.

The CrarMAN: Do they get the same as the men?
Mr. Evutorr: No. Most of these women are in clerical grades.

Hon. Mr. Vien: In the distriet of Montreal I have heard many complaints
with regard to clerks who are discharging the functions of a certain category
of accountant, for instance, that of assessor, although they are not so styled in
your setup. For twelve or fifteen or eighteen months they have been discharging
this function without receiving any promotion in their style or pay. I appreciate
that it is extremely difficult in a large district like Montreal or Toronto for the
inspector to remove all such anomalies. Another anomaly complained of is
that a young lady comes in and is appointed to discharge a particular function.
She may be placed in Grade I or Grade II, as the case may be. Then a new-
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" comer is appointed to discharge the same function but is placed in a higher
~ grade. I am not complaining but simply pointing out these anomalies that we
hear complained of on the street.

Mr. Eruiorr: Well, Senator, I think some of these complaints would
be founded on fact. We have had a great upswing in business, which I have
explained to you, and in the number of returns to deal with. We are allotted a
certain number of people in the various grades, running from Grade I clerk up
to Grade IV clerk, and from Grade I assessor up to certain higher grade assessors.
Now sometimes the work in the clerk gradings can be left for the moment and
better results can be obtained if you take some Grade IV clerks and put them
on assessing. You can say to them: “I know you are Grade IV clerks, but
never mind that just now. We are in a condition of emergency and we want
you to do some assessing.” So we put them on the work of assessing minor
returns. In that way Grade IV clerks do assessing without being called
ASSessors. 3

Hon. Mr. Viexn: And they do that for six or ten or twelve months without
being styled assessors?

Mr. Evuiorr: Perhaps so, unless you go to the Treasury Board and get your
whole grading changed.

Hon. Mr. Vien: Why should it be necessary to change the grading?

Mr. Eruiorr: We would have to be authorized before we could appoint
more than the number of assessors established for any grade.

Hon. Mr. Vien: But suppose an assessor drops out or the work increases.
Then you take a Grade IV clerk and put him on as a temporary assessor. If
he is put on as an assessor for six or eight months or a year, would it not be in
order to appoint him as an assessor?

Mr. Eruiorr: You added a new feature to your question; you said “if an
assessor drops out,” that is a Grade I assessor. Well, we did not have any drop
out. If a Grade I assessor drops out, then of course we can promote a Grade
IV clerk.

Hon. Mr. Vien: Some clerks contend that they have been promoted in fact
without being promoted in style or salary.

_ Mr. Evuorr: That happens because of the emergency that I outlined, but
if an assessor’s position becomes vacant a promotion is made.

Hon. Mr. Vien: Not always.

Mr. Eruiorr: We cannot promote while the number of Grade I assessors
is as large as is authorized. While that condition lasts we can only say to the
Grade IV Clerk, “Please do the work in the higher grade, although we cannot
give you the position.”

Hon. Mr. Viex: Would it not be advisable to relieve the inspector of much
of the reclassification work? In a large district it must be quite difficult for an
spector to carry out his own particular work and also look after a very large
staff. Would it not be advisable for a commission of two or three officials in the

Department to look after the classification in any office where the staff numbers
one hundred or more?

Mr. Erutorr:  Our organization, like all big business organizations, is already
broken down into subdivisions. The inspector has his reports from the men
who are actually in charge of the personnel, and those who are immediately in
charge of a large number of personnel in turn have their sub officers. Whether
you put in a commission or not there must be an orderly chain running from
the head of the department to the head office and eventually up to the Minister,
and from the Minister to Parliament. When I give you the chart you will find
we have our personnel man who is in charge of these things. As in any well-
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organized business, our organization is broken down into proper subdivisions,
so that each subdivision becomes an easily comprehensible and easily workable
unit.

Hon. Mr. BExcH: As to the point raised by Senator Vien, that Grade IV
clerks are doing assessing, does it not get down to this, that the quota of assessors
that has been authorized by the Treasury Board is not sufficient?

Mr. Eruiorr: Well, no, it is not quite that, because in the higher grades
we have authorization for a large number of assessors that we cannot get. We
have authorization for four hundred that we should like to get but are unable to
get. The people who do the really important work are not down in the grades
that we have been talking about, the grades that look after the T-1 speecials
which are filed by people whose income is simply salary. The assessing
of those comes close to being clerical, although technically it is known as

_assessing. I would not, put professional men on that kind of work, for that would
be a waste of a very valuable mental asset. When I talk about assessors I mean
those who deal with returns that are more or less intricate. As you know, the
returns from some of the big corporations are really intricate.

The Cuairman: Gentlemen, as I said the other day, while it is desirable
to let Mr. Elliott make his statement without interference, I know that members
like to ask questions as they come to mind. But would it not be better if Mr.
Elliott were permitted to complete his statement, and if members made notes
of the questions that they desire to ask, with the understanding that these may be
brought up when Mr. Elliott finishes. I do not desire to restrict members too
much, but I am afraid that if we intervene at any moment that a question
occurs to us we shall get more or less at sixes-and-sevens, I am entirely at the
disposal of the Committee in this matter.

Hon. Mr. Hat: Mr. Chairman, I submit that a ruling should be made one
way or the other, so that some members will not be permitted to ask questions
while others of us are.

The CuarMaN: What is the view of the Committee? Is it your view
that Mr. Elliott should be permitted to continue making his statement without
interruption, or that members should ask questions whenever they wish? All in
favour of having Mr. Elliott’s statement made without interruption, please
show your hands.

Now, all opposed, please raise your hands. There is only one opposed. I
am afraid you are in a minority, Senator Léger.

Hon. Mr. Lecer: I just wanted to put one question.

The Cuamman: No, I have to rule that you cannot do that, Senator,
in view of the way the Committee has just voted.

Hon. Mr. Haic: Are you going to hold us down to that ruling, Mr. Chair-
man? Certain members of the Committee have been pretty persistent in
asking question, while the rest of us have sat back. Our time is limited and
I feel sure there will not be another meeting of the Committee this week,
unless it is at night. We have engagements all day Wednesday and Thursday.
Of course, if the Committee wants to sit on Friday and Saturday that will
be all right for me; I should like to see Toronto and Montreal members stay
here and suffer with the rest of us for a time. I will certainly protest if,
within ten minutes from now, some member is permitted to ask questions;
but I am quite agreeable if you are going to hold us all down to your ruling.

The CuAamMANn: It is quite easy for me to be specific on that point.
The Committee has voted by an overwhelming majority, with only one opposed,
that Mr. Elliott should be allowed to go ahead without interruption. So far
as I am concerned, he is going ahead without any interruption whatever.
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- Mr. Eruiorr: Well, Mr. Chairman and honourable senators, I gave you
 the last figure of the number of assessors presently employed, namely, 1,255. Of
 these, the assessors with degrees are 330. This number is broken down into
those employed prior to January, 1940, being 203, and those appointed since
. that date being 127. Since January 1940 there have been 141 resignations, so
the number presently employed is 189, and of these 38 have had less than
two years' service. The average stay of the 141 assessors with degrees who
resigned since January, 1940 was 3-9 years. I am suggesting by that com-
| ment that ours is a very good training ground for professional activity in the
accounting world. After accountants have been with us for a while and
~ learned our rules and regulations, and had the privilege of surveying many
. different kinds of corporate statements and thereby increasing their knowledge
 in a very broad way, they leave and go out to become advisors to taxpayers
instead of remaining as assessors of taxpayers.

' The assessing staff increased by 226 per cent. That is the increase in the
| professional and non-professional assessors. The assessors with professional
degrees decreaed by 7 per cent.

Perhaps we did not get the best skill available because we could not pay
the salaries and we had to take what we could get and were glad to get them.

" Then it is to be remembered that we were also dealing with an entirely
new law, that is, the Excess Profits Tax Act, in respect of which no one in
Canada at any time prior to this war had had any experience. Not only was
there present the difficulty of training our own staff, both old and new, but
there was also the necessary delay in giving public accountants outside the
Department and corporate management an opportunity in point of time to
understand the law themselves.

In this comment I refer particularly to the Excess Profits Tax Act and all
its intricacies and difficulties, as well as the fact that the law required
public accountants and corporate management to refer back to the years 1936-
7-8-9 and establish the relationship between those pre-war periods with their
activities during the war; in other words, find their standard profits in order to
measure their war excess profits.

Many had no Standard Profit, because they were in deficit, that is,
depressed, and many more were not in existence in those years. All these cases
required statements to be prepared with special reference to the capital employed,
and as well knowledge had to be gained where possible of the profits of other
businesses in like activities.

Heretofore in income tax matters periods of loss were regarded as a closed
book, but when Excess Profits Taxes were based on earnings of 1936 to 1939,
years of loss had to be scrutinized retroactively because of their now import-
ance. This brought into activity thousands of returns which we heretofore
had regarded as closed.

Then again depreciation schedules had to be established or brought up to
date, and there were re-organizations to survey, all of which became suddenly
of great importance in establishing capital employed.

Therefore the files of 1936 to 1939 suddenly became active and were a
major factor in determining Standard Profits, and the liability under the
Excess Profits Tax, and the whole field of accounting from 1936 up to the
period under assessment had to be brought under review. But this is not all,
because as a fact the records of the company for many years prior to 1936
had to be surveyed. Professional Accountants will concur in this statement.

In short, nothing could be done on income tax assessments until the law
and the facts relating to the Excess Profits Tax had been understood and the
required data for back years and current years compiled, to find out what the
liability would be under that Act. In short, it required actually a survey of
the history of the companies concerned.
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Any business man will tell you that it is not an easy problem to determine
what the capital employed in a business may have been or is, and this was an
entirely new feature in war taxation that had to be considered and developed.

You will observe therefore that we had problems of personnel, problems
of space, problems of interpretation, problems of establishment of past historical
facts, all under an increased volume of work—higher by 500% in returns alone
than it had ever been before.

You cannot pass an operative law in 1940 which becomes operative in effect
two years afterwards and which specifically refers back six years, to 1936, and

inherently to many years prior to that, and expect to be up to date three

years afterwards.

Now the Excess Profits Tax Act was enacted in the first instance in September,
1939, but the Act, as then put on the Statute books, really constituted notice
that there would be an Excess Profits Tax Law, and it was repealed a year later,
that is, in August, 1940. In its place was enacted the present Excess Profits
Tax Act.

Now to place such an intricate Act on the Statute books in August, 1940,
does not mean that it operates at once. While the Department issued its forms,
together with an explanatory brochure, within two months, it was three months
before the Board of Referees was appointed.

This important body necessarily had to acquaint itself with the law under
which it was to operate, and likewise public accountants and corporate manage-
ment had to be informed of the functions of the Board and how claims before
it should me made up. This Board was to decide future rights of taxpayers in
matters of extreme weight. It would determine the Standard Profits above which
the profits would be taxed, 75 per cent to 100 per cent. So that since the
beginning of the war that was a very important body. In point of fact, they
had their first meeting in September, 1941, two years after the commencement
of the war.

This statement is most indicative, for it shows that from September, 1939,
there was the repeal of the first Excess Profits Tax Act, there was the enactment
of a second E.P.T. Act, and absolutely nothing having been done under the
first Act; there was the period of intense examination by the Department, the
Board of Referees and the public as to the requirements of the law in the
second year.

Here was a delay that was an initial handicap to the Department and to the
public. This delay was not alone applicable to those who wanted Standard
Profits claims determined; it was applicable to all companies liable to Excess
Profits Tax, and practically all companies were liable.

As indicative of the necessary delays, by the 1st of January, 1942, the
Board had before it 375 cases of which 47 had been heard.

It might be asked whether it was not possible to put more cases before
the Board in the period prior to 1st January, 1942. Two answers to the question
will be given, although there are more. First, the Board had unfinished work
before it then, and had it received more, the recorder statistics would have
shown simply more unfinished work on hand; but what is more important,
there was a delay granted to corporations for the filing of their returns under this
new law, simply because they were not acquainted with the law. They were
not acquainted with the law and could not comply with it, and needed more time.

Obviously there would be much adjustment required in these initials claims;
that if the public had had no previous experience and even if the company
concerned had a factual standard profit, that standard profit had to be adjusted
in both the Standard and the Taxation periods by reason of changes, first in
the capital employed in the standard period of 1936 to 1939 and in the share
capital structure of 1940 and 1941.
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 This caused a substantial delay. The point I wish to make, and I thing
ave said enough to make it, is that this Division was substantially two years
~ behind in the beginning. It therefore becomes apparent in regarding to-day’s
figures that if we show less than a year’s work as a backlog we have really
“made a gain over the initial handicap.
. Inquiry has been made from the District Offices as to their position showing
corporations which have not been assessed. They advise in respect of returns
. unassessd for 1942 and prior, the number of companies which have not been
- assessed for those years is 8,754, of which 4,400 appear to be assessable, and the
. balance unassessable. For 1943 and prior, which includes the figure I gave for
1942, the number of companies whose returns have not been assessed for those
- years is 17,552, of which 9,600 appear to be assessable. These figures must be
- compared with the number of companies that file returns annually, which is
. approximately 30,000, of which 20,000 usually are assessable.
; To repeat, at the present time in respect of 1943 and prior years—1944 is
current work—we have very approximately 9,600 assessable corporations cover--
ing 17,394 returns and this is less than the number of assessable returns filed
- annually, so that in number of returns we are not more than one year in arrears.
' In 1943 there came into use a form called the T.2 Questionnaire. This was
£ an important working document drawn up with the assistance of the professional
~accountants. 5
It threw a lot of additional work on the taxpayer and his advisers but it
speeded up the work of reviewing and assessing returns of corporations, and
was in fact of great assistance to the taxpayer as it indicated the questions that
- had to be answered in order that a proper assessment might be made.
Our thanks should be publicly expressed to the accountants for their assist-
. ance in the construction of this form as well as for the response to the questions
. contained on the form, as made by the accounting world and ' corporate
management. ;
Having regard therefore to the increased skill of both the assessors and the
accounting profession and having regard to the fact that professional account-
ants, now that the war is over, will become more available, and likewise
additional space to carry on our work will be provided, it can be readily appre-
. ciated that the increase in our assessing will be very marked; and while I
would not like to hazard a guess as to when we will be on an even keel without
any substantial arrears of work, I can say that it would appear to be within
a reasonably short time. It all depends upon the additional staff available
and the space procurable to lodge them.
, Now there should be introduced here a comment as to the meaning of
“gssessment”’. We have a standard of assessing to which all Income Tax
assessors are expected to adhere, that is, a close scrutiny of all corporate returns.
|8 A relaxation of this scrutiny would lower the standard of assessing, but would,
. speed up the passing of the returns. Carried to the extreme, it would simply
(& mean that we take the return as lodged and say that it is correct, and in that
way we could clean up the arrears in a remarkably short space of time, but
that would not be performing the duties with which we are charged.
, The value of the proper scrutiny may be evidenced by the fact that in
the fiscal period ending March, 1945, assessments were increased over the
amount declared payable by the taxpayer in his return by $38,000,000. That
- 18 not to state, even impliedly, that the returns were fraudulent because in the
. vast majority of cases the facts were there on which the increase could have
been and necessarily was founded, but there was also in some cases an under-
statement or a mis-statement of facts as between capital and income charges.
"I'hls $38,000,000 was divided as follows: Inereased tax on individuals $23,000,000,
‘Increased tax on corporations $15,000,000. The figures speak for themselves.
49850—2




It is to be remembered that corporations and th isers
intimate and accurate knowledge of the law and of their own accounts.
have calculated their own liability and paid it. This Division, however,
serutinize the returns to verify the liability. Speed can be greatly influen
by intensity or otherwise of investigation. Ry

The administration realizes that companies certainly want confirmation of
their calculation and their payment, but the point is that the necessities of
war have oceasioned the situation as it is, and it is one of the drawbacks that
they should temporarily bear. Companies meanwhile have a very accurate
knowledge of their liability with a few exceptions. One could give direction
to the staff and confirm assessments almost at once by saying that all returns
filed will be passed on the basis filed. Then it would be a mere administrative
matter of recording the results, and issuing the assessment without examination; =
but here again, this would not be performing the functions for which this
Division in part was established.

The corporate taxpayers can be assured that their tax determinations will
be speeded up substantially in the near future, as it is apparent that skilled
personnel and space is becoming available, although still scarce. There is no
doubt that consideration will have to be given to increased remuneration in
this field. So much for corporation assessments.

Now may I say a few words on individual assessments.

The CHaRMAN: Pardon me, Mr. Elliott, but I would judge that at the
end of any particular exposition of any branch of your work, it might be proper
and feasible to permit questions.

Hon. Mr. Haig: Mr. Chairman, if you do that, we will be wide open and
we will be here— ,

The Cuamman: No, you will be permitted questions on that particular
phase of Mr. Elliott’s report, and then we will revert to the other angles of
his statement, and then questions may be asked on that subject.

Hon. Mr. CampBeErn: Mr. Chairman, we have not followed that policy,
and I suggest Mr. Elliott be permitted to finish his statement and that we save
any questions until that time.

The Cuarman: That is quite all right. I thought you might wish to ask
questions on that particular phase of the work. If the Committee wishes, we
will go ahead.

Hon. Mr. BucHaNAN: Mr. Chairman, I think your suggestion is a good
one, because we have everything in mind. :

The CuarmAN: Yes. Mr. Elliott has now completed his report on a
certain phase of his work and we could ask questions on that particular part.
Then he can go on with individual assessments and we will let him finish that
and then ask questions again on that phase. However, I am at the disposal
of the Committee.

Hon. Mr. CampBeLL: I think we will keep the record straight if we let
Mr. Elliott finish and then put all our questions at one time.

The Cratrman: All right, go ahead.

Mr. Eruorr: I am going to give you a few words on individual assess-
ments. I am not going to develop that topic to the degree I did on corporations.

An examination of arrears of individual assessments has been made. I am
not going to labour the matter. The fact is that as at the 31st March, 1945,
there were 1,651,000 returns still to be dealt with. This is only a little
more than one-half the number of returns received annually and therefore
shows that we are a little more than one-half a year in arrears in assessing
individual returns.
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ht expect a statement of the position of claims before the Board of
eferees, under the Excess Profits Tax Act. Since the inception of the Act,
400 claims for determination of Standard Profits have been received. Of these,
~ 3,200 have been dealt with, 2,400 by decision of the Board of Referees, and 800
by withdrawal of claims. Of these 2,200 still to be disposed of, it may be said
~ that at least one-third are from companies that were not in existence in the
- Standard Period. -

Many persons, I believe, are under the impression that the Board of Referees
is a Board that is dealing with something that is past, and when they have con-
. cluded that work, they are finished; that is not so. Claims are still being filed
at an average rate of 100 per month, having to do principally with new com- -
panies. In fact over 800 have been received in the fiscal period up to this time.
i It should be mentioned, however, that the compilation of the work in con-

nection with these cases is largely done in the various District Offices across
- Canada, before they are placed before the Board. I should not like to leave
~ the impression that the Board has to assemble and set up all the details It is
~ also to be remembered that the Excess Profits Tax is a short-term war measure
which will probably disappear after 1946.

Now I have spoken about the work yet to be done. Perhaps I might con-
clude with a word on the work that has been done.

It is required of this Division to assess returns in respect of which tax is
~ exigible, or to confirm the fact that no tax liability exists. We have assessed
. during the past five fiscal years ended March, 1941 to 1945 inclusive, 6,880,424
individual returns, which is 82 per cent of all the returns received in the same
. periods; while for corporations in the same five year period, we have assessed
- 126,039 returns, which is 86 per cent of the total returns received in the same
period. The fact is that the Taxation Division has been suffering under many
- handicaps, as I have shown, and which we believe have not been suffered by other
. organizations to the same extent. We have somewhat fallen behind as might be
expected under the circumstances, while maintaining our standard; but having
regard to the handicaps, we believe that the Committee will find that we have
. done a satisfactory job, and no doubt will make appropriate comments in their
- report.

_ So much, Mr. Chairman and honourable gentlemen, pertaining to the asses-
. sing of corporations and individuals. I am now prepared to go on to another
- subject if you wish or we can stop and discuss this phase.

The CuAmrrMAN: What is the desire of the Committee? I should think it
- would be an appropriate time to ask some questions before going on to another
- subject.

: Mr. Eruiorr: The subject I wish to go on with is the delegation and
- discretion.

Hon. Mr. McRae: May I ask a question?

The Cruamrman: No, I am sorry. Before you came in, Senator McRae,
. we decided Mr. Elliott was to be permitted to go on with his statement
. without questioning.

Mr. Erviorr: A very important subject in the minds of the public is the
. delegation of authority to the deputy minister and the exercise of that authority
under the provisions of the law, commonly referred to as exercise of diseretion
- or discretionary powers.

! The statutory authority contained in Section 75. This will be a dry
* subject, but T want to have it technically correct. Section 75, subsection 2 of
49850—23
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the Income War Tax Act which is brought into the Ex 3fits Tax Kot by
. section 14 thereof reads as follows:— . : St it Bl b‘y' L
75(2) The minister may make any regulations deemed necessary
for carrying this Act into effect, including regulations designed to facili-
tate the assessment of tax in cases where the right of taxpayers to deduc-
tions or exemptions has varied during any taxation year, and may thereby
authorize the Commissioner of Income Tax to exercise such of the
powers conferred by this Act upon the Minister, as may, in the opinion
of the Minister, be conveniently exercised by the Commissioner of
Income Tax.

On August 8, 1940, the then Minister of National Revenue, Colin Gibson,
pursuant to the above subsection of section 75, caused to be published at page 852
of the Canada Gazette of September 13, 1941, the following:

IN THE MATTER OF THE INcOME WAR TAX ACT AND AMENDMENTS
AND
IN THE MATTER OF THE EXCEss ProriTs TAX AcT

To whom it may concern:

Be it hereby known that under and by virtue of the provisions of
the Income War Tax Act, and particularly section 75 thereof, and the
provisions of the Excess Profits Tax Act, 1940, and particularly section 14
thereof, that I do hereby authorize the Commissioner of Income Tax to
exercise the powers conferred by the said Acts upon me, as fully and
effectively as I could do myself, as I am of the opinion that such powers
may be the more conveniently  exercised by the said Commissioner of
Income Tax.

Dated at Ottawa this 8th day of August, A.D. 1940.

COLIN GIBSON (signed)
Minister of National Revenue.

By chapter 24 of the Statutes of 1943-44, assented to July 24, 1943,
and made applicable on passing, the Department of National Revenue
Act was amended to provide for the appointment by the Governor in
Council of a Deputy Minister of National Revenue for Taxation and
a Deputy Minister of National Revenue for Customs and Excise. It was
also provided that wherever in any statute, regulation, authorization or
order, there appears the expression “Commissioner of Income Tax” or
“Clommissioner of Succession Duties” . . . the said statute, regulation,
authorization or order shall be read and construed as if the expression ,
“Deputy Minister of National Revenue for Taxation” were substituted '
for the expression “Commissioner of Income Tax” or “Commissioner
of Succession Duties”.

From the above it will be evident

(1) that the Minister has the authority to delegate certain of his powers
to the Commissioner of Income Tax;

(2) that the powers have been properly delegated to the Commissioner
of Income Tax;

(3) that the Commissioner of Income Tax now means Deputy Minister
of National Revenue for Taxation. .

Quite apart from the fact of actual delegation, a Deputy Minister of the
Department of National Revenue has virtually the same powers conferred upon

L
—



TAXATION 71
~ him by statute as the Minister has for administration purposes, of course, not
- for policy and parliamentary purposes.

[ Section 3, subsection (2) of chapter 24 of the Statutes of 1943-44, assented
to July 24, 1943, says:—

3. (2) The Deputy Minister of National Revenue for Taxation
shall be the lawful deputy of the Minister, exercising power and authority
as if he were deputy minister of a separate department of government
charged with the control, regulation, management and supervision of
internal taxes including income taxes and succession duties.

Thus the actual delegation by the Minister is more useful as evidence of
the scope of the authority than as a substantive document in its own right. In
other words, we could get the authority in two ways, but the delegation by
- the Minister is outward evidence of a factual condition.

The next question is whether the operation of the mazim delegatus non
potest delegare requires the Deputy Minister, when exercising discretionary

The next question is whether the operation of the maxim delegatus non
potest delegare requires the Deputy Minister, when exercising discretionary
powers in the name of the Minister, to do all the acts himself. The ancillary
question is, of course, whether he may engage his subordinate officials in the
course of their ordinary duties to prepare the matters for him without violating
his delegation or exceeding his authority.

I would like to say a word on the jurisprudence of that question. In this

connection the following excerpts from a few English and Canadian cases are
helpful.

The first point is the use of subordinates. I quote from the case of Local
Government Board v. Arlidge, (1915), A.C. 133, Viscount Haldane, L.C.
stated:—

The Minister at the head of the Board is directly responsible to
Parliament like other Ministers. He is responsible not only for what
he himself does but for all that is done in his Department. The volume
of work entrusted to him is very great and he cannot do the great bulk
of it himself. He is expected to obtain his materials vicariously through
his officials, and he has discharged his duty if he sees that they obtain
these materials for him properly. To try to extend his.duty beyond this
and to insist that he and other members of the Board should do every-
thing personally would be to impair his efficiency. Unlike a Judge in a
court he is not only at liberty but is compelled to rely on the assistance
of his staff.

Now the second point is, production of these reports.

Lord Haldane also remarks, at p. 134, respecting the propriety of pro-
ducing a report of & subordinate official relative to the exercise of diseretion:

In accordance with that practice, the Board, in order to obtain
materials with which to decide, appointed one of its health inspectors
to hold a public inquiry. This was in accordance with the rules it had
made under the section of the statute which I have quoted and was its
usual practice. It is said that the report of the Inspecor should have
been disclosed. It might or might not have been useful to disclose this
report, but I do not think that the Board was bound to do so any more
than it would have been bound to disclose the minutes made on the
papers in the office before a decision was come to.

A further quotation of interest from the Arlidge case which was cited in
the Exchequer Court of Canada in the decision of Wrights Canadian Ropes
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Ltd. v. Minister of National Revenue (1945), Canadian Tax Cases, p. 177 at
p. 186, is as follows, where referring to a document Lord Shaw stated:—

It may contain, and frequently does contain, the views of inspectors,
secretaries, assistants, and consultants of various degrees of experience,
many of whose opinions may differ but all of which form the material for
the ultimate decision. To set up any rule that that decision must on
demand, and as matter of right, be accompanied by a disclosure of what
went before, so that it may be weakened or strengthened or judged
thereby, would be inconsistent, as I say, with efficiency, with practice,
and with the true theory of complete parliamentary responsibility for
departmental action. This is, in my opinion, implied as the legitimate
and proper consequence of any department being vested by statute with
authority to make determinations.

I should like to comment on the third point: The personal signature by the
delegate is unnecessary: that is, the personal signature of the Minister delegating
his authority to me is not a sine qua mon, it is not absolutely necessary.

In this connection see West Rldmg County Council v. Wilson, (1941), 2
All ER., p. 81. I might say before reading this that in fact all matters
pertaining to the delegation that I exercise in respect of the factual conditions
reported to me by my staff, I sign them myself; no delegation is exercised without
my signing it.

In the West Riding case Viscount Caldecote Lord Chief Justice,
remarked:—

The letter of December 14th is signed by an official who was author-
ized, according to the letter, by the Minister of Agriculture and Fisheries,
and T accept that as proof of the satisfaction of the condition that the
Minister’s consent in writing must first be obtained.

The further point is taken that the letter from Hole is void because
the Minister had no power to delegate his responsibility to Hole. I do not
read that letter in that way. Hole was authorized, according to the
letter, by the Minister of Agriculture and Fisheries, and, in the absence
of any evidence that he was not so authorized, I accept the letter as the
letter of the Minister, or as the consent of the Minister in writing. It
is not the case that all consents of Ministers have to be signed by the
Ministers themselves. The business and the duties of Ministers of the
Crown would very often be quite impossible if they had to sign all the
documents in which their consent was given or their opinion expressed.

I would also like to refer to the Point of Ayre Collieries Ltd. v. Lloyd
George, (1943), 2 All E. R. p. 548.

Hon. Mr. Durus: Is that an English case or a Canadian case?

Mr. Erviorr: That is an English case. I should like to mention something
about the rules which must be followed by any person who is exercising a
power of discretion. The courts in Canada and England have formulated
certain rules for the exercise of administrative diseretion. These rules, which
we have followed to the best of our ability, may be summarized as follows:—

Discretion must be—

1. exercised on proper legal principles
2. exercised in a fair and honest manner.
Discretion must not—
1. be against sound and fundamental principles
2. take into account matters which are not proper for the guidance of
the person exercising it.
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- So important have we considered the propositions which I have just
- mentioned to you that early in 1942 we prepared a set of internal instructions
~ for our Inspectors, explaining the principles to be followed in making any
recommendations with respect to assessments which might depend upon the
exercise of discretion. I refer you to page 2 of the internal office memo-
randum which I shall put in as Exhibit No. 7 and have passed around in a
moment.

I think if I may I would like to go to that memorandum now, because
it is the working document in the field that the men are using, and I think
we had better get close to the actual working of our division. This is a memo-
randum which, when you get it, will show you exactly how we carry out the
exercise of discretionary powers. This is the usual practice in our Division:
there is no other way of sending a memorandum to the nineteen inspectors
across Canada, informing them how to behave in their work, and that is really
what this is. While it is marked “strictly confidential” I would not like to
withhold from this committee anything we have. The word ‘“confidential”
to this committee is really out. There is only one confidential thing in our
Division from this committee, and that is the individual and corporate returns
of taxpayers. That word “strictly confidential” at the head of this statement
is just out. May I read it, Mr. Chairman?

DiscrETIONARY POWERS OF THE MINISTER

The Income War Tax Act and the Excess Profits Tax Act provide
in many cases for the exercise of some discretionary power by the
Minister. The cases arising frequently are those concerning the amount
to be allowed for depreciation, salary, chief business under Section 10,
capital costs under Section 90 etc. etc. Altogether there are about
thirty discretionary sections or parts of sections.

Such discretionary powers must be exercised in a quasijudicial
manner, that is to say, the person in whom the power is vested must

(a) know the facts, or in cases under dispute, must
(b) determine which are to him deemed to be the true facts;

(¢) have some reasonable knowledge of the law relating to the question
at issue (as we all have because taxation is our business) and must

(d) come to a fair and reasonable conclusion, after due consideration.

The Courts have held that wherever a person is by an Act of Parlia-
ment given some power to be exercised at his discretion, he must observe
the following rules:

(1) The discretion must actually be exercised in every individual
case. It cannot be exercised by merely making a general ruling which
would be applicable to all cases, although that may be used up to
the point of confirmation in the particular case in active dispute.

_ In other words, you can give a general guide, but if it comes into question
1t must be exercised individually. The general guide is that we allow 10 per
cent reserve, a 10 per cent depreciation on machinery. But it must come down
to the individual exercise.

For instance, we have a rule that a certain maximum percentage for
depreciation may be allowed on automobiles, but if any taxpayer should
claim a larger amount for deprecition it would not be sufficient to cite
the general rule but it would be necessary to look at all the facts in the
particular case and then decide that the usual rates are reasonable in
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bringing out the amount to be allowed or if not, what is ‘a reasonable
amount in the circumstances.

(2) The discretion must be exercised honestly and fairly.
(3) The discretion must be reasonable and not arbitrary.

(4) The power must not be used to recoup the Treasury for taxes
which have been lost because of some transaction of the taxpayer not
covered by the Act. If part of a salary is disallowed it must be after a
fair and honest review of the taxpayer’s circumstances and because the
salary as claimed is considered excessive for the services rendered.

(5) The exercising of a discretion must not be influenced by extra-
neous and irrelevant facts. For instance, salaries should not be dis-
allowed on the grounds that the recipient is also receiving rent from the
the employer company. Such a fact would be irrelevant to the question
of salary.

(6) The discretion must be based on principles correct in law. For
instance, it cannot be said that a’corporation and the person controlling
such corporation are the same—they are separate legal entities. That is
all the Pioneer Laundry case decided. The case otherwise was referred
back to the Commissioner.

If the above rules are followed the exercise of the discretion cannot
be challenged in the courts because the court cannot substitute its own
opinion for that of the person in whom the power was vested by the
statute.

However, it must be established that such person actually exercised
the discretion, that he had all the facts available before him and that a
decision was reached after due consideration.

The Minister has vested in the Commissioner of Income Tax the
powers conferred on him by the Act and therefore he is the person who
must ultimately exercise discretionary powers so conferred and there
should be evidence on the files that prior to the Notice of Assessment
being sent the discretion in question was actually exercised by him after
consideration of all the relevant facts. It is the duty of the Inspectors
and the Assessors to see that he has before him all such relevant facts.

The high rates of tax make it all the more important that every
taxpayer should be treated fairly and not arbitrarily and to insure this
treatment with greater certainty and to insure the court’s approval, it is
proposed 'to proceed as follows:—

PROCEDURE

When the assessor in the District Office considers that a ministerial
disceretion should be exercised which will vary the income as reported by
the taxpayer, the following procedure should be followed:—

(1) Notice to the taxpayers—This is important

The Inspector should write to the taxpayer telling him that the dis-
cretionary powers of the Act are about to be exercised on whatever is the
particular problem, stating it, and invite the taxpayer to submit whatever
evidence he thinks appropriate to be considered in exercising of the dis-
cretion. If the taxpayer or his representative comes in person to discuss
the matter a careful memorandum should be made of the conversation
and if deemed advisable, a request made that the taxpayer also set forth
his arguments in writing, (if not already on file). The taxpayer should
submit his memorandum or letter in duplicate.
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(2) Notice to Head Office—

A separate memorandum must be attached to the T.20—
—the T.20 is just an internal document, like a letter, which passes between
e —

—identified “Re Discretion”, setting forth all of the facts and attaching a
copy of the taxpayer’s submissions and also containing recommendations
from the district office. This memorandum should be signed by the
assessor and the chief assessor and/or the Inspector.

If the matter has come before the Independent Auditi Review Board it
should also be signed by them. That is an internal board that is revolving.
There are three senior auditors on it and all returns have to come before this
board. If any one of such persons is fundamentally opposed (i.e. not in
quantum but in principle) to the others, he should submit a separate mem-
orandum setting forth his views.

(3) Form T.20—Discretion

The factual discretion as a determination will be set forth bluntly on
“Form T-20 Discretion” in duplicate, (a sample is attached hereto) and
forwarded with the T-20 “Discretionary” memorandum for the signature
of the Commissioner. It is to be particularly noted that this Form T-20
is not to give any reasons for the disallowance or to refer to any mem-
orandum to Inspectors or other memoranda but as stated is to set forth
the determination bluntly as closely as possible following the sample
referred to. These T.20-Discretions will come forward in duplicate, one
original to be detached and filed, alphabetically, at Head Office, in a
separate carton for future reference in case of appeal or court action.

I pause to say that the form T-20 on which the determination is set forth
bluntly has on the back of it the reasons why discretion has been exercised in
this way, but when we go to court we do not give those reasons that are stated
on the internal memorandum; we just take that part off and say: There is the
discretion, there is the answer and there is the signature. That is all that the
court gets because the court has no right to those documents back of the
exercise of discretion.

(4) Head Office Procedure

The Head Office assessor will then either sign the recommendation
of the District Office or endorse a memorandum thereon, or attach a
separate memorandum. The “T-20-Discretion” in duplicate will then
be submitted to the Commissioner with the duplicate District Office
Memorandum. If further particulars are required by Head Office before
submission to the Commissioner for signature, such will be requested from
the District Office as usual by either a T-16 or by letter. If a legal
opinion is required this will be submitted by one or more members of the
legal staff.

(5) Original “Form T.20-Discretion” to be signed

The Commissioner in the name of the Minister of National Revenue
and under statutory delegated authority will then sign one of the
Original “Forms T.20-Disecretion” which will be on file in Head Office,
as stated.

If the question of exercising the discretion initially arises in Head
Office the T-16 will be returned to the District Office requesting them to
write the taxpayer and proceed as outlined above.
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The T-16 is just a list of the forms that come in.

The idea is that there should, indeed must, be on file evidence that
there was a pause before exercising the discretion, that the pause was to
give the taxpayer notice of the pending exercising of the discretion, that
the taxpayer had an opportunity to submit his considerations, facts and
reasons and other material and that in the light of these the Minister
or the Commissioner then made a determination by exercising the power
of discretion in relation to the very matter that was the subject under
consideration.

As the members of the District staff are in the best position to judge
the facts and circumstances, it is expected that in most cases their report
will be the deciding factor. Thus it is important that the report be
carefully prepared and be as complete as possible.

The above procedure is only required when it is found that the return
as submitted by the taxpayer should be changed and the tax mcreased
by reason of the exercise of the discretionary power

In other words, it is not required for a 10% deprecmtion on machinery
or something that is well understood and not disputed by anyone.

It is to be observed that dissallowances of a minor character in
regard to depreciation claimed are quite frequent. In view of this,
the procedure hereinbefore referred to of forwarding Form T-20 Dis-
cretion may be dispensed with unless the amount involved is fairly
substantial. Where, however, (be the amount of the proposed dis-
allowance large or small) you have reason to believe that the disallow-
ance will be objected to, the Form T-20 Discretion must be completed.

What is a substantial amount or what is a small amount is a
matter of judgment but in exercising the judgment, it should be
remembered that an item in a particular year might, in itself, be
small, but if the determination of the discretionary matter is to be
effective from year to year, or an apparent considerable number of
years, then that which is small in a particular year becomes substantial
by reason of future rights being involved, which future rights may be
in amount larger or smaller than the amount in respect of which the
discretion in the particular year is to be exercised, or may be the same.

The point is, future rights are involved.

What is a small thing to-day may be cumulatively large.

If the matter pertains only to one year, then the amount under
consideration would necessarily have to be much larger than if future
rights were involved, because it is only to be dealt with once.

A lead as to what is a small amount for one year or what, though
small for one year, is large because of its continuing future application,
or what is a substantial amount, even for one year, cannot be given,
because this memorandum deals with the exercise of the discretion in
such a possible variety of circumstances, so the amount being large or
small will be determined as such by the District Office acting as reason-
able persons having regard to other like related circumstances, in other
or analogous businesses.

In any case where discretion arises and the taxpayer has consented
in writing to the proposed disallowance, the .Inspector will report accord-
ingly on T.20 and in that case the T.20 Discretion Form will be
dispensed with.

For your information and guidance in principle there is attached
a general memorandum on the subject of “Discretion”.
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Now 1 should like to read this, because it shows our attitude on discretion.

The various members of your staff, and particularly the assessing staff
which have to assist in the exercise of a discretion, should take note of
the following extracts from a long standing decision in the English
Courts— ;

The Court of Appeal held, by a majority, that it was contrary
to natural justice for the Minister to dismiss the appeal... without
giving him (the appellant) a chance of being heard; ...But the
House of Lords held that he had no right to object to the Minister’s
Order on these grounds.

- Lord Haldane stated—

Those whose duty it is to decide must act judicially. They
must deal with the question referred to them without bias and they
must give to each of the parties the opportunity of adequately
presenting the case made. The decision must be come to in the
spirit and with the sense of responsibility of a tribunal whose duty
it is to mete out justice but the procedure of each tribunal need
not follow the same lines.

Finally Lord