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COMdMHONWEALTH 0F AUSTRALIA.

GEORGE V, by the frace of God, of the United Kingdom of Grewt Brituin und [reland, and of the British Dowinions beyond the

Sews King, Defender of the Paith, Ewmperor of India.

TG Our Trusty and Well-beloved Witnravw Warnex Kerr, C.8.4., Jous Josgea Garvay, Joun Joroy, Jous CGiresoN Fisnewesw,
Wirniay Tooumas Mrssineram, Joux Tromsow, SreEeEes MiuLe, C.W.G.

GREETING :
KNOW YE that We do by these Our Letters Patent, issued in. Our name by Our Governor-General of Our Commonwealth of Australia,
acting with the advice of Our Federal Exrcutive Council, and in pursuance of the Constitution of Our said Commonwealth, the Royal
Commissions Act 1902-1912, and all other powers him thereunio enabling, appoint you to be Commissioners to inguire into and report

npon the incidence of Commonwealth taxation, and into and upon any amendments which are necessary or desivgble with a view (o placing
’ ‘/

the system of taxation upon a sound and equilable hasis, having regard generally to the public interest, and particularly to—
1. The cquitable distribution of the burdens of tazation ;
2. The harmonization of Commonwealth nnd State tazation ;
3. The giving to primary producers of speciul consiuderation as regards the assessment of income tax, partinlarly n relation

to losses resulting from adverse weather conditions ; and
4. The simplification of the duties of tacpayers in relation to returns and in relation to objections and appeals.

AND WE APPOINT YOU, the soid Witnran Warrey Kurr, C.B.E., fo be Chairman. AND WE BEQUIRTE you lo report as soon
as possible to Qur Governor-General-in and over Our said Commonwealth, the result of your ingquiries tnto the matters infrnsted to you by
these Our Letters Patent.

WITNESS Our Right Trusty and Well-belored Str RONALD URAUFURD 30580 Frrausoy, o Membar of Our Most
Honorable Privy Council, Knight Grand Cross of Our Alost Distinguished Order of Swint Michizel and Saint
(smar.) Greorge, Our Qovernor-General and Commander-in-Chief in and over Our Commonwedlth of Australia, this
tenth duy of Sepltember in the year of Our Lord One thousand wine hundred and twenty and in the eleventh year
of Our reign.
R C. M. FERGUSON,
Governor-(eneral,

By His Excellency’s Command,
W. M. HUGHES,
Prime Minister,

Endorcd on vecord by me, {n Reyistor of Pulents, No. 25, page VL, this beenty-fourth day of Seplember, One Hwonsand nine hundred

and twenty,

Jo60 MeLAREN
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COMMONWEALTH OF AUSTRALIA.

GEORGE V., by the Grace of God, of the United Kingdom of Great Brituin and Ireland and of the British Dominions beyond the
Seas King, Defender of the Fuith, Emperor of India.

PO Qur Trusty and Well-beloved Wity Warres Kerr, 0.B. 2., Joayw Josers Garvay, Jomy Jorny, Jouy Gresoy FARLEIGH,
Worayr THomas MissiNemaM, Jomw THoMSON, StEpEEN Mnis, C.M.Q., and Mavrice Bovce DUFrY.

GRERTING :
‘WHEREAS by Letters: Patent (hereinafter referrerl to as the said Letters Patent ) issued in Our name by Our Governor-General of Our

: Commonwealth of Australia on the tenth day of September, in. the year of Our Lord One thousand, nine hundred and twenty, We did, with
.. the advice of Our Federal Brecutive Council, and. in pursuance of the Constitution of Our said Commonivealth;, the: Roy yal Commissions Act
- '1902—-1912 and ail other powers Us thereunto enabling, appomt you, the said Wirkrayd Warzey Kzpg, C.B. E., Joux JoskrH GARVAN,
 Jomn-Jorry, JorN GIpson meea, Wmm:m TEoMAs MissiNgHAM, JomN THOMSON, and STremEN Minns, C.M.G., lo-be
... Commissioners to snguire into and report upon. the incidence of Commomnealth tazation. and the other mailers which are more particularly
* apecified in the said Letters Patent : AND WHEREAS 4t is desirable to apposnt you.the said MsURICE Boycr Durry to be one of ihe
G'ommzsswners to inquire into and report: upon the incidence of Commonweallh taxcmon and the other maiters whwh are more particularly
' 3peczﬁed in the said Lettera Patent : AND WHEREAS it is desirable— . ‘ SR
(a) that ot any meeting of the Commissionars appomted n g:umnumcw of the said Letters Patent and these Letlers Patens
(hereinafier referred to: as *“ the said Commissioners Y five Commissioners shall be sufficient to.constitule a quorum and
may proceed with the inquiry under the said Letlers Patent notwithstanding the absence. of the other Commissioners ;
(b) that in the event of the absence of the Chairman from any meeling of the said Commissioners the Commissioners present
may appomt one of their number to act as Chairman durmg such absence ; and
(¢} that in the event of the votes given on any question at any meeting of the gaid Commissioners betng equal, the Chairman,
if present, and if the Chairman is not present then the Commzsazoner appomted to act as Chairman. in his absence, shall

have a second or. castmg vote S0

; . NOW THEREFORE KNOW YE THAT We do by these Qur Letters Patent issiued in Odr—namé by Our said. G’mmor-@eneml acting
;}”wzth the advice of the Federal Executive Council, and in. pursuance of the Constitution of Our said C’ommonwealtﬁ, tﬁe Royal Commissions
j’Act 1902—1912 and alb other powers Us thereunto enablmg, appoint you the said MACRICE Bover Duwry to be one of the Commissioners
to mqmre info and report upon the incidence of Cominonwealth taxation and the other matters which are more partzculurly specified in
'ﬂf'the said Letlers Patent - AND We direct that al any meeting of the said Commissioners ﬁve Commissioners shall be. sufficient to constitute
}‘a quorum and may proceed. with the inquiry under the said Letters Patent notwithstanding the absence of the other Commissioners : AND
; further direct that in the event of the absence of the Chairman from any meeting of the said Commissioners the Commissioners present
may appoint one of their number to act as Chairman during such absence ; AND We further direct that in the event of the voles given on

any question at any meebing of the said Commissioners being equal, the Chmrman, if present and zf the Chcm man i3 not present then the
KiC’ammwswner appointed to act as Gha.zrman m ks absence, shall have a second or castmg vole.

I’\T TESTIMONY WHERE’OF We have caused these Our Letters to be mde Patem‘ and the Seal of Our said Commoanwealth o be
jthereunto affized. :

WITNESS Our Trusty and Well-beloved Hesny Witiiaw Bagox Forstew, @ Member of Our Most Honorable
Privy Council, Knight Grand Cross of Our Most Distinguished Order of Saint Michael and Saint George, Our
Governor-General and. Commander-in-Chief in and over Qur Commonwealth of Auwstralia, this twenty-seventh

i (sxﬁu.)
' day of Qctober, in the year of Our Lord One thousand nine Aundred and twenty, and in the eleventh year of Our

reign. . :
: FORSTER,
: Qovernor-General.

By His Bacellency’s Command,
L (Sgdly W. M. HUGHES,
: ‘ Prime Minister.

Enlered on record by me in Register of Patents, No. 25, page 16, this ninth day of November, One thousand nine Fundred and twenty.
(Sgd.y . M. E. SHEPHERD.



GEORGE V., by the Grace of God, of the United Kingdom of Gread Britwin and Irelond, and of the British Dominions beyond the
Seas [ling, Defender of the Fuith, and Emperor of India.

TO Our Trusty and Well-beloved Wivriam Wazrny Kere, 0.5.8., Jory Joszer Garvaw, Jouy Jorry, Jouy (MEsox Farvzrem,
Wrnrzan TEomas Mrsstvenay, Joey THEoMs0xw, and STIPoTy Mirrs, C.M.G.

GREETING :
WHEREAS i# is expedient in the public inferest that full and careful inquiry should be made into the incidence of tazation, and inlo and
upon any amendmenls which are necessary or desirable, with o view to placing the system of tazation upon a sound and egquilable basis,
having regard to the public inferest and particularly to— )

1. The equitable distribution of the burdens of taxation.
2. The harmonization of Commonwealth and State tazation.
3. The giving to primary producers of special comsideration as reqards the assessment of income taw, particularly in reation
to losses resulting from adverse weather conditions ; and :
The simplification of the duties of taxpayers in relation to returns and in relation to objections and appeals.

z}\

NOW, THEREFORE, KNOW YT that We, reposing especial lrust in your zeal, knowledye, learning, industry, discretion, and ability, do,
by these presents, by and with the advice of Cur Executive Couneil of Our State of Queensland, constitute and appoint you, the said WiLIzas
WarrEN Kerr, Joux Josapn Garvay, Jomy Jorry, Jomx Gresoy FARLEIGH, WILLiaM THOMAS MrssivemaM, Jory TrOMSOYN, and
SrepreN MILis, to be Our Commissioners for the purpose of inquiring tnio the matters hereinbefore mentioned : AND We dp hereby require
and enjoin you to make diligent inguiry into the matters aforesaid, and for that purpose to exercise all the powers conferred upon a
Commission. by “ The Official Inguiries Evidence dct of 1910 " : AND We do furthermore command, and enjoin you fo summon before
you and to examine all such persons as may appear o you able to inform you concerning the premises, and to cause to be tnken down and
reduced in writing the evidence of the several witnesses that may appear before you, and such evidence, together with a Sfull and faithful report
touching the matlers aforesaid, to transmit to the Homorable the Premier and €. hief Secretary of Our said State : AND We do hereby appoint
you, the said Winrtax Warrexy KERR, to be Chairman of this Our said Commission.

IN TESTIMONY WHEREOCF, We have caused the Public Seal of Our said Stale to be hereunto afized.

WITNESS Our Right Trusty and Well-beloved Counseller Str MATTHEW Narway, Major on the Retired List of
Our corps of Royal Enginecrs, having the brevet rank of Lieutenant-Colonel in Our Army, Knight Grand Cross
of Cur Most Distinguished Order of Saint Michael and Saint George, Governor of Our Staie of Queensland and
its Dependencies, in the Commonwealth of Australia, at Government House, Brisbane, this twenty-fourth day
(sEAL.) of February, in the year of Our Lord One thousand nine hundred and lwenly-one, end in the eleventh year of Our
regn.
MATTHEW NATHAN.

By His Eacellency’s Command,
EDWARD G. THEQDORE.

Entered on record by me in the Register of Patents, No. 15, rage 4, this twenly-fourth day of February, A.D., One thousand nine

hundred and twenty-one.

P.J. M. McDERMOTT,
Under Secretary, Chief Secretary’s Department.



COMMISSION.
GRORGE V., by the Grace of God, of the United Kingdom of Great Britain afi;ffrgzamz; and of the British Dominions beyond tha
Seas King, Defender of the Faith, and. Bmperor of India.

wd Witroam Waznes Kaour, C.B.E, Jonx Josser Grvax, Jouy Jorry, Jonx Cissos FuRLEWGH,
v, Joxx Taomsow, and Srepapx Murs, €. M.G and Mavrioe Boves DU¥Fy,

AM,

PO O Trusty amd. Well-bed
Winnras Taomas Mo

GREETING :
be. made into the incidence of lozntion, and into and

wpon, any am?mlmentc which ure necessury or deszmble, mth @ view to pl e Jstem of taxation wpon o sound and eqpuibable Basis,

having regard geaerally to the public interest and pm‘tzoularl 4 to———

1. The pquzt/zrle distribution of the burdens of | tazation.
. The harmonization of Commonwealth and Stute tazatio
. The giving to primary producers of special conszdefation as rendrdy A a&ses&ment of income tax, purticularly in relation

1o losses resulting from adverse weather conditions afi :
4, The simplification of the duties of taxpayers zn.rela;zqn to returns and in relation to objections and appeals.

NOW THERETORE KNOW YE that We, reposing especml truat B ; % ﬁx)wlédgé, Tearning, industry, discretion, and ability, do
by these presents, by aid with the advice of Owr Brecutive Council of Our State of Queensland,‘ stmstitute and appoint you, the soid WILLIAM
TWareny Kesg, Jony Joswen (tamvay, Jomuw Jorey, Joms Gmseﬁv I‘mnma}f' Wmmu: Taomas MrssiNeEay, Joun THOMSON,
Seppmey Mincs, aad Mavricr Bovor Dusey, fo BeCur Commasszmms Jor the prirpose tiirtigy into the matters Rereinbefore mentioned :

njoin you to make clzlmgem mmnry dnto’t foresuid, dnd for that purpose to exercise ol the
i o1 &ND We do furthama)c command and

AND We do hereby require wad ¢
powers conferred upon a Commission by “The Official Inguiries B

enjoin you to summon before you and to exuiine all suck persons
to cause to be taken down and reduced in writing the cmdence of the. seve 63368 tﬁaf‘ ay appear Befare you, and such evidence, together

with o full and faithful report touching the matters aforesauf fo émnmzt e Premier and Chief Secretary of Our said
State : AND We do hereby appoint you, the said WIDEIAM WARRE K of this Our said Commisston.

()m CoFps of Rm/ul Engmeers, Iiabmg Hie bre
of Our Most Distinguished Order of Suint I orge, Governor of Our State of Queensland and
its Dependencies, in the Uommonweaﬂﬁ of A af G _e}'ﬁménﬁ House, - Brisbane, this eighteenth day
of Muarch, in the year of Our Lord One ﬂwuaa,nd nine hund'recl aml twvmt y-one, and in the eleventh year of Our

(smar.)

retyn.

MAT THEW NATHAN.

By Use Krcellency's Command,

EDWARD (. THEOGDORE.

Epterad o record by mz in the Rugisler of Patents, No. 13, page 13, this éig}é{ee?ith day of Harch, 4.D., One thousand nine hundred
and hwenfy-one. S EETE s
P J. M. McDERMOTT,
“Hnder Secrelary, Chief Secrotary’s Departmend,
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ROYAL COMMISSION.

GEORGE V., by the Grace of God, of the United Kingdom of Qreat Brilawin and Ireland, and of the British Dominions beyend the
Y g o %
Secas King, Defender of the Faith, Emperor of [ndia.

TO Our Trusty and Well-beloved Wirrtam Warrexy Kurr, C.B.E, Joux Jorry, Joun Cipson Fancmow, Wiznrzam Tzomas
Mrssrwoaam, Jory Tromson, Sreraex Minrs, ¢.M.Q., and Mavrics Bovce Duwrv.

GREETING :
WHEREAS it is ewpedient in the public interest that full and careful inguiry should be made into the incidence of tazation, and into and
upon any amendments which are necessary or desirabue, with a view to placwng the system of taxation wpon o sound and equitadle basis,

having regard generally to the public interest and particularly to—

=

. The equitable distridution of the burdens of taxation.

. The harmonization of Commonwealth and State taxation.

. The giving to primary producers of special consideration as regards the assessment of income taw, particularly in relation
to losses resulting from adverse weather conditions ; and

The simplification of the duties of taxpayers in relation fo relurns and in relation to objections and appeals.

[S-3 &

=

NOW THEREFORE KNOW YE that We, reposing especial trist in your zeal, knowledge, learning, industry, discretion, and ability, do,
by these presents, by and with the advice of Our Executive Council of Our State of Tasmania, constitute and appoint you, the said WILLIAM
WarreN KErR, Jouy Jorry, JouN Gissoy FarvEms, Wrrrtan Tromas Missrxetay, Jouyw Tousoy, Stepren MiLs, and MAURICE
Bovce Durry, to be Cur Commissioners for the purpose of tnquiring into the matlers heretnbefore mentioned : AND We do hereby require
and enjoin you to make diligent inquiry into the matlers aforesaid, und for that purpose to ewercise all the powers conferred upon a
Commission by law : AND We do furthermore command and enjoin you lo summon before you and to examine all such persons as
may appear to you able to inform you concerning the premises, and lo couse to be taken down and reduced in writing the evidence of the
several witnesses that may appear before you, and such evidence, together with ' full ‘and faithful report touching the matters aforesaid, to
transmit to the Honorable the Premier and Chief Secretary of Our said State : AXD W do hereby appoint you, the said WiLLism WaRREN
KRR, to be Chatrman of this Our said Commission.

IN TESTIMONY WHEREOQF, We have caused the Public Seal of Our swid Stuic lo be hereunto affiwed.

s20¥CE, Kaight Commander of the

WITNESS Our Right Trusty and Well-beloved SIn WiLrnram Lamon:

Most Distinguished Order of Saint Michael and Saint Georje,

(SEAL.) Tasmanic and its Dependencies, in the Conmmonwealth of Austritw, wn Hobart, in Our said State, the
seventh day of dpril, One thousand nine hundred and twenly-cne in chs sgventh year af Our reign.

sraor in and over Qur said State of

W, Lo ALLARDYCE,
Gover nor,

By His Excellency’s Command,
W. H. LEZ,
Chief Secretary.
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GEORGE V., by the Grace of God, of the United Kingdom of Great Britain and Ireland anl of the British Domininns bayond L
Seas King, Defender of the Faith, Emperor of India.

TO Our Trusty and Well-beloved WiLtias Warrey Kerr, C.B.H., Jowy Joszed Garvay, Joax Jouny,Wory Grasox Farnwrg,
Winrram THOoMAs MisstieraM, Joux Tmowsow, Srmeaey Mints, C.M.G.

GREETING :

ENOW YT that We do by these Our Letlers Palent, issued in Our name by Our Governor in and over the State of Western Australia,

in the Commonwealth of Australin, acting with the advice of the Fxecutive Council, @appoint you to be Commissioners o inquire info

and report wpon the incidence of Commonawealth tazation, and into and upan any amendments which ars necessury or desirable with a

nieww to placing the system of tazation upon a sound and equitable basis, having rejard generally to the public interest, and pur ticularly to—

The equitnbie distribulion of the burdens of lazation.

The harmonization of Commonwealth and Stale taxalion.

The giving to primary producers of special consideration as regards the assessment of income laz, particularly tn relation
to losses resulting from adverse weather conditions ; and

§. The simplification of the duties of taxpayers in relation to returns and in relation o objections and appeals.

L A

AND WE APPOINT YOU, the sasd WrrLtam WaRREN Kzar, 7.B.4., lo be Chairman : AND WE REQUIRE YOU o report as soon
as possible to Our Governor in and over the said State of W:stern Australia, the result of your inquiries into the matters intrusted to
you by these Our Letters Patent, which We declare to be @ Royal Commission to which the « Royal Commissioners’ Powers Act 1902
applies,

WITNESS Our & Trusty and Well-beloved Sir FRANCIS ALexaNDER Neworaare, Knight Commander of the
Most Distinguishe:t Ordur of Saint Michael and Saint George, Governor in and over the State of Western

{suAn.) Australic and its Dependencies in the Commonwealth of Australic, this eleventh day of M ay in the year of
Our Lord Gas thewand nine hundred and twenty-one.§

F. 4. NEWDEGATE,
Governora

By His Euxcellency's Command,
JAMES MITCHELL,

Premer.

GOD SAVE THE KING.



RBOTAL COMMISSION.

GEORGR V., by the Groce of God, of the United Kingdom of Great Britain and Ireland ond of the British Dominions heond the
Seas King, Defender of the Fuaith, Emperor of India.

TO Cur Trusty and Weil-beloved Winniam Warrny Karg, C.B.E., Jorx Joszrr Gharvaw, Joax Jorry, Jouw (isson FarLuiaw,
Wrrrnram Taosas Misstvenam, Joax Tromsor, Sreerey Mrrns, CM.G., and Maorice Boyor Dusrvy,

GRERTING :

WHEREAS by Letters Patent (hereinafter referred to as *“ the said Leiters Patent ™) vssued in Our name by Our Governor in and over the
State of Western Australia, in the Conmonwealth of Australia, on the eleventh day of May, in the year of Our Lord Omne thousand nine
hundred and twenty-one, WE DID, with the aduice of Our Executive Council, APPOINT YOU, the said Wirrray Wazrry Kzng, 0.B.7.,
Joux Josepr Garvay, Jouw Joruy, Joayw Gipsoxy Farpurom, Winrram THoMas Missizemam, Joux TaomsowN, and STEPHEN Miirs,
C. M.G., to be Commissioners to tnquire inlo and report wpon the incidence of Commonwealth taxalion and the other matters which are more
particularly specified in the said. Letters Patent :  AND WHERTAS it is desirable to appoint you, the snwid Mavricz Bover Durry
to be one of the Commissioners to inguire into and report upon the inecidence of Commonwealth tazation and the other matiers which are
more particularly specified tn the soid Letters Potent : AND WHEREAS 4 is desirable—

(2) That at any meeting of the Commissioners appointed in pursuance of the said Lelters Padent and these Lelfers Potent
(hereinafter referred to as * the said Commissioners ™), five Commissioners shall be sufficient fo constitute a quorum and
may proceed with the inquiry under the said Letters Patent, notwithstanding the absence of the other Commissioners ;

() that in the event of the absence of the Chairman from any meeting of the said Commissioners, the Commissioners present
may appoint one of their number to act as Chatrman during such ebsence ; and

(¢ that, in the event of the voles given on any question at any meeting of the said Commissioners beiny egual, the Chairman,
if present, and if the Chairman is not present then the Commissioner appointed to act as Chasrman in his absence, shall
have a second or casting wvote : )

NOW THEREFORE KNOW YE THAT We do, by these our Letters Palent issued tn Our name by Our said Governor, acting with the
advice of the Executive Council, appotnt you, the said Mavrics Bovee DUrry, fo be one of the Commissioners to inquire into and report
upon the incidence of Commonwealth taxation and the other matters which are more particularly specified in the said Letters Patent ;- AND
We direct that at any meeting of the satd Commissioners five Commissioners shall be sufficient to constitute & quorum and may proceed with
the inquiry under the said Letters Patent, notwithsianding the absence of the other Commissicners : AND We further divect that, in the
event of the absence of the Chairman from any meeting of the said Commissioners, the Commissioners present may appoint one of their
npumber to act as Chairman during such absence © AND We further divect that, in the event of the votes given on any question of any meeting
of the said Commissioners being equal, the Chairman, if present, and if the Chairman is not present then the Commissiorer appointed. to act
as Chairman in his absence, shall have a second or casting vote.

WITNESS Our Right Trusty and Well-beloved Sz Fraxcis ALExANDER NuwpraaTr, Knight Commander of the
Most Distinguished Order of Saint Michael and Saint George, Governor in and over the Siate of Western Australia
{r.4.) and its Dependencies, in the Commonwealth of Australia, this twenty-eighth day of September, in the year of Cur
Lord One thousand nine hundred and hwenty-one.
F. 4. NEWDEGATE,
overnor,
By His Bacellency's Command,
JAMES MITCHELL,

Premier.,

GOD SAVE THE KING.
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COMMONWEALTH OF AUSTRALIA.

FIRST REPORT OF THE COMMISSIONERS.

INTRODUCTION.

To His Excellency the Right Honorable Henwvy Wrnriam, BaroN Forsrer, ¢ Mender
of His Majesty's Most Honorable Privy Council, Knight Grand Cross of the Most
Distinguished Order of Saint Michael and Swint George, Governor-General and
Commander-in-Clief of the Commonwealth of Australia.

‘May 1t PLEASE YOUR EXCELLENCY :

We, the Commissioners appointed by Royal Letters Patent to inquire into and report upon
the incidence of Commonywealth taxation, and into and upon any amendments which are necessary
or desirable with a view to placing the system of taxation upon a sound and equitable basis, having
regard generally to the public interest, and particularly to—

(1) The equitable distribution of the burdens of taxation ;

(2) The harmonization of Commonwealth and State taxation ;

(3) The giving to primary producers of special consideration as regards the assessment
of income tax, particularly in relation to losses resulting from adverse weather
conditions ; and

(4) The simplification of the duties of taxpayers in relation to returns and in relation
to objections and appeals,

have the honour to report as follows :—

2. Mr. John Joseph Garvan, originally appointed on the Commission, resigned, as he found
himself unable to act. Before the Commission commenced its work, Mr. Maurice Boyce Duffy
was appointed a member.

3. Upon our appointment we took the earliest opportunity of assembling in Melbourne to
malke the necessary preliminary arrangements for the investigation, and we held our first meeting
on the 27th October, 1920, and the first public sitting to take evidence, at Melbowrne, on the 8th
November, 1920, :

4. With a view to the establishment of closer relationship between the Commonwealth and
the State authorities in connexion with the investigation, the Prime Minister made certain represen-
tations to the State Governments, as a result of which Royal Letters Patent, in terms similar
to those of the Commonwealth Letters Patent, were issued to members of the Commission by the
Governors of Queensland, Western Australia, and Tasmania.

5. In view of the terms of reference to the Commission, which necessarily involved considera-
tion not only of Commonwealth but also of State taxation, the Cowmission soon after its
appointment wrote to the Premiers of the several States, asking that facilities be given for
carrying out the inquiry, and particularly that State officers whose duties placed thent in a
position to afford information on the subject of taxation should he instructed to render assistance
m any form desired by the Commission, including the appearance of selected officers as witnesses.
Favorable replies were received from all the Premiers, and the Commission was afforded the
fullest facilities for conducting its investigation,

6. At all times during our investigation, the fullest opportunity has been given to witnesses
throughout the Commonwealth of placing before us their views on taxation. Evidence was taken
in all the capital cities of Australia, and up to the present date we have held in all 11% publ
sittings, and have examined 191 witnesses.

7. In detail the public sittings for examination of witnesses, and the number of witnesses
exanined were :— '

i

Sittings. Witnesses.
Melbourne .. . .. 43 .. 61
Sydney .. .. . .. 24 .. 47
Brisbane . . .. 13 . 22
Adetaide .. .. .. 10 .. 20
Perth and Kalgoorlie . . 15 .. 26
Hobart .. e o . 13 - 15



4

8. Enorder that as wide a representation of views as pussible should be secu.red, mem.bel_‘s of
Parliament (hoth Commonwealth and State) and a large number of representative associations
were invited fo nominate witnesses, At the commencement of onr investigation witnesses were
somewhat unprepared to give evidence, owing to shiort notice, and the intricacies of the subject,
hut theve was Jater no lack of evidence offering.  In order to facilitate the giving of evidence in as
clear nud comeise o manner ag possible, witnesses werce requested to submit their evidence-in-chief
in writing, aud in the majority of cases this was done.  Tn many instances the evidence submitted
revesled caveful preparation snd collaboration, and its nanner of presentation was appreciated by
the Commisaion, . o

90 A complete list of  witnesses- representative, official, and individual—appears as
Appeudix 1. ‘ . ‘ ' _ ‘

In addition to the orval evidence, we have received and given full consideration to a large
vohimie of correspondence and official rwemoranda relating to the subject of our Investigations.

10, Barly In our inquiry a Questionnaire was prepared for submission to t.he
Commissioners and Deputy Commissioners of Taxation. The Questionnaire (a copy of which
forms Appendix No. 2 to this Report) will give some indication of the wide scope of the inquiry.

P - - . . . Y . .

b the present Report we have dealt with the following subjects only, viz, :—

(1) The giving to primary producers of special consideration as regards the assessment ‘
of inconie tax, particularly in relation to losses resulting from adverse weather
conditions,

) Taxation of profits on the sale of mining leases.

} Bonug shares.

) Board of Appeal under the Income Tax Act.

) Double Income Tax.

) Taxation of lessees’ interests in Crown leaseholds.

) The General Exemption and Allowance for Children.

(2
(3
(4
]
(6
(7
It We have had many conferences in respect of these subjects, and our recommendations
thereon hiave heen arrived at only after careful examination of the evidence and consideration
of the principles which, in our opinion, should govern decisions. ‘

12 The terms of our reference embrace many other subjects of great importance, which
will be dealt with i a later Report.

1.
b

SECTION I.
“THIL GIVING  TO PRIMARY PRODUCKERS OF SPECIAL CONSIDERATION AS
REGARDS THE ASSESSMENT OF INCOME TAX, PARTICULARLY IN RELATION
TO LOSSES RESULTING FROM ADVERSE WEATHER CONDITIONS.”

I3, Inits inquiry into this subject the Commission has been assisted by the very full and
carefully prepared evidence of a large number of witnesses, who, approaching it from various
pomnts of view, gave copious illustrations of the harsh and inequitable incidence of the present
system : probably no matter has been more exhaustively dealt with. This may be traceable
m some measure 1o the prowinence given to it by frequent Parliamentary references and by the
debate in the House of Representatives on 22nd” April, 1920, when the following resolution was
carried ;—

“ This House is of opinion that the fairest method of caleulation for purposes
of the Federal Income Tax as applied to primary producers would be upon a basis of
five vears’ operations;”

but, in greater measure, probably to the urgency of the question as it relates to primary producers
as well as other taxpayers, and the widespread ery lor amelioration of a tax which is felt to fall
with undue weight on certain important sections of the people. In considering the “giving to
primary producers of special consideration as regards assessment of Income Tax, particularly in
relation to losses resulting from adverse weather conditions * one cannot exclude a large number
of taxpayers engaged in other pursuits, who also sulfer, perbaps less severely but not less
[requently, ivregular and vecurring reverses due to ciretnstances over which they have no control.
Though net in the language used in the official reference, its underlying conception may be deemed
an invitation to consider the question not only ag it relates to the primary producer but as it affects
other clasces of the community. To inquive what *“ special consideration ” should be given to
one class presupposes some knowledge of the general consideration extended to other classes.
Ixastive Conprrrons.

. The conditions as they now exist are too well known to need elaborate statement. The
primary industries of the country, including amongst others those of the grazier, farmer, d
vigneron, orchardist, and miner, ave the principal sources of the country’s wealth, and
to violent seasonal and weather changes from which indoor industries ar

alryman,
are exposed
e largely protected.
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Droughts—occasionally stretching with vigorous sway over an arvea, ahnost co-extensive with the
pastoral and agricyltural areas of the continent, oftener confined to less extensive fields-recur
at irregular and frequent intervals from causes Leyond pluhdion and bevond control, ,mi Jwld
the land and the fate of its occupants for long periods in a paralyzing g ip. Nature, v avtible i
mood, visits other scenes at other times with deva.smtmw floods and pestitences, hefore which ave
swept the hard-earned savings of years of toil and thrift.

15. These vicissitudes of fortune are not only more extreme and difiiculs to if«;n'c(:m;(: than the
changes which mark manufacturing industries; but unlike the manufacturer, who when faced
with a declining demand can more or less cumpletcb meet the situation by restricting output
and reducing his manufacturing expenses, the primary producer lias to encounter, not diminished
income only, but increased expenses involved in removing his stock, seeking fresh pastiares, and
purchasing fodder to maintain, if possible, the remnant of o herd or flock, and Le is someties so
reduced as to be dependent on public funds or State aid for seed wheat or other foyms of usaistance,
with which to begin the struggle anew when nature is more heni Eﬂn.

FEviDENCE SUBMITTED,

16. In support of the general evidence that impoverished years recar with frequency there
were placed bhefore the Commission, by primary producers and their KCPLL\O_lduTAVt‘ u,(:tuié;l Cuses
which elearly exhibit the added hdldbhlp imposed by the present syst : in which
each year is treated as a watertight compartment cut off from its nmnhbums on ei thv d:, and
subjected to taxation up to the full limit of its earning, irrespective of what has occurred in the
earlier years. The Commission also obtained pmtxcula)s of a large number of actual cases from
pa.stoml and agricultural finance institutions and other sources , and had under examination also

50 cases plepcuui by the Federal Taxation Authorities from t&\pm erg’ original returs, so that
they had in all under scrutiny from 130 to 150 actual cases founded on dupcndrdl records,
addition to a namber of hypothetical cases which were submitted by various witnesses. Ou]) a
few of these can be cited here as examples in order to compare their treatient with that which
would be meted out in the case of a person of steady income who thrcughout a correspouding
period had received the same aggregate incorne. These b_\.?nlpm.) may be introduced with an
extract from the evidence of a witness 1cp1ezf>utmg the Federated Graziers’ Association of Australia
who said :—

Axn example is, however, given illustrating the actual expeiience of @ grazier in a lay
the actual result has been in seven years’ operations.

way, which will show what

£ s. d. L s d.
1st year—FProfit .. . 24016 8 1
2nd ,, " .. L. 28804 14 8
3rd ,, Loess .. . .. .o 34,645 19 0
4th ,, ,, .. . .. . .. 07,255 2 8
Gth ,, Profit 4,162 12 9
6th ,, v .. .. BBBIL 4 08
Tth ,, . .. . 4BB33 0 0

The net result of the seven years’ operations 1s a profit of £56,447 18s. 6d., ov an average of £8 03 1
annum. The assets at stake in the business varied in value fron £300,000 to £450,000
1 have just quoted to you, it has heen shown that the net result of seven years’ operations was a ]’»mﬁt <,t £6

TPaking the result of the sixth and seventh years, which showed profits of £55,
the unfoxtun‘\te earner of this income finds that in “those two years alone his Federal
to £38,246 16s. 2d. and the State (New South Wales) Income Tax to £6,861 15s. 2

17, The contrast between the treatment of such a taxpayer And that of a person deriving
during the same period a steady income of equal volume imm personal exertion is seen in the
iollowmg table :—

., that is £L),EU 113 l iri dl]

Grazize's Inemur, i

— e Grazier's Federgt Tas, Ciy Man's Tovome.  (City daars Boders Pax,
Tacoiue, Loss.
£ s d £ s . £ e d I3 | £ 4 s
Lst year .. . 24,016 &5 1 .. 3,704 o 2 8,064 1,899 18 1
2nd .. .. 28,804 14 8 .. 10,747 4 10 . IEEL RN |
3rd .. .. .. 3 0 .. LEgh 38
dth .. .. .. ! L2 s .. 1,808 15 |
5th .. .. 4,162 12 9 . { 550 16 6 1,809 18 1
Gth ,, .. . 55,831 4 8 . 22,147 169 11 1,868 18 1
Tth 15,8’5 0 0 .. 18,011 12 O £,599 18 ]
Profits i ol 158,349 0 2 | 101,001 1 &
Less Losses .. Lo 101,800 108
,,,,, EIANSNp—- o [
Net Profit .. .. 56,447 18 6 60,161 4 B 406,448 3,299 6 9
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15, The figures of the grazier’s income in the above table are t]
supplied by the witness. The tax is in each instance worked out ab the rates at present chargeable.

19, The primary producer referred to in the table, taxed to the full exfent in the profitable

s without any set-off in respect of the years of loss, would be called upon to pay a total tax for
e period smouating te £60,161 4s. 5d., which is £3,713 &s. 11d. more than the total net profit
vied hy him fram the whele seven years’ operations, so that not enly is his labour of those years
L Toe ich is nought, but the result is less than nought, because,

1se of an actual case, as

as shown in the above

¢ ‘al tax.amounts to more than the taxpayer has made. The Stale tax accentuaies
Vs daspaye s mislertune by requiring a furfher payment, and he had also to pay both Federal and
State Land S.

200 Our Federal system of taxation provides for steeply graduated rates.
ineomes, exeeeding £7,600, the rate on the final £1 reaches a fraction over 8s. 6.
exampie, Foderal fncome |
rate ol 950 EET p
sanilae
i3, n0% o1

On the higher

In the above
Vax on the steady mncome of £8,064 per annum is computed at the average
v , but the tax on the primary producers’ fluctuating irregular income of
ggregaie amnunt works out o 235.8 pence per £, morethan 44 times (4.5236) the other, that
ly dozsihe Federal Income Tax take every penny of theincome, but over and above the 20s,
it demanis in respect of each £ of the income a turther 15.8 pence, which further claim can be paid
oniy by depleting the capital employed, in this case to the extent of £3,713 5s. 11d.

3]

21, The same witness submitted, however, a less extreme, but hypothetical, case, and in
his evide aicd re

Tu iHlustrate how unjust the present methed of taxing graziers on each year’s income is, a comparative statement
e submiited horewith between the income and taxstion of a grazier and, lot us say, a city business man. The income
of cach for 4 arais the same, viz. :—£4,802. The city man is assumed to earn £960 for each of four years and £962
for the . a total income for five years of £4,802—a state of affairs which is normally usual in city business.
The grazier's novnal eXperience is, however, agsumed to be, as on the average usual, as follows ;—

. EB,796

o

Ist year's income

2nd ,,  loss . . .. .. £3,800
Jrd ,,  income .. .. 896
4th ,, income .. .. 6,700
Hth ,,  loss - . .. 4,790
Net income for five years - . 4,802
£13,392 £13,392
21t shows the tax both Federal and State (New South Wales) payable by each 1
Fastoralist’s Incomn, Federnl Tax., NS, W, Btate Tax, City Man's Income. City Man's Taxes.
L s d £ s d. £ £ s d.
1t veay . . 5,796 970 13 11 | 296 8 4 960 3719 8
2ol 3,800 {loss) Nil Nil 960 8719 8
Srd . .. 596 3811 9 41 17 8 960 87T 1908
Hheo . . o £,700 1,275 17 6 37718 4 960 3719 8
Mhoo, . . 4,790 (loss) Nil il 962 8% 4 b
1,802 2285 3 2 736 4 4 | 4202 440 3 1
i N - ,_J
Total Tazes : Pastoralist’s .. £3000 7 6 City Man's .. £440 3 1

Newehee sion of the obvious and glaring injustice meted out, to graziers under the Tncome Tax Acts is
noedod than the illnstration mentioned.

22 Another witness, who did not appear before the Comission to urge an averaging system,
s an dHustration the fluctuating taxable income of a trader which m a series of six vears
L0075 (2) Loss, £8,0005 (3) I'rofit, £7,500; (4) Loss, £1,000; (5) Profit,
200, the profit aggregating £26,200 and the losses £9,000, the net result
eing a profit of £17,200. Under the present method and at present rates, the

gave o
show

total {eleral Tneome Tax payable by this trader for the period would he £6,902 0s. 6d., while
i the same income of £17,200 had beea received in a steady annual flow of £2.867, the tax on the
meome for the whole period would have amounted to only £1,681 14s. 64. Tax on the steady
income ol £2.857 is computed at the rate of 23-463 pence per £1, but the tax on the fluctuating
irregaiar incoms of similar aggregate amount works out to 94.29 pence—more than four iimes
the other—a rate far in excess of anything contemplated as payahie on an income of this size.
It is the rats chavgeable on an income of £45,711, that is, on an average income of £2,367 he is
callzd fo pay a rate of tax which is that applicable to an income of £45,711.

These examples exhibit a state of affairs which cannot be regarded with complacence,
and even if they stood alone as special and peculiar, they call for soma remedial measure.
Bui they are unfortunately typical of a large number. The total taxpayers who are primary
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producers cannot be ascerfained from the latest Departmental statistics availuble, but ihey
number probably 160,000, The first of these three examples is admittedly an extreme case, but
it “is anacinal case.” A system under which such a result is even possible is fauity in boih
coneeption and ineidence.

23. Ineidence on Individuals —That the public conscience has only now been aronsed to action
may be because, viewing the primary industries in the mass, the position does not appear as serious
as these figures indicate, but it should not be forgotten that a severe and lengthy drought,
extending over the whole of the continent is a less frequent visitor than droughits wore fnnted
i extent but equally acute within the area of their operation. Consequently the aggregate income
from the whole industry throughout Australia may not in one yvear show such ditference fromn
another as these examples illustrate, and the observer who considers the mass and neglects the
individual may form misleading impressions as to the unvarying success of persons engaged in the
primary industries. Income tax is not, however, paid by an industry as a whole or by the Hiass
of persons engaged in it, but by each person individually, and, thongh owing to the extent of the
country, graziers it one district may be enjoying a bountiful season while those in another e
undergoing severe hardships, each and all are more or less exposed at one time or another to
extreme {luctuations of income.

[ o

24 Representative Cases.—That the study of the question might not e unduly colowred Ly
exceptional and peculiarly serious cases, the Federal Taxation Authorities were asked 10 prepore
and submit a schedule covering fifty cases, taken at random, of the returns of pravary producers,
and to set out in full defail (omitting names) the income and relative tax for each of five conseculive
vears, and also the tax which would have heen payable had a system of averaging been in use,
In the preparing of this statement it was for purpose of averaging assuwned that the five-yealy
period under review was a complete cycle, and had been preceded by a precisely similar eycle--
in this way cne average was reached for each taxpayer and formed the basis of the ¢omputation
of tax. The illustration is not vitiated by this assumption. The schedule, which s wide iy
its range, included one taxpayer who during the five years had paid a total tax of only £3 125, 104,
and who may, therefore, be regarded as in a small way. The cases ascended through varving
levels up to that of a taxpayer who in the five vears had paid a tax of £22.384 8s. L., {rom which
it will e seen that the schedule is fairly representative. The figures thus compiled show that
these fifty taxpayers would have paid under the present system in respect of the five vears, I
July, 1915, to 30th June, 1920, a tax anounting in the aggregate to £136,187, whereas had a system
of averaging of incomes over the whole period of five vears been in operation, the total tax

payable by these taxpayers during the period would have been £88,970, thus showing that hecause
of the ervatic character of their incomes they were subjected to a tax greater by £47,221 than wonld

have been paid by another body of fifty persons enjoying the same aggregate incore in steady
annual How. It ought further to be added that in this schedule the tox was computed on ihe
rates which were sctually operative in the respective years embraced in the period, and thar
the majority of the cases there was included alko income the produce of property, and for puipose:
of illustration such income was not averaged. 11 it had been averaged so that the opevation of the
two methods on the total incomes of the respective taxpayers had been exhibited, the dispariy
between the preseut method and an averaging method would be siill inore wiarked, bhut diz
that factor, the figures themselves show that the tax actually paid was fully one and o biad
times what would have heen paid by persons enjoying a regular stead voannual incoine
same aggregate volume.

. But, again, we have to be careful that in studying the mass we do not lose i
effect on the individual.  Analysis of the fifty cases shows that in one instance e tay actually
under the present systerreached ten and a quarter (10-27) times asmuoeh as it would Lave b
theaverage income of the period (£266 15s. as corupared with £25 17s.). The schedule conduins thee
cases wheve on the average mumual incomes of the period no tax would have been pavabie, but
the taxpayers were actually vequired to pay £6 4s., £66 Gs. 6d. and £103 16s, 4. respectively,

.
e
-~

Brrecr on Raveso.

26. This ot once brings into reliel a consideration which Las never throughout the in
been absent from the minds of the Commissioners—the cfiect which any suggested reredy
have upon the revenue, and the necessity for maintaining unimpuived the definiie finction of
taxation in supplying adequate funds for the public services.  We cling teruciously to the principle
()if equity enshrined in Adam Smith's canons, which have become classical both in precept and
imn practice —

L. The subjects of every State onght to contribute towards the support of the
Gouvernment as nearly as possible proportion to thetr vespective abilites,
f.2., in proportion to the revenue which they respectively enjoy vuder {he
protection of the State.

FA8O03L .-
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2. The tax which each individual is bouud to puy cught to be certain and not arbity trary.
The time of parment, the manner of pavient, the uuamm to he paid ous’hL
all to be ‘!f»(u and plain to the contributor aud to every other person.

o be go levied at the tirne or in the manner in which it is most

wenient for the contethutor to pay it.

bt to he so contrived ag both to take out and k

uf lu }"}(f _!7;14, as little as possible over and above what it Drings into the public

of the Hiate,

3. Every tax o

eep out of the pockets

seor Bastable— The successful adiministration is the final
object (of any systenn of Tazat i), wudd therefore convenience or even equity mayv have to "ia':}flﬂm
pmdnr‘tv eness.”  But do the uu'mnatmr’u% present any need for comn romi the sac 1.‘11"1(‘0
of either principle ¢ s the ship of State in such stress that equity and other sound prineiples

We accept also the opinion of Prof

of taxation must be ;em,( ned to secure ity safety ¢ We de not think so. Mubstantial and
adequate Justice can e done Lo those of tho community who are at present and hav

since the
m(bptmn of the Federal Tncome Tax Act been mequitably treated thiough its inelasticity in not
adapting itself to the severe Huctuations characteristic of the incomes o} persous engaged in
primary industries, and in less degree of those engaged in other calling many of which are
mtimately related to and in Iua'e messure dependent upon the primary mdn\hm s, and those
deriving meome from other sources

SEAT oF TH®w lSviL.

(1"" 1

. The harshness of the present system is widely distributed and yoe‘nly felt, and hefore
5“’15195111\“ or considerin 3; nuv remedy, an effort should be made to ascerta v the seat and cauge
of the evil, or whether there Lo nare than one cause. After careful mnqmemtxon we have - cotne to
the conclusion that the causes arve two and arise from the abigence of proper provisian the
I.\.(,‘tf"w

(1) to ascertain in all cases the true taxable capacity of the subject; and

H

i

(2) to make eouitable and mh‘qudte allowances for deficits in inceme when thev oceur
in a xmr other than those in which compensating profits ave made.

TaxanrLe Carzorry.
28. The Federal Inrcome s

o Act embodies the principles of differentistion of sources of
meome il geaduntion of yates and, follow mg in that respect the lead of the United Kin fdf mand
most other countries, doss not allow the losses of one vedar as a get-off against the gaing of another,
There is an obvious weakness in any Income Tax Act whlm dﬂnh“&]li\f divides time mm short
periods and in taxing the subject disregards entirely all the changes of fortune of the wnediately
preceding periods,

20, The Federal Aet (as well as all the Australian Siate Actz) arvives at the tax to be
levied wpon any subject by ascertaining three factors
I The jucome veceived by the sxﬂ;j ot humg the mmmediately prec unhm VEAT ;
2. The source of sach tucome, whether it be from personul exertion or the ptom‘(ﬂ of
property.
3. The rate of tax, which is determined by cevtain rules laid don

duate the ra accordance with a scale wherebv with the jucre

it the A et i

to ¢ 1he in
w of ncome for the year in question the rate of tax increases or
The first and second items do not H ior consideration in this connexion, but way be dealt Lt h
in the Commission’s final report. 'Hi:z third calls now for claser seriting. ,an it 1 clanined
Hm’L the income of one year mvl nn" vear only is the correct and only so andd standard | By which
to jurdge the taxable capacity of the subject ¢ Why not one month or one .\.ed\i or one derade ?

( countries made one year the conventional pared, bt
the fallacy of such a cusbon han heen recogiised in sev eral uropean connlries, and for many

in the United Kinglon, \\'bm'/\ since 1842 when what is practically the present Britis
introduced by Siv Robert Peel, the meat]

s of azcerfaining the taxable capaciiy of a sul ‘
been not less than =ix.

Castom has in Austrolia and 1o

Lst—-On the income of the imme lintely preceding vesar -
,s‘kmm al profits and gains from certain sourees, such as gag-worl :
works, salt-worls, quarries and the like, fervies, canals, (.i(’»m(m markets
fishing rights, compositions for tithes, profits of uncertain value, sm,l, as
mterest, discount, &c., not taxed at the source.
2nd-0n the income of Hw vear of assessment -
hl(ﬁ(;:ms* from a nuual value of ])[OI)C]L‘/_ oceupation of land, foveign seewritic
consols, public funds, salaries of public and certain other mm] T
annuities and dividends on stocks and sh 1ares taxed at the source, mnt},, &e.,
Irom sources within the United Kingdom. :
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ded 1 Owthe average income of the three preceding years -
Annual profits and gains from any trade, profession, employment or avocation
exexcised within the United Kingdom-—which inchudes the meone of the
ordinary trader or professional man—and all mberest, anmuities, and wniual
profits not chargeable in other ways, meluding inconie from stocks, shares
or rents from any place out of the United Kingdon,  Certain sind
teinds and ecelesiastical dues and payments.
dth: On the average income of five preceding years -
Incomes from coal, tin, lead, copper and other mines.
Hth 1 On the average income of seven preceding veurs.
Tucomes arising from manorial profits and other voyalties

Oth: On an amount proportionate with vent paid and bvespective of the actual
income of a farmer.  Profits made by a farmer from grazing stock ave simils rly
dealt with, but a person whose main business is grazing iz taxahile on the avernge
income of the three preceding years.

Special rules apply to—Miscellaneous profits from lands not iy oectpition of the
taxpayer, the profits of single ship companies and persons owning shures
them, profits from lands cultivated by the owner, and to a few other special
sources ol income, which are *“ assessed on sucl average or hasis as appenrs
just and equitable.”

ft cannot be said that one year is the “ conventional peviod 7 wnder the Pyl At
More than three-fourths of the total yield of the tax is determined by averaging
years.

O inore

30. 1% has been urged that it is the established practice of accountancy awd of cormmerce
generally to deal with business affairs in twelve-monthly periods.  True, traders take observations
of their running and position yearly as sailors take their reckonings daily, to ascertain {1 speed
and. divection in which they ave moving and their whereabouts, but a fact of much mope WO eI
and much more apropos to the question is that prudent men do not slter their _
the latest reading only. They do not regulate their standard of expenditure und style of Liviny
in accordance with the income of the immediately preceding year only.  They take wmuch yuore
extensive views, for example : If a citizen on closing his accounts finds that for the
operations have resulted in a loss, he does not immediately cut down his
vies of life.
8, BUOLOTNIZE
asonabie cons

course by

vear his
expenditure to the harest
He may restrict his expenditure somewhat, cut off some of o
senerally and quicken his efforts, hut if the standard of living he has enjoyed
mance with hig average income, he makes comparatively little chavge. " 171,
another year his accounts show a very large profit, such as some discloged in the examples conbained

Report, he does not thereupon cause his expenditure o bonid bo the

in the earlier parts of this

utmost limit of the resources of that year. In fact, the prudent citizen orders hig standard of
living and the seale of expenditure having regard to the income enjoyed by him over an evtended
period, and the same principle which dictates the standard of living that he can prisceatly wdops
—his spending Aty—dictates also the standard by which to ascertain Lis taxable
w.e., the grade in which he should be placed as a contributor to weet the Nationsl e

1o, }
tess vadoesd

15 11 e

=8,

capac by :
pendituye,
<l Btamy, late Assistang Secretary to the British Board of [nland Pevenue, and
subsequently & member of the Royal Coramission on'the British Income Tax, ina recently published
worle on the “ Tundamental Principles of Taxation i the light of Modern Developente
writes

3

The high rate of tax is bringing the #ime question in ye
prouiinence in other ways.  The buse of the tax must be a long enggh
average dndication of wmeans—the base wpon whick @ mai's household wid conditio, s of
life are naturelly laid out.” )

it be a fact that the average prudent citizen regulates Lis standard of livisy
to the posi

bion oceupled and the prosperity enjoyed during a period of vears, that sed on
“along enough period to give a fuir average indication of means,” should 5ot the sunie standand
he enployed 1o determine his taxable capacity 7 Viewed purely as o question of tavation of
ticome, 1 nwot iis spending capacity the key to his taxable capacity ?

. During 1916 a representative body of Awmerican CCONOMISLs, Liwyers wind bankers, o
which Professor Meligmann was chairman, appointed a Committee to conduct wi jve tigatios «
and inguire o the methods and working of the Kxcess Profits Duty of Great Biitain, and for
that parpose Profegsor Haig, of Columbia Unns'ersxty, visited England, #a lengthv aod
itoriative report on the subject with the following :— '

rd o aniity anto

Fielead (o geve foay

acrovding
Lo

He el

" A second weakness is our comparatively narrow conception of (e Attt
perioth 1 we ave wise, we will copy the British practice (that is, the averagi

; : 1 . Y systein)
with respect tovthis. The problem ig as signific

ant for income taxation ue for profits
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taxabion, and is one which will be pmtluﬂaﬂy important in the period of falling prices,
upou which, apparently, we are now entering. In eflect, we decline to regard business
as o ceniinuing operation. We separate the /’nstmy of @ con cern indo arbitrar y periods, and
e ()/ul/z/ insulate eack period from every other period.  This procedure is not in accord
with the economic fucts, We should fr ankly recognise net loss whenever it occurs, and
make whatever wad}u«hnﬂ its arve necessary to oquulue the total burden as between
wi merely on the basis of each year, but for the ogw((fwn.s on a long-time
Loses, v ah a vecognition of losses wonld ohmmfuuc much of the mjustice of the present
sibuation.”  (Nor B The present situation ™ referred to is the American method of
determining taxable capacity by the incorme of the immediately preceding year only,
ws i now done under the Australian Acts.)

1.

baquiry has led us to the conclusien that harsh and inequitable incidence in the case of
I ﬁmames, when each year is sirietly segregated from its neighbours, is inseparable
i of Income Tax in which sisep graduation is a feature, and thaf escape from the

a tax oan best he secured by a Iweaking down of the wall of partition between the

thod of merging or averaging, which substantially mitigates—if it does not wholly
i@, Viz. @ -the unsound assumption that eseh year’s income or loss standing alone
wing taxable capacity, whersas the circumstances require that the longest period
25y wossible be broupght into aceount. When as many years and as many vi(:,issitudes as
i3 practcally §f”‘awﬂh, ave hrought into line through merging or averaging the annual incomes, the
true ia v oof the subject-—that is, his taxable capacity--can be fairly determined.

wribe

“ Dut it must not be so extensive that the time for pa‘,'mg a tax does not follow
clogely upon the period over which it has been computed.”

on of the non-observance of this desideratum that many penl\h i Britain are now

ing into question the British average system, which requires tax to be paid in various
spaliends over

ditf emm“ periods up to seven years, and he ]‘U;_ntb out by way of contrast that

mfc United Htates ““ were seriously considering abandoning the previous year methed for our
(Bribish) average systen.”

With vespect to the British Income Tax Act, Sir Josish Stamp adds :—
“The truth is probably that an average more properly indicates the economic
biliby of well-to-do people, but that we come into conflict with another of Adam Smith’s
ecaoons, that iy convenience.”
A conmuent which correctly deseribes the action of the B
of every syster of averaging.

35,

1 gystemn but is not necessaxily true

Under the Dritish Aet ““ the system of average ™

(savs Sir Henry Primrose, -late
Chetvman of the British Board of Inland hmmme) 18
for the nurpose of de

mmelv an lneident i machinery devised
te
7])\“11;

rmining a figure of income to be taxed.”  In that system it serves a twofold

() to determine the rate of tax which shall be payable wider 2 scheme which at
one Hmo was purely proportional, but has crmdu_a:]b at the lower stages become graduated, and
(b) to determme the “statutory income’ to which such rate shall be applied.

:sm'pm as instanced by Siv Josiah Stamp —1f a man in Britain bad }nuh‘us for
' )18 of £3,000 , and for 1919 of £8,000, his taxable income is found | by taking

aggregate and he is called upon in the year 1920 to pay on a taxable income

saine process determining the rate of tax, he has to pay at the rate applicable
m A ine eine of 5.1 000, notwithstanding tha 2t bis income for the mmedi ately preceding year was
ppose th order of the incomes to be veversad, and another man in Britain had profits
, Tor 1918 of £3,000, and for 1919 of £1, M bis average for the three vears would
i, the taxable capac ity—as measured by a num& loug
-i5 the same in both ¢
ag only £1,000, he would be
L0 At the vate applicable to o
mmadiately preceding vear was only £
1918 was erght tinmes

; enough to give a fair
58, and notw it 1:itaud.nm Hle fact that in the yvear

juived in Britain to pay tax i 1920 on a statutory
 statutory income of £4

though bis income for the
,UUU Both tas Tpayers, althmwh the meome of one for
that of the other, would pay the same amount of fax i 1920.

h

income of

i The averaging under the British system serves a double purpose : It is usad---

(1) To determine the taxable capacity of the subject, and the ereby ascertain the
appropriate rate of tax, and

(b) Te determine the ** statutory income ** to which such rate shall be applied,
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two questions which are severahle and ought to ke kept quite distinct in the minds of
a taxing Act.  If instead of three vears the illustration had been extended to five ¢
the fallacy of using the average for the dual purposes of determining both taxable
statutory income becomes increasingly apparent. The outery against the system of
which has found free, though not universal, expression in Britam, arises largely from this cor
In our opinion, the detinite and only necessary function of an averaging system is fe

the taxable capacity of the subject, and for this purpose and this alone it should enter inis ev
Income Tax Act of which graduation is a feature. It supplies at once the standard i (s
capacity, and is a natural and iramediate corrective of the inequities, which, if it he o
necessarily arise in the ease of fluctuating incomes.

fusion,

Basis or Liasirity.

39. Having determined the taxable capacity, the basis of lability should appropriately be
the income of the year in which the subject contributes to the National fxchequer: thatis, the basis
of his contribution should be the income earned by him during the year in which the relative tax
is actually paid. He should therefore pay tax in 1920 on the income earncd in 1920, This was ¢
principle observed in the first Land and Income Tax Act of New South Wales, and is still

n the British -Act, but it necessarily involves subsequent adjustment, becanse the basi

—the actual income of the year--cannot be ascertained till after its close - s S

has been collected on an estimate of income, and it has to be corrected in the Hght of cotvel facty

and adjusted ; a method which in practice does violence to the canons of economy and

convenience. In theirvery ablereport onthis subject the British Royal Commissic
;

474, Unifornuity of basis througheut the whole tax may he a
is difficult of achievement. The first point that must be reraem
of the year of assessment is the existing basis in an enormous number of ¢
of property, all incomes that are taxed by deduction, all salavics now :
Schedule B bear tax on this basis. o, too, do the incomes of all the me
assessed by way of guarterly assessinent, and no other hasis for thewm is practicald
uniformt basis over the whole range of the tax is the aim, it world secm +hat 1he
of the year of assessment is the only Lasis on which uniformity could i practice Te
But is the year of assessment hasis, though perfectly suitable for rents apd
and interest, a practicable basis on which to assess trades and busine

which may be highly variable, and in anv case cammot be ascertainiec
year of assessment, ?

475. The beauty and simplicity of a system that would charge a ta
year 8 on the profits of the year 8, and not upon a figure based on the I
of any or all the years 1 to 7—a svstem which moreover would ch
intelligible basis not in respect of some sources of bis income only, but in e
however numerons and diverse in character they might be—huve natwm
attractive to some witnesses.  We agree with those who have descr
basis as the ideal basis.  Its desivability is, indeed, quite obviow
on the income at the eaiest possible moment after the income
ascertained ; it would male possible smoother graduation ; it wouls
of the super-tax with the Income Tax which has been proposed to us by ¢
it would render unnecessary many provisions for adjustment of sssessmient’
apparently inseparable from a system under which Lability to taxation
distant profits,

476. But there are practicable difficalties in the way of its adeption at the
time. 1t would involve waiting until the end of the year of assessinent fey
return of income, with consequent. delay in assessing. ~ This obstacle el
by the making of provisional assessments during the year of assesinent,
adjustments, either by additional assessments or by vepayment of duty
for that year should have been ascertained. Buf there would be s

] RO silin i
difficulty both in getting the assessments wade or acdjusted in due tine, o
a serious loss of revenue in the year of change. [t is certain that withen
provisional assessment and subsequent adjustrent, the loss of reverus i e o
the change was carried out would he too great to be faced, at any rare in
creurnstances, ‘

477. We have given a good deal of care to this question, and
reluctantly driven {o abandon any intention of recommending the yeor of
as the basis for all purposes. We confess it has many chamms, Tt iy ot
at some futire time when administrative difficaitics look less fo bidding
position is stronger, Income Tax may vet be charged on the inconw of

=
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but taking a practical view of our present tasl, we feel unable to recommend
change at the present time.

BOOTERT &
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40. With these opinions your Commissioners are in agreement, as they also are in the
recommendation of the British Commission that for the reasons therein stated the income of the
year preceding the year of collection should be the basis of liability. We appreciate that it
will make the amount of profits assessed correspond closely in point of time with the amount
of profits actually being made,” and thus, more closely than under the British scheme which
extends over cne, three, five, and seven years, will the payments of tax correspond in time with the
rendering of the public services, under the protection and by the aid of which the income has
been acquired—not a precise correspondence bub one as near as the practical necessities of
economical administration and the convenience of taxpayers will permit. We, therefore, agree
with the recommendation that in most cases < the income of the year preceding that of collection
should be the basis of liability,”” but at this point we part company. Their finding includes both
* basis of Habilily ”” and ** measure of taxable capacity,”” not apparently from purpeseful blending,
but bscauss they had failed fo distinguish between the two, and in our opinion the distinetion,
important in itself and more important in its application, should be observed and carried to ils
logical and practisal conclusion, which will not only be * a very important step in the direction
of uniformity > but will very largely—almost entirely—extinguish the causes from which springs
the injustice inseparable from the Federal Income Tax.as it stands. The fallacy underiying
the confusion in these distinct and separate elements in averaging was commented upon in
paragraph 33 of our Report.

Remupies PraprosED.

41. A number of proposals, which will be dealt with seriatim were advanced by witnesses
some of whom had evidently given the subject but little study and did not appreciate with any
clearness the gravity and difficulties of the problems involved. Some of them had apparently
confined attention to their own peculiar experiences. Disregarding for the present the evidence
given by witnesses who advocated the raising of the whole of the Treasurer’s requirements by a
tax on Jand values, a topic which will be dealt with in our final report, we turn to proposals which
treat more particularly with incomes and were more constructive in character. As an alleviation
of the high tax borne by persons with severely fluctuating incores, there was advocated the method
commonly spoken of as ** The Carrying Forward of Losses’’-—that is, if the operation of any
year or ysars results in a loss the amount of such loss should, till absorbed, be treated as a deduction
from 4he income of subsaguent years, and tax charged on the net balance only of the income of such
subsequent years at the rate applicable to such balance. '

49, This method would afford relief in all cases if the tax were calculated on a flat rate, but

it is quite ineffective in curing the evils inseparable from a graduated scale of rates when applied

to fluctuating incomes. After fully considering the evidence of witnesses and the claims advanced
on behalf of the carrying forward of losses, we feel bound to disapprove of it for these reasons :

43. Tt is not general in its application, and within the limited sphere of its operations is
not equitable. . '

The main plea put forward for this method is that it is an equitable one. TIs it?
1f its operations he strictly confined to actual losses in total disregard of concessional deductions,
it is probably as sitaple and effective a method as could be devised to meet variations arising solely
from one catse, namely —that the operations of the taxpayer have in a particular year left him
on the wrong side of the line which separates losses from profits, but it is otherwise valueless as a
protection fror inequities inseparable from the taxation of fluctuating incomes, modulated on a
system of graduation. Not until the taxpayer's accounts show a positive loss could he
derive any benefit whatever from this method. It is consequently limited in its scope: 1t is
applicable to a small number of cases only, and is not of that general application which should
characterize the provisions of a taxing Act which requires contributions from all sorts and conditions
of men whose incomes fluctuate from year to year in every conceivable manner. KFor instance,
it affords no relief whatever to a taxpayer who

in one year has an income of ..  £100 and is taxed .. £2 8s.0d. andin
the next year has an income of .. £1,000 and is taxed .. £47 19s. 9d.

being on a total income of .. £1,100 taxed at .. £60 Ts. 9d.
as against another taxpayer, who in the 24 months receives precisely the same amount, namely :—
in one year .. - .. .. £550 and is taxed .. £19 15s. 11d. and
in the next year . .. £550 and is taxed .. £19 15s. 11d.
being on the same total income of £1,100 taxed at .. £39 118, 10d.

Such cases are not exceptional. The income of almost every taxpayer fluctuates from
year to year, and it is the fluctuation, so general that it might truly be called uwniversal,
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characteristic of all incomes in every year (and not merely the oceasional des
into absolute logs), which causes the harsh inequalities as hetween tas
the Commission has received so many eloguent examples.

cent In any one year
wer and taxpaver, of which

it Examination of the table of 50 cases supplied by the Federal Commissioner and com piled
from the vetums of persons engaged in the primary industries, where there is the wost violent
ebb and flow, shows that of the 50, there were only 21 whose operations had in any year resulted
i an actual loss.  fn two cases the taxpayer had two losses, wiaking the total vears showing any
loss only 23—that is, out of the experience of 50 persons engaged 1 the most hazavdous classes
of business embracing o period of five vears each——cqual {0 oo all cciconly 28 occasions
wag an actual loss ained.  The method of carrving forward of losses 7 would, therefore,
affect only 21 of the 50, and would confer a benefit in ondy 23 dnstances out of 250, o degree so
minor in application that the mere statement evidences the nade: ey of the method. Tt would
lsave entirely uaredressed the injustice dons to all taxpayers by reasen of the fluctualions above
a loss point.  As will be clearly seen, the method can he applied to only a very small percentage
of taxpayers, aud is even to them a weal palliative, whereas there is required an unrestricted
far-reaching and penetvalive remeady. It has already heen shown thal even amongst primary
producers less than 10 per cent. of the annual staterents show L , aned the percentage will be
still less i the case of move steady businesses : to the retainder, minlbering move than 90 per cent.
of the whole, no alleviation whatever of the present unequal buvden is extended,  Nov is the velief
equitable even in the fow cases to which it can be extended. For exarmple

it
e

00 in one year, consequently

availuble ns a set off against

do not pay tax, but by this method have each a sum o 3
futtre profits. I the second year, A makes a profit of £7,000, and deducting the £3,000,
pays on a net income of £4,000.

The Tederal tax on £7,000 is .. XL4B5 121t

The Federal tax on £4,000 is . .. .. 511 17 6
maling the carry forward of the £3,000 worth to lim .. £943 15 5

B—a man of smaller means and relatively more severely hit by the losg of £3,000--makes in
the second year a profit of £3,500, and deducting the £3.000 wys on a net meome of £500,
] g 2L, pag
The ederal tax on £3,500 is .. - oo B0 400y

The tax on £500 is . . . .. . .. M 67
making the carry forward of the £3,000 worth to him . . £383 18 2

Thus to the wealshier and more prosperous person theve i an allowance of £943 15s. ad.,
and to the less forbunate an allowance in respect of a precizely similar loss sustuined in the
same year of only £383 I8s. 2d.  Can this be called equitable ¢
4b, The * carrying forward of losses ” also introduces a radical change of wiethod and
differentiates unduly between taxpayers, in that it provides for the alteration in some cases of
the yearly period (not to some other definite period, but) to one of indefinite duration, terminating
only when profits overtake loszes or at some other arbitra oy date. Phat it involves a change of
method would not necessarily expose it to condemnation, for it has heen proved that the present
Federal method is itself faulty, but the proposal is a change for the worse aml not for the better.
It has the demerit of substituting a variable uncertainty in that it is indefinite as to its
ralue to the taxpayer and equally indefinite as to the duration of its opevation.  This will be
best seen in an example -— :

Two taxpayers-—M. and N.-—each show a loss of (i
do not pay tax, but by thiz method have each a suni o}
fature profits.

000 I one vear, consequently
Javailable as a set-off against

5.0

In the second year M. makes a profit of £6,000 and, dedus ting £5,000, pays on a net
mcome of £1,000-—

the Federal tax on £6,000 is .. .. L Lo ELUBT 1408
the tax on £1,000 i« .. .. .. .. . 47 16 4

malking the carry forward of the £5,000 worth to him Lo XLO39 L

11

- N. has in the second year an income of £1,000 and in the thind year ati income of £2 000,
and not having yet retrieved the loss of £5,000, does not pay tax in either vear. He hasin
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the fourth vear a profit of £3,000 and being exempt in respect of £2,000 (the halance of the
E0,000) pays tax on £1,000 only.  He has consequently been relieved of tax-—
i the second vear on £1.000, the Federal tax heing .. R A A R
i the thind vear on £2,000, . s . 149 5 |1
in the fourth vear he would but for the remission
have paid on an income of £3,000, the tax being  £303 18 6

he actually pays on only £1,000 R, 47 19 9
thus saving in that year .. .- - .. 255 189
making the carey forward of the £5,000 worth to him 453 4 5

This shows that in addition to being inequitable, the carrying forward of losses in this way involves
a radical change of method : 1t breaks down in a haphazard, irregular way the separation between
year and year, and does not substitute a systematic, all-embracing, regular and sharply defined
mathad,

A6, Whatever clanwns arve advanced for the method of carrving forward of losses ™ ik
avnot operate more frequently thai losses oceur, and the certainty of its operation i restricted o
within very cireuneribed Kmits, - affecting as it does ouly that small percentage of taxpayers
(probebivabout 1 oper cent.) whose transactions in any vear land thent in absolute loss. 1t is
ot nnd cannot be roade, gemeral in its application,
as been sald, the only thing that can be urged in its favour is that
b no one has set up a claim that the present system of taxation with
g exemptions, ifs differentiation as to source, its graduation of rates on
swildering cves and its aggregation of classes of income, to determine the rate apphicable to
each clhiss of ineomie for any year, is easily understood ; and this mild flavour of simplicity wounld
tiot exert any appreciable influence towards better comprehénsion. These other complexities
ave ot removed, and however easily the carrving forward of losses can be gragped, the handfal

l

af boneld ol it supposed simaplivity is hardly worth the holding.  But even that small niodicum
ot hen s destreved, for the proponents of this method propose also to alter the meaning of
e word * losses 7 as generally understood in all husiness s accountancy methods by extending

]

it to inelude anv sum by which the taxpayer’s income falls below the amonnt of the genern!
seinption pins the allowance for children (if any). They say : “ At present a person is not regarded
by thie Tavation Anthorities ™ (nov, it may be interjected, by any one else) ** ag having incurred
e et s il the vesult of the year's operations leaves Lim with some income above the zero line.
The eftect of this proposal is to raise the datum or zero line below which loss i considered Lo begin
—up to the amount of the general exemption or that amount plus the allowance for children, if
the taxpaver is entitled to the latter allowance.”  As thus transmogrified the method becomes
avvelved, difficult of comprehension, confusing to the taxpaver and more costly in administration.
Bveir the minor merit of simplicity claimed by its advocates vanishes.

48. The methed is incapable of general application, and even within its restricted sphere it is
not equilable in its operation. Because of its failure to bring about the equitable {reatment for
every taxpayer that the circumstances demand, this system cannot he recommended by us.

). Other Proposals—Modifications of the British Scheme, dealing chiefly with minor
phases, were submitted by several witnesses—a full description of which would swell this Report
unnecessarily—and were fully discussed and considered, and after careful examination rejected.
They mchuded a proposal that a system of five yearly averages be adopted for primary producers,

euch quingquennium to be treated as quarantined from all preceding and succeeding years, that
fax Do tentatively collected on the income of each vear as at present, but the whole of the period
forbe reviewed at the end of the five years, the average income of the period ascertained, such
average to be applied to each year as though the income of each vear had been an unvarving
s, Amended assessments were then to be made in respect of each of the vears of the péﬁiod
and any halance shown when compared with the interim payments was to bo paid to or refunded
by the Depurtiment in final adjustment. The sixth year was to cominence a second quinguennium
to be dealt with exactly like its predecessor and so o) This, being neither in accordance with sound
prineiples nor reasonably practicable in administration, was rejected by us.

50, Another proposal was a modification of the foregoing.
to and eluding the fifth year, it proposed that the adjusted averages of each year should be
treated as if they were the actual come of the respective years and that the hasis of taxation
of the wixth vear should he the fifth part of the income of itself and four tin
of the

Following the same methods up

| 105 the average income
weceding quinguenniunt. The seventh vear would be taxed on the o garegate of the adjusted
average income of three of these years plus the sixth plus the seventh vear divided by five. This
overcame one objection to the first named proposal in eventually sholishing its grouping into
pockets of five vears, but it exhibits other objections which compelled its rejection.
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51. Another proposal was that the four years preceding the initiation of any scheme of
averaging should be taken and with the income of the fifth year (the first of the scheme) vielding when
divided by five the taxable income for that year, in the sixth year (second of the scheme) the fivst
year would be dropped and an average of the latest five taken as the basis of taxation fov that vear,
This proposal is unacceptable because it encroaches upon years the incomes of whicl have already
been fully taxed and it could not be applied in similar way to the returns of new entrants into the
taxable field because such entrants would not have any preceding years to being into computation.
It could, therefore, be applied to other taxpayers only in a different wav from that 1 which
it would be applied to taxpayers at the time of initiation and on account of its lack of continuity
as well as for other reasons your Commissioners are compelled to reject it also.

52. Adweraging System under British Act.—Seeing the British Act made the first and niost
sustained effort to reach some fair standard of assessment when one year only wus considered
insufficient to determine equitable incidence in the case of fluctuating incomes, witnesses natarally
turned to the British system for suggestion and example. Your Commissioners feel that it
merits careful study, more particularly in the light of the exhaustive inquiry wnd weighty
deliverance of the Conumission which reported on the tax in all its aspects in 1020, Tfs vepors
dwelt at length on the basis for assessment, and on this point the position iz sununed vp this -

479, 7 There Lias been a surprising weight of evidence in favour of the profits of the
preceding year (c.e., either the vear to the Hth April immediately preceding the
of assessment, or the last business vear completed prior to that date) being talien a
basis for Schedule D assessment.  Hardly any one has had a good word for the
The chief benefits we see in taking the preceding year’s piofits as the basis of Luhil
Schedule D are—-

Vgl
the
WV e ngl;‘.

7 under

(a) that it will make the amount of profits assessed corvespond much nwve closely
in point of time with the amount of profits actually being made :
(b) that it will be a very important step in the direction of uniformity anc
and
(c) that it seems to be almost universally desired.
We have, therefore, no hesitation in recommending that the change be made.”
53. After giving carelul consideration to the representations of its advocates aud studving
the system as revealed by the evidence given before the British Commission, your Conumissioners
are compelled to concur, in part at any rate, in its measured judgment and condemnation, of the
British system of averaging. The outstanding features of that system may be briefly stated
54. Since 1842, the tax in the United Kingdom as to about 77 per cent. of the total
yield has been levied on a “statutory income ” determined by taking the average of thiee or more
years preceding the year of assessment, and in effect the tax on the income of any one vear is
spread over three or more years and is paid in a carresponding number of avnual instalnents,
Jonsequently prosperous years being followed by a lean year or a vear of abwolute loss
aay throw on a taxpayer a heavy liability to be paid in a vear of depleted means. Ag under the
dritish system the average determines both the statutory income and the rate of tax a nplicable
1ereto, a tax of large amount is frequently demanded in a year of heavy logs the paymens of which
iay cause or accentuate serious financial embarrassment. ”

95, The method of requiring all taxpayers to show in their returns the income for three or
tore years and not the income for any individual year complicated the task of preparation, assisted
easion and impeded the detection of false retwrns, and even the averaging systern itsell was
cmplex, some incomes being assessed on an average of three, others five, others seven vears, with
viying rules as to charging, allowances, rights of revision, adjustments, and other vavistions
ofletail, the whole scheme forming a maze of many methads, through which the genersl taxpayer
fond difficulty in directing his steps. o

56. The taxpayer could in many cases elect upon which of the many different bases used to
detmine taxable capacity he should come, while for others one course only tus preordained
byhe Act, or the rules or the practice which had grown round them, aund irritation was aronsed
n wpayers who felt they were shut out from avenues open to others. 'The privilege may have
1‘)eeAn1]0re imaginary than real, but difference in treatment bred hostility and demands for iss
remyal,

an

57. Further disturbance and frequent loss were occasioned by the fuct that the averaging w
1ot aplied to individuals only but to businesses and the averaging as applied to the bus
contiied irrespective of change of proprietorship or whether a change was made in the persaniel
of a prtnership. Hence a person huying into a Incrative business from which the Previons owner
was tiring, and which had made large profits in recent years, might be handicapped in bis earlicr
yearswhen profits were unfavorably affected by retirement of his predecessor and by his havine
possib Jess available capital—through being required to pay tax on a statutory income determined
by therofits his predecessor had made and drawn and which the entrant had never handied.

he business
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58. Assessments under the British Act are made in respect of each fiseal year, from 6th April
to the speceeding Bth April, and the vetuns for that vear are due in the intermediate May ot
June, and since the actnal in [ the yoar canvot at that tims be decldred, the taxpeyer is
req wived to assume that in 4] yeur hig profits will reach a certain sum. The rule is not
mvariable hut in the majorits recuTe as be arvived at by averaging the adjusted
profits of the three, five 1y yeads, the vesult constituting the taxpaver’s statutory
ncome”™ upon which : This necessitates specinl nnd complicated adjustments
when a buginess beg ; broris discontinued, angd againin the event of the death of the
faxpaver before expivy of the vear.  Tnto the intricacies of these artjustments we need not enter,
Lt they and othe ele not essentially inhevent in the svstom teself but having gradually
attached thense B0 > helped o swell genera) dissatisfaction.

P

A% Biven this hrief outline indicates, as a more exhaustive examination would abundantly
prove, that the conclugion of the British Commission was justified, which condemned the systen,
not hecause of s ineguity or expense in administration, hut heranse of the eonvenience,
confuging conplesity and other alien featupes, whase needless inbrusion fosteved public demand
for uniformity and simnphicits, -

B0, Whean, however, »

system withse many weaknesses has survived for nearly a century the
eriticisra directed againat il i has been roorn than onee the swhject of inquiry by Commissions
and Pavhamentary Conomitioes - and has always had stout defenders, hoth within and without
the Department, it nu w some elemenis of health and soundness which befit it tg seoupy
a uselul place ju n well-devised and equitable sysiem of faxation. Primed snd sloansd of pavasitic
growths, stripped of the confusing exorsscences which ars net of ihe estence of the system,
averaging is a healthy and heneficent plant whose Inst is whelesome. As will he seen frem later
parageaphs the inirinsic mevits of the averaging sysiem may be suecessfully gralted wpon and
hecome an integral part of a sehome of taxation whose basis of liability is the incorsc of the year
immediately praceding the ysar of assessment,
RECOMMENDATION,
61, We recomunend that the insome of taxpayers be made subject to tax in accordance with
the provisions of the Act for the fire heing in force 1--
i) As o basis of lability-— on the net taxabls incone of the twelve menths inunediately
preceding the year of assessment ; and .
() As to weasure of the rate of tax—at the rate applicable for the year of assessmean
to the average net tzxable income of the taxpayer for all the years for which th

taxpayer shall have ledged returns with the Department, not exceeding the fiv
immediately precading the year of assessment,

s

[Noti- Dy any case the first year should not be earlier than that ended 30th Jue
mnmediately prior to this method coeming into operation,]

62. The method should be limited to individual taxpayers and need not be extended o
companies, for the reason that companies are already texed at a flat (and not at a gradustl)
rate. Their fluctuating incomes ave in effect already averaged down to an unvaryving flat rate, ad
conserquentlv they already enjov the advantawes of an averaging method-—exeept as {o the get ofof
losses agninsh subseqnent profify, o topic which is further dealt with in this report.

63, 1 the principle of graduation were dropped ouf of the Act and a flat rate foall

faxpayers substituted—a step we do not recomnmend. —the necesgity for a system of aversing
woulid simultaneously cease to exist

fid. The scheme as thue enunciated aflords the requirved consideration to primary proders,
hut vour Commissioners have also had in view that any scheme propounded should be cuable
slon, as public poliey or other reasons dictate, to all sections of individual taxprers,

that ix, the seheme should be capable of general application.

65. The scheme should not, i our opinion, be limited to those primary producersvhose
operations show that loszes have been sustained © resulting from adverse weather conditions.’ Itis
always difficult and often impossible to tracs the exact canse of losses and the limiting of the heme
to sieh Josses only would nee tte the conducting of numerous inquests into Josses to aertain
what in each eaze was their cause. 14 s the aim of every taxpayer to avoid losses, and ithay be
assumed that even when they are the enteonse of other canses the taxpayer should not be cluded
from benefits.  The tering of the reference quoted at the head of this seckion do not reque us to
PXpress an opinion as fo whether the scheme should be extended to all individual t:payers,
but it should be pointed out that many persons are engaged hoth in primarv industries anin other
vocations, the separating of which will canse complication in administration. The -heme is
capable of extension to them and to all individual taxpayers witheut any modificationshatever,
and its gencral application to all taxpayers would help to place Federal Income Takath upon a
sounhd and equitable hasis. ' ‘ o SEEEE Rt T
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RecomMeNDED MerHoD BXPLAINED.

66. Though the reasons for the proposed scheme are weighty, and the effects important, the
change from the scheme at present followed under the Federal Income Tax Act is simple and
easily stated. It rests upon the recognition and practical application of the proper function of
averaging in determining taxable capacity, and the recognition ulso of the desivability in the
interests of the taxpayer and the Revenue alike of continning to compute tax on the icome of
the year immediately preceding that of assessment.

The Federal Act—

(a) ascertains the taxable income of the year preceding that of asgessment ;

(b) multiplies such taxable income by the rate of tax (as per the scale) applivable
thereto ; and the product is the aniount of tax payuble.

The scheme recommended by us—

() ascertains the taxable income of the year preceding that of assessmont, adds to it
the taxable income of the preceding years, not exceeding four (which had heen
ascertained in earlier years) and dividing the total by five, the quotient is the
* taxable capacity ;7

(b) multiplies the taxable income of the year (that is the year inumediately preceding
the year of assessment) hy the rate of tax (as per the scale) applicable to the
quotient—the “taxable capacity;” and the product is the amount of tax
payable.

J
-

67. This simple scheme complies with all the canons of Adam Smith and with the maxim
which some economists linve added that anv scheme of taxation should he stniple i explanation
and easy in comprehension,

(VY T'he recomended method coin plies weth ihe canon of Lquity-—

68. 1t camnot be gainsaid that the nearest approach to equality of sacrifice is found by
asvertaining the income of the subject over a sufficiently extendad period and compelling him to
contribute when and as veyuived towards the support of the Govemment as neardy as possible
in_proportion to his ahiliby, that is, in proportion to the whole assessable income devived and
enjoyed by him under the protection, of the Htate; and it {ollows that the more closely any
systen approaches this goal the move closely does it express equity and fairness and respond to
the test of the first canon.

69. Following paragraph 75 are compurative tables, showing details of the wou king out uf
twelve examples, all of them based on actual cases submitted by witnesses, and taken at randon
from them, the only discrimination being to take u sufficient range of cases to melude siall, inter-
mediate, and large meomes,  These are given with such detail us to enable each to be checked.

70. In these tables, the letters— ,
PM. mean the Method of the Present Federal Income Tax Act.
CFL. mean the Method of Carrying Forward of Losses, us explained in paragraph
41 of this Heport, "
RAM. wean the Method of Averaging Recommended by yonr Cotmissioners in
paragraphs 61 ef seq. of this Report.
ANMS, mean an Aversging Method, with Allowanee oy Muspense  credifs
expluined in paragraph 72 of this Report.
mean a Steady Iucome, uniform throughout the whole peric.d.
The figures set against cach show the tax payable under each wethod of computation.

;oS

N1

71. The fireb three methods ave already well known or have been explained in this report,
The fifth line (5.1.) is not so much & method as a standard of perfection by which the four nwethods
may be judged. It shows the total tax payable on the aggregate income of the peviod, assuming
such income had been uniformly steady thicughout, thus the total taxable income of the ten vears
reviewed in Case A is £850, equal to a steady ncome i each year of €85, on which the tax at
{__)resent' rates 1s £2 Os. 1d. per annun, making £20 Os. 10d. for the whole period, as quoted in the
me “ 8.1 '

72 The closest approximation to that standard is the method arked AMN, Al
Averaging Method, with allowance for Suspense Credit.” 1t calls for detailed explanation,  The
operations of a trader in noymal times seldomn run into an actual logs ; they more frequently Huctoate
between relatively large and small profits. For such fluctuations the R.AM. methixl npplics
all adjustments necessary to equate tax payable, but it does not completely adjust zetunl losses
when they occur. A complete adjustment can, however, he effected hy establisling in any vear
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of actual loss a “suspense credit ; of an amount equal to the tax which would have been payable
i that year had the result stood in the income and not in the loss colummn. The effect of any
averaging system is to allow a set off of income below the average as against income in excess
of the average, and this operates fully in respect of all incomes which do not cross the border line
into actual loss, but in fact the crossing into loss is merely an exaggeration of an income below
the average and the loss should be subject to the same treatment and be on general principles
adjusted 1 the same way as other less pronounced deficiencies are.  For a diminished income
which does not. drop down to actual loss adequate adjustment is made in the smaller tax paid
on that vear's income, but when the amount sinks below zero there is no corresponding adjustment
for the sub-zero portion (actual loss) unless ““suspense credits” orsome similar allowance be made.
The greater accuracy secured by the inclusion of these “ suspense cvedits ” as a set off against
subsequent taxes is shown clearly in the comparative tables which follow, and it will be seen that
in some cases substantial amounts ave involved : in one case (example L), covering a period of
fifteen years, 1t reaches £1,479 125, 1d. (£19,499 19s. 104, —£18,020 Ts. 94.). The yvears of actual
loss are only o very small percentage of the whole, and such adjustment would necessarily
aflect only a very small nuniber of taxpayers.,

73. The sums so arrived at and named for purposes of this report ““ Suspense Credits” would
be placed to credit of the taxpayer, not as the basis of any cash refund, but to be used as a set
off against any tax or taxes payable by the taxpayer in respect of future vears and for no other
purpose : if not so used, these credits would eventually revert to the Treasurer.

74. The A.M.8. method should not be confused with the  Carrying forward of Losses”
referred to in paragraphs 41 et seq. It is ancillary to, and not a substitute for, the scheme we
recommend. The amount of the * Suspense Credit ” is valued and definitely determined, by the
position in the year of operations: the value of the © Suspense Credit” in relieving tax is not
contingent upon the gains or losses of any subsequent year as is the case with losses under the
“carrying forward of logses” proposal.

‘

75. While this method is the closest approximation to correct adjusiment, we are not disposed
at this stage, to recommend t. Although losses are comparatively few—averaging about
one per cent. of total results—the method, though equitable, introduces an element of
complexity, would probably increase the cost of administration, and would not be easily
understood by the majority of taxpayvers.  To that extent it introduces an element of uncertainty,
and costliness—it. complies closelv with the fivst, but less closely with tlie other canons of taxation.
1t 18 not impossible that at some future date when a better knowledge of the science of taxation
prevails and administrative costs are lower the method with or without modifications may be
adopted with universal advantage, but taking a practical view of the matter, and for the reasons
already given, we feel unable to recommend its introduction at the present time,

CoMparaTive TaBres or FxampLes, sHOWING TAX PAYABLE UNDER SEVERAL METHODS.

Yoar. Taxable 4 Taxahle . Taxable ¢ { Taxable »
fncnmm Loss. J;u"mne: T.oms. Inr"on'\p.v Loss. i Tx;(;mu(:. Loss.
£ ! £ £ £ £ £

1 72 .. Cen 572 156 . 203

2 13 141 .. .. 70 25

a 3 655 .. 670 .. 579

4 222 558 e Hh63 .. 759

D 115 340 .. 722 .. 434

6 .. T2 . 388 .. 308 .. 203

T, 13 .. .. 246 156 . 25

.. 3 . .. 572 . 570 B4

9 .. 222 .. 141 .. 670 .. 759

0 .. 115 . 655 .. 563 S 434
11 .. .. .. fitat)

Totals .. .. 850 . 3,436 1,390 3,808 1,140 4,000
Average Taxable Income £35 £186 £267 £400
Tax payable under £ 5 d £ s d. £ s d £ s d.

PRA L. .. 2115 0 120 18 b 139 15 7 146 3 8
CFrL. .. . 2115 O 68 0 8 92 1 3 146 3 8§
RAM. .. . 1919 4 83 14 10 105 3 1 124 10 2
AMS .. 19 19 4 62 12 9 ] 8 3 124 10 2
S . . 20 010 Hh3 156 3 7519 2 127 19 2
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B T,
£ £ £ £ £ £ £ £
1 . 53 1,302 .. 2,611 .. 1,494
2 442 .. 382 2,624 4,8%6 ..
3 831 636 1,248 2,006
4 1,109 21 499 1,883
b} .. 82 347 2,005 1,871
6 30 1 2,259 24564
7 892 715 160 2,600
8 1,300 420 1,132 3,871
9 669 702 2,232 2,932 ..
10 275 143 2,534 2,417
11 119 142 3,079 . 622
12 813 . 1,703 1,460
13 1,330 2109 4,562
14 1,403 2,729 5,662
15 1,088 1,224
Totals .. 5,667 135 10,139 882 25,152 1,703
Average taxable Income £503 £617 £1,675
Tax payable under— £ s d £ s d £ s d
P.FM. 257 17 11 477 17 10 2,101 0 1
C.EF.1L. 251 8 3 445 9 b 1,450 9 11
R.AM, 202 4 9 404 3 5 1,808 6 3
AMS. 199 10 2 380 8 5 1,705 18 B
S.IL 192 4 6 349 12 6 1,547 5 10
Yeur Taxabl I Taxable |
Bl e 2088, Y Taxalle Tuxahle
Sl wee | B T | meae T
’ £ £ £ £ £ B £W
1 3,856 5,642 . 530 .. 1,482
2 2,9:_22 2,132 4,417 14,478
3 3,789 1,659 8,311 7,774
4 2,520 4,349 11,087 5,649
5 4,484 5,112 . 817 5,614
6 3,924 4,131 305 7,361
7 4,563 3,855 8,915 7,800
8 3,107 5,280 .. 13,003 11,613
9 3,982 .. 1,719 6,636 8,796 ..
10 531 1,936 , 2,754 7,262
11 1,894 5,170 1,195 .. 1,867
12 4,831 10,519 .. 4,380 ’
13 4,273 10,352 14,587
14 1,676 5,642 16,4957
15 5,525 2,132 3,679
Totals .. 51,886 67,912 1,719 56,673 1,547 7;8,(7301
Average taxable Income £3,459 £4,413 e L%,OS(} h
Tax payable under— £ s d £ s .’J;’ A . t 7 > d o s <1 -
P, 6,568 7 2 12,47 10 0 13,746 Y 10 1110
()Flf 0,5‘35 T 2 ]_’,(ﬂ.f 20 | 15,390 Y e
RAM 5,901 & 7 9,560 6 5 4 54t 3 19 10
A%\‘l.S. .. 5,801 8 7 9,370 19 2 Y, 6 709
S.1 .- 5891 6 3 9,199 15 ¢ 8,599 17 10 13,007 3 ¢
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BUMMARY OF ABOVE Exampres,

Number Avevuge Present: Garrviog a;\?llrziewifh Sieady
No. ol Anuunal Federad Fm‘”' ard of Susponse Crs, fnoome.
Years. tnconie, Method.
£ T A £ s d
A .. 10 Sh 2116 0 21 15 0 1919 4
5 .. 11 186 120 18 5 68 0 8 62 12 9
(! .. 10 867 139 5 7 9% 1 3 B 8 3
D . 10 00 146 3 & e 3 8 124 10 2
1 .. I3 H3 257 17 11 2 08 3 2 19910 2
i .. 15 617 477 11 100 445 9 5 : 380 8 b
G .. 14 LATG L 2,001 0 1) 1,950 9§ Lsos 6 3) 1,766 18 b
H . b 2111 ] 4302 13 10 D268 11 9l 2411 0 1
il .. 15 5450 | 6,568 T 2 6,56 21 50801 & 7541 8 7 5,891 6 3
1 . 15 LAL3 112447 10 012,312 2 061 9560 6 5| 937019 2 | 9199 15 0
Iy .. 11 5,030 113,746 9 10/153,300 O 5| 9345 3§ 8 89,220 17 6 | 8,509 17 10
¥ .. b 6,339 {28,738 11 10]24,210 7 8]19,499 19 10 18,020 7T 9 18,097 3 9
Total Taxes under 156 .. 69,089 6 262,968 6 10149,733 12 147576 0 7 46,612 8 10
respective methods | averaging
13 years
Relutive pereontages .. .. . 148, 135.09 106.70 102.07 100
|

76. The summary shows that in the twelve representative examples epitomized, having an
average of 13 years, the amounts by which the other totals are i excess of the total tax

(£46,612 8s. 10d.) payable by taxpayers having unfluctuating steady incomes of equal aggregate
amounts are—

£ s d
Present Federal Tncome Tax method (PEMY . .. 22476 17 4
Canrying forward of losses method (C.F.L.) . 16,355 18 0
Recommended Averaging method (I3.A.M.) . 3,121 3 3

Average method (with allowance for Suspense Credits) (AM.S) 963 1 9

The divergencies are 48:22 per cent., 3509 per cent., 6:70 per cent., and 2:07 per cent. respectively
as compared with the tax payable (S.1.) by the reciplents of steady incomes of similar volume.
The close approximation of the A.M.5. method to tha standard of the tax on steady incemes bears
striking testimony to its accuracy : it is closely followed by the miethod (R.A.M.) which for
reasons already stated your Commissioners recommend.

Lo The vecommended inethod complies with the canon of Uertainty.

7. When Adam Smith wrote that a considerable degree of inequality is not near so great an
evil as a swall degree of uncertainty, he had in view the capricious exactions of eastern potentates
and the overbearing demands of their underlings. The rule is not an exotic, Any scheme of
taxation should be systematic and easily understood by the people, © the quantity to be paid should
be clear and plain to the contributor.”” The scheme recommended by vour Clonumissioners is
easily undervstood ; for instance, taking two of the examples in paragraph 75, let us trace the steps
in determining the tax in (say) the twelfth year on the income of the eleventh vear in—-

B. K.
£ £
Income of the Tth year e Loss 246 .. . Jucome 8915
" woosy Stho, . " bT2 L .. o 13,003
M o Ith .. fncome 141~ .. | . 6,686
. o, 10th o o BBh LT s 2,754
. w oy Llth . ., Bh8 . 1,195
Total income for five years .. 536 .. .. 32,553
Average (Total divided by 5) .. 107 6,511
Rate of tax applicable to Average 58034 .. . 46-7790
Tax pavahle .. (58034 x 558) £13 9 10 (46-7790 x 1195) £932 18 5

The method is simple and uninvolved and such
|

7 as when once explained the ordinary taxpayer
can understand and follow.
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l/ea recommended method conplies with the canoi of Canvenience.

78, Unlike their British prototype, all the Australian Income Tax Acts have placed the basis
of liability on the income of the immediately preceding year. The scheme recommended by us
is in this respect Australian—it studies the time most convenient to the contributor by caleulating
the tax upon the income of the immediately preceding year and collecting it as soon as possible after
thé income on which it is based was eatned, eva the sur plus of & ,sp(-(m]iy good year lias been
dissipated by the profligate or lost by the speculative, and it studies the convenienee of the Treasury
by making the tax at once available without risking the losses which occur when the payments are,
as in the Umtod Kingdom, virtually spread over o number of years. 'i‘he British system throws its
tentacles into the third, fifth or seventh year ; the scheme recommended by us assesses the whole
income of the year at once and, the tax paid, the ihmsr s done with once for all. 1t avoids the
inconvenience to the coutvibubor and loss to the Treasury, inseparable from the British systen,
which in a year of abundance does not collect the {uﬂ tax in respect of the previous year’s income,
and in a year of depression offen seeks payment from persons who may be in financial straits,
insolvent or fugitive,

;__.

\/

4. The recominended method complies with the canon of Econoiny.

79. Systems can be conceived involving such expense in administration as to run counter
to the canon of Keonomy, which requives that ﬂm amount contvibuted by the taxpayer should
reach the Public Treasury with as little diminution as poesible, and that it shonld not involve
unnecessary restraint on trade or encourage evasion or cause unnecessary vaxation, * for though
vexation is not, strictly 'pwl\'nv expense, 1t is certaiuly equivalent to the expense at which a
man would he wd!:nf- to redeem himself from it.”

80. The cost of collecting the tax under the Method of Averaging recommended by tlis
Commission would be very little, if any, greater than under the present method.

81, Under 1t, inspection of practically all returns is iy sexative, b any system which
demands close examination of all veturns whether they at first sight exhibit profit or loss should
be welcomed M the Treasurer as ersential towards secing that m) revenue is lost by the “mere
glance ” now given by the receiving offi sty loss ” oreturns. We have been
mformed by the Federal Commissioner of Taxation that the Department does exnmine these
retims sooner or later to see if the loss is justified. T this be done expense la now involved in
the examination, and a closer and more l,m}m«ful evaradnation would eatail little or no extra
expense. If it he admitted that under any Taxation Act the ascertaimuent of incone is
lmpomdnf the averaging method carries with it no further obligation on the part of the Com-
missioner’s staff than the asce ning of the five years’ average- easy process involving
simple addition and simple division—seeing thai every figure enibraced in each progressive
quinquennium has under any thorough system of taxation uhuuiy been ascertained.

5 1o solne apans

52

)

82, The mechanical work of caloulating the tax by the Departiment has been unduly
magnified. When one remembers the large proportion of returns which contain composite

incomes—that is income from }L’,:’l‘,;amai exertion and incone the produce of property —-overy
one of which demands ander the Jmuwm method a two-fold e Jm'ﬁiou 0?’ tax, cach one of which
must be individually worked out, for the Departmental Ready Reckoner lends no aid, ;md il 1o

these be added the lar ge num her of returns froim lmL(nmmuy,),
which are not szulv taxable, and of companies who are asses
(@) & very large arvea 1u which under the present method spee
expressly made, not by the Departinent only, but by every ta
and (b) another area where the returns do net under either pr
require calounlation of tag at all.

Lates, h'ur,n:c;ships, and the like
ed at a fat rate, there are sean
sompitations uf tax must be
wer who chiecks his as sgessment,
went or recommended methods

83. In view of the statement made by the Federal Comnnnesioner of Taxation in his Seventh
Annual Report that © The average of income for purposes of an Licome tax assessmient would greatly
ncrease the adiministrative difficulties and costs hy introduac complexities frons which the
administration is now free, and it would considerably add to the difficulties of pavers in under-
standing their assessnent C

A

!
57 your Comnaissioners endeavoured (o obtaln au  authoritative
estimate of the cost of change, Fut the nformation received was 20 vague and unsabstantial that
we have been unable to make any use of it.  In his evidence hefore the Commission, the Pederal
Conunissicner of Taxation declared - When 1 tell you that the a Vu"zuz‘iug of Incomes will wnvolve
the doubling of our assessing staff, 1w not e:moyu(mnx» the position,” but when specific requests
were put to him to agcertain how his sstimates of costs had been aviived at, he swas forced Lo admit
“atis all g oguess, 1 am sorry to say, because we have not the figures, : Hu, Deputy Federal
Conumsuonel in Sydney estimated 1 he increase at possibly 85 per cent. of the present cost of
assessing, but he too was uxL.l le to submit any figures in su stantiation of his estimate. A witness
who had had fifteen years” experience in vespounsible positions as-a taxation officer gave it as his

o
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opinion that “under an average system there will be a little extra work, but this can he provided
for by strict supervision and reorganization. If the present system of arriving at average cost
values of stock 18 done away with, there will be a great saving, which can be offset against any
inereases in administration costs consequent upon the introduction of an averaging system.”
&t It has already been made clear that the method we recommend does not * introduce
cowplexities frem which the Department is now free,” and it is equally evident from the
illustrations o paragraph 77, as well as the general explanations given in this report, that the
scheme will not * add to the difficulties of taxpayers in understanding their assessments.” On
the contravy, it may pave the way for substantial economies. For instance: the intricate and
costly attempt to fix for purposes of taxation the price of live stock on grounds which neither
the principles of accountancy nor the practice of husiness approve can he modified or abandoned.
The seratiny of merchants” stock sheets can also without any loss of revenue be relaxed if the
method he extended to taxpayers other than primary producers.

<

80, 1t would require substantial increase indeed in cost—a very much heavier incrcase than

there is any reason to apprehend—to condemn a method so essentially equitable in principle and
easy of applicalion as that recommended by your Commissioners.

[LLUSTRATIONS.

86. A few examples founded on statements of actual operations furnished by witnesses
may be given to explain clearly the method of averaging recommended :-—(In each of the
following examples tax is computed at the rates on incomes from personal exertion at present
current under the Federal Income Tax Act).

Example 1 (actual case).

AL B. [&X D, E. ; F. . H. I
Recommended Averaging Method.l . Present Federal Mcthed.
) Taxable ']{:;;ﬂ') 1 ‘I:%‘ ::}: A(;ée;?i%z ]\"1:: ;:e ) Aﬁg:ﬁ;*% Egils’:\l"i\'l
Year. I‘v;::)r\xx_ree“f:r for loag) TTTI Rat}s Of "l ax Amonrnt 9( Tax Syspe_nse Rate of Tax y’]‘a{z on Met'hoq_with
> Year. Tears to date. axahle applicable to on_Taxable Credits, applicable to Taxable carrying
” Capacity, Average Tncome Income Tucome income forward of
(). (B) x (D). (B). (B) x (G). losses.
e £ *
L £ £ £ £ £
] . 14,818 14,818 14,318 | 77-4341 4,781 . 77-4841 4,781 4,781
2 . 6,498 21,314 10,6567 676970 1,832 .. 46-683 1,264 1.264
% o 608 21,022 7,307 57-8721 131 . 9+009 23 23
1 IR I PRV 21,891 5,473 40°1374 .. 5 . . ..
5 26,42 5,285 389345 735 .. 341229 644 630
6 15,459 3,092 249027 400 .. 297719 478 178
7 13,364 2,673 222218 407 .. 332783 610 610
8 7,279 3,456 272317 513 .. 34 -0B8Y 642 642
4 23,955 4,791 a6+7737 990 .. 476364 1.819 1,519
10 14,307 2,361 A3-4247 .. 499 . .. .
1 2,211 19-2657 48 .. &-9642 22 ..
12 2,413 205582 464 .. 397407 896 41
14 2,987 24 +2309 746 .. 524224 1,615 1,615
1 AN497 6,009 {41498 4,084 .. 85-7238 7,933 7.933
93] 60,170 12,034 716570 7,332 .. &7-3209 8,936 8,936
Average i ;
Annal i {
Tueoms .. 504 .. 29,613 28,278

* {'nh o
Federal et

omparison how tax is compuied under the present

Colimu * ¢ 7 phows the 7

nie Credita,  Thia method is nai recommended.
Coluno “ 17 shows how tax would be computed under the o rrving forward of losses method.

67. Frons the opening year the nermal working of the method recommended during the
injtial four and the eleven following years is shown in  column  © E7. The two
last years hLave been especially  prosperous, and the tax payable under the method
recommended 13 Increasingly heavy, being calculated on the rate (D) applicable to the taxable
capacity (U) attained during the five years of which it is the latest, on the basis of the income
(B) actually veceived during the year 1tself. Leaner years may be expected to follow, but the
prosperous yvears will continue to exert an influence on the rate of tax until in course of time they
fall out of the active quinquennial period. ’
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Example 2 (actual case).

A, B. C. D. . ¥, G & 1 1N
Recommended Avaraging Methed. Present Federal Metbod, 1’
_ Total Incoine | AYerage incoue — ' e | BROSENE
Year, Ix?c?)fx?tglir maff"ﬁ)i&"" of h:imrs' Rate of Tax .-\mou’n‘t of Tax! .,\‘Empe‘usa Rute of Tax ! f lri boree
{&) {B) (D} {Bh (B3 = () i
£ £ o £ ¢ ,
1 .. 10,444 10,444 10,444 66 9887 2,915 .. 66 -O88T
p .. 10,519 20,963 10,481 67-1136 2,942 .. 67241 |
3 .. 4,994 25,957 8,652 59 -6596 1,241 | .. 370725
4 . 1,687 21,644 6,911 1 49-3384 347 .. 15-9129
b} .. 8,032 35,676 7,136 507716 1,699 .. 563623
€ . 9,039 34,271 6,854 489736 1,844 . 614884
7 . 640 24,392 4,878 36+3303 97 .. 42137
8 .. 4,529 23,8717 4,785 357333 674 .. 340073
9 .. 8,927 31,167 6,233 45 +0002 1,674 .. 609754
10 .. 10,136 33,271 6,664 476940 3,014 .. 659154
11 . 12,315 36,5647 7,308 51 -8849 2,662 . 23647 i
12 oo 1T 6,812 29,095 5819 | 42-3513 . 1,202 . U
13 .. 8,436 33,002 6,600 47-3484 1,664 .. 58 5658 2,053 L5
14 . 10,915 34,990 6,998 49 +9850 2,269 .. 685112 3,416 .0 3,116
156 .. L. 7,886 16,968 3,394 26 -8350 . 882 .
Average
Annual
Income .. 6,700 Totals for 15 years .. .. 22,042 2,084 .. 25,553 23,602

88. From the opening year the normal working of the method recomunended is shown in
column (E).  For the treatment of the first five years of the initiation of the method sither now or
on the entrance of a new taxpayer into the taxable field, two proposals have been made, one only of
which commends itself to us, and isillustrated above. Underit, the first vear having no predecessor,
its income alone s treated as determining taxable capacity, and it is taxed at the rate appropriate
thereto. The second year averaged with the first determines the taxable capacity at the end
of the second year, and at the rate applicable to the taxable capacity the tax is caleuluted on the
actual income of the second year. Similarly the taxable capacity at end of the thivd vear is found
by averaging the three known years, and on the rate applicable to such average, caleulating the
tax on the actual income of the third year, and so on with the fourth and fifth vears. For the
sixth year the first year is allowed to fall out, and the tuxable capacity is obtained by averaging
the quinguennium containing the second, third, fourth, fifth, and sixth vears In every case
the basis of liability on which the tax is calculated is the last year of the quinquennium (or shorter
period if there he less than five years).

€0. It may be interesting if these examples be sumumarized

as in the table following
paragraph T5.

i

. Number l Average Present Carrying Recommended ‘ Averuge {

Ixample No, of Annual Federal Forward of Average i i

Yeurs. H iucorne. Mathod. Losses, Meihod. | !

i i

t |

. i i e ] & i

£ L £ & i L ;

1 15 6,727 29,613 28,278 22463 | 2Luon |

9 15 6,700 25,553 23,602 2,042 20841 |
Totals .. 30 6,714 55,166 51,880 44,505 | 2860 1 39005

i B !

| i

i i
Relative pereentages .. . 141 .43 133 JUE BV I/ 171D R ot

! |

50. Both of these cases show Suspense Credits as explained iy puragraph 72
Report, but these Suspense Credits are for reasons given in paragraph 70 entirely disre;
the method we recommend. The ageregate taxes pavable in these cases under the
recommended by us would be £22,463 and £22 042
is made for Suspense Credits.

ol this
vrded
tethod
respectvely.  In these fivures no allowance

1. Under the British averaging systen, tax on the income of wr euraing vear is in fact col-

lected in one, three, five, or seven instalnients spread over as many years, ‘I'hns, allied with another

feature of that system, under which the averaging is applied to Lusinesses as well ss individuals,
F.18031.--3
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involves intricate adjustments at the commencing; closing, or transferring of a husiness, ad]u%’&-
ments whicle are wholly unnecessary in the s Vsiom we vecommend. 1t will he observed that the
tax payable under the method rees »mnmwm] is always based upon the actual income of the
i (\("15'qtfi" preceding vear, in that vespect, following preciselv in the footprints of the Federal
and all : Austealian Htate svstems—so that the payment of the tax follows closely upon the
vear wn which the meome w as earned, the difference from those systems being that ‘the rate of
tax isg :!f\u"«rlmm—_é«‘« Iy the ™ t.zmtrahm apacity 7 of the subject ag disclosed by hig incoue © on a long
time basia 7 (in these cases up to five vears) instead of v the income fortuitously high or low of
the hmmediately precoding year.

paniy

Aanw Harbsiie,

The syatem of taxation which iz an unmixed blessing has not yvet been discovered, and it
may lm said that averaging as {ormerly unqutood thongh its beneficent intention cannct be
questioned, Tett mouch to be desired. but the scheme as herein recommended will show in com parison
with any others a vesolute advance towards 10(‘()()111&0(1 ideals. While it was quite true that in the
British averaging scheme undue generosity wag extended to expanding incomes and undue hardship
meted out to «1\\m«llnm incomes, this w as mdlnlv due to the creation by the. British systemn of
averaging of a * Btatntory Ineome ™ at variance with the true income (augmented or diminished
by the position of its tapering parts).  In the scheme now proposed, the tax is based on the actual
imeome of the immediately precedivg year, the rate only being fixed by the averaging period, and
should it be proved. which iz unlikely, that the rate is unduly nflated in any spec 1l and peculiar
case, the remedy could be supp lied by some provision on the lines of section 64 of the present
Act. This contangeney 1g 20 ramote that for practical purposes its consideration, be ‘,‘ond the mere
mention, can be distegarded. for in nearly all cases where a taxpayer has heen enjoying a larger
income in former vears any increment in rate consequent thereon when his income is lessened,
seeing that sach vate is apphed solely to his actual income of the immediately preceding year,
will not carvy with it genzible hardship.

OBIECTTONS TO THE SCITE!

93. Objections which may be voiced against the scheme recommended have aheadv
been anticipated i explaining and setting forth its advantages, bub there still can be said that its
adoption will iuvolve a reduction ‘in revenue. Any scheme, whether it he equitable or not, of
allowing for losses or grantivg relief or providing any other method whereby taxation is eased or
waived, necessarily depletes the revenne, so that even this cannot be specially urged against

the proposed change now advocated. ft is common to every scheme designed to secure relief
from wnjustly excessive taxoes.

1

Phe elaim made by primary producers is not for preferential treatment, but that they
‘mav he put on the same foofing as their fellow citizens receiving steadier incomes.  Their petition
is for release. not from just mv but from the inequity under Whlch they feel they suffer by reason
of unconfrollable circumstances and the failure of the present system to adapt itself to inescapable
fhictuations, and they alfivin that the measure of loss to the revenue which will follow if justice
be now done to them is precisely the measure of the 1njuatlce under which they have hitherto
lahoured and still suffer. In this statement of their position vour Commissioners cannot do
otherwize than eoncur.  Furthermore, the greater the loss to the revenue due to the introduction

of this needed veform, the more urgent is ‘the call for prompt and equitable adjustment and the
redistribution of the burden.

90, While seecognising the ne(cnmtv for nnmtammg the revenue required for public
services, we have not vet veceived such particulars as will enable us to estimate closely the sum
which mayvbeinvolved i giving effect to our recommendation, but the whole matter will be further
dealt with i onr Final !mnmt Meanwlile, it ought to be cmphaslnd that owr miinds have not
heen swaved hy ;nmhmr of individual or revenue loss or gain in the adoption of one or another
systern. . Wihile vot exelnding the revenue aspect, we have confined ourselves strictly to the
meuivy which the ln;zht Ifonorable the Treasurer has requested us to treat as specially urgent,
viz. - What amendiments are necessary or desirable with the view of placing the system of

(ax:\hfm upon A s sound and equitable basis, and particularly to the giving to primary pr oducers of
special consideration, &e.

86, The method we recommend—as defined in paragraph 61-—will aflord effective con-
sideration to primary producers, and may without alteration be extended to all or any section of
the whole hody of individual taxpayers immediately or as general demand and public poha y may
detevmine.  If this be enacted there will cease to he any need ior the giving of © spemal
consideration ™" to primary producers or any other taxpayers to whose assessments the method
is apphed.

[Nove.-—From this section of the Report Commissioners Kerr (Chairman), Mills,
and Duffy express dissent, Sec page 49.] ‘
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SECTION II.
TAXATION OF PROFLTS ON THE SALE OF MINING LIASES.

V7. Any one interested in mining who opens the Income Tay Assessinent Act

18 (1) (4), which allows all calls paid upon mining shares to be deducted from
might reasonably conclude that the Commonwealth Parliament looks u
as one which should be given specially favoured treatment.
' 98, That coneclusion would be strengthened by a reference 1o section 17 of th ,
which grants special concessions to mining companies by permitting caputal expenditure in neces BTy
plant and development to be deducted in yearly amounts based on the life of the e
Alternatively, a taxpayer is allowed to deduct income expended for
‘but for this section, would not be deductible from the taxable ncame,

94. But the evidence tendered to the Commission in Western Austral a sl
opinion in that State regards the income taxation of the Commonwealth in ity of
sarticularly gold mining, as one of
present an urgent need of the State. o 3 o

» 100. The position is that the famous gold-miining centre, Kalgoorlie, like ihe numerouns
smaller centres, finds its output of gold steadily declining.  The State output of gold, wh'eh i 1603,
the year of maximum production (not only for Western Australia, but also for the ‘oo eal iy,
was valued at £8,770,719, had shrunk in 1913 to a value of £3,723,183. Growing conte of procduction.
partly due to the greater expense of mining at lower levels, and still nore fo increased wages,
are tending to make gold mining unprofitable in the *“ Golden Mile” und elsewhere, althoagh e
mines are stimulated by the  precarious oxygen > of the existing premium on gokl,

101. The prospector is the hope of the industry. But the responsible chicfs of the indust v
seriously assert that the Federal income tax upon the profits of the sale of a mining lease.
the chief means by which a lucky prospector may reimburse himself for years of privation and
solitary toil, falls with such crushing weight that the best men ave discouraged. and some cannor
now be persuaded to undertake the work at all.

102, The Commission, at Kalgoorlie and at Perth, heard the o
industry, including some very experienced prospectors, all of wi
from the present high taxation should be given to the
or field.

103, Instances were given suel s that of o man who, after some years of skilled searchinge,
discovered a mine, the lease of which he took up and sold for £10.000. The Comonmwenltl
Income Taxation Department claimed £3,421 as tax, and the State claimed £2 1200,

104, This would be a very formidable deduction from the profit, even if the whole
consideration for the sale were paid in cash. Tt was represented, however, that a lay
consideration is frequently paid in shaves: that, for t
established market price, these shares are assumed
‘when the fact often is that at the time they are eitl \
‘price representing a small proportion of the face value, and that in such cases the imposition of
tax at the high rates above indicated leaves the solvency of the taxpayer at the discrerion of
the Commissioner. o

:
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105. Even without such discouragement, it is said ¢l
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by a life in which the onlv certainties are hardsl
rare.

bt capable prospectons never 1o
he younger generation wre attriesod

1‘;}).‘;. and the vewards, if <><’(':1:<i<m:zii.\‘ [EERHE SRTERT

106. Apart from section 14 (a) of the Act, and the definition of *
the proceeds of any business carried on by tl
Hease is specifically imposed under the
1918, The sub-section reads :

Tincome 7 whicl U fnetades
e taxpayer, taxation of the profits ou the sale of o
provisions of section 14 (df) inserted i the Fedoal Aol i
4, The income of any person shall inclade -

{d} Money derived by way of rayalty or honuses,
nature of preminms fines or foregifts demunded and glven in connesion witl
the amwunl of auy puyieid receieed by
after deducting therefrgm-—

(i) the part GF any) which, iu the opinion of the Connnissioner,
transfer of any assets lwlouging to the lessee; and
(it) so Jmu'h.uf any fine preminm or foragift paid by the Jessee o iy anconpt pact bv oo
lessee for the assignment or transfer of the bease as, in t) i :
18 properly attributable to the period of the lease
or transfer by the lessce,
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8 provision was oviginally inserted with o view to the
eases, but its wording 1s wide enotgh fo michude mininy
: v the Department. ) )
108. It was wrged on behalf of the prospectors that, in their case, the tay is @ tux on o
easual profit, and that, under Federal income  taxation practice, casual profits
within a specific provision, such as section 14 (d) above cited) :

(untess coriing
are not taxed,  That 12 (rie
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109. Two questions then emerge from the discussion on the taxation of a prospector’s
profits on the sale of a mining lease. The first is whether such profits should be treated as an
accretion of capital—a casual profit—and exempted from tax ; the second whether the profits
from such sales should be made the subject of special consideration. On the first question it
was specially contended that the infrequent profit of a prospector is, and should be, regarded as
an accretion of capital, and on that account non-taxable. '

110. Whether profits from the sale of a mining lease be properly regarded as capital and
not income, courts of law and taxation administrators agree thdt profits made in pursuance of a
man’s main business cannot be classed as accretions of capital. Nor is there any apparent
justification for treating such income as casual profit. A prospector is a man whose business it
is to seek for new mines, and, when found, to sell those mires, and, consequently, his profits do
not fall under the accepted category of casual profit. Under section 10 of the Act they are
treated as proceeds derived from sources within Australia of a business carried on by the
taxpayer. . , :

111. Ttwas further contended, however, that such profits should alternatively be treated
as deferred income eventually paid in a lump sum, and that the taxable sum should, for the
purposes of determining the rate of income tax, be divided by a number representing the
number of years during which the search had proceeded, and that the rate applicable to the
amotnt so found be the rate charged on the whole taxable sum. This contention is dealt with in
paragraph (121) of this Report. Such treatment could not, of course, be extended under the Act
as it now stands. s : .
' 112. The discussion so far has been kept on the simplest basis, by speaking only of the
“ prospector.”  The prospector, however, is generally equipped and maintained during his period
of search by a * backer.” That term should be read as meaning an individual, or a number of
individuals united under some form of contract, statutory or otherwise. To what extent relief to
a prospector would mean relief to the “ backer ” cannot be stated. o '

113. Again, if a fairly promising “ field ” is discovered, scores of leases change hands, the
transactions often involving large profits to specu ators and brokers or other company promoters,
who certainly cannot be regarded as having done anything eatitling them to special consideration.

114. The conclusion seems justified that, if relief from income taxation is to be granted o
the finder of promising mines or * fields,” that relief should be founded upon a view that the
work and skill of a prospector is so specially valuable to the community, that it should be
rewarded by granting him exemption, wholly or in part, from taxation of his profits. :

115. Referring specially to Western Australia, the only State in which evidence on the
question was tendered, the following statements are supported by the evidence :—

1. The mining industry, especially gold mining, is declining.

9. Tts revival and continuance will depend chiefly upon fresh discoveries.

3. The vital need is for a sufficient number of capabie prospectors. ; ‘

4. The incidence of Commonwealth and State income taxation is causing skilled
prospectors to abandon their calling, and is deterring others from entering upon
that calling. - ' '

116. As to points 3 and 4, it is probable that the evidence stresses too strongly the present
difficulties. The Governor’s speech at the opening of the Western Australian Parliament on the
928th July of this year, included a statement that—" The rains on the gold-fields have stimulated
prospecting, and 72 parties have been assisted and despatched.” The speech also stated that—
“The heavy impost on the sale of mines will be removed by an amendment of the Land and
Tnéome Tax Act.” o far as State taxation is concerned, it appears, therefore, that the grievance
complained of will shortly be remedied. - But the Commonwealth impost is much the heavier.

117. Our inquiries do not lead us to the opinion that prospectors should be specially and
peculiarly favoured by being granted a bounty or bonus in the shape of relief from taxation of
the profits of their business, though that is really involved in therequest for favorable treatment.
If at any time the payment of such a bounty were found expedient it should not, in our opinion,
be made in the form of a suspension of or release from taxation under the income tax law.

118. Tt is undoubtedly an injustice that the whole of the proceeds of a discovery
should be taxed at a high rate in the year of success, and that no allowance whatever should be
made for the years of unrequited toil which have preceded and contributed to the profitable
discovery. , :

RECOMMENDATION. o '

119. The prospector’s case will, in our opinion, he met if the methed of averaging income
over a period of five years as recommiended by us in paragraph 61 of this Report be enacted, and
we recemmend accordingly. ‘ ’

120. An illustration may make the matter clear. After four years during which the
prospector, a married man without children, earned, after payment of all expenses, £100, £160,
£200, and £150 respectively each year, he in the fifth year found and sold a mine for a sum
which, after covering all expenses, commission, and other charges, left him a net return of £10,000.
With this as capital, he started in business as (say) a storekeeper or contractor, and made in the
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sixth and following years net incomes of £500, £600, £700, £700, and £800 respectively. He
would at present rates be subject to Federal income tax as shown in Column H, which is
contrasted in Column H, with the tax under the present Federal method :—

A B ¢ D B G "
vera . Re ded Method. Present Federal Method.
Year. Tgloxra‘gl!lea Iyne(;"_;}?e T&t:zlbgg(g)xe AOte ﬁgee §1el§;gle cecommende: eLio TesSeI eqera. [ dalels
years to date. Taxable——Capacity. Raitie og"r%x Amount of Tax Rate of Tax r Taxab)
el | SRR | BRISE | Imaed
£ £ £ d. . £ s d. d. £ sd
1 Ni .. : .. .. .. .. o

2 b 5 : 2 51315 0 2 1 51507 0 2 2
3 58 63 21 5:2531 1 5 4 54899 - 1 6
4 Nil 63 16, 5.2211 | . . .

b 10,000 10,063 2,012 179924 749 13 8 (Per scale) 2,725 14 8
6 458 10,521 2,104 185811 35 9 2 8-0492 15 7 3
7 592 11,108 2,292 193361 47 13 10 8+9066 2119 5

-8 T00 11,750 2,350 201551 58 15 8 95977 27 19 10
9 700 12,450 2,490 210509 61 7 11 95977 27 19 10
10 800 3,250 650 92777 30 18 6 10-2375 34 2 6

13,313 985 6 2 .. 12,854 12 2

: © *121. The large income in the fifth year has ceased to exert a direct influence in determining
his taxable capacity in the tenth year, and consequently the rate of tax in column D has become

more normal.  During the ten years he would, under present Federal method, pay £2,854 12s. 2d.

in tax, as against £985 6s. 2d. under the recommended methed. His total income for the ten
~years is £13,313, or, including exemptions (not deductible from the steady income), £13,910, and
~if he had received a steady income of equal volume, viz., £1,391 yearly, the tax of £81 5s. per annum

- would have amounted for the period to £812 10s. In the foregoing the prospector has been treated

in exactly the same way as any other primary producer would be under our recommended method-—

_an illustration of its general applicability. The four years preceding the year of discovery were
- not necessarily spent in searching ; their income may have been derived from this or any other
avocation. His income from any source in Australia in the four years would average with the
“income of the fifth year. ~ It is highly improbable that his operations would in any of the earlier
~ years show an absolute loss, and consequently relief from excessive tax cannot in his case be
“looked for from the  carrying forward of losses ”” method.

c 122. There may arise, however, cases in which a prospector has been engaged in the search for
alonger period before meeting success, and if such cases be deemed matter for special consideration,
it may be suggested—though for reasons given in paragraph 110 we do not recommend-—that
. the Commissioner be given power, on production of satisfactory evidence of the duration of the
. search, to determine the taxable capacity of the prospector for the purpose of taxing the income
_.of the year of sale only, by using a divisor larger than five but not larger than the number of years
spent in the search. : o ' - :
123, Thusunderthemethod recommended by us, if this suggestion be adopted and it be proved
- to the satisfaction of the Commissioner (or the Board of Appeal) that the prospector had spent
~ seven years in the search, the tax for the fifth (now the seventh) year would be (assuming the
- first two to have been unprofitable) : 5 = average, or taxable capacity, for that year, £1,438,
~ the rate on which, 14.3917 pence multiplied by 10,000, gives the tax, £596 13s. 1d., being a
- reduction of £153 0s. 7d. on the amount shown for that year in column B of the table. Other
_ Years would remain as shown in the table. If the prospector should leave the country, taking
;{thlS gains with him immediately after realizing on his discovery, the position is exactly the same
8 with any other person who retires from business and leaves Australia—the source of his
- Income and his residence being then both outside of Australia he is not any longer liable to
ederal income tax. The tax paid by him in the sixth year in respect of his income of the fifth
ear is a full discharge of his liability to the Commonwealth in this regard. '

o124, Tf portion of the consideration for which the mine is sold be partly or fully paid-up

:Share.s in a company or syndicate or any other actual or contingent payment, the actual value at
the time of sale of such shares or other payment should be included as part of the income and be
Xable accordingly. :

.. 125. The profits of backers and speculators do not call for consideration other than that
Which would be extended to other taxpayers by general application of the average method recomi-
mended by us. . .
o126, The question of the taxation of casual profits generally will be dealt with in a
Subsequent Report.. ' -

[NoTe.—From the recommendation in this section Commissioners Kerr (Chairman),

Mills, and Duffy express dissent. See page 49.] :
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SECTION IIL
BONUS SHARES.

127. The taxation of what are called bonus shares, at ledst in sonie of their forms, was the
subject of strong protest by many witnesses. A% present income tax is levied on such shares under
the authority of section 14 (b) of the Income Tax Assessment Act, which provides that :(—

The income of any person shall include— Y Co o
(h) dividends, interest, profits or honus credited or paid to any depositor, thetivber, shareholder, or debenture-
holder of a company which derivesineonie from a source in Australia or of a company which is a
shareholder in a company which derives income from a source in Australia, but not including a
reversionary bonus issued on a policy of life assurance. .

128. The practice is to treat the amount represented by the face value of the shares as
income for the purposes of the tax, irrespective of market value, if any.

129. The distribution of bonus shares arises from the * capitalization” of amounts
representing — o v

1. Trading profits of the current year. o
2. Trading profits of previous years which have not been distributed in the form o-
cash dividend.—
(@) made prior to lst July, 1914 ;
(6) made subgéquent to lst July, 1914,
3. The increased va'ue of fixed or * capital 7 assets.
4. The gains on the sale of fixed or “ capital 7’ assett,
130, All the witnesses who touched the subject agreed that bonus shares issued in respect
of the sale or writing up of fixed or capital assets (items 3 and 4 above) being indubitably of capital
origin, sheuld be regarded only as aceretions of capital, and should not be subject to tax in the
hands of either the company or the shareholders. The taxation in the hands of shareholders
of bonus shares issued in respect of ™ undistributed profits,” and this term must be taken to
include profits under both the headings 1 and 2 above, though Hem 1 was rarely mientioned,
was regarded by most witnesses as reasonable, or at least not open to the same objections as
exist in 1tems 3 and 4 above. s ) ‘ ‘

131. But the following considerations should be taken into account — :

(@) Undistributed profits, before issue in the form of shares, are first in accordance

. with powers conferred by the Companies Acts converted into capital,

(6) Capital 1s not a proper subject for taxation under an Income Tax Aet. :

{¢) Those undistributed profits have already been taxed in the hands of the company.

(d) If shareholders are to bear an additional tax on these amounts when converted
into capital and issued as shares, it is obviously necessary to show that the
issue has 1h sorme way added to the shareholder’s taxable capacity.

132. Asio (@) and (b), the question of conversion into capital of what was originally income in
the hands of the company has been recently considered hy the House of Lords in the case of
Comarissioners of Inland Revenue v. Blott, Commissioners of Inland Revenue . Greenwood
(comrmonly known as Blott's case), where it was held that a resolution of a company effecting
that conversion is ** good as against the whele world, including the Crown, claiming or taxing for
any other purposes.” (Twmes Law Reports, Vol. 37, No. 26, June 17th, 1921.) The judgment
in Blott’s case is that of a majority of the House of Lords, which confirmed the judgment of the
Court of Appeal and the Court of first instance. : : ,

133. As to (¢) and (d) the difficulty to be faced by advocates of the taxation of bonus shares is
more formidable.  The issue of the shares does ot alter the proportion of the shareholder’s interest
m the company, and adds pothing to his taxable capacity. In the words of Viscount Cave in'the
cage ahove cited, © The fransaction took nothing out of the compéany’s coffers and put nothing
into the shareholders’ pockets ; and the only result was the company which, before the resolution,
could have distributed the profit by way of dividend or carried it temporarily to reserve, came
thenceforth under an obligition to retain it pevmanently as capital.” If the company had gone
to voluntary liquidation, the next day, the shareholder’s interest in the distributable surplus
would have been neither more nor less than it would have been if the shares had not been issued..

134. In a few instances, it may be true that the aggregate market value of a sharcholder’s
bholding would be slightly greater after the bonus issue than before, and, if so, the taxable capacity
of the shareholder would be increased to the extent of that margin. The rarity of such instances
may be inferred from the fact that such a contingency was not suggested in any one of the five
judgments delivered in the House of Lords in Blott’s case.

RECOMMENDATION. ~e

135. On the grounds specially that benus shares are capital and that the issue of those
shares affects neither the proportionate intersst of the shareholder in the company nor his taxable
capacity, the Commission is of opinion that bonus shares should fiof be treated as liable to income
tax in the hands of the recipient sharsholders. : T '

136. As to the revenue effect of that course, the Federal Commissioner of Taxation stated
that the company rate was fixed as vepresenting a fair average of the rates paid by individual
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shareholders. The more accurately the company rate reflects the true average of shareholder’s
rates, the less will be the effect on the revenue, but there are two factors, each of which
will have an adverse revenue effect.

137. The non-inclusion of honus shares in the recipient’s taxable income, from the fact that
their value would not become operative in determining the aggregate taxable incorne of the tax-
payer, would result in the rate of tax chargeable to him being less than it would be if the bonus
shares were treated as taxable in his hands.

- 138. Under the presentmethod of allowing rebate to a shareholderin his assessment inrespect
of a dividend upon which the company has already paid tax, he is only allowed (section 16 (2) (a)
of the Act) a rebate in respect of the amount paid by the company at his individual rate of tax
when it is less than the rate paid by the company. This practice means in many ceses some
revenue gain, which would have to be foregone if bonus shares are not taxed as income in the
hands of the recipients.

139. There is, however, one situation as to which provision would have to be wade in order to
prevent certain company trading profits escaping taxation altogether. That is the case in which
profits of the current year are mimediately capitalized and issued in the formi of bonus shaves.

140. This practice is speciallyliable to e followed in cases of large businesses in the form of
proprietary companies, either ** one man” companies or companies owned by a small munber of
persons. The Commissioner of Taxation peinted out that, as the Act now stands, under such
circumstances a company would not be liable to taxation, and if, in accordance with the above
recommendation, the shares be treated as capital, the shareholder would he untaxed. The
provision to be made to meet this situation should preferably be in such a foru as to make taxable
the profit in question while it is still income in the company’s hands.

[Nore.—From the recommendation in this section Comnissioners Farleigh and Dufly
express dissent.  See page 39.]

SECTION 1V.
BOARD OF APPEAL UNDER THE INCOME TAX ACT.

141. There was perhaps no single subject upon which such unanimity of opinion was mani-
fested by witnessss as upon the necessity for the appointment of a tribunal, other than a Court,
to deal with the numerous cases under the Income Tax Act in which taxpayers dissent from the
decisions of the Commissioner, but for various reasons are unable or unwilling to assert what they
elieve to be their rights, in a superior Court. ‘ ‘

142. The present position is that the Income Tax Assessment Act (section 37) provides that
a taxpayer who is dissatisfied with an assessment made by the Commissioner, mav lodge an
objection in writing, and, if he is also dissatisfied with the decision of the Commissioner upon the
objection, he may ask the Commissioner to treat his objection as an appeal, and forward it ** either
to the High Court, the Supreme Court, or a County or District Court of a State, or such other
Cowrt as is specified in that behalf by proclamation.””  Suh-section (6) of section 37 prechudes the
proclamation of any Court of status inferior to that of existing District or County Courts, and, in
practice, the choice of the taxpayer lies between the High Court and the Supreme Court of a State,

143. The expense, delay, and risk of proceedings in the superior Conrts ave said to deter tax-
payers (particularly where the amount involved is not large) from seeking a Jwdieial deferniina-
tion of points at issue between themselves and the Taxation Department, and some witnesses
considered that there were occasions on which departmental officers had taken advantage of this
reluctance. It is contended also that, in many cases, no point of law arises, hut the issue is one
- depending upon differing views as to facts. All the witnesses were agreed that, where a question

of law is involved, an appeal should lie from the suggested Board of Appeal to the
or a Supreme Court.

144. As to the nature of the tribunal to be made available to taxpavers, there were a few
exceptions from the general view. Two witnesses preferred the County Conrt to any tribunal
specially appointed to deal with taxation matters only, and in Western Australia, where there are
no Courts corresponding to the District or County Courts of other States, and where the pactice
is for the City Magistrate of Perth to adjudicate upon appeals from declsiong of {he State
Commissioner of Taxation, some witnesses favoured the jurisdiction of magistiates to deal with
all such cases, Federal and State.  One obvious objection to the imposition of
existing Courts is that they already seem overloaded with current law work, and another objection
is that the evidence taken by the Commission disclosed a very widespread desice for o tribunal
}ess hampered by technical rules of evidence and proceduare than ave the oidi
There is undoubtedly a general belief that such a tribuna! would be cheape
more speedy in its methods, and would give greater satisfaction to the tas

=

Hfgh Clourt

pew duties upon

Courts of faw,
more divect, and

T RECOMMENDATION.

. 145, The Commission is of opinion that it is desirable to constitute a Board of Appead on the
lines suggested by many witnesses, that is, a tribunal of three persons wiih Lixed (e for a ferm
of five. or seven yeurs, one of whom should have preferahly, but not necessarily, knowledge of
law, one general commercial experience, and one experience in aceouniancy. ‘ )
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146, Many witnesses suggested that such a Board should be appointed in each State.  Expe-
rience alone ean supply the data for a safe judgment as to the number of Boards which would he
permarently vequived.  Amendments of practice, for example the early issue as :um«)unced. m
the Taxation Commissioner’s evidence of the departmental rulings and interpretations affecting
taxpavers and also poss ble amendments of the .aw in consonance with recommeundations of the
Comnmission, may reduce the volume of disputes between taxpayers and the Department.

7. In the opinion of the Commission, the wisest course as a beginning will be to appoint
one Board.  After making allowance, so far as possible, for a probable reduction in the number of
appeals from the Commissioner’s decisions, the experience gained by the worldng of the first
Board would within a reasonable time enable a decision to be reached as to whether and to what
extent the constitution of additional Boards would be justified.

148, The ission is satisfied——
2. The Commission is satisfied
Lst. That with the present heavy burden of direct taxation it is imperative that some
action be taken to allay existing discontent by giving taxpayers access to an
independent tribunal (with a simple and inexpensive procedure) for the determina-
tin of disputes with the Department.
Znd. That the expense of maintaining a tribunal to meet the clamant requirements of
taxpayers is abundantly justifiable,
Srd. That there 18 no justification for the immediate creation of a number of Boards,
some of which might become redundant.

L) Tt may be impossible to afford at once all the facilities desired, but taxpayers will no
doubt appreciate the inauguration on careful lines of a veform, the machinery of which can be
extended as experience warrants, )

150, The Board when appointed should be given power to deal with appeals in all matters in
which the Commissioner’s discretionary power is not subject to review [with the exception of purely
administrative matters, such as preseription or delegation of powers, (sections ba, 6, and 7), power
to require vetures, make default assessments, &e., &e. (sections 28 (2), (3), 29, 32, 41 (2), (3), 42,
464 (2). DO, B2 (f). B2a (d), 55, 56)], and generally with all matters in which taxpayers are

5t
dissatisfied with the Commissioner’s decision, including those in which there is now a right of
appeal to a Cowrt under section 37 of the Income Tax Assessment Act.

51, The Commission approves of the view generally expressed by witnesses on the subject,
that the Board’s decisions as to matters of fact should be final,

152, 1t s considered that it should be the duty of the Commissioner to forward an
objeciion to his decision to the Board when requested to do so by any dissatisfied taxpayer within
S days of the receipt by him of such request,

153, The parties should have the right to appear before the Board in person, or hy
representative.

154, With a view to discouraging appesls to the Board on unimportant issues or on frivolous
or unreasonable grounds, it is suggested that the appellant should he required to deposit a
prescribed fee at the time of lodging an appeal. In the event of the Board congidering the appeal

frivoh)}ls or unreasonable the Board shall have the power t0 order the {orfeiture of the whole or
part of the fee.

EB5. 1t is. perhaps, hardly necessary to say that it is not intended—
() "That the Board should have administrative functions :
AN AT . B T s g
{h) That a taxpayer should have access to the Board except by way of appeal from a

decigion of the Commissioner ; or,

A Tha - 1 [ a taxnaver f 11 3 W f - ¢ ST '
(¢} That the right of a taxpayer to appeal either direct from the Commissioner or from
the Board to a superior Court should be in any way restricted.

O . . : . .

~ 1560 The Board would, of course, be given all powers necessarv for the exercise of the
jurisdiction to he con ferred upon it.  Among special powers, it is recommended that the Board
be given the right, when it thinks necessary, and after hearing the parties, to state a case for

determination of the High Court, the expenses of the proceedings before the Cowrt to be borne

by the Crown,

4 AI-).Z b cases also where a taxpayer succeeds in proceedings belore the Board, and the
o e T e g . e Yoy - P ! . Y s

Comnussioner of Taxation appeals to the High Court, it s recommended that irrespective of the

vesult the whole expenses of the proceedings i the Court be borne by the Crown.

158, A taxpayer desiring to appeal to the High Cowrt from a decision of the Board should, in
our opmion, have the right to apply to the Board for a certificate (which the Board should have
Aiserefionary pewer to grant) that the matter is one of such general importance as to warrant the
pavment by the Crown of the appellant’s taxed costs of the appeal (but not exceeding an amount
to be specilied by the Board), and that, where such a certificate is issued, the Crown should assume
responsibility for payment of taxed costs up to the amount so specified ; ‘

159, Tt may be said that, where there is an appeal to the High Court from the Board’s
decision, either by the Crown, as represented by the Commissioner of Taxation, or by a taxpayer,
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the decision as to whether the matter in issue is one of such general importance as to justify payment
of costs by the Crown, irrespective of the result, should be for the High Court, and uot for the
Board. The Commission has considered that point, and is of opinion that the responsibility for
that decision should be intrusted to the Board. If left to the High Court, a taxpayer would
not know until final judgment had been given whether or not he would have to bear the whole
costs if he failed, or the difference hetween taxed costs and costs between solicitor and client if
he succeeded. The Commission is of opinion that this uncertainty and risk would have the very
undesirable effect of reducing to a large extent the accessibility and value of the Board to
taxpayers, as a taxpayer would be likely to refrain from approaching that tribunal if he knew
that, in the event of a decision favorable to his elaim, the Commissioner of Taxation would alinost
certainly appeal to the High Court. A taxpayer might equally be impelled to refrain from
approaching the Board by the consideration that, if Le failed there, any appeal to the High Cowrt
would be wholly at his own risk, although the point at issue were one the decision npon which
would be of wide application.

160. With the discretionary powers recommended to be given to the Board, there shoald

be an adequate safegnard against frivolous or unreasonable appeals to the Hhigh Court ut the
expense of the Crown.

161. The British Commission made a recommendation similar 1 effect 1o those
above. The paragraph in which they deal with the matter reads as follows
(694) ©* With regard to costs, it is argued that an important point of principle may
be raised by an appellant who is not financially strong enough to take the visk of fighting
his case through to the highest Court, and that for this reason points of privciple may
sometimes be decided by default rather than by judicial determination.  On the other
hand, it is pointed out that if it were laid down as a rule that, where a case is carried
from a Court of First Instance by the Revenue, further costs on both sides would he
paid by the Crown, litigants wounld be encouraged to take  fighting points ™ to the
High Court by the knowledge that if they obtained a favorable decision in the first Court
they would have a comparatively light bill of costs in any subsequent proceedings. 1t
is to be remembered that costs paid by the Revenue are ultimately bome by the general
body of taxpayers. We have considered this matter very carefully, and have horne in
mind that the Revenue authorities in certain test cases consider the circumstances of
the appellant, and by agreement, at their discretion, pay the costs of hoth sides; but
we do not think that this is enough, and we therefore suggest that, where the tawpayer
has taken the case to the High Court, and has obtained « decision in his favour in thut Court
or the Court of Appeal, the Revenue, if they decide to take the matter higher, should pay the
costs of the taxpayer as well as their own 1n the higher Cowrt.” o
It may be remarked that the High Court referred to in the paragraph quoted is not, as in
Australia, the final Court of Appeal, but the Cowrt to which such cases would in the first
instance be taken.

!HE‘U{U

162, Another function which, in the opinion of the Commission, should be intrusted to the
Board is that of deciding the extent of remission of taxation (if any) which should be granted to an
applicant under the relief section 64. That section constitutes, as the Board to deal with such
cases, the Commissioner, the Secretary to the Treasury, and the Comptroller-General of Customs.
No imputations were made against the fairness and capacity of the existing Board, but there
were namerous and strong expressions of a desire on the part of the public, that applications wuder
section 64 should be decided by a Board, the members of which are indevendent of Commonwenlth
Departments. Three specific complaints were made against the present arrangement, namely-—
first, that long delays are too frequent; second, that, from the absorbing nature of their other
duties, the public officers now forming the Board under the section cannot atford to give the tine
‘requisite to deal promptly and effectively with the cases arising ; and, third (this was given great
emphasis), that taxpayers have no right of appearance before the Board. As to delavs,
number of specific instances were submitted to the Commission, and, although the Departiment
showed in a general reply that these are sometimes due to the taxpuyer’s failnre to supply
information promptly, there was clearly o considerable residue of cases in which the taxpayer
was not the cause of delay. ‘

-

SECTION V.

: DOUBLE INCOMIE TAX.

163. The Commonwealth scheme of Income Taxation applies only to incomes arising within
Australia.  The British scheme, like that. of Tndia, Canada, and Newfoundland, tules o wider
sweep and taxes incomes of residents whether those incomes avise within the country of residence
or elsewhere.  For the purposes of the British Income Tax, a vesident is a person who lives within
the British [sles for six months in any one year.  The British system leads inevitablv to denble
taxation of incomes gained in Australia by a person resident in the United Kinedom

: iny as o both
Commonwealth and British taxes are leviable.
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164, This donble thxation, that ia in hoth the Dominions and the United Kingdom, of the
profits from Donmunion investiments nwhed hy persons resident temporatily or permanently in the
United Kingdom, had heen a subject of complaint for many years before the war. During the
war the rapid inerease of pates of taxation throughout the Fanpire transformed a chronic but
not vers severely felt grievanee into one murch more acite,

165, In 17 the cubject was discussed at the Imperial War Conference, which passed
the following resolution :

“That the present system of double income taxation within the Empire calls
for revies 1 relation.

(1) to lirms i the United Kingdom doing business within the Overseas Dominions
India and the Colonies ; : : ‘
{2) to pivate individuals vesident in the United Kingdom who have capital invested
clsewhere in the Empire, or who depend upon remittances from elsewhere
within the Empire ; and ‘ ‘
(3) fo its influence on the investment of capital in the United Kugdom, the
‘ Dominions and India, and to the effect of any change on the position of British
capital invested abroad. ’

166, The Conference, therefore, urges that this matter should be taken in hand imme-
dintely alter the conclusdon of the war, and that an amendment of the law should be made
which will remedy the present unsatisfactory position.”

67, T 1976 and 1918 & partial remedy was provided wholly at the expense of the British
Vixebequer, and when in 1919 a British Royal Commission was appointed to inquire into Income
Tax, arrangements were made for a Conference between the members of the Commission and,
vepresentatives of the Dominicn Governments in order that the views of the Dominions might be
ascertained on the subject of Double Income Tax within the Bmpire. The Commission selected
eight of ite members as a sub-Committee to confer with the Dominion representatives ahd make
a report to the main body, At the Conference which followed, Australia was represented by
My, G 3L Buibbs, C MG (then Commonwealth Statistician), and representatives of Canada,
India, New Zealand and Houth Africa also attended. After prolonged discussion, the sub-Com-
mittee adopted and the Commission later indorsed, a recommendation in these terms:—

“ Tustly, that in respect of income taxed both in the United Kingdom and in a
Dominion, m substitution for the existing partial reliefs, there should be deducted from
the appropriate rate of the United Kingdom Income Tax (including super-tax) the whole
of the rate of the Dominion Income Tax charged in respect of the same income, subject
to the limtation that in no case should the maximum rate of relief given by the United
Kingdom exceed one-half of the rate of the United Kingdom Income Tax (including
super-tax) to which the individual taxpayer might be liable ; and, secondly, that any
further velief necessary in order to confer on the taxpayer relief amounting m all to the
lower of the two taxes (United Kingdom and Dominion), should be given by the Dowinion
comeerned,’” .

LG8, The Federal Commissioner of Taxation has informed us that this recommendation has
been necepled by all the Dominions except Australia, and has been made operative in Great Britain
¢ far az the relief from Double Taxation to be aflorded by British authorities is concerned.
The question whether Australia should adopt the recommendation of the Royal Commission and
hearats shave of the full measure of velief which is suggested has been fully considered by us.

169, The Federal Commissioner of Taxation in his evidence before us expressed the view that
if the Commuonwealth entered into the arrangement, Australia should abandoh its pregent method
of faxing only incomes which arise in Angtralia, and in future should also levy taxes on the
ox-Avatralin imeomes of its residents.

it We consider that there is no essential relationship between these two matters (the
adoption of the British Royal Commission’s recommendation and the taxation of ex-Australia
fncomes) ad - that the adoption of either one of the suggestions should not be regarded as
necossarily dependent upon the adoption of the other. ’

Fed There is however, a revenue aspect.  The estimate supplied to the Commission as the
presett annual cost to the Commonwenlth and States of adopting the arrangement with Great
Britain g £45,000. The mode by which this and any other reduction in revenue, consequent
npon the adoption of our recommendations, may be made good will be dealt with in a
subsequent veport. There ave, however, other considerations which in this instance
may be as impovtant as those of revenue, Apart from allaying the irritation which
s still delt. though in a lesser degree than that which found. frequent and vigorous
expression before the present measure of relief was afforded by the British Govetnment,
the opinion waz freely voiced by several witnésses that Double Income. Taxation
(even the lower measure which now operates) acts as a distinet deterrent upon the investment
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of British capital in Australia. No very precise estimate could be formed from the evidence as to
the extent to which Double Income Taxation operates in this direction, since it was admitred by
witnesses that other factors may have contributed in specific instances to the actnal or threatened
withdrawal of capital froin investment in Australia.

172, There i3 a further aspect of the subject which should be borve in nind.  The
concession which the Commonwealth is asked to make in the proposed arrangement, may, in our
opinion, be rightly regarded as a practical expression of the spirit of reciproc ity which, as far as
possible bhOlﬂd govern the transactions between fellow citizens of the Enipire.

173. The whole theor y of the British arrangement is that the Kmpire should for certain
important purposes he regurded as a unit, and that while each self- -governing portion retains
its fall right of imposing taxation ab its own rates and within the limits which itsell fiy xes, from
the point nf view of members Jlnp of such an Frpire no taxpayer can consider himselt a sovieved
if his total taxation, where he 13 taxed by more than one authority, does not rxeeed b Li,«.:}u,i
of the two taxes.

174, The question so far has been of tniportance only as between the Dominions and Great
Britain,” but in the futwre it may hecome of moment in the relations between one British
Dominion and another.  Canada, for example, taxes incomes on the same bagis as (Great Britain,
and if it became advisable im Australia to Pmu into such an arrangement with (mmda as the
Commonwealth is now invited to make with CGreat Britain, there Svould necessarily be sone
hegotiation as to the amount of relief to ta xpayers to he affor ded by each of the two Governments.

175, The relation of the Australian States to the British proposal is a matter which should not
be overlooked. -While the Commonwealth was represented at the British Conference, it does
fiot appear that the States, as such, had any represenfation. [t is elear, however, from cable advice
recently  teceived by the Federal UGovernment that in u»mpu‘mw relief  from Double

Taxation of Income, the British scheme tales into acconnt hoth Commonwealth and State taxation.

It is, therefore, very desirable that if the Commonwealth joins in the reciprocal arrangement,
edih of the State Governments should give early attention to the subject with a view of defmmg
_itaposition; as evidently the guestion must arise in a ]*mctlml forni so soon as the Commonwealth
‘gives effect to the proposal.  The fact that different States levy different rates will not create any
ractical chﬁicnlts for it is recognised that such differences will exist, and it will be merely a
juestion of arriving at the proportionate contributions to be iade by the Commonwealth and a
tate or Btates respectively, where the deduction made in Great Britain is not sufficient to provide
_complete relief against Double Taxation.

: 176. We are in accord with the opinion expressed by The British Royal Commission
i dedling with these st ibjects (see paragraph 69 of their Report)
69. We are of opinion that any sound solution of this problem should have vegard
to the following principles «

{0} That where [n(:e;),no Tax is charged on the same income hoth in the United
Kingdom and in a Dominion the total relief to be given should he equivalent
to the tax at the lower of the two rates of tax mq)osml

(0) that there should be no intevference either by this country or by a Dominion
with the basis of assessment adopted by any other pdlt of the Bmpire, and

L further that the settlement should be independent of increases and decreases

el in rate of tax, and alterations in the bases of assessment, whether here or in

the Dominions
(e) that o far as may be practicable, relief should he given before paviment of tay |
{d) that 8o far as is possible, the uthn&fm(‘nt should he made in the country where
the taxpayer vesides ;
(¢) that there should he no mtérpaynments of tax between the Government of the
United Kingdom and the Governments of the respective Domintong,
RecommenparioN.

177, We recommend thercfore—-
- 1. That in respest of incomes iaxed both in the United Kingdom and the
Commenwealth, in all cases where the deduction at present allowed from the
United ngdom tax is not in itself sufficient to insure the payment ouly of an
amount equivalent to the higher of the two taxes, the Commonwealth Gevernment
should grant such further velief to the taxpayer as will effect that end.

2. That consequent upon the adoption of this recommendation, the Commenwsalth
and State Governments should mutually agree on the que&;twn of proporiisnal
deductions from their respective taxes in all cases where complete relict from
Double Taxation is nst entirely secured by the deductions under the British
law,

[Nore—TFrom pavagraph 170 in this section Commissioner Dulfly expresies dissent.
See page 40.]
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SECTION VL
TAXATION OF LESSEES ESTATE IN CROWN LEASEHOLDS.
L78. While we are agreed that in principle there are substantial grounds fornot diseriminating
i Faxation hefween interest in Freeholds and interest, in Leaseholds, we are unable at this stage
to recommend the continuance or otherwise of Taxation of Lessee’s Hstate in Crown Leaseholds.
This issue will find appropriate place in the recommendations of the Commission on the subject of
Lavd Taxation as a whole which will be included in our later report,

SECTION VII.
GENEBAL EXEMPTION AND ALLOWANCE FOR CHILDREN UNDER THE
INCOME TAX ACT.

179 A considerable volume of evidence was tendered ou the question of the amounts at
which the general exemption and allowance for children should be fixed, and widely differing opinions
on the subject were voiced by witnesses.  In the majority of instances, the suggestions made
seemed to he prompted by the view that the present cost of living justified an increase in the
amounts fixed i the Federal Income Tax Assessment Act, apparently on the assumption that the
present deductions of £100 (diminishing by £1 for every £5 by which the income exceeds £100,
and so vanishing when the income reaches £600) for a single person without dependants, and of
L1606 (diminishing by £1 for every £3 by which the income exceeds £156, and so vanishing when
the income reaches £624) for a married person, and £26 in respect of each dependent child under
sixteen vears of age, had been fixed with special reference to the cost of living at the time the
Act came into force. Tt is not safe to infer that these deductions were fixed originally with such
degree of conformity to an unimpeachable standard or established principle as to constitute a
reliable guide in fixing the deductions which might suitably apply under the altered conditions of
to-dav.)

180. Nor do the various State Acts disclose any generally accepted guiding principle. The
following is a swmmary of the provisions of the State Acts. (For a fuller statement see
Appendix 3.)

THE

General Exemption.
T e - Allowance to Chilidren.

iross Ameynt, Hpecial Condition,

New South Wales | £250,. £50 in respect of each dependent child under

18 yvears of age

Vietoria

Queensland

South Australia. .

Western Australia

Taamania,

£150.  Assessments not
issued on incomes not
exceeding £200

£200 ..

£150

£156 for married person
or person having a
dependant

£100 for single person !

L156 for married pérson

£200 for married person,
if returned soldier

£125 for single person

£156 for single person,
if returned soldier

If taxable income does
not exceed £500

Diminishes at the rate |

of £l in every £4.
Disappears when in-
come reaches £1,000

Where the income
chargeable from all
sources of a tax-

payer who is married
or has a dependant
amounts to £157 and
no more, the tax
pavable by him shall
not exceed £1

See Appendix

Nil. New Bill drafted provides for £26 in
respect of each dependent child under 16
vears of age

£26 in respect of each dependavt* under
16 years of age, if tazpaver’s income does
not exceed £800

£15 in respect of each dependent child under
15 years of age, if taxpayer’s income dves
not exceed £H50

£26 for each dependent child under 16 years
of age

Deduction of 6s. from tax for each dependent
child under 16 years of age, if taxpayer’s
income is under £350

* Norvw.---An allowance of £26 & also made in respect of a wife and every refstive by blood or warriane of the taxpayer ordinarily resident in Queenstand

if sneh wife or depsndant is wholly mpintained by the taxpasver.

Queensland whose net ineame daes nok exeeed £800 if such relats
pacitated, either by sye
income excends £300, the ahave al!

it

There iz aleo an allowance of £26 for a female relative of the ta: 83
e resides with him, for the purpote of earing for any child or adopted child of
firmity, aid has npt an incoms of her own exceeding £25 per annum, and is actually dependent on him,
owanses are reduced hy £1 for each £5 of the amount over £800,

aver erdinarity resident. in

3§ the ¢

81 By way of illustration of the variety of opinion on the subject, some of the suggestions
submitted by witnesses to the Commission may he cited.

basis of the cost of living were arrived

One suggestion was that, if a definite
at, the maximum exemption should be that amount,
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irrespective of income. Another suggestion was that incomes up to £500 should be exempt from
taxation, while others held that all persous in receipt of more than a living wage should
_contribute to taxation. Upon the question as to whether the general exemption should be a
diminishing one, or should apply in all cases irrespective of the amount of income, there was a
-similar diversity of opinion.

182. While a number of witnesses {favoured the increase of the allowance for children to
£50 or more, one representative stated that, in a plebiscite on the subject, 282 members of the
Association he represented (out of 346 who voted) were in favour of continuance of the present
allowance in the Federal Act of £26. Some witnesses expressed themselves in favour of the

children’s allowance being extended to cover the whole period of education, inclusive of University
Course.

183. It will be observed, on reference to the summary in paragraph 180, that Tasmania is
the only State in which the allowance in respect of children 1s not made by way of deduction from
the assessable income, but by a specific deduction from the tax. The generally expressed view of
witnesses was that the allowance for children should take the form of a deduction from assessable
income.

184. Evidence was tendered showing that in many cases sub-section (4) of section 4 of the
Income Tax Act, which imposes a tax of £1 on any gross income not less than £100, operates
harshly. TFor example, it was contended that widows should be exempt from the special taxation
applying to single persons, and, by way of illustration, one responsible witness stated that—

“Instances are known where the gross income of a widow derived from rents hag
totalled just over £100. By deduction of the necessary rates and taxes, repairs,
&c., the net income is brought well below the £100, and yet this person is assessed
for the minimum amount of £1.”

The harshness of this provision of the Act is also seen in the case of a small retailer whose net
income from all sources amounts to not less than £100, and who might not otherwise be liable
to pay any tax, yet is subject to the mimimum tax of £1.

185. The opinion was also advanced that, under a system of progressive taxation, the
graduated scale of rates could be more equitably adjusted if exemptions were non-diminishing.
The view that any general exemption should apply to all incomes, irrespective of their amount,
is partly based upon the theory that the State in the full exercise of its powers of taxation
may tax incomes up to a rate of 20s. in the £1, and that, unless the income area below the line
of taxable capacity is free from encr oadllllent the citizen’s whole means of livelihood might
become forfeit to the State. That possibility i3, we consider, so remote that it may be disregarded.
While in theory, as well as from an administrative point of view, there may be a balance in favour
of the abolition of the diminishing element, that, in our opinion, is ontweighed by the practical
consideration of the revenue effect of such abohhon and thc uutatmn that would be oceasioned by
the necessary readjustment of rates to make good the loss that would be entailed.

186. The revenue effect of altering certain provmonb in the Federal Act in respect of the
general exemptions and allowances for children is indicated in the foﬂowuw statement. the
estimates in which were furnished by the Federal Taxation Authorities:—

Hstlmated Revenue Loss if the slterations in the opposite
Column were adopted.

1. To repeal sub-section (4) of section 4 of I'ncome T'ax Aect 1919, which
imposes (where there is otherwise no liability to pay an income tax of
£1 or upwards) & minimum tax of £1 on -

{a) a single person with no dependants who Las & gross income of
not less than £100;

{b) a person in busiuess whose total income is not less than £100
2. To repeal section 19 (2) of principal Act, which provides, in the
case of a single person with no dependants, a diminishing exemption of
£100, and to amend the Section to allow a diminishing exemption of £158
to all persons
3. To allow a diminishing Lumptlon of £200 to all persons (the
“exemption decreasing by £1 for every £3 of the excess over £200)
o4, To allow a diminishing exemption of £250 to all persons (the
exemption decreasing by £1 for every £3 of the excess over £250)
5. To allow a non-diminishing exemption of £156 on all incomes
6. To allow a non-diminishing exemption of £200 on all incomes ..
7. To increase the allowance for children from £26 to £39..

. 8, To increase the allowance for children from £26 to £52 ..

£63,000
£168,000 (inclusive of the £65,000 shown
above)

£300,000 (nclusive of the LI8R,000 shown
elb()\’u)
£780,000

i;J UOU QBT

! (Nore-~The present loss un the

‘dluw.mue of £26 1s £250,000)

£260,000, in addition to the £280,000 shown
above

Notg.-—These estimates are (with the exceptions of Nos. § and 5) e&dusl\c of the recent

in the rates of tax.

5 per cent. increase
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187, 16 will be scen that ueither the State Statutes nor the suggestions of witnesses
provide any clear guidance as to the amounts at which the exom}_.»t_,ious should be ﬁ).(ed,
nor ag to the principle which should be followed. To the guestion—When should a citizen
first hegin to confribute through an Tncome Tax towards the financial needs of the State !
we o consider the reply should be:—So soon as his income is more than s sufficient
to maintain i in health and economic efficiency.  The bare subsistence level discloses
no taxable capacity ; the level just ahove that of economie efficiency indicates the point at which
the State mav justly levy some divect contribution, however small. We are not convinced of the
necessity for malking any material changes in the general exemptions.  The exemption for single
persons should, we think, be slightly raised—{rom £100 to £104-—s0 as to exempt £ per week,
and the imposition of £1 tax upon gross incomes of not less than £160 should be abolished. At
present the exemption for single persons without dependants diminishes at the rate of &1 for
every £5 by which the income exceeds the amount of the exeniption.  In our opinion the rate of
diminution should be the same as in the case of the exemptions for married persons, viz., &1 for
every £3 hyv which the income exceeds the amount of the exemption.  Tlis alteration will mean
that the esemption will disappear when the income reaches £416 instead of £600 as at present.
The exemption of £156 for a married person without dependants does not, we _think, need.
alteration at present.  We propose that the allowance for each child should be £30, in lieu of
£20. as at present. o

188, TThe following statement shows the tax which in a few typical cases would be

pavable under the present Act compared with that payable if effect he given to the amend-
ments we recommend

Tax payshle.

Uunder present If Act he
Act. amended.

£ s d £ s d
1 A single person with no dependants having a gross income of £100 10 Nil
2 A aingle person with no dependants, having net earned incorae of £200 218 10 3 3 4
: A married person with no dependants, having net earned income of £200 1 70 1 70
4 A marvied prrson with one dependent child, having net earned income of £200 .. 01 7 0 8 4
6 A married parson with two dependent children, having net earned income of £2060 112 0 170
6 A married person with three dependent children, baving net earned income of

£312

RECOMMENDATION.

189, We recommend as follows :—

1. The repeal of sub-section (4)* of section 4 of the * Income Tax Act 1919, which
imposes (where there is otherwise no liability to pay an income tax of £1 or

upwards) a minimum tax of £1, where there is a gross income of not less
than £100. '

2. The retention of sub-section (1) of section 19 of the Income Tax Assessment Act,
which in the case of a married person (not being an absentee) provides a general

exemption of £156, diminishing at the rate of £1 for every £3 by which the
ineome exceeds £156.

3. The amendment of sub-section (2) of section 19 to provide, in the case of a single
person having no dependants (and not heing an ahsentee) a general exemption

of £104, diminishing at the rate of £1 for every £3 by which the income exceeds
£104.

* fhiz aubh-geatinn veads as follows

 Foetwithelanding anything contained in the last three sub-zeptionz, the tas payable by any person who-~

(o) Is uot married. hag no dependante, and s not an absentes ; ami
thy has a gross Income of not less than One handred prunds, o, In the ease of a person earfving on & business in Australin, has an income from
the bushiess which, after dedueting from the groes hirotne the dednetions speeified in paragraph (@) of sub-scction (1) of section elghteen
of the Income Tar dssement Ast 1915-18, amonnts together with his income from all other sources in Australia to not less than Ope
nundeed pounds ¢ and
{my would, apartt from this sub-section, not be Halile fo pay an Income fax of One pound or upwarda,
shall be Ope pourd.”
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4. The amendment of sub-section () of section 18 of the Act, so as to provide an inerease
in the deduction from the assessable income of a taxpayer who is not an absentee
in respect of each dependent child under 16 years of age, from £26 to £30.

[Nore.—From this section of the Report Commissioners Jolly and Duffy express
individual dissent. See pages 40 and 45 respectively.]

In concluding this our first Report,
We have the honour to be,
Your Excellency’s most obedient servants,
W. WARREN KERR, (Chairman).
JOHN JOLLY.
J. ¢, FARLEIGH.
W. T MISSINGIHAM.
JOHN THOMBON,
S. MILLS.
M. B. DUKFFY.

A. G. BROWN,

Secretary.

Melbourne, 27th October, 1921,
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TAXATION OF PROFITS ON THE SALE OF MINING LEASES,

RESERVATION.
L. The Report expresses the opinion that * the prospectors’ case will be met if the system
of averaging income over a period of five vears, recommended by the majority of the Commission
Ise enacted.’

i3
£in

bl
We do not favour that system, however, either for general or for special application.

Two examples arve furnished of the possible effects of its application in the case of a
prospector. , . ) )

3. Bhould a prospector dispose of his “find 7 in his first year, using the income figures
given in the Report for that and the five subsequent years, the result would be as shown in the
following table -

Table 1.

Total, Five Tax Pagable. Present Federal Method.
Yenr. Tncome. Y"'gsﬁ’;‘é‘f” ?u‘aeorr?ie Ratle on Average, n{;:iff‘}";z ll;{ﬁdl —
Income, Rate. Amount.

£ £ £ £ s d. £ s d
1 10,000 16,000 10,000 Asperscale | 2,725 14 8 | As perscale | 2,725 14 &
2 . . .. 458 10,458 5,229 38-5762 7312 4 80492 15 7 3
3. .. .. 592 50 3,683 2863842 70 15 1 & 9066 2119 b
Lo . - 700 11,750 2,938 239174 69 15 2 95977 27 19 10
5 .. . .. 700 12,450 2,490 210509 61 & 0O 954977 27 19 10
6., o .. 800 ,200 650 92777 3018 6 10-2375 34 2 6

.—_.—_______;i S
£3,032 3 9 . £2,853 3 6

4. The large income in the first year not only pays at its appropriate rate of tax, but also
influences the rate in the four subsequent years, thus making the tax payable during six years
under the system recommended in the Report greater than under the present Federal system.

. As the prospector is generally of a nomadic disposition, it might easily happen that
the Taxation Department would not know of his existence till he had discovered something
substantial. - We are of opinion that results similar to those indicated in the above Table would
maore frequentiy oceur through the application of the recommended averaging system than might
be aszumed from the Report. '

6. Again, there is a not unremote possihility of the vendor of a Mining Lease leaving
the country soon after reaping the results of his “ find.” In such a case the revenue would not
receive even its Jessened quota. as the large income would not influence any subsequent years of
smaller incore.  This may he more clearly shown by taking the first five years of the example
in the Report, as under -

Table 2.

: ——
Total, Five { s vers Majority Report. . Present Federal Method.
Year, Income. Years or Logs | 2V age - [ ——
ir neome G‘L\r:' 1)(){:'(({'(‘55 ]"[,0!1”21
Rate on Average, Tax Payable. Rate. Amouat.
£ £ £ £ s d. £ s d
1 Nil . M. .
2 3 O 9 51315 0 2 2 51507 0 2 2
3 .. .. ng 65 N 5253 1 55 54899 1 6 6
4 o . Nil 55 16 - 52211 . .
hooL. . R 10,000 10,063 2,012 179924 T4 1E 4 Asperscale &
™1 111 2527 3 4
B L L o S S - . | S S
. Tt will he seen that if the taxpayer left the country affer payment of tax on the income
of the

fifih year lie would not contribute a reasonable amount to the revenue.
B0 the system of carrying forward losses, as recommended in the Statement, p. 37, on
“the giving of special consideration to Primary Producers,” were in operation, any losses (ax
defined in that Btatement) oceurring during the four years preceding the year of large income would
reduce the aamcunt of tax in that year ; while. if the sale from which the lavge income results takes
place in the prespector’s first vear, that method would prevent the total amount of tax for that
year and the four subsequent vears vising above that leviable under the present law,
2. 1t is desived to give special encouragement to mining prospectors, through the medjum

of the Federal Income Tax Law, then special rates could be prescribed for that purpose.

W. WARREN KERR.

S. MILLS.

M. B. DUFFY,
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BONUS SHARES,
Reservarion,
1. We regret that we are unable to concur in the recommendation of our colleagues in
this matter in respect of Bonus Sharves issued out of current or accunudated trading profits, which
have previously heen taxed in the hands of the Company at the flat company rate.

2. The taxation, on distribution, of Bonus Shares of this nature was not contested beloye
the Commission, and invariably witnesses stated that they considered it reasonable to tas this
form of share distribution.

3. We feel thatif the principles of aggregation and graduation are to be maintained, it is
necessary to follow the distribution to the shareholder, as in the case of a cash dividend.

4. The decision of the Tlouse of Lords in the Blott Case, referred to in the Report,
allows a * technical ” conversion of a distribution of profits into a distribution of capital, hut
the fact remains that it is a distribution of accumulated or current profits to the advantage of
the shareholder.

5. The following extracts from Lord Sumner’s dissenting judgment in the Blott case are
interesting in this connexion :—

I

.+« . It cannot matter for the purposes of the revenue what e did with
the money or money’s worth distributed to him, or whether its disposal was the subject
of pum agreement or not.

Nuppose Mr. Blott had had to sue the company to get these shaves; is it to be
said that his action would fail ¢ If not, he would >uueul by virtue of a legal right,
founded on the company’s resolution, to receive his portion of that which Bl l.>u<,,nm
divisible among the shareholders. He would be entitled to have this brought into his
hands by action. True, he would have to claim and take it in the form of newly issued
capital stock, but it would come to him as dividend.  If, peradventure, the compuany sued
Mr. Blott for calls on his shares, what would his defence be 2\ by, that by pavient or
set-off be had satisfied his hdhhtv It would not be that the company had contracted
not to ask for calls, for there 1s no “consideration for any such um(hu‘( yet sote defence
Lie must have, for if he had none, everybody’s intention would be def feated. 1f he had,
it must be because dividends have been paid to him or to his use, for no other source of
payient exists.

Co There is no ground that I know of for saying that money ot
paid tu a ;lx‘uehuldm unlegs the mton’uon 1s that Le may dispose of 1t just as he ph Ases,
any more than there is for saying that money may not be duly paid by bm)l entries. hui
can only be paid in cash. There will be a paymeitt even though by prearrangement there
is a 101)1\*ment immediately afterwards. Money, thongh it conies with « «ln;; ou il 1
taxable, if and because it comes.  1low can mere nomenclature affect vights which depend
on what has to be done in ovder to satisfy the law ¢ (! oul Ida company declare nnd pay a
m\u lend 1 n the ordinary way, and vet, by first calling it apiml andd saving it was 1ot

“income,” prevent the cash from being taxable as income in the shareholders hatuls ¢
Granting that the company is free to give a shareholder the money, with which to pay uyp
his calls on shares newly issued to hun this is paying money to him or to his wee, and 1o
se 1d him this money out of the year’s })IOﬁts along with his dividend wavrant, or to apply

. to his use in the same way and at the same time is surely to pui be b haeds an
annml profit or gain, whether the company chooses to call it ¢ apital or nothing at all”

We are forced to the conclusion that if Bonus Shares issued as the result uk' Current or
ac-cunmlm‘:m{ profits are not taxed in the hands of the shareholder in the vear of receipr, o fair
amount of profit will find outlet in this way, and thus to this extent nullify the
graduation prircinles of the Act.

7. The fact that the profits have already been taxed in the hands of the Con apaey Jdoes not
affect tlw position. as the same applies to a cash distribution from ace Hn\‘.i}dlt wd pmnt.. awd there
is no suggestion that a cash distribution should not be followed to the shareholder

8. Since the sharveholders, by their own votes ut the Company meeting, sav that the
distribution shall be made to them in the forin of shares nstead of cash, it canmol D st that the
shareholders have no voice in the form in which the distribution is made.

9. We, thmefme, recomnmend that Bonus Shares issued out of current or aceumulated preiits
should be taxed in the hands of the shareholder in the year of receipt, hut that an adjustment

should e made by allowing to the sharcholder the amount of tax already paid ou those profit: Ly
‘the Company,

Sredh in‘n i

Jo G FARLELGH.
MooB. DURRY,

F.18031.—4
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DOUBLE INCOMI TAX,
VESERVATION,
I [regret that I am unable to concur with paragraph 170 of the Report, in which it is
stated--- .
" We consider that there 1 no essential relationship between these two matters
(the adoption of the British Royal Comuission’s recommendation and the taxation of

ex-Anstralia incomes) and that the adoption of either one of the suggestions should
nob be regarvded as necessarily dependent upon the adoption of the other.”

2. The adoption of the Britich Commission’s recommendation, which iy advocated in the
leport, means the sacrifice by Australia of revente on indome earned in ';\us‘tmlmi to
prevent double taxation, because the Dritish Gfovernment continues to tax the income of its
residents, althongh earned in Australia.

3. The acceptance of this position, thevefore, appears to me to recognise the principle in the
British Act of taxing residents on income, irrespective of its origin, in addition to taxing income
earned within its houndaries, and the Australian Act should therefore be based on this principle
also, 1l veciproeity is to be given effect to, otherwise Australia is giving up what is rightly hers
without any compensating {actor at all.

M. B. DUFFY.

TILE GENERAL EXEMPTION AND ALLOWANCE FOR CH.LDREN UNDER
THE INCOMI TAX ACT.

RESERVATION.

L. T am unable to concur in the recommendation of the Commission on this matter for
the following reasons :— '

(Ist) The recommendation of the Commission would perpetuate the inequities of the
present Federal Income Tax Act, which—

() In the allowances for children confers greater privileges on the taxpayer
with large income than upon the taxpayer of less means, whereas
relief, if varying iu value, should be graduated the other way ahout ;

(0) Allows a general exemption to the breadwinner and guardian of the
family, which exemption is gradually diminished and wholly
extinguished at some arbitrary point—a course inconsistent with the
extension of the allowance for children to all classes of taxpayers,
rich and poor, without distinction and inereasing in value ‘with
the increase of income ;

(¢) Expresses and values exemptions and concessional allowances in terms
of income alone whereas under any system into which steep graduation
of rates enters, exemptions and concessional allowances, though
expressed in terms of income, should also he expressed, valued, and
applied in terms of tax assessment, and (as a corollary thereto) :

(d) Kxpresses exemptions and concessional allowances in terma diflicult or
impuossible (because of their variable character and application) for
the general taxpayer to accurately appraise, whereas they should be
so stated that all taxpayers may know precisely the efiective value
of each exemption and allovance and that the exemptions and
allowances made to themselves are exactly the same as those made
to other taxpayers having the like marital, domestic. or other
velevant responsibilities, ““the value ought to be clear and plain
to the taxpayer and to every other person " ; and

(dnd) The statutory exemptions should, alike with the allowances for children aned
other coucessional allowances, apply uniformly and have identical effect
throughout the whole field of taxation.

2. Oue need only et out clearly the manner in which the provisions of the present Federal
Income Tax Act (section 19) as to the Cleneral Exemption, and (section 1 :
allowances operate to veveal striking anomaliss arising partly from
scale, (b) others on an expanding scale, and () all

8) as to other concessional
(¢} some being on a diminishing
being treated as deductions from assessable
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income which has the eflect of reducing both the taxable income and also (owing to the gradu-
ating rates) the rate of tax on the remaining taxable income, and of causing wide divergencies
hetween the value of the exemption or allowance in one case and the values in others,

3. Before exlibiting the effects of these conflicting and mequitable conditions, attention
may be divected in a sentence to another anomaly, namely - That though the slowance to parvents
is restricted to a deduction of £26 from the assessable income in vespect of each child, it is without
any appatrent reason raised by £82 in the case of a single person or widower apon whom a child
is the only dependant. Apart from this provision, the exemption of a single person is limited
to £100 (diminishing as the income increases), but if the person supports a child, the exenption
is raised to £182, part of which (£156) diminishes on a different scale from that applicalile to the
previous £100, but as to £26 (part of the £8Z) is continuous throughcut the whole raige,
irrespective of how high the income may be.  Clear principle is not easily discoverable in
whimsical arrangement which allows only £26 to its parents for the child born in wedlock and
£82 for a child maintained by a single person.

Allowances' for Cliddren and Concessional Allowances.

4. Turning to the main question, the view that the general exemption and the allowance for
children should apply to all incomes is not based on the theory that the State way tax incones
up to 20s. in the £1, as stated in the Report (para. 18D), thongh such a tax il enacted woulil
have the effect of leaving all persons, except those whose incomes are helow the amount of the
exemption, without the means of subsistence, but ou the theory that there should he seeurved
to every citizen, rich or poor, inununity from direct taxation of the income necessary to provide
for himself and bhis dependants the mnecessavies of efficient economic life. 1t is in the
interest of the State, not less than of the individual to exempt these necessuries. Moral
sentiment and prudent statesmanship unite in placing a reasonably liberal construction on the

term ** the necessaries of efficient economic life,” and regard it as including what is requirved
to equip and sustain a healthy citizen in efficiency, economically, socially, and as a pavent. The
minimum required for mere physical existence is not enough ;  there should be suitable honsing
and clothing as approved by law or custom, and nourishment sutficient for the strain of efficient
work and the good development of children. Less than that is impolitic for the physique of
ill-fed races degenerates, and the sources of wealth and of tax dry up; more is unjust, for
excessive exemption throws an unduly Leavy burden npon the non-exempted incomes upon which
the tax iz levied. To all citizens, nrrespective of rank or wealth, the means of subsistence
interpreted with reasonable liberality—Dbut stopping short of any expenditure which different.
social classes incur for the maintenance of purely conventional standards of housing, elothing,
food, education, or recreation—should be sacrosanct {roin divect taxation. At that point the
citizen should assume the financial responsibilities of citizenship and contribute divectly and
consciously, in degree increasing with his prosperity, to the carrying on of the public services of
the country in whose control he has or may acquire a voice.

5. This principle finds partial expression in sub-section 18 (k) of the Federal Tncome Tax
Act, which allows from assessable income an allowance of £26 in vespect of each child under a
certain age wholly maintained by the taxpayer. It applies to all children under the prescribed age,
and looks like generous and even-handed justice. It will be seen, however, that in practice it works
out inequitably. The following tables set this out. (For clearness of illustration it is assumed
that the general exemption, so far as it applies, has already been deducted, though in actual
practice the general exemption is the last to be deducted) -

Fipst Tanre.

) ) LW { ) () () n | °F
? . s . i Heduotion m‘ Tax
Total Income. {teneral Fuemplion. f Net lueome, Tax Thereon, {::}"{fﬂ{:il T\U:tj}f:ﬂ‘::‘“ Ty Plereon. : "m"“l,;,’",},li]l‘&\j“““m

i Cidy- i3y
£ £ | £ £ooa L ¢ Yoo . ’ £oos0d.
176 150 26, S0 1l 5 2 Nil T 011 5
931 131 100 9 % 0 96 74 Vit 6| SRR
3006 108 00 h 6 8 26 174 Lo 4 , i 4
381 81 300 815 11 2% e 706 11 | 019 U
456 56 400 19 15 11 926 474 oot Lot
531 31 500 17 6 7 24 474 6 2 o I
606 6 500 29 7 11 96 574 T “i i 7§
624 .. 24 23 13 16 215 508 RO Y i [ |
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This shows (Column H) that the greater the income the greater is the value of the allowance
m respect of a child. Larger incomes show the allowance to be still more valuable, thus :—

SucoNDd Tarne.

1) | ) o) ) By - ) ) i oD
| . N Treduetion of Tax
Total Ineome. | Ceneral Exempiion. | Ned Income. Tax Thereon. H;’l”{fﬂflar \o;tl::«;‘x;‘re Tax Thereon.  |D9¢ ;:r UAh‘}lod‘?nme
(1) —(3)
£ S £ s d £ £ £ s d £ s d.
1000 ) { 1,000 47 19 9 26 974 46 1 4 118 H
2000 | No ' 2,000 149 5 11 26 1,974 145 19 9 208
3.0060 L exemyption J, 3.000 30518 6 26 2.974 299 4 7 413 11
4.000 I( allowed to i 4,000 511 17 6 26 3,974 hoH 15 10 6 1 8
£.000 parents | 5,000 1ORT 1408 26 h,a74 1,078 17 7 8§17 1
RO60 ; { &.000 1,872 12 2 26 7.794 1,861 10 3 11 111

from which it is seen that while the allowance is nomnally, the same in all cases (£26 for each
child), the person of small income is allowed a deduction from his tax in respect of the upkeep
of his child of only 11s. bd.. and the person of ample means is allowed for the upkeep of his child
a deduction of up to £11 Is. 11d.  The rate, ostensibly proportionate, is In operation steeply
graduated. Is it graduated in the right direction ?  Should it be graduated at all ?

1f there were more than one child the contrast would be intensified.

6. As a further illustration of these uniform (?) allowances, let us take the cases of married
taxpavers, each with three children, for whom the aggregate allowance 1s £78, and having during
the vear paid, say, £150 in life insurance premium, charitable donations, calls on shares in mining
companies, subseription to superannuation fund. &ec. (all being concessional deductions), and
trace the actual allowance in tax to each in respect of the £228 deducted from the assessable
imcome in each case.

Tamp Tanru.

{A) (1) () () ’ (&) (F) (G {(H)

Total fneome, | feneral Tixemption. | Net Incowe. Tax Thereon, 1};;}“‘1;;5:: Nu?thxfc‘g;“:g'“ Tax Thereon, IEIT}EE%E‘%%&E&?
i
£ i £ £ s d £ £ s d. £ s d.
1.000 : A LL00D 4719 9 773 32 7 1 15 12 8
9000 No l 2.000 149 5 11 228 1,712 121 10 1 27 15 10
3.000 exemption || 3,000 303 18 6 228 2,772 263 19 7 39 18 11
1,000 [ allowed to 1] 4.000 BIL 1T 6 298 3772 459 15 b 52 2 1
6.000 ’ parents \] 6,000 1,087 14 8 223 HT72 1L,oil 6 3 FLE ]
R0 | Lo R000 R (A A 291 7,772 L7 7 0 a7 no2
| | | i

that is, for an outlay of £228 from his abundant resources, the wealthy taxpayer is allowed a
deduction from tax of £97 s, 2d., or more than six (6.22) times as much ag is the £15 125, 8d.
allowed for exactly the same outlay to the taxpayer who has only one-eighth of his mcome.

7. Such an anomaly was probably never intended, and cannot easily be justified. If it was
not so intended. the question arises—How can it be most conveniently rvectified 7 Having regard
to the variationg in individual circumstances arising from the very different ways in which such
outlavs ave made by taxpayers, and the wide range of incomes, almost all of which one or other
of them affects, it would be difficult to frame a clange which would secure absolutely equal
allowance in all the varving cases if the deduction be expressed and applied in terms of income,
It. however, lends itself to easy solution if the allowances be expressed in ferms of mcome but
applied at their assessment value in divect reduction: of the tax assessment. Thus, if the income
exempted from tax in respeet of a child be £26, and the assessment value of £26 be as per the
current, seale of rates 11s. Bd., the allowance may be expressed ag a sum equivalent to the tax
applicable to a net taxable income of £26 to be deducted in vespect of each child from the tax
otherwise agcertained. This will at once secure uniform and equal allowance and easy adjustment
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of tax. The same method may be extended to all ** concessional deductions.” To repeat the
examples in the first Table the adjustments in respect of one child would he—

(1) Taxable Income .. £26. £100. £200. £300. £400. £600, £600. £624,
£ osd| £ osod | £ s d ] £ osod | £ osod ) £ osod ) £ s d L o5 d
(2) Tax thereon Lo 9 8 0 65 6 8] 81511 (12151117 6 722 711231310

(3) Allowance for child 01 51 011 5] 011 5} 011 53 011 54 011 &5 011 &

(4) Net tax payable .. Nil 106 7| 415 3| 8 ¢ 6112 4 6016 5 2|21 16 o
(5) Present tax .. Nil 114 6 410 41 71611711 4 1116 2 0121 0 622 6 4
and in the second Table—
(1) Taxable Income .. .. £1,000. - £2,000. £3,000. £4,000. £6,000. £8,000.

£ ed| £ s d| £ osd| £ sd| & osd| £ s
(2) Tax thereon .. .. 47 19 9 149 5 11 303 18 6 511 17 6 (1,087 14 8 1,872 12 @2
(3) Allowance for child .. 01l 5 011 b 01 b 011 b 011 5 011 B
(4) Net tax payable .. .. 47 8 4 14814 61| 303 7 1| 511 6 111,037 3 3 1,872 0 9
() Present tax .. .. 1 45 1 1| 14519 9| 209 4 7| 50515 10 |L,078 17 7| 1861 10 3

8. 1If the general exemption and the concessional allowances for children, &e., were made
uniform and ﬂeneml to taxpayers irrespective of grade or amount of income throughout the
whole area of tam’mon and 1f the allowances as provided under the present Federal Act were in

addition to being stated in teyms of income also stated and were applied in terms of their
respective tax values, vizi—

Tax Value.

£ s d.

Taxpayer ..[ together | say £78 .. 116 6
Consort ..} £156 } each .. 116 ¢
3 children .. £26 = £78 116 6
Insurance .. £50 .. .. ... 1 2 8
Donations .. £30 .. .. .. 13 3
Calls onshares £0 0 .. .. .o 112 06

the allowances totalling £384 would be adjusted by deducting it» 17s. ]Ld from the t: u on the

taxable income of each taxpayer. The several taxpayers referred to in the third Table above
would be taxed as under—

1

(1) Taxable Income . .. ‘ £1,000. o £2.000 £3,000 £4,000 £6,000 £8.000
1 e e i
|
£ osd £ o5 d £ s d. £ o5 d. £ o5 d £ o dl
{(2) Tax thereon .. .. 4719 09 149 5 11 303 18 6 511 17 6 {1,087 14 811,872 1v 2
(8) Allowances .. .. 817 11 S 17T 11 8 17 11 817 11 337 11

{(4) Net tax payable .. . 39 1 10| 140 8 0} 205 0 7] BOZ 1Y TILOW 16 O

(0) Present tax (as per third
Table) .. .. . 32 7T 1 121 16 1 263 19 T 459 16

[ 1

Lol 6 301775 7 0

9. The deducting of all allowances at their tax value, as exemplified in lines 2, 3, and 4 of
the preceding 11111%1&1&0113, secures equality of treatment of all taxpayers in regard to am}
allowances. The present Act is inequitable as between taxpayers with similar I@‘%p(;il%llalhiu s bt
dissimilar incomes, principally because its exemptions and allowances always operate cn the
topmost pounds of each taxpayer’s income, and their value increases thervefore with the hicrease
of Income and consequent increase in the rate of tax applicable to the topmost pounds, whereas
to secure equal treatment to all taxpayers the respective allowances should all operate on the
lowest pounds n each income wlhiere the value of them in tax is uniform throughout all taxable
tacomes. To deduct the allowances at their tax values would thus bring about precise agreement
in the valuation of all allowances whether they be from small or Lugte Incones. hpmo, utder
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the procedure suggested, in all cases deducted (in effect) from the lower pounds of the income,
the respective deductions, though still expressible at the same amounts in terms of assessable
income as at present, are in most cases less valuable if also expressed and applied in terms of
tax assessment. Hence the result shown in the above illustrations that the net tax payable
would be somewhat greater than the present tax, and consequently either the revenue would be
enriched by its use or a more ample allowance, uniform throughout the entire field of taxation,
could be made without encroaching on revenue, or the advantage thus gained could be retained
and treated as a set-off for such other adjustments as may entail reduction of revenue.

‘ General Exemptions. , B

10. Tn marked contrast with the operations of these allowances is the general exemption of
£100 to persons unmasrried and without a dependant, and of £156 to persons married or with a
dependant—in both cases the exemption is a diminishing one—in the case of single persons by
£1 for every increase of £5 in income, and in the case of married persons by £1 for every increase
of £3 in income. Why the disappearance should be more rapid in the case of a married person,
who is fulfilling citizenship duties in a fuller sense than is the single person, is another anomaly.
The following tables show the manner in which, to the point where it disappears altogether, the
general exemption operates on tax payable :— "

Fourra TABLE.—VALUE IN TERMS OF TaX oF DimMINIsHING GGENERAL EXEMPTION.

. 1. Person—single and without dependaunt—

) ®) {©) . (D} () (¥)
income. .—\1}]\((;;21:;: %Egr\n;)z‘mtg;;‘r ° Excmp&iga ‘,j"d“ Taxable Dalance, Tax on such Balance. ha?‘h“}(\;;)gg((%}lxe to ‘
£ £ s d. B £ £ s d £ s d
100 2.8 0 100 Nil Nil 2.8 0
150 316 -0 90 60 17 86 2.8 6
200 5 6 8 80 120 2 18 19 % 710 .
250 7T 0 0 70 180 4141 2.5 1
300 8 15 11 60 240 613 1 2 210
350 1014 7T . 50 300 815 11 118 8
400 12 15 11 40 360 11 2 8 118 3
450 14 19 11 30 490 13133 1 6 8

* 500 176 -7 20 : 430 16 7 7 019 0
550 1915 1t ) 10 540 19 5 10 010 1
600 22 7 11 Nil 600 22 711 Nil
2. Person—married or having a dependant—

(L) : ®) © (D) () - ()
Tucoms m\?ﬂ?ﬁﬁ%ﬁiﬁlﬁbftﬁw Excmp‘liigg Under ’J?a‘\;ablc Balazce. Tax on such Balauce. ) ]w%;z\}:;iﬁgé:%ltllb w0
£ £ s d. £ £ £ s.d £ e
156 318 6 ' 156 Nil Nil 319 6
200 Hh o 08 142 a8 1 6 6 t 0 2
250 } 700 125 125 3 1 8 318 4
300 $ 1511 108 192 -1 7 314 4
350 10 14 7 92 258 T 5 T 39 0
400 12 15 11 ' 75 325 9 14 11 310
450 1419 1t : H3 392 12 9 2 210 9
300 17 6 7 42 4h8 7 3 119 4
550 19 15 11 25 B2Ab 18 10 11 1 5 0
600 22 17 11 8 592 2119 5 0O 8 6

624 23 13 10 Nil 624 23 13 10 Nil

The manifest effect of these unequal exemptions and of their gradual diminttion is an
interference with the scheme of graduation of rate of tax and a steepening of the rate for the
recipients of relatively small incomes. Incomes above £600 and £624 rvespectively are affected
only negatively. " , ' ’ .

11. While recognising the justice of the allowance of a general exemption for the income
receiver, and of allowances for children, it is one thing to recognise the justice of the principle 1
the abstract and quite another to support the particular shape given to it in practice, and 1 am
nnable to trace sound practice or equitable treatment in the contradictory inconsistencies ©

the provisions of the present Act as exemplified in these illustrations. By a strange inconsistencys
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while the present I'ederal Act refuses in many cases to exempt from tax the bread of the bread-
winner, it does grant exemption for his child, and that irrespective of whether his income be
small or large; not only so, but by a climax of inconsistency the Act which denies to the citizen
of substantial income the general exemption allowed to the poorer, exempts to the richer man
for the maintenance of his child an amount many times greater in tax value than that
allowed to the poorer taxpayer.

12. 1t has been held that in a graduated income tax system the tax should not be treated
as a function of the abatement-—that is, of the general exemption ‘as provided in the Federal Act
this would, of course, apply alse to the varied concessional allowances to children, &e., under the
Federal Act.  The foregoing illustrations show that if the tax be treated as a function of the
surplus of the faxable income over and above the abatements, sometimes called * surplus
income  (the practice of the present Federal Act, which dedncts the abatements befors computing
the tax), inequities result-—one taxpayer is treated less favorably than another. Sound principle
and equitable incidence therefore require that the tax be treated as a function of taxable income
before any deduction of abatements is made, that the tax on such taxable income should first he
ascertained and that the abatement (that is, the exemptions and concessional allowances) should
be computed at their true tax value and (as is now done within certain limits only under the
State Act of Tasmania) be deducted at such tax value from the tax applicable to the taxable
income previously ascertained, thereby insuring that these abatements shall in every case be of
equal value to all taxpayers eutitled -thereto.

13. Particulars were sought from the Department as to what is the loss of tax due to the
allowance of the present diminishing general exemptions, but figures could not readily be furnished.
From information made available however, it would appear that if the general ex emptions and the
allowances for children and similar concessional allowances were computed and allowed in tax
values, instead of by direct deductions from assessable income, the total deductions from tax
would be about the same—that is, the extension of the general exemptions to all taxpayers and
the computing of it, and also of all children and other concessions on the basis of actual tax
payment instead of the basis of deduction from assessable income, would entail little, probakly no,
loss, and might possihly yield a slight gain to the revenue, while at the same time putting all
such allowances on a basis just and equitable to all taxpayers.

14. 1 respectfully submit that the real value to the taxpayer of these and similar allowances
18 not their action on the assessable or taxable income, but their action on the actual tax itself,
and that each of the exemptions or allowances shonld be separately appraised, and that such
appraised tax value should become and be dealt with as a direct deduction from tax assess-
ment. The true effective value of each of the exemptions or allowances should be clearly seen
and appreciated by all, and the same allowance should be made to all taxpavers, without distine-
tion, in accordance with their marital, domestic, or other pertinent outlays. .

15. I concur in the first recommendation of the report, viz., that the minimum payment of
£1 by single persons having no dependants should be abolished, but dissent from the second, third

.and fourth recommendations, and recommend-—

(2) That whatever exemptions and concessional allowances are prescribed should he
constant and not diminishing or (in effect) expanding.

(b) That each exemption, and each separate true concessional allowance (excluding rates
and taxes which are obligatory and payable in the ordinary course of income
production, and should be treated as necessary outgoings and expenses) should be
deducted in equivalent terms of tax at the scale of rates operative at any time,
and applicakle to the amount of such exemption or allowance, and

(¢) That the amount of each sxemption and allowance for children to be prescribed
should be determined in accordance with the principles cutlined in the fourth
paragraph of this reservation, and he specifically expressed in terms of assessable
income but be applied in the equivalent terms of tax assessment.

JOHN JOLLY.

THE GENERAL EXEMPTION AND ALLOWANCE FOR CHILDREN UNDER
THIE INCOME TAX ACT.
_ ReservAaTION,

1. I am unable to concur in the recommendation of the Report in regard to the amount
of General Kxemption. The basis on which to determine the subject is certainly somewhat
difficult, but consideration must be given to the following :—

(2) What standard of living should be exempt from taxation.
(b) What amount of indirect taxation is borne by small incomes.
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(c) The expense to the Revenue in seeking after small incomes.
(d) The amount of benefit contributed to and received from the State by recipients
of different incomes.

2. A witness, who had given special consideration to the subject, stated :—

“It will now be conceded that the idea of bare subsistence exemption is not in
conformity with the social conscience. Rather there should be exempted an income
sufficient, not only for a healthy existence, but for the provision of conventional comforts
and luxuries usually enjoyed by what are commonly called the working classes.

The married couple without children should have a clear margin of savings for their
future responsibilities. For single men an exemption of £150 would seem equitable.
Small incomes bear considerable indirect taxation.”

.

3. Another witness, representing the Taxation Standing Committee of Brisbane (embracing
the commercial interests of that city), also a student of taxation, said :—

“T think we all feel that, through the increased taxation which has been imposed
through the Customs, persons with an income below £500 are paying very nearly twice
as much as they should. . . . . In connexion with employees receiving incomes of
less than £500, you will find that there is an immense amount of work given to the
Department in collecting the tax.”

. 4. Itis essential, in considering this question, to take into account a person’s total contribu-
tionAn work to the State of which he forms a part. It is because this important consideration is
often overlooked that we get propositions for the taxation of wages, either irrespective of their size
or with some small exemption limit. = A true valuation of the personal contribution of each citizen
to the State as a whole and the benefits received by each citizen from the State immediately
dispel this idea. '

5. The miner, wood-worker, iron-worker, or small farmer gives to the State the full power of
his labour for the production of the State, and receives in return a limited living allowance, while
others may receive much larger incomes, without much exertion, and thereby receive benefits much
in excess of what they contribute to the State as a whole. In view of the dimensions of the
National Income and its distribution, the work done by those with small incomes represents all
the sacrifice for the Commonwealth that can be properly demanded from them, and any money
required to be raised for public purposes should be levied on incomes above that figure, especially
when the amount of indirect taxation is taken into account. :

6. Indirect taxes fall upon small incomes by reason of—

Customs duties,
Excise duties,
: . Passing on of income tax by traders.
That the latter is indulged in was admitted by several witnesses.

7. Diminishing Exemption.—The present Federal method of diminishing the general exemp-
tion by £1 for every £3 by which the income exceeds the amount of the general exemption, besides
being an element of complexity in the Act, in reality has the effect of sharpening the rise of the
graduation in the early stages of taxable incomes as compared with the steady rise on larger
incomes, and is an injustice to the smaller taxpayers. As an example: A Taxpayer having an
income of £204, or £483 over the amount of the general exemption, does not pay tax on £48 at the
rate applicable thereto, but since there are 16 times 3 in 48 the taxable amount is increased by
£16 and the tax is payable on and the rate fixed by £64.

8. There appears to be no reason why the taxpayer should not clearly know his position as
compared with his fellow taxpayers, and why the rate of graduation should not be plainly
expressed, instead of an artificial method being adopted to increase the rate by reducing the
exemption. If the amount of general exemption is fixed on a fair and reasonable basis, then there
is no reason why every taxpayer should not be entitled to the same exemption, the necessary
percentage being added to the present rates of tax to meet the deficiency in revenue.

9. Taxable capacity does not exist until an income exceeds a certain exemption, and to deny
this exemption to some and allow it to others is not treating all taxpayers on an equitable basis.
Graduation (if properly designed) should insure equity amongst taxpayers according to their
taxable surplus, and no surplus is available for taxation until the exemption limit is exceeded.

10. At the present time the allowance per child applies to all taxpayers, as it is considered an
amount representing the cost of upkeep, and must be borne by all who have children. This
appears reasonable, but the allowance for a wife is not common to all married taxpayers, although
the obligation for upkeep is the same. It therefore appears reasonable that the amount of the

allowance for maintenance of wife and children of a taxpayer should be excluded from the taxable
area of all taxpayers, irrespective of income.
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11. Income tax should only be levied apon surpluses above these allowances, and whatever
percentage is necessary added to the rates to adjust the revenue. The adjustment will not mean
that any greater amount of income tax will I collected over the whole field, but it will be collected
n a more equitable manner ; the greater or diminished amount of tax payable by the mdividual
will be the measure of inequity of the present method, brought about mostly by the diminizhing
exemption.

12. A few examples of different grades of income will serve to illustrate this aspect, cstimating
that 10 per cent. will need to be added to present vates, to compensate for revenue lost by allowing
the exemption of £156 to all taxpayers, and estimating that 20 per cent. will need to be added if
£260 is allowed to all taxpayers. .

— A, | e e | e

£ £ d. £ s d
£156 diminishing exemption (present nrethod) .. 204 G4 : 19 6
£1566 fixed exemption . . .. . 204 48 b3 1o
£260 fixed exemption . . .. .. 204
£156 diminishing .. .. . - 403 333 lo 1 2
£156 fixed .. .. .. .. .. 108 252 TPlh 6
£260 tixed .. .. .. .. .. 408 14y toU 1o
£156 diminishing . .. .. .. 624 624 .11 23 13 10
£156 fixed .. .. .. . .. 624 168 3.1132 - 1oeg, 1980
£260 fixed . . . . g 621 364 TAATE L2000 L 1L o
£156 diminishing .. .. o .. 000 1,600 1H.0172 ; 47 19 9
£156 fixed .. . .. .. .. 1,000 844 HOLB100 4= 1097 | 40013 1o
£260 fixed . - , I - 1,000 TG [9.B86 - 200, | B0 w2
£156 diminishing . . . . 2,500 9 500 311143 Foa1e 08 11
£156 fixed .. . .. . SN 2,500 2,344 2001167 -+ 109, e 2 o6
£9260 fixed y . . . i 2 500 2,240 4512 4200 207 17
£156 diminshing . . .. .. 5,000 5,000 37.1109 75 2 10
£156 fixed . . . . . 5,000 4,844 36,1198 - 1o, sTE 2 4
£260 fixed .. . , y . 5,000 4,740 354475 4 200, | 840 2 0

13. One suggestion to preserve equity between taxpayers was thut the amount of general
exemption or childven’s allowances should be deducted at the minimuw rate of tax from all
taxpayers” assessments, the cluim being made that this would insure the allowances being of
equal value to all taxpayers, but by comparison with the present system it would mean that the
smaller incomes would pay more tax and some of the larger incomes less tax,  As an illustration,
take—

" A=A married man receiving £166 income in a year and entitled to ap exemption
of £156.
U B A married man with three children receiving an income of 244 and entitled
to the allowance for three children at £26 each, plus £156 exerption.

The latter would have the same taxable surplus as “ A, and under the present Vederal sy
both having the same swrplus, would be taxed at the same rate and on the same anonnt, but if
the deduction at the minimum rate of tax'is applied the result would be as under—

e Income. Rate. Amount,
£ . Los .
A 166 6. 1809 4 6 1
Rebate . .. .. - o .. 156 5.1261 3 6 7
T
Present snethod--taxable incone .. .. .. i3 5.2014 UG 5 8 O b ¥
SR 244 66500 615 1o |
Rebate .. . .. .. R .. 234 51251 41901
Present Method---taxable income .. .. .. i3 B5.2019 [T S (ST

The above examples speak for themselves, and show the inequity of asking one taxpeyor
with the same amount of surplus as another to pay nearly twice as much tax.
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Take also the case of ““ (!, a married taxpayer without children, with an income of £1,000,
and compare with above example < A 7—

Toeon:s,

s 2 Rate. Amournt, Tax payable.
- - - - . N SO
i
| & qQ. £ s d L5 dl
o 1000 11.5172 47 19 9
Rebate : ing 5.125 3 6 7
| el 411809
|

Under the present method “C7 would pay £47 195 9., but the rebate reduces his
contribution to the vevenue by 7 per cent.. while imposing an extra burden on © A7 of 250 pet
cent, -

.o In addition to the comparison of the 'varicus State allowances, as set out in the
Report. the British and New Zealand exemptions may be guoted-—

Hingle, Married, Por Child,
Great Buotain .. .. E150 .. £250 .. £36
New Zealand .. Lo £300 b £300 . £50

It may also be mentioned that i these countries income tax rates ave very high, aud in Britain
v as high as 158, in the £1,

15, The Royal Comnssion on Income Tax, which submitted its Report to the Baitish
Crovernment in 1919, recommended the acceptance of the figures quoted above, and stated :

“ In vecommending these figures, we have had regard to ability to pay and to
the cost involved in collecting small sums of income tax, and we have also borne in mind

that no tax can be suceesstully administered that is contrary to the general sense of
justice in the community.”

16. To determine the amount of exemption, the Report states that the standard should be
sufticient to maintain a man in health and economic efliciency, Lat I regret that their interpretation
of this standard is £104 per annum. In the face of the present cost of living, 1 cannot conceive
that any sum so low can be said to be sufficient to maintain economic efficiency. I quite agree
that there may be very wide differences of opinion as to the figure representing this standard, hus
£2 per weel is certainly inadequate to provide an adult with hare necessities, without taking into
consideration the other agpects enumerated herein.

17. After considering fully the whele of the evidence submitted on this subject and closely
examining the Heport of the British Royal Commission, and keeping in mind the financial position

of the Commonwealth, I recommend that the present Federal Act should be amended to provide
that :

I, Exemption from income fax he allowed on that portion of a {axpayer’s income which
does not exceed £156 per annum in case of a person who is not married or has
no dependants.

2. Exemption from income tax be allowed on that portion of a taxpayer’s income
which does not excesd £260 in the case of a person who is married or has
dependants.

3. Exemption from income tax he allowed in respect of £36 for every child under the
age of 16 maintained hy the taxpayer.

M. B. DUFFY.
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(Presented by Command ; ordered to be printed and to be added to First Report, $th November, 1931

THE GIVING TO PRIMARY PRODUCERS OF SPECIAL CONSIDERATION AS
REGARDS THE ASSESSMENT OF INCOME TAX, PARTICULARLY IN
RELATION 70 LOSSES  RESULTING  FROM  ADVERSE  WEATHER
CONDITIONS,

STATEMENT AND RECOMMENDATION OF DISSENTIENT
COMMISSIONERS.

As we find owrselves unable to subscribe to the section of the Report dealing with the
above subject, we submit the iollowmg, statement and recommendation 1

Rerresentitive EviDeENcE.

1. A considerable amount of evidence, both individual and represantative, was tendered,
indicating by exanples :-—

(1) The fluctuations in incomes to which primary producers were subject,

(2) Ite greater burden of taxation which, over varyving periods of years, wos borne by
fluctuating incomes in comparison with that which fell upon steady incones of
equal (wgleaate volume.

The claim for consideration was urged on behalf of those whose profits, while fl flnctuating,
rarely resulted in loss, as well as on behalf of those who frequently ex,mmmul heavy }u.y,ch
bhoxtly after our inquiry began a witness representing the Federated CGraziers’ Association
of Australia tendered a lengr,hv statement of the case from the pastoralists’ point of view,
citing particularly an actual case in which during a period of seven years a grazier had alternations
of profit and loss of & somewhat sensational character. The vemedy urged was in its wain
feature to base the tax. upon the average IILLOIHL of a period, and a period of five
years was proposed on  the ground that it “wowld include fair  average of those
favorable and adverse seasonal cénditidhs which atfect the primary prodacers” ability to con-
tribute to taxation.” 'The Report quotes freely from the witness’s st*at‘eumut, meluding  the
figures of the graziet’s affairs just referred to.

Computation of tax for the seven years upon those figures, comparing the result under the
method above indicated (which is also phe British method) with those obtained res spectively from
the averaging method recommended in the Report and with the systenu of carrying forward of
losses, gives the following :—

Tax under British method - . . k19568
Tax under method of averaging recommended in the hepm t RO i I
Tax under the system of carrying forward of losses . o £19.878

2. The question inevitably arose as to whether a system of averaging, if adopted, counld
justly be confined to any one section of taxpayers. Witnesses asserted with obvious cogency
that the incomes of country storekeepers and many other suppliers of goods required for use or
consumption by primary producers are also affected materially by seasonal influences. Witnesses
representing the interests of primary producers, while claiming relief for themselves through a
system of averaging or through the system of carrying forward losses invariably expressed their
Wllhngness that the same privilege should bé extended to all sections of taxpayers who desire
‘1t; ‘ot they expressly refrained from opposmﬂ any such extensmn
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OrvrosiTioNn 70 METHODS 0F AVERAGING.

A Inno State, with the deubtiul exception of New South Wales, did a system of averaging
find aceeptanee with the State Conunissioners of Taxation, but preference was generally expressed
for the ayetem of allowing any halance of Joss to be carried forward to be used as a sefoff against
subsequient profits,  Among the reasons advanced for disapproval of an averaging system
WeTe e

1. That under that system there is frequently an smount of taxable income which
has not paid tax, and may never pay tax ;

2. That 1t would increase the expense and the difficulties of administration.

In that expression of opinion the 8tate Commissioners had not before them the form of
averaging recommended in  the Report. One State Commissioner who perused the
Statement deseribing the mode of averaging, which. with the exception of the feature of
“ Buspense Credits,” 18 recommended in the Report, said :—

“ The suggestion is in eflect a modification of and an added complication to the
systeni of tax graduation in operation.”

4. A system of averaging, while it would be new to Australian Income Tax law, has been
in existence in Great Britain since 1842, and that system is described with considerable detail in
the  Report. It is not necessary to repeat the information there given, but one or two
facts should he mentioned. TUnder the British system the ordinary trader or professional man
males his return on the average of the three preceding years, and the farmer, while having the
option of being assessed under Schedule “1)°" as a trader, is normally taxable under Schedules
relating to the ownership or oceupation of land, particularly under Schedule “ B,” which provides
that the assessment shall he made on a statutory profit of twice the annual value of lands occupled
wholly or mainly for the purpose of husbandry. The recent British Royal Commission on the
Ineome Tax vecommended that farmers should be assessed in the same wav as other traders,
and further recommended that ordinary traders should no longer he assessed on an average of
three vears, hut upon the income of the previous year, which is the present Commonwealth system.

That Commission remarked that * hardly any one had a good word for the average” (British
system).

b. The evidence taken by the British Commission shows that where the average system
works against the taxpayver (as under certain circumstances any form of averaging will), there
ate pressing demands for relief, and, in fact, forms of special relief have been created. The
position as stated to that Commission by a representative of the Board of Inland Revenue
ig that it is heads T win and tails you lose in favour of the taxpayer.”

6. A taxation expert, the only witness appearing before us who had the opportunity
of seeing the British system of averaging at close quarters, and with the friendly assistance of

English officials. stated that it created many anomalies, and he expressed himself in favour of
the svstem of carrying forward of losses.

7. The evidence has made it clear that neither as individuals nor as groups are primary
producers united in opinion as to the respective merits of “Averaging ”* and * Carrying forward
of Losges.”  Top example, the United (iraziers Association of Queensland put the case thus :—
© Perhaps the most important matter aflecting primary producers is the present annual assessment
of income without regard to the operations of other vears. It appears to he generally ‘admitted
that this involves considerable injustice, and suggestions have already been made to you with the
object of rectifyivg this injustice. The two suggestions are—(1) The averaging of income over
a period of years; (2) setting of losses against subsequent profits. This Association has given
long and caveful consideration to this matter, and desites to record its support of the * Averaging
Systemn.”  Ho far as can be judged from the evidence already given, the second suggestion was
made, not hecause it was not considered that the averaging principle was the most equitable and
just. hut owing to the administrative difficulties arising out of the introduction and continuance
of that principle.  While it is recognised that there are difficulties attending its introduction,
and that additional work will in all probability e thrown on the Department in carrying out the
scheme. we consider the principle is right, and that the difficulties are not insuperable ; also that
the fact that administrative costs may be increased to a small extent is not suflicient excuse to
warrant a continuance of what is considered an injustice. Much has been said as to the effect
of any such scheme in the case of--(0) a faxpayer with an increasing income, and (b) one with a
duninishing income. Tt has been contended that the former will not pay as much as he should,
and that the Jatter will pay more than he should. The Association considers that this is a hogey
which ean be dismissed without injustice to any one. In the first place, the conditions of -the
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pastoral industry are such that no taxpayer has a regularly increasing or regularly diminishing
mcome. The income is one which fluctuates according to the season and financial conditions. -
Secondly, it is considered that if such cases do exist they are so rare that consideration of them
can safely be rejected for the sake of the larger principle.”  On the other hand, the Stock-Owners’
. Association of South Australia, after discussion of both systems, decided unanimously in favour
of the system of carrying forward losses, on account of its greater simplicity and of the fact that
where losses occur it reduces or temporarily extinguishes the tax for longer periods, and does so
‘during the time that taxpaying capacity is at its lowest point. Individual witnesses, two of
whom may be quoted, also urged the same view. One of these witnesses, with large interests
in more than one State (including New South Wales and Queensland), who was heard late in the
inquiry, said that “ the majority of pastoralists now think the averaging system would prove very
conflicting, and that the carrying forward of losses would prove the more simple way of getting
over their difficulties.” Another, also with large interests in Queensland, who first suggested
averaging as the desired method, said, “but allowing for losses would be quite alright.” '

- ForM OF AVERAGING WHICH, WITH THE ExcEPTION oF ONE FEATURE, IS RECOMMENDED
‘ : ‘ ' - IN THE REPORT. B ' :

: 8. Just before the close of our inquiry a second representative of the Federated Graziers’
~Association appeared before the Commission and submitted a form of averaging which differed
from that advocated on behalf of the Association and which had been generally accepted
by all other witnesses who favoured averaging. The witness stated that the form of averaging
now put forward embodied the latest views of the Council of his Association on the matter.

9. This proposed method is not, as originally suggested, to average the net income for
the period chosen, and apply the appropriate rate of tax to that average, but to apply to the
~income of the tax-year, the rate appropriate to the net average income. For example, if the net
average income for the five years 1916-20 was £2,000, and the income for the year 1919-20 was
£1,200, the tax for that year would be payable upon £1,200, calculated at the rate applicable to
- an income of £2,000. Where in any year a loss occurs, not only would that loss be treated as a

deduction from the profits of the other years which make up the cycle of five years used for

determining the average rate, but it was also claimed as an essential feature of the system that

the taxpayer should be credited in respect of a year of loss with a sum equal to the tax for which
_he would have been liable had the loss been a profit of the same dimensions, and that the credit
“so established (designated ° Suspense credit” in the Report) should be deducted from
- the tax subsequently leviable. :

o 10. It will be seen that the Report, while adopting the main principle of the
-amended method .of averaging, has for the present discarded the feature of suspense credits,
‘though it describes that feature as being equitable” and as ‘“the closest approximation
“to correct adjustment.”  The feature of suspense credits, would, in our opinion, be unacceptable
~as part of a taxation system.

11. The following table shows how in the zone where  Suspense Credits ’ do not occur,
~the system may operate :— : S ‘ :

; A Continuous Totals of e ;
meome,  [TcomeupioFleXens | uverage | Avemmge Rateof Tax. | THGAL Average Rate on
of Last Five. . :
£ £ £ d. SRR
1 3,943 3,943 - 3,943 30- 3478 499 -
2 4,499 8,442 ; 4,221 32-1266 602
3 4,618 113,060 4,353 329711 634
4 5,819 18,879 o 4720 35-3194 : 856
5 4,701 23,580 4,716 35-2938 , 691
6 6,729 ) 26,366 5,273 - 38-8577 - 1,089
7 5,387 27,254 5,451 39- 9966 : 897
8 21,983 44,619 3,924 60- 9613 5,584
9 7,29 46.095 9,219 622867 1,893
10 23,834 65,223 13,046 740465 7,353
£88,808 £63,366 £20,098

Notr.—Tor the first year the income of the. year is taken as the average on which to determine the rate, for the second .yedr the
~2verage of the first and second and so on to the fourth. For the fifth and subsequent years the average is that of the tax-year and the
. 10Ur preceding years. . ; : .

% The figures used in the table are hypothetical ; but hypothetical figures, so long as they fairly represent a probable experience,
53T just as reliable for purposes of illustration as actual figures, which, as they are never likely to recur exactly, can only be regavied as

- typical,
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12, The total income for ten vears is £88,808, or a vearly average of £8.881. The tax
pavable in ten vears on o yearly income of that (mlmmf is £22.484, but as the above figures
ahow, the owner of the fuctuating income pays only £20,098. or £2.384 less than the taxpayer
with steady income of the same wggw;gm e amount.

(3. ey be remsrked that examples “ A7 and “ D7 of the © Comparative Examples
(p. 18 of the ! eport) which do not nelude “ Bugpense Credits, ™ show a result similar
though an a fnﬁing seale compaved with that in the above table, fe., that the total tax
paicd in respect of o Hoetnating ineome under the svstem yecommended is less over a term ol
years than that paie ! by the owner of o non-fluctusting income of the same aggregate amount.
» 14 Under this svstem the total of the averages arvived at for the purpose of fixing the
rafe over any period except in the first year will .,m_lu correspond with the total income of the
taspaver.  The difference yelerred to may be wore readily understood by perusal of the table
ahove.

In vears numbered 5.7, and 9 in the above table only do the average figures which fix
the rate equal or excead the actunal income for the yvear, and in two of those vears the difference ig
frifling. The above figures indicate that over the pmlr»d shown £24,942 of income have i in effect not:
entored fully into the fixing of the rates of tax, with the consequence that the scale of graduation
has been nummh' raodified. 1t would be no answer to this contention to say t that every
pound of the income is taxed simply becanse some yate is applied to each yea g income. 1If an
meome of £€6,000 is taxed at the vate applicable to £2,000 it would he more C()II(’Lt to say that
every pound s partially tased.  With the exception of three vears, that is the nature of the
operatien which ocenvg under the system, as e\emplmo(l in the preceding Table. Under this
method the revenue is sometimes ahead of and sometimes behind on the actual income, and
while over the whole field of taxation there may be a rough balance, it is not {air between
individual taxpavers.  In the above example the revenue would have to whit tw 0, three, and four
vears hefore getting the full benefit of the good vears 8, 9 and 10, and if the td)\paver died or
lelt the comtiy at the latier point, the revenue wowd never obtain its full quota,

16. 1o the first five vears’ period hardship will result in the case of a taxpayer having a
declining meome,  The | me\m;; (hvpothetical) example sbows that in the second, thivd, fourth,

and filth vears the rate of tax is higher than that which would apply under the present Federal
gvstem

{ -
Year. Tucome, Average for Rate. Preaent Rate, FPresent Tax. Average Rate, Ii\‘vg:‘x;jg:&}‘;;t%?:?d

¢ £ £ L 5. d.

it .. 10,000 10,000 654178 2,725 14 8 604176 2,125 14 8

Hecond . . f,000 | 8,000 13-5094 1,087 14 8 H6- 1783 1404 9 2

Third .. . 2,000 6.000 179156 149 5 11 43 5094 362 11 7

Fovrth .. .. 2,000 N OO0 179166 149 5 11 371109 309 5 2

Fifth .. - 2,000 4,400 179156 149 5 11 33-2719 217 L 4
| S S -

l ‘ £4,2610 7 1 £6,079 b 11

L7, 14 will he seen from the above that this taxpayer would pay in the first five years

£817 Hre, 104 miore in tax than under the present system. A position similar in elfect, though

rarying in degree it may he more ot less oppressive than the example shown—will be created
under this sy stem, whenever the level of income is materially lowered.

I8 The Report, smmming up the results of twelve examples on page 17, attaches
the greatest imporfanes to the approximation of the results of the recommended method to the
standand nwntimwrl i the preceding paragraph. - But there is a method, not mentioned in that
sopmary, wh yn(w on the total of those twelve examples, a result nearer to the standard
thau the wwH wuen by the recommended method.  The superior result in those instances is
given h_\ what has generally been veferred to as the British method. a method condemned
by the British Commission, and in the condemnation of which the Report concurs.

P9 Apart from any other inferences which may be drawn from this statement of fact, it is,
we subnit, clear that the Report, in adopting comparison with a steady income as the
supreme test of anv method, has chesen a ctandfml much too rigid and narrow. Another inference
may Le drawn. Although the English method in the total of the twelve instances referred to
shows a closer conformity with the standard than does the recommended method, it happens
that. taking the cases individually, six on the Report method and six on the English method
show the closer conformity.  This suggests (what in our opinion is the fact) that the two systems

differ enly in detadl and not 1n essence and, further, it illustrates the uncertain effects produced by
the system recommended,



20. A minor, but to a large number of taxpayers not unimportant, disadvantage which would
result fromn the dd()]_) don of the averaging systein recommended in the prmt would  he
that the present Ready Reckoner issued {o the ])ubhv would be of use only as a means of

¢

ascertaining the rate of tax. Under that system the vate so ascertained is not a pplied to the income
to which it is appropriate, hence the amount of tax uuln need to be \\‘uﬂ\(d out 1 each cage.
The same diil wu]t_v oceurs at present in the case of composite incomes, which constitute about
30 per cent. of the total taxable incomes, but the change of system would extend the di fliculty to
all taxable incomes. A Ready Recloner compiled in a form (necessavily quite different from
that of the present publication) which would enable the amount of tax under the averaging
system to be ascertained by ingpection, would be so large and expensive that it w ould
probably be consideve !l Dmpracticable.  The absence of such an aid means that an nnnunw
amount of extra time and effort would he consumed in tedious calculations, which under the
present system are unnecessary.

Tre Privcrne or Grapuarion.

21. The prine 11)10 of graduation of the Income Tax \\ w oot called in question in evidence, hut

on the question of its equity when applied to incomes which finctuate (though not to the extent
of 111\/()1\1110 actual loss) widely differing views were c\pj emui by witnesses. Tt was asserted by
some that eqm’( vy cannot exist where a person whose mcome flucta inl".‘i mway he liable to pay a
greater aggregate amount of taxation during a given number of years than would be paid hv i
person h.lvmg the same net income received in regular annual ammlu\f.\ Witneszes of ‘l[(ml
authority contended or clearly implied, on the other hand, that once the sxs(mu of graduation is
adwitted as being generally the most equitable, there can be no valid claim of Jnm!mt\ where
that h}'ht(lll] applied to the inceme of the year if proper allowance he mmle for actual
losses.  The form of averaging recommended in the Report does not explicitly challenge
the principle of g'zulu:‘imn but in effect materially  modifies the scule of  graduation
by substituting a new standacd for determining the rate of tax (viz., the average ncome
over a period of five years) in place of the Bitherto accepted standavd (the taxable income
of the tax year). Under Hjo &unnmuhd standard an Jl](Uan of £500 in one vear night
be taxed at the rate applicable to an income of £7,000, or an income of £20,000 in one
year be taxed at the rate a )plwu le to €600, In any td\ year if there were a large number of
incomes of £600 a different rate might be applied to euch of those incomes in the hands of
different taxpavers.

22, Tt has been said that the method of carryving forward of losses also modifies the scale of

m(ulu(ul(m i respect of meomes which in some vears fall below zero ; but wnder this method it
18 always the appropriate rate, and not a variable rate, that is applmd to the taxable income,

25, The pmpmso of graduation is to (uljus{ the burden of taxation to the ability to pay.
The scale operates upon taxable incomos, and, thougl it is not a perfect instrument, i will. if
well designed, })IGSN\L‘ a high degree of equity alove the line whero taxation lw-nm "The
purpose of the method of carvying forward losses which we recommend is to preserve equity
below that line.

Carrvying Fonwarn or Lossrg.

24, The system of carrying forward any halanee of loss from one year imtil estinguished
by subsequent pmﬁ b5 needs no duimm{o diseussion.  While the deduction of current losses from
the gross income I any tax-year is perhaps as old as ineome tax law, the extension of that practice
has unl\ 10(0’:111” come into ]nummom e I8 V(W taxpayer paving Income Tax on the }m‘f s of
any trace, husiness, or }H()l(’a\lun m whie h losses incidental to the trade, &, gy oceur, is avare
that Tosses oce AUPTING 10 ALY Olle vear may ab pn«n ub be set off againet the gross profits of that
year in order to arrive at the a\;ﬂ le iveome. The syster of carrving forward of losses extends
the preseut practice, so that il a vear’s transactions vesult in a net loss, gy, uf L1500, and the net
profits of the next vewr ave £1,000, 1h<*n> would he no tax to pay in respect of that vear, but a
balance of £500 would 1’&111;‘1'(11 to be carvied forward 3 and if in the third vear the net })l()h(n are
£1,200, the tax would be pavable upon that amount less the €500 carvied forward, that ix, 1 o

£700.

- this svsten be adopted then in our opinion the meaning of the term ““loss \Jmul 1
for the pmpo’ e of the allowance ni losses be extended to include any sum by which the toxpaver's
income falls helow the amount of the general exemption, phus the allowance for children (if any),
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It seems reagenable that a taxpayer whose income falls below the total of those two amounts
(or below the general exemption if that only is applicable) should be regarded as having incurred
a loss, and that he should have the right to carry forward that loss to be set off against future
taxable income.

26. At present, a person is not regarded by the Taxation Authorities as having incurred
a net loss il the result of the year's transactions leaves him with some income above the zero
line. The effect of the proposal here made is to raise the datum or zero line (below which loss
is considered to begin) up to the amount of the general exemption, or that amount plus the
allowance for children if the taxpayer is entitled to the latter allowance.

27. Thus, assuming for the purpose of simplicity that a taxpayer is entitled to the general
exemption only (taken at £156, the present rate) the possible positions arising would be

1. Where after taking off all allowable deductions including the general exemption,
£156, there is a taxable income, the systema would have no application.
2. Where through losses of any kind, including failure to earn income, the income is
reduced—-
(¢) exactly to the amount of the general exemption, there would be no tax,
and no loss to be carried forward ;
() below the general exemption £156, but not below £1, the difference
would be deemed a loss which may be carried forward, Example :—
11 the net income was £140, i.e., £16 below the amount of the general
exemption, there would be a “loss” of £16 which could be carried
forward to be set off against the taxable income of the next year.
(¢c) below zero by, say, £100, the loss to be carried forward would be £100,
plus £156, or £256 in all.
if the taxpayer were entitled to an allowance for children of, say. £52, the above illustration
would be altered merely by adding £52 to £156 where the latter figure is used.

28, 1t should, we think, be permissible for losses not extinguished by subsequent profits to be
carried forward for a period of five years but not longer.  This limitation will not aflect the practical
ralue of the allowance ; bubt we recommend that power be conferred upon the Commissioner to
extend the time where in his opinion there are special circumstances justifying such extension.
In cases where application is made for an extension of time, and the Commissioner decides against
the applicant, the latter should have a right of appeal to the Board of Appeal recommended in
Section IV, (Board of Appeal under the Income Tax Act).

29. The DBritish Commission, while recommending abolition of the average system,
recognised that consideration is necessary where losses occur.  The British Tneome Tax Act 1918
contains a provision similar in effect to the provision of the Commonwealth Act under which
losses occwrring daring the year which is the subject of assessment may be set off against the
profits of that year. That provision, however, affords no adequate relief in cases where heavy
losses aceur in any one year which are not extinguished for two or more subsequent years, The
British Commission, while recommending the continuance of the present provision with regard to
the deduction of losses in respect of the year in which they occur, made a further recommendation
that any balance of Joss should (unless earlier liquidated by profits) be permitted to be carried
forward for a period of six years. This period was chosen as corresponding with the period fixed

under the Statute of Limitations.

30. In the United States a recent amendment of the Income Tax Law extends the
allowance for losses incurred in the regular business of a faxpayer beyond the year in which the
loss occurs.  The effect of the amendment is stated by Montgomery (Income Tax Procedure

. o Y g A
1919, p. 486) as follows —

“ The 1918 Law provides that when the business of a taxpayer as ascertained for
a taxable vear beginning 1st November, 1918, 1st December, 1918, or 1st January, 1919,
results i a neb loss such net loss may be deducted from the net income of the next
preceding taxable year, and the tax of such preceding year shall be redetermined and
the balance due to the taxpayer as so ascertained shall be refunded. 1f the net loss is
greater than the net income for the preceding year, the entire net income shall be used
up and a refund made, and the balance of the loss not deducted mway be carried over to
the next succeeding taxable year. The losses so applicable to preceding or succeeding
taxable years may be those incurred in the regular business of the taxpayer.”
This 1s obviously a tentative and incomplete application of the sound principle of making
allowance for losses.
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31. In Queensland, the Governor’s Speech at the Opening of Parliament in August, 1921,
announced an intention to introduce a bill {for the purpose of amending the Income Tax law to
provide for the application of that principle to farmers. The latest official information on the
subject received by the Commission is that the provisions of the Bill have not yet been finally
settled, but it is probable that the benefit of the amendment of the law will be confined to farmers,
The Commission does not know how the term “ farmer ” is to be defined.

32, The Report disapproves of the system of carrying forward of losses, and states
objections which may be thus summarized :—
1. That it is not equitable ; that it is not general in application, and particularly that
it affords no relief to a taxpayer whose income fluctuates, but who does
not incur loss.

2. That it introduces a radical change of method and differentiates unduly between
taxpayers.

3. That it cannot operate more frequently than losses occur.

4. That practically the only thing that can be urged in its favour is that it is simple
to understand, but that ““ the handful of benefit of its supposed simplicity is
hardly worth the holding” . . . and that with the proposed extension of the term
“loss ” to include any sum by which the taxpayer’s income falls below the
amount of the general exemption plus the allowance for children (if any),
even the “minor merit of simplicity ”” vanishes.

33. It is obvious that a system dealing with actual losses cannot operate more frequently
than such losses occur. The charge that the system is not general in its application is, of
course, true to the extent that it does not affect incomes in which losses are not sustained, butb
one does not complain, for example, of the allowance for children that it confers no benefit upon
a childless taxpayer.

84. Tt is true of an averaging system also that to many incomes (i.e. non-fluctuating
incomes) it will have no practical application ; to many others a very slight application, while in
numerous other cases its application may be to the pecuniary detriment of the taxpayer, a result
which in no case follows the application of the system of carrying forward of losses.

35. It may be pointed out that our recommendation that losses should be defined as
beginning as soon as the income falls below the amount of the general exemption plus the
allowance for children (if any) will have the effect of causing the system to operate much more
widely than is assumed in the Report, and of affording substantial relief to taxpayers
of moderate though fluctuating incomes, whose transactions rarely, if ever, result in positive
net Joss.

36. The alleged inequity of the system of carrying forward of losses is illustrated in the
Report (paras. 44-45) by two examples. The supposed inequity in the examples is one which
would occur equally under an averaging system, and is due to the operation of graduated
rates. The statement that the system in addition to being inequitable involves a radical change

of method appears to us to be without foundation.

37. As to No. 4, whatever may be said or implied to the contrary, we consider the carrying
forward of losses system, as recommended by us, is economically sound in principle, easy of
comprehension, and will be found to be simple in practice. We regard its comparative simplicity
as an additional merit which, independently of its capacity to afford substantial relief where
losses are incurred, would be welcomed by that large body of taxpayers who place a high value

on simplicity as an element of any taxation method.

Errrcr on REVENUE.

38. While the effect on Revenue should not be the dominant factor in the appraisement of
any proposed change of system having for its object a more equitable distribution of the burden
of Taxation, it is an element which cannot be ignored in any estimate as to its practicability.

89. A careful scrutiny of all the figures available to us relating to both the Averaging and
the Losses Systems revealed such conflicting results that we are led to the conclusion that any
estimate we could make as to the Revenue efiect of either system would be unreliable.

718031.—5
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40. 1t is clear, however, that the adoption of either the Averaging System recommended in
the Report, or the Systermn of Carrying Forward of Losses, would involve a reduction In
the total revenue derived from Income Tax, and it is equally clear from the numerousillustrative
examples we have had under review that the revenue would suffer to a greater extent under the
“ Averaging System ” than under the “ Losses 7 System.

TaxaBrLe Caraciry.

41. With regard to paragraphs 38 and 40 of the Report, -in which a duality of
purpose is attributed to the British system of averaging, and also a failure on the part of the
British Commission to distinguish between the “ basis of liability ” and “ measuwre of taxable
capacity,” in our opinion the averaging under the British system has always served one purpose
and one purpose only, viz., the determination of taxable capacity or taxable income, which we
regard as interchangeable terms. Under the British system, averaging has nothing to do with
ascertaining the rate of tax. Once the figure of income to be taxed—or, more shortly, the
taxable income—is determined by the averaging system, the legislative provisions fixing rates of
tax (with which averaging has no connexion) automatically come into operation.

42. In the section of the report of the British Commission to which reference is made in
paragraph 40 of the Report, that Commission had recommended the abandenment of
averaging, and were discussing whether, on the single-year system, it was more desirable to take
as the basis of liability the profits of the year of assessment or of the preceding year. For practical
reasons they decided in favour of the latter, and added a recommendation as to the carrying
forward of losses similar to that which we malke.

43. We do not share the opinion of our colleagues that there was any failure on the part
of the British Commission to distinguish between “ basis of liability ” and “ measure of taxable
capacity 7 ; for the reasons that when © averaging ” is logically applied * taxable capacity ” is
also the  basis of liability,” and that under the single year system, with which that Commission
was then dealing, no distinction between the two can be drawn, either in theory or practice. (See
also para. 60.)

44. The method recommended in the Report, whatever may be said for it from a practical
point of view, is, in our opinion, illogical inasmuch as it does not base the tax upon the ascer-
tained average income, but applies the rate appropriate to that income to the income of the year,
That rate may be very much higher or very much lower than the rate prescribed by the existing
scale of graduation as appropriate to an income of the same amount as the income of the year.

GeneraL CoMmeNT AND CONCLUSIONS.

45. While the mode of averaging recommended in the Report would afford a useful
measure of relief to taxpayers in certain circumstances, in our opinion it would in other
circumstances operate unfairly and engender anew the sense of injustice which it is designed
to eradicate. :

46. It is to be regretted that this mode of averaging was introduced to the Commission
only at the close of the inquiry. Consequently, it did not receive that careful consideration by many
competent witnesses which was given to the mode of averaging first submitted, and to the method
of carrying forward losses. As we have seen the chief proponents of the mode of averaging first
submitted, who said that ©* the only remedy which will meet the case and create the least anomalies
1s to impose the tax on the basis of the average income gained over a number of years,” were moved
later on (presumably as a result of further examination and the criticism their scheme encountered)
to propose this modification. The new scheme is simply a diffsrent mode of averaging. Itis, in
our opinion, an improvement upon the mode for which it was suggested as a substitute, since in
some cases 1t reduces in scale the inequities which arise under this as well as under other modes
of averaging.  The “standard of perfection” in the view of the Report would he
reached if a system produced an arithmetical identity between the total tax paid during a
selected period on a fluctuating income and on a mnon-fluctuating income of the same total
amount. The complaint is that a flactuating income is excessively taxed in comparison with a
non-fluctuating income, but the example in para. 15 on page b shows that, in certain circumstances,
the mode of averaging recommended produces the opposite result, and causes a non-fluctuating
income to pay much more than a fluctuating income of the same aggregate amount during the
same period.
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A7. Tt has been shown previously that this mode of averaging, among other disadvantages
and anomalies which attach to it, would in certain frequently-occurring circumstances (1) cause 2
taxpayer to pay more tax during & period of five years than he would pay under the present
system ; (2) cause a steady income to pay more tax than a fluctuating income of the same total
amount ; and (3) cause the position to arise that in effect a large amount of income would not
enter into the fixing of rates with the consequence that the revenue may never receive its due share.

48. Tt has also been shown that, on the test laid down in the Report as that upon
which all methods should be judged, that is by the degree of conformity of the amount of tax
payable by a fluctuating income with that payable by a steady income, there is & mode of
averaging (which has been considered and rejected by the Coramission) but which under that
fest shows better results when applied to the twelve examples in the Majority Report than that
given by the mode recommended. T =

49. The Report, paragraph 31, quotes Sir Josiah Stamp as in favour of an. averaging
system.” Sir J. Stamp may, I our opinion, with greater weight, be cited against averaging, for,
as'a menber of the British Royal Commission, he concurred in the recommendation for the
abolition of averaging and the substitution of the system of carrying forward losses.

50. In a paragraph under the heading “ Alleged Hardship ” in the Report (page 24)

‘the statement is ' made that— ' s : '
£ “ While it was quite true that in the British averaging scheme undue generosity
‘was extended to expanding incomes and undue hardship meted out to dwindling incomes,
‘this was mainly due to the creation by the British system of averaging of a *“ Statutory
Income ” at variance with the true income (augmented or diminished by the position of
©1aot o jts tapering parts). In the scheme now proposed, the tax is based on the actual income
izt of the immediately preceding year, the rate only being fixed by the averaging period,
2o+ and should it be proved, which is unlikely, that the rate is unduly inflated in any special
and peculiar case, the remedy could be supplied by some provision on the lines of section
64 of the present Act. This contingency is so remote that, for practical purposes, its
consideration beyond the mere mention can be disregarded, for in nearly all cases where
a taxpayer has been enjoying a larger income in former years, any increment in rate
consequent thereon when his income is lessened, seeing that such rate is applied solely
- to his actual income of the immediately preceding year, will not carry with it any sensible
- hardship.” S t SR

o - Bl. The statement that the admitted injustices arising under the British averaging system are
‘ mainly due to the taxation being based upon the average income, and the implication that an
“alteration of the mode of averaging will greatly diminish the frequency of these injustices,
seem to ignore what in our opinion 1s the fact that the mode recommended will inevitably cause
- injustices similar in type and probably in volume with the sole difference that, in some instances,
- they will be reduced in scale. With a * dwindling income,” or more certainly with a sharply-
- reduced income, a taxpayer may find himself liable to pay tax on income of a given year at
. arate many times the rate appropriate to his actual income. He may find too—as the 1llustra-
ion “in para. 20 shows—that during a cycle of five years he will be called on to pay a greater
amount of tax than he would pay under the present law. * In such ceses any benefit he may have
derived from the system in years of expanding income will probably be forgotten, and the
sense ‘of injustice that will inevitably arise in his mind is not likely to be allayed by the
assurance that, * seeing that such rate 1s applied solely to his actual i1come of the immediately

DPreceding year, [it] will not carry with it any sensible hardship.”

 © '52. In seeking to improve our taxation system, it is desirable that any new method adopted
ould be simple, certain in its operation, and, wherever applied, should be manifestly just. In
1¥ opinion no averaging system adequately responds to thege tests.

_+i B3, In the relations it creates between the revenue and the taxpayers (apart from the question
of any reduction of receipts due to its adoption) any averaging system would operate in a manner
ntrary hoth to the general public interest and to the interest of individual taxpayers. If a
eriod of slackness or decline 1s followed by one of growing wealth and prosperity, the revenue
8gs hehind as to its just share, and the taxpayers, who in such a-time of quickly advancing gains
and genera] confidence could most easily support the necessary burdens of taxation, find those
1 Urdens lightened by the effect of the previous years, while they will have to bear the heaviest
O?‘d in a period of shrinking profits and difficult financing.
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REASONS FOR PREFERENCE ¥oR CARRYING ForRwARD OF LOSSES SYSTEM,

54. We regret having to differ from our colleagues in our conclusions and recommendation
on this subject, but the cumulative force of the objections we see to the scheme of averaging
recommended by them compels us to seek an alternative. The alternative to which we turn is the
system of carrying forward any balance of loss from one year to be used as a set off against tax
of subsequent years until extinguished by future profits (see para. 29 ef seq.).

55. We question the accuracy and soundness of the assumption which is fundamental
to the mode of averaging recommended in the Report, viz., that for practical purposes true
“ taxable capacity ” is best found in the average income over a period of five years. We
regard the average income over a period of five years as an arbitrary standard of taxable
capacity, not demonstrated to be an accurate standard suitable for® general application. Our
conception of taxable capacity is that on the whole it is likely to be more accurately reflected
in the ¢ annual net income.” We consider that a profit resulting from any one year’s transactions
should not, for the purpose of taxation, be regarded as income for that year till 1t is subjected to
a deduction of any unextinguished loss incurred in a previous year. Both equity and sound
practice demand that the profit of any year should first be applied in extinguishing any loss
carried forward from a previous year’s transactions. We apply the term * annual net mncome ”
to the resulting balance of profit, and this we consider should constitute taxable income. This
view is clearly implied in the recommendation of the British Commission.

56. The method of carrying forward of losses in the form we recommend insures that no
taxpayer will be called upon to pay tax on anamount in excess of his annual net income (as
defined above) over a period long enough to cover any probable succession of losses. (This
suggestion is also in harmony with the view of the British Commission.) The annual net income
(determined after the absorption of any previous losses incurred within five years) is taxed at the
rate applicable under the current scale to that annual net income. The full weight of whatever
scale of graduation is in force falls therefore where it is designed to fall, on the net annual
income of the subject, which in our opinicn is invariably the best index of his true taxable
capacity.

B57. 1t complete equity is ever attained in a taxation system, in our opinion it will not
be through an attempt to achieve mechanical identity of tax payment, but through a just
estimate of the many factors which constitute the basis of accurate comparison.

58. The system of carrying forward of losses, though more limited in scope than the system
of averaging, is free from the complexities and disappointing inequities which characterize that
system. It operates, as indicated by the words used to describe it, upon incomes in which the
fiuctuations extend to actual net losses. Within that area its action is simple, just, beneficial
to the taxpayer, and involves no unfairness to the revenue. The evidence shows that there is a
large body of opinion among primary producers, and other sections of the taxpaying community,
which prefers this system to a system of averaging. It gives full relief up to the point where
public opinion as expressed in evidence unanimously agrees that relief is justly due, that is where
actual losses occur, and we are convinced that, in practice, it would give more widespread
satisfaction than the averaging system recommended in the Report.

59. The system of carrying forward of losses—

(@) Would supply an element of equity which is lacking in the existing system, as it
makes full allowance for the losses which that system ignores.

(b) Would not act to the pecuniary detriment of the taxpayer (as any averaging
system frequently would), while, at the same time, it would secure to the revenue
its just share.

{¢) Ts much simpler than the averaging system, and consequently will be understood by
a much larger body of taxpayers.

(d) Would, as compared with an averaging system, involve much less trouble to
taxpayers in checking their assessments.

(e) Would free taxpayers from payment of tax or reduce the payments during the years
of greatest stress.

(f) Is in consonance with recognised business and accountancy methods, and would be
applicable without any change of method to all classes of taxpayers.

(9) Would be much less diflicult and expensive in administration than an averaging
system. Official evidence showed that, for the first few years at least, there
would be very great difficulty in obtaining the additional competent officers
who would be required if an averaging system were adopted.

(k) Would operate normally from the first year. The averaging system as
recommended in the Report does not operate normally for five years.
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RECOMMENDATION.

60, We recommend—

1. That the Income Tax Assessment Act be amended so as to incorporate in the
determination of ‘taxable income *’ the system of carrying forward of losses
up to a period of five years, unless earlier extinguished by subsequent profits.

2. That, for the purposes of the system, the meaning of the term ‘“loss >’ be extended
so that a taxpayer should be entitled to carry forward (as a loss) any sum by
which his income in any year falls below the amount of general exemption plus
the allewance for children (if any) to which he may be entitled.

(Signed) W. WARREN KERR
S. MILLS.
M. B. DUFFY.
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SECTION 1.

THE GIVING TD PRIMARY PRODUCERS OF SPECIAL CONSIDERATION AS REGARDS
THE - ASSESSMENT OF INCOME TAX, PARTICULARLY IN RELATION TG LOSSES
RESULTING FROM ADVERSE WEATHER CONDITIONS.

SUPPLEMENTARY STATEMENT BY MAJORITY COMMISSIONERS.

The members of the Commission who support unreservedly this section of the Cemnnis-
sion’s Report, cordially welcome criticism of the recommendations made by them for placing the
system of the Wederal Income Tax/Law upon a sound and equitable basis, and as they submit
theit own so would they have left untouched the Minority’s views, to run the gauntlet of public
examination; but considering the very important interests involved, and being sensible of their
duty to the general public who have not the opportunity of reading in full the evidence submitted,
and will therefere expect to be fully informed as to what bearing the material used by tue
Minority has on the matter in question, they feel reluctantly compelled to issue a statement
supplementary to and corvective of the ¢ Statement and Recommendation of Dissentient
Commissioners.” '

The word © Reservation” in this supplementary statement means the © Statement and
Recommendation of Dissentient Commissiorers.”

“ RepreseNrarive EVIDENCE.”

2. In the firat paragraph of the Reservation are quoted certain figures, but as they are of
most meagre description and do not convey any substantial jevidence, we feel that more
information is necessary, and venture to supplement them by submitting a table showifg the
calculations of tax under a variety of methods and over an extended period, using for the purpose
the case referred to by the Minority. '

TABLE A—OPERATIONS OF A TAXPAYHR, as submmegi by a witness, showing how same
would be taxed under present and recommended methods, viz. :—
In column B, the method recommended by the Commission.
In column ¥, the averaging method with allowance for guspense credits.
In column I, the method of the present Federal Income Tax Act.
In column T, the “ carrying forward of losses ” method.
In column J, the method of the Bribish Act (on a five years average).

A n. i e . l 1, T é ; 3. L. b3
Average ’v“(:0!!1’113(;‘1:}‘1‘(;:)1‘!;'\V(‘Yﬂgl“‘,{ Present Federal Method.
Tncome af | _ Carryiog Methed
Year l\lwlzfﬁge{]ifr(ir Amounb of Srspense For:;/tgxr'l Briotfiah
the Year. : Ii;x[l;;lof J,)f“ ln\ on - Credits. {Aﬁfﬁﬂf&fp‘ l'l‘vui}ﬂ?l]" " Losses _ Act
to Thate, to average rf’«l_xable t Tuvomn Muthod. (5 years).
. Income (2. ;u,s\[m‘c) Income B. B. % G
£ £ £ £ £ £ £ L
1 24,105 24,015 24,015 869857 8,704 .. 869857 8,704 8,704 8,704
2 28,805 52,920 26,410 383812 10,608 .. $9° 5448 10,747 10,747 9,726
3 Loss 34,646 18,174 6,058 43°8805 6,335 .. .. .. 1,108
4 Toss 67,255 il Nil .. .. . .. . ..
5 4,163 Nil Nil .. . .. 3177554 551
6 55,531 Nil Nil .. . .. 95°7197 22,148 | © .. -
7 45,838 3,628 726 917640 1,865 .. 94°3118 18,012 427 30
S 24,0153 62,289 12,460 72°760L L T 7,975 .. 86" 9857 8,704 8,704 3,775
9 .. 28,805 | 15,8349 31,670 9077054 10,887 . 89 5448 10,747 10,747 11,969
10 .. |Loss 24,646 | 116,540 23,908 569168 . 12,547 .. .. .. 8,638
11 .. |Loss 67,255 Nil Wit - ., .. » ) A
2 .. 4,163 Nil Nil . .. .. 31.7554 551
oL 5,511 Nil Nil .. .. .. 95° 7197 22,148 ..
.. 43,835 3,628 728 9-7640 1,865 .. 945118 18,012 427 30
W 24,015 62,230 12,460 72°7601 1,275 .. 86" 9857 8,704 8,704 3,775
%6 .. 28,805 | 158,349 31,670 907054 10,887 .. 89° 5448 10,747 10,747 11,969
17 .. [Toss 34,846 | 1L9340 | 23008 $5°9165 .. 12,547 .. . 8,658
18 53 Nit . Nl .. .. .. .. .
19 Nil Nil .. .. .. 3107554 551
20 Mt Nil ¥ .. .. 95° 7197 29,148 .. ..
21 3,523 726 97640 L86s | .. 94° 3118 18,012 427 30
61,231 | 31.429 . 180,486 | 50,634 8,432
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3. It will be noted that under the system of the British Act, there would fall to be paid in the
fourth and eleventh years taxes of £1,108 and £8,658, no’rwﬁhsi‘@ndmg that heavy losses had been
incurred in the immediately precedmg years—the third and tenth. In the method recommended
by your Commissioners no such conjunction could take place. A year of loss always exempts
the following year from payment of tax. - Whatever comments may apply to the British method
of averaging, it cannot be said of the method recommended by your Commissioners that
“ under the Jatter system a heavy tax (£8,668) would n‘we been paid in respect of a year of
severe loss, and during a year of muoh more severe loss.” Under the method recommended by your
Comumissioners, when there is no income in any year there is no Income Tax in the following year.

‘This is one of the important improvements which the method recommended by your
(ommissioners has over the British method. - The method recommended should be clearly
distinguished from other averaging methods, to which reference is frequently made in the
Reservation. Many of these referenues do not apply to the method recommmended by your
Commissioners.

© That the working may be closely scanned it has been carried oub over three periods to
21 years. The income duringthe period has averaged £ 8,004 yeaﬂ} on which the Federal Income
Tax at present rates would Be £1,900 per annum.

- 4. To further assist comparison we insert &nothel table (B) in which are shown the
procrebbwe aggregate amounts payable in tax by the taxpayer referred to in table A under each of
the contrasted methods up to the end of ‘each year, so that running the eye along the line one
can compare exactly one method with another at any given date ; the several methods are those
described in paragtaph 70 of our Report

TABLE B : TOTAL TAX AS PAYABLE IN RFSPECT OF INCOME UP TO. E\ID OF
: EACH YEAR UNDER CONTRASTED METHOD%—-

Years. 3.1, TAMS. R.AM, C.F.L. P.r.M., British Method.
£ £ £ £ / £ £
1. 1,900 8,704 8,704 8,704 8,704 8,704
2. 3,800 19,312 19,312 19,451 19,451 18,430
3 . 5,700 19,312 19,312 19,451 19,451 19,538
4 . 7,600 19,312 19,312 19,451, 19,451 19,638
5 . 9,500 19,312 19,312 19,451‘/ 20,002 19,538
6 . 11,399 19,312 19,312 19,451 42,150 19,538
7. 13,299 19,312 21,177 19,878 60,162 19,568
8 . 15,199 22,117 28,452 19,878 68,866 23,343
9. 17,099 33,004 39,339 28,582 79,613 35,312
10 ., 18,999 33,004 | . 39,339 39,329 79,613 43,970
11 . 20,899 33,004 -33,339 39,329" 79,613 43,970
12 . 23,799 33,004 39,339 39,329 80,164 43,970
13 24,699 33,004 39,339 39,329 102,312 43,970
14 . 26,599 33,004 41,204 39,756 120,324 - 44,009
15 . 28,499 33,004 48,479 48,460 129,028 47,775
‘16 . 30,398 40,484 59,366 59,207 S139,775F 59,744
17 . 32,298 . 40,484 59,366 59,207 139,778 68,402
18 . 34,198 40,484 59,366 59,207 139,775 - 68,402
19 .. 36,098 40,484 59,366 59,207 140,326 68,402
20 .. 37,998 40,434 59,366 59,207 162,474 68,402
21 .. 39,898 40 484 61,231 59,634 180,486 68,432

5. This is a very extreme and exceptional case, so much so that a witness—a pastor alist
of wide experience—to whom it was shown stated it might be excluded from consideration
because of its exceptional character. It is exceptional not only in regard to the extreme range of
its violent fluctuations but also that it is an example of the very rare case in which the method

of carrying forward of losses is more favourable to the taxpayer than the more equitable and

generally applicable method recommended by your Commissioners. Incidentally table A7

‘throws light on the proper treatment When a quinquennium of average loss occurs.

6. Taxation is not an abstract science but an art of practical importance in the affairs of
life, and however interesting 1t may be to the doctrinaire to theorize on exceptional cases, the
proper test of a system of taxation is its behaviour when applied in pr actice to the experience
of every-day life. The Reservation does not contain or discuss a single such case. Of the three
detailed examples it refers to, one only (the first) is actual, the other two are hypothetical
~—and all are out of the current of general experience. There were submitted to the Commission
in evidence from 130 to 150 examples of the actual operations of different taxpayers, extending
over various periods up to fifteen yearq Yet all these—with the solitary exception of one
exceptional case—are thrust asidle and hypothetical cases of unusual character substituted.
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7. The second example (paragraph 11) will be discussed under the heading Averaging
(see paragraph 21 of this Statement). ' :

8. Criticism of the third example in paragrapb 16 of the Reservation has been anticipated in
paragraphs 120 and 123 of our Report in discussing a case which conforms to reasonable experience.
This claim cannot be sustained on behalf of the case in paragraph 16 of the Reservation, which
would instance as an ordinary occurrence a taxpayer leaping at a bound from no income at all
to the dazzling splendor of £10,000 a year. We are only concerned with practical business
affairs. If such a case should occur, and if out of an income of £22,000 he has to pay
£5,079 in tax, very little sympathy need be wasted on the recipient, nor need equitable treatment
be denied to other taxpayers in order to protect this brilliant sybarite, The taxation of the
ordinary trader who strikes a particularly good year is equitably provided for under the averaging
method recommended by us—(see paragraphs 120 to 123 of our Report).

9. It is beyond our function to suggest how the Minority should present their views, but
seeing that the complaint of a large section of the community is against the incidence of the present
Federal Taxation Laws, what one would naturally look for is a comparison between any method
suggested and the method which it 1s intended to displace. In all the examples given in the main
Report opportunity was taken to compare suggested schemes with the method now in use so that
the whole position could be intelligently scanned. The results of the British system were not
tabulated, though each example submitted in the table in paragraph 75 of your Commissioners’
Report had been worked out on that system. The divergence between the British method and
the tax on a steady income is fractionally less than the divergence between the tax on a steady
income and the method recommended by your Commissioners, but it is greater than that between
a steady income and the A.M.S. method (which for reasons stated in paragraph 75 we do not
recommend). The chief feature of the British scheme, is that when applied to actual as against
Liypothetical cases the taxes payable under it would in the majority be less than those payable by
steady incomes. Applied to the twelve examples summarized at the end of paragraph 75 of our
Report, the results are—

Tax Caleulated on— : T“ﬁ_‘,’f z'xrx:iunt Relative percentage. i]r?t;z;e’i‘g;?g;
' Steady Income.
¢
, £ s. d.
Steady Income .. .- .. .o} 46,612 810 100 Nil

Method of British Act .. .- .. 43,967 15 '3 9433 - b 67
AMS. Method .. .. .. .. 47576 0 7 102-07 4+ 2-07
R.AM. Method . . .. . oo T49,733 12,1 106-70 L o670
(.F.L. Method .. . . 1 62963 610 135:09 | -+ 8509
P.F.M. Method .. .. .. .. 69,089 6 2 148-22 + 48-22

10. Examples A and D on page 18 exhibit that under some cireumstances the total tax
on the R.A.M. method may for a short time be slightly less than that on a steady income, but
had thiseffect been generally characteristic of it, the method recommended would not have been
presented by your Commissioners as worthy of adoption. The wide divergence between the
carrying forward of losses method and the averaging methods which precede it in the above
table will not escape notice. Werefrain from commenting further on this aspect of paragraphs
18 and 19 of the Minority’s Reservation. ‘ '

TaxaprLe CaracrTy.

11. ¢ Taxable capacity and taxableincome . . . . we (the Minority) regard as intex-
changeable terms.”  On the basis of their own unsupported opinion that  taxable capacity  and
“ taxableincome ” are synonyms the Minority seek to overthrow the sustained argument of the
main report, but offer not a single fact or argument to confirm their bald assertion that ¢ averaging
under the British system has always served one purpose and one purpose only.” Questipns of
this character canm.on be settled by the simple ipse duzit of the Minority, when history testifies to
the contrary. Explauing the function of averaging under the British Act, Sir Henry Primrose,.
late Chairman of the Board of Inland Revenue, wrote-— The system of averaging is merely an
incident in machinery devised for the purpose of determining a figure of income to be taxed,”
that is, to determine the assumed figure of income of the then current year to be taxed as

© “gtatutory income” tentatively, and subject to subsequent adjustment. When this was written—
nearly Z0 years ago—the British Act contained no recognised scheme of graduation. There
were a few exemptions and abatements corresponding in principle and effect to the general
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exemptions of the Federal Act, but graduation as un(_ierstood in taxation sclence was then
absent from the British Act. The posttion is expressed in the following extract from an official
memorandum issued in 1919 by the Board of Inland Revenue :— '

Although all these exemptions and partial exemptions of small incomes are really a form of graduation, they
were not generally recognised to be so, but were regarded as innocuous even by the strongest opponents of that form
of graduation which is achieved by charging a rate higher than the normal rate on the possessors of large incomes.

It was subsequent to the issue of Sir Henry’s opinion that, in 1906, a new departure having heen
suggested, a Select Committee of the House of Commons was ““ appointed to inquire into and report
upon the practicability of graduating the Income Tax and of differentiating, for the purpose of the
tax, between permanent and precarious incomes.” Not until 1909, when legislative effect was
given in part to the recommendations of that Committee, did a scheme of graduation in a somewhat
embryonic stage enter the British Act.  The principle has since been developed. = That “ averaging

-under the British System has always served one purpose, and one purpose only ” might be true
(though he did not say so) when Sir Henry Primrose wrote nearly twenty years ago; 1t 13 not true
under the conditions altered by Parliament in 1909 and existing to-day.

12. In these earlier years (that is prior to 1909) “ averaging had nothing to do with
ascertaining the rate of tax,” for the simple reason that with the exception of ten years
(1853-1863) there had been in force throughout the whole career of the British tax one flat rafe
only in each year, applicable to all taxable incomes, high or low. But with the entrance of
graduation in a rudimentary form in 1909 and its substantial extension in 1914, averaging entered
upon a new mission, and in the numerous cases to which it applies, 16 now determines the grade
or the taxable capacity of the taxpayer, and by this in turn is ascertained (by refevence to the
scale for the time beng in force) the rate of tax payable by him. Under the now existing
conditions averaging has “to do with ascertaining the rate of tax.” : PR

13. Tt is no part of an averaging system to determine the rates of tax: that devolves upon the
Legislature, but, this fixed, it is the function of an averaging system to determine the average
income over such period as may be laid down by law so that there ay be ascertained the grade
to which the taxpayer belongs, that is, his taxable capacity. Whether the figure (the averagt
~income) which determines his taxable capacity shall also be treated as the basis of liability is quite
another question for determination by the Legislature. It may or it may not be the basis, according

as the law prescribes, but clearly the two things are not identical, an# they should in the study of a
- taxing system and its incidence be distinguished. That the British Commission failed in thewr
- deliverance to distinguish between the two can the more easily be understood when there are

found here three Commissioners who, after the distinction has been pointed out to them, declare

that ¢ taxable capacity” and < basis of liability’” are one and the same -thing, and

“ no distinction can be drawn hetween the two in' either theot§ or practice.” Yet they are

just as distinct from one another as the operation of ascertaining the purchasing power of the

sovereign is distinct from the operation of applying the Statistician’s results to regulate the wages
" payable to labour. ‘ o

PrivoreLk oF Equrry 1N TaxaTion.

14. From several references in the Reservation it appears that the basic principles on
which the recommendation of your Commissioners rests have not been clearly comprehended by
its opponents. Vide the following :— .- : :

Paragraph 19.—“ It is, we submit, clear that the Report, in adopting comparison
with a steady income as the supreme test of any method, has chosen a standard much too
rigid and narrow.” 7 : ‘ : IRRIESERRE

Paragraph 51.—Where the Minority fail to express the vital difference between
other methods of averaging under which the basis of lability is the average income of
a series of years and the method recommended by your Commissioners under which the
basis of liability is the actual income of the year immediately preceding the year of
assessment,. - ‘ ' o

Paragraph 55— Our conception of taxable capacity is that on the whole it is
"likely to be more accurately expressed in the annual net income” than in “ the
average income over a period of five years.” : -

) Paragraph 56.— The net annual income, in our opinion, is invariably the best
index of true taxable capacity.” '

Paragraph 57.— If complete equity is ever attained in a taxation system, it
will not be through an attempt to achieve mechanical identity of tax payment, but
through a just estimate of the many factors which constitute the basis of accurate
comparison.” ' '
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15. Arrested by the closing sentence, one may ask where in the method of © carrying forward
of losses ” is to be found any estimate, just or unjust, of ** the many factors which constitute the
basis of accurate comparison” ?  As the Reservation offers no reply, one is emboldened to ask
further, whether some of these ™ many factors,” wiich the Minority do not even name, should not
be dealt with when the questions of exemptions, differentiation of source, and graduation of rates
are under discussion *? : L '

16. These statements impel us to state briefly the principles for which your Commis-
sioners contend, and which find expression in our recommendation. © ' SRR

17. Regarding any system of graduated income tax, three postulates meet .general
acceptance— L , : ; , .
(1) Any system ol averaging that covers in one span the whole taxing-—that is, the

whole income-earning—iife of a taxpayer will, ceterss paribus, disclose his true

taxable capacity, and will by reference to the rates and regulations ruling for the
time being produeé equality -of tax payment as between one whose income
 fluctustes and ohe whose income is steady. » .

(2) Any shortening of the period of time from the whole taxing life will involve a
departure from true taxable capacity and produce divergence in tax payment
as between a fluctuating income and a steady income, malking the payment in
some cases greater, in others less.  The shorter the period the greater will the
divergencé be. R o - B

(3) Assuming one-year periods to be the shortest ever so used, the period of time (one
year) adopted under the present Federal method involves the greatest departure
from true taxable capacity and produces the greatest divergence possible in tax
payment as between a fluctuating income and a steady income. B

And, as a corollary— :

Any lengthening of the period beyond the one-year period adopted under the present
Federal method will involve closer approach to tyue taxable capacity and reduge -
" the divergence in tax payment as between a fluctuating income and a steady”
income. * The longer the period the less will the divergence be. =

18. Excluding shorter periods and the arbitrary exactions of despots, the most harsh and -
inequitable scheme of income taxation as to time range which cotild be devised would be one in
which each day was separated from every other day, and tax demanded on the full profits of the
most profitable days without any allowance for the deficiencies of neighbouring days. The scheme
would, for other reasons, be impracticable, but the point to be stressed is its inherent injustice.
Yeb © once the system of graduation is admitted as being generally the mdst equitable,” such a
tax as this would be declared by the Minority to be ““ certain in its operation, and wherever applied
manifestly just.”” Comment is superfluous. Such a tax, whatever be its scheme of differentiation
or graduation, could not reflect true taxable capacity ; it could not be just. T

19. Mitigation would be found in stretching the period to a weel, for the deficiency of Monday
could then be set off against the larger profit of Tuesday and tax be levied on the free surplus
only—in a very restricted way deficits would be absorbed in profits. Extension to a month, a
quarter, a year, would at each remove be without any possible doubt an improvement, ‘an
alleviation of hardship, and a nearer approach to justice. But why at that point stop progress
to that desirable goal 2 Why not a period of three years, five, ten years - Why not the whole
economic and income-receiving life of the citizen 2 The most accurate valuation of the taxable
capacity of the citizen, the most acourate standard of his ability to pay income tax, is the income
of the whole span of income-earning life, finally adjusted by revision and readjustment of the whole
period when all the facts were known. Surely the Minority will concede that this is not “a
standard much too rigid and narrow,” particularly if the ‘" many factors (whateyer they
be) which constitute the basis of accurate comparison ” are brought to bear upon it. For practical
reasons this is as unworkable on the one hand as a tax on daily profits would be unjust on the
other.

90. In Australia there has operated for years a system of taxing on graduated stales the
income of each year without regard to adjoining years, and from it has sprung a crop of injustice
which, supinely tolerated when rates were comparatively low, has now stirred the sufferers into
protest. The intolerable burden of a tax, which in a specially profitable year taxes every pound
at a high rate without any allowance whatever for the greatly reduced incomes or positive losses
of the adjacent years results in harsh inequalities when compared with the milder treatment meted
out to steady unfluctuating incomes of equal volume. Yet the Minority write in paragraph 56
«The net annual income in our opinion is invariably the best index of true taxable
capacity.” On the injustice of this condition of things our Report furnished several
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examples, examples which could- be multipliel many times over, for, with rare exceptions,
thei incomes of all taxpayers fluctuate, some mildly, some violently. Even the 1 Minority admit this.
But for a “ disease bred in the bone ” of an unjust system the  carrying forward of losses ”
system can offer no treatment more efficacious than the removing of the eruption which
occasionally appears on the surface of one case in a hundred, while the seat of the evil is
untouched in all. The cause, well understood, demands not occasional superficial treatment
as proposed by the Minerity, but an effective preventive cure of general application to all labouring
under its malign touch. The tax should be levied on the nearest approach to a non- ﬂmtuamnv
income that is ascertainable in a practical way and in reasonable time—that is, on “ a long time
basis, long enough to give a fair average indication of means.” Ten years appears impracticable.
Shall we say seven, as in the United hmgdom in certain cases, or three as i others ? = Or take
the happy mean, five—a period sufficient to include a fair range of the varying vicissitudes of
erratic seasons, which are a feature of Australian conditions and well within the control of reasonable
administrative machinery ? - As 4 step towards ideal justice, it'is certainly a distinct advance on
the existing quarantining of each year from its neighbours, and would afford much-needed and
general reliel to taxpayers. We have, we thmk proved-—that the averaging method over a
period of five years as proposed by .your Commissioners is the nearest approach to equity which
w(‘ocrmtmn of practical necebbltleq enab}eg us in the urcumsbances 0 recommend.

AVERAGING

- 21 To expose the aﬂwed delus1 ve: pletenblons of a system of avemgmg the W[monby have
prepared o special case—none of the about 150 actual cases submitted to the Commission being
deemed suitable—and on the strength of its inconclusive results found a numbel of mterestmg
cnarges (See pamgraphs 12 to 15 of the Reservation.)

.22, From this specla,l case. Josses were purposely excluded by the thomtv and the
discovery is made by them that ““the total of the averages will rarely correspond with the
total income of the taxpaye er.””  Whoever expected that the total of any averages would agree
with the total of the original numbers averaged ? It never did, and never can. The average
knowledge of any body is not the same as the total knowledge of all its members. * Will rarely
correspond,” they write, “ Will never correspond ” would Be more accurate. Thev have also
discovered that the. dveraoo> are always greater or Tess than the jncome of the latest year. What
else could be expected e‘{cept when by some chance coincidence the last figure happens also to be
' the exact mean of the five 2- That the average shall coincide with the final ﬁom e in all cases would
be possible only in the case of an ahsolutely bteady income, and théavuy ob]ect of averaging is to

correct the inequalities of fluctuating incomes, Why expect in ﬂuctuatmg figures conditions
which can exist in the case of stéady unchanging figures only ? ‘

23. When, however, from these discoveries the Minority conclude the above figures mdlcate
that over the pemod shown £24,942 of income have in effect not entered into the fixing of the rate
of tax 7’ they are seriously astray. Hach and every figure of average is accurate and responds
to test. Perfectin all their parts, the averages are perfect as a whole. This may be more clearly
seen 1f ‘rhe ﬁgures of the example in Paragraph 11 of the Reservamon be marshalled, thus:—

_‘:ura 156 _,ml sed 4tk 5th  6th 7th 8th 9th 10th

o) 3,943 .. 4,499 46187 .. 5,819 4,701 6,729
@ ‘ L. 3983 4499 .. 4,618 5319 .. 4701 .. 6,729 5,387
S L0 L B84 L 4,499 4,618 .. 5,819 4,701 .. 6,729 5,387 .. 91,983
S R 39Lo CT4499 . 4618 . 5819 L. 4,701 6,729 .. 5,387 .. 21,983 7,995
C By .. :3,945 L4499 .. 4618 .. 5819 .. 4701 .. 6,729 5,387 .. 21,983 7,995 .. 23,834
 Totals 3,943 .. 8,442 .. 13,060 .. 18,879 .. 93580 .. 26,366 .. 27,954 .. 44,610 .. 46,095 .. 65,223
| Average Ts

“Taxable o i ) :

* Capacity 3,943 .. 4,221 L4358 .0 4720 0L 4716 .. 5,273 .. 5,451 8,924 .. 9,219 .. 13,046

The rate of bax appropriate to the taxable capacity cxscettamed by avelagmv as above,
expressed in pence per £1, viz:——

30-3¢ 32-13 32-97 3532 3529 38-86 40-00 60-96 6229 74-05
is always applied to the actual taxable Income as shown in line (5). The Statement of the
Mmorlty in paragraph 47 of the Beservation that * this mode of averaging would cause the position
to arise that in effect a large amount of Income would not enter into the fixing of rates with the
consequence that the revenue may never receive its due share” is disproved by the above table.
1t will be seen that each year’s income throws its full weight into each of the five years during
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which it operates. - In the method recommended by your Commissioners every pound of
income within the operative period, be it quinquennial or shorter, enters into the fixing
of -the rate of tax. This holds true at each successive stage, and 1t holds true of every
figure of average. Not one pound of income earned has failed to contribute its full weight
and ‘effect to the fixing of the average, by which the rate of tax is ascertained, and it
is also true that on the rate thus ascertained in the method recommended by your Commissioners
every pound of income pays immediately the full quota of tax chargeable under the taxing Act.
Scrutiny of the example in paragraph 15 of the Reservation shows that tax is payable on the whole
of the actual income (£83,808), and not, as inferred in the comments of the Minority, on the total
of the average (£63,866) only. - Remembering that the tax is founded on the principle of ability
to pay as expressed in a suitable scale of graduated rates and that every taxpayer is required to
pay in accordance with such ability, the revenue is never behind and never ahead ; it collects
every year its true, full, and correct quota.. For the statement that averaging is not fair between
individual taxpayers there is not a vestige of proof. No practicable scheme has yet been found
which is more equitable as between individual taxpayers, and as between the individual taxpayer
and the community—-the public revenue. ' ' ‘ »

24. Returning to the subject in paragraph 46, the Minority declare, “ the new scheme
is simply a different mode of averaging.” This, however, had previously found expression in
paragraph 60 of our Report. The method recommended by your Commissioners was never
submitted as anything other than an improvement on the mode of the British Act. When in
paragraph 3 the Minority write, “ in no State, with the doubtful exception of New South Wales,
did a system of averaging find acceptance with the State Commissioners of Taxation,” the reader
should have been informed that of these official witnesses one only had heard of the
method .recommended by your Commissioners while all disclaimed  intimate knowledge
of the British method or its operation, and also that three witnesses who had
formerly ~held—and resigned from—office as Deputy Commissioners under the Federal
Act were each emphatic in recommending an averaging system as necessary. Much more to the
‘point is the opinion of Sir Timothy A. Coghlan, for twenty years Government Statistician and
subsequently Agent-General for New South Wales, who was employed by Sir George Reid’s
Government to draw up a scheme of Land and Income Tax, and who prepared the Bill which is
the basis of the present law in that State, and on which the Aats of some other States have been
modelled. ~ An author of world-wide fame and experiencéd in taxation, he had intimate
knowledge of both the Australian and the British systems, when he-stated in evidence before a
Select Committee in 1906, * It is a defect in the Australian Income Tax Acts that they have not
a system of averaging.”” The defect is remedied in the method recommended by your
Commissioners, which adopts the wholesome elements of the Brifish system, with careful eradication
of the faults which have clustered round it. . ‘ . '

-CARRYING ForwarD oF LossEs. ‘ S S

25 We are in agreement with the Minority when, in paragraphi23 of the Reservation,
describing the purpose and limited scope of their method, they write i+ The purpose of the
method of carrying forward losses which we recommend is to preserve equity below the line
where tawation begins.” But, taxpayers ask, what useful purpose in any scheme of taxation
can be served by a method which operates only * below the line where taxation begins ” ? Even
its sponsors have to admit (paragraph 27) that  where there 1s a taxable income the carrying
forward of losses system would have no application ”—that is, it would have no application to
about ninety-nine cases out of a hundred, and only a very limited application to the hundredth.
Then, reaching up to the ideal expressed in paragraph 52, “ any new method wherever applied
should be manifestly just,” they, in paragraph 58, claim, “ within that area its action is
simple, just, and beneficial to the taxpayer,” and “free from the disappointing inequities which
characterize the averaging system.” What have the ninety and nine, excluded from 1ts
parsimonious benefits, to say to that 2 Let them rest soothed and contented with the assurance
of the Minority—for this is the only benefit their scheme claims to offer them— we are
convinced that in practice it will give much more widespread satisfaction than the averaging
system recommended in the Report.” Thus commended and thus condemned, it would be
mere waste of time to disprove in detail the claims made for the ¢carrying forward of losses”
in paragraphs 58 and 59 of the Reservation.

JOHN JOLLY.

J. G. FARLEIGH.
W. T. MISSINGHAM.
JOHN THOMSON.
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VALUER, Government .. .. SN 513 . . .
VICKERY, Arthur . . .. .. 763 .. . . .
VICTORIA Amateur Turf Club . .. 2824, 2858 . . .
Raecing Club 2824, 2858 .
VICTORI AN Butter Fa,(‘tones Co opem’mve Com- 914 .
pany Ltd.
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» Employvers Federation .. .- 1178 . . .
" Farmers Union .. 594 .. .
' Hardware Association 1974, 3527 ..
. Master Drapers Association 2331 P
s Merchants Association/ .. 1974, 3527 ..
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Aassociation
. Mill-owners Assqciation .. 2095 .
0 Producers  Co-operative Company 27124, 3150 .
Ltd. :
» Storekeepers and Traders Association . 2331
Ww.
WADDELL, Hon. Thomas, M.L.C. 495 .. . . .
WALTON, Edmund .. .. 3125 . . .
WAREHOQUSEMEN'S Assomabxon, )Telboumo . 1974, 3527 . .. .
WAUGH, Ernest William . P . 759, 83G6 .
WELDON, Robert MeclIntyre .. . 2877, 3946 . .. .
WESTERN District Factories Co- opelahve Produco . 914 . R
Company Ltd. . R -
WEST Wallsend Co-operative Society .. 700 .. . ..
WHIDDON, William Henry .. .. 360 L. . . o
WHITE, Stanley McKellar .. .. 814 - .. .
WHITELY, John Francis . ) .. 4. 473, 584, ..
. 646
WHITING, Robert William™ .. .. 426 .. . H . .- . .
WIGNALL, William Miller .. .. .. 1401 . ! . .. .
WILLIAMS, Albert Edward .. . 549 . .. .. . .
John Nicholas .. P .. © BS2 .. .. . ..
WILLIAMSON Ernest Woolmer .- .. .. b 81 . .
WILLIS, Albert Charles .. . 711 .. . . .
WILSON, Alexander William .. . 914 . . .
WILSON, James - .. . 2190, 2303 .. . . .
WINTON, Herbert Anthony . . . 478 A .. . .- .-
WRIGHT, Harry . ‘e . .- .. 928 .. BN -
WYLES, Thomas Andrew .. . .- . 121 . .. ..
o ] Y.
YARWOOD, Frank Nelson .. . .. | 239,668 .. .. g .
| 2. l
ZELMAN, Alberto .. N .. N - 2324, 3146 e .. . \‘]

* Evidence not printed.
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APPENDIX No. 2._

© QuEesTioNNAIRE 0 TaxarroNy CoMMISSIONERS.

The Commission will be glad to have answers to the following questions :—
1. Delimitation of Spheres of Tazation between the Commonwealth and States :—

Is such a delimitation-—{a) pmctlc&ble ; and (b) desirable as a means of preventing duplication and expense ?
Tf so, what forms of taxation should, in your opinion, be exclusively reserved to the re sper'ttw'e authomtws ?

. Harmowization of Commonwealth and State Taxation :— »
Apart from apportionment of taxes, what action do you conmdcr mos’ appropnate to bring about harmonization ?

2

5. As part of the preceding question :-—

(1) Would uniform legislation be xequmd before the adoption of uniform re’turns ?

(2) Under existing conditio s, how could forms of return be simplified ?

(3) Do you fauvqur the useby Common‘vealth and State of separate forms, suitable for—

(@) Salary and wage earners ;
{6) Farmers;
{c) Ordmarv traders.
(4) Do you favour deduction by employers of ta\: from weekly wages and payment of the tax by nieans of stamps ?
4. Differentiation in Rates between Income derived from Personal F,,/e}llon and Income from Property '—

(1) Is differentintion justifiable ? ' '

(2) Do you regard the present degree of differentiation in the Tederal Income. Tax reasonable ?

{3) Do vou favour the British system under which beyond a certain point of income a super tax nof (Zz,)ﬁ)wr/
according to the source of income is levied ¢

(4) In this connexion, will you compare the methods adopted under the Acts of \ew /(,a,ldnd the prml
Austratian States, and those of any other country with which you may be familiar ?

(5) Would you recommend some othet method, ¢.g., the Ttalian method of Classification mtn«

{n) Personal exertion ; ;
(b) Business profit ;
{¢) Property.

5. Graduaiion of Tax »

(1) Should the La be proportional or graduated ? 5

(2) Assuming the retention of the prineiple of graduation, should the bommonwo&lbh system of caleulating the
tax be 1 retained, or a simpler form substituted ? o '

(3) What is the nature of the scale under the Income Tax Law of your State ? : .

({) Have you any suggestions to make as to the range of the grattnation, both as to its he(rmmn , steepness,
and lighest limit in'respect of rate, and in re spod‘, of income to which such limit shanld upply 7

(5) Should the rates and incidence of Tncome Tax be modified, or regulated by reason of the incidence of obhw
taxes, e.g., Cusboms dutws Bixeise Duties, Land Tax, Estate Diities, &o. ?

(6) Tf your answer be “ yes,” on what prmmp[as ’md by what 1111 s should qu(‘h modlﬁmblon or r(\rfula{vion be
determined ? . S

6. Double Income Lax -~

(1) Would you recommend adoption of the scheme recommended by the British: Royal Commission, which
involves relief by the United Kingdom up to a certain point, and the Wantmé of any further relief by the
Dominion or State authorities ?

{2) In this connexion should income derived from sources outside Australia be taxed in the handsof an Australian

resident ? ) . )

(3) Having regard to the extension of commercial enterprise and the fact that persons, natural and juristic, have
intorests in and derive income from many, paths of the Realm, what method should be adopted to
distribute the tax equitably as between constibuent States and Dominions ¢

(4) What steps, if any, should be taken to prevent double taxation as between the Australian States in respect
of the same income ?

. Profits vesulting from the Euport of Goods :—-
(1) Should income be assessed on the basis of f.0.b, prices in Australia, or
(2) On parity values in Australia at the date when goods are shipped, or
{3) On the pn(,o realized when the goods are.sold abroad or
{4} In some other way ?
(5) How should losses resulting from sale dbwad of e*{portcd goods be treated 2

I3

-3

0]

. Taxation at the Source :—
(1) Is taxation at the source practised under the Aots of your State ?
(2) If so, what led to the adoption of that method ?
(3) What is the Company rate, and what is the highest individual rate 2
(4) Where the Company is taxed upon dividends, 1s the amount of dividend taken into account for the purpose
of determining the rate payable by a shareholder ?
(5) Does the State system of taxation ab the source relate to dividends only, or, e.g., to interest, rents, salaries,
&e. ?
(6) Where the Company rate differs from %he rate at which an individual sharcholder is Hable,is there a provision
for adjustment ?
(7) Do you favour
(@) Taxation of the Compauy without adjustment to individual sharcholders, or,
(b) A system of adjustment ?
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9. Live Stock—Natural Increases or Purchased Stock '—
(1) What methods do you follow in dealing with this subject for the purposes of Income Tax ?
(2) Would you, from your experience, recommend any other method ?

10. Skipping Businesses trading beyond Australia :—
On what basis are incomes of these businesses taxed ?

. i
11. Income of Beneficiaries under & Will or Settlement :—

(1) Is such income classified as income from personal exertion ? .

(2) Is such income taxable against the beneficiary as income from personal exertion or incoms from property, in
accordance with its origin, or is it taxed otherwise ?

(3) Under what circumstances, if any, is & Trustee liable to tax ?

12. Leases, or transfer of Leases :—

(1) Are premiums forleases or transfer of leases taxable under the State Act ?
(2) If so, are they charged at property rate ¢
(3) What deductions, if any, ate made. to i—
(a) The payer; J o
(b) The transferes; =~ = 7 ; , :
(4) Is there any reason why thé gain on an occasional realization of a lease should be taxable, when similar
gain on the realization of frechold land is not taxable under the Federal Income Tax Act ?
13, Residence owned by Taxpayer ~— 5
(1) Is a percentage of the capital value assessed to Income Tax ?
(2) If so, what deductiotis, if any, are allowed ?
- (3) What percentage of the capital value is the basis of taxation ?
(4) What is your practice in reference to a taxpayer who owns and maintaing for his own occupation more than
one residence ? ’ S :

14, Wasting Assets, Coal Mines, Franchises, Delégated Riglts, &c. :—
What, if any, are the special deductions allowed in these cases ?

15. Tax-free Securities -

To what extent in your case is the revenue affected by the Tax-free securities issied—
(@) By Commonwealth or State Govérnments; :
(b) By Companies ? e e ~
In the latter case should Companies be prohibited from issuing securiti/es free of tax ¢ (This is done in the State
of New York.) . . . ; -

16. Undystributed Profits :—

(1) In your opinion is it dels(iirzz)blé in the interests of production that undistributed profits, if retained and used
in the business, should be— g
(@) Wholly exempt from: taxation; or;: -
(b) Partially exempt ? S
(2) If you favour partial exemption, what percentage of the rate charged upon dividends should be imposed ?
(3) Can you suggest a method for extending the principle of total or partial exemption of undistributed profits
to—
(¢) Partnerships;
(b) Individual business; and,
(¢) Invested savings of other taxpayers ?

17. Avefaging of Income over a term of years for purposes of Income Taw :—

(1) Do you favour adoption of a system of averaging over a term of say, 5 years, or any other period ?
(2) If so, do you think the systém should be confiried to primary producers, ox be open to any taxpayer who
‘ elects to take advantage of it 2° ~ U T
(3) If the system be adopted, should it be obligatory upon any section or sections of taxpayers ?
(4) If averaging be adopted, should the average be taken over a period of past years, or begin from a date to be
fixed—say the beginning of the next tax year ? ‘
(5) Can you form an estimate of the revenue effect in‘your State of the adoption of the averaging system.
Ilustrate by examples taken at random from the actual returns of primary producers. '
(6) Assuming that a reduction in revenue would result, should the loss be borne by Incoms Tax revenue, or be
charged to general revenue ¢
(7) How should the averaging system be applied =— - - = - ! . S :
(a) To adjust transactions with an outgoing taxpayer where a business changes hands;
(8) In dealing with the incoming taxpayer; . ‘
“{¢) Tn dealing with a new business, the owner of which has no ** past years” ?
(8) In your answers to question 17 have you had in view :—'" -
(¢) The averaging of the total income of the taxpayer, or, o .
(b) The averaging of the incothe from any one business, of which he may be the owner, as e.g., in the case
: of a pastoralist who is 4lso a merchant ¢ ‘
18, Setting of Losses against Profits :— : . .
(1) Asan alternative to the averaging system, would it be preferable, from the point of view either of administration
or of equity, to allow a set off of losses against profits of succeeding years ?

(2) Please discuss this method on the lines, so far as they are applicable, of the questions é,skéd with respect to
averaging.



19. Casual Profits :—

(1) Are casual profits liable to Income Tax in your State 4
{(2) How are casual profits defined ?

20. Pomts Shares :—

For taxation purposes, how do you treat bonus shares =—
. (@) Distributed on the basis of so-called profits arising out-of the re-valuation of fixed assets ;
(B) Based on profits arising from the sale of fixed aisets
(c) Based on the capltah/ablon of undlstmbuted proﬁ‘cs ?

21. meptwns and Deductions :—

(1) In your opinion could the Commonwealth and States suxtably agree upon i—-
(a) Amount of the general exemption ;
(B) Deductions for dependent children ;
(¢) Other exemptions and deductions ?

(2) Should the deductions mengioned in (1) apply to all taxable incomes 1tr(,spect1vc of amount ¢

(8) On what principle should the general exemption be determined? =

(4) Do you consider the deduction on account of charitable contributions should be —(a) Abolished; or (b)

» Increased or reduced, or (¢) Treated in the methed indicated in sub-clause (2).

(5) Tn the case of concessional deductions, 7.e., deductions not in the nature of losses or outoomm incurred in
gaining according to the rate apphcable to the taxpayer’s nét income, with a view %o Oreater equity,
would you recommend in lieu of a deduction from the taxpayer’s net income a deductlon of an amount
calculated at the starting rate of the tax ?

(6) Do you consider the presunt Commonwealth and State rates of exemptxon a,pphcable to m'xrned and single
persons respectively, equitable ?

(7) For the last tax year what were the totals of — »

(@) Concessional deductions allowed ;
(5) All deductions allowed ?
(8) (¢) What percentages of the total concessional d@ductxons allowed were attributable to allowances on account
of :— : . . :
(1) Children;

(it} Life insurance premlums
(iii) Rates and taxes. ‘ ’

(p) Do you regard rates and taxes as a concessmnal deductxon v

(9) What dbduotlons are allowed in your State to Compames on account of :—
. (@): Rates and taxes; - . :
(b) All other deductions ?

22. Depreceation :—
¢1) What is your practice as to depreciation ¢

(2) Do you publish rates of allowance ¢ "
~ (3) In your opinion should allowance be made for depreclahon or wastage for wear and tear of :—
(2) Buildings;
) bencmg 3
* (¢} Tanks and dams;
(d) Suckering and scrubbing ;
(e) Expiry of leases ¢-
23. Co-operative Societies :—
Are such Societies treated for purposes of Income Tax in thﬁ same Way as Lumted Liabil 1ty Compames ?

24. Corporation Tax :—

If necessary for revenue purposes, would you favour as a substitute for an Excess Profits Tax :~
(1) A proposal to impose a corporation tax on the British lines of say, 1s. in the £ on the profits and income
of concerns with limited liability and engaged in trading or similar transactions? (See Speech by
the British Chancellor on making the Fmanczal Statement, 19th April, 1920, )
(2) Any other method ¢ _
25. Decentralization :—

(1) Are officers deputed to visit country centres for the purpose of :—
(@) Assisting taxpayers ;
(b) Making mvestlga,tlons 2

(2) I so, should this system be continued and extended ?

96. Dates and Method of Payment of Taxes :—
(1) Asameans of relieving taxpayers, could practical Workmv arranoremenfs be made between the Commonwealth
and the States as to the dates of payment of tax ?
(2) Should payment by instalments be allowed, and if so, on what basis 2
(3) Has the Commissioner power, under your Act, acting on his own discretion, to extend time for payment ?
(4) Should one date be selected on which Federal Ineonm Tax in practically all cases would be payable ?
97, Delay tn Payment of Assessed Tax :~—
‘Where }s)ome ﬁm or penalty is imposed for failure to pay the tax within tn(, pruscnbed period, should such penalty
 he e
(a) A fixed amount, or
{(b) A percentage of the tax, or
(c) Interest at a fixed annual rate ?
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31.

32.

36.

3T,

38.

39.
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. Objections to Assessment :—

(1) In your State have taxpayers free access to the Commissioner for purposes of dlscussmg objections before
. taking any formal action by way of appeal.
(2) Isit the practlce for the case of both the Departrent and the ta‘{payer to be full y and frankly disclosed ?

Appeals, &e.:

(1) In your State to what tribunals may taxpayers appeal from thu Commissioner’s decision ?
{2) Is there any complaint :—
(¢) That appeals are too costly, or
(6) That there is too much delay in obtammc final decisions ? .
(3) Is there any demand for the oonstltumon of a Board to Whloh taxpayers might appeal in Lieu of going to a
Court ?
" (4) If some such Board is favored, how should it be constituted ?
(5) To what extent should the decisions of the Board be final %

. Relief Provisions :—

;oo
What provisions, if any, are there in the Acts of your State for affording relief from tax, total or parmal in cases
where hardship would result from enforcement of collection ?
Evasion of Tax :— .

Have you reason for thinking that evasion is Imgely practlsed by—
(@) Neglecting to furnish Returns ;
(b) Withholding of information or falsxﬁca,tlon of ﬁgurﬂs submitted ;
(¢) Any other methods ?

Aggregation of Income. Husband and Wife :— .,
Should the income of husband and wife be aggregated for Income Tax purposes, as is dore in the United Kingdom ?

. What is the cost of collection of Income Ta\ in your State ;:—

{a) Per assessment
(b) Per £100 collected ?

-

. Can you furnish statistics extending over a period of say, ten years, showing particulars of tax as set out in Federal

Statement, copy attached.

5. («) Are Ordinances or General Orders, or Office Orders (by Whatever name known) issued for ouxdance of the

Staff,in which there are circulated the opinions of Crown Law officers re interpretation of the Acb, and Judgments
of the Court of other rules %

{b) Are these made available to the pubhc ? If so, on what conditions ?  If not, is there any reason why they
should not be made available % :

(a) Is an apnuity which has been purchased with cash by or for the annuitant taxable as income to the full value
in the year in which such annuity is received ?
(b) If taxable, is it taxable as income “from personal exertxon or income from property ?
Composite Income :— :
(1) Should Composite Income be dealt with as in the Third Schedule of the Federal Income Tax Assessment
Act ? ’
(2) If not, have you any suggestions to make as to the treatment of Composite Incomes ?
Reduction of Revenue by proposed dmendments :—
‘Where, on the ground of equity, amendments are suggested which would have the effect of reducing revenue, how
should such reduction be made good ?
Differences between Commonwealth and State Law and Practice :—

Please comment on any outstanding differences between the Income Tax law and practice of your State and that
of the Commonwealth.

Land Tazx :—

1. For purposes of Land Tax, has valuation been made of all the land in the State ?
2. To what extent are the State valuations adopted by local authorities ?

. What fee is charged to local authorities ?

. ‘Are the State valuations accessible to the public ?

What fee is charged to the public for certified copy of valuation of any land ?

. Is the valuation register largely resorted to by the public ? '

-~ B O W

. Has the existence of the Valuation Register had any discernible effect in steadying the price-movements of
land ?

8. Are you in favour of a system of valuation for all purposes, Federal and State. If so, under what control
should this be ? e.g., should it be under—
(@) State control, as in the New South Wales Valuer-General’s system ; or
(b) Entirely under Federal control ; or
(¢) Under Federal control to the extent only of a general supervision for the purpose of securingasfar
as possible unity of method and elimination of the personal equation.

9. What period is allowed under your Act within which an amended assessment may be issued ?
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10. Valuation of Improvements :-—
(1) Do the definitions in your Act correspond with those in the Federal Act ?
(2) If a difference exists, does that difference prejudice the adoption of Federal valuations for State purposes.
(3) Would it be—(a) just; and (b) desirable to exclude non-visible improvernents % :

11. Unimproved Value :—
In Campbell’s case, Mr. Justice Rich suggested that the definition be put on a pracmcal basis mﬂte.ld of a
hypothetical basis. How could this best be cﬁccted ¢ .

. What directions are given to valuers for taxation purpmes ?  Please produce copy of msmuctwns if any.

12
13. Will you compare the provxsxon& of the ‘SLate Land Tax Act relabm" bo “joint- owners Wl‘Lh the prowszons of the

Cormmonwealth Act, -
14. (1) Should a tribunal in the nature of a Board of Appeal be constituted with power to determine mattersin dispute
between the Department and the taxpayer;
(2) How should such a tnbuna}l be constituted ?
15. What provision, if any, is made for relief of a taxpayer in a case where payment of tax mvolvcs hardshlp H
18. What is the position of Lessees (other than Cro“ n L( ;bees) undor the State Act ? ‘ :

17. Crown Leaseholds :—
Should such Jeaseholds be subject to Land Tm ?  If so, what should be the basis of valuation ?

18. Baemption :—- : ; : :
Is there in your opmlon any justification for 1odvcmg the exemption of £5, OC(\ in the icdera ‘Act ¢ What
exemption is allowed by thé State Act ¥

Turn-over Tax and Levy on Wealth :(—
Among other forms of taxation suggested to the Commniission are =" ' :
(a) A Turn-over Tax, t.e.,a tax aba percentage rate upon the price-of all artxclcs sold, tax to be paid at the
time of purchase of goods ;

{b) A levy on wealth; :
Please express your opinion on the desirability or otherwise of these sug&restxons frem the

points of view—
(¢) Economy prineciple ;
(&) Administration.
Probate Duties and other forms of Direct. Tazation :—

Where such taxation exists in your State, pléase give & short summary of the provisions of éach of the Acts and
comment upon matérial points of difference, if any, between these Acts and correspondmv (“‘ommonw ealth Acts.
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