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OOMMONWEALTH OF AUSTRALIA. 

GEORGE V. by u.. (Jrau oJ Gotl, oJ u.. U"ikf.Ki"ioo", 0/ (hw BriIa ... tMJ4I,dand. and 01. u.. British lJom'"ions boyottd u.. 
. S_ Kin9. D.J..a..r oJ u.. F.iIh. E_ oJ Ind .... 

TO Ou, 'I'NUlI1J and WtU-beloved WILLUJ( W4BBBN K..1mB, a.B.I1., Jami' J08BPa GABVd, Joo JOLLY, JOHN GmsOllt' oFABLlIIGH, 
. '. WII.Lt.t ... TaOil&a MtssntQfLW, Jomr TBOKSON, 8n:Pmnt' MltLs, O.M.O. 

GBBJrl'.U(Q; 

KNOW YE lhaI 11;'.00 by u.... a.... L.#er. PoIenI, is....d ,,, O.r ....... by Our Gooenwr·a...,aI oiOur O .......... weaUh of A_alia. 
adin9 VJiIh u.. nd .... of Our I'tdtral E""""'". 00U1lCil. tMJ4 ,,, pur"''''''' o/'he O ..... iIUIion 0/ 0... ..id O .......... weaIIA. u.. Royal 
Commislions AcI 1902-1912. tMJ4 all oIher _. A'm u..,.....tci 6Mb1iflg. IJPPOim you '" b. 0 .................. '" 'nquire ...,. tMJ4' nporl 

upon u.. ,,..m... oJ O .......... weaUh IGzaUon, tMJ4 ...,. .nd upott .AY ...... d_ whi<ll M • ...... eary or desirable VJiIh ...... '" p/G<i"i 
u.. '1/<"'" of ......,.... upott • sound .nd equilGbk baeis. AaoDlfl r<ga,d g"",ally '" u.. public .....,.,'. and parliooIarly _ 

1, The eqvtlGble dMlrilmlior> of u.. bUTdens of ......,.... : 
2. The lIamonizaUon of OommonweaUh and s .... ......,....: 
8. 'I'he gWWag eo primary producer8 a/special con.riderahon Q8 rtIJar~ CM Q88U8ment of income Iaz. par'icularlr in relation 

fo loNu rMulling from Qdvtrse ~ condilimN " and 
.. Phe 8implifteation o/1lM duftes O/laa:p4ytr8 in relaWJn eo reJlm..." and in relalion to objections and appeal! . 

• 
AND WE APPOINT YOU • • he .. id WILLIAM W"""" .. KBBB, C.B.E .• '" b. 0Aa', ....... AND WE REQUIRE you '" repoT'" ..... 
.. poNible '" 0., Gooenwr·a...,aI ... tMJ4 0tHIT 0., .. id O~ .he ruuU of your ioqu ....... ...,. ,he ......... , ....... Ied ",' you by 
/Me. Our L.#er. p...,... 

(SIW.) 

WITNESS Our Right TrueIy tMJ4 WdI·beiolled·Sm RONALD " ...... Ufl1RD lIlUNBO FBBaUSON. a Membd oJOur MOll 
Hon<>rablo Pri"ll OOUMil, Knight (htMJ4 0 ..... of 0 ... MOll JJislinquiBhed Order of Sa'''' MicMeI and Sa'''' 
George, 0"" Governor-General ond Oom7n41UJe1o.in.c/hM! in aM over Our OommonwealtA 0/ 4WWaKtJ, Cia-it. 
fenlh day of Sep~ ... ... u.. year oJ Ou, Lord 0 ... 'Aoueand n .... hundred tMJ4 Iwmly and ... u.. ikvenIA y_ 
of Ourr. . . 

R. C. M. FERGUSON, 
ao.......,.G.....-aI. 

B, BiI E:J:Ctlltncy', ComtnGM, 
W. M. HUGBES, 

Pr1me M.,.ilw. 
'. 

Entered Oft reooni'6y me, in Regis"" 0/ PGtmU, No. 26, page 11. this lwen'y./ourlAllay qf September:' Om thousGnd nme Aundral 
lI7OII 1uJeftly. 

J. G. M.LAREN. 



COMMONWEALTH OF AUt;TBALlA. 

GEORGE V~ bg u.. Grace af God, 0/ u.. Uniml Kingdo .. 0/ Gr"" BrilaiK alld Iru..;." alld oJ u.. Brili&4 Do"" ... ", bt,.,...l u.. 
8_ King. DeJ • .o.r 0/ u.. Failll, Em_ o/IIIdia. 

TO 0", l'rlUty GM Wdl-lnlol7d WILLU.Y WA&BBlf KIRK, O.B.B., JOHM JOS&PB 0.aV4J1', JOB8 JOLL!'. JOBK Gl8S0K FA.BIdtOIlt 

WILLLUI TaOK • .MmslIlQIUII. JOD 1'BOJlSOlf, &rJlPll1lB 1fJ:Lt.a. a.M,G., GJId M.l.VBlaa Boyo. DI1J'I'I'. 

GBBBl'mG: 

WHEREAS bg Ldkr. PaIenI (Mr.iMfI<r re/errullo GB " lhe .aid Ldkr. PaIenI") ... aui. i" 0 ... ""' ... b, 0 ... Governor·G • ...,., 0/0 ... 
0-_ qf A."...ua "" u.. _ dog of 8op1omb .... in u.. Y"'" 0' 0 ... Lor" Onelolotualld ...... hulldrul ...... ""mIr. W. did, IOiIh 
u.. advice 0/ 0"" Ful..-aI E....,i .. Cauaeil. alld in pur ........ of u.. CaMiI","", 0/ 0 ...... id a ... """'weaIIh. u.. Royal CommiHiOM Aa 
lDOZ-IUI! ....... all oIher power. U.llIereu7llo eMbl'ng. <JppOi.u you. u.. .. id WILLIUI W4&BBN KKn .. O.B.B •• JOIllf JO .. PB G.-vu. 
JORK JOLLY, JOH1I GIBSOlf FABLBIGB. WILLUl( THOMAS MIssuiOHAJI. JOD TIIOHSOII', and STBPUlI MILLs, C.M.O., Co be . 
C"""" ........... 10 ;.q..ir. i7llo alld reporl upon the iaeidenee 0' OommomDeoUh """'""" alld u.. oIher tMIt<r. whi<:h are more p4rli<ulorly 
-,Jlul in u.. .aid Ldkr. PaIenI: AND W1lEREAS iI ... duirab/e 10 <JppOi.u !Iou u.. .. id Id&tnUO. Boyo. DIJI'n' 10 be OM oJ u.. 
Com"' ........... 1o inquire inIo a1IIl reporl "1"'" u.. ineide ... oJ 00lI0_ '''''''' .......... u.. oIher .-. whi<:h .... mar. porIiooIIar/r 
,_iftul m IAo .. id LrIW. PaIenI: AND WHEREAS iI iI duirabl&-

(.) _ III alOW ........, oJ u.. c ................. tIfIIP<>iMui. in , ........ _ 0/ u.. .aid lAUu. Pal",,' alld u.... LdW. Pak", 
(h..-o/"'!fIor rsJ .... ullo .. "11Je laid 001llm"''''''' ") Ji'" Oam"",""" .1Iall 6 • • ..g!cit.u 10 C<1Nlitul •• porum a1IIl _ p_ IOiIh I1Je irap;"V ".o.r lhe laid lAUu. PaIenI _ng u.. abo .... oJ ,he oIMr OommiB' ........ ; 

(6) _ in u.. ...,., 0/ u.. abo .... 0/11 .. Ohairman from a"N _ing o,l1Je laid Cam .............. u.. CommiB%ner. ,....", 

may <JppOi.u ..... o,l1Jeir number 10 "'" GI Chairman """"11 ....,. ab ...... ; Gnd 

(e) """ in u.. ...,., o/Ihe OD'" gi.en on Gny quuIion 01 any ....ung 0/ u.. .. id C ........ io ..... b.ing equal, u.. ChtJinIo4a. 
i/ p....." and i/11Je Chairman ... 1101 pr .. ..u IlJen I1Je Com ............ GppoiMui. 10 "'" GI Oha;""'" Mo hiB ""- _ 
ha .. G .eoon.rl Of ClJlIi"ll .." : 

NOW THEREFORE KNOW YE THAT W. do bV u.... 0., Loll". Pol.", .... aui. in 0"(,.. .... 6V O"r .. id Governor.G.neral, /IDling 
IOiIh I1Je advice oJ I1Je Fuleral Eucuti .. Council. alld in pur<UG~ 0/11Je Oo",'ilulion qf 0"" .. id Co ... monw~ I1Je Royal CommiBI ..... 
Aa lDOZ-IDI!. a1IIl all oIMr power_ U. lherou7llo eMbling. appoi.u you u.. .aid MAtnUOB Boyo. DUl'1'Y 10 6 ...... 0/ u.. Oamm .......... ' 
10 inqutr, into elnd report u.-pon the incidence oJ Oommonwt.aU.\ ltJzation and IM oUu:r maUer. tohic1a are moro!l parlicularlv 'P"~ '" 
eM .aid LeUa-. Patent: AND W t direct that at any mating oJ UN ,aid Oommi6.ionu, fil" Oommiuiontrl .lwJU be ,uJllcie,., 10 c:cmdtIuU 
P """""'" alld may procud IOiIh I1Je inquiry u.o.r lhe .. id Ldkr. Pak.u noIwi1hs1allding u..' abo.nee 0/11Je oIher Comm;, ......... : AND 
W _/",Mer """" Ihat in IAo .. ..u o/'he ab ..... 0/11Je Ohairman from ''''y _ing 0/11Je, 'GiG Co",,,,,,.io_. u.. C01II ............. pu"u 
may "l'J'Oini ..... o/l1Jeir "umber 10 "'" GI Ohairman """ng ....,. abo .... : AlIiD W. Jurlller dO,,,,, """ in u.. ...,., DJ u.. IJOIu giml on 
..., queolio7l III any moding o/'he .aid Comm;""_. being eqll<ll. I1Je OlJairmaB, if p"' ..... alld if I1Je ahairman ... 1101 pr .. "" IlJen u.. 
Cam ............. tlfllpoinkd 10 "'" GI Chairman in Ail ab ...... IhtJlI b. p """lid or COIling ..... 

IN TESTIMONY WHEREOF Wt ha .... Ulul u.... 0., Ldkr.1o be made POIe.u olld u.. 8ea1 0' OUllGid C ... "..,.,.,..uA 10 b. 
Iller_ ajfizeiL 

(S .. I.) 

WITNESS Our Truoly alld Well-beloved HBNBY WILLIAJI BOBOM Fo ..... "'. M_ ./ Our Moel Hooorablo 
Prioy Couaeil, Knight GrGIId Cr ... 0/ Our MOll DiBlinguilhul Order 0/8ain! MidIad alld 8ai'" Gwrgo, 0 .... 
Gover1K11'-General and Oommander-in--ObieJ in and 0"' DUI' Oommoml7eaUh 0/ .d.Ulkal", ""' 'wtnty...,even14 
day 0' Oclo6er. in I1Je year 0/ Our, Lord 0", Io\otua1IIl nu.. hulldrul and l1De7Uy. Gild Mo ,he _h year 0/ 0"" 
,elg3. 

By H;, Bz«llenoy'. Commalld. 
(8gd,) W. M. HUGHE8. 

Prime M inuw. 

B~ ... ,t£Or" bg me in R.,...,., 0/ P.,.",.. No. 211. pog. 16. IIJiB "i7Uh dog 0/ NOIJ8m6er. 0 .. _lid ni .. Aundrul ...... ,..""". 

(Sgcl.) 11. L. 8HBPSBRD. 



GEOROE V •• "" 1.10 G .... 01 God. ofl.lo unil<4.g~ of __ .... tIIId InlaM. aM 0/1.10 BriIVA Do!n;" ..... hgowd l/Io 
. B_ K..". Dt./"*'''' 1.10 FaU/I. GlIIi g-peror of IMiG. 

TO Our T ..... ", tIIId WtJI.b""",, WILLUIl W ..... "" Kmm, O.B.II •• JO'lDl JOBllPll GASV.,.. JO'lDl JOLLY. JOBll Gmso. 11_ ... 
WILrUJI Tw .... Muanlo ..... JOD TwOllIOlr • ..., lbw""" Ilu.t&, 0".9. 

II 

OBJIlII'l'IJIG: 

WHEREAS a u tzpedionl ... 1.10 "..&/it: iflltFullAaI fvll tIIId ..... "" iFUJUWy I1looItl &. .....,. iIIIo 1.10 m.ideftu 011aztJlitm, eM w. tIIId 
_ ""lI ..... d ....... "'MM ... ~ or IiuiN6I<, _ a ..... 10 placiog IAe fIIIlan of tGzoIion _ "_M tIIId ejj"iIabl< 6o.iI, 
NoiIog ,.,.n 10 1.10 pob!;' _ ... aM ~Ir - . 

1. TIu "lUaabk diltribulitm 01 1.10 bum.... 01"""';"'" 
2. TIu Aannonization 01 O ........ .,.../Ih aM BIok ......,;"". 
3. Th. giving 10 pri"",,!/ F~' .1 8J'<'ia1 .""..;.u,._ as ._ .. I/o ..... .......,., of ......... 10.;. parlit:wloFr, ;" rtlalitm 

10 Iou" reoulKng frOM ad ..... , • .,.., ...... __ : <lad 

4. TIu rimplifiealion 01 1.10 duliu 01 I@pay ... ... r<lalioA 10 rthmuJ <lad ... r<laIion 10 obj<OlioM and "I'PfIJ/I. 

NOW. THEREFORE, KNOW YE IAaI We, r<poring esp..;,u tn..1 in you. UIJI,lmotD/t,dge, karning. indwlry. d .... dion, <ladobilay. do. 
"" 1.I0OI fWU-. "" aM vrillllAe advice of 0... B_ a.....ciI of 0... Blate of ~ ..... /Wta aM OfJIJOlol YOU. IN ",id WILLWl 
WdBJD KlIBB, JOD' JoiKPH ':lUVAlf, JOml' JOLLY, JOBa' QIBSOK P'.AlILEOlI. WILLlAII THOMAS MISIIlfaa.¥. JOIm THolIso~ GM 
_ Mn.La. 10 .. 0 .... O"'1O_'/or IAe JIVI'l>OIt of i!lf1liring iIIIo IAe 0III#er. luFriabof ... ...,.,ioned: AND W. do 1uFebtI'''lUw. 
aM Oft;';" you 10 ""'" diligllfll ioquWy iIIIo fAe _. qf ...... id, <lad lar IAaI _. 10 _. all 1.10 _. ....lmJi, _ A 
O ...... u.;.,. "" .. TA. OfficWIl.quiriu B ....... AoI of 1810" • AND W. do fwtMrmar. _mtIIId "nd <n,join ,OU 10 su ....... "'/or. 
you tIIId 10 _milll all nleA p" ..... ....... y an- 10 you ablo 10 "" ..... you COlICD1IilIg /hi j>IOm;'u. aM 10 ."" .. 10 b. lam. down """ 
NIIu..a ;" ...m., IAe ......... of /hi ....... 01 ........... """ ___ &4/ ... ...,., aM ""'" MdoncI, Iogel/w _ a fvlland 1"il4{uI • .,...., 
IotIcAilIg IAe -. aI_aid. 10 .......,illo lhe H ....... a&Io /hIP_itr tIIId OhitJ S.".otary of Our ",id SIaIt, AND W. do heF<btI 0fJIJ0lnI 
YOU. IAe .aid WILLWl W ..... "" XlIBB, 10 6. 0"","" ... of Ihit O"' .. HI 0-.;";"" 

IN TESTIMONY WHEREOF. W. Mo ........ ed IAe Pu6& BUJl 01 0 .... laid 8".,. 10 be luFOUfIIo aJJi:wl. 

WITNESS 0 .... Rlglol T ..... ", """ WtJl.belotled O"" ... dlor Bm MA..,."BW NA ...... N. MoO'" on 111. R"wed Lillol 
Our corplI of ROfIOI B~ .. bing lAe b.""'"",~ 01 Lieulenaol·OoloMl i" 0",. A""II. gnlglol G.""" a.... 
01 Our MOIIDWIi.,.._ 0rrI0r of B • ..., Mio/Iad.1Id B • ..., GoorSe, Gowrnor of o..r BIok 01 Qu<eluk .. d tIIId 
ill DeJ>""'-iu .... IN C_.....uA of "'-.licl, .. QownuncoI H_ llritba..,lIIi1 lvIonIy·lour1h "11 

0' F~. '" IN r- ./ 0.... £MI o...lAowImcI """ hwlldrtd IIII<i '''CI\IM._ """ in Ih. elcIItnIA ,"" .1 Our 
.. igft, 

Br HiI 1I....u..ey·,.0 ......... M, 
IIDWARD 9. TBBODOBJI. 

MATTHBW NATHAN. 

Bntered on record "" ... in &he Reg;,ter 0' Paleot.. No. 16. page 4. lIIu """""·lour1h dog 01 February. A.D •• OM t.lOUIGOd "ine 
Av1l<lred aM 1vIonIy..... ' 

P. J. M. MoDBRMOTT. u. B~. OhWJ B~" DeJ>--



OOMMISSION. 

GEORGB V •• by lAc o.au .1 Qod, 01 lAc UIIiIe4 K~ of - - .... I~ .... 01 lAc BrilVl DoIohMotv .... 110. S_ K..,. Del_ 01 lAc 'GiIA. .... 11_ olIediA. 

TO Our Tnulg and Wtl/.b<Iow<Ii WILLWI WABBultIUm, O.B.II, JOIllf..108 ... G ... """,. JOD JOLLY, Jon GIllOO. 1' .. ....,., .. 
WILLIAII THollA8 MrssnmBAM, JOD TB01l80lf, and BTJII'BlIl( Mn..r.s, O.M.G., fJlIfl HAval08 Boyo. DtrDY. 

GB ......... : 

WHEREAS iI .. ..",tdim! 'n lAc pub"" WtrullMl fvJl .... CMtJfvl ;"qu;,y, ,ltouId ". motk Wo /loo "","""", 01,...""..,., .... '010 oU 
upon a"ll ~ .,/htA .... fItCUIGI'1I or duirablt, ..oIA a ..... 10 pIoci., /loo '11"<" 01......,;.", upon G .... nd .... eqlliIobIc ...... , 
Il<wi.,.ogord g • .....ny to lAc public Wtrut and fJGrlicuIa.1y _ 

1. Tit< equilabl< d .. 1ribuUon 01 lAc I>urdttM 01 Ia.2:aIi<m. 
2. Tit< lIormonizatWn 01 Oommon"""",, .... S". Ia.2:aIi<m. 
3. Tit< gi"., to primary fJf'od.v.c<r. 01 .pt<i4l .,.,..ideralicm '" .tgMd8 /loo all"""'" 01 ............ parlicuIarly in nIaUo .. 

to IoN .. • ....utng from ad ...... _It<r oonditicml; and 
.. Tit< Bi"'1'lijicalicm 0/ lAc doliu 01 lupay .... in .tIaIion to .-.. .... i .. • elalicm to ob:iuU"", aad a1'1'UJl8. 

NOW THEREFORE KNOW YE IMI W' • .. pori., upt<i4l1ro81 in rJOfW -. ~ ~. ,ad",,,,,. d ..... ., ..... and abilily. do 
by lM8e fJf' .. mI8. by and ..uh lAc advice 010u. lIZ<CU1i •• aouneil 01 OurS". 01 Q......IaM, """,,""" and appoinl r'" /loo ",id WILLWI 
WABItElI KERB, JOHN JOSBPB GABVAN, JOHN JOLLY, JOBll GmsOlif FAlU.BIGB, WILLIAII THOMAS 1tbssnrOlLUl, JOB TH0Il80R', 

STEPHEN MILLs. andJIIAURICE BOYOEDunT.tob.OvIa ............... I ... IAc_. olinqu''''' Wo 11t<.....u....lt<reinbelon"""""",",: 
AND W. do It<rebg .equi .. and mj"" IlOU to make d,Ugmt inquiry Wo lAc .....u..., ofore8Gid. and '''' IMI _. to .......... all lA< 
:fHlW"" -I .... td upon a aornm ....... by .. Tit< 0Jfi<iolI"'l";'icB 11_ Act of 1910':: AND W. do l.rIAermar. _nd .... 
mjoif> 11"" to summon b./ .... you and 10 """""ne all ...a. per ..... as may "1'fIttII' 10 11"" abl< to inlorm you _'" lAc fJf'ern ..... .... 
to ca ... to b. laken ,u,;",. and rtdueed in .";,,., lAc evide"", oJ lAc .everal_ .. lMlmay r>ppear belore you, and ...a. et>id<ntJe.1ogeIMr 

""I/o a IvJl and /ailhfvl.eporIloucIIing lit< .....u.... a/oruaid. 10 wa...millo /loo H_abl< lAc p,.."...,. and aM<! S"'eIary 01 0vI IIGid 
S". : AND We do It<rebg r>ppoinI you. lAc .aid WILLWI W ABBU KlmB, 10 be OllaWma" of "'" 0vI1IGid a"""" .. """, 

IN TESTIMONY WmmBOI'. W. lIave OGustd u.. Pub"" St4i 01 Our 8aid S". to be It<r", ... ajJized. 

(OBAL.) 

WITNESS Our Riglll.Truslg and Wtl/.belovtd Oou",elIor SIB JllATTHIIW N •• HAlI. MaJor Oft u.. Rwed LiIJ 01 
OUT corps 01 Royal E.,tne... •• lIaving lit< 6."'" ra"k 0/ Li<qIe ...... Oaloml ,n 0., Army, Kniglol arand 0 .... 

0/0 .. MOBI DiaU"lI""W Ordw of 8";01 MicIu!<l and S_ aurg., a .......... 0/ Our S". 01 QU8eM/aIId And 
iIB Dep.ndencicB, in lit< Oommon"""",, 0/ AusWoIia, aI a~ H ...... Bri&ba .... lA .. eigllleenlh day 
01 March, inIAc yeor 0/ 0vI Lard 0", Ilum8and ...... hundred and ""onIy.on<. and in lAc u.-u. ".,., 01 0vI 

MATTHEW NA1'HAN. 

By H .. 1I~'. Oommand, 
lIDWARD a. THlIODORE. 

E ..... ed Oft ruord by me in lit< Rtg"'" 0/ PaImI8. No. 15. page 13. "'" 8ig1lUenlA day 01 MM.h. A.D., One u....and ...... 1Mmdred 
And 1"""'11 ...... 

P. J. M. McDIlBMOTT. 
Undw 8 .... tWrJ. 0'"'/ S_t/Ilry'. D"""*"",, 



ROYAL OOMMI88ION. 

GEORGE V., 6g I.Ie a.... 01 God, o/l.le UAiIeoi g.., ..... 01 GwIllhilGm _IrtlGod, anll 0/1.Ie BrilMA DotMtoioIIIl>e!!onIi 11. 
8_ g.." Dt/cruIcr 0/1.Ie Failh, 11_ olIndU.I. 

TO 0.. T".." _ W." &.1_ WILLUII W4BfP XmIB, O.B.B, JOJllf JOLLY, JOD GDI80R F.lJILIIIGB. W ......... TIroIwi 
JrfJaBmOIUll, JOD THOIIBOII'. SlAPilJUl 1fJI.r.8, O.M.(J., Gt&4 HA.11ll!OB BOTOlD. DvDY. 

GBB:&'l'IIJG : 

WHEREAS il it ..,«1;"" in I.Ie pWlio imorullAalr uII _ oar.fuI i"'1"irtI MwuI<l & • .....,. into I.Ie iMidonu 0/ """"""" tJnd into _ 

..".,. any ... 0!Idm0nI<r "AiM M' _ry or _:.. ,.;u, a ..... to pla<mg I.Ie oy8Iem 0/_ ..".,. a _nil and oguilG&k 00.;." 

Aa","1I r<gGra gmorGUy /0 I.Ie public inlcruJ tJnd parliou/Mly 10-

1. TAl oguilablo dUlribution 0/1.Ie buram. 0' ""'""""-
2. TAl luJrmonizolion 0/ Common....w. _ 814le ""'""""-
3. TAl gi..., /0 primary pra</v<or. 0/ opocial «>Midoralicn 41 r<gMU I.Ie ... ........, 0' _ ""'. parlicularly in ..

/0 _ ruuUi"1l from ad ...... flIOIJI/aor.oondilWno: .\nci 
4. TAl .... plijicGtion 0' I.Ie dnt/u 0/ ""'Pay .... in "klli.,. /0 relurno anll in rokllion to obj"";"" .nIl _oal.t. 

NOW THEREFORE ENOW YE IAaI W., repoM"1I.."..,ial '"'" in!fO"l' uaI, ktIotoledg., ,......." ind .. Iry, diocrd ..... anll aIJiIily. do, 
by tAu, prUeNI, by aM wiIh Iht ad't.Iic, 0/ Our B:t.£CUhtle Oouncil 0/ Our Beak of TGl'mtmia, conatifuCe and cppotne you. IM laid WILI.oIAK 
W.llU\lIX KBBB,JOKH JOLLY, JOB]( GmsOK FABLBIGII, WILLUH TBOJrIABl4IssJ:KOBAll', JOD' TsOIlSOH, STBPHBN Mu..Ls, '"'" MA,17BIOB 

BoYeB DURY, /0 h 0.. Commillioner./or I.Ie pvrpao. 0/ mquiri"1l into u.. maIter. li<reitWt/ ... mealicn«i: AND W. do here&, r~ir. 
tJnd enj .... you /0 make diligflfll i"'1"irtI into I.Ie maIter. D/or .. aid, _for IAaI _ .. /0 ..,.,. .... GU I.Ie power. confelTCf!. upon • 
0 .............. 6g lGto: AND W. do furlAermore .,.",.".,.,.. _ enj .... you /0 ... mmon &./or. you anll /0 _mine GU _ per..... Ill! 

_ "1'1'_ /0 you 0&10 /0 inform you ............., I.Ie premiou, _ /0 ...... /0 h "'"" tioIm onll reduwlin V1I'iling I.Ie eIIidcnce 0/ I.Ie 
-.I"""""" 1AaI ___ &t/ore,.,.., __ eWlenoo, /ogdAer,.;u, .. full onll 10ilAfuI reporl Ioueh.., I.Ie maIter. D/oruoifl, .. 
Iranemil /0 I.Ie B_le I.IePremier _ Ollitf 8eordory of Our .. id SI4le: AND W. do here&, appoinI you. l.Ie .. id WILLLUl W_ 
KIIBB, /0 h Ohairman 0' IAiI Our .. id O"!""' ........ 

IN TESTIMONY WHEREOF, W. 1I<we ....... od I.Ie Pu&lio S.oI 01 0.. ..w. 814le 10 h her","", oJfizetL 

(I""') 

WITNESS 0.. Riglll ,.".." _ weU·&dotI«I Bm WILLI ... LAKo,." ALLABDYOB, gniglll Commander 0/1iB 
Mod Dil!inguitW Ora.. 0/ s..", MiMod _ So"" (}eorg .. 9oI1cmor in anIi ...;,. Our .. id SI4le 0/ 
T......,.io _ il8 Dtpm<knciu, in I.Ie Oommon....w. of A ... lrolia, '" BoI>orl, in 0.. .. id 81114 .. lAc. 
_~ day of April, On. u......nc .i", hw«l onll 11D<nIv ..... ill lA. "' ..... IA ytar 0/ Our reign. 

W. L. ALLARDYClI, --ll, B .. 11 ___ • a.-....I, 
W. B. lJIlI. 

O"*'/S--.. 
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GBOlIGB V. by CM _ of ao..of CM U_KiIIfdomofflNtaB,;,. ..... l ... _of"" IlriIW Du ....... ""' .... CM 8_ K...,. 1NI- of CM '-' ~ " ,-

TO Our 2"rudy"nd W~~bdoNd WILLIAII WA.BBD KGB, O.B .•.• Joa. Joa ... GA.YAW, JOSK' JOLLY. JOlt" 01880lf F.lBL.J:G., 
WJLLtUI THollA! 'MISSUCJH,:¥. Jon TaOMSOW, 81'»UB Mn.Ia. O.M.Q. 

GBBBTIlfG = 

KNOW YE IAaI W. tW by u.... Our Ldter. Palenl, ......, ;" Our """" "" 0 ... a- In and _ "" 8/GU "' Will ..... A .. ,raIl •• 
In "" O .... """,....uh 0' A mlrolitJ, odi7llf tDilh "" od!Jico o"he lIue""," Oc>tm<il. -,,,, ...... 10 6t 00"'.............. 10 1"110"'0 Inlo 
and .. pori upon ,he IMidmu 0' O .... mon....uh IazGIion, and InIo and "J>07I an, amond ....... ",hicA .... -""71 '" wl.able ... ,h a 

.i ... 10 pl<Jciog "" '1/'''''' of Ia>:alioa upon a .... nd and equilabl(b ...... ha"'7IIf. regard g~ 10 "" public i_ .... a .... porli<ul<J.ly 10-

1. Phe equilabr. dillribtJliml of"" burdlM .f IazGIion, 

2. Phe Mrmon;..u.", of Oommon....uh .nd 8"". IazGIion, 

~. The gilliog 10 pri_., ".-. ., ."....., OO!I8I4ortJlion ,.. regard. "" ............ of ............ ".,nIwlarly ;" .daIiDtt 
10 kza ... • uvUi7llf frrm _ .. ."."",.,. .....uMon.; and 

t. Phe rimplific<Aiora of "" 4fJIiu of """Pa1I'" ;" NIaIiorJ 10 ,..."" and ;" Nl4llooo 10 obJ- and al'poa/o. 

AND WE APPOINT YOU. "" ..u WIIU.UI W ...... Kua. C.B .... 10 6. ~ I AJiD WE RBQUIRB YOU 10 reporl ... _ 
.. pDN/b1e 10 0 ... 0.......,. ;" and _ "" Mill BIIIN of w,.,.". 4_"",,, CM.....u of ,.... ioIqv .... """ CM ,..".,., inIru8Ied .. 
fOIl by u.... 0111 Ldter. Palenl, wAicA W.4eoItwt 10 b. a 1IoyaI 0"",,,.;..; ... 10 tMlM "" "1IoyaI o-... ..w.o-' P...... 4e1 1902· 
eppl'M. 

(91UL.) 

. WITNESS 0111 Rig'" P,"""" and WtIUolow4 ilia FaAll''''" ALIUIIJ)R NIIWI>:I04 ..... gN"'" C ... ...,.",., "" 
MOB' DioIi7llf1liBhed Order of 8 .. ", MicIotJel and 8.i", a-g., G_ in .nd ..,., lhe 81,.,. ., W .. _ 

A .. "alia .nd it< DependeMiu In "" O ........ ~wtalI4 ., A ... lralia, lAi, ale_~ dar! 0' Ma, in "" v- oJ 
00. Imd OM ,_nd ";ne h ...... ed and "".,." ..... 

, .... NlIWDlIG4PlI. 

GOIItrMr 

B, BiB lIztJtllt1wg', 0.........". 
J AM1I8 MIPOBBLL. 

Pr ........ 

QOD 84YlI PBlI KINq. 



BOYAL OOMM18810N. 

GEORGE V •• ", lA< Ch""" oJ Ood, of lA< U..w Ki!lfldom oJ Cheal Brilain oM I1'<laM oM oJ lA< BrililA Dom ........ beyond ,lie 
8_ Ki!lfl, DtJ- oJ ITN 'oNTl, 11_ oJ India. 

TO 0., Tf'WIg oM WtlUtlmI«i WILLWI W &BBlIl J{lmB, C.B.E., JOIIII JO_II aARVU, Jo"" JOLLY, Jo"" GmsOK FOllLBIGB, 

WILtJ.uI Ta:OIlAS 'MIssnfGIUII, JOBB' TBOIISOlf, STBPJlBlIf MILLs. C.M.G'J aM MAtrBIOJI BOYOB DvnT. 

GBBETIlfG: 

WHEREAS ", LdI .... Pole1Il (A... ..... "" ref- '" .. ",h ... id LdI.... Pole1Il") iIIued in 0.... ...... ", 0.... 0_ in OM .... 'A. 
8"'" oJ Wulem A_alia, in ITN C""""""",eallA 0/ A",lraliG, ... IA< <kwnIA day 0/ May. in ,lie Y'" 0' 0.... ,Lord 0... ~ .. i ... 
hundred aM~. WE DID, tDiIh lA< adlliuoJo.... lI,""",i .. aoullCil, APPOINT YOU,IA< .. id WILLUJ/l WABRlIK KlIlIB, a.B.II., 
JOR" JOSBl"H GABVAlf' JOBll' JOLTa, Jomr GIBSOllf FARLKlOH. WILLUlII TBOIIAS MIsSINOBAII. JOHlf TBOMSOJl. GM STBPBlIN ldn.L9. 

D.M.O .• ID be Oommiuioner, 10 'nquire into and f'tporl upon IAe tncidenu 0/ CommontoeaUk la3:alion aM the o,htr mlllttr8 whiM (Ire more 

1""'ir.,dar/y ."...fted i" lA< ,.id LdI.... Pole1Il: AND WHEREAS iI ... duirahle '" "1'POi'" you, lA< .. id MAURIo. BoYOH ,])uwy 

10 be om 0/ the Commimonw8 10 inquire into cmd report upon .he incidence 0/ Commonwealth tazalion and tlu othtr matkrs whicA ort 
mor. pa,'iculMly 'P"'if/ed in lA< .. id LdI.... Pole1Il: AND WHEREAS iI ... duirable-

(0.) Tkat a.C any mtdi'll{! 0/ Ih OommtuWner' appoinkd in p1'f'1'UlJ.1ICe 0/ ,he .aid Ldter. Patent OM IAut Ldter8 Patent 
(htni1l4/k'r reJtntil 10 tu U eM laid CommiHioMr, tI)t jivt Commiuioner8'W be nfficienllo 00fI8titute a guonu7I. and 

mag Foct.W toil" the inquiry undn' ,he laid ldlkr8 Pattnl, noltoithBlanding 'h. absente oJ the olh" CommiBs1~ers " 
Cb) tJlot in lhe wffll DJ. the tWSeftU oJ the Chairman from any f1Uding 0/ lhe said Oommiss1oner" the Commi88i0Jl""'8 pr'8t111 

may appoim OM 0/ their 1l'lolmber 10 ad tJ8 Chairman during ,",ch ab8t11ce " and 
(cl 'hal, in eke ~ 0/ the tJOte8 glvtm on any queation at any muting of tAt Baid Commissioners being equal, tht CllaiNni!1I, 

i/ present, and if Oae OAai'nnan is t'I.Ot prUtm IMn IM OommwBWner appointed 10 acC a8 Chairman ''PI kw abBtflct, ,110" 
MW a ,econd or ceming 110141 .. 

NOW THEREFORE KNOW YE THAT W. do, ", 1kI. our LdIer. Patent ..... ed in Our """'. ~y Our .. id OOf)erf!OI', acling wilh lA. 
adviu a/tAt B~IM Council. appoltd you, Oat IlIidllAumOB BoYClII l)uppy. 10 be ()fte of 'lie COf7ImuIiOfltf/I kI iflqtl.ire ihlo atu! reporl 

upon IM incidenu o/OommonlOealCA ltJztdion and tAt other matter8 which are more parlieularlll6fJecijled in tAe Baid LtUtf', PalMt: AND 
We dif't.iJI that at any meding oJ cM _id OommiB"~8 five Commi81i0flef'8 skoU be 81lfficient to ootIstitll'e a qllortlm and may [f'Oct'ed tl'1tA 
,h.i1tiJUlry under fAt said LtUtr. Patent, floltD1'thstanding tAe abstfu'e of Ott other CommiJlsi(lf!ff'8: AND We furth" dirct" that, if! tlle 
went 0/ ,he absence 0/ ,le Choimum /f'om any meding 0/ the 8f1id CommUa10f1tf'8. the Commi88t'0fIef'8 fJ"t8t11t may appoiflt one of tlltif' 
"umber 10 ad tJI Ohairmtm during IUcA absence:: AND We lurl1t.er dirtct tAot, in the evmt 01 the t'oks git'tfl on any queltion at aMY mediMg 

D/ lAB laid OommisBioners being equal, de CAairmt.m, if prUeM, t.md 'f 'he CAainnan i.r not prumt thm tile Commissiontt' appDinted to ad 

.. OMirmMI in Ail a6HlIce. .MII M .. a ......a or lltJIIi!lfl ..,., 

W1TN1!SS 0.... Riglll TrwIy oM We/UeIovecI Bm FauClIS ALlIUNDBB NBW1>"" • ..", Kniglll c ..... 1I1Ilhr oJ lA. 
M"" DidinguNW Of'der 01 Bal'm MicA", and Saim Oeorge, Got'tmor in af!d I'Wer 'lie Slate 01 We"'" .Av8lmlia 

(t. .. ) oM iI.~, in lA< C ........ ....uA 0' A_alia, lA ... _Iy-eiglllh daV oJ S'Pt ... ~er, in lA. yeor oJ Our" 
Lord 0... """",,M n .... hundred oM 1wmIy-..... 

fly B ... 1I...v.n.y. C ...... "'" 
JAM1I8 MITCBIILL,~ 

Prtmier. 

oop 8Ar1l 'fBII KI1(Q, 

F. A.~ NEWDIIOATII, 

Oooernor. 
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COMMONWEALTH OF AUSTRALiA. 

FIRS1.' REPOR1.~ OF 'fHE CO}I~nSSIONERS. 

WTRODUCTION. 

TQ llu E3JIJIJllencll the Bight HonrNabZe IIENBY WILLlA}J, BARON ¥ORST)!;B, a Jl,lember 
of Hu Alajflllty', Most HOMrabZePrWy COUfIIC'iJ" Knighf. (k(I1;d CrO$fl of 1116 Most 
Distinguisltel Order 1)f Saint M~Z _ Saitnt George, GOIJeM01'-G_al !Md 
Commartkr-ift-Ch~f IJf the C_ltk of AUsIH'6lia. 

MAY IT PLEASE YOUR EXCELLENCY: . 

We, the Commissioners appointed by Royal Letters Patent to inqub:e into and report npon 
the incidence of Commonwealth ~ation, and into and upon any IImewime!)ts which are necessary 
or desirable with a view to placing the system of taxation upon a sound a!)d equitable basis, having 
regard generally to the public interest, llwi particularly ~ . 

(1) The equitable distribution of the burdens of tuatiol1 ; 
(2) The harmonization of Commonwealt1l. and State ta.xJi.tion ; 
(3) The giving to p~ry producers ()f special oonsideration IUl 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 IUl follows :-
2. Mr. John Joseph Garvan, originally appointed on the Commission, resigned, as he found 

him.~elf unable to act. Before the Conunjssiop. oemmenced its work, Mr. Maurice Boyce Duffy 
was appointed a member. . 

3. Upon our appointment we took the earliest opportunity of assembling in Melbourne to 
make the necessary preliminary arrangemen~ ~ t~e investigati~n, and we held our first meeting 
on the 27th October, 1920, and th.e fuet pnblic 9lttmg to take 1lvide.nce, at MelbO\ll1l.e, on the 8th 
November, 1920. . 

4. With a view to the establishment of doser relationship between the Commonwealth and 
the State authorities in counexion with the investigation, the Pcime Minister made certain represen
tations to the State .Governments, IUl a result of which Royal Letters Patent, in terms similar 
to those of the Commonwealth Letters Patent, were issued to members 9f the COmWssion by the 
Governors of Queensland. Western AnsVralia, and 'l'lUlmania. . 

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 Commission soon after its 
appointment wrote t9 the Premiers of the several States, asking that facilities be given. for 
carrying out the inquiry, and particularly that State officers whose duties placed them in a 
position to afford information on the subject of taxation should be instructed to render assistance 
III any form desired by the Commi6Bion, including the appearanoe of aelected offioem as witnesses. 
Favorable l'eplies were received from all the Premiers, and the Commission .was afforded the 
fullest facilities for conduoting its inVeStigation. 

6. At all times during our investigation, the fullest opportunity has been given tKJ witnesses 
~hroughout the CommonWllalth of vlaoingbefore us thek 'Views on taxatiOI'l. Evidence WIUl taken 
In all the capital cities of Australia, snd up to the present date we have held in all U8 public 
sittings, snd have ~xamined 191 witnesses; 

7. In detail the public sittingll forexlI.mll<t.tion 0< Wi~1l8l!S1!I!. and the number of witllesses 
examined were :- . 

Melbourne 
Sydney .. 
Brisbane 
AoolaIde 
Perth and Kalgoorlie 
Hobart •• ,. 

., .. 
.. 

Ell". Wi\ll_. 
43 61 
24 47 
13 22 
1020 
15 ~ 
13 .. 15 

• 



8. In order that as wide a representation of views as possible should be secu~, mem.be~ of 
Parliament (both Commonwealth and State) and a large number o~ repr~en~tlve. assocIation?' 
were invited to nominate witnesses. At the commencement of our mvesttgatJon wItnesses were 
somewhat unprepared to give evidence, o~g to short notice, ~~d the intr.ic~ies of ~he sub.iect. 
but there was later no lack of evidence offenng. In order to facilitate the glvlllg of eVIdence III as 
clear and concise a manner as possible, ~tnesses were requested .to submit their .evidence-in-?hief 
in writing, and in the majority of cases this. was don~. In many mstances ~he eVIdence s".bmltted 
revealed careful preparation and collaboratIOn, and Its manner of present-atlOn was appreCIated by 
the Commission. 

9. A complete 'list of witnesses-representative, official, and individual-appears as 
Appendix I. . ... . 

In addition to the oral eVIdence, we have receIved and gIven full consIderation to a large 
volume of correspondence and official memoranda relating to the subject of our investigations. 

10. Early in our inquiry a Questionnaire was prepared for submission to the 
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. 

In the present Report we have dealt with the following subjects only, viz. :-
(1) The giving to primary producers of special consideration as regards the asse8Bment 

of income tax, particularly in relation to losses resulting from adverse weather 
conditions. I 

(2) Taxation of profits on the sale of mining leases. 
(3) Bonus shares. 
(4) Board of Appeal under the Income Tax Act. 
(5) Double Income Tax. 
(6) Taxation of lessees' interests in Crown leaseholds. 
(7) The General Exemption and Allowance for Children. 

11. We have had many conferences in respect of these subjects, and our recommendations 
thereon have been 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 in a later Report. 

SECTION I. 
"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." 

13. In its inquiry into this subject the Commission has been assisted by the very full and . 
carefully prepared evidence of a large number of witncs8es, who, approaching it from various ' 
points 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 
in some measure to the prominence 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 calculation for purposes 
of the Federal Income Tax as applied to primary producers would be upon a basis of 
five years' operations;" . 

but, in greater measure, probably to the urgency of the question as it relates to primary producerH 
as well as other taxpayers, and the widespread cry for amelioration of a tax which is felt to fall 
with undue weight on certain important sections of the people. In considering the "giving to 
p~ry 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 suffer, perhaps less severely but not less 
frequently, irregular and recurring reverses due to circumstances over which they have no control. 
Though not in the language used in the official reference, its underlyU~ conception may be deemed 
an invitation to consider the question not only as it relates to the primary producer but lIB it affects 
other classes of the community. To inquire what " special consideration" should be given to 
one class presupposes some knowledge of the general consideration extended to other Cia8Ses. 

EXISTING CONDITIONS. 

14. The conditions aa they now exist are too well known to need elaborate statement. The 
P!intaI'Y industri~ of the country, including amongst others those of the grazier. farmer, dairyman, 
Vlgn~ron, orchardist, and miner, are the principal Sources of the country's wealth, and are exposed 
to VIolent seasonal and weat'4er changes from which indoor industries are largely protected. 

• • 



I 

~'Qroughts--occa.sionally .tretching with rigorous sway over an area, almost co-extensive with the 
pastoral and agricultural areas of the continent, oftener confined to less ·extensive fields-recur 
at irregular and frequent intervals from causes beyond prediction and beyond control, and hold 
the land and the fate of its occupants for long periods in a paralyzing grip. Nature, variable in . 
mood, visits other scenes at other times with devastating floods and pestilences, before which are. 
swept the hard-earned savings of years of toil and thrift. . 

15. These vicissitudes of fortune are not only more extreme and difficult to forecast than the 
changes which mark manufacturing industries; but unlike the manufacturer, who when faced 
with a declining demand can more or less completely meet the situation by restricting output 
and reducing his manufacturing expenses,· the primary producer has to encounter, not diminished 
income only, but increased expenses involved in removing his stock, seeking fresh pastures, and 
purchasing fodder to maintain, if possibl~ the remnant of a herd or flock, and he is sometimes so 
reduced as to be dependent on public funds or State aid for seed wheat or other forms of assistance, 
with which to begin the struggle anew when nature is more benign. 

EVIDENCE SUBMITTED. 

16. In support of the general evidence that impoverished years recur with frequency there 
were placed before the Commission, blsC,rimary producers and their representatives, actual cases 
which clearly exhibit :the added har 'p imposed ~y the present system oftaxation, in which 
each year is treated as a watertight compartment cut off from its neighbours on either side, 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 particulars of a large number of actual cases from 
pastoral and agricultural finance institutions and other sources, and had under examination also 
50 cases prepared by the Federal Taxation Authorities from taxpayers' original returns, so that 
they had in all under scrutiny from 130 to 150 actual cases founded on dependable records, in 
addition to a number of hypothetical cases which were submitted by various witnesses. Only a 
few of these can be c~ted here as examples in order to compare their treatment with that wlJ!.ch 
would be meted out ill the case of a person of steady income who throughout a corresponding 
period had reoeived the same aggregate income. These examples may be introduced with an 
extract from the evidence of a witness representing the Federated Graziers' Association of Australia 
who said:-

An example is, however, given illustrating the actual..,perienu of .. grazier in a large way, which will show what 
the actual result ha. been in .even years' operations. 

1st year-Profit 
2nd u u 

3rd " Le&8 
4th u " 
5th " Profit 
6th u u 

7th u ., 
.. ' 

£ •. il. £ •• d. 
24,015 8 1 
28,804 14 8 

4,162 12 9 
55,531 4 8 
45,835 0 0 

34,54519 0 
67,255 Z 8 

The net re.ult of the .even year.' operation. is a pnofit of £56,447 18 •. 6d., or an average of £8,063 19 •. 9d. per 
annum. The a ... ts at stake in the busin ... varied in value from £300,000 to £450,000. . • In the example 
I have just quoted to you, it has been shown that the net result of .even years' .operations was a profit of £56,447. 

'raking the re.ult of the sixth and .eventh years, which .howed profits of £55,53140. 8d. and £45,835 respectively, 
the unfortunate earner of this income finds that in those two ye .... alone his Federal Income Ttx on those profits amonnta 
to £38,246 160. 2d. and the State (New Sonth Wales) Income Tax ~9 £6,961150. 2d., that uf£45,208 11 •• 4d. in all. 

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 from personal exertion is seen in the 
following table :- .. -

Gruier'. lDaome. 
- Graaier'.l'ecleral 'rP. City Man'a lDoome. cm, Man'.:Fedeta1 'lu. 

IaCOIne. L .... 

, 
£ 8. il. £ I. il. £ I. d. £ £ d. s. 

ht year .. .. 24.015 8 1 .. 8,704 0 2 , 8,064 1,899 18 1 
2nd u .. .. '28,804 14 8 .. 10,747 410 8,064 1,899 18 1 
3rd .. .. .. .. 34,645 19 0 .. 8,064 1,899 18 1 
4th .. .. .. .. 67,255 2 8 .. 8,064 1,899 18 1 
5th .. .. .. 4,162 12 9 .. 55016 6 8,064 1,899 18 1 
6th .. .. .. 55,531 .4 8 .. 22,147 1011 8,054 1,899 18. 1 
7th .. .. .. 45.835 0 0 .. 18,011 12 0 8,054 1,899 18 1 

Profits .. ' 158,349 0 2 101,901 1 8 
Los. L0&888 •• - .. 101,901 1 8 

-Net Profit .. .. 56.44718 6 .. 60,161 4 5 56.448 13,299 6 7 

• 



'18. The 6.gures of the grazier's income in the above table are tlwse of an actual case, a.. . 
lupplied by the witness. The tax is in elloCh instance worked out at the rates at present chargeabM.; 

19. The pr~arYlroducer referred to iD the table, taxed io the lull utent in the profitable' 
year. without any set-o iD respect of the years of.loss, woul4 lie called upon to pay. total tax for 
the period amounting to £60,161 45. 6 •• , which IS £3,713 6s. 114. more than the total net prollt 
derived by him from the whole seven years' operations, so that Det 'nly i. his labour 01 those fears 
apent for that which i. nought, but the rlflUll i, leu thaa nought, I"cause, as shown in the above 
table, the Federal tu amounta to moro th&a tho taxpayer has made. The State tu: accentuates 
this taxpayer's misfortuno Ity requiring. further payment, and he had also to pay both Foderal and 
State Lan4 Taxes. 

20. Our Federal system of taxation provides for steeply graduated rates. On the higher 
inoomes, exceeding £7,600, the rate on the final £1 reaches a fraction over 8s. 6d. In the aLove 
example, Federal Income Tax on the steady income of £8,064 per annum is computed at the average 
rate of 56.5447 pence per £, but the tax on the primary producers' fluctuating irregular income of 
similar aggregate amount works out to 255.8 pence per £, more than 41 times (4.a236) the other, that 
is, net ealy does the federal Income TIQ: .tak4llIvery penny of thllincome, bui over and above the 205 • 

. it demands in respect of each £ of the income a further ~5.$ pence, which further claillJ caD be paid 
only by dflpleting tha !lapital employed, in tIll, ~~ to the "1~8Ilt of £3,713.5,. 11d. 

21. The same witness submitted, h~wever, & 1_ extreme, but hypothetical, C&Ile, and iD 
his evidencll said ;-

To illustrate how unjust the present method of taxing graziers on each year's income is, a comparative 8tatement 
is submitted herewith between the income and taxation of a grazier and, let us aay, a oity huaineaa man. The income 
of each for ·five Y""1'8 is the same, viz. :-M,802. The city man is lI'I81Ulle4 to earn £96() tor each of tour y""r8 and £962 
ior the fifth ysar-a toW income fur five years of £4,802-11 state of afiaira which is normally us1l4l in city buaine¥. 
The grazier's normal experience is, however, lJ8/lUmeIl to be, as On the average \l8uai, aalollows :-

1st year's jncOlllll .t:Il,7~6 ., 
2nd .. loas • • ~.8()() 
3rd " income 896 
4th JJ income 6. TOO ,.. 
6th ,,10IIII . . '.790 

Net income tor five years 4,803 

£13,392 £13,392 

The following statement shows the ta.I: bot/! Federal and State (New Sout/! Wales) payable by each :-
, 

- ~11et.·. Income. Federal To:. If,S. W. 8t1k1 "rp. Cit.1 Mao', Income. OIty Mao" Tuq, , 
£ B. d. £ I· d. £ £ •• d. , 

1st year .. .. 5,796 970 13 11 296 8 4 9OO 87 19 8 
2nd " .. .. 3,800 (1088) Nil Nil 9OO 8719 8 
3rd 

" 
.. .. 896 3811 9 41 17 8 980 87 19 8 

4th 
" 

.. .. 6,700 1,275 17 41 371 18 4, BOO 117 19 8 
5th 

" 
.. .. 4,790~ Nil Nil 962 68 ., 6 

- - "' - . . '" ... 
4,BOO 2.1I81l 3 2 716 ., 4, 4,1l()2 440 3 ~ 

\ 
. )6, j" >, 4 .: 

I -. - .. : W 
Total Taxes: PllJI1;ol8iist'. •• £3.001 7 6 City MAIn's .. £440 3 ) 

No clearer indication of the obvious aDli glaring inj\l8tice ",eted. out to grl!ziers \1lider the Income TI\X .Ac~s 
needed than the illustration mentioned. 

22. Another witness, who did not appear before the Conunission to urge an averaging systen 
gavll 80S lion illustration the Huctuating taxable income of a trader which in a series of six yeal 
showed-(l) Profit, £15,000; (2) Loss, £8,000; (3) Profit, £7,500; (4) L08s, £1,000; (5) Profil 
£2,500; (6) Profit, £1,200, the pmfit aggregating £26,200 and the 10ases £9,000, the net xesui 
of the six years being a profit of £17,200. Under the presllnt method and at present rates, th 
toW Federal Income Tax payable by this trader for the period would be £6,802 Os. 6d., whil 
if the same income of £17,200 ~d been received in & steady annualfiow of £2,867, the tax on th 
iIlcome for the whole period would have amounted to only £1,681 14s. 6d. Talon the stead 
income of £2,867 is computed at the rate of 23"63 pence per £1, but the iluI on the fluctuatip 
irregular income of ,imilar aggngate amount works out to 94.2' p __ more than four tinu 
tAe othel--a rate far in excess of anything contemplated as payai1l11 on an income of this lis 
It is the rate chargeable on an income of £45,7H, that is, en an average income of £2,867 h. 
called to pay a rate of tax which is that applicable tit u. inllQJ11e ~ £45,111. 

Thue .xam.ple~ exhibit. a state ~f affair. which cannot be regarded with eomplacene 
and ewm if they Ite04 aloDe as. specia.l. and peculiar, ,they e,a,l1 (or . .some remedial plP~\Jl 
Blit tll@), are unfortunately typical of a large number. The total taxpayar. who are prima 

( - -
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produ!eni cannot be ascertained from ,th. latest. Departmental statistics available, but· they 
number probably 100,000. The first of these three examples is admittedly an extreme case, but 
it "is an actual cas.... A system under which such a result is even possible is faulty in both 
conoeption and incidenc.~ 

23. Incidence on lruliviclua18.-That the public conscience has only now been'aroused 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 droughts more limited 
in ·extent but equally a.cute within the area of their operation. Consequently the aggregate income 
from· the whole industry throughout Australia may not in one year show such difference from 
~n~t~er as these examples il~ust~ate, a~d the observer who ~nsiders the mass and negleC!s the 
mdiVldual may form I1ll8leadIDg =presslOns as to the unvarymg success of persons engaged ID the 
primary industries. Income tax is nbtj however, paid by an industry as a whole 01 by the mass 
01 persons engaged in it, but by each person individually, and; though owing to th (xtent of the 
country, graziers in one district n:iay be enjoying a bountiful season while those n. another are 
undergoing severe hardships, each and all are more or less exposed at one time or another to 
extreme fluctuatibns of mcome. 

24. Representative Cases.-That the study of the question might not be unduly coloured by 
exceptional and peculiarly serious cases, the Federal Taxation Authorities were asked to prepare 
and submit a schedule covering fifty cases, taken at random, of the returns of primary producers, 
and to set out in full detail (omitting names) the income and relative tax for each of five consecutive 
years, and also the tax which would have been payable had a system of averaging been in use, 
In the preparing of this statement it was for purpose of averaging assumed that the five-yearly 
pariod under review was a. complete cycle, and had .been preceded by a precisely similar cyc1~ 
in this way one average was reached for each taxpayer and formed the basis of the computation 
of tax. The illustration is· not vitiated by this assumption. The schedule, which was wide in 
its range, included one taxpayer who during the five years had paid a total tax of only £3 12s. 10d., 
and who may, therefore, be regarded as in ,a small way. The cases ascended through varying 
levels up to that of a taxpayer who in the five years had paid a tax of £22,384 5s. Id., from which 
it will be 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 years, 1st 
July, 1915, to 30th June, 1920, a tax amounting in the aggregate to £136,187, whereas had a system 
of averaging of incomes ovel; the whole period of five years been in operation, the total tax 
payable by these taxpayers during the period would have been £88,976, thus showing that because 
of the erratic character of their incomes they were subjected to a tax greater by £47,221 than would 
have been paid by another body of fifty persons enjoying the same aggregate income in steady 
annual flow. It ought further to be added that in this schedule the tax was computed on the 
rates which were actually operative in the respective years embraced in the period, and that in 
the majority of the cases there was included also income the produce of property, and for purposes 
of illustration such income was not IIver~ed. If it had been averaged so that the operation of the 
two methods on the total incomes of the respecti'Ve taxpayers had been exhibited, the disparity 
between the present method and an averaging method would be still more marked, but disregarding 
that factor, the figures themselves show that the tax actually paid was fully one and a half Cl' 53j 
times what would have been paid by persons enjoying a regular steady annual income of the 
same aggregate volume. 

25. But, again, we have to be. careful that in studying the mass we do not lose sight of the 
effect on the individual. Analysis of the fifty cases shows that in one instance the tax actually paid 
under the present systemreached ten and a quarter{10'27) times as much as it would have been on 
the average income of the period (£26615s. as compared with £25 17s.)·. The schedule contains three 
cases where on the average annual incomes of the period no tax would have been payable, but 
the taxpayers were actually required to~ay £6 4a., £66 6s. 6d. and £10316s. 9d. respectively. 

EFFECT oN REVENUE. 

26. This at once brings into relief a consideration which has never throughout the inquiry 
been absent from the minds of .the Commissioners-the effect which any suggested remedy may 
have upon the revenue, and the necessity for maintaining unimpaired the definite function of 
taxati<?n in sup~lying. adequate fu~ds ,for the public. services. We cling te~aciously to the principle 
of eqUIty enshrllled mAdam Snuth s canons, which have become classlCal both in precept and 
ID practICe :-

1. The subjects of every State ought to contribute towards the support of the 
~ov~ent ~ nearly as possible ill. proportion to their respective abilities, 
M., IU proportIOn to the ~venue which they respectivelv enjoy under the 
protection of the St;ate. • 

.F.18031.-2 
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2. The tax which each individual ill bound to pay ought to be certaill alld 1I0t ~bitrary. 
The time of payment, the roallller of payment, the qllantity to be paid ollght 
all to be clear and plain to the contributor and to every other person. 

3. Every tax ought to be so levied a~ the time or in the roallller in which it is most 
likely to be convenient for the contributor to pay it. 

4. Every tax ought to be so contrived as both to take out and kee~ out of the pockets 
of the people as little as possible over and above what it brlllgs into the public 
treasury of the State. 

We accept also the opinion of Professor Bastable--" The successful administration is the final 
object (of any system of Taxation), and therefore convenience or even equity may have to yield to 
productiveness." But do the circumstances present any need for compromise or the aacrifice 
of either principle ~ Is the ship of State in .such stress that equity and other sound principles 
of taxation must be jettisoned to secure its aafety ¥ We do not think so. Substantial and 
adequate justice can be done to those of the community who are at present and have since the 
inception of the Federal Income Tax Act been inequitably treAted through its inelasticity in not 
adapting itself to the severe fluctuations characteristic of the incomes of persons engaged in 
primary industries, and in less degree of those engaged in other callings, many of which are 
intimately related to and in large measure dependent upon the primary industries, and those 
deriving income from other sOllrces. 

SEAT OF THE EVIL. • 
27. The harshness of the present system is widely distributed and keenly felt, and before 

suggesting or considering any remedy, an effort should be made to ascertain the seat and cause 
of the evil, or whether there be more than one cause. After careful consideration, we have come to 
the conclusion that the causes are two and arise from the absence of proper provision in the 
Act-

(1) to ascertain in all cases the true taxable capacity of the subject; and 
(2) to make equitable and adequate allowances for deficits in income when they occllr 

in a year other than those in which compensating profits are made. 

TAXABLE CAPACITY. 

28. The Federal Income Tax Act embodies the principles of differentiation of sources of 
income and graduation of rates and, following in that respect'the lead of the United Kingdom and 
most other countries, does not allow the losses of one year as a set-off against the gains of another. 
There ill an obvious weakness in any Income Tax Act which arbitrarily divides time into short 
periods and in taxing the subject disregards entirely all the changes of fortune of the immediately 
preceding periods. 

29. The Federal Act (as well as all the Australian State Acts) arrives at the tax to be 
levied upon any subject by ascertaining three factors;-

1. The income received by the subject during the immediately preceding year; 
2. The source of such income, whether it be from personal exertion or the produce of 

property. 
3. The rate of tax, which ill determined by certain rules laid down in the Act, designed 

to graduate the rate in accordance with a scale whereby with the increase or 
decrease of income for the year in question the rate of tax increases or decreases. 

The first and second items do not call for. consideration in this collllexion, but may be dealt with 
in the Commission's final report. The third calls now for closer scrutiny. Can it be claimed 
that the income of one year and one year only is the correct and only sound standard by which 
to judge the taxable capacity of the subject! Why not one month or one week or one decade ~ 
Custom has in Australia and in some other countries made one year the conventional period, but 
the fallacy of such a custom has been recognised in several European countries, and for many years 
in the United Kingdom, where since 1842, when what ill practically the present British Act was 
introduced by Sir Robert Peel, the methods of ascertaining the taxable capacity of a subject have 
been not less than six. 

1st-On the income of the immediately preceding year;-
Annual profits and gains from certain sources, such as gas-works, railways, water

works, salt-works, quarries and the like, ferries, canals, docks, markets, and 
fishing rights, compositions for tithes, profits of uncertain value, such all 

interest, discount, &c., not taxed at the source. 
2nd-On the income of the year of assessment ;-

Incomes from alllluai value of property, occupation of land, foreign securities, 
consols, public funds, aalaries of public and certain other employees, interest, 
SlllluitJ.es and dividends on stocks and shares taxed at the source, rents, lie., 
from sources within the United Kingdom . 

• 
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3rd: On the average income of the three preceding years :-
Annual profits and gains from any trade, profession, employment or avocation 

exercised within the United Kingdom-which includes the income of the 
ordinary trader or professional man-and all interest, annuities, and annual 
profits not chargeable in other ways, including income from stocks, shares 
or rents from any place out of the United Kingdom. Certain tithes and 
teinds and ecclesiastical dues and payments. 

4th: On the average income of five preceding years :
Incomes from coal, tin, lead, copper and other mines. 

5th: On the average income of seven preceding years. 
Incomes arising from manorial profits and other royalties. 

6th: On an ammmt proportionate with rent paid and irrespective of the actual 
income of a farmef.· Profits made by a farmer from grazing stock are similarly 
dealt with, but a person whose main business is grazing is taxable on the average 
income of the three preceding years. 

Rpecial rules apply to-l\liscellaneous profits from lands not in occupation of the 
taxpayer, the profits of single ship companies and persons owning shares in 
them, profits from lands cultivated by the owner, and to a few other special 
sources of income, which are" assessed on such ayerage or basis as appears 
just and equitable." 

I t cannot be said that one year is the " conventional period" under the British Act: 
More than three-fourths of the total yield of the tax is determined by averaging ·three or more
years. 

30. It has been urged that it is the established practice of accountancy and of commerce 
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 the speed 
and direction in which they are moving and their whereabouts, but a fact of much more moment 
and much more apropos to the question is that prudent men do not alter their course by 
the latest reading only. They do not regulate their standard of expenditure and style of living 
in accordance with the income of the immediately preceding year only. They take much more 
extensive views, for example: If a citizen on closing his accounts finds that for the year his 
operations have resulted in a loss, he does not immediately cut down his expenditure to the barest 
necessaries of life. He may restrict his expenditure somewhat, cut off some of the less valued 
luxnries, economize generally and quicken his efforts, but if the standard of living he has enjoyed 
is in reasonable consonance with his average income, he makes comparatively little change. If in 
another year his accounts show a very large profit, such as some disclosed in the examples contained 
in the earlier parts of this Report, he does not thereupon cause his expenditure to bound to the 
utmost limit of the resources of that year. In fact, the prudent citizen orders his standard of 
living and the scale of expenditure having regard to the income enjoyed by him over an extended 
period, and the same principle which dictates the standard of living that he can prudently adopt 
-his spending capacity--dictates also the standard by which to ascertain his taxable capacity: 
i.e., the grade in which he should be placed as a contributor to meet the National expenditure. 

31. Sir J osiah Stamp, late Assistant Secretary to the British Board of Inland Revenue, and 
subsequently a member of the Royal Commission on the British Income Tax, in a recently published 
work on the "F'lmdamental Principles of Taxation in the light of Modern Developments," 
writes :-

"The high rate of tax is bringing the time questioo in regard to ability into 
prominence in other ways. The base of the tax must be a long enough period to give a fair 
average indicatioo of means-tM base upon u'hi~h a man's oouseoold and oonditioos of 
life are naturally /aid out." 

If it be a fact that the average prudent citizen regulates his standard of living according 
to the position occupied and the prosperity enjoyed during a period of -years, that is, based on 
" a long enough period to give a fair average indication of means," should not the same standard 
be eJPployed to determine his taxable capacity ~ Viewed purely as a question of taxation of 
income, is not his spending capacity the key to his taxable capacity ~ 

32. During 1919 a representative body of AmeriCan economists, lawyers and ballkers, of 
which Professor Seligmann was chairman, appointed a Committee to conduct an investigatio," 'If 
and inquire into the methods and working of the Excess Profits Duty of Great Britain, and for 
that purpose Professor Haig, of Columbia University, visited England. He closes a lengthy and 
informative report on the subject with the following :-

.. " A second weakness is our comparatively narrow conception of the accounting 
period. If we are wise, we will copy the British practice (that is, the averaging system) 
with respect to this.. The problem is as significant for income toaxation as for profits 

• 
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taxation, and is one which will be particularly important in the pe~iod of falling pr!ces, 
upon which, apparently, we are now enteri~. In effect, we ~hne .to regard .bu81·IIe8S 

as a continuing operatum. lV e separate tllll htStory ?f a CQ/~rn t»to arbll'!lry pe~wa.s, and 
carefully insulate each perwd from tt'6ry other perwd. ThIS procedure tS not tll accord 
with the economic facts. We should frankly recognise net loss whenever it occurs, and 
make whatever readjustments are necessary to equalize the total .burden as betw~en 
taxpayers, not merely on the basi~ of each .y~r, but fOT the 0JX!'~~ on a long-tune 
basM. Su,ch a recognition of losses wo~d e~ate much of ~he IDJustlce. of the present 
situation." (NOTE.-" The present SituatIOn referred to IS the American method of 
determining taxable capacity by the income of the immediately preceding year only, 
as is now done under the Australian Acts.) 

33. Our inquiry has led us to the conclusion that harsh and inequitable incidence in the case of 
widely fluctuating incomes, when each year is strictly segregated from its neighbours, il inseparable 
from any system of Income Tax in which steep grad~ation is a feature, and tha~ ~scape from the 
inequity of such a tax can best be secured by a breaking down of the wall of partition between the 
years, by some method of merging or averaging, y.rhich substantiaIl~ ~itigatel-if it does n~t wholly 
remov_the cause, viz. :-the unsound assumption that each year I mcome or loss atandmg aI~ne 
must determine taxable capacity, whereas the circumstances require that the longest period 
practically possible be brought into account. When as many years and al many vi~i8Situdes as 
is practically possible are brought into line through merging or averaging the annual mcomes, the 
true taxability of the subject-that is, his taxable capacity-can be fairly determined. 

THE BRITISH SYSTEM. 
34. Following the extract from his work previously quoted, Sir Josiah Stamp goes on to 

write :-
" But it must not lie so extensive that the time for paying a tax does not follow 

closely upon the period over which it has been computed." . 
It is by reason of the non-observance of this desideratum that many people in Britain are now 
calling into question the British average system, which requires tax to be paid in varioUll 
instalments over differing periods up to seven years, and he points out by way of contrast that 
the United States "were seriously considering abandoning the previous year method for our 
(British) average system." . 

35. With respect to the British Income Tax Act, Sir J osiah Stamp adds :-
" The truth is probably that an average more properly indicates the economic 

ability of well-to-do people, but that we come into conflict with another of Adam Smith'! 
canons, that is convenience." 

A comment which correctly describes the action of the British system but is not necessarily true 
of every system of averaging. 

36. Under the British Act "the system of average " (says Sir Henry Primrose, late 
Chairman of the British Board of Inland Revenue)" is merely an incident in machinery devised 
for the purpose of determining a figure of income to be taxed." In that system it serves a twofold 
purpose :-(a) to determine the rate of tax which shall be payable under a scheme which at 
one time was purely proportional, but has gradually at the lower stages become graduated, and 
(b) to determine the" statutory income" to which such rate shall be applied. 

37. For example, as instanced by Sir.Josiah Stamp :-1£ a man in Britain had profits for 
1917 of £1,000, for 1918 of £3,000, and for 1919 of £8,000, his taxable income is found by taking 
the third part of the aggregate and he is called upon in the year 1920 to pay on a taxable income 
of £4,000, and, the same process determining the rate of tax, he has to pay at the rate applicable 
to an income of £4,000, notwithstanding that his income for the immediately preceding year was 
£8,000. Suppose the order of the incomes to be reversed, and another man in Britain had profit8 
for 1917 of £8,000, for 1918 of £3,000, and for 1919 of £1,000, his average for the three years would 
also be £4,000, that is, the taxable capacity-as measured by a period long enough to give a fair 
indication of means--is the same in both cases, and notwithstanding the fact that in the year 
1919 his income was only £1,000, he would be required in Britain to pay tax in 1920 on a ststutory 
!Dcome. of £4,000 at ~he rate applicable to a statutory income of £4,000, though his income for the 
Immediatel! pre~ding year was only £1,000. Both taxpayers, although the income of one for 
.1~19 was eIght tImes that of the other, would pay the same amount of tax in 1920. 

38. The averaging under the British system serves a double purpose: It is used-
(a) To determine the taxable capacity 01 the subject, and thereby ascertain the 

appropriate rate of tax, and 
(b) To determine the" statutory income" to which such rate shall be applied, 
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two questions which are severable and 'ought to be kept quite distinct in the mihds of those framing 
a taxing Act. If instead of three years the illustration had been extended to five or seven years 
the fallacy of using the average for the dual purposes of determining both taxable capacity and 
statutory income becomes increasingly apparent. The outcry against the system of averaging, 
which has found free, though not universal, expression in Britain, arises largely from this confusion. 
Ib our opinion, the definite and only necessary function of an averaging system is to determine 
the taxable capacity of the subject, and for this purpose and this alone it should enter into every 
I~come Tax Act of which graduation is a feature. It supplies at once the standard of taxable 
capacity, and is a natural and imm.ediate corrective of the inequities, which, if it be omitted, 
necessarily arise in the case of fluctuating incomes. 

BASIS OF .LIABILITY. 

39. Having determined the taxable capacity, the basis of liability should appropriately"be' 
the income of the year in which the subject oontributes to the National Exchequer: that is, 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 jay tax in 1920 on the income earned in 1920. This 'Was the 
principle observed in the first Land an Income Tax Act of New South Wales, and is still "obserVed 
in the British Act, but it necessarily involves subsequent adjustment, because the basis of liability 
-the actual income of the year-cannot be ascertained till after its close; _ meantime the tax 
has been collected on an estimate of income, and it has to be corrected in the light of actual facts, 
and adjusted; a method which in practice does violence to the canons of economy and 
convenience. In their very able report on this subject the British Royal Commission of 1920 wrote :-

474. Uniformity of basis throughout the whole tax may be a desirable ·end, but it 
is difficult of achievement. The first point that must be remembered is that the income 
of the year of asSessment is the existing basis in an enormous number of cases. All rents 
of property, all incomes that are taxed by deduction, all salaries now assessable under 
Schedule E bear tax on this basis. So, too, do the incomes of all the manual wage-earners 
assessed by way of .quarterly assessment, and no other basis for them is practicable. If a 
uniform basis over. the whole range of the tax is the aim, it would seem that the income 
of the year of assessment is the ouly basis on which uniformity could in practice be attained. 
But is the year of assessment basis, though perfectly suitable for rents and employments 
and interest, a practicable basis on which to assess trades and businesses, the profits of 
which may be highly variable, and in imy case cannot be ascertained until the endoi the 
year of assessmen t ~ 

475. The beauty and simplicity of a system that would charge a taxpayer for the 
year 8 on the profits of the year 8, and not upon a figure based on the long-expended profits 
of any or all the years 1 to 7-a system which moreover would charge him on that 
intelligible basis not in respect of some sources of his income only, but in respect of all sources 
however. numerous /lnd diverse in character they might be-have naturally proved very 
attractive to some witnesses. We agree with those who have desCTibed the year of assessment 
basis as the ideal basis. Its desirability is, indeed, quite obvious. It would secure tax 
on the income at the earliest possible moment after the income ·had been earned and 
ascertained; it would make possible smoother graduation; it would facilitate that merging 
of the super-tax with the Income Tax which has been proposed to us by so many witnesses; 
it would render unnecessary many provisions for adjustment of assessments which are 
apparently inseparable from a system under which liability to taxation is based -on 
distant profits. . . 

476. But there are practicable difficulties in the way of its adoption at the present 
time. It would involve waiting until the end of the year of assessment for the taxpayeJ;'s 
return of income, with consequent delay in assessing. This obstacle might. be bridged over 
by the making of provisional assessments during the year of assessment, with subsequent 
adjustment<l, either by additional assessments or by repayment of duty when the income 
for that year should have been ascertained. But there would be some administrative 
difficulty both in getting the assessments made or adjusted in due time, and in avoiding 
a serious loss of revenue in the year of change. It IS certain that without a system of 
provisional assessment and subsequent adjustment, the loss of revenue in the year in which 
~e change was carried out would be too great to be faced, at any rate in "the present 
cIrCumstances. 

477. We have given a good deal of care to this question, and we have been ratlier 
reluctantly driven to abandon any intention of recommending the year of assessment basis 
as tlte basis for aU purposes. We confess it has many charms. It is not impossible that 
at some future time When administrative difficulties look less forbidding and the financial 
position is stronger, Income Tax may yet be charged on the income of the actual year 
but taking a practical view of our present task, we feel unable to recommend so great ~ 
change at the present time. . 
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40. With these opinions your Commissioners are in agreement, as they also are in the 
rlllommendation 01 the British Commission that for the reasons therein stated the income 01 the 
year preceding the year 01 coUection should be the basis 01 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 whit·.h 
extends over one, three, five, and seven years, wiU the payments of tax correspond in time \\;th the 
rendering of the public services, under the protection and by the aid of which the income h88 
been acquired-not a precise correspondence but one 88 near 88 the practical necessities of 
economical administration and the convenience of taxpayers will permit. We, therefore, agree 
with the recommendation that in moli cases .. the income 01 the year preceding that of coUection 
.hould be the basis 01 liability," but at this point we part company. Their finding includes both 
.. basis 01 liability " and .. measure of taxable capacity," not apparently from purposeful blending, 
but blllause they had failed to distinguish between the two, and in our opinion the distinction, 
important in itself and more important in its application, should be obl8rved and carried to its 
logical and practical conclusion, which wiD not only be .. a very important step in the direction 
of uniformity" but wiD very largely-almost' entirely-extinguish the causes from which springs 
the injustice inseparable from the Federal Income Tax as it stands. The fallacy underlying 
the confusion in these distinct and separate elements in averaging was commented upon in 
paragraph 33 of Ol\l Report. 

HEMEDIES PRUPUSED. 

41. A number of proposals, which will be dealt with 8eriatim 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 land 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 incomes, there was advocated the method 
commonly spoken of as .. The Carrying Forward 01 Losses "-that is, if the operation of any 
year or years results in a loss the amount of such 1055 should, tiD absorbed, be treated as a deduction 
from the income of subsequent years, and tax charged on the net balance only of the income of luch 
subsequent years at the rate applicable to such balance. 

42. This method would afiord relief in all cases if the tax were calculated on a flat rate, but 
it is quite inefiective 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. It is not general in its application, and within the limited sphere of its operatioll8 is 
not equitable. 

The main plea put forward for this method is that it is an equitable one. Is it 1 
If its operations be strictly confined to actual losses in total disregard of concessional deductions, 
it is probably as simple and efiective a method as could be devised to meet variations arising solely 
from one cause, namely :-that the operations of the taxpayer have in a particular year left him 
0t! the wrong side of the line which separates losses from profits, but it is otherwise valueless as a 
protection from 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 linuted in its scope: It 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. For instance, 
it affords no relief whatever to a taxpayer who . 

in one year has an income of £100 and is taxed £2' 8s. Od. and in 
the next year has a~ income of .. £1,000 and ia taxed £47 19s. 9d. 

being on a total income of .. £1,100 taxed at £50 78.9d . 

as against another taxpayer, who in the 24 months receives precisely the same amount, namely :--
m one year £550 and is taxed £19 15s. lId. and 
in the next year £550 and is taxed .. £19 15s. lld. 

being on the same total income of £1,100 taxed at .. £39 lIs. 10d. 

Such cases are not exceptional. The income of almost every taxpayer fluctnates from 
year to year, and it is the fluctuation, so general that it might truly be called universal, 
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~haracteristic of all in~omes in every year ~and n~t. merely the occasional descent in any one y~ar 
mto absolute loss), which causes the harsh mequahtles as between taxpayer and taxpayer, of whICh 
the Commission has received 80 many eloquent examples. 

44. Examination ,of the table of 60 cases supplied by the Federal Commissioner and compiled 
from the returns of persons engaged in the primary industries, where there is the most violent 
ebb and How, shows that of the 60, there were only 21 whose operations had in any year resulted 
in an actual loss. In two cases the taxpayer had two losses, making the total years showing any 
loss only 23-that is, out of the experience of 60 persons engaged in the most hazardous classes 
of business embracing a period of fiw years each-=--equal to 260 years in all-on only 23 occasious· 
was an actual loss sustained. The method of " carrying forward of losses" would, therefore, 
affect only 21 of the 50, and would confer a benefit.in only 23 instances out of 260, a degree so 
minor in application that the mere statement evidences the inadequacy of the method. It would 
leave entirely unredressed the injustice done to all taxpayers by reason of the fluctuations above 
a 10SI point. As will be clearly seen, the method can be applied to only a very small percentage 
of taxpayers, and is even to them a weak palliative, whereas there is required an unrestricted 
far-reaching and penetrative remedy. It has already been shown that even amongst primary 
producers less than 10 per cent. of the annual statements show losses, and the percentage will be 
still less in the case of more steady businesses: to the remainder, numbering more than 90 per cent. 
of the whole, no alleviation whatever of the present unequal burden is extended. Nor is the relief 
equitable even in the few cases to which it can be extended. For example :-

Two taxpayers-A and B--eack show a loss of (say) £3,000 in one year, consequently 
do not pay tax, but by this method have each a sum of £3,000 available as a set oft against 
future profits. In the second year, A makes a profit of £7,000, and deducting the £3,000, 
pays on a net income of £4,000. . 

The Federal tax on £7,000 is £1,466 12 11 
The Federal tax on £4,000 is 611 17 6 

making the carry forward of the £3,000 worth to him £943 16 6 

B-a man of smaller means and relatively more severely hit by the loss of £3,OOO-makes'in 
the second year a profit of £3,500, and dedullting the £3,000, pays on a net income of £600. 

The Federal tax on £3,600 is £401 4 9 
The tax on £600 is .. 17 6 7 

making the carry forward of the £3,000 worth to him £383 18 2 

Thus to the wealj)hier and more prosperous person there is an allowance of £943 15s. 5d., 
and to the less fortnnate an allowance in respect of a precisely similar loss sustained in the 
same year of only £383 18s. 2d. Can this be called equitable ~ 

4;'. The ~. carrying forward of losses" also introduces a radical change of method 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 losses or at some other arbitrary date. That it involves a change of 
method would not necessarily expose it to condemnation, for it has been proved that the pres~nt 
Federal method is itself faulty, but the proposal is a change for the worse and not for the better. 
~t has the demerit of substituting a variable uncertainty in that it is indefinite as to its 
value to the taxpayer and equally indefinite as to the duration of its operation. This will be 
best seeD. in an example :-

Two taxpayers-M. and N._ch show a loss of (say) £6,000 in one year, consequently 
do not pay tax, but by this method have each a sum of £6,000 available as a set-off against 
future profits. . 

In the second year M. makes a profit of £6,000 and, deducting £6,000, pays on a net 
inoome of £1,000-

the Federal tax on £6,000 is • • £1,087 14 8 
the tax on £1,000 is •••• 47 19 9 

making the carry forward of the tb,OOO worth to him ... £1,039 14 11 

N. has in the second year an income of £1,000 and in the third year an income of £2,000, 
and not having yet retrieved the loss of £6,000, does not pay tax in either year. He has in 



14 

the fourth year a profit of £3,000 and being exempt in respect of £2,000 (the balaDce of the 
£5,000) pays tax on £1,000 only. He has consequently been relieved of tax-

in the second year on £1,000, the Federal tax being £47 19 !l 
in the third year on £2,000, " "" 14!J 5 11 
in the fourth year 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 ,. "" 47 19 9 

th liS saving in that year 

making the carry forward of the £5,000 worth to him 

255 18 9 

£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: It breaks down in a haphazard, irregular way the separation between 
year and year, and does not substitute a systematic, all-embracing, ~egular and sharply define,d 
method. '" 

46. Whatever claims are advanced for the method of "carrying forward of los~es" 'it 
cannot operate more frequently than losses occur, and the certainty of its operation is restricted to 
within very circumscribed limits,-affecting as it does only that small percentage of taxpayer8 
(probably about 1 per cent.) whose transactions in any year land them in absolute 1088. It is 
not, and cannot be made, general in its application. ' 

47. Beyond what has been said, the only thing that can be urged in its favour is that. 
it is simple to understand, but no one has set up a claim that the present system of taxation with 
its reducing and varying exemptions, .its differentiation as to source, its graduation of rates on 
bewildering curves and its aggregation of classes of income, to determine the rate applicable to 
each class of income for any year, is easily understood; and this mild flavour of simplicity would 
not exert any appreciable influence towards better comprehension. These other complexities 
are not removed, and however easily the carrying forward of losses can be grasped, the handful 
of benefit of its supposed simplicity is hardly worth the holding. But even that small modicum 
of benefit is destroyed, for the proponents of this method propose also to alter the meaning of 
the word " losses" as generally understood in all business and accountancy methods by extending 
it to include any sum by which the ta:tpayer's income falls below the amount of the general 
exemption plus the allowance for children (if any). They say: " At present a person is not regarded 
.by the Taxation Authorities" (nor, it may be interjected, by anyone else) " as having incurred 
a net loss if the result of the year's operatioIis leaves him with some income above the zero line. 
The effect of this proposal 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." As thus transmogrified the method becomes 
involved, difficult of comprehension, confusing to the taxpayer and more costly in administration. 
Even the minor merit of simplicity claimed by its advocates vanishes. 

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

49. 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 included a proposal that a system of five yearly averages be adopted for primary producers. 
each quinquennium to be treated as quarantined from all preceding and succeeding years, that 
tax be tentatively collected on the income of each year 118 at present, but the whole of the period 
to be 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 year had been an unvarying 
sum. Amended assessments were then to be made in respect of each of the years of the period 
and any balance shown when ~ompared with the interim payments was to be paid to or refwlded 
by the Depar~ment in fin.al ~dJustment. The sixth year was to commence a~econd quinquennium 
to be dealt WIth exactly like Its predecessor and so on. This, being neither in accordance with sound 
principles nor reasonably practicable in administration, was rejected by us. 

5~. An?ther proposal was ~ modification of the foregoing. . Following the same methods up 
to and Includmg the fifth year, It proposed that the adjusted averages of each year should be 
treated. as if they were the actual income of the respective years and that the basis of taxation 
of the sixth year should be the fifth part of the income of itself and four times the average income 
of the pr~ceding quinquennium. The seventh year would be taxed on the aggregate of the adjusted 
average Income o~ tm:ee of these years plus the sixth plus the seventh year divided by five. This 
overcame one objectIOn to the first named proposal, in eventually abolishing ita grouping into 
pockets of five years, 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) yielding when 
divided by five the taxa.ble income for that year, in the six:th year (second of the. scheme) the first 
year would be dropped and an average of the latest five taken as the basis of taxation for that year. 
This proposal is unacceptable because it encroaches upon years the incomes of which 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 bring into· computation. 
It could, therefore, be applied to other taxpayers only in a different way from that in 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. Averaging System under British Act.-Seeing the British Act·made the first and most 
sustained effort to reach some fair standard of assessment when one year only was considered 
insufficient to determine equitable incidence in the case of fluctuating incomes, witnesses naturally 
turned to the British system for suggestion and elCample. Your Commissioners feel that it 
merits careful study, more particularly in the light of the exhaustive inquiry and weighty 
deliverance of the Commission which reported on the tax in all its aspects in 1920. Its report 
dwelt at length on the basis for assessment, and on this point the position is summed up thus :-

479. "lhere has been a surprising weight of evidence in favour of the profits of the 
'preceding year (i.e., either the year to the 5th April immediately preceding the year 
of assessment, or the last business year completed prior to that date) being taken as the 
basis for Schedule D assessment. Hardly anyone has had a good word for the average. 
The chief benefits 11'11 see in taking the preceding year's profits as the basis of liability under 
Schedule ,D are-

(a) that it will make the amount of profits assessed correspond mUl'h more 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 and simplicity; 
and 

(c) tb.at it seems to be almost universally desired. 
We have, therefore, no hesitation in recommending that the change be made." 

53. After giving careful consideration to the representations of its advocates and studying 
the system as revealed by the evidence given before the British' Commission, your Commissioners 
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 briE)fl.y stated :-

64. 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 three or more 
years preceding the year of assessment, and in effect the tax on the income of anyone year is 
spread over three or more years and is paid in a corresponding number of annual instalments. 
Consequently prosperous years being followed by a lean year or a year of absolute loss 
may throw on a taxpayer a heavy liability to be paid in a year of depleted means. As under the 
British system the average determines both the statutory income and the rate of tax applicable' 
thereto, a tax of large amount is frequently demanded in a year of heavy loss the payment of which 
may cause or accentuate serious financial embarrassment. 

55. The method of requiring all taxpayers to show in their returns the income for three or 
more years and not the income for any individual year complicated the task of preparation, assisted 
evasion and impeded the detection of false returns, and even the averaging system itself was 
complex, some lllcomes being assessed on an average of three, others five, others seven years, with 
varying rules as to charging, allowances, rights of revision, adjustments, and other variations 
of detail, the whole scheme forming a maze of many methods, through which the general taxpayer 
found difficulty in directing his steps. , 

56. The taxpayer could in many cases elect upon which of the many different bases used to 
determine taxable capacity he should come, while for others one course only was preordained 
by the Act, or the rules or the practice which had grown round them, and irritation was aroused 
in taxpayers who felt they were shut out from avenues open to others. The privilege may have 
been more imaginary than real, but difference in treatment bred hostility and demands for its 
removal. . 

, 5~. Fllrt~er ~turbance and frequent ~oss were occasioned by.the fact tha.t the averaging was 
not applied to mdiVlduals only but to busmesses and the averagIl:)g as applied to the business 
continued, irrespective of change of proprietorship or whether a change was made in the personnel 
of a partncl·$hip. Hence sterson buying into a lucrative business from which the previous owner 

'W38 retiring, and which ha made large profits in recent years, might be handicapped in his earlier 
yea~when p~fits were ~avorably sff~ted by.retirement of his predecessor. and by his having 
pOSSIbly less aVailable capital-through bemg reqwred to pay tax on a statutory mcome determined 
by the profits his predecessor hsd made snd drawn and which the entrant had never handled. 
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. 5S. Assessments under the British Act are made in respect of each fiscal year, from 6th April 
to the succeeding 5th Apr~, and the returns for that year are. due in the intermediate May ~r 
June, and since the actual IUcome of the year cannot at that tune be declared, the taxpayer III 

required to assume that in that fiscal year his profits will reach a certain sum. The rule is not 
invariable but in the majority of cases requires that this be arrived at by averaging the adjusted 
profits of the three, five, or seven preceding years, the result constituting the taxpayer's" statutory 
income" upon which'tax is then collected. This necessitates special and' complicated adjustments 
when a business begins, changes hands or is discontinued, and again in the event of the death of the 
taxpayer before expiry of the year. Into the intricacies of these adjustments we need not enter, 
but they and other elements, not essentially inherent in the system itself but having graduallv 
attached themselves to it, have helped to swell general dissatisfaction. • 

5\). Even this brief outline indicates, as a more exhaustive examination would abundantly 
prove, that the conclusion of the British Commission was justified, which condemned the system, 
not because of its inequity or expense in administration, but because of the inconvenience, 

. confusing complexity and other alien features, whose needless intnlsion fostered public demand 
for uniformity and simplicity. 

60. When, however, a system with so many weaknesses has survived for nearly a century the 
criticism directed against it-it has been more than once the subject of inquiry by Commil8ionl 
and Parliamentary Committees-and has always had stout defenders, both within and without 
the Department, it must contain some elements of health and soundness which befit i& to occupy 
a useful place in a well-devised and equitable system of taxation. Pruned and cleaned of parasitic 
growths, stripped of the confusing excrescences which are not of the ellence of the system, 
averaging is a healthy and beneficent plant whose fruit is wholesome. As will be seen from later 
paragraphs the intrinsic merits of the averaging system may be successfully grafted upon and 
become an integral part of a scheme of taxation whose basis of liability is the income of the year 
immediately preceding the year of assessment. 

RECOMMENDATION. 
61. We recommend that the income of'taxpayers be made subject to tax in accordance with 

the provisions of the Act for the time being in force :-
(a) As to basis of liability-on the net taxable income of the twelve months immediately· 

preceding the year of assessment ; and 
(b) As to measure of the rate of tax-at the rate applicable for the year of assessment 

• to the average net taxable income of the taxpayer for all the yean for which the 
taxpayer shall have lodged returns with the Department, not exceeding the five 
immediately preceding the year of assessment. 

[NoTE.-In any case the first year should not be earlier than that ended 30th June 
immediately prior to this method coming into operation.] 

62. The method should be limited to individual taxpayers and need not be extended to 
companies, for the reason that companies are already taxed at a flat (and not at .a graduated) 
rate. Their Huctuating incomes are in effect already averaged down to an unvarying Hat rate, and 
consequently they already enjoy, the advantages of an averaging method-except as to the set off of 
losses against subsequent profits, a topic which is further dealt with in this report. 

63. If the principle of graduation were dropped out of the Act and a Hat rate for all 
taxpayers substituted-a step we do not reco=end-the necessity for a system of averaging 
would simultaneously cease' to exist. . 

64. The scheme as thus enunciated affords the required consideration to primary producers, 
but your Commissioners have also had in view that any scheme propounded should be capable 
of e~nsion, as 'public policy or other reasons dictate, to all sections of individual taxpayers, 
that Ill, the s~heme should be capable of general application. 

65. The scheme should not, in our opinion, be limited to those primary producers whose 
operations show that losses have been sustained" resulting from adverse weather conditions." It is 
always difficult and often impossible to trace the exact cause of losses and the limiting of the scheme 
to suc~ losses only would necessitate the conducting of numerous inquests into losses to ascertain 
what ill each case was their cause. It is the aim of every taxpayer to avoid losses, and it may be 
assumed that even when they are the outcome of other causes the taxpayer should not be excluded 
from benefits. The terms of the reference' quoted at the head of this section do not require us to 
expr~8 an opinion as tn whether the scheme should be extended to all individual taxpayers, 

• but It. should be pointed out that many persons are engaged both in primary industries and in other 
vocatIOns, the separating of which will cause complication in administration. Tbe &eheme il 
capable of extension to them and to all individual taxpayers without any modification whatever, 
and its general application to all taxpayers would help to place Federal Income Taxation upon a 
sound and equitable basis. 

• 
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RECOMMENDED METHOD ExPLAINED. 

66. Though the reasons for the proposed scheme are weighty, and the effects important, the 
change from the scheme at present foll?~ed under th~ Federa~ In!lOme Tax Act is simpl~ and 
easily stated. It rests upon the recogmtlOn and practIcal ap'plicatIon of the proper functIon of 
averaging in determining taxable capacity,. and the r~co~itIon also of the desirabili~y in the 
interests of the taxpayer and the Revenue alike of contmumg to compute tax on the mcome of 
the year immediately preceding that of assessment. 

The Federal Act- •• 
(a) ascertains the taxable income of the year preceding that of a.~sessment ; 
(b) multiplies such taxable income by the rate of tax (as per the scale) applicable 

thereto; and the product is the amount of tax payable. 

The scheme recommended by us-
(a) ascertains the taxable income of the year preceding that of asse&~ment, adds to it 

the taxable income of the preceding years, not exceeding four (which had been 
ascertained in earlier years) and dividing the total by five, the quotient is the 
" taxable capacity; " 

(b) multiplies the taxable income of the year (that is the year immediately preceding 
the year of assessment).by the rate of tax (as per the scale) applicable to the 
quotient-the .. taxable capacity;" and the product is the amount of tax 
payable. 

67. This 8im~le scheme complies with all the canons of Adam Smith and with the maxim 
which some economISts have added that any scheme of taxation should be simple in explanation 
and easy in comprehension. 

(1) The reco,umended m£tkod complies with the canon of Equity-
. 68. It cannot be gainsaid that· the nearest approach to equality of sacrifice is found by 

ascertaining the income of the subject over a sufficiently extended period and compelling him to 
contribute when and as required towards the support of the Government as nearly as possible 
in proportion to his ability, that is, in proportion to the whole assessable income derived and 
enjoyed by him under the protection of the State; and it follows that the more closely any 
system approaches this goal the more closely does it express equity and fairness and respond to 
the test of the first canon. 

69. Following paragraph 75 are comparative- tables, showing details of the working out of 
twelve examples, all of them based on actual cases submitted by witnesses, and taken at random 
from them, the only discrimination being to take a sufficient range of cases to include small, inter
mediate, and large incomes. These are give.n with such detail as to enable each to be checked. 

70. In these tables, the letters-
P.F.M. mean the Method of the Present Federal Income Tax Act. 
C.F.L. mean the Method of Carrying Forward of Losses, as explained in paragraph 

41 of this Report. 
R.A.M. mean the Method of Averaging Recommended by your Commissioners in 

paragraphs 61 et seq. of this Report. . 
A.M.S. mean an Averaging Method, with Allowance for Suspeuse credits, as 

explained in paragraph 72 of this Report. 
S.I. mean a Steady Income, uniform throughout the whole period. 

The figures set against each show the tax payable under each method of computation. 

. 71. The first three methods are already well known or have been explained in this report. 
The fifth line (S.I.) is not so muoh a method as a standard of perfection by which the four methods 
may be judged. It shows the total tax payable on the aggregate income of the period, assuming 
such income had been nniformly steady throughout, thus the total taxable income of the ten years 
reviewed in Case A is £850, equal to a steady income in each year of £85, on which the tax at 
present rates is £2 Os. Id. per annum, making £20 Os. IOd. for the whole period, as quoted in the 
line" S.I." . 

72. The closest approximation to that standard is the method marked A.M.S., "An 
Averaging Method. with allowance for Suspense Credits." It calls for detailed explanation. The 
operations of a trader in norrna1 times seldom run into an actual loss ; they more frequently fluctuate 
between relatively large and small profits. For suoh fluctuations the R.A.M. method applies 
all adjustments necessary to equate tax payable, but it does not completely adjust actual losses 
when they ooC)ur. A oomplete adjustment can, however, be effected by establishing in anI year ,. 
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of actual 108l! a "suspense credit H; of an amount equal to the tax which would have been payable 
in that year had the result stood in the income and not in the loss column. The efIect of any 
averaging system is to aHow a set off of income below the average ail against income in exCE'tIII 
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 in the same way as other less pronounced deficiencies are. For a diminished income 
which does not drop down to actual loss adequate adjnstment is made in the smaller tax paid 
onthat year's income, but when the amowlt sinks below zero there is no corresponding adjustment 
for the sub-zero portion (actual loss) unless" suspense credits" or some similar allowance be made. 
The greater accuracy secured by the inclusion of these" suspense credits" 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 are involved: in one case (example "L"), covering a period of 
fifteen years, it reaches £1,479125. Id. (£19,499 19s. 10d.-£18,020 78. 9d.). The years of actual 
loss are only a very small percentage of the whole, and such adjustment would necessarily 
affect only a very small number of taxpayers. 

73. The sums so arrived at and nallled 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 years and for no other 
purpose: if not so used, these credits would eventually revert to the .Treasurer. 

74. The A.M.S. method should not be confused with the "Carrying forward of Losses" 
refelTed to in paragraphs 41 et seq. It is ancillary to, and not a substitute forI 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 losses" proposal. 

75. While this metlwd is the closest approximation to IXWrect adjustment, we are fIOt disposed 
at this stage, to recommend it. Although losses are comparatively few-averaging about 
one per cent. of total results-the method, though e<].uitable, introduces an element of 
complexity, would probably increase the cost of administration, and would not be easily 
understood by the majority of taxpayers. To that extent it introduces an element of uncertainty, 
and costliness-it complies closely with the first, but less closely with the other canons of taxation. 
It is 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 reasonl 
already gillen, we feel unable to recommend its introduction at the present time. 

COMPARATIVE TABLES OF EXAMPLES, SHOWING TAX PAYABLE UNDER SEVERAL METHODS . 

Year. 

1 .. 
2 · . 
:3 · . 
4 · . 
5 · . 
6 · . 
7 .. 
8 .. 
9 .. 

10 · . 
11 .. 

'l:otal •.. .. 

A 

T 

verage Taxable Income 

ax payable under--, 
P.F.M. .. .. 
C.F.L. .. .. 
R.A.M. .. .. 
A.M.S. .. .. 
S.I. .. .. 

A. 
Taxable L"",. Income. 

£ 
72 .. 
13 .. 

3 .. 
222 .. 
115 .. 
72 .. 
13 .. 
3 .. 

222 .. 
115 .. 

.. .. 
----~----

850 .. 

£85 

£ 8. d. 
21 15 0 
21 15 0 
19 19 4 
19 19 4 
20 010 

-

-
B. 

Taxable I .. OM. Income. 

£ £ 
.. 572 

141 .. 
655 .. 
558 .. 
340 .. 
388 .. 

.. 246 

.. 572 
141 .. 
655 .. , 558 .. _ .. 

3,436 1,390 

£186 

£ 8. d.. 
120 18 5 
68 0 8 
83 14 10 
6212 9 
5315 3 

. --.. 
I C. D. 

Taxable """. Taxable L ..... lnoome. locome. 
, ----

£ £ £ 
156 .. 203 

.. 570 25 
670 .. 579 
563 .. 759 
722 .. 434 
308 .. 203 
156 .. 25 

.. 570 579 
670 .' . 759 
563 .. 4.14 

.. .. .. 
~ 

3,808 1,140 4,000 

£267 £400 

£ •• d. £ • • d. 
139 15 7 146 3 8 
92 1 3 146 3 8 

105 3 1 124 10 2 
89 8 3 124 10 2 
75 19 l! 127 19 2 , 



HI 

. -. ~. 
F. 

, 

G. B. B. y..,. TaKble ..... bI. Tuabl • L ... , Taxable t"",. 
lDcome. L ... , ......... Lou. In""", .. In"""". 

£ £ £ £ £ £ £ £ 
1 .. .. 53 1,302 .. 2,611 .. .. 1,494 
2 .. 442 .. .. 882 2,629 .. 4,826 .. 

2,556 3 831 .. 636 .. 1,248 .. .. .. .. 
4 .. ,1,109 .. 21 .. 422 .. 1,883 .. 
!\ " . . 82 347. .. 2,008 .. 1,871 .. 
6 .. 30 .. 717 .. 2,259 .. 2,454 .. 
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 
II 

. .. 119 . . 442 .. 3,079 .. .. 622 
12 .. .. .. 873 .. .. 1,703 1,460 .. 
13 .. .. .. 1,330 .. 2,109 .. 4,862 .. 
14 .. .. .. 1,403 .. 2,729 .. 5,652 .. 
Hi .. .. .. 1,088 .. . . .. 1,224 .. 

-
Total •.• .. 5,667 135 10,139 882 25,152 1,703 36,191 4,533 

Average taxable Income £503 £617 £1,675 £2,111 

Tax payable under- £ 8. 4. £ •• d. £ •• 4. £ ,8 • d. 
p.r.M. .. .. 257 17 11 471 17 10 2,101 0 1 4,302 18 10 
O.F.L. .. .. 251 8 3 445 9 5 1,950 911 3,481 12 5 
R.A.M. .. .. 202 4 9 404 3 5 1,808 6 3 2,678 11 9 
A.M.S. .. .. 19910 2 380 8 5 1,705 18 5 2,471 0 1 
S.l. .. .. 192 4 6 34912 6 1,547 510 2,457 8 9 

I I. 1. X. L. 
~~. TaDbJc~: 1. ... Tuable t .... Tuabla Lo ... Taxable 

L",. In,oomo. lnCQllle. IneOm .. Inoome. 

£ ;£ £ £ £ £ 
1 .. 3,856 .. 5,642 .. .. '530 .. 4,48 
2 .. 2,922 " 2,132 .. 4,417 .. 14,478 .. 
3 .. 3,789 .. 1,659 .. 8,311 .. 7,779 .. 
4 .. 2,529 .. 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 .. 0,281 .. 13,003 .. 11,613 .. 
9 .. 3,982 .. .. 1,719 6,686 .. 8,796 .. 

10 .. 531 .. 1,936 .. 2,754 .. .. 7,25 
11 .. 1,894 .. 5,170 .. 1,195 .. .. 1,86 
12 .. 4,831 .. 10,519 .. .. .. 4,380 .. 
13 .. 4,273 .. 10,352 .. .. .. 14,587 

" 14 .. 1,676 .. 5,642 .. .. 
" 16,957 

" In .. 5,525 .. 2,132 .. .. " 3,672 .. 

2 

Total ••• .. 51,886 ." 67,912 1,719 56,673 1,347 108,686 13,60 1 

A verage taxable Income £3,459 £4,413 £5,030 £6,339 

Tu payable under- £ •. 4. t 8. 4. £ •• 4. £ •. 4 p.r.M. .. .. 6,568' 7 2 12,447 10 0 13,746 910 28,778 11 10 C.F.L. .. .. 6,568 7 2 12,312 2 0 13,390 9 5 24,240 7 8 R.A.M. .. .. 5,901 8 7 9,560 6 5 9,345 3 8 19,499 19 10 
A.M.S. .. .. 5,901 8 7 9,370 19 2 9,229 17 6 18,020 7 ~ 8.L .. .. 5,891 6 3 9,199 15 0 8,599 17 10 18,097 3 11 . --_._ .. _---_ .. _-_._-- , 
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SUMMARY OF ABOVE EXAlIPL~fi!,. 

------ -
Number A'=s ...... \ ~::fol ReoomlOODW A ...... 

.. thod .... b ltM4r "o. od ADD , ... - A"era.., lu.pen. (.."rL IDoom .. V_- Income. MCl.hod. L-... MetbDI.I. 

------
£ £ s. d. £ s. d. £ •• d. £ s. d. 1: •• d. 

A .. 10 85 21 15 0 21 15 0 19 19 4 19 19 4 20 010 
B .. 11 186 120 18 5 68 0 8 83 13 9 62 12· 9 53 111 3 
C .. 10 267 139 6 7 92 '1 3 100 3 1 89 8 3 711 19 2 
D .. 10 400 146 3 8 146 3 8 124 10 2 124 10 2 127 19 2 
E .. 11 503 257 17 11 251 8 3 202 4 9 199 10 1I 192 • 6 
F .. 16 617 477 17 10 445 9 5 404 3 I) 380 8 Ii 349 12 6 
G .. 14 1,675 2,101 0 1 1,950 911 1,808 6 3 1,7011 18 11 I,M7 11 10 
H .. 15 2.111 4,302 18 10 3,481 12 5 2,678 11 9 2,471 0 1 2,457 8 9 
I .. 15 3,459 6,568 7 2 6,568 7 2 5,901 8 7 11,901 8 7 11,891 6 3 
.J .. 15 4,413 12,447 10 o 12,312 2 0 9,560 6 Ii 9,370 19 2 9,199 111 0 
K .. 11 5,030 13,746 9 10 13,390 9 5 9,345 3 8 9,229 17 6 8,li99 17 10 
L .. 15 6,339 28,788 11 10 24,240 7 8 19,499 19 10 18,020 7 9 18,097 3 9 

-
Total Taxes under 156 .. 69,089 6 262,968 610 49,733 12 1 47,1176 0 7 46,612 8 10 

re."pective methods averaging 
13 years 

Relatit .. percentages .. .. .. 148.22 135.09 106.70 102.07 lOO 

-
76. The summary shows that in the twelve representative examples epitomized, having an 

average of 13 years, the amoWlts by which the other totals are in excess of the total tax 
(£46,612 Ss. 10d.) payable by taxpayers having unfluctuating steady incomes of equal aggregate 
amounts are--

Present Federal Income Tax method (P.F.M.) 
Carrying forward of losses method (C.F.L.) 
Recommended Averaging method (R.A.M.) 
Average method (with allowance for Suspense Credits) (A.M.S.) 

£ 8. d. 
22,476 17 4 
16,355 IS 0 
3,121 3 3 

963 11 9 

The divergencies are 4S'22 per cent., 35'09 per cent., 6'70 per cent., and 2'07 per cent. respectively 
as compared with the tax payable (8.1.) by the recipients of steady incomes of similar volume. 
The close approximation of the A.M.S. method ·to the standard of the tax on steady incomes bears 
striking testimony to its accuracy: it is closely .followed by the method (R.A.M.) which for 
·reasons already stated your Commissioners recommend. 

2. The recmnmended metlwd oomplies with the c4rwn of Oertainty. 

77. When Adam Smith wrote that a considerable degree of inequality is not near so great an 
evil as a small degree of Wlcertainty, he had in view the capricious exactions of eastern potentates 
and the overbearing demands of their Wlderlings. The rule is not an exotic. Any scheme of 
taxation should be systematic and easily Wlderstood by the people, " the quantity to be paid should 
be clear and plain to the contributor." The scheme recomrilended by your Commissioners is 
Ilasily Wlderstpod; 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 year in-

Income of the 7th year 

" " " Sth " 
" " " 9th " 
" " " 10th" 

" .. " 11th" 

Total income for five years 

Average (Total divided by 5) .. 
Rate of tax applicable to Average 
Tax payable (5' S0:34 x 55S) 

B. K. 
£ 

I.o~8 246 

" 
572 

Income 141 

" 
655 

" 
55S 

536 

107 
5'S034 

£13 9 10 

£ 
Income 8,915 

(46'7790 x 119.1)) 

" 
13,003 

" 
6,686 

" 
2,754 

" 
1,195 

---
32,553 

6,511 
46'7790 

£232 18- 5 

The method is simple and Wlinvolved and such as when once explained the ordinary taxpayer 
can understand and follow. . 
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3. The recommended nUit/wd compli6IJ with the canon of OOT/,venUmce. 

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 calculatmg 
the tax upon the income of the immediately preceding year and collecting .it as soon as possible after 
the income on which it is based was earned, ere the surplus of a speCIally good year has been 
.dissipated by the profligate or lost by the speculative, and it studies the convenience of the Treas1Iry 
by making the tax at once available without risking the losses which occur when the payments ar1l, 
as in the United Kingdom, virtually sFead over a number of years. The 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 thing is done with once for all. It avoids the 
inconvenience to the contributor and loss to the Treasury, inseparable from the British system, 
whic~ in a year of abundance does not collect the full tax in respect of the pre:,ious yea~'s inco~e, 
and III a year of depression often seeks payment from persons who may be III finanCIal straIts, 
insolvent or fugitive. 

4. The recommended met/lad complies with the canon of Economy. 

79. Systems can be conceived involving such expense in administration as to run counter 
to the canon of Economy, which re9,uires that the amount contributed by the taxpayer should 
reach the Public Treasury with as little diminution as possible, and that it should not involve 
unnecessary restraint on trade or encourage evasion or cause unnecessary vexation, "for though 
vexation is not, atrictly speaking, expense, it is ·certainl.y equivalent to the expense at which a 
man would be willing to redeem himself from it." . 

80. The co.,t of collecting the tax under the Method of Averaging recommended by this 
Conuni'!8ion would be very little, if any. greater than under the present method. . 

81. Under it, inspection of practically all returns is imperative, but any system which 
demands close examination of all returns whether they at first ~ight exhibit profit or loss should 
be welcomed by the T~easurer as essential towards seeing that no revenue is lo~t by the " mere 
~lance" now given by the receiving officers to some apparently" losS" returns. We have been 
Informed by the Federal Commissioner of Taxation that. the Department does examine these 
returns sooner or later to see if the loss is justified. If this be done oxpense is now involved in 
the eXltmination, and a closer and more purposeful examinat.ion would entail little or no extra 
expense. If it be admitted that under any Taxation Act the . ascertainment of income is 
important., the averaging method carries with it no fUlther obligation on the part of the Com
missioner's staff than the ascertaining of the Ave years' average-a very easy process involving 
simple addition and simple division-seeing that every figure embraced in each progressive 
quinquennium has under any thorough system of taxation already been ascertained. . . 

82. The mechanical work of calculating the tax by the Department has been unduly 
magnified. When one remembers the large proportion of returns which contain composite 
incom_that is income from personal exertlOn and income the produce of property---every 
one of which demands under the present method a two-fold calculation of tax, each one of which 
must be individually worked out, for the Departmental Ready Reckoner lends :(l0 aid, and if to 
these be added the large number of returns from partnerships, estates, trusteeships, and the like 
which are not directly taxable, and of companies who are assessed at a Hat rate, there are seen 
(a) a very large area ID which under the preent method special ~omputations of tax must be 
expressly made, not by the Department only, but by every taxpayer who checks his assessment, 
and (b) another area where the returns do not under either present or recommended methods 
require calculation of tax at all. 

83. In view of the statement made by the Federal Commissioner of Taxation in his Seventh 
Annual Report that" The average of income for purposes of an income tax assessment would greatly 
increase the administrative difficulties and costs by introducing complexities from which the 
administration is now free, and it would considerably add to the difficulties of taxpayers in under
standing their assessments," your Commissioners endeavoured to obtain an authoritative 
estimate of the cost of change, but the information received was so vague and unsubstantial that 
we have been unable to make any use of it. In his evidence before the Commission, the Federal 
Commissioner of Taxation declared-" When I tell you that the avltJ:aging of incomes will involve 
the doubling of our assessing staff, I am not exaggerating the position," but when specific requests 
were put to him to ascertain how his estimates of costs had been arrived at, he was forced to admit 
cc it is all a guess, I am sorry to'say, because we have not the figures." The Deputy Federal 
Commissioner in Sydney estimated the increase at possibly 35 per cent. of the present cost of 
assessing, but he too was unable to submit any figures in substantiation of his estimate. A witness 
who had had fifteen ;years' experience in responsible positions as & taxation officer gave it as his 

• 
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opinion that" under an average system there will be a little extra work, but this can be provided 
for by IItrict supervision and n:organizatio~. If the presen~ syste~ of arriving at aver~ge cost 
values of stock is done away Wlth, there will be a great savmg, which can be offset agamst any 
increases in administration costs consequent upon the introduction of an averaging system." 

84. It has already been made clear that the method we recommend does not" introduce 
complexities from which the Department is now free," and it is equally evident from tlte 
illustrations in parafYraph 77, as well as the general explanations given in this report, that till' 
scheme will not " add to the difficulties of taxpayers in understanding their assessments." On 
the contrary. 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 business approve can be modified or abandoned. 
The scrutiny of merchants' stock sheets can also without any loss of revenue be relaxed if t ht' 
method be extended to taxpayers other than primary producers .. 

85, It would require substantial increase indeed in cost-a very much heavier increase than 
there is any reason to apprehend--·to condemn a method so essentially equitabl., in principle and 
easy of application as that recommended by your Commissioners. 

ILLUSTRATIONS. 

86, A few examples founded on statements of actual operations furnished by witnesKes 
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), 
-.-

A, 11. C. D, v.. I F. G. B. L 

Recommended A vel'B(Jlna Method. Preleot Federal :Metboct. 
Total Inenme Average Income Averaging t'rflIlflUt-

Taxable for t-he Five of Five Y can. Methoo. FMI"ra.1 
Year. Income for (or I{'ss) - Rate of Tllx Ammmt or Tu 

8 .. _ 
BAtfoofTu Tax OD Hethodwlth . the Year. Years to date . Ta.xable applicable to OD Tanblo Credlt.. n.pylleable to TAxable Carrylna: 

Capacity. A vetage Income Income Deoms Income forw"rd 01 
(C). (11) x (D), (B). CB) x (0). 10fI8C1. 

-- - ,. 

• • • 
t £ £ £ £ £ 

• 1 .. 14,818 14,818 14,818 77'4341 4,781 .. 77'4341 4,781 4,781 
2 .. 6,496 21,314 10,657 67'6970 1,832 .. 48'683 1,264 1,264 
3 .. 608 21,922 7,307 57'8721 131 .. 9'009 23 23 
4 .. L, 31 21,891 5,473 40'1374 .. 5 .. .. .. 
fj .. 4,533 26,424 5,285 38'9345 

I 735 .. 34'1229 644 G3r. 
6 .. 3,853 15,459 3,092 24'9027 400 .. 29'7719 478 478 
7 .. 4,401 13,364 2,673 22'2218 407 .. 33'2783 610 610 
8 .. 4,523 17,279 3,456 27'2317 513 34'0589 642 642 
9 .. 6,645 23,'955 4,791 35'7737 ' 990 .. 47'6364 1,319 1,319 

10 .. L. 5,115 14,307 2,861 23'4247 .. 499 .. .. .. 
11 .. 601 11,0.55 2,211 19'2657 48 .. 8'9642 22 .. 
12 .. 5,411 12,055 2,413 20'5582 464 .. 39'7407 896 41 
13 .. 7,393 14.,935 2,987 24'2309 • 746 .. 52'4224 1,615 I,SW 
14 .. 22,207 30,497 6,099 44'1428 4,084 .. 85'7238 7,933 7,933 
15 .. 24,558 60,170 12,034 71'6570 7,332 .. 87'3259 8,936 8,936 

Average 
Annual 
Income .. 6,727 Total. for 15 years .. .. 22,463 504 .. 29,613 28,278 

• Colnmol If G' and" B .. do not relate to the recom.m.eoded)nethod. but are IQ&et't..ed to Bbow io eomPIIJ'I.OD how tax la e om.put.ed under the ptf!llrofli 
Fedetal method. " 

Colmon .. F" showl the Suspense Credib. This method 18 rl()t recommended. 

Colnmn" I" showI how,tax would be compuwd under thr carrytng forward of losa.-lI metbod. 

. .. 87. From the opening year the ~ormal working of the method recommended during the' 
1Illtlal four and thp. p.levet;t followmg years is shown in column .. E ". The two 

'last years ha~e. been. espeCIally pr~sperous, and .the tax payable under the method 
• recoIIl;lIlended IS I?creasm~ly heavy, bemg calculated on the rate (D) applicable to the taxable 
capacIty (C) att~llled dll!lDg the fiv~ years of which it is the latest, on the basis of the income 
(B) actually recelv~d d~g the year itself. Leaner years may be expected to follow, but the 
prosperous years ~ co~tlDue ~ exe~ an influence on the rate of tax until in course of time they 
fall out of the actIve qumquenrual penod. . 
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1 
1 
1 
1 
1 
1 

1 , 
S 
~ 
G 
6 
7 
8 
9 
0 
1 
2 
3 
4 
5 

A. 

y ... , 

A verage 

.. 

.. 

.. .. 

.. .. .. .. .. 

.. .. 

.. .. .. .. 

Annual 
Income .. 

B. 

TuablI' 
Jncome tor 
the Year. 

£ 
10,441 
10,519 
4,994 
1,687 
8,032 
9,039 

640 
4,529 
8,927 

10,136 
12,315 

L. 6,812 
8,436 

10,915 
L. 7,886 

6,700 

23 
. , 
Example 2 (actual case). 

, 
0- . D. B..l r. 

lleooDDDetIdedA'ftI&IIng Method. 

Total Income \ Aver".ge Jncome Averaging 
of Fivo Yoon. , Method. 

Jor tlle Five - Rate of Tu Amount 01 Tu SQlpense (or lell) , Ta'lUlble appllcablo to on Taxable I Credit.!:. Y cars to date. 
capael~. AVelaa8 Income Income 

(C). {B)x (D). 

£ £ £ £ 
10,444 10,14"4 66'9887 2,915 .. 
20,963 1O,48r 67 '1136 .2,942 .. 
25,957 8,652 59'6596 1,241 .. 
27,644 6,911 49'3384 347 .. 
35,676 7,135 50'7716 1,699 .. 
34,271 6,854 48'9736 1,844 .. 
24,392 4,878 36'3303 97 .. 
23,877 4,785 35'7333 674 .. 
3i,167 6,233 45'0002 1,674 .. 
33,271 6,664 4'1'6940 2,014 .. 
36,647 7,309 51'8849 2,662 .. 
29,095 5,819 42'3613 .. 1,202 
33,002 6,600 47'3484 1,664 .. 
34,990 6,998 49'9850 2,269 .. 
16,968 . 3,394 26'8350 .. 882 

Totals lor 15 years .. .. 22,042 2,084 

I o. 11. L 

Present J'rm'raJ. lIeUlod. 
"""nt 
Federal 

Rate of Tax TAX OD Method With 
a.p~ucable to Taxable carrying 

m:omo Incomo forward Of' 
(B). (B) x '(G). I .... ~ 

£ £ 
66'98S7 2,915 2,915 
67'241 2,947 2,947 
37'0725 771 771 
15'9129 112 112 
56'3623 1,886 1,886 
61'4884 2,316 2,316' 
9'2137 25 25 

34'0973 643 643 
60'9754 ',267 2,267 
65'9134 2,784 2,784 
72'3647 3,713 3,713 

.. .. .. 
58'5658 2,058 105 
68'5112 3,116 3,116 

.. .. .. 

.. 25,553 23,602 

, . , 

88. From the opening year the normal working of the method recommended is I:lhown in 
column (E), For the treatment of the first five years of the initiation of the method either 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 is illustrated above. Under it, the first year having no predecessor., 
its income alone is 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 en<.l 
of the second year, and at the rate applicable to the taxable capacity the tax is calculated on the 
actual income of the second year. Similarly the taxable capacity at end of the third year is founq 
by averaging the three known years, and on the rate aPI?licable to such average, calculating the 
tax on the actual income of the third year, and so on WIth the fourth and fifth years. For the 
sixth, year the first year is allowed to fall out, and the taxable capacity is obtained by averaging 
the quinquennillm contll-ining the second, third, fourth, fifth, and sixth years In every case 
the basis of liability on which the tax is calculated is the last year of the qniD.quenninm (or shorter 
period if there be less than five years). 

89. It may be interesting if these examples be summarized as in the table following 
paragraph 75. . . 

Number :=r , ....... 
~'" 

Reoommlllded. C:=rwltb ...... Kumple No. 01 , .. "'" Average 
y ..... IIICIOIU. • ethod.· w-.. Method • lullpenae Cn. Income. 

, 

£ £ £ £ £ £ 
1 15 6,727 29,618 .28,278 22,463 21,959 20,249 
II 16 6,700 26,558 23,602 22,042 20,841 18,75& 

Totals .• 30 6,714 55,166 51,880 44,505 42,800 39,005 

RoIative percentages .. . . 141.4a 133 114.10 109.72 I 
100 

90. Both of these cases show Suspense Credits as explained in paragraph 72 of this 
"Report, but these Suspense Credits are for reasons given in paragraph 75 en~rely disregarded in 
the method we recommend. The aggregate taxes payable in these cases under the method 
recommended by us would be £22,463 and £22,042 respectvely, In these figures no allowance 
is made for Suspense Credits, . 

. 91. Under the British averaging system, tax on the incQme of any earning year is in fact col
leoted m one, three, five, or seven instalments spread over as many years. This, allied with another 
feature of that system, under which the averaging is applied to businesses as well as individuals, 

F.I8031.-3 . 
• 



involves intricate adjustments at the commencing, closing, or transferrin~ of a business.adjust
ments which are wholly unnecessary in the system we recommend: It will be observed that the 
tax payable under the method rec'1mmended is always based upon the actual income of the 
immediatelv preceding year, in that respect, following precisely in the footprints of the Federal 
and all the Australian State systems-so that the payment of the tax follows closely upon the 
yesr in which the income was earned, the difference from those systems being that the rate of 
tax is determined by tpe " taxable capacity" of the subject as disclosed by his income" on a long 
time basis" (in these cases up to five years) instead of by the income fortuitously high or low of 
the immediately preceding year. 
ALLEGED HARDSHIP. 

92. The system of taxation which is an unmixed blessing has not yet been discovered, and it 
may be said that averaging as formerly understood, though its beneficent intention cannot be 
questioned, left much to be desired, but the scheme as herein recommended will show in comparison 
with any others a resolute advance towards recognised ideals. While it was quite true that in the 
British averaging scheme undue generosity was extended to expandin(l 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 its tapering parts). In the scheme now proposed, the tax is based on the actual 
income of the immediately preceding year, the rate only being fixed by the averaging period. 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 sensible hardship. . 
OBJECTIONS TO THE SCHEME. 

93. Objections. which may be voiced against the scheme recommended have already 
been anticipated in explaining and setting forth its advantages, but there still can be said that its 
adopti9n will involve a reduction in revenue. Any scheme, whether it be equitable or not, of 
allowing for losses or granting relief or providing any other method whereby taxation is eased or 
waived, necessarily depletes the revenue, so that even this cannot be specially urged against 
the proposed change now advocated. It is common to every scheme designed to secure relief 
from unjustly excessive taxes. 

94. The cla~ made by primary producers is not for preferential treatment, but that they 
may be put on the same footing as their fellow citizens receiving steadier incomes. Their petition 
is for release, not from just tax, but from the inequity under which they feel they suffer by reason 
of uncontrollable circnmstanc.es and the failure of the preseDt system to adapt itself to inescapable 
fluctuations, and they affirm that the measure of loss to the revenue which will follow if justice 
be now done to them is precisely the measure of the injustice under which they have hitherto 
laboured and still suffer. In this statement of their position your Commissioners cannot do 
otherwise than concur. Furthermore, the greater the loss to the revenue due to the introductioD 
of this needed reform, the more urgent is the call for prompt and equitable adjustment and the 
redistribution of the burden. . 

. 95. While recognising the necessity for maintaining the revenue required for public 
services, we have not yet received such part,iculars as will enable us to estimate closely the sum 
which may be involved in giving effect to our recommendation, but the whole matter will be further 
dealt with in our Final Report. Meanwhile, it ought to be emphasized that our minds have not 
been swayed by questions of individual or revenue loss or gain in the adoption of one or another 
system. While not excluding the revenue aspect, we have confined ourselves strictly to the 
inquiry which the Right Honorablethe Treasurer has requested us to treat as specially urgent, 
viz. :-What amendments are necessary or desirable with the view of placing the system of 
taxation upon a sound and equitaQle basis, and particularly to the giving to primary producers of 
special consideration, &c. 

96. The method we recommend-as ,defined in paragraph 61-will afford effective con
sideration to primary producers, and may without alteration be extended to all or any section of 
the whole body of individual taxpayers immediately or as general demand and public policy may 
determine. If this be enacted there will cease to be any need for the giving of "special 
~onsid~ration " to- primary producers or any other taxpayers to whose a&lessments the method 
18 applied. 

[NoTE.-From this section of the Report Commissioners Kerr (Chairman), Mills, 
and Duffy express dissent. Sec pUie 49.] 
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SECTION n. 
TAXATION OF PROFITS ON THE SALE OF MINING LEASES. -

97. Anyone interested in mining who opens the IncolIje Tax Assessment Act at section 
18 (1) (il, which allows all calls paid upon mining shares to be deducted from assessable income, 
might reasonably conclude that the Commonwealth Parliament looks upon the mining industry 
as one which should be given specially favoured trestment. 

98. That conclusion would be strengthened by a reference to section 17 of the -.ame Act, 
which grants special concessions to mining companies by permitting capital expenditure in nece!'sary 
plant and development to be deducted in yearly amounts based on the life of the mine, 
Alternatively, a taxpayer is allowed 1IG deduct income expended for development and which. 
but for this section, would not be deductible from the iaxable income. 

99. But the evidence tendered to the Commission in Western Austral-a shows that expert 
opinion in that State regards the income taxation of the Commonwealth in its effect upon mining, 
particularly gold mining, as one of the obstacles to that revival of the industry which is at 
present an urgent need of the State. -

lOO. The position is that the famous gold-mining centre, Kalgoorlie, like the numerous 
smaller centres, finds its output of gold ateadily declining. The State output of gold, wh ch in 1903, 
the year of maximum production (not only for Western Australia, but also for the Commonweslth), 
was valued at £8,770,719, had shrunk in 1918 to a value of £3,72;3,183. Growing costs of plOduction, 
partly due to the greater expense of. mining at lower- levels, and still more to -increased wages, 
are tending to make gold mining unprofitable in the" Golden Mile'~ .and elsewhere, although the 
mines are stimulated by the " precarious oxygen" of the existing premium on gold. 

101. The prospector is the hope of the industry. But the responsible chiefs of the industry 
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 are discouraged, and some cannot 
now be persuaded to undertake the work at all. 

102. The Commission, at Kalgoorlie and at Perth, heard the evidence of leading men in the 
industry, including some very experienced prospectors, all of whom strongly urged that some relief 
from the present high taxation should be given to the prospector who discovers a saleable mine 
or field. 

103. Instances were given such as that of a man who, after some years of skilled searching, 
discovered a mine, the lease of which he took up and sold for £10,000. The Commonwealth 
Income Taxation Department claimed £3,421 as tax, and the State claimed £2,300. 

104. This would be a very formidable deduction from the profit, even if the whole 
consideration for the sale were paid in cash. It was represented, however, that a large part of the 
consideration is frequently paid in shares; that, for taxation purposes, in the absence of any 
established market price, these shares are assumed to possess a value not less ,than face valu'c, 
when the fact often is that at the time they are either wholly unsaleable or are saleable only at a 
price representing a small proportion of the face value, and that in such cases the imposition -01 
tax at the high ,rates above indicated leaves the solvency of the taxpayer at tp.e discretion of 
the Commissioner. . 

105. Even without such discouragement, -it is said that capable prospectors, never t<;lll 
numerous, are fast dwindling in numbers, and that few of the younger generation are attracted 
by a life in which the only certainties are hardships, and the rewards, if occasionally great, are 
rare. 

106. Apart from section 14 (a) of the Act, and the definition of " income" which" includes 
the proceeds of any business carried on by the taxpayer, taxation of the profits on the sale of a 
lease is specifically imposed under the provisions of section 14 (d) inserted in the Federal Act in 
1918. The sub-section resds: - -

U. Th. incom. of any person shall includ .. - , 
(d) Money derived by way of royalty or bonUses, and premiums fines or foregifts or consideration in the 

nature of premiums fin.s or foregifts demanded and given in conn.non with leasehold estates, and 
tlu! amount of any payment received by a less .. upon tlu! cusignment or transfer of a lecue to another p .... on 
aft.r deduoting th.refrom-

(i) the part (if any) which, in the opini<>n-of the Commissioner, iB prop.rly attributable to tbe 
transfer of any ..... ta b.longing to the I ..... ; and 

(H) 80 much of any fin. premium or for.gift paid by the le .... or any amount paid by the 
lessee for the IlB8ignment or transfer of the leaBe aB, in the opinion of the Commissioner, 
iB prop.rly attributable to the period of the lease un.xpired at-the time of the aBsignment 
or transfer by the lessee. 

_ . 107. lt was stated in evidence that this provision was originally inserted with a view to t.he 
taxation of profits ~n ~e ~le of hotel leases, but its wording is wide enough to include mining 
leases, and the sectIOn IS so mterpreted by the Department. -

108. It was urged on behalf of the prospectors that, in their case, the tax is a tax on a 
CB:"u~ profit, .and tha~,. under Federal ~come taxation practice, casual profits (unless conm;g 
Wlthm a speCific proVlSlon, sllr.h as soobon 1_4 (d) above cited) are not taxed. That is true. 
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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 fir.st is whether sueh profits should be treated as an 
BCCretion 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 that profits made in pursuance of a. 
man's main business cannot be classed as accretions of capital. Nor is there any apparent 
justification for tre\ting such income as casual profit. A prospector is a man whose business it 

·is to seek for new mines, ahd, when found, to sell those mines, 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. .. 
. 11l. It was further contended, however, that· such profits should alternatively be treated 

as deferred income eventually paid in a lump sum, and that the taxable Bum 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 
amount 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. 

112. The discuss:on so far has been kept on the simplest basis, by speaking only of the 
" prospector." The prospector, however, is generally equipped and mainta·ned 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. 

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 entitling them to special consideration. 

. 114. The conclusion seems justified that, if relief from income taxation is to be granted to 
the finder of promising mines or " fields," that relief should be founded upon a view that the 
work and ,skill of a prospector is 80 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 :

l. The mining industry, especially gold mining, is declining. 
2. Its revival and continuance will depend chiefiy upon fresh discoveries .. 
3. The vital need is for a sufficient number of capable 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 io 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 
28th 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 
Income Tax Act." So 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 s'hould 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 the request forfavorable treatment. 
H 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. It is undoubtedly an injustice that the whole of the proceeds of a discovery 
should be taxed at a high rate in the yein of success, and that no allowance whatever should be 
~ade for the years of unrequited toil which have preceded and contributed to the profitable 
discovery. 
RECOMMENDATION. 

. ll~. The prospector's case will, in our opinion, be met if the method or averaging income 
over a perIod of five years as recommended by us in paragraph 61 of this Report be enacted, and 
W8 recommend 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, 
£2~0, and £150 respectively each year, he in the fifth year found and sold a mino for a sum 
w~ch, ~fter cov~ring all expense;', commission, and other charges, left him a net return of £10.000. 
WIth this as capItal, he star~d·m business as (say) a storekeeper or contractor, and Jl1ade 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 ColUllUl E, which is 
contrasted in Column H, with the tax under t'he present Federal method :-

A D C D & G a 

ToW Inoome A vorage Income Recommended Method. Prelent. J'oderal Method. 
Y ... , 'l'AXable Inoome 

tor the fivII 01 ftV{l years. 
IQr the roar. 

)'can to date. -
TaXAble Capaolty. Rate of Tu 

applicable to Amount of Tu Rate of Tu: Tu: oDTuable OD Ta:cnhJo Income applicable to average (B x D). Income" B.o' Income (B .. 0). 
Incomo" C." 

IQ . 

£ £ • £ d, £ 8, d, d, £ 8, d, 
1 Nil . , .. .. .. .. .. 
2 5 5 2 5 '1315 0 2 ~ 5 '1507 0 2 2 
3 '58 63 21 0'2531 1 5 4 . 5'4899 1 6 6 
4 Nil 63 16 5 '2211 .. .. .. 
5 10,000 10,063 2,012 17'9924 749 13 8 (Per scale) 2,725 14 8 
6 458 10,521 2,104 18'oBIl '35 9 2 8 '0492 15 7 3 
7 592 11,108 2,222 19'3361 41 13 10 8'9066 21 19 5 
8 700 11,750 2,350 20'1551 58 15 8 9'5977 27 19 10 
9 100 12,450 2,490 21'0509 61 7.11 9'5977 2719 10 

10 800 3,250 650 • 9'2777 3018 6 10'2375 34 2 6 

13,313 I 985 6 2 2,854 12 2 .. .. I .. .. 
;-

. .121. The large mcome m the fifth year has ceased to exert a direct influenCe In determmmg 
his taxable capacity in the tenth year, and consequently the rate of tax in column D has become 
more normal. During the ten yeats he would, under present Federal method, pay £2,854 12s. 2d. 
in tax, as against £985 6s. 2d. under the recommended method. 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 £8158. 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 frolIl any source in Australia in the four years would average with the 
income of the fifth year. It ib 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. 

122. There may arise, however, cases in which a prospector has been engaged in the search for 
11 longer period before meeting success, and if such cases be deemed matter for special consideration, 
it may be su~gested-though for reasons given in yaragraph 110 we do not recOlllmend-that 
the CommissIOner be given power, on production 0 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 npt larger than the number of years 
spent in the search. 

123. Thus under the method recommended by us, if this suggestion be adop' ed 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) : '~63 = 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. Id., being a 
reduction of £153 Os. 7 d. on the amount shown for that year in column E of the table. Other 
years would remain as shown in the table, If the prospector should leave the country, taking 
his gains with him immediately after realizing on his discovery, the position is exactly the same 
as 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 
Federal income tax. The tax paid by him in the sixth year in respect of his income of the fifth 
year is a full discharge of his liability to the Commonwealth in this regard. 

124. If portion of the consideration for which the mine is sold be partly or fully paid-up 
shares in a company or syndicate or any other actual or contingent paymellt, the actual value lit 
the time of sale of such shares or other payment should be included as part of the income and be 
taxable accordingly. 

125. The profits of backers and speculators do not call. for consideration other than t):tat 
which would be extended to other taxpayers by general application of the average method reCoIDq 
mended by us: 

. 126. The question of the taxation of casual profits generally will be dealt with in.- 11 
subsequent Report. 

[NoTE.-From the recommendation in this section Commissioners Kerr (Chairmlln). 
lllills, and Duffy express dissent. See Jl81le 49" 

• 
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SECTION m. 
BOJl.'US SHARES. 

127. The taxation of what are called bonus shares, at least in some of their forms, was the 
subject of strong protest by many witnesses. At present incoJlle tax ~ levied ~n such shares under 
the authority of section 14 (b) o~ the Income Tax Assessment Act, whlch provides that :-

The income of any person shallmclude-
(b) dividends, interest, profits or Ixm .... credited ()I" paid to any depositor, member, Mareholder, or debenture· 

holder of a company which derives income from a source in Australia or of a company which i. a 
Mareholder in .. company which derives income from a source in Australia, but not including & 

reversionary bonus i88ued on a policy of life 888urance. 
128. The practice is to tr~t the a~ount represented b! the face value of the shares as 

income for the purposes o~ the tax, lITespecbve of ~ket value, if ~y.. . . 
129. The distributlOn of bonus shares anses from the capltalization" of amounts 

representing :-
1. Trading profits of the ~urrent year. . ... . 
2. Trading profits of prevIOus years which have not been dlstnbuted m the form (). 

cash dividend.-
(a) made prior to 1st July, 1914; 
(b) made subsequent to 1st July, 1914. 

3. The increased va'ue of fixed or " capital" assets. 
4. The gains on the sale of fixed or " capital" assets. 

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, should be regarded only as accretiop.s 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 apove, though Item 1 was rarely mentioned, 
was regarded by most witnesses as reasonable, or at least not open to the same objections as 
exist in items 3 and 4 above. • . 

131. But the following considerations should be taken into account .-
(a) Undistributed profits, before issue in the form of shares, are first in accordance 

with powers conferred by the Companies Acts converted into capita!. 
(b) Capital is not a proper subject for taxation under an Income Tax Act. 
(c) Those undistributed profits have already been taxed in the hands of the company. 
(d) If sharehoJders 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 in some way added to the shareholder's taxable capacity. 

132. A:s to (a) and (b), the question of conversion into capital of what was originally income in 
the hands of the company has been recently considered by the House of Lords in the case of 
Commissioners of Inland Revenue v. Blou, Commissioners of Inland Revenue v. Greenwood 
(commouly known as Blott's case), where it was held that a resolution of a company effecting 
that conversion is " good as against the whole world, including the Crown, claiming or taxing for 
any other purposes." (Times Law Reports, Vo!. 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 (c) and (d) the difficulty to be faced by advocates of the taxation of bonus shares is 
more formidable. The issue 0' the shares does not alter the proportiqn of the shareholder's interest 
in the company, and adds nothing to his taxable capacity. In the words of Viscount Cave in the. 
case above cited, " The transaction took nothing out of the company'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 obligation to retain it permanently as capital." If the company had gone 
into 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 shareholder's 
holding 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 
~ay be infe~d fro~ the fact that such a contingency was not suggested in anyone of the five 
Judgments delivered m the House of Lords in Blott's case. 

RECOMMENDATION. 

.. 135. On the grounds specially that bonus shares are capital and that the issue of thOle 
shares affects neither the proportionate interest of the shareholder in the company nor his taxable 
capacity, the Commission is of opinion that bonus shares should not b. treated as liable to income 
,tax .in the hands of the recipient shareholders. . . 

136. As to the revenue effect ot that course, the Federal Commissioner of Taxation stated . 
. that the company rate was fixed as representing a fair average of the rates paid by individual 



shareholders. The more accurately the company rnte reflects the true average of shareholder's 
rates, the less wil 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 bonus shares in the recipient's taxable income, from the fact that 
their value would not become operative in determining the aggregate taxable income 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 :present method of allowing rebate to a shareholderin his assessment in respect 
of a dividend upon whICh the company has already paid tax, he is only allowed (sectioI\ 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 cases 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 made in order to 
prevent certain company trading profits escaping taxation altogether. That is the case in which 
profits of the current year are immediately capitalized and issued in the form of bonus shares. 

140. This practice is specially liable to be followed in cases oflarge businesseS in the form of 
proprietary companies, either" one man" companies or companies owned by a small number of 
persous. The Commissioner of Taxation pointed 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 be untaxed. The 
provision to be made to meet this situation should preferably be in such a form as to make taxable 
the profit in_lIuestion while it is still income in the company's hands. 

[NoTE.-From the recommendation in this se6tion Commissioners Farleigh and Duffy 
express dissent. See page 39.] 

SECTION IV. 
BOARD OF APPEAL UNDER THE INCOME TAX ACT. 

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

142. The present position is that the Income Tax Assessment Aot (section 37) provides that 
a taxpayer who is dissatisfied with an assessment made by the Commissioner, may 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 Countr, or District Court of a State, ~r such other 
Court as is specified in that behaU by proclamation.' Sub-section (6) of section 37 precludes 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 6f a State. 

143. The expense, delay, and risk of proceedings in the superior Courts are said to deter tax
payers (particularly where the amount involved is not large) from seeking a judicial determina
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, but 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 High Court 
or a Supreme Court. 

144. As to the nature of the tribunal to be made available to taxpayers, there were a few 
exceptions frofn the general view. Two witnesses preferred the County Court 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 praetice 
is for the City Magistrate of Perth to adjudica~ upon appeals from decisions of the State 
Commissioner of Taxation, some witnesses favoured the jurisdiction of magistrates to deal with· 
all such cases, Federal and State. One obvions objection to the imposition of new duties upon 
existing Courts is that they already seem overloaded with current law work, and another·objecticm 
is that the IWidence taken by the Commission disclosed a very widespread desire for a tribunal 
less ha~pered by technical rules of evidence and procedure than are the ordinary Courts of law.
There IS undoubtedly a general· belief that such a tribunal would be cheaper, more direct, and 
more speedy in its methods, and would give greater satisfaction to the taxpayers. 

RECOMMENDATION. 
1415. The Commission is of opinion that it is desirable to constitute a Board of Appeal on the 

lines suggested by many witnesses, that is, a tribunal of three persons with fixed tenure for a ternt 
of five or seven years, one of whom should have preferably, but not necessarily, knowledge of 
law, one general commercial experience, and one experience in accountancy~ 



so 
. 146. Many witnesses suggested that s~ch a Board should be appointed in each S~te. Expe

rience alone can supply the data for a safe )ud~ent as to the number of l!0ards which would ~ 
permanently required. Arnend~ents of practice, for example. the earl~ \8Bue as ~nnounced. m 
the Taxation Commissioner's eVidence of the departmental rulmgs and mterpretatlons affectmg 

,taxpayers and also poss ble amendmen~ of the law in consonance with recommendations of the 
Commission, may reduce the volume of disputes between taxpayers and the Department. 

147. In the opinion of the Commission, the ~est course as a beginn~g ~ be to appoint 
one Board. After making allowance, solar as pOSSible, for a probable reductIOn ID the number of 
appeals from the Commissioner's .decisions, the e~erience gained by the working of the first 
Board would within a reasonable hme enable a deCISIOn to be reached as to whether and to what 
extent the constitution of additional Boards would be justified. 

148. The Commission is satisfied-
1st. That with the present heavy burden of direct taxation it is imperative that Bome 

action be taken to allay existing discontent by giving taxpayers access to an 
,independent tribunal (with a simple and inexpensive procedure) for the determina· 
tion ot disputes with the Department. 

2nd. That the expense of maintaining a tribunal to meet the clamant requirements of 
taxpayers is abundantly justifiable. 

3rd. That there is no justification for the immediate creation of a number of Boards, 
some of which might become redundant. • 

149. It may be impossible to afford at once all the facilities desired, but taxpayers will no 
doubt appreciate the inauguration on careful lines of a reform, the machinery of which can be 
extended as experience warrants. 

150. The Board when appointed should be given J;lower to deal with appeals in all matters in 
which the Commissioner's discretionary power is not subject to review [with the exception of purely 
administrativ-e matters, such as prescription or delegation of powers, (sections 5A, 6, and 7), power 
to require returns, make default assessments, &c., &c. (sections 28 (2), (3), 29,. 32, 41 (2). (3), 42, 
46A (2), 50A, 52 (f), 52A (d), 55, 56)], and generallr with all matters in which taxpayers are 
dissatisfied with the Commissioner's decision, including those in which there is now a right of 
appeal to a Court under section 37 of the Income Tax Assessment Act. 

151. 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. It is considered that it should be the duty of the Commissioner to forward an 
objection to his decision to the Board when requested to do so by any dissatisfied taxpayer within 
30 days of tht receipt by him of such request. 

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

154. With a view to discouraging appeals to the Board on unimportant issues or on frivolous 
or unreasonable grounds, it is suggested that the appellant should be required to deposit a 
prescribed fee at the time of lodg!.ng an appeal. In the event of the Board considering the appeal 
frivolous or unreasonable the Board shall have the power 'to order the forfeiture of the whole or 
part of the fee. ' 

155. It is, perhaps, hardly necessary to say that it is not intended
(a) That the Board should have administrative functions ; 
(b) That a taxpayer should have access to the Board except by way of. appeal from a 

decision of the Commissioner i or, 
(c) That the right of a taxpayer to appeal either direct from the Commissioner or from 

the Board to a superior Co~ should be in any way restricted. 
, . 156. The Board would, of course, be given all powers necessary for the exercise of the 

j~ls~ction to .be conferr~d 1l:pon it. Among special powers, it is recommended that the Board 
be glve.n t~e nght, whe,n It thinks necessary, and after hearing the parties, to state a case for 
determinatIOn of the High Court, the expenses of the proceedings before tlIe Court to be borne 
by the Crown . 

. 1~7. In cases also where a taxpayer BUcceeds in proceedings before the Board, and the 
Comm\8BlOner of Taxation appeals to the High. Court, it is recommended that irrespective of the 
result the whole expenses of the proceedings in the Court be borne by the Crown . 

. 1~8. A taxpayer .desiring to appeal to the High Court from a decision of the Board should, in 
our oP!ID0n, have the nght to apply to the Board for a certificate (which the Board should have 

.dlScretlOnary power to grant) that the matter is one of such general imporlance, as ,to warrant the 
,payment ~Y the Crown of the appellant's taxed costs of the appeal (but not exceeding an amount 
to be specified by the Board), and that, where such a certificate is issued the Crown should assume 
responsibility for payme~t of taxed Costs up to the amount so specilioo.' 

~. 159: It may be said th~t, where there is an appeal to the High Court from the Board's 
deCISIOn, elther by the Crown, as represented by the Commissioner of Taxation, or by a taxpayer. 

• • 
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the decision ae to whether the matter in issue is one of such general importance ae to justify payment 
of costs by the Crown, irrespective of the result, should be for the High Court, .nd not ·for the 
Board. The Commission hae considered that point, and is of opinion that the responsibility for 
that decision should be intrusted to the BOMd. If left to the High Court, a taxpayer would 
not know until final judgment had beenogiven whether or not he would have to bear the whole 
costs if he failed, or the difference between 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 
taxpa,Yers, ae a taxrayer would be likely to refrain from approaching that tribunal if he knew 
that, ID the event 0 a decision favomble to his claim, the Commissioner of Taxation would almost 
certainly appeal to the High Court. A taxpayer might equally be impelled to refrain from 
approaching the BOMd by the consideration that, if he failed there, any appeal to the High Court 
would be wholly at his own risk, although the point at issue were one the decision upon which 
would be of wide application. . 

160. With the discretionary ;powers recommended to be given to the Board, there should 
be an adequate safeguard against frivolous or unreasonable appeals to the· High Court at the 
expense of the Crown. 

161. The British Commission made a recommendation similar in effect to those made 
above. The paragraph in which they deal with the matter reads as follows;- , 

(594) .. With regard to oosts, it is argued that an impo*nt point of principle may 
be raised by an appellant who is not financially strong enough to take the risk of fighting 
his case through to the highest Court, and that for this reason points of principle 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 oosts on both sides would be 
paid by the Crown, litigants would 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. It 
is to be remembered that costs paid by the Revenue are ultimately borne by the general 
body of taxpayers. We have considered this matter very carefully, and have borne in 
mind that the Revenue authorities in certain test cases consider the circumstanoes of 
the appellant, and by agreement, at their discretion, pay the costs of both sides; but. 
we do not think that this is enough, and we therefore suggest that, where the taxpayer 
has talren the case to the B igh Oout't, and has obtained a decision in his /atJOUr in that Oourt 
or the Oourt of Appeal, the Revenue, if they decide to talre the maUe:r higher, should pay the 
COBtB of the taxpayer as weU as their own in the higher Oourt." 

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 Court to which such cases would in thEl first 
instance be taken. . 

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 numerous and strong expressions of a desire on the part of the public, that applications under 
section 64 should be decided by a Board. the members of which are independent of Commonwealth 
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 afford to give the time 
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 delays. a 
number of specific instances were submitted to the Commission, and, although the Department 
showed in a general reply that these are sometimes due to the taxpayer's failure to supply. 
information promptly, there wae clearly a considerable residue of cases in which the taxpayer 
wae not the cause of delay. . 

SEt"l'ION V. 
DOUBLE INCOME TAX. 

163. The Commonwealth scheme of Income Taxation applies only to incomes arising within 
Australia: The British scheme, like that of India, Canada, and Newfoundland, takes a wider 
sweep and taxes incomes of residents whether those incomes arise within the country of residence 
or elsewhere. For the purposes of the British Income Tax, a resident is a person who lives within 

. the British Isles for six months in anyone year. The British system leads inevitably to double 
taxation of incomes gained in Australia by a person resident in the United Kingdom &8 both· 
Commonwealth and British taxes are leviable. 



.',0-- 164. 'This double taxation, that is in both the Dominions and the United Kingdom, of the 
profits from Dominion investments owned by persons resident temporarily or permanently in the 
United Kingdom, had been a subject o.f complaint fot tnany'y~rs before the war; Duri~g·tbe 
war the mpid increase of rates of taxation throughout the Empire transformed a chromo but 
not very severely felt grievance into one much more acftte. , 
, 165. In 1917 the subject was discussed at the' Imperial War Conference, which passed 
t/le ,following resolution :-' , , . ' .'. .. ' . 
'_ ' "That the present system of double Income taxation Wlthm the'Emptrecalls 

" for review in relation- ' 
(1) to firms in the United Kingdom doing business withii1the Overseas DominioDll 
, India and the Colonies; " , , ' 
(2) to private in~viduals resi~ent in the United Kingdom w~o have capital invested 

elsewhere In the EmpIre, or who depend:: upon reDllttanees -from elsewhere 
within the Empire; and 

(3) to its influence on the investment of capital in the -United Kngdom, the 
Dominions and India, and to the effect of any ohltnge on, the position of Britishl 
capital invested abroad. , 

166. The Conferellce, therefore, urges that tb,is ma.tter should be taken in hand imme-' 
diately a~ter the conclusion of the wa~, and, that ~~ lI~endment of the law should be ,made 
which Will remetly the Elesent unsatisfactory pOSItIOn. " , 

, , 167, In 1916 and 1'!'J18 a partial remedy was provided whQIly at the expense of ~he British 
Exchequer, and when in 1919 a British Royal Coll1IiJi.ssion wasllppointed, to inquire into Income 
Tax, arrangements were ~e for a Conferenc;e between 'the me~bers of the Co~missio~ and, 
representatives of the DODllmcn Governments m order that the VIews of the DODllnlons Dllght be 
ascertained' on the subject of Double Income Tax within the Empire. The Commission selected 
eight oUts members as a sub-Committee to confer with the Dominion representatives and make 
a report to the main body, At the. Conference '\vhlc~ ~o~owed, Australis wa~ represented by 
Mr. G. H. Knibbs, C.M.G, (tMn 'Commonwealth StatistiCIan), and representatives of Canada. 
India, New Zealand and South Mrica alSo attended. After prolonged. discussion, the sub-Com
mittee adopted and the Commission later indorsed; a 't,ecommendation in these terms:-

, ' "'Firstly; that-in'respect of income taxed both in the United Kingdom and in a 
Dominion, in substitution for the existing partial reliefs, there should be deducted fJ;om 
the appropriate rate of the United Kingdom .Income Tax (including super-tax) the whole 
of the rate of the Dominion Income Ta)l: charged in respect of the same income, subject 
to the limitation that in no case should the maximum rate of relief given by the United 
Kingdom exceed one-half of the rate of, tlie United. Kingdom Income Tax (including 
super-tax). to which th~ individual taxpayer might be liable,; and, sec<;mdl;r, that any 
fIIrther relief necessary m order to confer on the taxpayer relief amountmg m all, to the 
lower ofthe two taxes (l1nited Kingdom and Dominion)" should be given by the Dominion 
concerned." 

168. The Federal Commissioner of Taxation has informed Us that this recommendation has 
been accepted by all the Dominions except .A,ustralia, and has been made operative in Great Britain 
so: far as the relief from Double Taxation to be afforded by British authorities is concerned. 
The 'question whether Australia should adopt the recommendation of the Royal Commission and 

/bear its share of the full llleasure of relief 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 Commonwealth entered into the arrangement, Australia should abandon its present method 
of taxing only incomes which arise in Australia, and in futiJ.re should also levy taxes on the 
ex-Australia incomes of its residents. ' 

170. 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 
.in~omes)and that the adoption of either one of the suggestions should not be regarded aa 
necessarily,dependent upon the adoption of the other. 

, 171. There is, however, a revenue aspect, The estimate supplied to the Commission as the 
present annual cost to the Commonwealth and States Of adopting the arrangement with Great 
Britain is £45,000. The mode by which this and any other reduction in revenue, consequent 
upon the adoption of our recommendationS,' may be made good will be dealt with in a 
subsequent report. There are, however, other considerations which in this instance 
may. be as important as those of revenue. Apart from allaying the irritation which 
is still. felt, though in a lesser degree than that which found frequent and vigorous 
expression before the present measure of relief was afforded by the British Government, 
tqeopinion wap; freely voiced by several witnesses' that Double Income Taxation 
(even the lower measure which now operates) acts as a distllct 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 admitted by 
witnesses that other factors may have contributed in specific instances to the actual or threatened 
withdrawal of capital from investment in Australia. ' , 

. 172. There is a further aspect of the subject which should be borne in mind. 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 reciprocity which, as far as 
possible, shollld govern the transactions between fellow citizens of the Empire. 

] 73. The whole theory of the British arrangement is that the Empire should for certain 
important purposes be regarded 11& a unit, and that while each self-governing portion retains 
its full right of imposing taxation at its own rates and within the limits which itself fixes, from 
the ,Point of view of membership of such an Empire no taxpayer can consider himself aggrieved 
if hlB total taxation, where he 18 taxed by more than one authority, does nQt exceed the higher 
of the two taxes. . 

174. The question so far has been of importance only as between the Dominions and Great 
Britaill, but in the future it may become of moment in the relations between, one British 
Dominion and another.Callada, for example, taxes incomes on the same basis as Great Britain, 
and if it became advisable for Australia to enter into such an arrangement with Canada as the 
Commonwealth is now invited to make with Great Britain, there would necessarily be Bome 
negotiation as to the amount of relief to taxpayers to be afforded by each of the two Governments. 

J 75. The relation ofthe Australian States to the British proposal is a matter which should not' 
be overlooked. While the C01lllllonwealth was represented at the Britisb. Conference, it does· 
not appear that the States. as such, had any representation. It is clear, however, from cable advice 
recently received by the Federal Government that in computing relief from Double 
Taxation of Income, the British scheme takes into account both Commonwealth and State taxation. 
It is, therefore, very desitable tht if the Commonwealth joins in the reciprocal arrang£ment, 
each of the State Governments should give early attention to the subiect with a view of defining 
its position, as evidently the question must arise in a practical form so soon as the Commonwealth 
gives effect to the proposal. The fact that different States levy different rates will not create any 
practical difficulty, for it is recognised that such differences will exist, and it will be merely a 
question of arriving at the proportionate contributions to be made by the Commonwealth and a 
State or States 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 
in dealing with these subjects (see paragraph 69 of their Report) :-

69. We are of opinion that any sound solution of this problem should have regard 
to the following principles :- . 

(a) That where Income Tax is charged on the same income both in the United 
Kingdom and in a Dominion the total relief to be given should be equivalent 
to the tax at the lower of the two rates of tax imposed; 

(b) that there should be no interference either by this country or by a Dominion 
with the basis of assessment adopted.by any other part of the Empire, and 
further that the settlement should be independent of increases and decreases 
in rate of tax, and alterations in the bases of assessment, whether here or in 
the Dominions; 

(c) that so far as may be practicable, relief should be given before payment of tax; 
(d) that so far as is possible, the adjustment should be made in the country where 

the taxpayer resides ; 
(e) that there should be no interpayments of tax between the Government of the 

United Kingdom and the Governments of the respective Dominions. 
RECOMMENDATION. . 

117. We recommend therefora-
1. That in respect of incomes taxed both in the United Kingdom and the 

Commonwealth, in an eases where the deduction at present allowed from the 
United Kingdom tax is not in itself sufficient to insure the payment only of an 
amount equiValent to the higher of the t.vo taxes, the Commonwealth Government 

, , should grant such further relief to the taxpayer as will ellect that end. 
Z. That consequent upon the adoption of this recommendation, the Commonwealth 

and State Governments should mutually agree on the question of proportional 
deductions from their respective taxes in all cases where complete relief from 
Double Taxation is not entirely secured by the deductions under the British 
law. . 

(NOTE.-From paragraph 170 in this section Comm.issioner Duffy expressl',s dissent. 
See page 40.] . . 



34 

SECTION VI. 
TAXATION OF LESSEES' ESTATE IN CROWN LEASEHOLDS. 

178. While we are agreed that in prfu.ciple there are suhstantial grounds for not discriminating 
in Taxation between interest in Freeholds and interest in Leaseholds, we are unable at this stage 
to recommend the continuance or otherwise of Taxation of Lessee's Estate in Crown Leaseholds. 
This issue will find appropriate place in the recommendations of the Commission on the subject of 
Land Taxation as a whole which will be included in our later report. . 

SEm'ION vu. 
THE GENERAL EXEMPTION AND ALLOWANCE FOR CHILDREN UNDER THE 

INCOME TAX ACT. 
179. A considerable volume of evidence was tendered on the question of the am01,Ulta at 

which the general exemption and allowance for children should be fixed, and widely di1Iering opinions 
on the subject were voiced by witnesses. In the majority of instances, the su~gestions made 
seemed to be prompted by the view that the present cost of living justified an Ulcrease ,in the 
amounts fixed in 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 dependanta, and of 
£156 (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 years of age,. had been. fixed with special reference to the cost of living at the time the 
Act came into force. It 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-day.) . 

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

1 _____________ a_'n_~_d_E.~--.u .• -n-·------------1 
f Grou Amount. Spedal CoDditlOD. 

New South Wales £250 .. 

Victoria 

Queensland 

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

.. £200.. ..• 

South Auatralia .. £150 

W .. tern Auatralia £156 for married person 
or person having a 
dependant 

£100 for single person 

If taxable ·income does 
not exceed £500 

Diminishes at the rate 
of £1 in everv £4. 
Disappears when in
come rear-hea £1.000 

Where the income 
chargeable from all 
80urces of a tax
payer who ia married 
or has a dependant 
amounts to £157 and 
no more, the tax 
payable by him shall 
not exceed £1 ' 

. . £156 for married peJ;Son See Appendix 
£200 for married person, 

Tasmania 

if returned soldier 
£125 for single person 
£156 for single person, 

if returned soldier 

AUOWanoe to Children. 

£50 in respect of each dependent child under 
18 years of age 

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

£26 in respect of each dependllnt- under 
16 years of age,.if taxpayer's income does 
not exceed £800 

£15 in l"tlIIpect of each dependent ehild unde. 
15 years of age, if taxpayer's income do .. 
not exceed £550 

£26 far each dependent child under 16 years 
of age 

Deduction of 60. from tax for each dependent 
child under 16 years of age, if taxpayer's 
income is under £350 

I 
• NOT~. An all~"ne~ of £2f1 Is also made In respect of a wilt> and every relat.lve by hlood or marrla.«e of the ta:l~,er oroln.rUy resident. in Qu~Jand 

f I1IrJt wtfe or deJMlDdant lA wh()lIy matntatnoo by the taxPAyer. The~ ill .1~ an allowance of £28 for a fema!& relative of the t&x,oayerortUnariJy reaident:n 
Q~eenll.nd whoae net income does Dot exceefl £f\OO If lIud. relative rl'sldes w:lth him, for the putpo8e of carlDl( tor any cbUd or adopted ohJld of ht., and I_ 
IO:::lpacltat.ed: either by age Or Inllnnlty, and h8JI not AO mcome 01 her own es.ceedlnQ: £25 per .anum, and. It actuaJly ~t OD him. U the I.U;l*yft"1 
InlODle exoceal £800, the above allOW&Dcea are rl!du0e4 by £1 for each £5 of the amount over £800. 

- . 181. By ~ay of illustration of the variety of opinion on the subject, some of the suggestions 
sub!llit~d by Wltn~ ~o the Commission may be cited. One suggestion was that, if a definite 
basIS of the cost of livmg were &:rrived at, the maximum exemption should be that amount, 
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irrespective of income. Another suggesti~n was that incomes up to £500 should be exempt from 
taxation, . while others held that all persons 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 
similsr 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" cover the whole period of education, inclusive of University 
Course. . 

183. It willbe observed, on reference to the summary in paragraph 180, that Tasmania is 
the only State in which the allowance in re,spectof children is not made by 'way of deduction from 
the a88essable income, but by a specific deduction from the tax. The generally expre88ed 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. For example, .it was contended that widows should be exempt from .the special taxation 
applying to single persons,and, by ~ay of illustration, one responsible witness stated that--

" Instances are known where the gross income of a widow derived from rents has . 
totalled just over £100. By deduction of the necessary rates e.nd taxes, repairs, 
&c., the net income is brought well below.the £100, and yet this person is a88essed 
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 
inoome 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 zni¥llmum 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 e.xemptions were non-diminishing. 
The view that any general exemption should apply to all inaomesi 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 encroachment, the citizen's whole means of livelihood might 
become forfeit to the State. That possihility is, 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 outweighed by the practical 
consideration of the revenue eflectof sucp.abolition and the irritation ·that would be occasioned by 
thE! nece88ary readjustmel).l; of rates to make good the loss that 'Yonld be entailed. 

186. The revenue efIect of altering certain provisions in the Federal Act in respec~ of the 
general exemptions. and allowances for children is indicated in the. following statement: the 
estimates in which were furnished by the Federal Taxation Authorities:-

1. To repeal sub-section (4) of section 4, of Income TIJ3J Act 1919, which 
imposes (where there i. otherwi.e no liability to pay an income tax of 
£1 or upward.) a minimum tax of £1 on :- • 

ta) a aingle person with no dependants who has a gross income of 
not less than £100 ; 

(b) a person in business who •• total income i. not I ... than £100 
9. To repeal section 19 (2) of principal Act, which provides, in the 

.... e of a aingle person with no dependants, a diminishing exemption of 
£100, and to amend the Section to allow a diminishing exemption of £156 
to all persons 

3. To allow a diminishing exemption of £200 to all person. (the 
exemption decreasing by £1 for every £3 of the exc ... over £2(0) . 

,. To allow a diminishing exemption of £250 to all persons (the 
exemption decreasing by £1 for every £3 of the excess over £250) 

6. 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 incrMSe the allowance for children from £26 to £39 .. 

8. To inCre&8e the allowance for children from £26 to £52 .. 

Batlmated Revenue Lou It the alteratJoDl In the oppolltt 
Column were adopted. 

£65,000 
£168,000 (inclusive of the £66,000 .hown 

above) 

£500,000 (inclusive of the' £168,000 .hOWD 
above) 

£780,000 

£1,000,000 
£1,400,000 
£125,000. (NoTE.-The present 10 .. on the 

allowance of £26 i. £230,000) 
£260,000, in addition to the £230,000 shown 

above . 

NOTR.-These estimatea are (with the exceptions of Nos. Sand 5) exclusive of the recent Ii per cent: incr ..... 
iD t.h. ratoe of tsx. . • . 
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• '187. It will be seen that neither the State Statutes not the suggestions of witnesses 

provide any clear guidance as to the amounts at which the exemptions should be fixed, 
nor as to the principle which should be followed. To the question-When should a citizen 
first begin to contribute through an Income Tax towards the financial needs of the State' 
we consider the reply ,should be :---80 soon as his income is more than is sufficient 
to maintain him in health and economic efficiency. The bare subsistence level discloses 
no taxable capacity; the level just above that of economic efficiency indicates the point at which 
the State may justly levy some direct contribution, howeveramall. We are not convinced of the 
necessity for making any material changes in the general exemptions. The exemption for single 

, persons should, we think, be slightly raised-from £100 to £104-80 as to exempt £2 per week, 
and the imposition of £1 tax upon gross incomes of not less than £100 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 exemption. 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 by which the income exceeds the amount of the exemption. This alteration will mean 
that the exemption 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 
£26, as at present . 

. 188. The following statement shows the tax which in a few typical cases would be 
payable under the present Act compared with that payable if effect be given to the amend
ments we recommend:-

1 
2 
3 
4 
6 
6 

A single perBoD with no dependants having a graB. ineome of £100 .. 
A single person with' no dependant., having net eamed ineome of £200 .. 
A married perBon with no dependants, having net eamed ineome of £200 .. 
A married person with one dependent child, having net eamed inrome of £200 .. 
A married person with two dependent children, having net eamed ineome of £260 
A married person with three dependent children, having net eamed ineome of 

£312 .. 
RECOMMENDATION. 

189. We recommend as follows :-

Tu poyabll. 

£ s. tl. 
100 
21810 
1 7 0 
010 7 
1 12 0 

210 2 

I. I. tl. 
Nil 

334 
1 7 0 
084 
170 

218 

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 lesl 
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 absentae) provides a general 
~xemption of £156, 4iminishing ai the rate of £1 for every £3 by which the 
lDeome exceeds £156. 

3. The amendment of sub-section (2) of section 19 io provide, in the case of a lingle 
person having no dependants (and not being an absentee) a general exemption 
of £104, diminishing at the rate of £1 for every £3 by which the income exceeds 
£104 • 

• Tbls aub-seetl"n reAd! aft toUowr :-
•• No~wlth!tandlng aoythtng contatoed In the last t.hree sa.b.&8Ctlou., the ..... yable by ...,. pe.raoa. "be>-

(.) 18 not. married, hae DO dependants, and Is not an ablleotee; 04 
(11) hu .. 8ro~ Income of not 16118 tllan Ooe hUlldred pound" or, In the cue of. pel'llOD earryinR' on .. btlslneu la AustraUa. bu an Income trom 

tbe buslncaa whlc!l., after dt'ductiDg from the gf08lincome t.be deduc:Uona apecl8ed to paragrapb (Cl) oJ mb-aeetlon (1) of aeetlOD etllb&HD 
or the IftCQfM 2'= A.,~ Aet 1~16·1R. amoonte together with b1J Income from a!1 ot.ller I011RIU to AUllralla to D~ leu tb&D. 0 ... 
hUll.utsd pounds; and 

(c) would. apart frut.a. thb lub-aeeUon. Dot be liable to pay aD lIlc:ome tu: eI Oae pnmd or aOWMdl. 
th&ll be One pound." 
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4.~Th88mendmenhhub .. l8ction (k) iilieclion 18 fifth. Act, 80 as tOprovtde an increase 
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, frOni £26 to £30. 

[Non:.-From this section of the Report CommiljSipnexs Jolly and Duffy expres(l 
I individual dissent. See pagea 40 and 45 reape,ctively.] 

In concluding this our first Repq~.. . . , 
We have the honour to be, . 

A. G. BROWN, 
. Secretary. 
Melbourne, 27th October, 1921. 

Your Excellency's most obedient servants, 
w. Wi\EREN KERR •. (ChaiJ;m.an). 
JOHN JOLLY. 
J. G. FARLEIGH. 
W. T. MISSINGHAM. 
JOHN THOMSON. 
S. MILLS. 
M. B. DUFFY. 
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TAXATION OF PROFITS ON THE S~ OF MINING LEASES. 

RESERVATION. 

1. The Report exprestlel! the opinion that" the prospectors' case ~ be met if the srs~m 
of averaging income over a penod of five yesrs, recommended by the majority of the CoDUlllSSlon, 
be enacted." We do Dot favour that system, however, either for generaJ or for Ipecial application. 

2. Two examples are furnished of the possible effects of its application in the case of a 

prospector. dis f his .. fi d'" his I! --t 'th' fi 3. Should a prospector pose 0 n m tUlS yesr, usmg e mcome gores 
. given in the Report for that and the five subsequent yesrs,the result would be as shown in the 
following table:-

I Total, Jtw 
y .... lacome. Yeanor LeII 

.. D .... 

£ £ 
I .. .. .. 10,000 10,000 
2 .. .. .. 458 10,458 
S .. .. .. 592 11,051) 
-l .. .. .. 700 11,700 
,; .. .. .. 700 12,450 
6 .. .. .. 800 3,250 

I 

Table 1 , 

........ - . Bat.eonA" ...... 

£ 
10,000 A. per scale 
5,229 38'5762 
3,683 28'6842 
2,938 23'9174 
2,490 21'0509 

650 9'2777 

hi.. ~ ~ 1Iet.h04. 'I'D PaY. 
Averap 

applied to '!:::.. I----~·---
"""""" 
£ • , d, 

4 8 
24 
5 1 
I> 2 
8 0 
8 6 

2,725 1 
73 1 
70 1 
69 1 
61 
301 

---
£3,032 39'1 

Ba.. Amouat. 

Asperocale 
8'0492 
8'9066 
9 '5977 
9'0977 

10'2375 

£ ., d, 
2,725 14 8 

15 7 3 
21 19 /) 
27 19 10 
27 19 10 
34 2 6 

£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 grester than under the present Federal system. 

5. As the prospector is generally of a nomadic disposition, it Inight 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 
more frequently occur through the application of the recommended averaging system than Inight 

. be assumed from the Report, 
6. Again, there is a not unremote possibility of the vendor of a Mining Lesse leaving 

the country soon after reaping the results of his .. find." In such a case the revenue would not 
receive even its lessened quota, as the large income would not influence any subsequent years of 
smaller income, This may be more clesrly shown by taking the first five yesrs of the example 
in the Report, as under :-

Table 2 . 
Total. Five I JIa,Iorlt, _. Pnle:at. lrederalllethod. 

'y.,. Income. Yeanor Leu Avenge 

.. »at., lD.wpW • 
Bate OD A'Yerq8. Tu: Payable. Bat., ........ 

£ £ £ £ ., d, £ ., d, 
1 .. .. .. Nil .. .. .. .. .. .. 
2 .. .. .. 5 5 2 5'1315 0 2 2 5 '1507 0 2 2 
S .. .. .. 58 63 21 5'2531 1 5 5 5'4899 1 6 6 
i .. .. .. Nil 63 16 5'2211 .. .. .. 
11 .. .. .. 10,000 10,063 , 2,012 17'9924 749.14 4 Asperocale 2,72:; 14 8 

7:;1 III 2,727 3 4 

-" .-
. 7, It will be seen that if the taxpayer left the country after payment of tax on the income' 

of thtl fifth year he would not contribute a reasonable amount to the revenue, 
S. If 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 (as 
defined in that Statement) occurring during the four yesrs preceding the year of large income would 
reduce the amount of tax in that year; 'while, if the sale from which the large income results takes 
place in the prospector's first yesr, that method would prevent the total amount of tax for that 
yesr and the four subsequent yesrs rising above that leviable under the present law. 

9, If it is desired to give special encouragement to mining prospectors, through the medium 
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. 

RESERVATION. 

1. We regret that we are unable to concur in the recommendation of our colleagues in 
this matter in respect of Bonus Shares issued aut of current 0'1' accumulatecl trading profits, which 
have previously been 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 before 
the Commission, and invariably witnesses stated that they considered it reasonable to tax this 
form of share distribution. 

3. We feel that if 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 House of Lords in the :8lott Case, referred to in the Report, 
allows a "technical" conversion of a distribution of profits into a distribution of capital, but 
the fact remains that it is iI 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 :-

". . . . It cannot matter for the purposes of the revenue what he did with 
the money or money's worth distributed to ¥rn, or whether its disposal was the subject 
of p:'ior agreement or not. 

Suppose Mr. Blott had had to sue the company to get these shares; is it to be 
said that his action would fail 1 If not, he would succeed by virtue of a legal right, 
founded on the company's resolution, to receive his portion of that which had become 
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 company sued 
Mr. Blott for calls on his shares, what would his defence be 1 . Why, that by payme)1t or 
set-off he had satisfied his liability. It would not be that the company had contracted 
not to ask for calls, for there is no consideration for any such contract; yet some defence 
he must have, for if he had none, everybody's intention would be defeated. If he had, 
it must be because dividends have been paid to him or to his use, for no other source of 
payment exists. . 

. . . . . . There is no ground that I know of for saying that money is not 
paid to a shareholder unless the intention is that he may dispose of it just as he pleases, 
any more than there is for saying that money may not be duly paid by book entries, but 
can only be paid in cash. There will be a payment even though by prearrangement there 
is a repayment immediately afterwards. Money, though it comes with a clog on it, is 
taxable, if and because it comes. How can mere nomenclature a:fl'ect rights which depend 
on what has to be done in order to satisfy the law! Could a company declare and pay a 
dividend in the ordinary way, and yet, by first calling it ' capital,' and saying it was not 
, income,' prevent the cash from being taxable as income in the shareholders' hands 1 
Granting that the company is free to give a shareholder the money, with which to pay up 
his calls on shares newly issued to him, this is paying money to him or to his use, and to 
send him this money out of the year's profits along with his dividend warrant, or to apply 
it to his use in the same way and at the same time is surely to 'put in his hands an 
annual profit or gain, whether the company chooses to call it capital or nothing at all." 

6. We are forced to the conclusion that if Bonus Shares issued as the result of current or 
accumulated profits are not taxed in the hands of the shareholder in the year of receipt, a fair 
amount of profit will find outlet in this way, and thus to this extent nullify the aggregation and 
graduation principles of the Act. 

7. The fact that the profits have already been taxed in the hands of the Company does not 
affect the position, as the same applies to a cash distribution from accumulated profits, and there 
is no suggestion that a cash distribution should not be followed to the shareholder. ' 

8. Since the shareholders, by their own votes at the Company meeting, say that the 
distribution shall be made to them in the form of shares instead of cash, it cannot be said that the 
shareholders have no ,voice in the form in which the distribution is made. 

9. We, thersfore, recommend that Bonus Shares issued out of current or accumulated profits 
should be taxed in the hands of the shareholder in the year of receipt, but that an adjustment 
should be made by allowing to the shareholder the amount of tax already paid on those profits by 
the Company.-

lI'J~l. , 

1. G. FARLEIGH. 
M. B. DUFFY. 
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DOUBLE INCOME TAX. 

RESERVATION. 

1. I regret that I am unable to concur with paragraph 170 of the Report, in which it is 
stated-

" 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 incomes) and that the adoption of either one of the suggestions should 
not be regarded as nece~sarily dependent upon the adoption of the other." 

2. The adoption of the British Commission's recommendation, which is advocated in the 
Report, means the sacrifice by Australia of revenue on income earned in Australia, to 
prevent double taxation, because the 'British Government continues to tax the income of its 
residents, although earned in Australia. 

3. The acceptance of this position, therefore, 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 boundaries, and the Australian Act should therefore be based on tIllS principle 
also, if reciprocity is to be given efiect to, otherwise Australia is giving up what is rightly hers 
without any compensating factor at all. 

M. B. DUFFY. 

THE GENERAL EXEMPTION AND ALLOWANCE FOR CHILDREN UNDER 
THE INCOME TAX ACT. 

RESERVATION. 

1. I am unable to concur in the recommendation of the Commission on this matter for 
the following reasons :-

(1st) The recommendation of the Commission would perpetuate the inequities of the 
present Federal Income Tax Act, which-

(a) 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 in value, should be graduated the other way about; 
(b) 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 increasing in value with 
the increase of income; 

(c) 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 be expressed, valued, and 
applied in terms of tax assessment, and (as a corollary thereto) : 

(d) Expresses exemptions and concessional allowances in terms difficult or 
impossible (because of their variable character and application) for 
the general taxpayer to accurately appraise, whereas they should be 
80 stated that all taxpayers may know precisely the efiective value 
of each exemption and allowance 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 
relevant responsibilities, "the value ought to be clear and plain 
to the taxpayer and to every other person"; and 

(2nd) The statutory exemptions should, alike with the allowances for children and 
other concessional allowances, apply uniformly and have identical effect 
throughout the whole field of taxation. 

2. One need only set out clearly the manner in which the provisions of the present Federal 
Income Tax Act (section 19) as to the General Exemption, and (section 18) as to other conce2~ional 
allowances operate to reveal striking anomalies arising partly from (a) some being on a diminisning 
acale, (b) others on an expanding scale, and (c) all being treated as deductions from assessable 

• 
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income which has the effect 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 
between the value of the exemption or allowance in one case and the values in others. 

3. Before exhibiting the effects of these conflicting and inequitable conditions, attention 
may be directed in a sentence to another anomaly, na.mely :-That though the allowance to parents 
is restricted to a deduction of £26 from the assessable income in respect of each child, it is without 
any apparent reason raised by £82 in the case of a single person or widower upon whom a child 
is the only dependant. Apart from thijl.provision, the exemption of a single person is limited 
to £100 (diminishing as the income increases), but if the person supports a child, the exemption 
is raised to £182, part of which (£156) diminishes on a different scale from that applicable to the 
previous £100, but as to £26 (part of the £82) is' continuous throughout the whole range, 
lITespective of how high the income may be. Clear principle is not easily discoverable in a 
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. 

AUowances for Ohildren and Ooncessional Allowances. 
4. Turning to the main question, the view that. the general exemption and the allowance for 

claildren should apply to all incomes is not based on the theory that the State may tax incomes 
up to 20s. in the £1, as stated in the Report (para. 185), though such a tax if enacted would 
have the effect of leaving all persons, except those whose incomes are below the amount of the 
exemption, without the means of subsistence, but on the theory that there should be secured 
to every citizen, rich or poor, immunity from direct taxation of the inconie necessary to provide 
for himself and his dependants the necessaries of efficient economic life. It is in the 
interest of the State, not less than of the individual to exempt these necessaries. 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 required 
to equip and sustain a healthy citizen in efficiency, economically, socially, and as a parent. The. 
minimum required for mere physical existence is not enough; there should be suitable housing 
and clothing as approved by law or custom, and nourishment sufficient 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 heavy burden upon the non-exempted incomes upon which 
the tax Its leVIed. To all citizens, iJ;respective of rank or wealth, the means of subsistence 
interpreted with reasonable liberality-but stopping short of any expenditure which different 
social classes incur for the maintenance of purely conventional standards of housing, clothing, 
food, education, or recreation---should be sacrosanct from direct taxation. At that point the 
citizen should assume the financial responsibilities of citizenship and contribute directly 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 Income Tax 
Act, which allows from assessable income an allowance of £26 in respect of each child under a 
certain age wholly maintained by the taxpayer. It applies to aU 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) :-

FIRsT TABLE. 

(A) (R) (0) (D) (H) (P) (0) (B) 

Reductlop of Tal: 
Total Income. o.oenl Ex .. pU.,.. 1(ot IDOOIDe. Tu TbertOD. Deduot for Net Balance Tu Thencm. Due to Allowance 

Onl ChIld. of Inoouw fot Child. 
(DHG) 

£ £ £ £ •. il. £ £ £ •. il. £ •. il. 
176 150 26 011 5 26 Nil Nil 011 6 
231 131 100 2 8 0 26 74 114 6 013 6 
306 106 200 5 6 8 26 174 4, 10 4 016 4 
381 81 300 8 15 11 26 274 7 16 11 019 0 
4li6 56 400 12 15 11 26 374 1114 1 1 110 
631 31 600 17 6 T 26 474 16 2 0 1 4 T 
606 6 600 22 TU 26 574 21 0 6 1 T 5 
624 .. 624 23 IS 10 26 598 22 6 9 1 8 1 

, 
• 
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This shows (Column H) that the greater the income the greater is the value of the allowance 
in respect of a child. Larger incomes show the allowance to be still more valuable, thus :-

SECOND TABLE. 

(A) (D) (C) (D) (E) (F) (0) I ('I) 

Dt'duet for 
D~uctloo of 'J'It,t:: 

General Bxemptlon. Net-Income. Tu Thereon. Nct Balance TdThereob. lJu.o to A lIoWllonce 
Total Income. One Chlld. 01 Income. (or ChUd. 

(U)-(O) 

£ £ £ s. d. £ £ £ s. d. £ s. d. 
1,000 1 No r 

1,000 47 1~ 9 26 974 46 1 4 1 18 5 
2,000 2,000 149 511 26 1,974 145 19 9 3 6 2 
3,000 J exemption i 3,000 30318 6 26 2,974 299 4 7 4 13 11 
4,000 allowed to 4,000 511 17 6 26 3,974 505 15 10 6 1 8 
6,000 parents l 6,000 1,087 14 8 26 6,974 1,078 17 7 817 1 
8,000 8,000 1,872 12 2 26 7,794 1,861 10 3 11 1 11 

from which it is seen that while the allowance is nominally 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 lIs. 5d., and the person of ample meaus is allowed for the upkeep of his child 
a deduction of up to £11 Is. lId. The rate, ostensibly proportionate, is in operation steeply 
graduated. Is it graduated ill the right direction ~ Should it be graduated at all ? 

If 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 
taxpayers, each with three children, for whom the aggregate allowance is £78, and having during 
the year paid, say, £150 in life insurance premium, charitable donations, calls on shares in mining 
companies, subscription to superannuation fund, &c. (all being concessional deductions), and 
trace the actual allowance in tax to each in respect of the £228 deducted from the a.~seBsable 

income in each case. 

THIRD TABLE. 
« 

(A) (DI (C) (D) (D) (F) (a) (H) . 

Deduct for Net BltJanco ReduoUon of Tnx 
Total Income. General Exemption. Net Income. Tu TbereOD. Allowaocetl. of Income. Tu: Thereort.. Due to AUOW80CC!IJ. 

(DHU) . 

£ £ £ 8. d. £ £ £ 8. d. £ 8. d. 
1,000 1,000 47 19 9 228 772 32 7 1 15 12 8 
2,000 

l'~;"'l 
2,000 149 511 228 1,772 121 10 1 27 15 10 

3,000 3,000 303 IS 6 22S 2,772 263 19 7 39 18 1l 
4,000 allowed to 4,000 511 17 6 228 3,772 459 15 5 52 2 1 
6,000 parents 6,000 1,087 14 8 228 5,772 1,011 6 3 76 8 5 
8,000 8,000 1,872 12 2 228 7,772 1,775 7 0 97 II 2 

that is, for an outlay of £228 from his abundant resources, the ~lthy taxpayer is allowed a 
deduction from tax of £97 58. 2d., or more than six (6.22) times as much as is the £15 12s. 8d. 
allowed for exactly the same outlay to the taxpayer who has only one-eighth of his income. 

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 rectified ~ Having regard 
to the variations in individual circumstances arising from the very different ways in which such 
outlays are 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 clause which would secure absolutely equal 
allowance in all the varying 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 terms of income but 
applw at their assessment value in direct reduction of the tax assessment. Thus, if the income 
exempted from tax in respect of a child be £26, and the assessment value.of £26 be as per the 
current scale of rates lIs. 5d., the allowance may be expressed as a 8um eqnivalent to the tax 
applicable to a net taxable income of £26 to be deducted in respect of each child from the tax 
otherwise ascertained. 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 be-

(1) Taxable Income .. £26 . £100. £200. £300. £400. £500. £600. £624. 

£ •. d. £ •. d . £ 8. d. £ •. d. £ •. d. £ 8. d. £ s •. d. £ 8. d. 
(2) Tax thereon .. all 5 2 8 0 5 6 8 8 15 11 12 15 11 17 6 7 22 711 23 13 la 

(3) Allowance for child all 5 all 5 all 5 011 5 011 5 all 5 all 5 011 5 ,. 
(4) Net tax payable .. Nil ' 1 16 7 4, 15 3 8 4 6 12 4 6 16 5 2 21 16 6 23 2 5 

(5) Present tax .. Nil 114 6 4 la 4 7 16 11 11 4 1 16 2 0 21 0 6 22 5 9 
I 

and in the second Table-

(1) Taxable Income .. .. £1,000. £2,000. £3,000. £4,000. £6,000. £8,000. 

£ •• <i. £ s. d. £ s. d. £ •. d. £ 8. d. £ s. d. 
(2) Tax thereon .. .. 47 19 9 149 511 30318 6 511 17 6 1,087 14 8 1,872 12 2 

(3) Allowance for child .. 011 5 OH 5 011 5 all 5 011 5 all 5 
, 

(4) Net tax payable .. .. 47 8 4 14814 6 '303 7 1 511 6 1 1,087 3 3 1,872 0 9 

(5) Present tax .. .. .. 46 1 4 145 19 9 299 4, 7 505 15 10 1,078 17 7 1,861.10 3 

8. If the general exemption and the concessional allowances for children, &c., were D,lade 
uniform and general to taxpayers irrespective of grade or amount of income throughout. the 
whole area of taxation, and if the allowances as provided under the present Federal Act were in 
addition to being stated in terms. of income also stated and were applied in terms of their 
respective tax values, viz :-

Taxpayer 
Consort .. £156 each 

.. { together} say £78 

3 children 
Insurance 
Donations 
Calls on shares 

£26 - £78 
£50 
£30 
£70 

T ... Value. 
£ 8. d. 
1 16 6 
1 16 6 
1 16 6 
128 

13 3 
1 12 6 

the allowances totalling £384 would 
taxahle income of each taxpayer. 
would be taxed ·as ttnder-

be adjusted by deducting £8 17s. lId. from the tax on the 
The. several taxpayers referred to in the third Table above 

I 
(1) Taxable Income •• .. £1,000. £2.000 £3,000 £4,000 £6,000 £8,000 

£ s. <i. £ s. d. £ R. d. £ 8. d. £ •. d. £ •• d . 
(2) Tax thereon .. .. 47 19 9 149 1111 SOS 18 6 511 17 6 1,087 14 8 1,87212 2 

(3) Allowance. .. .. 81711 8 17 11 8 17 11 8 17 11 8 17 11 8 17 11 

(4) Net tax payable .. .. S9 1 10 140 8 0 295 0 7 502 19 '1 1,078 16 9 1,863 14 3 

(5) Pro.ont tax (as per third 
'fable) •• .. . " 32 7 1 121 10 1 263 19 7 459 15 5 1,011 6 3 1,775 7 0 

9. The deducting of all allowances at their tax value, aB exemplified in lines 2, 3, and 4 of 
the preceding illustrations, secures equality of treatment of all taxpayers in regard to such 
a!lo~a!lces.. The pres~nt .Act is inequitable as between taxpayers with similar responsibilities bl~t 
dlsslIDilllr mcomes, pnnClpally because its exemptions and allowances always operate on the 
tOP?lost pounds of each taxpayer's income, and their value increases therefore with the increase 
of mcome and consequent increase in the rate of tax applicable to the topmost pounds, whereas 
to secure equal trealment to all taxpayers the respective' allowances should all operate on the 
!owest pounds in esch income where the value of them in tax is uniform throughout all taxable 
~ncomes. To deduot the allowances at their tax values would thus bring about precise agreement 
In the valuation of all allowaroes whether they be from small or large incomes. Being, under 



the procedure suggested, in all cases deducted (in effect) from the lower pounds of the income. 
the reepective aeductions, though still expressible at the eame 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. 
10. In marked contrast with the operations of these allowances is the general exemption of 

£100 to persons unmarried 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 increa.se 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 :-

FOURTH TABLE.-V ALUE IN TERMS OF TAX OF DIMINISHING GENERAL EXEMPTION. 

1. Person-single and without dependant-

(") (B) (0) (D) (11) (l1) 

Amount; of Tu It there Bzem.ptlon UDder Reduotlon Due to 
I!lOOme. were no EzemptloD. ..... TuabloB ....... Tu OD nob Balaace. B:remptlon. 

(B)-(E) 

• 

£ £ 8. d. £ £ £ 8. d. £ 8. d. 
100 2 8 0 100 Nil Nil 2 8 0 
lfiO 316 0 90 60 1 7 6 2 8 6 
200 5 6 8 80 120 21810 2 7 10 
250 7 o 0 70 180 . 414 1 2 5ll 
300 81511 60 240 613 1 2 2 10 
350 10 14 7 50 300 8 15 11 1 18 8 
400 12 15 11 40 360 11 2 8 1 18 3 
450 14 19 11 80 420 13 13 3 1 6 8 
500 17 6 7 20 480 16 7 7 019 0 
550 19 15 11 10 540 19 5 10 010 1 
600 22 711 Nil 600 22 711 Nil 

2. Person-married or having a dependant-

(") (B) (0) (D) (11) 11') 

Amount of Tu If there Exemption Under Be4uotlon Doe to 
Income Tuabte BalaDoe. Tu alUCh BaIaDce. Eumptloa. were DO Exemption. Act. (BHE) 

£ £ 8. d. £ £ £ 8. d. £ 8. d. 
156 3 19 6 156 Nil Nil 3 19 6 
200 5 6 8 142 58 1 6 6 4 0 2 
250 7 0 0 125 125 3 1 8 318 4 
300 81511 108 192 5 1 7 314 4 
350 1014 7 92 258 7 5 7 3 9 0 
400 12 15 11 75 325 91411 3. 1 0 
450 14 19 11 58 392 12 9 2 2 10 9 
600 17 6 7 42 468 15 7 3 I 19 4 
550 19 15 11 25 625 18 10 11 1 11 0 
600 22 17 11 8 692 21 19 IJ 0 8 6 
624 2313 10 Nil 624 23 1310. Nil 

The manifest effect of these unequal exemptions and of their gradual diminution 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 respectively 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 in 
the abstract and quite another to support the particular shape given to it in practice, and I am 
unable to trace sound practice or equitable treatment in the contradictory inconsistencies of 
the provisions of the present Act as exemplified in these illustrations. By a strange inconsistency. . . 



45 

while the present Federal 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 80, but by a climax of inconsistency the Act which denies to the citizen 
of substalltial 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. It has been held that in a graduated income tax system the tax should not be treated 
as a function of the abatemen~that is, of the general exemption as provided in the Federal Act ; 
this would, of course, apply also to the."aried concessional allowances to children, &c., under the 
Federal Act. The foregoing illustrations show that if the tax be treated as a function of. the 
surplus of the taxable income over and above the abatements, sometimes called "surplus 
income" (the practice of the present Federal Act, which deducts the abatements before 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 be 
ascertained and that the abatement (that is, the exemptions and concessiona!" allowances) should 
be computed at their true tax 1'8lue 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 entitled thereto. . 

13. Particulars were Bought 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 exemptions and the 
allowances for children and similar concessional allowances were computed and allowed in tax 
values, instead of bv 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 conc,!ssions on the basis of actual tax 
payment instead of the basis of deduction from assessable income, would entail little, probably no, 
loss, and might possibly yield a slight gain to the revenue, while at the same time putting all 
such allowanoes on a basis just and equitable to all taxpayers. 

14. I respectfully submit that the real value to the taxpayer of these and similar allowances 
is 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 should 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 taxpayers, without distinc
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-

(a) That whatever exemptions and concessional allowances are prescribed should"be 
constant and not diminishing or (in elfect) 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 applicable to the amount of such exemption or allowance, and . 

(c) That the amount of each exemption and allowance for children to be prescribed . 
should be determined in accordance with the principles outlined in the fourth 
paragraph of this reservation, and be specifically expressed in terms of assessable 
income but be applied in the equivalant terms 01 tax assessment. 

JOHN JOLLY. 

~l'I-IE GENERAL EXEMPTION AND ALLOWANCE FOR CHILDREN UNDER 
THE INCOME TAX ACT. 

RESERVATION. 

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

(a) What standard of living should be exempt from taxation. 
(b) What amount of indirect taxatiQIl is burne by small incomes. 

• 



(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 difierent 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 :-

" I 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. It is essential, in considering this question, to take into account a person's total contribu
tion in 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 Exemplion.-The present Federal method of diminishing the general exemp
tio.n by £1 for every £3 by which the income exceeds the amount of the general exemption, besides 
bemg 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 
!ncomes, and is an injustice to the smaller taxpayers. As an example: A Taxpayer having an 
mcome o~ £204, or £48 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 
express~d, instead of an artificial method being adopted to increase the rate by reducing the 
~xemptlOn. If the amount of general exemption is fixed on a fair and reasonable basis, then there 
18 no reason ~hy every taxpayer should not be entitled to the same exemption, the necessary 
percentage bemg 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 Borne 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 ~bligation fo~ upkeep is th~ same. .It therefore appears reasonable that the amount of the 
allowance for mamtenance of wife and children of a taxpayer should be excluded from the taxable 
area of all taxpayers,irrespect.iv8 of income . 

• 



4:7 

] 1. Income tax should only be levied upon 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 be collected over the whole field, but it will be collected 
in a more equitable manner; the greater or diminished amount of tax payable by the individual 
will be the measure of inequity of the present method, brought about mostly by the diminishing 
exemption. 

12. A few examples of different grades of income will serve to illustrate this aspect, estimating 
that 10 per cent. will need to be added to present rates, 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. . 

- Actual Tuahle !la". Amount Tu 
Neilnc('l~. Income. PaYAble. 

£ £ d. £ •• d. 
£156 diminishing exemption (preBent method) .. 204 64 5.5282 1 9 6 
£156 fixed exemption .. .. .. .. . 204 48 5.4259 + 10% 1 3 IQ 
£260 fixed exemption .. .. .. .. 204 .. .. .. 
£156 diminishing .. .. .. .. 408 333 7.2494 10 1 .2 
£166 fixed .. .. .. .. '.' 408 252 6.7312 + 10% 7 15 6 
£260 fixed .. .. .. .. .. 408 148 6.0657 + 20% 4 9 10 

£156 diminishing .. .. .. .. 624 624 9.1114 23 13 10 
£156 fixed .. .. .. .. .. 624 468 8.1132 + 10% 17 8 0 
£260 fixed .. .. .. .. .. 624 364 7.4478 + 20% 13 11 0 

£156 diminishing .. .. .. .. 1,000 1,000 11.5172 47 19 9 
£156 fixed .. .. .. .. .. 1,000 844 10.5190 + 10% 40 13.1 
£260 fixed .. .. .. .. .. 1,000 740 9.8536 + 20% 36 9 2 

o 

£156 diminishing .. .. .. .. 2,500 2,500 21.1148 219 18 11 
£156 fixed .. .. .. .. .. 2,500 2,344 20.1167 + 10% 216 2 6 
£260 fixed .. .. .. .. .. 2,500 2,240 19.4512 + 20% 217 17 1 

£156 diminishing .. .. .. .. 5,000 5,000 37.1109 773 210 
£156 fixed .. .. .. .. .. 5,000 4,844 36.1128 + 10% 814 2 4 
£260 fixed .. .. .. .. .. 5,000 4,740 35.4473 + 20% 840 2 0 

13. One suggestion to preserve equity between taxpayers was that the amount of general 
exemption or children's allowances should be deducted at the minimum rate of tax from all 
taxpayers' assessments, the claim 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 an exemption 
of £156. 

" 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 exemption. 

The latter would have the same taxable surplus as " A," and under the present Federal system, 
both having the same surplus, would be taxed at the same rate and on the same amount, but if 
the deduction'at the minimum rate of tax is applied the result would be asunder-

- Inoome. 1Iat.. AmouDt. Tax payable. 

.. 
£ d. £ 8. d. £ •. d. 

"An 166 6.1809 4 6 1 
Rebate .. .. .. .. .. .. 156 5.1251 3 6 7 

o 19 6 
Present method-taxable income .. .. .. 13 5.2019 0 5 8 0 5 8 

uB" 244 6:6800 6 15 10 
Rebate .. .. .. .. .. .. 234 5.1251 4 19 11 

1 15 11 
Pr .. etot Method-taxable income' .. .. .. 13 5.2019 0 5 8 0 5 8 

The above examples speak for themselves, and show the in(-quity of asking one taxpay"!l 
with the same amount of surplus as another to pay nearly twice as much tax . 

• 
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Take also the caae of " C,~' a married taxpayer without children, with an income of £1,000, 
'hb l"A" and compare WIt a ove examp e -

- Inoome. Ba&o. AmooDL. Tupapbl. .. 

£ Il. £ ,. Il. £ •• Il • 
!' C" 1,000 11.5172 47 19 9 

Rebate . . .. .. .. . . .. 156 5.1251 3 6 7 
H 13 2 

Under the present method .. C" wo~d .pay ~47 19s. 9d., but the rebat:; reduces his 
contribution to the revenue by 7 per cent., while =posmg an extra burden on "A of 250 per 
cent. 

14. In addition to the comparison of the various State allowances, a.s set out in the 
Report, the British and New Zealand exemptions may be quoted-

Great Britain 
New Zealand 

Single. 

£150 
£300 

Married. 

£250 
£300 

Per Ohlld •. 

£36 
£50 

It may also be mentioned that in these countries income tax rates are very high, and in Britain 
run as high as 15s. in the £1. . 

15. The Royal Commission on Income Tax, which submitted its Report to the British 
Government in 1919, reco=ended the acceptance of the figures quoted above, and stated :-

" In reco=ending 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 successfully administered that is contraty to the general sense of 
justice in the co=unity." 

16. To determine the amount of exemption, the Report states that the standard should be 
sufficient to maintain a man in health and economic efficiency, but I regret that their interpretation 
of this standard is £104 per annum. In the face of the present cost of living, I 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, but 
£2 per week is certainly inadequate to provide an adnlt with bare necessities, without taking into 
consideration the other aspects enumerated herein. 

17. After considering fully the whole of the evidence submitted on this subject and closely 
examining the Report 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 
thafr-

1. Exemption from income tax be allowed on that portion of a taxpayer's income which 
does not exceed £156 per annum in case 01 a person who ia Dot married or has 
no dependants. 

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

J. Exemption from income tax be allowed in respect of £36 for every child under the 
. age of 16 maintained by the taxpayer. 

M. B. DUFFY. , 
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(Presented by Oommand; ordered to be printed and to b. added to First Report, 4tA Nooemb.r, 1921.) 

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

• 

STATEMENT AND RECO~fMENDATION OF DISSENTIENT 
COMMISSIONERS. 

As we find ourselves unable to subs«ribe to the section of th~ Report dealing with the 
above subject, we submit the following statement and recommendation ;-

REPRESENTATIVE EVIDENCE. 

1. A considerable amount of evidence, both individual and representative, was tendered, 
indicating by examples ;-

(I) The fluctuations in incomes to which primary producers were subject. 
(2) The greater burden of taxation which, over varying periods of years, was borne by 

fluctuating incomes in comparison with that which fell upon steady incomes of 
equal aggregate volume. 

The claim for consideration was urged on behalf of those whose profits, while fluctuating, 
rarely resulted in lOBS, as well as on behalf of those who frequently.experienced heavy losses. 
Shortly after our inquiry began a witness representing the Federated Graziers' A.llsociation 
of Australia tendered a lengthy 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 ~It:rnati0':ls 
of profit and loss of a somewhat sensatIOnal character. The remedy urged was In Its malli 
feature to base the tax upon the average income of a period, and a period of five 
years was proposed on the ground that it "would include a fair average of those 
favorable and adverse seasonal conditions which affect the primary producers' ability to con
tribute to taxation." The Report quotes freely from the witness's statement, including the 
figures of the grazier's affairs just referred to. 

Computation of tax for the seven years upon those figures, comparing the result under the 
method above indicated (whicli is also the British method) with those obtained respectively from 
the averaging method recommended in the Report and with the system of carrying forward of 
losses, gives the following ;- . 

Tax under British method £19,568 
Tax under method of averaging recommended in the Report .• £21,177 
Tax under the system of carrying forward of losses .• £19,878 

2. The question inevitably arose as to whether a system of averaging, if adopted, could 
justly be confined to anyone section of taxpayers. Witnesses asserted with obvious cogency 
that the incomes of country storekeepers and many other suppliers of goods required for use or 
consumptiott 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 
willingness that the same privilege should be extended to all sections of taxpayers who desire 
it, or they expressly refrained from opposing any such extension. 
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OPPOSITION TO METHODS OF AVERAGING. 

3. In no State with the doubtful exception of New South Wales, ilid a syste~ of IIverngill~ 
find acceptance with the State Commissioners of Taxati~n, but preference was generally expre~sed 
for the system of allowing any balance of loss to be earned forward to be used as a set-off agaUlst 
subsequent profits. Among the reasons advanced for disapproval of an averaging system 
were:-

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

2. That it would increase the expense and the difficulties of administration. 

In that expression o~ opinion the State Commissioners had n?t ~efore them the form of 
averaging recomlI!ended ID the Report: One. Sta~ ComnusslOn~r who perused the 
Statement describmg the mode of averagmg, which, WIth the exceptIOn of the feature of 
" Suspense Credits," is recommended in the Report, said :-

" The suggestion is in effect a modification of and an added complication to the 
system 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 be mentioned. Under the British system the ordinary trader or professional man 
makes his return on the average of the three preceding years, and the farmer, while having the 
option of being assessed under Schedule" D " as a trader, is normally taxable under Schedules 
relating to the ownership or occupation of land, particularly under Schedule" B," which provides 
that the assessment shall be made on a statutory profit of twice the annual value of lands occupied 
wholly or mainly for the purpose of husbandry. The recent British Royal Commission on the 
Income Tax recommended that farmers should be assessed in the same way as other traders, 
and further recommended that ordinary traders should no longer be assessed on an average of 
three years, but upon the income of the previous year, which is the present Commonwealth system. 
That Commission remarked that "hardly anyone had a good word for the average" (British 
system). 

5. The evidence taken by the British Commmsion shows that where the average system 
works against the taxpayer (as under certain circumstances any form of averaging will), there 
are 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 
is that" it is heads I 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 system 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 Losses." For example, the United Graziers Association of Queensland put the case thus :
" Perhaps the most important matter atIecting primary producers is the present annual assessment 
of income without regard to the operations of other years. It appears to be generally admitted 
that this involves considerable injustice, and suggestions have already been made to you with the 
object of rectifying this injustice. The two suggestions are-(l) The averaging of income over 
a period of years; (2) setting of losses against subsequent profits. This Association has given 
long and careful consideration to this matter, and desires to record its support of the" Averaging 
SYlltem." So far as can be judged from the evidence already given, the second suggestion was 
made, not because it was not considered that the averaging principle was the most equitable and 
just, but 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 be thrown on the Department in carrying out the 
soheme, 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 sufficient excuse to 
warrant a continuance of what is considered an injustice. Much has been said as to the etIect 
of a~~ s~ch ~cheme in the ease of-(a) a taxpayer with an increasing income, and (b) one with a 
dlllulllshing IDcome. It has been contended that the former will not pay as much as he should, 
itn~ that the lat~er .will pa:y more .t~an ~e should. The Association considers that this. is a bogey 
which can be dislIllSSed WIthout IDJustlCe to anyone. 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 
income. The income is one which fluctuates according to the season and financial conditions. 
Secondly, it is considered that il 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 thet&x 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~outh Wales and Queensland), who was heard late in the 
inquiry, said that" the majority of pastoralists now think the averaging system wouUprove 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. 

S. 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 fOJ: 
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 yearJ 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 hav,e 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 subse~uently leviable. . 

10. It will be seen that the Report, while adopting the main principle of the 
amended method of averaging, has for the pre~t 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 :-
-

Continuous Totals of 
V .... Income. Incomeupt.o Five Yean 

and thereafte.r the Totala ......... Average Bate of Tu., Tu at Average Rate OD 
Actual Income of Year. 

01 Laai Flve. 

£ £ £ d. £ 
1 3,943 3,943 3,943 30·3478 499 
2 4,499 8,442 4,221 32'1266 602 
3 4,618 13,060 4,353 32· 9711 634 
4 5,819 18,879 4,720 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 8,924 60'9613 5,584 
9 7,295 46.095 9,219 62'2867 1,893 

10 23,834 65,228 '13,046 74'0465 7,353 

£88,808 £63,866 £20,098 

NOTIt.-For the Brat year the income of the year is takeD.I the average on which to determine the rate, for the second yeaI' the 
avemge of the tint and IleDond and 80 on to the fourth. For the fifth and Bublequent yeara the a.verage is that of the tax-year aDd the 
four preceding yeln&' . 

The figurea ueed in the table are hypothetioal; but hypothetical &.guree., 10 long all they fairly represent a probable experieuee, 
are jUlt .. reliable for pur~ of iUtmration AI actaal figuNI. whioh.- .. ~ey are never likely to recur exactlv, DID on1y b. ,.anled. .. 
t1pi·'" 
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12. The total income for ten years is £88,808, or a yearly average of £8,881. The tax 
payable in ten years on a yearly income of that amount is £22,484, but as the above figures 
show, the owner of the Huctuating income pays only £20,098, or £2,384 less than the taxpayer 
with steady income of the same aggregate amount. 

13. It may be remarked that examples" A " and" D " of the "Comparative Examples" 
(p. 18 of the Report) which do not .include ': Suspense Credits," .show a result similar 
though on a triHingscale c.om~ared WIth that In the above table, t.~., that the total tax 
paid in respect of a Huctuatmg Income under the ~ys~m recommended IS less over. a terDl. of 
years than that paid by the owner of a non-Huctuatmg Income of the same aggregate amount. 

14. Under this system the total of the averages arrived at for the purpose of fixing the 
rate over any period except in the first year will rarely correspond with the total income of the 
taxpayer. The difference referred to may be more readily understood by perusal of the table 
above. 

15. In years numbered 5, 7, and 9 in the above table only do the average figures which fix 
the rate equal or exceed the actual income for the year, and in two of those years the difference is 
trifling. The above figures indicate that over the period shown £24,942 of income have in efIect not 
entered fully into the fixing of the rates of tax, with the consequence that the scale of graduation 
has been materially modified. It would be. no answer to this contention to say that every 
pound of the income is taxed simply because some rate is applied to each year's income. If an 
income of £5,000 is taxed at the rate applicable to £2,000 it would be more correct to say that 
every pound is partially taxed. With the exception of three years, that is the nature of the 
operation which occurs under the system, as exemplified in·the preceding Table. Under this 
method the revenue is sometimes altead 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 fair between 
individual taxpayers. In the above example the revenue would have to wait two, three, and four 
years before getting the full benefit of the good years 8, 9 and 10, and if the taxpayer died or 
left the country at the latter point, the revenue would never obtain its full quota. 

] 6. In the first five years' period hardship will result in the case of a taxpayer having a 
declining income. The following (hypothetical) example shows that in the second, third, fourth, 
and fifth years the rate of tax is higher than that which would apply under the present Federal 
system:-

y .... Income. A. verase for Bate. PreIen~ Rate. PnIeo,Tu. Average Bate. Tuund.er~ 
A verqe yst.em. 

£ £ £ £ •. d. 
First .. .. 10,000 10,000 65'4176 2,725 14 8 65'4176 2,725 14 8 
Second .. .. 6,000 8,000 43'5094 1,087 14 8 56'1783 1,404 9 2 
Third .. .. 2,000 6,000 17'9156 149 511 43'5094 36211 7 
Fourth .. .. 2,000 5,000 17'M56 149 511 37'1109 309 5 2 
Fifth .. .. 2,000 ·4,400 17'9156 149 511 33'2719 277 5 4 

£4,261 7 1 £5,079 511 

17. It will be seen from the above that this taxpayer would pay in the first five years 
£817 18s. 10d. more in tax than under the present system. A position similar in effect, though 
varying in degree-it may be more or less oppressive than the example shown-will be created 
under this system, whenever the level of income is materially lowered. 

18. The Report, summing up the results of twelve examples on page 17, attaches 
the greatest importance to the approximation of the results of the recommended method to the 
standard men~ione.d in the preceding paragraph. But there is a method, not mentioned in that 
summary, which gtves, on the total of those twelve examples, a result nearer to the standard 
t~an the result given by the recommended method. The superior result in those instances is 
given by what has generally been referred to as the British method, , method condemned 
by the British Commission, and in the condemnation of which the Report cqncurs. 

19: Apart from any other inferences which may be drawn from this statement of fact, it is, 
we BubIDlt, 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. Another inference 

,may be drawn. Although the English method in the total of the twelve instances referred to 
shows a ~loser confo~ty. ~th the ~tandard than does the recomm~nded method, .it happens 
that, takmg the cases IndiVldually, SIX on the Report method and SIX on the English method 
s~ow the cl.oller C?nformity.. This suggests (what m our opinion is the fact) that the two systems 
dttfe:r only m detatl and not In essence and, further, it illustrates the uncertain effects produced by 
the system recommended. 
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20. A minor, but to a large number of taxpayers not unimportant, disadvantage which would 
result from the adoption of the averaging system recommended in the Report would be 
that the present Ready Reckoner issued to the public would be of use only as a means of 
ascertaining the rate of tax. Under that system the rate so ascertained is not applied to the income 
to which it is appropriate, hence the amount of tax would need to be worked out in each case. 
The same difficulty occurs 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" difficulty to 
all taxable incomes. A Ready Reckoner compiled in a form (necessarily quite different from 
that of the present publication) which would enable the amount of tax under the averaging 
system to be ascertained by inspec't1on, would be so large and expensive that it would 
probably be considered impracticable. The absence of such an aid means that an immense 
amount of extra time and effort would be cousumed in tedious calculations, which under the 
present system are unnecessary. 

THE PRINCIPLE OF GRADUATION. 

"21. The principle of graduation of the Income Tax was not called in question in evidence, but 
on the question of its equity when applied to incomes which fluctuate (though not to the extent 
of involving actual loss) widely differing views were expressed by witnesses. It was asserted by 
some that equity cannot exist where a person whose income fluctuates may be liable to pay a 
greater aggregate amount of taxation during a given number of years than would be paid by a 
person having the same net income received in regular annual amounts. Witnesses of equal 
authority contended or cleafly implied, on the other hand, that once the system of graduation is 
admitted as being generally the most equitable, there can be no valid claim of inequity where 
that system is applied to" the income of the year if proper allowance be made for actual 
losses. The form of averaging recommended in the Report does not explicitly challenge 
the principle of graduation, but in effect materially modifies the scale of graduation 
by substituting a new. standard for determining the rate of tax (viz., the average income 
over a period of five years) in place of the hitherto accepted standard (the taxable income 
of the tax year). Under the substituted standard an income of £500 in one year might 
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 applicable to £600. In any tax year if there were a large number of 
incomes of £500 a different rate might be applied to each of those incomes in the hands of 
different taxpayers. 

22. It has been said that the method of carrying forward of losses also modifies the scale of 
graduation in respect of incomes which in some years fall below zero; but under this method it 
is always the appropriate rate, and not a variable rate, that is applied to the taxable income. 

23. The purpose of'l!raduation is to adjust the burden of taxation to the ability to pay. 
The scale operates upon taxable incomes, and, though it is not a perfect instrument, It will, if 
well designed, preserve a high degree of equity above the line where taxation begins. The 
purpose of the method of carrying forward losses which we recommend is to preserve equity 
below that line. 

CARRYING FORWARD OF LOSSES. 

24. The system of carrying forward any balance of loss from one year until extiriguished 
by s)lbsequent profits needs no elaborate discussion. While the deduction" of current losses from 
the gross income in any tax-year is perhaps as old as income tax law, the extension of that practice 

'has only recently come into prominence. Every taxpayer paying Income Tax on the profits of 
any trade, business, or profession in which losses incidental to the trade, &c., may occur, is aware 
that losses occurring in anyone year may at present be set off against the gross profits of that 
year in order to arrive at the taxable income. The system of carrying forward of losses extends 
the present practice, so that if a year's transactions result in a net loss, say, of £1,500, and the net 
profits of the next year are £1,000, there would be no tax to pay in respect of that year, but a 
balance of £500 would remain to be carried forward; and if in the third year the net profits are 
£1,200, the tax: would be payable upon that amount less the £500 carried forward, that is, upon 
£700. . 

25. If this system be adopted then in our opinion the meaning of the term .. loss " should 
for the purpose of the allowance of losses be extended 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); 
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It seems reasonable 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 1088, 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 regard.ed by the Ta:catio~ Authori~ies as having incurred 
a net loss if the result of the year s transactIOns leaves hIm WIth some mcome above the zero 
line. The effect of the proposal here made is to raise the datum ~r zero line (below which lOBS 
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 system would have no application. 

2. Where through losses of any kind, including failure to earn income, the income is 
reduced-

(a) exactly to the amount of the general exemption, there would be no tax, 
and no 1088 to be carried forward; 

(b) below the general exemption £156, but not below £1, the difference 
would be deemed a loss which may be carried forward, Example:- . 
If 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. It 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 affect the practical 
value of the allowance; but 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 British Commission, while recommending abolition. of the average system, 
recognised that consideration is necessary where losses occur. The British Income Tax Act 1918 
contains a provision similar in effect to the provision of the Commonwealth Act under which 
losses occurring during the year which is the subject of assessment may be set oft against the 
profits of that year. That provision, however, affords no adequate relief in cases where heavy 
'losses occur in anyone year which are ROt 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 loss 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 taxpayer beyond the year in which the 
loss occurs. The effect of the amendment is stated by Montgomery (Income Tax Procedure 
1919, p. 486) as follows :-

"The 1918 Law provides that when the business of a taxpayer as ascertained for 
a taxable year beginning 1st November, 1918, 1st December, 1918, or 1st January, 1919, 
results in a net 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 redeterrnined and 
the balance due to the taxpayer as so ascertained shall be refunded. If 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 p,ot deducted may 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 is obviously a tentative and incomplete application of the sound principle·of making 
/lJIowance for lossea. 
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31. In Queensland, the Governor's Speech at the Opening of Parliament in August, 1921, 
announced alj. 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 CommiBSion does not know how the term " farmer" ill to be defined. 

. 32. The Report disapproves of the system of carrying forward of losses, and states 
objections which may be thus summariz~:-

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 1038. 

2. That it introduces a radical change of method and difieren:tiates 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 cc minor merit of simplicity" vanishes. . 

33. It is obvious that a system dealing with actualloBSes 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, but 
one ~oes not complain, for example, of the allowance.for children that it confers no, benefit upon 
a childless taxpayer. 

34. It 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 positi,ve 
net loBS. 

. 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 £.oundation. 

37. As to No. 4, whatever may be said or implied to the contrary, we consider the carrying 
forward of 10BSes 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 it:s 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 8.< an element of any taxation method. 

EFFECT 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. 

39. 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 ma.ke as to the Revenue effect of either system would be unreliable. 

'.18031.-5 



40. It is clear, however, that the. ado£tion of either the Averagin~ System recommeJ?ded ~ 
the Report, or the System of Carrymg Jforwa:d. of Losses, would Involve a re~uct1on .In 
the total revenue derived from Income Tax, and ~t III equally clear from the numerousillustrativ8 
examples we have had under review that the revenue would suffer to a greater extent under the 
" Averaging System" than under the" Losses" System. 

TAXABLE CAPACITY. 

41. With regard to par~~aphs 38 and 40 ~f the Report, in which a duality of 
purpose is attributed to the BntlBh system of a.veragm.g, and also a fallure on the part of the 
British Commission to distinguish between the "b~is of liability" and "measure of taxable 
capacity," in our opinion the averaging. un~er the British syste~ has always 8~rved one ~urpose 
and one purpose only, viz., the deterrrunatlOn o~ ~axable capacity o~ taxable mc~me, which ~e 
regard as interchangeable terms. Under the Bntls~ system, averagmg has nothmg to do With 
ascertaining the rate of t~x. Once the fign.re of mcome to b~ ta:ced-or,. ~ore s~ortly, the 
taxable income-is determmed by the averagmg system, the legislative proVl8IOIllI fixing rates of 
tax (with which averaging has no connexion) automatically come into operation. 

42. In the section of the report. of 1;he. British Commission to which reference is made in 
paragraph 40 of the Report, that Commission had recommended the abandonment of 
averaging, and were discussing whether, on the .~ngle-year system, it was. more desirable to take 
as the basis of liability the profits of the year,o~ assessment ()fof.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.ma.ke. . 

43. We do not share the opinion of o~ colleagJlCS that there was any failure on the part 
of the British Commission to distinguish between" basis of liability" and" measure of taxable 
capacity"; for the reasons that when " averaging i, is logically applied "ta. xable capacity" is 
also the" basis' of liability," and that under the single year system, with which that Commission 
w~ 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 R()port,ivha~ver 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 mlloh lower than the rate prescribed by the existing 
scale of graduation as appropriate to an income·of the ~ame 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 certa~ Ilircumstances, in our opinion it would in other 
circ~tances operate unfairly and engender anew the sense of injustice which it is designed 
to eradicate. 

46. It is t.o be regretted that this mode of averagiag 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 sublnitted, and to the method 
of carrying forward losses. As we have seen the chiefproponen~ of the mode of averaging first 
Bublnitted, who said that" the only remedy which will meet the case and create the least anomalies 
is to impose the tax on the basis 0/ the allf'JTage iAlcome gained over a number of years," were moved 
later on (presumably as a result of further exalnination and the eriticism their scheme encountered) 
to propose this modification. The new scheme is Bimply a dift'ereni mode of averaging. It is, in 
our opinio~, an improvement upon the mode for which it was suggested ~ a substitute, since in 
some. cases .It reduces in scale the inequities which arise under this as well ~ under other modes 
of aver~gIng. The" standard of perfection" in the view of the Report would be 
reached if a system produced an arithmetica:! identity between the total tax paid during a 
selected period on a fluctuating income and on a non-fluctuating income of the same total 
amount. T~e complaint is that a fluctuating income is excessively taxed in comparison with a 
non-fluctuatmg inco~e, .but the example in para. 15 on page 5 shows that, in certain circumstan~es, 
~e mode of averagmg recommended produces the opposite result, and causes a non-fluctuatIng 

. mcome ~ pay much more than a fluctuating income of the same aggregate amount .during the 
lame penod. 



47. It has beenihown previously that this mode of avel'jt~, among other Ws&<\v~g~ 
and anomalies which attach to it, would in certain frequently-occurnng circumstances (1) cause a 
taxpayer to pay more tax during a '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. It has also been shown that, on the test laid down in the Report as tha~ upon 
which all methods should be judged. 1:Jl.at is by the degree of conformity of the ainount of tax 
payable by a fluctuating income with that payable by a. steady income, there is a mbde of 
averaging (which has been oonsidered and rejected by thll Commission) but whicl1 under, that
teat shows better results when applied to the twelve examples in the Majority Report than that 
given by the mode recommended. ". 

49. The Rep(,)rt, paragraph 31, quotes $q i~aiah Stamp ail in favour (,)f a.nave,raging 
.ystem. Sir J. Stamp may, m (,)11> opinion, with gre9,ter weight, be cited .against 9,veraging, toll, 
as a member of the :aritish Royal Commission, he concurred in the recommendation fOD phe 
abolition of averaging and the lIubstitutioll of the system of carrying forward losses, 

50. In a paragraph under the heading "Aneglld :ij:ardship" in, the Report (page 24) 
the statement is made that--- . 

" While it was quite true that in the British averaging scheme undue generosity 
was e:nended to expanding incomes and undue hardship meted out to dwindling incomes; 
this was mainly due to tha creation by the British system of averaging of a :' Statutory
Income" at vll-riance with the ttue income (augmented or diminished by the position ot 
its tapering parts)., lJl, the scheme lI.OW proposed, the tax is based on the actual income 
of the immediately preceding year, the. rate only being fixed by the averaging period. 
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 seetioll., 
64 of the present Act. This contingency is 80 remote that, f()l; practicaL purposes, its 
consideratlonpeyond the mere mention can be disregarded,. for in nearly all caseawhere 
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 aotual income of the immediately pre!le<iing ye&r, :will not carry with it any sensible 
hardship." .,' 

51. The statement that the admitted injust.ices arising under the British averagin~ system are, 
mainly due to the taxation being based upon the avera~e income, and the implicatIOn that an 
alterat'on of the mode of averag~ will greatly diminish the frequency of these injustices,. 
seem to ignore what in our opinion IS 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 l!harply- . 
reduced income, a taxpayer may find himself liable to pay tax on income of a given ,year at 
a rate many times the rate appropriate to his actual income. He may find too-as the ill\llltra
tion in para. "20 shows-that during a cycle of five years he will be called on to pay a greaj;er' 
amount of tax than he would pay under the present law. In,such cases any benefit he may have 
derived from the system in years of expanding inoome 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 is applied solely to his actual i lcome of the immediately 
preceding year, [it] will not carry with it any sensible hardshiP." 

52. In seeking to improve our taiation system, it is desirable that any new method adopted 
should be simple, certain in its operation; and, wherever applied, should be manifestly just. In 
our o~inion no averaging system adequately responds to these tests. 

53. 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 wonld operate in a manner 
contrary both to the general public interest and to the interest of individual taxpayers. If a 
period of slackness or decline IS followed by one of growing wealth and prosperity, the, revenue 
lags behind as to its just share, and the taxpayers, who in such a time of quickly advancing gains 
and general confidence could most ea.sily support the necessary burdens of taxation, find those 
burd~ns Iigh~ened by .th~ effect of the pr~vious l::rs,. while they will have to bear the heavieai 
load m a perIod of shrinking profits and dilIicult ncmg. . . 
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REAsoN. I'OB PREFERENCE I'OB CARRYING FOBW ABD 01' LoSSES SYSTEM. 

M. We regret having to differ from our colleagues in our conclusions and recommendation 
OD 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 1088 from one year to be used as a set off agaiust tax 
of subsequent years until extinguished by future profits (Bee para. 29 et Beg.). 

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 
Cl taxable capacity" is best found in the average income over a penod of five years. We 

. regard the Il.verage 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 anyone year's transactions 
should not, for the purpose of taxation, be re~arded as income for that year till it is subjected to 
a deduction of any unextinguished l08S incurred in a previous year. Both equity. and sound 
practice demand that the profit of any year should first be applied in extinguishing any 1088 
carried forward from a previous year's transactions. We apply the term "annual net income" 
to the result~ balance of profit, and this we consider should constitute taxable income. This 
view is clearly lmplied in the recommendation of the British Commission. 

56. The method of carrying forward of 1088e8 in the form we recommend insures that no 
taxpayer will be called upon to pay tax on an amount 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 1088eS 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 opinion is invariably the best index of his true taxable 
capacity. 

57. If 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 
estinlate 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 ineC}.uities which characterize that 
sytltem. It operates, as indicated by the words used to describe It, upon incomes in which the 
fluctuations 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 
lar~ 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 
act~al l~es occur, and w~ are convinced that, in practice, it would give more widespread 
satisfactIon than the averagrog system reco=ended in the Report. 

59. The system of carrying forward of losses-
(a) Would supply an element of equity which is lacking in the existing system, as it 

makes full allowance for the 1088e8 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. . 

(c) Is much simpler than t~e 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. 

(g) Would be much ~ess difficult 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. 

(11) 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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iEOOMMENDATION. 

60. We recommend-
1. That the Income Tax Assessment Act be amended 10 as to mcorporate in the 

determination of .. taxable income" tbe system of carrying forward of 101SlB 
up to a period of five years, unless earlier extinguisbed by subsequent profits. 

2. That, for tbe purposes of tbe system, tbe meaning of tbe term .. lose " be extended 
10 tbat a taxpayer sbould be entitled to carry forward (as' a loss) any lum by 
whicb hi. income in WIly year falls below the amount of general exemption plus 
the allowance for children (if any) to whicb he may b. entitled. 

(Signed) W. WARREN: KERR/ 
S. MII.I8. 
M. B. DUFFY. 
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SECTION 1. 

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

SUPPLEMENTARY STATEMENT BY MAJORITY COMMISSIONERS •• 
" 

The members of the Commission who support unreservedly this section of the Commis
uion'. Report, cordially weloome criticism of the recommendations made by them for placing the 
system of the Federal Income Tax Law upon a sound and equitable basis, and as they submit 
their own ~o would they have left untouched the Minority's views, to run the gauntlet of public 
examinatid't1; 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 therefore expect to be fully informed as to what bearing the material used by the 

. Minority has on the matter in question, they feel reluctantly compelled to iHsue a statement 
supplementary to and corrective of the "Statement and Recommendation of Dissentient 
Conunissioners, " 

'fhe word "Reservation" in this supplementary statement means the "Statement and 
Recommendation of Dissentient Commissiorers " 

" REPRESENTATIVE EVIDENCE." 

2, In the first paragraph of the Reservation are quoted certain figure~, but as they are of 
most meagre description and do not convey any substantial evidence, we feel that more 
informatiqn is necessary, and venture to supplement them by submitting a tablE showing 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 TAXPAYER, as submitted by a witness, showing how same 
would be taxed under present and recommended methods, viz, :-

A, 

--

Ymr. 

I .. 
2 .. 
3 " 
4 ., 
5 ., 
6 " 
7 .. 
8 " 
9 " 

10 .. 
II ., 
12 " 
13 " 
14 " 
15 ,. 
16 ,. 
17 .. 
18 .. 
19 .. 
20 " 
21 " 

In column E, the method recommended by the Commission, 
In column F, the averaging method with allowance for suspense credits, 
In column H, the method of the present Federal Income Tax Act, 
In column I, the" carrying forward of losses" method, 
In column J, the method of the British Act (on a five years average), 

B, C, D. I E, F. G, I B, 

A"l'ttutc 
Rcoommendfld Averaging PreJtnt. Fedoral Mot.bod. 

Total Method. 
Income Tncome of 

Taxabl(' 
for the Ftw' Ymrs. 

811spm&(l Income for 
}o'l\'c Yf'6l'11 (or ICIIS) • Rate of Tu Amount. of 

the Y('3t. - Taxon Crl'lllb. Rattoof TI\l!: Tax on 
(or leN!) Taxab!!l Applkahlc Tn.xa.hle .6.ppllcable 'taxablo 
to Date. Ca.paelt)'. to IIoverage Income to looomo 

Income (c). B. x D. Income B. B. x G. 

£ £ £ £ £ £ 
24.105 24,015 24,016 86'9857 8.704- .. 86'9867 8,704 
28,805 62,820 26,410 88'3812 10,608 ., 89'5448 10,747 

Loss 34,646 18,174 6,058 43'8805 ., 6,335 .. " Loss 67,255 Nil Nil .. .. .. ., 
4,163 Nil Nil ,. ., .. 31'7554 551 

55,531 Nil Nil .. .. ,JI5'7197 22,148 
45,835 3,628 726 9'7640 1,865 .. 94'3118 18,012 
24,015 62,289 12,460 72'7601 7,275 ,. 4lA6'9857 8,704 
28,805 15,8349 31,670 90'7054 10,887 89'5448 10,747 

Loss 34,646 116,540 23,908 86'9168 .. 12,547 .. .. 
Loss 67,255 Nil Nil 

" .. ., .. 
4,\63 Nil Nil .. .. " 31.7554 551 

p5,511 Nil Nil 
" 96'7197 22,148 

45.835 3,628 726 9'7640 1,865 ., 94' 3118 18,012 
24,016 62,289 12,460 72'7601 7,276 

" 86'9857 8,704 
28.805 15~.349 31.670 90'7054 10,887 80'_ 10.747 

Loss 34,646 Il,954O 23,908 86'9168 ., 12,541 .. .. 
Loss 67,255 Nil Nil .. ., .. .. 

4,163 Nil Nil .. 
: :1,8651 

.. 31'7654 651 
55,511 NH Nil ." .. 95'7197 22,148 
45,835 3,628 726 0'7640 .. 94'aIl8 18,012 

.. .. .. ,. 61,231 I 31,429 .. 180,486 

f, I, 

rMrylnll Method 
Y(.Irwlltl'fi 01 

01 Brltlllh 
T.oIIIIPl Ar:t 

)'hItbod. (5 ),ean). 

£ £ 
8,704 8,704 

10,747 9,726 
.. 1,108 
, . .. 
.. ., 
, . -427 30 
8.704 3,775 

10,747 11,969 
" 8,658 
., .. 
,. .. 
.. .-

427 30 
8,704 3,776 

10,747 11,969 
.. 8,658 

" .. .. .. .. .. 
427 30 

59,634 68,432 
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8. It will be noted that under the systEhn' of the Bri1<ish Act, theta would fall to be paid in the 
fourth and eleventh years taxes of £1,10.8 and £8,658, notwithstanding that heavy l08ses had been 
incurred in the immediately preceding years-the third and tenth. In the method recommended 
by your Commissioners no such oonjunctioheould take place. A year of lOBS 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 methodtecommended by your Commissioners that 
"under the latter system a. heavy tax (£8,658)'would'bavebeen paid in respect of a year of 
severe loss, and during a year of much mvre severe loss." Underthe method recommended by your, 
Commissioners, 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 
Commissioners has over, the British method. 'Che 'method recommended should be clearly 
distinguished .from other averaging methods, to. which reference is frequently made in the' 
Reservation. Many of these, references do not apply to the method recommended by your 
CommissionerR. 

That the working may be closely sqa~ed it has been carried out over three periods to 
21 years. The incomo during the period has averaged £8,0.64 yearly, on which the Federal Income 
Tax at present rates would be £1,90.0. per annum., , 

4. To further assist comparison we, wert another table (B) in which are shown the 
progressive 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 j the several methods a,re those 
desoribed in paragraph 70. of our Report. ' 

TABLE. B: TOTAL TAX AS PAYABLE IN RESPECT OF INCOME UP TO END OF 
EACH YEAR UNDER CONTRASTED METHODS-

" i 

'lean. 8.1, 4.11.B. B • .t. .... C.J!'.L. P.I'.H. BnUIh Ilotbod. 

£ £ £ £ £ £ 
1 .. .. 1,900 8,704 8,704 8,704 8,704 8,704 
2 .. .. 3,800 19,3J~ 19,312 19,451 19,451 18,430 
3 .. 5,700 ' 19,312 

, 
19,312 19,45r 19,451 19,538 .. 

4 .. .. 7,600 19,312 19,312 19,451 19,451 19,538 
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 19,1)68 
8 .. .. 15,199 22,11'1 28,452 19,878 68,866 23,343 
9 .. ',' 17,099 33,004 39,339 28,582 79,613 35,312 

10 .. .. 18,999 33,0041 39,339, ' 39,329 79,613 43,970 
11 .. .. 20,899 35,004 33,339 , 39,329 79,613 43,970 
12 .. .. 23,799 38,004 '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 , 48,480 129,028 47,775 
16 .. .. 80,393 40,484 59,366- 119,207' ' 139,775 39,744 
17 .. .. 32.298 40,484 ' 59,366 69,207 139,775 68,402 
18 .. .. 34,198 '40,484 59,366 59,207 139,775 68,402 
19 .. .. 36,098 40,484 , ,69,366' 59.207 140.326 68.402 
20 .. .. 37,998 40.484 69.366 ' 59.201 162.474 68.402 
21 .. .. 39.898 ' 40,(84 61.231 59.634 180.486 68,432 

5. This is a very ,extreme and exceptional case, Bd much so that a witness-a pastoralist 
of wide e:cperience-to whom it was shown stated it might be excluded from consider/i.tion 
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 
uf carrying fo~ward of losses is mO~'e favourable, t,ojhll tBxpa¥er than th~ more equitable and 
generally apphcable method recommend~,by Y<,lur ComnusslOners. InCIdentally table " A" 
throws light on the proper treatmllnt when a quinquenniumof average loss occurs. 

6. Taxation is not IIn abstraCt science butllIl art of practical imporlance in the affairs of 
life, and however interesting it may be to the doctrinaire to theorize on exceptional cases, the 
proper t~st of a syst<l'm of taxation is its behalliour when appli~d in practice to the experience 
of eyery-day life. The Reservation does not contain'ordis~ussa 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. example!! of the actual operations of different taxpayers, extending 
over v~riO\lS periods ut> to fifte~n years. Yet ~ll these-with the solitary exception of one 
exceptIOnal C8.Sll-&1'e thrust aS1U& and hypothetical caseS of unus~l character substituted. 
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. 7. The. second example (paragraph 11) will be discU88ed un,der the heading Averaging 
(see paragraph 21 of this Statement). . 

8. Criticism of the third example in paragraph 16 of the Reservation has been anticipated in 
paragraphs 120 and 123 of o~ Report in discuasing a ~e which conforms to re&Ronable e~perien.ce. 
This claim cannot be sustaIned on behalf of the case m 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. contemed 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 l!resent their views, but 

seeing that the complaint of a large section of the community is against the mcidence of the present 
Federal Taxation Laws, what one would naturally look for is a comparison between any method 
suggested and the method which it is intended to displace. In all the examples given in the main 
Report opportunity was taken to compare suggested scheme!! 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 
hypoth~tical Cases the ~axes payable under it would in the !D3jority be less than those payable by 
steady Incomes. Apphed to the twelve examples summanzed at the end of paragraph 75 of our 
Report, the results are--

Ta.s: Calculated 08-
Total amoQD.t Belat.lve peroeotqe. 

DI"usrmce 
ot :lld. from Tu: OD 

8teadr Income. 

! ,. d. 
Steady Income .. .. .. .. 46,612 810 - 100 Nil 
Method of British Act .. .. .. 43,967 15 3 94'33 - 5'67 
A.M.S. Method .. .. .. .. 47,576 0 7 102'07 + 2'07 
R.A.M. Method .. .. .. .. 49,733 12 1 106'70 + 6'70 
C.F.L. Method .. .. .. 62,968 610 135'09 + 35'09 
P.F.M. Method .. .. .. .. 69,089 6 2 148'22 + 48'22 

. 10. Examples A and D on page 18 exhibit that under some circumstances 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 thise:ffect 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. We refrain from commenting further on this aspect of paragraphs 
18 and 19 of the Minority's Reservation. 

, 

TAXAlILE CAPACITY. 

11. "Taxable capacity and taxable income . • . . we (the' Minority) regard as inter
changeable terms." On the basis of their own unsupported opinion that" taxable capacity 11 and 
" taxable income 11 are synonyms the Minority seek to oveitLrow the sUstained argument of the 
main report, but offer not a single fact or argument to confirm their bald assertion that" averaging 
under the Brit~8h system has always served one purpose and one purpose only." Questions of 
this charl1cter cannot be settled by the simple ipse dixit of the Minority, when history testifies to 
the con~ary. Explaining the function ot 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 :6.gur6 of income of the then current vear to be taxed as. 
" statutory income 11 tentatively, and subject to subsequent adjustment. when this was written
nearly 20 years ag?-the Britilili Act contained no recognil!ed 8cheme of graduation. There 
were a few exemptIOns and abatements corresponding in principle and efiect to the general 



exemptions of the Federal Act, but ~aduation, as understood in, taxation science was then 
absent from the British Act. The position 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 incom"'l are really a form of graduation, they 
were not generally recognised to be 80, but were regarded 88 innocuous even by the strongest opponents ,of that form 
of gradnation which is achieved by charging a rate higher than the normal rate on the possessors of large mCOl:nes, 

It was subsequent to the issue of Sir He~y's opinion that, in 1906, a new departure having be~n 
suggested, a Select Committee of the HflUse of Commons was" appointed to inquire into and report 
upon the practicability of graduating the Income Tax and of difierentiating, 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 
embryoruc stage enter the British Act, The principle has since been developed. That" averaging 
under the British ~ystem 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; it is not true 
under the conditions alte~ed 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 rate 
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, it now determines the grade 
or the taxable capacit:r of the taxpayer, and by this in turn is ascertained (by reference to the 
scale for the time bemg in force) the rate of tax payable by him. Under the now existing 
conditions averaging has "to do with ascertaining the rate of tax.~' 

13. It 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 may be ascertained the grade 
to which the taxpayer belongs, that is, his taxable capacity. Whether the figure (the average 
inoome) which determines his taxable capacity shall also be treated as the basis of liability is quite 
another question for determination by the Legislature. It mayor it may not be the basis, according 
as the law prescribes, but clearly the two things are not identical, and they should in the study of a 
taxing system and its incidence be distinguished. That the British Commission failed in thc.ir 
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 between the two in either theory or practice." Yet they are 
just as distinct from one anothl)r as the operation of ascertaining the pUrchasing power of the 
sovereign is distinct from the operation of applying the Statistician's resul,ts to regulate the wages 
payable to labour_ 

PRINCIPLE OJ' EQUITY IN 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 opponenu. 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." 

Paragraph 51.-Where the Minority fail to express the vital difference between 
other methods of averaging under which the basis of liability 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. 
. 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." 

. P~aph 57.-' "If complete equity is ever attainoo in a taxation system, it 
will not be thro~h an attempt to achieve mechanical identity of tax payment, but 
tnrougn a JUS!; estimate of the many factors whlch constitute the basis of accurate 
comparison." , 
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15. Arrested by the closing sentenoe, one may ask where in the method of" carrying forward 
of losses" is to be found any estimate, just or unjW!t, of .. the many factors whioh constitute the 
basis of I;tccurate comparison"? As the Reservation offers no reply, one is emboldened to ask 
further whether some of these" many factors," which the Minority do not even name, should not 
be dealt with when the question:~ of exemptioll.S, differentiation of 80uroe, and graduation of rates 
are under discussion ? 

. 16. These statem.ents impel us ~ ~tate briefly the p~ciple8 for which your Cornmis~ 
sioners contend, and whlCh find expressIOn ID our recommendatIOn. 

17. Regarding any systetn of graduated income tax, three postulates meet general 
acceptance-

(1) Any system of averaging that covers in one span the whole taxing·-that is, ihe 
whole income-earning-life of a taxpayer will, ceteri8 paribua, disclose his true 
taxable capacity, and will by reference to the rates and regulations ruling for the 
time being produce .equality of tax payment as between one wh08e inoome 
fluctuates and one 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, making the payment in 
Home cases greater, in others less. The shorter the period thc greater will the 
divergence be. 

(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. . 

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 true taxable capacity and reduce 
the divergence in tax payment as between a fluctuating income and a steady 
incol)1e. 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 could be devised would be one in 
which each day was separated from every other day, and tax demanded on the full profit/! of the 
most profitable days without any allowance for the deficiencies of neighbouring days. The 8cheml!' 
would, for other reasons, be impraotioable, but· the point to. be stressed is its inherent i'hjusti~. 
Yet" once the system of graduation is admitted as being generally the most equitable," 8uoh a 
tax as this would be declared by the Minority to be .. certain in its operation, and wherever applied 
manifestly just." Comment is superfluous. Suoh a tax, whatever be its scheme of differentiation 
or graduation, could not reflect true taxable capacity; it could not be just. . 

19. Mitigation would be found in stretching the period to a week, for the deficiency of Monday 
could then be set off against the larger profit of Tuesday and tax be levied on the free surplns 
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 ~ Why not a period of three years, five, ten yeatfl' Why not the whole 
economic and income-receiving life of the citizen 1 The most accurate valuation of the taxable 
capacity of the citizen, the most accurate standard of his ability to pay inoome tax, is the income 
of the whole span of inoome-earning life, flnally adjusted by revi8ion and teadjustlllent of the whole 
period when all the facta were knQwu. Surely the Minority will concede that this is not " a 
standard much wo rigid and narrow," particularly if the "many factors (whatever they 
be) which constitute the basis of aCCurate comparison" are brought to bear upon it. For practical 
reasoll.S this is as unworkable on the one hand as a tax on daily profits would be unjust on the 
other,. 

20. In Australia there has operated for years a system of taxing on graduated BCales the 
income of each year without regard to adjoining years, and from it has spntng 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 
ltt 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 injustioo of this condition of things our Report furnished several 



examples, examples which could be multil!lied many times OVer, for, with rare· exceptions, 
the incomes of all taxpayers fluctuate, some nilldly, Bome violently. Even the Minority adIDlt this. 
Bllt fora ",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 ODe case in a hundred, while the seat of the eVil is 
untouched in all. The cause, well understood, demands not occasional superficial treatment 
a8 proposed by the Minority, 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-fluctuating 
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 Kingdom in certain cases, or three as in others 1 Or take 
the happy mean, five-a period sufficient to include a fair range of the varying vicissitudes of 
erratic 8eas0l18, which are a feature of Australian conditions and well within the control of reasonable 
administrative machinery? As a 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 relief to taxpayers. We have, we think, proved-that the averaging method over a 
period of five years all proposed by your Commissioners is th!l nearest a.pproach to equity which 
recognition of practical neoessities enables U8 in the eiroullllltalloeS to teaolIlmend. . . 

AVERAGING. 

21. To expose the alleged delusive pretensions of a system of averaging the Mko.rity hav~ 
prepared a special case-none of the about 150 actual cases submitted to the Commission being 
deemed suitable-and on the strength of its inconclusive reeults foUnd a number of interesting 
charges. (See paragraphs 12 to 15 of the Reservation.)' 

22. From this special case losses were purposely excluded by the 'MiI:iority, and the 
discovery is made by them that "the total of the averages will rarely correspond with the 
total income of the taxpayer." Whoever expected tha.t the total of any aV'erages 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 tQta.\ knowledge of all its members. "Will rarely 
correspond," they wnte. "Will never correspond" would be more accurate. They have also 
discovered that the averages are always greater or lesl than the income of the latest year, What 
else oould be expected except when by 80me chance c~in~iden~e thelast ~ure h~ppens also to be 
the exact mean of the five 1 That the average shall comclde Wlth the final ~e ID all oaseS would 
be possible only in the oase of an absolutely steady income, and the very object of aVfil:aging is to 
correct the inequalities of fluctuating incomes. Why expeot in fluctuating figures conditionS 
which can exist in the case of steady unchanging figures only ~ . 

23. When, however, from these discoveries the Minority conclude" the above figures indicate 
that over the period shown, £24,942 of income have in effect not ehteredint6 the fixiJig of the rate 
of tax" they are seriousI.r astray. Each and every figure of average is accurate and responds 
to t~t. Perfect in all thell' parts, ~e averages &re perfeot as a whole. .This maYI be more clearly 
seen if the figures of the example ID Paragraph 11 of the Reservation be marshalled, thw!:-

Yam. lO' ... 8rd IIh 111\ 8t.11 

(1) .. .. 3,943 •• 4,499 

(2) . . .. 3,948 . . 4,499 ., 4,61& 

(3) .. .. 3,943.. 4,499 .. 4,618 .• 5,819 

(4) .' .. 3,943 ., 4,499., ',618 .. 6,819 " 4,701 

(5) •• 3,943 .. 4,499 ., 4,618.. 11,819 .. .,101 .. 8,729 

--------------------------------Totals S,9tS.. e,44!! .' 13,060 •. 18,879 

Av • .,se 
T&Xal>le 

.' 28,080 •• 26,366 

• 

'Ill ..... GOb 10t.ll . . 4,618 . . 11,819 . . 4,701 ., ·6,729 

, . 5,819 . . 4,701 .. 6,729 .. It,387 
., 4,101 6,729 .. 5,387 .. 21,983 

.. 6,729 .. 6,387 •• 21,983 .. 7,295 

.. 5,387 .. 21.983 .. 7,295 .. 23,M4 

,. 21,25' •. ",619 " 46,095 .. 65,228 

Oapacity 3,943 .. 4,221 .• 4,358.. 4,720.. 4,716.. 11,273 •. 11,451 ,. 8,924 •• 9,219 .• 13,046 

The. rate of tax appr?priate to the taxable capacity a80.rtai~ed by averaging ae abQv:e. 
expressed ID pence per £1, VIZ:- . 

30'M 32'13 31'97 . 35'32 35'29· 38'86 40'00 60'96 62'29 74'05 
is ,alw~ys. applied to the actual. taxabl? income as. shown in line (5), The Statement of the 
Mino~ty ID pa.ragraph 47 of the Reservat)~n that cc this mode of averaging would cause the position 
to arllle that 1U effect a large amount of IDcome would not enter into the fixing of rates with the 
consequence that the. re"enue may never receive its due share" is disproved by the above table. 
it will be seen that each year's income throws its full weight into Mch of the five years during 



66 

which it operates. In the method recommended by your Commissioners every pound of 
income within the op«ll'ative period. be it quinque~al or shorter •. enters into the fixing 
of the rate of tax. This holds true at each su~ve stage. and It holds true of every 
figure of average. Not one pound of income ~ed has failed to con~bute i~ fuIJ weig~t 
and effect to the fixing of the average, by which the rate of tax 18 ascertamed, and It 
is also true that on the rate thus ascertained in the method recommended by your Commissioners 
every pound of income J?3YS inlmediately the fuIJ quo~ of tax chargeable. under the taxing Act. 
Scrutiny of the example ID paragraph 15 of ~e Reseryation shows that tax 18 p~ya~le on the whole 
of the actual income (£88,808). and not, as inferred ID the comments of the !I1inonty, 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, fuIJ, 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 
subluitted 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 basiB of the present law in that State, and on which the Acts of some other States have been 
modelled. An author of world-wide fame and experienced 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 Qf aversging." The defect is remedied in the method recommended by ,your 
Commissioners, which adopts the wholesome elements of the British system, with careful eradication 
of the faults which have clustered round it. 

CAlUIYING FORWARD OF LoSSES. 

25. We are in agreement with the Minority when, in paragraph 23 of the Reservation, 
describing the purpose and liluited scope of their method, they write :-" The purpose of the 
method of carrying forward losses which we recommend is to preserve equity beluw tM line 
where taa;ation begins." But, taxpayers ask, what useful purpose in any scheme of taxation 
can be served by a method which operates only "beWw the line where taxation begins" t Even 
its sponsors have to adluit (paragraph 27) that" where there 18 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 o'!t of a hundred. and only a very limited application to the hundred~. 
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 tluJt area its action is 
simple, just, and benefiCIal to the ta~yer," and "free from the disappointing inequities which 
~ter~ the averaging system.' What have the ninety and nine, excluded from its 
parsunomous benefits, to say to that? Let ~em rest soothed and contented with the assurance 

. of the Minority-for this is the only bemmt their scheme claims to offer them-" WIt 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. MISSlNGHAM. 
JOHN THOMSON. 
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ROYAL COMMISSION ON TAXATION. 

APPENDIX No. 1. 

o. 

LIST OF WITNESSES AND ASSOCIATIONS, ETC., REPRESENTED BY WITNESSES . 

• )[Inute!l or &ddence--Pagea. 

Wlt.~ 

S,dney. Melbourne. Brisbane. Adelaide. p.,... XaIgoorUe. Bob .... 

A. 
I 

ACCOUNT ANTS. Australasian Corporation.of Publi. 239 989 .. 125 .. .. ., 
,. Federal lnatitute of •• • • .. 2098 .. .. .. .. .. .. Incorporated I_totAl of, Com· .. 1552.3938 .. . . . . .. 1 

monwealth of Australia. .. Institute of, in South AUBtralia .. .. .. 369 . . .. . . 
•• Weetem AWltralia. IDltitute of •. .. .. .. .. 433 . . . . 

ADCOCK. Wil!i&m Edward .. .. .. .. 2364 .. .. .. . .. . . 
AlKINB. Wtlli&m A1eZ&llder .. ., .. 2757 .. ., .. .. .. 
ALLWORTB &Bd 80118, W. F •.• .. .. 11, 121, .. . . .. .. .. .. 

133.152 
ALST<>N. Thomaa Cauvln. .. .. .. .. 1113 ., .. .. .. . . 
ANNELIIl. Ooorg. Richard •• .. .. .. .. .. 3()() .. .. .. 
ARTHUR. Dr. Richard. M.LA. .. .. 760 .. . . .. .. . . .. 
ASPINALL, J"'1.h Wil!i&m • . •• ., .. 540 .. .. .. .. .. 
ASSOCIATION, u.t",U"" Mill .. and Metala .. .. 989. 1202 .. .. .. .. .. .. AuatnJiau. of British M&Dufa.cturen 659 .. . . .. .. .. . . .. AUBtralian Sugar Producers •• .. .. 460 .. .. .. .. .. Boot aud Shoe Reta.iJ.era. of Vie. .. 3318 .. .. . . .. . . 

toria -.. BGOt Manufacturere .. .. .. 1304 .. .. .. .. .. .. ContraJ Fruit-grow ... .. .. .. 540 .. .. .. .. .. .. Central &Dd Northern Graziers .. .. . . 7 .. .. .. . . .. Co.operative Butter Faotoriea .. .. 887.898 .. .. .. .. .. .. i'armera and Settlere, of New South 3 .. . . .. .. .. .. 
Waloa 

• " 
FaderaJ Life Inalll'8Doe om ... .. 679 .. .. .. . . .. .. .. Federa.ted Ca.terel'8, of Victoria. 

391 
2311 .. .. .. .. .. .. Faderatad G_. of AU8~ •. 21168.3829 .. .. .. .. .. .. Graziel'l .. .. . . 330 .. . . .. .. .. .. .. Grooero, of Viotorla .. .. 582 .. .. .. .. .. .. Melbourne -' Suburb&D Ratatl .. 649 . . .. .. . . .. 

Fruiterers .. Melbourne Warehousemena .. .. 1974.9527 .. .. .. .. .. .. Metropolitan Fruit Growers .. .. 540 .. .. .. .. . . .. Mining. 01 Woatem Auatra1i& .. .. . . .. .. 174 .. .. 
n Municip&1 of Victoria .. .. .. 2780 . . .. .. .. .. .. Paetorallltt, of Weatem Australia. .. .. .. .. 769.806 .. .. 
N . Primary Prod.uoera - .. .. .. ., .. SS3 .. .. 
N Stook.ownel'8 •• .. ., ., .. .. 457 .. .. .. .. Stook.owne .... of New South W,lea 83 .. .. .. . . .. .. Sfdney and, Suburba.n Timber 79b .. .. .. .. .. .. 

Mercllante 
I .. T-amnanio.n Farmen &Bd Stook- .. .. . . .. .. .. 903 

ownen .. Ta.:rpayel'l, of Queensland .. .. .. 5,752 .. . . .. .. .. Taxpayers, of Viotoria. •• .. .. .478 . . .. . . .. .. 
• Ta.xpavera. of Western Auatra.li& .. . . .. .. 4 .. . . .. TwOOctBiver Fruit-grower. .. .. .. 486 . . .. .. . . .. United C&ne-growEll'I .. .. .. . . 340 .. .. .. .. .. Viotoria.n Hardware .• .. .. 1974.3527 .. ., .. .. .. 

• N Viotorian Master Drapel'8 .. .. 2331 .. .. .. .. . . .. Viotorian Mercha.nte .• .. .. 1974.3527 .. .. . . .. . . .. Victoria MHk ProdUce-fI and Retail .. 1401 .. . . . . .. .. 
Dairymeol\l .. Viotorian Mill.owneftl .. .. .. 2095 .. .. .. .. .. INS' . Viotorian Storekeepers and Traders .. 2931 .. .. . . .. . . 

ATE: ON. Pro! ... r Me .. dith. M.A. •• . • .. 114.839 .. .. .. . . .. 
AUSTR.ALASIAN Corporation of Public Accountant. 239 989 .. 12 • .. .. .. 
.&.U8TR.ALIAN AlIOCiation of Britiah MaDufacturen 659 .. ., .. .. . . .. 

N Induatriet Protection League .. .. 775 .. .. .. .. . . 
• Labo",hrty.. •• .. .. 3404 .. .. . . .. .. M ...... til. Landand J'inan .. Co. Ltd. .. 3985.3327 .. .. .. .. 

I 
.. 

•• Mia .. and Metals AeKlciatioD .. 989 .. .. .. . . ., .. IirtK1'Iodu_ Auooialion Ltd. :: .. .. .eo .. .. . . ~ . _ ........ 
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LIST or WITNIISSES AND Assocu.TIONS, ETC., RBPRBSBNT1ID BY WITNBBIlBS""""""..ued, 

WltoelHl. 

B. 
BALLARATTru.teea, E ... ut",.,andAgencyCo. Lld. 
BARTON, AlOOrt Edward .. . , .. 
BATEMAN, AlOOrt .. .. .. . , 
BEALE. Octavitu Charles .. .. .. 
BENJAMlN, WiIJiam •. . , .. . , 
BILLlNGTON, Riohard .. .. .. 
BINNIE, Charleo . , ., .. .. 
BLACK, Edwin AI""auder .. .. . , 
BLACKET, Reginald •. ., • . . . 
BOOT aDd Shoe Ret&ilera Aaaooiation of Vi.turia .• 
BOOTH, Dr. Jam.. . . oo oo 

BOOT Ma.nufacturers Aesociatlon oo 

OWMAN, Willi&m Ja.mes .. .. B 

B OYD, William Luwry • • • • 
BRAD DON, Sir Homy Yule, K.B.E., !lLL.C. 
BRAND, WilIiam Alfred, !lLL.A. .. 

RENNAN, Hugh Dale .. .. 

oo .. .. 
.. 
oO .. .. B 

B 
B 
B 
B 
B 

RIERLEY, Homy Charl.. . . • . .• 
RITISH Ma.nufacture1'8, Australian Association of 
ROMLEY, Frederick Charles .. .. .. .. ROWNE, George Edwa.rd 
UTTER Factories Association, eo.operativ8 

C. , 
oo AMPBELL. Thom .. Irving •• 

ATERERS Assooiation of Victoribr, Federated 
c 
C 
C 
C 

ATTERMULL. Hemy AlOOrt, M.L.A. oo 

HAMBER of Commerce, Melbourne oo .. .. 8yOOoy .. .. Hohart .. .. .. Ma.nufaatorers, ABBociated .. .. New South Wales .. .. South Australia. .. .. Victoria oO 

" Mines. Ka.lgoorlie .. 
HAPMAN, James Robert80n .. .. c 
HAPMAN, Johu Hedloy, !lLL.A. oo 

HEEK, Hon. Johu Wm., !lLL.C. .. c 
RENCE Municipal Counoil .. 

LARK\ James .. oo oo 

RKSON, AlOOrt Em .. t .. oo 

OWE, Robert Thoma.s .. oo 

UB, Victorian Ama.teur Turf oo 

.. oo 

C 
CLA 
C 
CLA 
CL 
CL 
CL 
C 
00 
C 

UHt Victoria Racing 
OASTAL Farmers Co-operative Society 

MMERCE, Cho.mber of .• oo 

OMMISSlONER 01 Taxation, Fedoral .. 

" .. Deputy Federal 

.. for Stamp Duties .. .. for Taxa.tion, State 

oo .. .. 

.. 
oo .. 
oo .. 
oO .. 
.. 
oo .. .. .. 
oo .. 
.. 
oo 

oo 

.. 
oo 

.. 
oo 

oo 

.. 

.. 
oo .. of Tax&tion, New South Wales .. .. .. lor W .. tem Aus· 

tralie. .. .. South Australia oo .. of Taxes for Tasma.ni& oo .. .. .. Viotoria .. 
.. Weatem Land. Board (Chiel) oo 

O·OPERATIVE Butter Factori .. Aaaooiation c 
c 
c 
c 
C 
C 
cv 

OPLAND. Professor Douglas Berry, !tlA. 
ORNW ALL, Fra.nk Herbert Goode .. 
OTES. Percy Robert .. oo 

OWDERY. Cha.rles Edwa.rd oo oo 

RAIGIE, Edw':rd John . .. oo 

MMINS, Horry Haddou oo .. 
D. 

AIRYMENS Association, Victorian Milk 
ducers and Retail 
AIRY Farmers Co.operative Milk Co. .. 
ALY. Herbert James .• oo oo 

AVIES, Will .. oo .. 
ENNIS, Arthur Seymour .. oo 

IXON, Francis Edw.rd oo .. 
OBSON. Louis Lempriere oo .. 
OHERTY. WilIi.m Henry .. .. 
OUGLAS. Percy Cunningham .. 
OWNE. George Gardon .. .. 

oo .. OWNIE, Hemy Edmond 
RAPERS Association. Victorian Master 

D 

D 
D 
D 
D 
D 
D 
D 
D 
D 
oD 
D 
D 
D 

UNCAN. Hon. Waiter Gordoo, M.L.C. 
UNLOP, MaxweU PoUok .. .. 

.. 
oo 

.. 

.. 
oo 

oo .. 

Pro. 

oo 

oo 

oo 

oo .. 
oo 

.. .. .. 
oo .. 
oo .. 

-,lUDO" ~ BYIdeDCll'-Paca 

8ydDey. "oIboanIe. ... -. F -- ~ ... 
2757 .. , .. .. .. 

669 .. .. . . .. .. .. 899 . . .. 
60Ii . . .. .. .. . . 

3,391.423, 2368 .. .. 692 .. . . 
84ll .. 806 · . .. .. 
83 ., ., .. . . 

., .. .. · . 2114, 960, . . 
1087 

637 .. .. . . .. . , 3318 .. · . .. .. .. 2297 oO .. .. .. 
1304 .. .. .. .. 

n, 121, .. .. .. .. .. 
133, 162 .. oo 7,86, 124 .. .. .. 

883 oo oO .. .. .. .. .. 747 .. oo .. .. .. 539,942 .. .. .. 
606 .. .. .. .. .. 
659 .. .. .. oo .. .. oo .. 391 .. .. 
210 .. .. .. .. .. 

887,898 oo .. .. oo oo 

3 oO .. .. .. 
'" 2311 oo .. .. oO .. .. 739 oO .. oo .. 1267 .. .. .. oO 

279,668 .. .. .. oO .. oO .. .. .. 
605 .. .. .. oO oO 

60Ii .. .. oO .. oO 

.. .. 110 .. oO 

.. 989 oo .. .. .. 

.. .. oo .. .. 8,4,60 
oO .. .. .. oo .. 
.. .. .. 477 .. .. 
.. oo .. .. .. oo 

oO .' ., .. .. .. .. .. 945 oo .. .. 
.. .. .. no .. .. 
.. 3133 .. .. .. oo 

.. 2824,2858 .. .. .. .. 

.. 2824,2858 oo .. .. .. 
637 .. .. .. oO .. 

279,668 1267 .. .. .. .. 
827 149,1647. .. .. .. .. 

1694,3963 
447,524 .. 847 .. "3,584, .. 

646 
.. .. 923 .. .. .. 
.. .. 539,942 .. .. oo 

360 .. .. .. .. .. 
.. .. .. .. 254,960, .. 

1087 
.. .. 196 oo oo .. 

.. .. .. .. .. 
.. 2877,3946 .. .. .. .. 
819 .. .. .. oo .. 
.. 887,898 .. .. .. .. 
.. .. .. .. oo .. 
.. 553 oo .. .. .. 
.. 3487 .. .. .. .. 
644 .. .. .. .. oo 

.. .. .. 96 .. .. 

.. .. .. oo .. .. 

.. 1401 .. oo .. .. 
738 oo .. . , .. .. .. 
.. .. .. .. oo 60 
.. .. .. .. 174 oo 

.. 3790 .. .. .. .. 

.. 1204.3174 .. oo oo .. 

.. oo .. oo .. oo 

.. .. 340 .. .. .. 

.. .. oo .. .. .. 

.. 2OU5 .. .. .. .. 

.. .. .. oo .. .. 

.. 2331 .. .. .. .. 

.. .. .. 467 .. .. 
554 .. , .. - -, 

" 
• - .... pIIded. 

B ...... 

· . . . · . .. · . 
· . . . 
· . 
· . . . .. .. .. 
.. .. .. .. .. .. .. .. .. 

, . · . .. .. .. 
1,91 

oO .. .. .. .. 
92 .. 

268 
288 .. .. .. .. 
oo .. 

1,92 
, 

.. 
41\,680 

.. .. .. .. 

.. 
115.., 74' .. .. .. 

506 .. .. .. .. 
1 

.. 
• .. .. .. .. .. 

623 .. 
U1,680 

116~748 
., ... -
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Llti'f 01' WJTNMtltiKM ANP AMHOmATIOlIf~, ~TC.t RBPBEtiKM'l'BD BY WITN88SFAl-conlinued. 

E. 

F.A~,,[,WOO1l, John 8avillo . . . . 
ECONOMW lWaoaroh Sooiety. Melbourno 

EI~DY,'Arthur Ma-leolm ,. 
EGAN, Pawr Joscph .. . . 
EMPLOYF.R8 }~ederilrtion, Victorian 
EWING. Robort . . . , 

E~ECUTOR (a.nd TrusWo) Comlla.n.ies .. 

11. 

FAltMERS and Settlom Association of Ne" South 
Wol .. .. &Dd Stook'P1fIlera AasoojatioD Df T8fJ· 
maoia 

" Union, Viotorian .• . . 
I!'EDER4L CoJllD1iuloner of Ta.alion •• 

.. .. 
.. .. .. Deputy 

11 Institute of Accountants, Incorporated 
" Life Insuranoe Offices A88omation .. 

FEDERATED Caterers Assooia.tion 0{ Victoria. . I 
,. Graziers Aasooiatlon ol Aueta.lia. •• 

I!'EDER4TI~ Violorim ;;mplOyers • • • • 
I!'ITZPATRIVl<. Edw&rd .• .• •• 
l"LEMING, Thomas Hutie . . . . • . 
FOWLER, J ..... Riob .. d • , • • • , 
FREE Trod. and L&nd V.luotwn League of New 

South Walea 
FRUITERERS A ...... tion, Melbounle owl Sub· 

urban Retail 
FImIT·GROWERS JUsooioliou, Central 

.. to Metropolitan' . . 
T\wed River .. ,. 

G. 

GARClA, George MMlrioe .. .. .. 
GIBLIN. Lyndhum Falkiner .. .. .1 

GI1'PSLAND &Dd Northen> Co.operative Selling onel 
Insura.n.oe Co. Ltd. 

GffiDLl!l'lTONE. Frank Kelling . . • , 
GI.I¥NN. Hon. Patriek MaMahon, K.C. .. • t 
G RAVES. Ed ..... d Honiford.. .. .. 
GRAZIERS AMociation • • . • • • 

,. ,,~ntra.1 ami Northem .•. 
" "of AUlltra.lla., Fede,ated •• 

GRIERSON. Robert John .• 
GROCERS AS800iolion of Viotoria 

H. 

BALLAIIAN. Jam .. Patri.k .• •• 
HAMILTON. Albe>1 Edlrin • . • • 

u R. .. .. .. 
HARDWARE Al8Ooia.tion, Viotorian .. 
HARKNESS, Thomas Young .. . . 
HARNETT. Alben .lUred ." ., 
RARRIS, Charl .. MOI'8boll .• • . 
H ARTE. A1ben EdW&nl .. .. 
HAWLEY. John .. .. .. 
HEATH. Alben EdW&nl .. .. 
HEATON. Horbert.. .. .. 
HENLEY. Sir Thollll18. K.B.E •• M.LA .•. 
HERRING. M.uri .. StanJey.. .. 
HIGGS. Froderiok MonhuU.. •. 

BORNE. Lonito Edgor 

t. 

13a 

679 
723 

827 

167. 23V. 
644 

3 

679 

391 

547 .. 
68Q 

613 
330 

8el.~ 
842 
700 

1111 
791& 

721.739 

HUOHEII. John FoeIer 
HUIE. A1eZ&Dd.. Gordo. 
HULME. Tb"" .. Slallo,.... 

423 

'" .. I '''. U4 

U829 
2060. 
3572.& 

1178 
149. 1647. 
j(;94.3963 
40.3,955, 
lal0.~a 

594 
149. 1947 • 
1694,396;1 

2098 

2311 
2368.3829 

1178 

3639 

914 

2368.3829 

582 

1974.1i1'7 
13'-

2050. 
86720 

. -_ ... _004. 
F.18031.-6 

3,1P4 

947 

923 

486 

7,36 

356 

8.154 

, 
Adclu.idt. Purth. 
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I. 

401 

125 

473, 584, 
646 

8S1 

242 

, 
:: .. :.j . :: 
",,.' .' ... 

Kalgoorlw. 

.. 

'.' 

3 

., 

Hobart. 

3DS 

431,680 

.. 

423 

-. _# ..... 
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LIST OP WlTNBB8ES A.ND AsSOCIATIONS, BTC., RBPRESENTED BY WITII'BB8~nutd. 

L 

INCORPORATED IMtitute 01 Aooounlollll, Ccml· 
monwealth 01 A ... roll. 

INDUSTRIES Protootion League, AUBtrrJian " 
INSTITUTE, Law, 01 the State 01 Viotoria '" 

" 
of Aooountante, Commonwealth of 

A.....w. Inoorpor· 
ated 

u "Federal Incorporated 
" "in South AUfltraJia. .. 
t. to Weatem AuatraJia " 

INSURANCE Olli ... Aoeociation, Federal .• 
IRVINE. Prol ... or Robert Fr&DCio, ALA. •• 
ISLES, J.meo Thom.. •• • • • • 

J. 

JENKINS. Philip LlewoUyn 
JOHNSON. WaIter Charl .. 
JONES. George .• 

u John Robert 
JOWETT, Edmuncl, M.H.It. •• 
JUKES, Jamea Vaughan 

It. 
• 

, .. 

KEA.."i. John.. .. .. .. .. 
KEELY. Michael Timothy.. .. .. 
KEEP. WaIter J... .. .. .. 
KELLY, Edwin Clarenoe Whitoman, B.A., LL.B ... 
KENNA, Joseph .. .. .. .. 
KIDDLE, John Bea.oham .. .. . . 

KIDMAN. Sir Sidney. K.B. .• 
KINGSMILL. Hon. WaIter, ALL.C. 
KNOX, Edwa.rd William .. 

L. 

LABOUR Counoil, Trades and. • . • 
" Pa.rty, Austmlian . . . . 
.. ,. Pa.rliamentary .. 

LANDS Department, Assistant Under.Seotetary .. 
LANG, Frederick Andrew . . . . . . 

LAVATER. Lonie.. .. 
LAW Institute of the Stote of Viotoria .. 

" Soeiety, Taamani&n .. . . . . 
LEAGUE, Auetmlian Industries Protection .. 

" Free Trade and Land Values, of New 
South Wales 

., Single Tax of South AU8t,mlia. 

.. "" Viotoria .. 
LIFE Insumnces Offices Association, Federal 
LIGHTBAND, RUlI8ell Martin.. • • 
LONGFORD. Municipal Counoil .. 
LOUDEN, Robert Edward . • •• 
LOWRY, AIhert .. .. .. 

M. 

MACKENZIE. Robert Willi.m Berry 
MACLEAY, Keuueth Lea\ie Oram 

MAKOWER. Emest Samuel . . . . 
MANUFACTURERS. Aesooiat.ed Chambers 01 

n New South Wa.les Chamber of 
" South AUl!!ltralian Ch&mbeT of 
,. Victorian Chamber of .. 

MARKHAM, Patrick Joeeph.. .. .. 
MARKS. Elijah Caleb Job . . . . • . 
MASON. Regiuald John . . . . " 
MASTER Drapers AasoCia.tiOD, Victori&n .. 
MATTIE. WaIter .. .. .. .. 
MELBOURNE Economic Research Society " 

,. Philharmonic Society . . . . 
.. Symphony Orchestra . . . • 
.. Wa.rehotUemens Asaocia.tion " 

MELVILLE, Arthar George.. .. .. 
MERCHANTS Aeaoeiation, VICtorian • • • • 
METALS Aoeooiation, Auot..w.1l lliueo ODd .• 

679 
2,490 

659 

167' 

143 

689 

679 

700 

605 
605 

1662,8938 

775 
1113.~ 

2859 
1662 

2098 

2331 

594, 958 

2844, 2859, 
3242 

3404 
3404 

495,955, 
! USlO,2272 

• 3138 
1113. 2844, 

28D9 

775 

1427 

2341 

1267 
2712., 
3150 
460 

989 
1427 

3260. 3327 
2331 

2000, 3572A 
2312 ... 2324 

2324 
191~. 3527 

1974.3527 
989.1202 

369 

747 

, 

84.7 

7A,m 

474 
830 

907 

98 

5,752 

110 

535 

78 

907 

1 

1 

.. 

.. 

.'. 

601 

-
646,711 

268 



LlllT o. WITHESS .. .s AND AsSOCIATIONS, ET"., REPlIBSENTBD BY WITNESSB&--COfIIitWOd. 

"M1o.uteI 01 BTJd.ence....-Pap 
WItDBDell. 

B,dDq. .... b ....... Brllbana. AdolaJde. Pefth. """'...... I Bo ...... 

MIDLAND RailW&Y Comp&ny of WeatMn A_ . . . . . . .. 892 .. 729, .. .. 
747 

MILLER, Sir Doniaon, LO.M.G. .. .. 882 .. .. .. .. .. .. .. &abort DunolltD .. .. 779 .. .. .. .. .. .. . 
MILL-OWNERS Assocmtion. Victorian .. .. 2095 .. .. .. .. .. 
MILLS. HoD. William George J&m ... M.L.O. .. I •.. .. .. 291 .. .. . . 
MINERS Federation . . .. .. 711 .. .. .. .. .. .. 
MINES &Dd Metala Association; AuatmJiau. .. .. 989. 1202 .. .. .. .. .. 
MINES, Chamber of, KaJgoorlie .. .. .. .. .. .. 174 .. .. 
MINING AsBOcia.tion of Western Australia .. .. .. .. .. .. 3,.4,60 .. 
MIRAMS. Hugh Nol'Dl&D. Heywood .. .. .. 1202 .. .. .. .. .. 
MORGAN. David .. .. .. .. .. 887 .. .. .. .. .. 
MORLEY. George Jamea .. .. .. .. .. .. 491 .. .. .. 
MORTLOCK. Harold John .. .. .. .. .. .. .. 458 .. .. 
MUIRHEAD, Jamea Atkin . 813 .. .. .. .. .. .. .. .. 
MUN1ClP AL Assooio.tioD. of Victoria .. .. .. 27SO .. .. .. . , .. .. Counoii, C1arena. .. .. .. .. .. .. . . . .. 283 

MORCOTr. Edw~ 
Longford .. .. .. .. .. .. .. .. 268 

,. .. .. .. .. .. .. .. 729 .. 
MURDOOH. HoD. J ..... M.L.O. .. .. .. .. .. .. .. .. 283 
MURPHY.Re&d ,. .. .. .. .. 1625 .. .. .. .. .. 
MUSICAL Sooiety of Victoria •• .. .. .. 3138.3146 .. .. .. .. .. 

Mo 

MoILWRICK. William Matthew .. .. .. 3H2 .. .. .. .. .. 
MoINNEB. John Stew"," .. .. .. .. .. 355.357 .. .. .. .. 
MoMASTER, Colin Jamea .. .. .. 819 .. .. .. .. .. .. 
MoNEIL, J.m .. A1e ..... der .. .. .. .. 2728 .. .. .. .. .. 

N. 

NANKIVELL, Thom .. .. .. .. .. .. .. .. 769.808 .. .. 
NATIONAL Union .. .. .. .. .. 989, 1903 355 ·300 .. .. .. 
NICHOLLS, HoIl. Hubed; Al&n. M.L.C. .. .. .. .. .. .. .. .. 303 
NIXON. Edwin Vandervord .. .. .. .. 989.1903 .. .. .. .. ... 

O. 

O'DONNELL. Ch.."l .. .. .. .. .. .. .. .. .. 75,85 .. 
OEHR. Rudolpb John .. .. .. .. 2312A .. .. .. .. .. 
OGDEN, Jamea Erneat. .. .. .. .. .. .. .. .. .. SOl 
O'KEEFE, Daniel .&de .. .. 738 .. .. .. .. .. ." ORCHF...8TRA, Melbourne Symphony .. .. .. 2324 . .. .. .. .. .. 
OUTHWAITE, Aliok Hugh .. .. .. .. 1974.3527 .. .. .. .. ... 
OVERHEU, ~'rodcriok Cbe.r1 .... .. .. .. .. .. .. 433 .. ... 
OWEN. Edgor Theodo," .. .. .. .. .. .. .. 1015 .. .. 

P. 

PARLIAMENTARY L&bour Party .. .. .. .. .. .. .. 601 
PASTORALlSTS AE\8ooiation of Western Australia .. .. .. .. 759, 806 .. ... .. Wostern AUBtr&1i& .. .. .. .. .. .. 433 .. , . .. 
PF.NNY, John Cum"" .. .. .. .. 808 .. .. .. .. 
P~]RMANENT Tru.te. Co. Ltd. .. .. 239 .. .. .. .. 
P!;RPETUAI.1'ru,'" Co. Ltd. .. .. 167,644 .. .. .. .. .. .. 
PHILHARMONIC Society, Melbourne .. .. .. 2312.2324 .. .. .. .. · . PIKE. Georga H~rbtu-t .. .. .. 804 .. .. .. .. .. .. 
POLLARD. Percy George .. .. .. .. .. .. .. .. .. 4H 
POWELL, Stdney .. .. .. .. .. .. .. 300 .. .. .. 
PRATI'. Am roae •• .. .. .. .. 775 .. .. .. .. .. 
PRIMARY Producers .. .. .. .. 330, 554 .. .. .. 883 .. 423 
PR[NGLE. PeJ'(lival John .. .. .. .. 1385,1680 . , .. .. .. .' . 
PRITCHARD. Georgo Henry •• .. ., .. . . 480 .. .. .. -PROTECTION Loague, AUB'.roli"" InduBtri .. .. .. 775 .. .. .. .. -

Q. 

Quli:ENSLAND Tro ..... Ltd. .. .. .. .. 3,IM .. .. .. -
11. 

RACING Club, \'i.lori. .. . . .. 2824,2858 .. .. .. .. .. 
Rl<~ALTY Development Co. .. .. .. ... 808 .. .. .. · . R}O;[)PATH. Hed.1,-,y Norman .. .. .. .. 2098 .. .. .. .. .. 
RE...,KARCH Rooiety. Melbourne. F.conG'mic .. 2OGO. .. .. .. .. . . 

3iJ72.\ 
RlenARD.~ON. "111'1 Hon. Hol'lu'f'I Fr~mk. M.I .. C ... .. 27KO .. .. .. .. .. 
RINOWOnn. ArLhur Eme..~t. .. .. .. .. 3318 .. .. .. .. .. 
R01HNSON, Htlnrv .. .. .. .. .. SH8 .. .. .. .. .. 
U.OGERS, WilUfl.Iu' FOIte!, .. .. .. .. 2806 .. ., .. .. · . ROSE, Frank WiUia.m .. .. .. .. . , .. 1 .. .. .. 
ROSS. Pro!eaaor Alexander Devid .. .. .. .. .. 904 .. , .. 
ItOWE, Henry ElIis •• .. .' .. .. 1178 

I .. .. . . .. ._\ .... 
RUBlCON Lun,b"r &nd Tram_y Co. Ltd. .. .. . '3112 .. .. . . .. .. 
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S. 

SIUNN, ProIeoeo. Edw&rd Owe. Giblln 
SHOOBRlDOE, William Ebencze' ., 
SIEVERS, Edw&rd Johruon .. .. 
SIMMONS Matth ... Wilk.. . . . . 
SINGLE Tu League of South AlIstr&lia 

Victoria. .. ., n " 
SKY, Frederl.k Mo .. e .. , • . • 
SLEEMAN, Herbert Ri.b.rd . . . . • . 
SMITH, LoA •• •• •• •. 
SMITH, Ricb&rd WilliaUl . . • • • . 
SOCIETY, Co .. t&l Formers Co-operativ<> •• 

" Melboume Eoonomio Re.sea.roh .. 
11 "Philharmo!lio. . . . 
•• Musical. of Victoria . . . . 
,. Rochd&le Co.operative Wholesale . . 
n TMmaa.i&n JAw . . • • . . 
n West Wallsend Co·operatlve .. .. 

SPRY. Frederick WiUiam • . . . •. 
STATE ColllllliMionerof t_tion, No .. South Wol .. 

n I) ,0 Queensland .. 
SoothA_lla 
Western A .. • 

tr&lia 

.. .. .. .. .. .. 
,. " It Tuma.nia .. 
.. .. ., Victoria .. 

8TATiSTlCUN. T .. manian Government .. 
STEPHEN, Arth .. Winhurn - . . . 
STOCli-OWNERB Asooei&tion of New Sooth Wales 

It "South Australian 
J) "Tasma.nia.n Fa.rDJ,el"8 

and 
STOREKEEl'ERS and Traders Association. Vic

toria 
STUART. _.It WiIliam 
SYDNEY and Suburban Timber Merchant.. Aao· 

oIatlO'll 

T. 

TAXATlON Standing Committee .. .. 
TAXPAYERS Asaooiation of Queeual&nd .. 

" " Victoria •. 
" .. Westem Australia. .. 
. and Property·owners Asaoci&tiOD .. 

THOMPSON, Gilbert Edg.... .. .. 
., Stepben Percy, itA., LL.M .. 

THOMBON. John, M.L.A. .. '.. .. 
,. William Thomae .. . . . . 

TD!BElt Merchant.. Association. Sydney &Dd Sub· 
urban 

TRADES &Del Labour Counoil •• 
" HaU. Ballarat 
" ,t Melboume 

TROY, MichQel Fra.ncis 
TRUSTEE and Agency Co. of South Australia, 

Execmtor 
TRUSTEES, Exccuto .... and Agency Co. Ltd .• Bal. 

lar&t 
TRUSTEE and Executor Compa.ui.. • • 

TRUSTEES Limited, Q ... n,land 
TRUSTEE Oo",_y Ltd.. Perm&n<llt •• 

, _." Perpetual 
TURF Club, Victoria.n Amateur 
TW EED River Fruit-grow'''' .. 

U . 

• UNION. National •. 
to Pr.ima.ry Producen . . 
" Viotorian J'a.n:aera . . 

Ul!IlTED CaDe-growen AlIOOciatioD .. 

Sydney. Melboutne. Dd,baDc. Adelaide. 

320, 392 

330 

637 

700 

700 

360 

203,200 
83 

79iA 

79iA 

167,239, 
644 

239 
167.644 

1427 

2824.2808 

2060,3572. 
2312A,2324 
3138.3146 

1552.3938 

2877.3946 

2331 

989. 1903 

478. 1204 

1204 

1343,3610 

23il 

2761 

495,965. 
1610.2272 

2824. 2858 

989 

594 

639,9112 

486 

355 
3.75B 

3.154 

3.154 

486 

Uti 

196 

196 

300 

4\3 

81 

81 

.. I 

Pert.b. I Kalaoorlil'" Hobart. 

1126 

217. 

2114.950 
1037 

876 

.. 

.. 

1I10,3!14 

6-111, fll 

· . 

.. .. 
• • 

115.,748 

323 

.. 

• • 

.. .. .. 

.. .. 

-. .. 

,. 



LIST OF WITNESBF.<.; AND A.';;,!WCfATlqfls, BTQ., USraK.<:;ENTED BY WITNESSES--continued. 

WltOClWa, 

V. 

ER.GENERAL 
'R, Go\'crnmunt 
Ity, Arthur 

VAI,U 
VALUE 
VlCKE 
V IurO RIA Amo.teur Turf rIub 

Racing Club 

.. .. .. .. .. .. .. 

.. .. 
Vl(rl~o RIAN Butter FacfioriPIJ Co-opern.tive 

.. ""ny Lld. 
Chamoor of Manufactures .. l~mployers Federatjon .. .. Farmers Union .. .. H&rdware Aasociation .. .. Master Drapers AasocW.tion .. Mert'hants Associa.tion .. 

-' 
.. .. .. 
.. 
.. 

('.om-

.. .. .. .. .. 

.. .. Milk Producel'S and Retail Dn.irymens 
Associo.tiQn .. 'MiIl.owners ABSociation .. .. .. ProduoOl'8 Co·operativo Compony 
Lt<!. .. Storckoepel'l and Traden Auociation 

W. 

EU~. Hon, Thomas, M.L.C. .. .. 
ON, Edmllnd .. .. .. 
HOllSlmF.N'H A8sociBtion, M('.lbourne .. 
H, Ernoot WilIiam .. .. .. .. .. 

WAnn 
WALT 
WARE 
WAUO 
WEW 
WF.sTE 

ON, Robert McIntyre .. 
, RN District Faetories Co.operative Produce 
any Ltd. 
Wo.lIscmd Co·opernth·e Society 

Comp 
W88T 
WHlD 
WHITE 
WHITE 

DON, Willil~m Henry 
" Stn.nley MoKellar 
"LY, 

NO, WHIT! 
WIGN. 
WILLI 

ALL, 
AMS, 

John }?ro.ncia 

Robert WiIliam 
William Miller 
Albert Edwa.rd 
John NioholB.8 

.. .. .. 

.. .. .. .. 
wuiiA 
WILLI 
WII..80 
WII.~O 
WINTO 
WRIm 
WYL~; 

MSON, Emest Woolmer 
S. Albert Cluulea .. 
N, Alexa.nu0l' WiIliam .. 
N, JR.mes .. .. 
N, Ht'rbert Anthony .. 

iT, H""'J' .. .. 
S. 'l'homlUJ Androw .. 

Y. 

YARW OOD. Frank Nelson .. 
Z. 

N. A1berlo .. .. 

.. .. .. .. .. .. .. .. 
.. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. 

.. .. 

.. .. 

'Hloutl38 or Evldcooo-PagTIs. 

Sydrn..y, MclboUl'llc. BrlRbADO. Adelaide, Pe>lli. KalgoorUe, 

r- ~ 

8!lO, 911! .. . , .. .. .. 
613 .. .. .. .. .. 
763 .. .. .. .. .. .. 2S24,2S58 .. .. .. .. 

• W4.~1I .. .. .. .. .. .. 91. .. .. .. .. 
.. 989 .. .. .. .. .. 1178 .. .. .. .. .. - .. .. .. .. .. ID74,3Ji27 . . .. .. .. .. 1331 .. " .. .. .. 1974.3527 .. .. .. .. .. 1401 .. .. .. .. 
.. 2095 .. .. .. .. .. 2712.,3160 .. .. .. .. 
. , 9831 .. . , .. .. 

495 .. " .. .. .. .. 3125 .. .. .. .. .. 1974,3527 .. .. .. .. .. .. .. .. 759. S06 .. .. 2877,39" .. .. .. .. 
.. 91. .. .. .. .. 
700 .. .. .. .. .. 
3110 .. .. .. .. .. .. .. 814 .. .. .. .. .. .. .. "3, n84, .. 

846 
428 .. .. .. .. .. 
.. 1401 .. .. .. .. .. 549 , . .. .. .. .. 582 .. .. .. .. .. .. .. 81 .. . , 
711 .. .. .. .. .. .. 914 .. .. .. .. .. 2190,2303 .. .. .. .. 

I 
.. 478 .. .. .. .. .. .. 928 .. .. .. 
.. .. .. 121 .. .. 

239.668 .. .. .. .. .. 

.. 2324.3146 .. .. .. .. 
. . . 

, Bvldnoe uotIprJoted. 

Hobart. 

." .. 

.. .. .. .. 

.. .. .. .. .. .. .. 

.. .. 

.. 

.. 
, . .. .. .. .. 
.. .. 
, . .. 
.. .. .. .. .. .. .. .. .. .. .. 

, . 

-



APPENDIX No~2. 

Q0B8TIONNAlBB TO T.lXATION CoIDOSSIONEa.'. 

The Commission will be glad to have answers to the following questions:-

1. DelimilatWn of Sp]."." of Taxation betw .... tM Oommonvealth mad Slat .. :-
Is such a delimitation-la) practicable; and (b). ~esirable as a ~eans of preventing duplication and e"pens. I 
If so, what forms of taxation should, In your 0plwon, be exclu.lvely reserved to the re.pective authorities I 

Z. Har11lOIlizatiun of Oommonwealth and StaU Taxat;un:-
Apart from apportionment of taxes, what aotion do yon consider most appropriate to bring about harmouiaation , 

S. As part of the preceding qnestion :-
(1) Would uniform legis~!i0n be required before the adoption ,?f uniform returns , 
(2) Under existing conditions, how could forms of return be 8lmplified ! . 
(3) Do you favour the use by Commonwealth, and State of separate forms, euitable for

(a) Salary and wage earners; 
(b) Farme .. ; • 
(c) Ordinary traders. . 

(4) Do yon favour deduction by emplOyers of tax from weekly wages and payment of the tax by means of stamps' 
,. Differemiation in Rates between Income ckrived from Personal Eurtion and IfICfJlne from Property :

(1) Is differentiation justifiable! 
(2) Do vou regard the present degree of differentiation in the Federal Income Tax reaaonablc ! 
(3) Do you favour the British ~ystem ~lDde~ which beyond a certain point of income a super tax nat differing 

acc()Td1:ng to the sourc,e of Income tC lemed '! 
(4) In this connexion. will you compare the methods adopted under the Act. of New Z""lano, lhe severnl 

Australian States, and those of any other country with which you m"y be familiar! 
(5) Would you recommend some other method, e.g., the Italian method of ChL .... ification into- . 

(a) Personal exertion; 
(b) Business pront : 
(c) Property. 

5. GraduaHtm of Tax:- . 
(1) Should the tax be proportional or graduated ! 
(2.) .~ssurning the retention ".f the principle of.graduation, should the Commonwealth .y.tp,m 01 oBI<'Illatinl'l the 

tu be retained, or a mmpler form substituted ! 
(3) What is the nature of the scale under the Income Tax Law of your State 1 
(4) Have you any suggestions to make as to the range of the graduation, both as to its beginning, steepn ... , 

and hi~hest limit in respect of rate, and in respect of in.om. to ",hich suth limit .ho"ld ~pply I 
(5) Should the rates and incidenoe of Income Tax be modified, or regulated by re880n of the incidence of other 

taxes, e.g., Customs duties, Excise Duties, Land Tax, Estate Duties, &c. f 
(6) If your answer be "yes," on what principll'" and by what rules should such modification or regulation be 

determmed ! 
6. Double Income'Tax:-

(1) Would you recommend adoption of the scheme recommended by the British Royal Commission, which 
involves relief by the Uuited Kingdom up to " certain point, and the granting of any further relief by the 
Dominion or State authorities! 

(2) In this conuexion should income derived from sources outside AUHtralia be taxed in th,' hands of an Australian 
resident 1 . 

(3) Having regard to the extension of commercial en~rprise and the fact that persons, naturnl and juri.tic, have 
interests in and derive income from many parts of the Realm, what method should be adopted to 
distribute the tax equitably .. s between constitnent States and Dominions 1 

(4) What steps, if any, should be taken to prevent double taxation as between the Australian Stat,·s in respect 
of the same income 1 

7. ProfiJ.s resulting from the Export of Goods :-
(1) Should income be assessed on the basis of f.o.b. prices in Australia, or 
(2) On parity values in Australia at the date when goods are shipped, or 
(3) On the price realized when the goods are sold abroad, or 
(4) In some other way 1 
(5) How should losses resulting from sale abroad of exported goods be treated 1 

15. Ta;cat;(}n at the Source :-
(1) Is taxation at the source practised under the Acts of your State! 
(2) If so, what led to the adoption of that method! 
(3) What is the Company rate, and what i. the highest individual rate! 
(4) Where the Company is taxed upon dividends, is the amount of dividend taken into ac"ount for the purpose 

of determining the rate payable by a shareholder 1 
(5) Does the State system of taxation at the source relate to dividends only, or, •. g., to Interest rents salaries, 

&c.1 .' , 

(6) Where the Company rate differs from the rate /Lt which an individual shareholJer is liable i. there a provision 
b~~_l" , 

(7) Do you favour-
(a) Taxation of the Company without adjustment to individual .hareholdc,., or. 
(b) A system of adjustment! 



xi . " ,,\' 

9. Liv4 SIocIo-NatfJl'alI_ .. IW PurcAastd S~:-
(1) What methods do you follow in dealing with this subject for the purposes of Income Tax , 
(2) Would you, from your .xperience, recomm.nd any other m.thod , 

10. Shipping Busi"", ... trlUUng boyond .Australia :-' 
. On what basis are incomes of th.s. buain ... e~ ta.xed ? 

11. 1_ of Beneficia';" under a WiU or Sel!lemerot :-
(I) Is such income cl .... ified a. incon1e from porsono.! exertion j 
(2) la such income taxable agaill8t tb. benefioiary as inoome from personal exertion or incomo from property, in 

accordance with ita origiD, or is it taxed otherwise 1 
(3) Under what circumstauces, if any, ia tI 'frustee liabl. to tax 1 

12. Leas .. , or transfer of Leas .. :-
(1) Ar. premiums for leases or transf.r of leasea taxabl. und.r the State Act' 
(2) If so, ...... th.y charg.d at prop.rty rate j 
(3) What deductions, if any, are mad. to :-

(a) Th. payer; 
(b) Th. transferee; 

(4) Is there any reason why the gain on an occasional realization of a lease should be taxable, when similar 
gain on the realization of freehold land is not taxable under the Federal Income Tax Act.! 

13. Ruiden.ce oumed by Ta:r;payer :-
(1) Is a percentage of the capital value a .. essed to Income Tax j 
(2) If ao, what deductions, if any, are allowed j 
(3) What percentage of the capito.! value is the basis of taxation j 
(4) What ia your practice in reference to • taxpayer who owns and maintains Ior his own occupation more than 

one residence 1 . 

14. Wasli·ng A8"'~, Ooal Mines, F,anclli"s, Delegaled R.g/IIS. etc. :
What, if any, are" the special deductions allowed in the80 cases 1 

1Ii. Tax1rtre Securities :-
To what extent in your case is the revenue affected by the Tax-free securities issued

(a) By Common\Vealth or State Governments; 
(b) By Companies ! 

In the latter case should Companies be prohibited from issuing Bucurities free of tax' ('l'Jlis is done in the State 
of New York.) 

16. Undistributed Profits:-
(1) In your opinion is it desirable in the interests of production that undistributed profits, if retained and used 

in the buain ... , should be-
(a) Wholly exempt from taxation; or, 
(b) Partially .xempt 1 

(2) If you favour portio.! exemption; what percentage of the rate charged upon dividends should be imposed? 
(3) Can you auggest a method for extending the principle of toto.! or partial exemption of undistributed profits 

to-
(a) Partnerships; 
(b) Individual buainess; and, 
(c) Invested sav!ngs of other taxpayers! 

17. A"..."ging of Income over a torm ofy_sfor purpases of l1100me TQ3::-
(1) Do you favour adoption of a system of averaging over a term of "y, I; years, or any other period! 
(2) If so, do you think the system should be confined to primary producers, Or b. open to any taxpayer who 

eleots to take advantage of it 1. 
(3) If the syatem b. adopted, should it b. obligatory upon any section or aections of ta.xpayers ! 
(4) If av.raging be adopted, should the average be taken over & p.riod of past years, or begin from & date to b. 

fixed_y the beginning of the next ta.x year! 
(ll) Can you form an estimate of the revenue effeot in your State of the adoption of the averaging system. 

. Illustrat.e by examples tak.n at random from the aotual returns of primary producers. 
(6) Assuming that a reduction in revenue would result, should the 1088 b. borne by Income Tax revenue, or be 

charged to general revenue , 
(7) How should the averaging oyotem b. applied :-

(a) To adjust tran .. ctiona with an outgoing taxpayer where a business changes hands; 
(b) In dealing with the incoming taxpayer; 
(c) In dealing with a n.w buainess, the owner of which has no .. paat years" , 

(8) In your answers to qu .. tion 17 have you had in vi.w :-
(a) Th. averaging of the total incom. of the taxpayer, or, 
(b) Th. averaging of the income from any on. business, of which h. may be the owner, as •. g., in the case 

of a pastoralist who is also a m.rchant t 

18. Selting of Lass", against Profits :-
(1) As an a1ternativ. to the averagmgsystom, would it b. preferabl.,!rem the point of view .itherofadmilllBtration 

or of .quity, to allow a set 011 of loss .. against profita of 8ueceeding years , 
(2) Pi .... ~u .. thi8 method OD the lin .. , so far as they are appliCl\ble, of the questione ~8ked with r .. peet to 

av.r .. gw~. . 



19. ClVf1Jol Profi/~:-
(I) .Ire CMuall""Ot. Iift"l. t<l Ineome 1' .. in :011' !It<,t~' 
(2) How ar'~ ca. .. ual prolits d(~lin~'"<J ! 

20. BOnlt3 S/,arcs ;-
For taxation purpos('s, how do you treat bonus Rhare~ ::- • 

(a) Distrihuted on the h ... i, of .o·called profit.s arISIng out of the re· valuatIOn of fixed """eta i 
(0) Bas~d on prolits arising frolU the sale of fix~d 8sseu ; 
(c) Based on the capitalizat.ion 01 undistributed profit. , 

21. Exr.mpfl~ms ami Deductions:-
(I) In your opinion could the Commonwealth and Rtates s"itably agree "pon :

(a) Amount of the general exemptIOn; 
(b) Deductions for dependent chIldren; 
(c) Other .xemptions and deduction. ! 

(2) 8hould the deductions mentioned in (I) appl~ to all taxab!e incomes irr •• proth·. of nIDemri!! 
(3) On what principle should the. general exemptIOn be determmed '. . . 
U) Do you consider the deductIOn on account of charitable contrlbutlOO •• ho"ld be :-(n). Aboll.hed, or (/,) 

Increased or reduced, or (c) Treated in the method indicated in sub·clause (2). 
(j) In the case 01 conce .. iooal deductions, i.e., deductions not in the nature of 10 .... or outgoings incurred in 

gainin" according to the rate applicable to·the taxpayers net income, with a view to greater equity, 
would "you recommend in lieu of a deduction from the taxpayer's net income a deduction of an amount 
calculated at the starting rate of the tax ! 

(6) Do you consider the present Commonwealth and State rates of exemption applicable to marri,'d and single 
persons respectively, equitable! 

(7) For the last tax year what were the totals of :
(a) Concessional deductions allowed ; 
(b) All deductions allowed ! 

(R) (a) What percentages of the total concessional deductions allowed were attributable to allowances on aeoount 
01:-

(i) Children; 
(ii) Life insurance premiums j 

(iii) Rates and tax ... 
(b) Do you rega.rd rates and tax('..8 as a concessional deJuction t 

(fI) Wha.t deductions are allowed in your State to Companies on account of :
(a) Rates and taxes ; 
(b) All other deductions! 

22. Dep,.eciatw..:-
(1) What is your practioe &8 to depreciation! 
(2) Do you publish rates of allowance! 
(:J) In your opinion should allowance be made for depreciation or wastage for wear and ""ar 01 :

(a) Buildings; 
(h) Fencing; 
(c) Tan"" and dams ; 
(d) Suckering and scrubbing; 
(c) Expiry of leases! 

23. Co·op"at;ve Societi ... :-
Are such Societies treated for purposes o~ Income Tax in the same way as Limited Liability Companies! 

24. Corporation Tax :-
If necessary for revenue purposes, would you favour 88 a substitute for an Excess Profit. Tax :-

(I) A proposal to impose a corporation tax on the Briti.h lines of say, Is. in the £ OD the profit. and income 
of concerns with liIuited liability and engaged in trading or similar transaction.! (Sec Speech by 
the British Chancellor on making the Financial Statement, 19th April, 1920.) 

(2) Any other method ! 
25. D .. tmtra/izaJw..:-

(1) Axe offioors deputed to visit country centres fat the purpose of:-
(a) Assisting taxpayers; . 
(b) Making investigations! 

(2) If .0, should this system be continued and extended , 
26. Datp., and Method of Payment of Ta:us :-

(1) A. a means of relieving taxpayers, could practical working arrangement. he mM" between the ('ommonwealth 
and the States a~ to the dates of payment of tax !. , 

(2) Should payment bYID.talments be allowed, and if 80, on what basis 1 
(3) J;Ias the Commi.sionor power. under your Act, acting on his own discretion. to extend time for pnyment 1 
(4) Should one date be selected on whlCb Federal Inaomo Tax in practicnUy all Cases would L. payable 1 

27. Delay in Payment of A .. essed Tax:-

Where some fine or penalty is imposed for failure to pay the tax within the prescribed period. ohould s"eh I,enalty 
be:-

(a) A fixed amount, or 
(b) A percentage of the tax, or 
(c) Interest at a fixed annual rate ~ 



21i. O/iedinnR to A ..... menl :-
(I) In your St.te have taxpayers Ir.e access to the Col11mi •• ioner for purposes ol ~:sculISing o~ie.tions belore 

t.aking any fonnal action by way of appeal. 
(~) Is it the practice for the case of both the )}epartment and the tax payor to b. fully an4 frankly disclcsed 1 

29. AppeflZ" &-c.:-
(I) In your State to what trib"nals may taxpay6l'll .. pp~allroQl the Oommissioner'. d •• isiOll I 
(2) I. there any complaint:- , 

(a) That appeals are too costlr.' or . 
(b) Than"er. is too IDuch de ay in obtaining finald.cision8 ! 

(~). Is tbOTe any demAnd for the constit'ltJon·of. Board to .. hleh taX/lllyel'll !nlgh~ "pp"alhl lien 6f going to a 
Court ! 

(4) If IlOm. luch Board ill lavored, how .hould it be oOll8titutod I 
(5) ·To what extent should the decisions of the Board.be final I 

30. Relief PM'isio ... :-
What provision., ';{ any; are thQre in the Acts of your State tor affording reliet /ronitllif, toilll or partial, IQ cas.s 

where hardship would rcoult from enforcement of coll~tioll !.' ..' 

SI. E,'asion of T(J(I; :-
Have you reasOn lor thinking that evasion is largely practised DY~ 

(a) Neglecting to furnish Returns; . 
(b) Withholding of infOrln&tion or f .... ifioatioD of 6gurll.ubmltllod j 
(c) Any other methods! . -

32. AY!pcgalion of 1_..". H ... band and Wife:-
Should the income of husband and wife be aggregated for tncome TalC pu~pos .. , .. Is done In the Unit~ KIngdom' 

33. l\11at i. the oast of collection of Income Tax i.n your State :-

(a) Per .. ssessment ; 
(b) Per £100 collected 1 

34. Can you furnish statistics extending over a period of say, ten years, showing partloul .... of tax "let out in Federal 
Statement, copy attached. 

35. (a) Are Ordinances or General Orders, or Offio. Orde ... (by whntev!!t name kho",nl I~.u.d for gllidanee of the 
foliaft', in whioh the,.. are cil'<'ulated the oriniono of ()roWD Law offio ... "" Int.orptotation olthe Act, and Jltdgmenta 
of the Conrtof other l'U1.! , 

(b), Are these made available to the public 1 If so, on what conditions 1 If not, is there any reason why they 
.hould not be made available! 

36. (a) I. an annuity which has been purehased with cAsh by or for the annuitant taxable as income to the full value 
in the ye .. r in which such annuity is received ! 

(b) If taxable, i. it talcable as income from persona.! exertion or income from property! 

.S7. Oomposit. IfICOITUJ:- . . . , 
(1) Should Composit" Income be dealt with as in the Third Schedule of the Federal Income Tax A .. eslmont 

Act' . 
(2) If not, have you any suggestJons to make as to the treatment of Composite Incomes ! 

38. Reduclion of R ........ by proposed A.."ndmetil8:-
Where, on the ground of equity, amendments are suggested which would have the eflect of reducing reve.nu., how 

should such reduction be made good! . 

S9. DijJerf1IC<!' between Oommonwea1tl. and State Law and Pract~:-
Please comment on any outstandingdifleren""" betweenthelnCOllll!Tax law and practice of you: State and that 

of the Commonwealth. 

Land Taz;:-
1. For purpo.es of Land Tax, haa valuation been made of all the land in the State j 

2. To what extent are the State valuation. adopted by local authorities ! 
3. What fee is charged to local authorities 1 
4. Are the State va.!uation8 aceeasibl. to the, public! 

5. What fee is charged to the public for certified oopy of valuation of any land f 
6. Is the valuation register largely resorted to by the public 1 
7. Ha. the existenoe 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, Federai and State. If so, under what control 
should this be 1 •. g., should it be under-

(a) State control, as in the New South Walea Valuer-General's system; or 
(b) Entirely- under Federa.! control; or 
(c) Under Fed.ralllontrol to the extont only of a general supervision for the purpose of securingas!at 
. a. possible unity of method and elimination of the personal equation. 

9. What period is allowed UDder y01\1' Act within which an amended ........ ment may be L •• ued !. 
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10. ValuGlioft 0/ IIfIp'oMMflll:-
Cl) Do the definitions iD your Act oorrespond with thOle in the Federal Act , 
(2) If a di1ference exista, doee that di1ference prejudice the adoption of Federal valuatiolll for State purpoeee. 
(3) Would it be-{a) just; and (b) duirable to exclude non-YlIible improvemente ! 

11. Ufl~ VaIue:-
In Campbell'. caae, Mr. Justice Rich luggeated that the definition be put OD a practical buil instead of a 

hypbthetical basis. How oould this beat be effected t 
12. What directions are given to valuen for taxation purpoaea I Please produce copy of instruotions, if any. 
13. Will you compare the provisions of the Stata Land Tax Act relating to 'joint-ownell with the provioiulII of the 

Commonwealth Act. 
14. Cl) Should a tribunal in the nature of a BOIIld of Appeal be oonstituted with power to determine mattellindi.pute 

between the Department and the taxpayer; 
(2) How ahould 8uch a tribunal be oonstituted I 

15. What provision, if any, is made for relief of a taxpayer in a oaae where payment of tu: involves hardship 1 . ,. -
16. What is the position of Leaaeea (other than Crown Leeaees) UDder the State Act 1 
17. Oroum Leaselwlds :-

Should 8uch I • .asaboldll be aubject to Land Tax' If so, what .hould be the buil of valuation t 
18. Eumplion:-

la there in your opinion any justilioation for reducing the exemption of £5,000 in the. Federal Act t What 
exemption is allowed by the State Act I 

T..........." Taz and Let'!! on Wealtk:-
Among other fonns of taxation suggested to the Commission are ;-

(a) A Turn-over Tax, i.e., a tax at a percentage rate upon the price of all articl"" sold, tax to be paid at the 
time of purchase of goods ; 

(b) A levy on wealth; 
Pleas. exprees your opinion on the desirabilitY' or otherwiae of these suggestions from th. 

points of view-
(c) EconomY' principle; 
(d) Administration. 

Probate Dutw and other forms of IWrect Tazation:-
Where 8uch tention exists in your State, please give .. abort summary of the provision8 of each of the Acto and 

comment upon material points of di1ference, if any, between these Acta and correaponding Commonwealth Acta. 



APPENDIX No. 3. 

CONCEI'ISIONAL ALLOWA~lCES U~DER THE INCOME TAX ACTS OF THE COMMO~~ALTH AND ~TATES. 
CmLDREN. 

. 

QmlmoDWMltb. ' New 80nUl WaIeI. v_. Queenllaod. South A_tralla. W.t;em AllltnUa. ....... .... 
-

IftamN Taz AlUM. AeI No. 11/1912- I..."".. Tu Aa. (COMOlida4ed) AeI No. 1337/1918 (Sution 7). AeI No. 16/1007. AeI 32fl912. (R .... A ... ) 
(...., Ael1910-1918. Section 16 (1) (b). 1902-1920. Section 22 (m). Section 30 (10). SectiOll S (e). 
LSection)8~(I) (k).- (b) The oum of Nil Section 13 (v). (xiA.). If the net amount of the income (before ma.king the (10). A.um re_ (e) Every taxpayer, the taxable 

(k) The .um of Fifty pounds in re- (v) The a.mount of Twenty-six deduction provided for by subdivision si. of this seotion) does lOOting Twanty-m amount of whose income is under Three 
Twanty-m poundo in opeot of .... h ohild pounds in respect of each and not exceed Five hundred and fifty pounds and the aooonnt pounds for ea.oh hundrod and 6/ty pounds .haIl be 
reopeot of &&Oh cbild, who it wholly main~ ~ child of a taxpayer anti. ill the &OCOont of the taxpayer in bia 101e individua.l right ohild under the age entitled to 8. deduotion from the tax 
who ia under the age _ hy him and . y resident in Queensland and the t.axpayer is resident in South Australia. there shall of aiIteen years, re- payeble by him 01 Six ahiJUngo in 
of lizteen ye&rII at the who ill QIlder the age whOle net income does not ex- aIao be deduoted from the net amount of the income the aiding with and d&- respect 01 &&Ob ohild nndar ,he age nl 
beginning of the finan- of eighteen at the cood Eight hnndred pounda,' lum of Fifteen pounds in respect of every child of IUch pendent upon the lixteen ye&1'8 residing with and de. 
cial year in which the and of the year of under the age of sixteen ye&nl on ta.xpayer wbolly maintained by 8uch taxpak,er who wae taxpayet. pendent upon. such taxpayer. 
income wu received, income. the first day of the year in living and under the age of fifteen years a.t t oommenoe· No person ahaIl be entiUad to the 
wholly maint&in.ed by .mspeot of which the asaeS8lIl6nt ment of the period for which the income it oalouIa.ted. benefit of this proviaiOD unIeas he oIa.ima 
any tupayer who is is made, and who i. actually In thia Cbdivision the 8XpreBBion "ohild" inoludes • nob deduotion within thirty da.ya from 
DOt an absentee. dependent on the taxpayer; and 8tep-child, ut does not include a. ohild not ham in lawful the _ ~ the tax bainf,., demanded, 

Bee proviso to thia 8ub·section. wedlock, unI881 noh child has been legitimated under the and &100 lnrnisboa to the mmlBai ..... 
provisions of the .Lt.gitimalion. Ad 1898. Inch partioulara in IUpporl; of hit oJaim 

I .. the Commiuioner ma.y require. 

MAlNTENABOB 011 RELATIVES. 

COmmoInrtaIt.b. New South WaleI. V1ckIrIa. Q..-.... South A1lItralJa.. Weatem Auathlla. TaIm .... 
. 

-
ItIC<J11IO Tu Aa. (C<nI8OIidaI<d) 1902-1920. 

Section 13 (v),-Part. 

• 

Nil Nil Nil The a.mount of Twenty-m: poonds in respeot of the wife and each and Nil Nil NU 

- every relative by blood or maniage of a taxpa.yer ordinarily resident 
In Queeneland whose net'income does· not exceed Eight hundred pounds, 
if such wife or relative is wholly maintained by him ; 

The amount of Twenty-six pounds in respect of a female relative. 
whether by blood or ma.rriage or by adoption during ohildhood, of a 
taxpayer ordinarily resident in Qneenaland whose net income doe, not . 
exceed Eight hundred pounds, if such relative resides with him for the 
purpoee of caring for any ohild or adopted ohild of bi8 and is incapaeitated 
either by age or infirmity and has not an income of her own exceeding 
Twenty-five pounds per annum and is actually dependent 1)n him: 

Provided that if the net income of .. taxpa.yer ordina.rily resident in 
Queensland exceeds Eight hundred pounda the allowan088 to which he 
aba.ll be entitled under any of the provisiOIUI of th.iJ pa.ragre.ph shall be 
reduced by One pound for each Five poundi by which his net income 
exceeds Eight hundred pounds : 

Provided, further, that, in arriving at the net income of the taxpayer 
for the J;urpo&es of any of the provisioIUI of this paragraph, the amount 
of any duction which the taxpa.yer ma.y be entitled to under any of such 
proviaiOIUI lhaU be diaregarded. 

. , .. 



APPEllIDIX ~lo. 3-CONCE3Sl0NAL ALLOWANCES UNDE& THE INCOME TAX ACTS OF THE COMMONWEALTH J...'m STA.TES-conti"ued. 

Commonwealth. Now Booth WalH, 

-------~. 

Income Tal: Aues,,,
",e" Act 1015-1918. 

Section 19 (1}-{4). 

19"-(1.) In tlUH'lUO 

of " pAt'lJOn (other tha.n 
R company. an Q,b~n
i;e(., or R. pot'l'Ion who is 
Rot m&rri(".d "nd htwl 
no d£'prnda.nu) there 
Mhall bo dedllcttJd, in 
a.ddition to the sums 
Bot torth in tolle last 
preo~di 19 sootion, the 
sum ot On" hunurod 
a.nd fifty.aix pounds 
less lIlle pound for 
every 'fhree pounds by 
wb'~b the lDaeme ex.
OONls One hundrod a.ud 
fifty-six pounds. 

(2.) In tho c"'; oh 
per/!.on (not bell1S~ & 
company or ft.n abflOB
tee) who is not. married 
and hl\8 no d~pE'nd___ ""11 be d ... 

du8tlPK1. in addjt;;'oB to 
the lIams .et torUh 1_ 
.he .... ,,-~ ..... 
tioo, the IftII8: ftf One 
hun<bwl JlOU'Id' loa 
One pound fop 81"M'J 
Fivre ,onn"'- by .. ht~h 
Ute inGoffte eJHlil!lf!I'lt 
<Uno inmdrod ponnd& 

(3.) W.... !fie in· 
OOID.e oolWi.t. poartl1 
of iucOU\8 frum pe"" 
&Dnlll (OXI"rtiQIl and 
pM1ily ~ inootmo fnna. 
proporty ta. dMlnCoo 
tion Ilndor thta aC!I('lnOa 

ahn.1l 1>0 ml'lde kn the 
lint pllV'.t' frum t.he in
come from ptQ,lM:tny. 
and Whl\n t.he dodllCo
tion 6XCOOtt. ,hat. tn
oome t.be In0N8 "h"n 
be dwluoted from t.he 
inoome from. persnnbl 
~crijoD. .. 

Act 11/1912. 

Sootion 16 (I) (<I). 

16. (I) Except o.a 
hereinafter provided. 
the Commissione1'8 
sha.lI deduet. from the 
inoome of every 
prinei pal to. x:pa.yel\ 
not being a. oompany 
or a. taxpayer com
ing within the pro
vision.s of sel'f.ion 
nine*em of this Act. 
the moneys and ex
penses hereunder 
mentioned. aond the 
amount of income 
rema.ining afoot' sucb 
dedllotion shaH be 
the inoome on which 
tax shall be pay
able:-

(,,) Th. onm of 
Twohundrod 
and fifty 
pounas. 

vto~rla. 

Act 266&/1915. 

Section 17 (J). 

(j) Tbe Inoome ef 
every ta:s:payer not 
being a. oompatry 80 

fa.r only M we)llmi9 
inoome ~ the e"tent 
of One hunGJted and 
fifty pounda, Pr0-
vided however that 
the income oh~ 
a.ble wi,h tax dON 
not exceed the 8urn 
of Five hundred 
pounds. 

Section 26. 
26. In the assess

ment of the inoome 
of & tarpa.yer in his 
9016 individua.l right 
the exemption of 
One hundred Bnd 
fifty ponnds 88 in
this Aot provided 
.hoJl be dod .. tod 
from incom.e the prcr 
uuce of properti¥. but I 

if such inoome dODl 
not amount to One 
hundrod o.wI fif.y 
pound, the dHfeNBce 
or if there is no io.
come the produoe of 
property tho 0. the 
whole of t.he aaid 
Ono hundred and 
tifty ponnda of in
come abl\U bo de.
ductOO. from the lo· 
come from p6n101laJ. 
exertion. 

STATUTORY (GENERAL) EXEMPTION. 

QnecmeI .... 

Income '1'u Acts (Con.soZidaUd) 
190.:1-19;W. 

Sooti.n 7 (3), (iv), (a~ Bnd (6). 
(iv) l'",vided further ~ 

<IJ) A. JIOIWOD (aot being & oom- . 
p&ny ... an .b.en~) 
Wft088 net. inoome (WheiWll 
derived from pel'8OQll1 
e.urt.ten or from the Pft':
dl10e tJd prope.rty. or 
pa.rtJ.y fJ'Olll penoaa.1 eaet'
<ion aod portly bum .be 
,...,d... 01 pro~) 
during t.be yefV iD rospect 
of which the asseij8'J'Oent 
is rnwe. d088 not amount 
to more than £:.wO, shall 
not be liable to tax ; 

(b) With respect to any person 
(not being 8 oempany 01" 

a.n I~bsentee) .how net 
income (whether d£'rived 
from personal exertion or 
from the produce of pro
peony or pa.rtJy from 
porson&! e:Jtertioll. and 
PMtly loom t.b.e 
prodllOO of propertly) 
dw'ing the yoar iD .respect 
of wlttoh the IWII6S1WilUt 

Ut made, amouo.i11 &0 maN 
t.han £:lOO but. does nut 
amount to more than 
£1 .. UOU, a part. but nut 
excootliog .£200, of BUl'h 
Wl!OTUe abaU be 8.1.eW"t 
from tho tax, awl ah&.U 
not be doomO)d to be part. 
of the taublc income. 
The amount of such ex~ 
emption IIhl1l1 bt~ RlIC'et". 
t.o.ined aa follows :-'1'hc 
amount of noo shall boo 
exempt if the net income 
does not amount to more 
thG.n £:W3.. The n tnount 
of £J{l1l shaH be 6XNUpt 

if Ult'I RC.'It ilU'ome .. t:,it)4.. 

and t.hoRmount of U)(f"I1lP' 
tiou shall bo n.~tlcM bv 
£1 for OIU'h .u of n~ ill, 
cum~ in e1~ of l'..!6-t, eo 
that tbent shall not l.e 
any ~xelDption if the llf'lt 

AcI No. 1200/1111"

Section 22 {xi}.-Parl 

xi. I! the account 
iI th. IWCMInt of a 
taxpayer in his 8'01e 
individual right. 000 
hundred and fifty 
poundo ob"" be d .. 
ducted from the net 
... "unt of income 
the produce of ~ 
~y.batueuohi~ 
eeme does aot amount 
to One hundred Gnd 
fifty pounda. the 
difference shall be 
doduotod from tile 
inoome d~rived from 
peRonal exertion ; 
•. (under,"~ 
loo ... out 011 • • 

."). 

Provided that-
(a) no person who 

has bepn (nIt 

of the Stat.e 
for 'he twelve 
(",()nsecutin~ 

months cov
ered by the 
period -under 
assessment.ex

_ c~pt an ofti~er 
of, or penoo 
l'Ulployrd by, 
thft Rta.te 
whilst !IO pm
ployed out of 
the 8tatfo. 
elWl lJO en
titlf'd to a.ny 
dtMluction by 
W&y of uemp
hon from in
eome tax: 

(b) the proVi:tioDs 
of thi. B"~ 
divwun shall 
not apply to 
U\.e account or 
iO(,(lm(') ut lWl' 

tax payer ooiilg 
• company_ 

Ad No. 15/1907. 

Section 16 (1).
PrOVia08. 

Provided that if 
tbe .. income cbarge
aWe" from all 
lOurce8 of any pel'8on 
.hall not., in tbe year 
next preceding the 
yeat' o{ &8Iessment, 
exceed One hundred 
pounds. such income 
aho.U be exempt. from 
taxation: 

Provided also tha.t 
if the .< income 
charge&hl.e "1rom aJl 
sources of any potion 
who ~ married or haa 
• depeDdan'L shall 
not, in any year next 
preceding the year 
of IWJ888I8ment.,. N

ceed One hundred 
and fifty-si:< pound •• 
8uch income shall be 
exempt from t&x~ 
tion. 

Section ! (proviooJ of I 
of Act 25 of 1918 
(R.""'~ 

ProvidOd.1oo that. 
whe.:e the inoome 
Ww.rMeable !rum ..u. 
lOuroeII of ..... y tu
.-,er "'"ho .. IIl&fIo 
riocl or b3.11 .. de
ptmdent amount. to 
£ '.7. Anu no mun!'. 

the tax plly"ble by 
him shaD not ex('et'd 
One pound. 

• 

Provided that---. 

Ad 32/1912. (Raj .. Ad) 

Section 3 (iii).-Proviloa. 

(a) A person whose net income dnting the y~ar ending the 
thirtieth day of ,J\UU!I immf'diataly pl'l'o(1eding thf! yt"sr of 
888e881I1ent did not eXl"eoo the 8um 01-

(aa) Two hundred pounds if 8urh pel"ROn is a returned 
. soldier; or 

(lib) One hundred &nd 6.ftY-II-ix pounds if such person ia 
Dot a returned BOldier-

and who is a widower or widow haviDg a child under the 
age of sixteen yea.ra d~pendont upon him or hpr, or·w 
ma.rried. .huU not ~ lia.ble for the t.u : 

And that an unmarried person wh08f'l net income during 
the year ending the thirtieth day of June immediately 
preceding the year of IL88e8IJment did not exceed the aum 
of-

(cc) One hundred and fifty-six pounda. if such perlOn 
is a returned soldier; or 

(,(Jtl) One hwu.k4MI. aDd \went.y-fi,,·& pound., if alM)h 
porson W not Q, returned 801llier-

I!Ihall not be liable to the tax. 

Provided further th8.~ 
(b) Where the tanble amoon' of t.he income from aH ImUrl"f'IJ in 

any year of a. I't"tumoo l'Ioktier who I. a wido~ or widow 
having a cbild under the 0.10(0' of six:teen yeara tit-pendent 
upon him or her, or is m&rrit·d. f"1I.0N>da '!'wo hunrtred 
pounds, such returned sohHflf shall be f"nUtl"rt to a 
df"duct.ioD of ORe hnndr-ed and ftfty·gi" pound., It,.. ",a

of
y 

of exemption; and that where the taxable amt'lunt 
the income from an sources in an,. yea.r of ;1\ r'f'tllml'ff.1 
soldier, who it unma.rrioo. ex~da On~ 'mnrtt'N.1 .. Dd 
Afty-six poundt. lOch mturn.wl IOlrlif>r ahaU 00 t'!ntitied 
to a deduction of One hundl'f'd pounda by way of nemp
tioD; 

And that 'W00re th" tAXahle amount of elu> inHtuw of 
any [*l'8On (not being a retamed. Ii4Jldier or a compAny 
from nil It01lroell in any year is not ha"", t,ban Ont'! hund1'8d 
poaada. and it. lea8 th&Q hnr huad..d pollnjl~. floch 
pe.raua .ba11 br- entitled to" dNluctiOll by way Ql ,";(emp-o 
tion in accord"nee with thf" followin{f scale :--

'Whem tb(a tAxable 
.. ount of thf' 
inc.oml't is not And i3 ((OU th.an 
letlfl than 

£ ! 
lOO 110 
110 12.' 
I:?5 I;-.f) 
1[,0 2:,.. 
2.')0 3.-,0 
350 400 
400 and over 

~lu("inn" 
Jowl'd. 

£ 
7Q 
fill 
.'10 
.0 
:Ill 
~JO 

';iJ 

.1· 

~. 



(4.) I!ar the pur
poeea of d1is ~tiOD 
... income I~ means the 
inoome of & taxpa.yer 
after .uo"ing the cl&
ductiODll allowed by 
any other section of 
thil Act. 

income is £1.000. In de- I 8" alMJ eeetion 9 
ducting the amount of of 1337 of 1918 under 
such exemption the in- •• Lia.bility," U Ex~ 

come derived from per- eruptions - Active 
sonaJ exertion. if any, Service."' 
obell be first l'OIlOrted to. 

Su oUo aection 8 (proviso) 
under .. Tax-Rates of." 

.td 34/1912. (RaJa .teLl 

Section 3 (ili).-Part. 

Where the income of any such person (Including & returned 
soldier but not a. company) is derived pllftl, from busineM and 
partly from property the deduction allowed under uu. proviso 
shall be made from his income from buaiDcas. and if biB income from 
businesa is i.naufticient to allow him the fnll benefit of such deduction. 
then the balance of such deduction shall be made from his inCOpt8 
from property. 

This proviso sha.ll not apply 1.0 any income receivable by any 
person 88 a prize in any lottery authorized by law in Taemania. but 
all 8uch income Iball be liable tctaxation without any 8J:cmption 
whahK)ever. 

• 
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COMMONWEALTH OF AUSTRALIA. 

SECOND HEPORrr OF rrHE CO~I~IISSIONERS, 

To His Excellency the Right Honorable HENRY WILL1AM, BARON FORSTJ!R, a Member 
of His Majesty'SoMost Honorable Privy Oouncil, Knight Grand Or088 of the, 
Most Distinguished Order of Saint Michael and Saint George, Governor-General 
and Oommander-in-Ohief of the Oommonwealth of Australia. 

MAY IT PLEASE YOUR EXCELLENCY: 

We, the CommiSSIOners appointed by Royal Letters Patent to inquire into and report 
upon the incidence of Commonwealth 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 asses8-

ment of Income Tax, particularly in relation to losses resulting from adveree 
weather conditions; and ' 

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

have the honollr, in continuation of our First Report of the 27th October, 1921, to report h~unde1 
upon the following subjects coming within the 'ferms of Reference :-

(8) Harmonization of Commonwealth and State Taxation; 
(9) Taxation at the source; 

(10) Difierentiation; 
(11) Graduation; 
(12) Taxation of income of Australian residents derived from sources outsid. Australia; 
(13) Tax&tion of profits arising from sales abroad of exports from Australia ; 
(14) Casual profits; . 
(15) Live stock values. 

SECTION vm. 
HARMONIZATION OF COMMONWEALTH AND STATE TAXATION, 

191. The Terms of Reference include a direction to the Commission-
" to inquire into and report upon the incidence of Commonwealth taxation &nd into and. 

upon any amendments which are necessary or desirable, with & view to pla.eing 
the'system of taxation upon a sound and equitable basis, having regard genetall1 
to the public interest, and particularly to (inter alia)-

(a) the harmonization' of Commonwealth and State taxation; 
(b) the simplification of the duties of taxpayers in relation to their retlltns." 

PRESENT DISTRIBUTION 01!' POWERS. 
192. The Commonwealth Constitution expressly confers almost unrestricted powers· of taxa

tion upon the Commonwealth Parliament, subject to the qualification, viz., that there shall be no 
discrimination between States or Pl!.rts of States (Sec. 51 (ii)). The power of the Commonwealth 
Parliament to imposll Customs and Excise Duties is exclusive, but, in respect of other forms of 
taxation, the StaWs possess concurrent powers. ' 
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EXISTING DffiECT TAXATION. 

193. Prior to the War the only direct tax imposed by the Commonwealth was the Land 
Tax under the Lonul Tax Assessment Act 1910. Presumably the magnitude of the financial 
obligations arising CIIlt of the War compelled further entry by the Commonwealth into fields of 
Ilirect taxation and the Land Tax was followed by the imposition of Estate Duties in 1914, of the 
Income Tax in'1915 of the Entertainments Tax in 1916, and of the War-wme Profits Tax in 1917 
(which did not apply to profits arising subsequent to 30th June, 1919). The present position is 
that the Commonwealth continues to levy-

1. Land Tax; 
2. Income Tax; 
3. Estate Duties; and 
4. Entertainments Tax; 

while in each State there are also:-

1. Land Tax ;* • 
2. Income Tax; and 
3. Probate or Succession Duties. 

In South Australia and Tasmania there is also a State Entertainments Tax. In Tasmania the 
tax is collected by the Commonwealth on behalf of the State. 

HARMONIZATION-HOW TO BE ATTAINED. 

194. Three sets of circumstances, viz.: (I) the possession and exercise of concyrrent 
powers of direct taxation by Commonwealth and States; (2) the magnitude of their respective 
Revenue requirements; (3) the numerous and marked divergencies, both in principle and practice, 
in the several Taxation Acts, render the harmonization of Comm'onwealth -and State taxation 
peculiarly difficult. Close study of the various Taxation Acts of the Commonwealth and States, 
and the light which has been shed in the course of our inquiry upon the nature and extent of the 
resultant burdens imposed upon taxpayers, have led us to interpret the term" harmonization 
of Commonwealth and State taxation" more widely than have the majority of the witnesses who 
appeared before us. 

195. For exanipl~, some witnesses co~idered that harmonization would be attained by

(a) the adoption of one form of Income Tax return for both Commonwealth and State 
purposes; and 

(b) the appointment of one collecting authority for all direct taxes.t 

But, even if these reforms were found to be generally acceptable and praciicable, they would 
only provide a partial remedy for thll existing evils arising from duplication and complexity. 

196. The question of allocation of spheres of taxation between the Commonwealth and 
the States was frequently discussed by witnesses, and much difference of opinion as to detail was 
exhibited. Practical agreement was shown to the extent of accepting as reasonable the allocation 
of Land Taxation exclusively to State authorities. Divergencies of opinion were expressed in 
oonn~xion with the Income Tax. Apparently the elasticity and productivity of this tax and 
the difficulty of balancing the Budgets of the two authorities, if either authority were deprived of 
the revenue now derived from Income Tax, raised doubts as to whether reform could at present be 
extended beyond the point of appointing one collecting authority for both Commonwealth and 
State Income Taxes. 

197. At this stage it will be well to review the successive steps which have been taken by 
Common~ealth a~d State aut~orities in the direction of securing uniformity of taxation legislation, 
the creatIOn of a smgle collectmg authority, and the adoption of one form of Income Tax return . 

. .. In New South Wa.les the State direCltly coUects Land Tax only from certain freeholda within the Western Division, the general 
~V1BlODI of the Land Ta.x Aaaesament Act being suspended in respect of la.nds situate within Shires or Municipo.litiee in which ta.:a: ill 

• levied by the local authOrity upon the unimproved capital value of lands, and at a rate of not Ieaa than id. in the £1. 

t An agreement (referred to later) between the Commonwealth and Western Australian Govem ..... to. under which the 
ColDDlOnwealth acta .. colleoting authority for the State came into operation 011 !,~ July. 1921. 
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Previous Efforts to attain' Uniformity. 

198. Conference of Premiers, 1916.-At a Conference of Premiers, held in December,. 1916, 
it wee resolved that the Commonwealth Government and the Governments of the several States 
should direct their leading taxation officers to meet and prepare a uniform scheme for Income 
Tax, Land Tax and' Probate Duty (rates excepted in each case).* Action was taken accordingly. 

199. Conference of Taxation Officers, 1917.-The Conference of Taxation Officers met 
on the 13th March, 1917, and following dars. The Report of that Conference, after quoting the 
above resolution, goes on to say- • 

The instructions to the Taxation Conference are headed by the words" Collection of Income Tax, Land Tax 
and Probate Duty by one authority," but there is nothing in these instructions to say whether it is intended that the 
Conference should express an opinion as to which authority should collect. 
• Collection by one authority necessarily carries with it administration. So far as Income Tax and Land Tax are 

conoerned, th. collection by one authority will, if th. recommendations of the Conference be given effect to, be a 
practicable one, but certain constitutional clilliculties will require to be overcome, to enable the States to collect for 
the Commonwealth, or tice t1ersd. 

Tbe question as to whether the administrative authority .hall be Commonwealth or State is considered outside 
the province of the Conference. Tbe respective Parliaments must decide. 

200. The Conference framed and submitted an Income Tax Bill-
t,o take the place of the s.ven AL-ts now in operation in Australia. If it is adopt,ed, the form of return of income to be 
filled in by taxpayers, both for Commonwealth and States purposes, will be in all respects uniform, and the irritating 
and confusing differences (to the taxpayer) done away with. 

The uniform BilI has not yet been adopted by any of the States, and only partially by 
the Commonwealth. • 

201. With regard to Income Tax Returns, the Conference stated-
Aa matters now stand, it would be extremely difficult to draw upa return in the particular States that would 

conform with the reqlurements of the Acts of the r,ommonwealth and States, 80 ma.ny and varied are the clifferenc •• 
in the .everal Acts now in operation, but it is considered desirable that what can be done in tbis clirem·ion should be 
done before next year's forms are issued. 

An attempt will, therefore, be made by each State and tbe representatives of the Commonwealth to make the 
return forms coincide, as far as possible, with 8 view to ameliorating, even though it may be only to a small degre., the 
puzzling and irritating differencos to the taxpayer. 

202. Conference of Premiers, 1918.-At this Conference, which was held in May, 1918, the 
question of uniformity of Income Tax Laws, Commonwealth and State-after debate-was referred 
to the Taxation Officers present-the officers to confer with the Hon. E. G. Theodore, the Hon. 
Sit Richard Butler, and the Hon. James Gardiner. The following report was presented. to the 
Conference before its rising by the Hon. J. C. L. Fitzpatrick (New South Wales):- . 

Mr. Theodore, who has had this matter in hand, has had to leave the Conference, and has left with me copies 
of the determination arrived at by the officers who were asked to make investigations and come to conclusions in the 
matter. The q~est.ion8 put to those officers were thE'.s~ 

(I) Assuming uniformity of Income Tax Assessment between the Commonwealth and the States to 
be impracticable, •. g., that the following points of difference continue :

(a) Taxation of Companies' profits; 
(b) Taxation of Insurance Companies; and 
(c) Taxat\on of profits on realized assets; 

is a uniform return possible' 
(2) If so, what steps are necessary to accomplish it 1 
(3) Prepare draft of uniform schedule. 

The replies received were-
(1) Y_if a "uniform" return means one which contains all the requirements common to both 

authorities, and at the aame time the special reqnirements peculiar to each. 
(2) (a) Tbe " basic" or income year must be the sam. for the Commonwealth and the Stat ••. 

. (b) Tb. respective States' Acts must be brought into line on the basis of the taxation officials' 
.' draft Act. 

(3) The drafting of a " uniform" return is a difficult task, and is not practicable within the limited 
time at our clispcaal. . 

• A forth .. .....,luliOQ with regard to ~nilorm land .... uolioo is reforrod to under the heading "ValUAtion" in the Land 'l'R 
.. otio~ of thia Report, 
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The .etting out of the dillerences between t.he tuation officials' BiU and th. Corum,)n w,'alt h Dill .hullld 
be .utlicient at thiB .tage, 

The State return and the Commonwealth return ,viII contain the 88me requiremr.nt., 

Theee retllfns should be i.sued bl' the r .. peetive Government Printers at the ... mo tim., and the date for lodgm~nt 
Ihou,!d loo the aame for Commonwealth and Stetn alike, ' 

The colour Boheme Bhould be adopted--the State. r"t.urnB to b. one colour; the Commonwealth anotl",r. 

The Sta.tn return to have a docket attaohed reminding the taxpayer he must aloo fill in a ret.urn rolourro ( 
for Commonwealth purpo.... The Commonwealth return to have a .imilar docket. 

The dillereno .. between the Commonwealth Income Tax As .... ment Act and the draft Bill PrQP08Ni by tbe 
Taxation Conference are a8 follows :-

As to ... osss.ble income-· 
Taxing dividends to shareholders . . . . . . . . . . 
Five per cent. of the capital value of taxpayer's residence or holiday hOIl .... 
Gain. and profits on sales of assets 

As to deductions-
State Income Tax 
War-time Profits Tax 
Five. per cent. on call. to oompanies (other than mining companies) and full 

calls to mining companies .. . . . . . . . . _ . 
Interest on mortgage of property in re.pect of which 5 per ""nt. on capital 

value is returned as income .. 
Contributions to Repat,riation Department . . . . . . . . 
Sinking Fllnd to amort;'e exp .... diture Oil improvements on leasod land, when 

the lessee has not tenant rights in the improvements 
Deduction on account of dependant. . . , . 

Resolution re Officers' Report.-The Conference resolved-

COmmonW'wUl 
BtU (IIU8). _DIll. 

• 1 ____ • ________ _ 

Indud .. d 
Includ,·d 
Excluded 

Includt'd 
Included 

Included 

Included 
Included 

Includ,'d 
Included 

Exclud"d 
Exdllded 
Included 

Exdlld"d 
E"clud.d 

Exclud .. ,J. 
Not di~(,llI\S('d 

Not di,cu",ed 
Excl ud.,d •• bein~ 

dependent upon 
t·he general exemp
tion 

A.. That the Report of the Committee be received, the Committ"e thanked for preparation, ,md a ""I'Y of tb~ 
Report be forwarded to the Conf"renc .. of Treasun". to hI' convened by the Actin~ Prime MiniHtcr, 

B. That a copy of the Report be forwarded to the Acting Prime Minister. 

203. Conference of Treasurers, July, 1918.-At the Conference of State TreallUrers, held 
on the 17th July, 1918, the question of the collection of taxes by one authority was again mentionejl, 
arid it was resolved-

• 
That Mr. Holman (New S~uth Wales}'and Mr. Theodore (Queensland) be appointed a Sub-Committee to conoid.'r 

alld report upon the pl'Opooal to create the one collecting authority for the direct taxes of the Commonwealth and the 
States. 

204. Conference of Commonwealth and State Ministers, 1919.-At a Conference of Common
wealt~ an~ State Mi.J;tisters held in January, 1919, the Report of the Sub-Committee 
ment~on~ m the preceding J.laragraph was submitted. The Report showed that the two members 
eonstltutmg the Sub-Comnuttee were in agreement on the following ma.tters :-

(1) The whole busin .. s of as.e • .ing and collecting Income Tax for the Commonwealth and States .houl,\ be 
undertaken by ari amalgamated Department. 

(2) In Stat .. where a Land Tax operat .. , land taxation Bbould al.o be placed urider I·he control of the ... me 
J)epartment. 

(3) The formation of suoh Department need in no way restrict the right of the Commonw<'8lt,h or Stet •• to rescind 
or amend their taxation lawo, 

.(4,) At the aIM tilm!, & further approach to uniformity iD the Act. must he made, chi'fi'lin cml,,,,,i,,,, .. itk th' 
tkduriJona and allowa7u·,',1t made under the Commonwealth and State Income Tax Acts if anv ad,~anta':!(' jq t·o h(· d(>rivM 
from:the amalgamation. '. '-

(5) Tbe j~int administration of two Acts widely divergent upon these points, though practicahlc. would really 
amonot to n".thlng more than the housing of the two existing staff. in Olle office, a. each return would probably have 
te be deoll1l wTth by the two seta of officers_ Vet,. littlll, if any, economy .,.ould result from this. 



11 

205. After enumerating certain differences between the Commonwealth Act and the 
respective Acts. of Queensland and New South Wales, the Report goes on to say-

(8) Ollr present opinioll is that, if some working approach to uniformity were ~de upon points-
(a) exemptions; and . . 
(b) deductions; 

8d~qllatply trained 8SSegI'JOrs could deal with each taxpayer's return for both State and Commonweahh purpo8(,;S. in 
spit. of the <livergcncies on the oth .. heads. . 

(9) Our propoRa.l, thcr~forf", is to establish a Bureau with such assessors in E'8ch capital, and to SeCUff.> t.he paf:88fH' 
of the nec ••• aty legIslation hy all the Parliaments, to obtain the necessary additional measure of unifOlmity. 

(10) So far we aro in agreement; but wrt1J. regard to the control of such B Bllr~u, t'wo alternative propo~als 
have been put forward. 

206. Mr. Theodore's proposal with regard to the control of the Bureau was that it should 
consist of two Commonwealth Ministers and three State Ministers; the Bureau to control the 
staff and to be responsible for appointments, promotions, dismissals, &c. The Chief Commissioner 
of Taxation to be solely responsible for the administration of the various Acts of the Commonwealth 
and State Parliaments relating to Income Taxes and Land Taxes. Certain provisions were also 
suggested to secure the supply to any of the Governments concerned of such statistics as might 
be required for legislative purposes. 

207. Mr. Holman's scheme of control did not include any Ministers as Directors, but 
suggested a Department jointly controlled (as to the general business in each State) by the present 
State Commissioner of Taxes and the Deputy Commissioner for the Commonwealth in each State. 
Where any differences of opinion arose between the two Commissioners acting together in a State, 
then if these differences related to staff matters they were to be referred for arbitration to the 
Chairman of the Public Service Board or corresponding officer of the State. Where the differences 
of opinion arose re the interpretation of the Statutes, they were to be referred to a Central 
Committee, consisting of two State and two Commonwealth representatives, meeting under the 
presidencey of the Commonwealth Treasurer. The State representatives to be the Treasurers 
and Under-Secretaries of two States (for choice South Australia and New South Wales); the 
Federal representatives to be the Secretary to the Treasury and the Chief Commissioner of Taxation. 
One paragraph in Mr. Holman's Report states that, although the control is nominally in the hands 
of the Central Committee, it will be actually in the hands of the Federal Chief Commissioner. After 
some discussion on details, the Report was "received." 

208. Offer by the Commonwealth.-At the same Conference (1919) the then Commonwealth 
Treasurer, the Hight Honorable W. A. Watt, ofIered, on behalf of the Commonwealth GovernmeJ;lt, 

• to collect the whole direct taxation of the States at one-third of the present cost to the States. 

209. Offer by the Government of Victoria.-On behalf of the Government of Victoria, the 
Treasurer of that State, the Hon. W. M .. McPherson, made a counter offer to that of the 
Commonwealth, in these words--

I "Ill pre.pare" to olt"r t,hat, Yirt.ori. will r.oBee! your (Commonw.Btt.h) t,axation, '" Vidm.o. at. half what it. i. 
co~ting you at th~ Vft>8t'Ut tirof'. 

The Commonwealth Treasnrer replied-
T have thought it over, and I rejected it for reason. which I explained to t,h. House of Representatives. 

A reference to Hansard of 1st May, 1918, p. 4264, shows that the Treasurer, in introducing 
an a.mending Income Tax A8~essment Bill (in which, he s!,-id, had been incorporated as many as 
pOSSible of the recommendatIOns of the Conference of Taxation Officers, 1917) (see paragraphs 
200 and 202 above), went on to say (p. 4264)-

.' 'Il\\'(~ ~hown t,}lO prin('ipal di:lierenCf'8 hpt.w('t:n the l'omOlonwcclth Fropo<;al~ ano t.host' of th(' Rtat.£>s, 811nl do 
n.ot thInk tht' diHicultieR present,cd arc insu}lNable. Alt.houp-h t.hl.' Acts mny difI(·!". I think we ('lluld st.ill providp! if th(~ 
States aT(~ willing, for & uniform return; and the qUtlst.ion is--· ·\\'ho sh::t.1l collect the t,&Xl'S if the Commonwealt.h and 
SttltnR come t.o an agreement? The proposit.ion of the Trf'asurers of the States is t·hat we should Rcrap our. Taxation 
Offic<m~ nnd hand thf>. work oVI.~r to them heC'8u8t" t.hey w~rc firl'lt in the business, In t.hit; connpxion T am a half-and-half 
Ft.,d(lfld and S-(n-tI'~ mau, I do not. mind saying I am " shandygllff 11 on the qut.-:;tion, 1.'ht'. bulk of my experience and 
my w()rk-ll·[~i.«ll\tivc tlnd adllllnist.rative-·has bef'n in the State, and I do not bt·lie\'l' thRt tht· dwnge in ar~n8 halt 
~hll.ng(·d my fcpling. But, looking at the question from t,he stand-l1oint of l'.imp1icity. r>ronomy, and (onveuic.:ncc to i-ht' 
t.axpnyt>Ts, thl~rt' h. no doubt 8S to what should be done. I can see, for example, t.hnt if we R!!l'C't,d t·(\ the States collect.ing 
the taxes, it would be impoRsible to de~~,roy tIll' Federal Taxation marhin(·ry that we· ha ve f're~ted. In my dual expf'rit'nc'~ 
I h8Vt' bct~n able t.o takE'! both sphereR int.o aCl~ount, not unduly w('ig-hted in favour of f'ither; and We are now lookin!l 
rnr ,8 track which the pP?pie O! Au~t,r8li8 would mORt approvf>: There aTe many pro!,'", who. likp mo!'.t Cumpani('~. d~_, 
bllslncAA all OVez Austrahs, or 1n lUR~y of t.he St.ates. If w(' rlecidf'd to allow thE1 ~tnt('s to collect the tax('~ tomorr~w, 
therp would still havE' to b~ A Ft'OPTS} Offic(> to ~ollatt' thORt' }>('Opl{' who make, p('rhal~<;, £1,Ono in NL'W South ,rn)ps 
£12,OO~ ill South,AustraJ.ia, or £500, in Yic~oria, and p1'aduutf' th(~ir ta~atjon in t.he- Federal A(~count.. It is imr()f'8ibl~ 
for u~. t! we- art) In the dtrect t:\xatlon busJnt'~S, to dch'gat,;. our Slut,hontv t,O the Stat.p" Itnd hOI,t~ t·o do gO E'l'onomicallv. 
On the other hand, it is po .. ibl. for the Federal machinery to b. mobilized and organized 80 that the St.' e machinery 
may disappear. . . 



During the same speech, Mr. Watt also said (p. (265)-
After a close study of the question, I belien that .... ith our presen~ machinery Wc could collect the tantion of th~ 

States for half of what it CO.t8 the Stst .. , and I would he prepared. on lIlVestlgBtlons already made, to guarantee that 
very substantial saving. 

210. Repetition of Commonwealth OlJer.-At a Conference of Commonwealth and State 
Ministers held in July, 1920, the Prime Minister o.f the Commonwealth referred to the ofter made 
by the Commonwealth Treasurer in 1919, and Bald-

That offer i. still open. and BO it is idl~ to deal wit~ the q\le~ti?n 118 to what the St~tC8 Br. doi!lg and P8yinll: for 
this work. Here is B firm offer to collect ta.atlOn at onc-third the e",stmg cost; ,!ot one-thIrd the cost In .Bch portlC"lar 
State be,",use some States may be doing it for more and some for less; but .. takIng the States by and large, we oay wo 
are p~epared to do the work for onc-third the existing cost. 

No immediate response was made by the States, but, before the close of the Conference, it wall 
intimated that the State Treasurers had agreed that there should be one collecting authority and a 
uniform Schedule. 

211. Board of Inquiry.-The Conference also decided to appoint a Board to report upon 
the best means of giving effect to-

(a) One tax-gathering authority for the Commonwealth, and 
(b) One form of return. 

The Board of Inquiry appointed in accordance with that decision consisted of the Hon. Jamea 
Ashton, M.L.C., of New South Wales (Chairman), Mr. Robert Ewing, Commonwealth Commiesioner 
of Taxation, and Mr. R. M. Weldon, State Commissioner of Taxes for Victoria, as representing 
all the States except Western Australia. The Report of that Board, dated 23rd February, 1921, 
shows that, at its first meeting-

The Commonwoalth Commissioner of Taxation .uhmitt.d a proposal involving an amalga!DBtion of the staff. 
of the Commonwealth ond State Taxation Departments hy tran.f .. of permanent State Officers to the Commonwealth 
Service under the Cummonwealth Public Service Act, except in the case of the St.ate Commissioner of Tax.s. Th. 
scheme pro\~ded that tit. lat.ter officer should remain an officer of the State Service, and should have the free 
administration of the State law without interference from any Commonwealt.h authority. On the other hand, the 
Commonwealth Commi.-ioner of Taxation would have the free administration of the Commonwealth laws without 
interference from any State authority. 

Th. Commissioner of Taxes for the State Ilf Victoria (Mr. R. M. Weldon), as representing all the States except the 
State of Western Australia, submitted that the control of administration of both Commonwealth and State taxation 
laws should be vested in a body representing the tlommonwealth and Stat_Governments. • 

, 212. Recommendation of Board.-With regard to item (a) of the Reference to the Boara:
the best means of giving effect to the principle of one tax-gathering authority for the 
Commonwealth-the Board by majority (the Chairman and the Commonwealth Commissioner) 
r!,lcommended the adoption by all States of a scheme on the lines of the arrangement entered 
into between the Commonwealth and Western Australia. 

213. The Commissioner of Taxes for Victoria, in a Minority Report, recommended a scheme 
for the establishment of one tax-gathering authority for the whole of the Commonwealth, consisting 
of a B9ard of Control of-

five memhe;s, two ~emb"rs to be appointed by t.he States as their representatives, and to he selected from the pres.n~ 
State taxatIon offiCIals; two members to be appomted hv the Commonwealth as their .. presentatives, and to he selected 
from the .pres.nt F~deral t~xation officials; the fifth memher to be an outsider, with wide business experience, preferably 
a practl'lDg accountant, WIth a full knowledge of commercial law and practice, to be appointed hythe Commonwoaltb 
and State. joint.ly, and to be the Chairman of the Board. . 

. . 214. M:,jority Report of t~e . Board:-The . following extracts from the Majority Repon 
.mdicate the Vlews taken of the pnnClpal pomts at 18Bue :-. 

1. In considering tbe subject of one collecting authoritv for Commonwealth and State Land and Income Taxes, 
". consider the following points are fundamental :_ " 

(i) To be acceptable t.o both State and Commonwealth Government., any scheme for the collection of taxes 
by one authorIty should preserve to the respective Government., inviol •• te and without surrender 
to an~ bo~y, a!l their existing rights in regard to administration and control. All other right .. sucb 
as leg~'lat1on .. to the character of Taxation Acts and rates of tal<, are already preserved fully by 
ConstitutIonal enactment; 

(ii) The object shoul~ be capable of ac!!ievement with conoiderable redllction in the pr .. ""t combined 
expenditure by Commonwealth and State.. . . • .' 
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5. The We.tern Australian 8cheme thU8 clearly preserves the independence of administration of Commonwealth 
and State Laws, not only by the re8pective Commissioners, but by the respective Governments through those 
Commis.ion""". Each Governme",t is thus free to make any special arrangements it may clesire in connexion with the 
administration of its laws or the collection of its taxes, !>y consultation with and direction of one person only. There is 
no possibility of any opposition to these directions by pf'rsons representing a.ny other authority. and there is thus no 
dU&iity of control oy Governments of any cotporate body having united supervision over both Commonwealth and 
State taxation la w.. . '. 

7. On the point of r'!dnctioD. in cost, the Commonwea.lth Commissioner of Taxation is satisfied horn bis 
investigations to d'atc into the faets Brising under the WeElotl'Ol Australian agreement that the reduction in the present 
oombined expenditur. by the Commonwealth and that State wiU be two-thirds of the present State expenditure. 

10. On tit" other hand, the scheme proposed by the Commissioner of 1'axcs for the State of Victoria imolve. 
the abdication of authority by the Commbnwea~th and State Governments in favou:r of a mixed tribunal. If et b. 
oontended thtlt the respect.ive Governments should, under the scheme, retain their pre8ent, powe18 of control OVt"r the 
nciminu.trat.ion of their own laws, it follows that both the Commonwealth and all t.he Stet.e Government. might exert 
their control in such ma.nner Sf!, to interfere with smooth administration or harmonious relations both between themselvel:l 
and between the members of the suggested administ.rative body. 

The 8cheme wOll1d introduce into the administrative, control a person without experience in the a:dministration 
of taxation laws, and would give him, ... Chairman of that body, a commanding position in comparison with the positions 
to be ocoupied by hi. trained and expert coUeagues. ; . . . . 

12. . . . . Under the Bcheme recommended hy the Minority Report, the question of cost remains at large, 
and, while certain additional expenditure is definitely foreshadowed, It guarantee of .aving to the State such as i. involved 
in the Commonwealth undertaking i. entirely lacking. 

215. On question (b) of the .Reference to ,the Board, i.e., as to one form of return-
. th. Board came to the conclusion that, while the State Taxation machinery laws remain in their pres.nt 

respective forms, and while existing r.onditions of u.dministra.t~on continue~ no pra.ctical a.dvantage would accrue to 
taxpaye .. by tbe use of " oomhined form of return.· 

.' 
THE WESTERN AUSTRALIAN AGREEMENT. 

216. Between the date of the Premie~s' Conference, 1920, above referred to and the issue 
of the Board's Report, an Agreement was entered into between the Commonwealth and the State 
of Western Australia, the main lines of which are indicated in paragraph 210. That Agreement 
is printed as Appendix No. 4 to this Report. 

217. Criticism of Agreement by Representative of States.-As a member of'the Board above 
referred to, Mr. Weldon, Commissioner of Taxes for Victoria, stated his reaSODB for dissenting from 
the recommendation to adopt the Western Australian Agreement as follows :-

The Agreement i. unequal in it. incidenoe, inasmuch as it practicaUy places the control of the "ssessment and 
collection of the State tues in the hand. of tbe Commonwealth authorities notwith.tanding that t.he States and the 
Commonw""lth have equal rights and interests in this matter, and notwithstanding the fact. that the States bave 
indicated at variolls times through tbeir Governments that they are not prepared to band the a •• eSSIDent and collection 
of Btate t ... "es to the Commonwealth. 

The sovereign rights of the Stat •• appear to be .ubordinated in the following wnys :-
(1) Where the law of the State is identical witb or substantially similar to the law of the Commonwealth. 

the Commonwealth Commissioner determines the interpretation (Clause 12). '!'bis limit. the present 
power. of the State Commissioner in this connenon almost entirely. 

(2) Bills fixing tbe rate of State taxes for the year are to be submitted by the Government of Western 
Australia to Parliament before the 30th September in each year (Clause 15). This is a dang .. ou. 
C1au.e, as it may pos.ibly restriot the Government's disc .. tion a. to when it shall bring in the 
Budget" as it i. a consti~utional practice that Tax Bills should be introduced after the Budget. 

(3) The Commonwealth Commissioner appears to have the power to decide what are reasonable statistics 
concerning State taxes that the States may require to be kept (Clause 17). 

(4) Certain State taxpayers are given power to lodge their returns outside State jurisruction, and on returns 
in the Commonwealth prescribed form (Clau.e 18e (1) ). 

(5) Prosecutions for olIeno .. against State laws are to be conducted by the Commonwealth (Clause 20a). 
(6) When the offence is against both the laws of the Commonwealth and the State, the Commonwealth 

Commissioner decides under which law the prosecution is to take placo (Clallse 20b (1) ). 
(7) As a gene"al rule, tbe prosecution shall be instituted under the law which provides tbe greater penalty. 

Tbis, in effect, mean. the Commonwealth Law (Clause 20b (2) I. 
(8) The State Commissioner cannot defend an appeal t.o the C-aurts until the Commonwealth Law Officers· 

approve (Clause 24). This i. a distinct giving up ~f necessary State right •. 

Position 0' State Oommisncmer.-·The Agreement provides for the State CommissioneT'. independonco with regard 
t·n his State duties. but since he will be required to carry out Commonwealth duties •• a suboTdinate to the Commonwealt.h 
Commissioner. his independence is more imaginary than r~al. In a. very little time the State Commissioner win become, 
in effect, a Commonwealth officer. The traus!er of the Stat.e officem to the Commonwealth Public Ae.rvice will materi.Jlv 
interfere with and lessen his reaJ authority over them, for their dominating interests will. necessarily, be more and more 
with the Commonwealth. They will be Commonwealth officer. doing State work, "nd he (the State Commi •• ioner) will 

• A oombined form of return has, howevet'. aiooe been isaued for ose by all taxpa.yers in Western Australia. who are liable to 
.-,.m.ent of Income Tu. 
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be & State Offioer in control of thom (Clause 6). In the O&8e o.f any difference in a Commonw,,,,It.h mat.t,er, h. i. a more 
&ubordinRte. With regard to any diff~rence thAt may arlRe In a purely Sta~e ~atter. how is he to give, t,f{t"ct. to big 
decioion if hi. staff doe. not .""eo with him and the Commonwealth Comm'88.oMr doe. not oupport h.m t In the 
event of hi. po.ition becoming "vacant at any time a Commonwealt~ officer will probably b. appointed to .uor.e"d him, 
aa there will probably be no trained St·ate officer available to take h.s place. 

Further Stale Di..'Odvaal"9rs.-The Agreement may be terminated by .i~ months' notice. This might ","ult in a 
.!:Icrious dislocation o( a State's finance by ma.king it impossible for the taxes to be ~ot in durin~ tho particuldT financial 
year as the only ta.'Cation officer,the purt!cular State will have wil! b~ the Statt' Co:umiRsione..r; the other State offif'erft 
wiU have been absorhed by the1' becomln~ Commonwealth Pubh(' Servants, 

Il'he arraOO'(>lll"nt doe!t not take into consideration t.he probable growth and expan!\ion of thl' Cummollwt'alth and. 
o 

the State •. 
The effect of the W",tern Australian Aweement will mean that in .. short time that State will lo.e its identit,v 

with reBp~ct to its managem('nt of the dir~ct t~xa~ion co~ceme~. It certainly hu.s power,to ter".lin~tE'< in si't month'~ 
the agreement but should it do '0 at any t .• me .t WIll find .t .•• !! ~thout stsff or. record. (wluch are lD(lt'pensable to the 
proper working of Il Taxation Office) .8s,the records WIll be .0 IDter'Y0ven WIth the Commonw'8~th .. coros that tho 
Commonwealt.h ma:' point out thnt It IS ImpOS!-iIble to separate them Into what IR State and what 19 CommonWl'Blth. 

218. Views of Under-Treasurer, Western Australia.-The Under-Treasurer for the State 
of Western Australia, w:ho. was formerly Commissioner of Taxes in that State, furnished the 
Commission with a statement of his views upon the· Agreement between the Commonwealth and 
Western Australia. Generally he indorses the criticisms of Mr. Weldon above cited, adding some 
f~rther objections on points of detail. The general view he takes of the Agreement may be inferred 
from paragraphs 7 and 11 of his Statement, which are as follows :-

7. Til:~ on!y rights which thE' State retains under the Agreement are thl~ power, throu~h its Parliament, of 
pre.;cribing the rat", and incidence of taxation, and the power of obtaining such statistics relating to'the tax"" aB it may 
desire. 

11. In short, I regard the Agreement as expr_ing in legal form, not an amalgsmation, but an absorption, a 
Burrender by the State of valuable rights and executive power. 

219. The Under-Treasurer's Statement is not only critical, but also constructive, in that he 
suggests a scheme somewhat similar to that recommended by Mr. Weldon. The suggestion is 
that in each State the assessment and collection of Commonwealth and State direct taxes should 
be by one authority, control to be exercised by a Board of three Commissioners, one appointed by 
the Commonwealth, one by the States acting jointly, and the Chairman by the Commonwealth 
and States acting jointly. While the Board would have general control, it is suggested that the 
Board should not make or be deemed to make any assessment, or collect or be deemed to collect 
any taxes, those duties being carried out in each State by two Chief Assessors, viz., one Chief 
Land Assessor in charge of the Land Branch and one Chief Income Assessor in charge of the Income 
Branch. The Control Board (the Statement suggests) should also be a'Court of Appeal to hear and 
decide appeals from assessments of a Chief Assessor in any State; taxpayers to have the right on 
any question of law to carry the matter from the Board to the Supreme Court of the State or to 
the High Court or the Privy Council. 

220. Yiews of Queensland State Commissioner.-The Majority Report of the Board was 
also the subject of criticism by the Queensland Commissioner of Taxes, a copy of whose 
memorandum to his Goverrunent has been supplied to us. The Queensland Commissioner quotes 
the fundamental rules laid down by the Majority Report, which may be shortly stated as requiring 
that any scheme for the collection of Commonwealth and State Land and Income Taxes by one 
authority should- . . 

1. Preserve existing rights in regard to administration and control; 
2. Effect considerable reduction in the present combined expenditure by the 

Commonwealth and States. 

221. The Queensland Commissioner, agreeing on this point with the Minority Report, 
considers that the Majority Report fails to comply with its own rules. He says--

There is no doubt that under this recommendation the State Government would have practice.Uy no oontrolover the 
administration of the Act. 

22~. On the question of cost, ·the Queensland Commissioner refers to correspondence which 
he had WIth the Federal Department, and which, considered in connexion with published figures 
,of cost of collection in the States of New South Wales and Queensland, led him to the conclusion that 
the Commonwealth offer to collect for all States at one-third of their present cost is much below what 
would prove to be the actual cost. ' 

223. This view may be compared with the offer mentioned above of the Victorian Treasurer 
to collect in Victoria the Commonwealth's direct taxes at one-half of the present cost to the 
Commonwealth. Assuming the r~spective offers of the Commonwealth and the State of Victoria 

.to have been based upon an adequate study of the position, they are very important as indicating 
the large waste of public money involved in the continuance of the present separate administration 
of direct taxation. 
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224. As to the difficulties to the State which might arise owing to the Agreement being 
terminable on short notice, as also on other grounds, the Queensland Commissioner's views 
generally support those of the Minority Report. 

225. Views of South Australian Commissioner.-The State Commissioner of Taxes, South 
Australia, furnished us with a copy of a memorandum he had submitted to his Goverument in 
criticism of the Western Australian Agreement. The views expressed in that .memorandum are 
generally on the same lines as those of the State office~8 above quoted. The South Australian 
Commissioner, however, gives special emphasis to the question of cost of collecting. According 
to his statement, during the year ending 30th June, 1920, the Federal Income Tax collected in 
South Australia was £639,211, the staff employed numbering 156; while the State Office collected 
£662,334 with a staff of 40. He add&-

On the face of these figures, it is incompreheneible that the Federal Department can collect the revenue at & 
cheaper rate than the State. . 

There may be some special reasons for the apparent difierence in this instance; and, in any CRse, 
the Commonwealth offer, as expressed by the Prime Minister (see paragraph 210) was based upon 
the aggregate ,cost to the States collectively. 

226. Western Australian Agreemeni-Comments by Commission.-The Western Australian 
Agreement represents the first joint action taken by; the Commonwealth and the States to reduce 
the administration cost, and the expense and inconvenience to taxpayers, arising from dual control. 
The criticisms directed against it include complaints that the COIDmonwealth has ceded too 
much in one direction and that the State has ceded too much in another. 

227. The 'Majority Report and the Minority Report, as well as the witnesses from whose 
evidence we have'quoted, all accept as fundamental the principle expressed in the Majority Report 
(see paragraph 214), viz., that-

to be acceptable to both State and Commonwealth Governmente, any scheme for the collection of taxes by one authority 
should preserve to the respective Governmente, inviolate and without surrender to any body, all their existing righte 
in regard to administration and control. 

They do not, however, appear to have paid sufficient regard to what, in our opinion, is the main 
consideration which should govern reasoning upon the subject, and to which all other considerations 
must be adjusted. That consideration is the sovereign right of Australian taxpayers to have the 
mechanism of taxation 10 designed and controlled as to impose the minimum of inconvenience and 
involve the minimum of cost. Cost to the taxpayers cannot be reckoned only in terms of the 
amounts which the Commonwealth and State estimates show as the charge upon the consolidated 
revenue of the respective Governments for the maintenance of their Taxation Departments. 
That cost is indeed very heavy, amounting to about £750,000 per annum, but over and above 
this there is the cost to taxpayers for skilled assistance in the preparation of returns, and in ' 
complying with Departmental requil!itions, which was estimated by one witness to be not less 
than £1,000,000 per annum. It is not only the larger taxpayers who have to incur such expense, 
but instances were brought before us showing that in numerow; cases country taxpayers, primary 
producers and others, are forced to incur costs for journeying and for professional assistance in the 
preparation of returns and checking of assessments, often out of proportion to the amount of tax 
payable. It is not suggested that by any possible scheme the whole of these special costs to 
taxpayers can be avoided, but those costs are largely caused by the diHerences between the different 
Statutes with which taxpayers must comply; partly by complexities in the Statutes which may be 
greatly reduced; and, in the case of the Commonwealth particularly, by the fact that the general 
instructions or Office Orders which guide the administration, and which would also be a valuable 
guide to taxpayers, have not hitherto been. accessible to the public. 

228. The recommendations of this Commission will, it is hoped, lead to amendments in 
the first two respects, and the Commission is informed that these Office Orders will shoitly be 
made readily aYailable to the public. Access to this in:formation should, in our opinion, have a 
material effect in reducing both the special expense now incurred by taxpayers and also the 
administrative costs, while it will tend to reduce friction between the taxpayer and the 
Department. . 



76 

229 The Western Australian Agreement effects Bome useful reforms, fl.g., it makes possible a 
saving in the aggregate cost of collection of direct taxation (CoIIl!ll0nwealt~ and State) in that State .. • 
It tends to produce uniformity of Income Tax Law and of the mterpretatlOn of that Law; an~ It. 
does away with the necessity for reference by taxpayers to more than one office. .But by l~vmg 
intact all the differences between the Commonwealth and State Income Tax Law,lts value 18 very 
greatly reduced, and we do not recommend the adoption of a similar agreement by the Commonwealth 
and other States. 

CONTROL OF DIRECT TAXATION BY THE STATE. 

230. We have considered a suggestion that the States should be given exclusive power 
to impose direct taxation, subject to ~n obligation to pay to the Commonwealth on a per capita 
basis such amounts as might be determmed from year to year by the Commonwealth Parliament. 

231. It is claimed in support of this scheme-

1. That there would be no practical curtailment of the present power&-
(a) of the Commonwealth, since the Central Government could still command 

revenue, and, if the State machinery failed, could itself collect from the 
individual taxpayer; 

(b) of the States, since each State would have the right within its own jurisdiction 
to determine the method and incidence of taxation levied to meet its 
financial obligations, including those to the Commonwealth. 

2. That it would restore the position existing before the Commonwealth entered the 
field of direct taxation. (In this connexion it has been suggested that the 
retirement of the Commonwealth from that field would be in harmony with the 
intention of the framers of the Constitution.) 

3. That it would do away with the (alternative) necessity for the enactment by all 
the Australian Legislatures, and the maintenance unaltered, of uniform 
Assessment Acts. 

232. We are of opinion that the scheme would involve a very important curtailment of the 
present powers of the Commonwealth. Taking Income Tax as an example, the effect would be that 
the Commonwealth would have no voice in determining the rates, the mode of collection, or the 
nature or incidence of the tax. We consider it a sound principle that where any Authority is, 
by right and not by grace, directly or indirectly receiving revenue raised through taxation imposed 
upon its citizens, that Authority should, wherever possible, be charged with the responsibility of 
determining the nature and incidence of the taxation. A departure from that principle in the 
case of the Authority which has the predominant interest in the proceeds of a tax and the widest 
{lower to make it effective is specially to be avoided. (The acceptance by the States of the present 
per capita grnnt from the Commonwealth does not, in our opinion, infringe this principle.) The 
permanent exclusion of the Commonwealth from the whole field of direct taxation would tend to 
weaken the sense of responsibility, of the citizens to the Commonwealth Government, a result 
which, in view of the paramount responsibilities of that Government and its financial needs arising 
out of the War, would be particularly undesirable. 

. 233. The hypothesis upon which the scheme is founded is that the exclusive power of 
imposing all direct taxation shall be'"vested in the States, subject to an obligation to pay to the 
Commonwealth on a per capita basis such amounts as might from year to year be required by 
the Commonwealth Parliament, Apart from the probable legal difficulties arising out of the. 
attempt to make effective a power coupled with an obligation of indefinite extent, the position which 
would be created if a State made default in respect of the payment to the Cqmmonwealth would 
be full of menace to harmonious relations between the respective authoritie!\ . 

• With regard to the saving in the aggregate colt of collection effected under the Western AUBtraJian Agreement actual figureI &l'8 
not yet available as the agreement has not been in force for twelve months. The.Minister for Worka and Railwaia (the HoD. 1. B. 
Groom) spea.king in the House of Representa.tivea on the subject, etated-

U The amalgamation of ou;r Western ~ustralian Branch with the State Tan.tion Department; had led to an increue of 
£21,598. . • • . The expen~ture of the Commonwealth Department in Wellltem Australia in 19~21... £42,996, &Dd 
the cost of the Sta.t~ Department m t..ha.t year was £33,367, the two Depaltmenta costing £76,362. This year the amalgamated 
IMpartments are esttmated to cost £65,986. That Agreement has reBU..lted in saring the people of the Commonwealth and WHtera 
Australia a sum of £10,376 198. 8d." , 

H~d the expectation of the Federal.Com~BAioMr of Taxation that U Tb~ reduction in the present combined expenditure wiI1 be two
thirds of the present State expenditure . (eee paragraph 214) been realized. the aggregate eaTing due to the amalgamation would have 
~n £22,245. n t~U8 appea.1'8 t~at while ~nder the agreement Western Australia benefits to the extent. of £22.246 per &nIlum. the 
taxpayers of A;ustralia gene~y .will. at least m the current financial year, have to make up the di1ference (.£11,869) between £22,U6, 
the sum of whioh the State 18 reheved.Bod £10,376, the real aggregate 1&v1ng for the year. ' 
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234. The majority of witnesses agreed that the levying of Income Tax would be more 
appropriate to the Commonwealth than to the States, and in this view your Comniissioners 
concur. It has been suggestM that there would be equal appropriateness in the allocation to 
the Commonwealth of any direct tax of which the principle of aggregation is an important 
feature. But, in the case of Land Tax, the almost universal opinion of witnesses was that it 
more appropriately belongs to State authorities. '. 

235. With 'regard to Income Tax, if that were levied only under the authority of State' 
enactments, it is evident that the collection which now takes place as the result of the aggregation· 
llnder the Federal Law of incomes derived from more than one State would cease. That in itself 
would reduce the revenue derived from II180me Tax, and,moreover would prevent the full operation 
of a principle which in our opinion is just. There is force in the statement by Professor Seligm.an 
(in discussing American Income Taxation) that- • , 

A State Income Tax cannot thoroughly succeed because of complications of inter-State taxation and the difficulty 
of getting at the income derived from inte .... State sources. Moreover, as our Federal Income Tax develop., the confusion 
between State Income Tax and FederaJ Income Tax levied according to entirely different principles is bound to become 
greater. (Annals of the American Academy, 1915, p. 9.) 

236. The ever-growing volume of inter-State business affords another effective argument 
in favour of the ultimate vesting in the Federal authority of the exclusive power to impose Income 
Tax under statutory conditions applying uniformly throughout the Commonwealth. State 
Taxation authorities find great difficulty in dealing with the question of apportionment. of 
Company profits made partly in one State and partly in another. The following extract from a 
Memorandum supplied by the Victorian Commissioner of Taxes indicates the nature of the 
difli culty :-

Comp<miu Trading I" and oul of Victoria. I ""","State ProblerM-which do flOl afJecI {he Commonweallh. 
(1) The Company may make a profit in Victoria and a loss in another State, and distribute in dividends an 

amount much below the Victorian profit; 
(2) It may make a profit in Victoria and a loss in another State, and pay no dividend at all; 
(3) It may make a loss in Victaria and a profit in another State, and declare a dividend, no portion of which 

i. earned in Viotoria; 
(4) It may make large profits in Victoria, and, in dealing with the whole of the Company's operations, only 

pay a small dividend, and at the same time carry a large amount of the profit to Reserve Fund, coritrary to the 
principles guiding the taxation of individuals. .. 

The Victorian profit has to be ascertained in all these cases for apportionment of dividend purposes. 
Tbe dividends shown in the taxpayer's return bave then to be divided up on the ratio of the Victorian profit 

to the total profit. In som. cases taxpayers hold shares in 30 different companies; the ratio in each of the.e 
companies will vary, and all the ratios will vary every year. 

The apportionment (in some cases it must be on an arbitrary basis) .is always likely to be a strong point 
of difference between the ta.xpayeT in receipt of dividends and the Department. ' . 

. The State authorities also experience continual difficulty in regard to assessment and 
collection of tax in respect of Company Shareholders residing in anothe~ State. 

These Inter-State difficulties are, of course. not experienced by the Commonwealth 
administration. 

237. So far as the effect of this scheme upon State finance is concerned, it is manifest that 
the power of the Commonwealth to require large payments year by year would necessarily limit 
the volume of taxation which the States could impose upon the citizens for State purposes only. 
The same effect in varying degree follows whenever two authorities are operating in one field by 
the same mode of taxation. 

238. The suggestion that the retirement of the Commonwealth from the sphere of direct 
taxation would be in harmony with the intentions of ttose who drafted the Federal scheme appears 
to us to lack sUj?port. For example, Quick and Garran (Annotated Constitution, p. 132) say of the 
Constitution Bill adopted at the Adelaide Convention, 1891, and which in this respect remained 
unsltered by subsequent discussion, that- . . . 

The Federal Parliament was given full powe .. of raising money, not only by Customs and Excise, but by every 
other mode of taxation; and the only conditions imposed upon this pOwer we .. that Federal taxation must be worm 
in all th .. Colonies, and that, on the adoption of a Worm tariff, trade between the Colonies should b. free. 

But the permanent expression of the intentions of the framers of the Constitution must be sought 
in the Constitution itself. The Constitution places upon the Commonwealth Government the solE! 
responsibility for defence and for other national services, and, at the same time, as one means 
of discharging that responsibility, confers upon that Government full powers of d.i.rect taxation. 

, 239. Viewing the proposal under comment from a general point of view, it may be said 
that it would have the effect of increasing State powers at the expense of the Federal, to that 
extent doing less than jilstice to the paramount responsibilities which the Commonwealth has been 
bound to assume in defence of those seriously-threatened national rights, the loss of which would 
have caused the destruction of every form of Australian citizenship. 
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CONCLUSIONS. . 
240. Any scheme of harmonization or amalgamation which still leaves Commonwealth 

and State authorities both demanding revenue from the same people by the same mode of taxation 
can at best be only an imperfect remedy fo! ~he. existing disabilities. . Th!re v.:as practical 
unanimity of opinion among witnesses tha~ !' dehmltatlon of sphe.re~ of. taxation IS desirable. ~he 
members of the Commission are.of the opInion that only by a dehmltatlon of spheres or allocation 
of subjects of taxation betwee.n the ~om.monwealt~ and the Statel can an ordered and satisfactory 
system of taxation be brought mto bemg ID Australia. . 

• 
241. Evidence has not been wanting of an insistent and growing desire on the part of 

taxpayers, and the discussions of Commonwealth and State authorities quoted in paragraphs 
198 to 215 disclose a dispositi~n on the part of the several Govern!llents of Australia, to sec~re 
co-ordination of the present diverse and complex system of taxatIOn. To the extent to whICh 

. Commonwealth and States operate in separate and distinct spheres will the harmonization, 
simplification and economy of administration, which are the common objectives of the Governments 
and people of Australia, be reached. 

242. Clearly all¥ permanent delimitation of spheres of taxation would involve a surrender 
by one or by both authorities of existing legislative powers within specific areas. The permanent 
surrender by the Commonwealth of l.egis~ative powers in respect of any subject of taxation would 
involve an amendment of the ConstitutIOn. In the case of the States, however, such surrender 
could be effected without amendment of the Constitution by appropriate action under Section 51, 
Sub-section XXXVIII. of the Constitution, which provides that the Commonwealth Parliament 
may legislate upon-
matters referred to the Parliament by the Parliament or Parliament. of any State or Statea, but 80 that the Law .hall 
extend <Jnly to State8 by whose Parliament the matter is referred, or which afterwards adopt the Law. 

243. In response to a question addressed by us on the subject', the Commonwealth Solicitor
General, Sir Robef4 Garran, expressed the opinion that the question whether a State power BO 

" referred" to the Commonwealth could afterwards be taken away is one of some doubt. He 
inclined to the view that the conferring State could not revoke its grant of power by subsequent 
legislation-at all events when the power has been acted on by the Commonwealth under the 
grant. 

244. Apart from the necessary Constitutional action already indicated, the delimitation 
of taxation spheres presents -certain revenue difficulties which; though considerable, are not 
insnperable. The revenue question is rendered somewhat complex by reason of the varying 
amounts per head of the population collected through tHe same class of tax in different States. 
For example, in Victoria the Income Tax for the year 1919-20 equalled 12s. 4d. per capita, whilst in 
Queensland it amounted to £2 15s. per capita. For the same year, Queensland, with a population 
of 725,220, raised the sum of £459,188 from Land Tax, while the State revenue from that source 
in New South Wales, with 11 population of 2,002,631, was only £2,834. (It will be seen from the 
foot-note on page 6B that the collection of Land Tax by the State of New South Wales is at present 
almost entirely suspended in favour of Municipal and Shire Authorities.) The tabulated statements 
of Commonwealth and State revenue from taxation (see appendix 5) show in a convenient form 

. the nature and approximate extent of the financial adjustments involved in any scheme of 
delimitation of taxation spheres. 

245. In the examination of those figures, t~ee things must. be borne in mind-

1. That the amount of tax assessed for· any given year will not necessarily correspond 
. with the amount of tax collected in that year. • 

2. That, on account of the aggregation principle in Commonwealth taxation not 
being restricted by State boundaries, the yield of any particular tax, levied 
at the same rates, will be greater in the hands of the .commonwealth than in 
the hands of the States. 

3. That the s~ender ?f any tax by anyone authority in favour of another does not 
, necessax:ly entail ~ny ,:,~ligation upon the latter to impose that particular fornl1 

of t~xatlOn upon ltS Cltlzens. The retirement of anyone authority from any 
partl~u1ar field of taxation certainly frees that area for exploitation by the 
8ubshtut:ed alltho:ity, without increasing the burden of its taxpayers; but it 
y.'ould still ~e optIOnal on the part of any authority to maintain its tax revenue 
m any way It sees fit. . 
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246. A careful review of the financial obligations of the Commonwealth and the States and 
consideration of the existing exceptional circumstances has led us to think that an immediate and 
permanent surrender of any powers of imposing taxation by any of the Govermental authorities . 
may be deemed inopportune, and we are unitedly of opinion that any scheme of taxation based 
on either a complete or partial allocation of subjects of taxation should. preferably be inaugurated 
by a voluntary agreement between the Commonwealth and States, covering a period of years 
(say ten) long enough for the disolosure and solution of any unforseen difficulties. 

We have sought, therefore, as preliminary to the adoption of a complete and 'permanent 
delimitation of spheres, to evolve a practical scheme capable of almost immediate application, 
which, while avoiding the inevitable deb)' involved in amendment of the Federal Constitution, would 
remove many of the disadvantages of the present conflicting systems. . 

247. In our consideration of a scheme for the delimitation of taxation spheres, we have 
borne in mind that it should, if possible, comply with the following conditions, viz. :-

1. It should not have any tendency to weaken the Federal spirit. 
2. It should be capable of early application. 
3. It should'in the first instance be by voluntary agreement between the Commonw~th 

and the States. 
4. It should be reciprocal .. 
5. It should not involve the financial embarrassment of either the Commonwealth or 

any State. 
6 .. It should sensibly reduce the double taxation, the duplication of effort and the 

unnecessarily large expense inv?lved in the existing system. 
1. It should allocate to the respective authorities the spheres of taxation which seem 

most appropriately t~ belong to them. 

248. The provisional scheme we recommend for immediate adoption provides, amongst, 
other things, for the passing, as soon as possible, of uniform Machinery Acts in respect of Income 
Tax by the Commonwealth and the States, each authority also passing its own Rates Acts 
as at present. The ideal is one Single Assessment or Machinery Act governing thecolleetion 
of Income Tax throughout the Commonwealth, Such an Act could obviously be only a 
Commonwealth Act, and the recommendation in the earlier 'pOlltion of this paragraph for 
the passing of uniform Acts in respect of Income Tax by the Commonwealth and the States 
must be regarded as intended to apply only to the experimental period covej:'ed by the 
provisional scheme. 

RECOMMENDATIONS, 

249. For the sake of clearness, we repeat that, as the ultimate and permanent solution of 
the problem, in our opinioD-

(a) ·An allocation of subjects of direct taxation between. the Commonwealth and the .. 
States should be made. 

(b) The power to impose Income Tax should be exclusively vested in the Commonwealth, 
(c) The power to impose other existing forms of direct taxation-Land, Probate or 

Succession, Entertainments-should be exclusively vested in the States, subject 
only to the overriding powers of the Commonwealth in tbe case of War, 

It is pointed out in this connexion that under Section 96 of the Commonwealth Constitution the 
Commonwealth Parliament may grant financial assistance to any State on such terms and 
conditions as Parliament thinks fit. 

250. But, while the preceding ,paragraph represents our opinion as to the permanent 
"o\ution of the problem, for reasons already given we favour' an experimental period during 
which the allocatIOn of subjects of taxation should be governed by agreement, and therefore

W. Recommend as a Provisional Scheme-

1. That the Commonwealth and the States mutually agree as to their respective 
fields of direct taxation for a period of (say) ten years. 

2. That such Agreement provide for exclusive operation by the States during the 
. specified period in the fields of Land, Probate and Entertainments Taxation

any such restriction to cease automatically in the event of War. 

S. That during the currency of the Agreement the Commonwealth and the States 
retain the right to impose Income Tax. 

F 1::41 -2 
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4. That for the purposes of the Agrcement, the ('ommonwl'alth IInd the States pass 
uniform Income Tax Asses:;ment Act!! .• 

5. That during the currency of the Agreement the Commonwealth be the administrative 
and collecting authority in respect of Income Tax for both the (',ommonwealth 
and the States. 

6. That the cost of administration be divided between the parties to the Agreement 
upon a basis to be determin,ed by three expert advisers, such as, for example. 
the Auditor-General of the Commonwealth, the Auditor-General of New South 
Wales, and a practising Public Accountant, to whom the matter shall be referred. 

7. That as from the date of ~peTation of the Agreement the Commonwealt,h retain 
tile whole of the revenue derived from CustolllB and Excise Duties. 

S. That, as a means of facilitating the financial adjustments which will become 
necessary under the scheme, especially in the early years of its operation. the 
Commonwealth grant such financial assistance as may be deemed to be 
reasonable to any" State or States upon such terms and conditions as may be 
mutually agreed upon. 

[From this Section of the Report Commissioner Jolly expresses disAent. See page 124.] 

SECTION IX. 
TAXATION AT THE SOURCE. 

251. In the discussion on the subject of Taxation at the Source, one or two preliminary 
observationS may be appropriate. The Commonwealth Income Tax Assessment Act is primarily 
based on the principle of a progressive or gradnated individual Income Tax: In accordance with 
this principle, Companies' distributed profits are taxed in the hands of shareholders. Under the 
scheme of the Act, tax in respect of undistributed profits is paid by Companies. Under the 

. several States Acts, Companies' profits are taxed only in the hands of the Companies prior to 
and irrespective of their distribution to shareholders. The States' method is generally, though 
incorrectly, designated" Taxation at the Source," but would be more accurately described as 
Company Taxation. The term "Taxation at the Source" correctly applies only to the method 
which tentatively levies tax at the point where income emerges. 

252. The volume of evidence tendered in respect of Taxation at the Source may be 
regarded as proof of a wide-spread interest in the subject, and as affording some indication of the 
important issues involved in its consideration. The prominence given to the subject at the 
various Conferences of Premiers, Treasurers, and Taxation Officers, and the fact that it is one of the 
few remaining barriers to uniform Income Tax legislation in Australia, are doubtless contributory 
to the public interest manifested. 

253. In their discussion of the subject, the majority of Witnesses confined their attentiolY 
to the application or otherwise of the system of payment of tax at the source to Companies' 
dividends. Some few, however, dealt with the suggestion to extend the system to deduction of tax 
by employers on all wages P¥d. The wider application of the system on the lines of the British 

"Income Tax Act was not advocated by witnesses. 
254. The practice in Australia.-The practice of Taxation at the Source as generally under

stood in Australia is almost wholly restricted to the taxation of Companies and absentees. 
The Commonwealth method of taxing Companies is to tax at a fiat rate only the 
undistributed profits and the dividends and interest payable to abseutees and to holders 
of debe~tures or share stock payable to bearer, subject (in the two latter instances) 
to certam specified adjustments. In Kew South Wales, Victoria, and Tasmania, Companies' 
profits (whether distributed or undistributed) are taxed at fiat rates, with no refunds or adjust
ments, so far as individual shareholders are concerned. The Victorian Act (Section 42) constitutes 
every Company, Public or Municipal Trust, Body or Corporation, agent for the holders of deben
tures or bonds for the purpose of deduction of Income Tax payable on the interest thereon, but, 
we are informed, this provision is not enforced. In Queensland, local Companies are taxed under 
a gradu~ted scale of rates, a distinction being made between Public Utility and Monopoly 
Compames .. A flat rate applies in the case of foreign companies. In Soutli Australia, Companies 
are taxed. m the same way as individuals at rates applicable to income derived from 
property Wlthout statutory exemption. In Western Australia, Companies are taxed on profits 
at a. fiat ra!e under the J?iyidend puti~ Act. Taxpayers who are recipients of di~dends are 
reqUIred to mclude such diVIdends III thelf returns of income, and are assessed on their aggregate 
income, receiving credit for the dividend duty already paid by the Company. 

2.55: It. may therefore be stated in general tenns, with sufficient accuracy to indicate the 
bro~d distlllction hetween the two methods followed in Australia in respect of the taxation of Com
pames, that the Commonwealth method is to tax "dividends in the hands of shareholders, while the 
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method adopted by the States is to tax Companies' profits without adj ustments to individual share
holders. It may be mentioned in this connexion that the Commonwealth Income Tax AssesSment 
Act provides (see paragraph 277) an incomplete measure of tax adjustment with shareholders in 
those cases where a Company has paid a dividend in whole or in part out of previously 
undistributed income upon which tax has already been paid by the Company (Section 16 (2A) ). 

256. The practice in New Zealand.-In New Zealand, Companies' profits are taxed at the 
source. To meet a hardship experienced by shareholders of small means whose principal or sole 
source of income is dividends from Companies, and, who through the Company in which'they 
held shares, might be paying Income Tax on the highest scale, the Finance'Act 1917 provides that, in 
the case of a taxpayer whose income for the year does not exceed £400, a rebate of tax may be made 
based upon the difference between the ind'ividual and the Company rates, so long as the dividend 
received, together with the rebate made, does not exceed 6 per cent. of the amount paid up on 
the taxpayer's shares·(Section 37). . . 

257. The practice in Great Britain.-(See also paragraph 273). The extent to which the 
syatem of Taxation at the Source is applied in Great Britain may be gathered from the fact that 
at the present time taxation is levied at the source and deducted at the time of payment, in 
the case of-

Dividends payable by Limited Liability Companies. 
Debenture and loan interest. 
Interest on all British Government "pre-War" securities and on certain securities. 

issued since the War. 
Interest on Colonial and Foreign Government securitit;8 paid through agents in the 

United Kingdom. 
Annuities and other annual ·payments. 
Mineral rents, royalties, and wayleaves. 
Patent royalties. 
Interest not paid out of taxed profits (e .. q., interest paid out of rates). 
Interest and dividends arising out of the United Kingdom and payable by Colonial 

and Foreign Companies through agents in the United Kingdom. 
Coupons for dividends payable abroad which are realized through a banker or e011'Jlon 

dealer in the United Kingdom. 
Rents of property let to tenants. 
Ground rents, lease rents, head rents, &c. • 
Mortgage interest. . 
Deposit interest in certain banks. 
Salaries and pensions paid by Government Departments, including Army, Navy, 

Air Force, and Civil Services, and by Railway Companies. . 
A brief description of the method of collecting Income Tax under the British System of 

Taxation at the Source will be found in paragraph 273. 
258. The practice in America.-The Federal Income Tax Act of 1913 embodied the 

principle of Taxation at the SoUrce, which, we are told, gave rise to-
" considerable complaint from those charged with the duty.of withholding the tax." 

(See Introductory Chapter, which is described as being" almost wholly the work of Professor Robert 
Murray Haig," to lIlontgomery's Income Tax Procedure 1919, page 19.) And the same 
authority states (l ncome Tax Procedure 1919, page 21) that in the 1917 Act "The system 
of Collection at Source was virtually abandoned and a plan of 'Information-at-Source' 
was substituted, thus removing a prolific source of irritation and embarrassment." • 

It may be inferred from the remarks quoted that the "irritation and embarrassment" 
spoken of were largely due to the exacting conditions imposed upon those "charged with the 
duty of wit,hholding the tax." J\iontgomery states that-

Under the law. of 1913 and 1916, Collection of Tax at the Source imposed dl1ties and obligations on practically 
every disburser of interest, salaries and wages, and on ma.ny tenants, lesseP-8 and fiduciaries. These provisions proved 
BO burdensome that in the 1917 law the entire system was abolished, except as it related to non·resident aliens and 
interest on bond. containing a so-called tax·free covenant" (Chapter VII.). 

259. In the presentation of the subject under review, we propose to discuss the issues 
involved in the following alternatives, viz. ;- . 

(a) The taxation of Companies' profits without adjustments and the exclusion of 
dividends from shareholders' returns. 

(b) Taxation at the Source and its wide application to various classes of incomes. 
(c) The taxation of Companies' profits with subsequent adjustment in the individual 

assessments of shareholders. 
(d) The maintenance of the present Commonwealth method of taxing dividends jn 

the hands of shareholders, with equitable adjustment provisions in respect of 
dividends paid out of undistributed income upon which a Company has paid tax. 
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260. Taxation of Companies' Profits w~th~ut Adj~stmenta and the Exclusion of Dividend. 
from Shareholders' Returns (a).-This method IS III force m. four of the States (8e~ pll:ragr~l!h 254) 
and its adoption by the Commonwealth has ?een ur~ed m~ml?, on.the grounds. of Its simplicity and 
effectiveness and the advantages of Income rax umfornuty ID this respect With the States. The 
Victorian Commissioner of Taxes stated-

From an administrative point of view, with a comparatively low rate of Company tax, and haviag ~gard to the 
limplicity and certainty with which the present method of no repayment operates ID thIS Sta' .• , I aln nut ID favour of 

, any change to a system of repayment. 
The Victorian Commissioner of Taxes, though not in favour of any change t.o a system 01 

repayment, made the following statement :-. 
Much has been said to the etIect that the Federal method-

(1) Avoids the apparent injustice of the taxation indirectly of the .mall sharehold .. who would otherwia. 
be either exempt altogether or taxable at a rate below the Com~any rate; 

(2) Enables the principle of Aggregation of Income to be 8ucc .. sfully applied ; 
and the inference is that the .. Taxation at the Source" method fails in th .. e two respect... This is not 10, and, if 
desired the States could establish the Principle of Aggregation to-morrow, applying it to all taxpayers and making 
adjus~ent.. by Rebates (and where necessary by Repayments), or they could confine the aggregation principle to the 
higher in<c<>mes. , . 

261. With regard to the possibility of thus modifying the States' method of taxing Com
panies' profits, we do not cOllBider. it desirable that the ~hole of a CO?lpany's profits should be taxed 
in the Company's hands, even With subsequent tax adjustments With the shareholders, nor do we 
think it just to confine the aggregation principle to the higher incomes, or equitable to limit 
subsequent adjustment to taxpaying shareholders.' . 

262. The Federal Commissioner of Taxation informed us in a written statement that the 
taxation of the profits of Companies in the hands of the Companies before distribution of any 
part of the profits to the shareholders, if the present rate of tax charged on Companies' profits 
(28. Sd. in the £1) were maintained, and no adjustment were made with any shareholder would 
yield additional revenue estimated at £1,197,036. This estimate is based on the total profits of 
Companies for the year ended 30th June, 1920, discounted by 15 per cent., as it was recognised 
that:~ 

These figures [those of the year ended 30th Jnne, 1920] represent abnormal profit.., and cannot be r.lied upon 
as a basis for an accurate calculation of profitable collections of Income Tax in the immediate or near future. 

The Commonwealth Commissioner of Taxation further stated-
There are slightly over llOO,OOO shareholders in Companies_ who do not at present pay Commonwealth Income 

Tax, because their total income is less than the amonnt of the general exemption IIpplicable to their cases. 
Under this scheme, however, these persons would suffer either-

(i) Reduction of their dividends by deduction by the Company of the Company's tax applicable to the 
dividend (even though the Company may not he officially regarded as paying tax as agent for the 
shareholders) ; , 

(ii) Reduction in the amount of profits available for distribution by the Company; or 
(iii) Reduction in the amount available to reserves, and tharefore reduction in the value 01 the shareholders' 

interest in the Company. 
The n~mb?r ?f sharehold~rs who are taxable at I ... than 2s. Bd. in the £ is approximately 25,364. The .. persons 

would suffer In slDular manner, but to I ... extent than the present non-taxable shareholders. Their rate of tax on 
other income would be reduced, but their indirect tax on dividends would be increased. 

The number of s.h.r~holde:s who are taxable at more than 2s. 8d. in the £ is actually 2,636. These persons would 
be benefited by reductIon In theIr rate of tax payable on their income other than dividends, and by their indirect tax 
011 dividends being reduced to the Company's flat rate. 

The revenue would therefore increa.e at the expense of approximately 225,364 person" and would confer .. 
diatin'ct benefit by reduction of tax on 2,636 persons. 

263. The Commissioner's Statement included the following figures:-

1 • • 
Flguree dlacounted Amouor,of Tu 

- - by 16 per cent. to 10J1D on dlacounted DIlUf't" 
ballla of esI,(mate in CtJlumo 2 at 

tt'lerred to In prest'nt rate 01 
ParqrapbU. ~., 3d. In the £1. 

- , 
£ £ £ 

Total profits. of Companies for the year ended 30th June, 1920, or the 
trading period taken in lieu tbereof for taxation pnrpo..,s .. 42,216,256 35,883,818 4,784,508 

Amount of undistributed income taxed to Companies .. .. 22,830,840 19,406,044 2,687,472 

llmoUIit of dividends taxed to shareholders .. .. .. 10,612,929 9,020,990 },202,799 

Amount of dividends received by non-taxable shareholders .. 8,772,687 7,456,784 994,237 

£42,216,256 .£35,883,818 .£4,784,1i08 
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264. The Commissioner further stated that, if the method (a) mre adoptea-. 
There would b. a con.iderable reduction in working cost. to the Department. It is extremely ditlicult to fOM 

&D accurate idea of the probable reduction in costs, but it .hould amount to about·£loo,OOO per annum. 

This gain to the COnllnonwealth would, however, be achieved at the expense of shareholders in Companies wh. 
individually would have been non-taxable, or whose rate of tax would be I ... than the Comp,ny's rate. 

265. There is no need to traverse the arguments advanced in support of the method under' 
discussion, beyond saying that its comparative simplicity and greater productivenessare:purchased 
at the cost of so great a. degree of inequity that we have no heSitation in unanimously deciding that 
it is a method which cannot be recomll1ll11ded for inclusion in a system of taxation which it is 
intended should rest upon" a sound and equitable basis." . . . 

266. Taxation at the Source and its Wide Application to Various Classes of Incomes (b).-The 
n}ain argument adduced in support of the system of Taxation at the Source is that it affords the 
only adequate and effective means of protection of the revenue. This contention apparently rests 
upon three assumptions-first, that evasion of taxation exists or can exist to such an extent as 
to warrant the employment by the Department of means of prevention other than those afforded 
by the system of "Information at the Source"; second, that any practicable system of 
"Information at the Source", however well devised and skilfully administered, would. prove 
ineffective in adequately protecting the revenue; and, third, that the adoption of the system of 
" Taxation at the Source," with adjustments, would result in a net Revenue gain. 

267. The extent to which evasion of taxation prevails in Australia m1J.St necessarily be largely a 
matter of conjecture. Several witnesses, including the Federal Commissioner of.Taxation, expressed 
the opinion that deliberate evasion was largely practised by wage-earners in certain classes of 
employment, such as, for example, shearers, who, on account of the nature of their employment, are 
rarely long in one place, and are therefore hard to trace, and wharf labourers, who, it was alleged, 
frequently resort to the device of usin~ different names. As against the general allegation of 
deliberate evasion in such cases, whieh IS scarcely possible of positive substantiation, there has 
to be borne in mind that, in many instances, on account of broken time, strikes, illness, and other 
causes, the exemption limit may not have been reached. 

268. The Federal Commissioner of Taxation, in his Seventh Annual Report, dealing with 
this question, says- . 

The only remedy lies in legislation whioh would provide that the tax at a flat rate should he deduoted from 
wages a. they are paid. It would be nece .. ary, however, to provide expensive machinery for adjusting the total 
amount of t.RX paid during a year, to the actual amount payable by each person so taxed. The question, therefore,. 
to be decided i. whether or not the tax collectable would be sufficient to pay for the additional adjustment machinery. 

I incline to the view that it would not pay unless the present minimum rat .. of Income Tax were considerably 
increased. 

269. The Report also mentions that-

The energetic action of the Department i~ tracing defaulting taxpayers has heen continued with good resul~. 
to the Revenue. • 

A special officer was sont into certain districts ill onc State, with the result that-
In all 631 persons Were pro:ecuted for thdr neglect of the la.w, and pena.ltie.'~ a.nd costR amounting to £1,713 

"ere re"overl'd. Now that the provisions of the Act are better understood, no further trouble from these d.istricta 
i. antioipated. 

270. It is clear from t.he context of the Report frllm which the above quotat.iolls are made 
that, in some cases at least. invcst.igatiou disclosed no fraudulent intent on the part of -~he 
taxpayer. The Report also shows that the Department is fully aware that evasion-inadvertent 
or wilful-exists and that the available resources of the Department are being employed wit.h 
some measure of success in its frustration. 

271. The'most glaring instance bf evasion of tax that was brought under our notice was 
one referred to by a Stat.e Commissioner of Taxation, in which the t.axpayer's return disclosed a 
t~lX .liabilit.y for the year amllunting to £25 only. Investigation by the :Qcpartment disclosed 
an lllcome for the year of £280,000. The Commissioner stnted- • 

Whon our examination was over, he paid US £22,500 on that year. 

In this case it was the" Information at the Source" which was available to the Commissioner 
which led to the discovery of the evasion. 

272. The British practice of Taxation at the Source is usually quoted as the outstanding 
example of the financial effectiveness of the method. 



273. The following"rief description of the general method of rollecting Income Tax under 
the British system is taken from Appendix 2 of the Report of the British Hoyal Commission on 
the Income Tax 1920 :-

Whenever it i. possible to do so, Income Tax i. obtained by deducting it before th'·income r ... ch .. the penoon 
to whom it belongs. For instance, 8.tradin~ company i. required to pay to the revenue Income Tax at the otand&ni 
rate on the whole of the profit. made by it, without reference to the ultimate destination of the profit.. Such a oompany 
on .paying dividend. to it •• hareholdeni i. entitled to deduct and retain the amount of Inoome Tax appropriate to the 
amount distributed, and the .hareholder thuo receives hi. dividends, subject to this deduction of Income Tax. • • . . 
An individual whose income is U'IwUy or partly earned renders a statement in order to claim the reduced rate of tax on hi. 
earned income, if his total income does not exceed £2,500. An individual whose income is wholly u ..... rned rende .. 
a statement in order to claim the reduced rate of tax on hi. unearned income, if hi8 "'1nl income does flot """,cd £2,000. 

'. . . . When tax i. deducted at the souree, it is (with certain exceptions) deducted at the .tandard rate, which rat. 
for the year 19I5-19 is 6 •. in the £. This rate represen~s the final liability in certain cases, but where the rate ultimately 
payable by a resident in this country whose income is taxed wholly or partly by deduction i. less tban the .tandard 
rate, certain adjuotments must be made in order to give him the benefits of the relief to which he i. entitled. For 
example, A's income, amounting to £1,800, is derived entirely from dividend. taxed at the source at 6 •. in the t. 
The" unearned" rate appropriate to a total income of £1,800 is 58. 3d. only. A would be repaid 9d. in the £ 00 the 
amount of hi. income, on hi8 making an application for relief, 8Upported by evidence of the amount of tax which ha, 
been deducted from his income. 

274. The embodiment of the principle of Taxation at the Source in the British Income Tax 
system dates from 1803. It is stated that the abuses to which the method of levying the 
tax by means of direct assessments upon the recipients of the income was open led the framers of 
the Income Tax Act of 1803 to make their approaches to the ta~ayer in a less direct, but a more 
certain, fashion. Since its adoption in Great Britain, the prinCIple has from time to time been 
niore widely applied (see pa~agraph 257), till at least 70 per cent. of the present yield of the tax 
is collected at the point at which the income arises. Though Taxation at the Source has been 
applied iu Great Britain for more than a century, it by no means follows that it is the best method 
for successful collection that can be devised in the modelling of an Income Tax system for Australia. 
When the revenue effect. of Taxation at the Source in Great Britain is estimated, there is no 
possible comparison by actual experience with a st.rictly limited application of the system in 
conjunction with a well-developed system of Information at the Source. We do not for a moment 
question the strength and sincerity of conviction of the British advocates of the system; but it 
may be that familiarity with it in some measure accounts for its retentiou in Great Britain. 

275. The rejection by the United States of America of the system of Taxation at the 
Source, after a short experience of its disadvantages as applied in America (see paragraph 258) 
seems to justify the doubt we feel as to its applicability to Australia. The following comments in 
Montgomery's Income Tax Procedure 1919 are interesting and informative:-

By providing.for a system of Infonnation at the Source in the 1917 law, Congrees took the fi1'!lt atop in ..,ientifie 
prOcedure, so far as securing trustworthy information as to the personal incomes of individuals is concerned. Collection 
at the Source was so technical and annoying that its abandonment was inevitable . 

. It takes many years to prepare the way for an effective system of reaching tbe incomes of all individual. who 
obould pay a tax. If the pre.ent law calling for infonnation as to the inoomes of all individuals who receive annually 
51,000 or more is strictly and impartially tmforced, it will be the means of raising many million. of dolla1'!l in taxes 
hitherto untouched. . . . . But the enforcement of Collection at the Source in the case of those in receipt of 
incomes of, say, $1,200 to $2,000 per annum would have been impract~ahle. It i. not unreasonable to call for, and it 
i. not inconvenient to furnish, the information in regard to such payments. 

It is important to note that Information at the Source is not confi.;ed to business concerns, but to individuala 
&8 well, who, in their personal capacity, payout certain sums aggregating 51,000 or more to anyone person, firm or 
corporation during an entire year. Eacb individual must state the amcunt paid for 'tent of an apartmeot or dwelling 
ho.uoe, to a chauffeur or servant, if the amount paid is fixed or detenninable. (Chap. VI.) 

276. There are at lesst two general objections to the system of Taxation at the Source. 
First, it involves the collection by the Crown of large amounts of money which in 80me cases it 
is not entitled to retain, and which in other cases are in excess of what it is eutitled to retain, th~ 
depriving a considerable body of t.axpayers of the use of their money for varying periods; and, 
second, .some Revenue gain (\t is difficult to estimate how much) will be due to the failure of tax
payers, either through ignorance or neglect, to make and establish their claims for refund or credit. 
The objections to the system which we have indicated suggest the wisdom of restricting its 
application to the narrowest possible limits, lest 80me day public complacency may permit 
revenue gain to " outweigh every other consideration," even that of an "equitable distribution 
of the burdens of taxation." . • 

277. The Taxation of Companies' Profits, with Subsequent Adjustment in the Individual 
Assessments of Shareholders (c).-This method would necessitate the repeal of the present Common
wealth law in !:espect of the taxation of a Company's undistributed income. Tax would be levied 
at & flat rate on all taxable profits in the hands of & Company before distribution of any part of 
the profits to the shareholders. The distinction between the method (a) discussed in paragraph 
254 and succeeding paragraphs and the suggested method uuder discussion is that, while under the 
former Companies' profits would be taxed, and there would be no subsequent tax adjustments 
by the Department with shareholders, under the latter the procedure presumably would be that 
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aD Mart'bolders RDding in Income Tax returns would therein disclose all dividends. re<"eind !r?m 
Companies. These dividends would then operate under any graduated scale o~ t~ I~ deternumng 
the rate of tax applicable. and the Dl-rartment would give the taxpayer credit m hIS ~~lent 
for the amount already paid by the Company or Companies on his~ccount in respect of anydi'ndt'nd 
di8cl~ in his "'turn. In the case of shareholders whose total mcomes are not large enongh to 
",nder them liable to pay tax. som .. provision would need to be made by which they C?uld cla.im 
and eoI.lect from the Department the tax paid by any Company or Companies on th~ II:ccount. 
It will be remembered that, according to the statement of the Commonwealth. CommISSIoner of. 
Tuation, there are slightly over 200.000 shareholders in this category. This method wo~d 
lead to the payment by Companies of dividends, less tax paid or payable by the Compa.rues, 
at tbe ruling Company flat rate. 

2i8. The Commonwealth CommiB.sioner of Taxation, in dealing with the suggestion (I') 
nnder review, stated that, if the proposal were adopted, the whole of the additional revenne 
(referred to in paragraph 26:!) estimated at £1,197,036, would be re~nded or reh,ated f:o the 
shareholders, and that therefore no Revenue gain would result, but additIOnal expenditure (m the 
establishment of a Refund Branch) would have to be incurred by the Depaitment, which he 
ft!timated would reach £18,000 per annum. 

2i9. It would appear that the conclusion of the Commonwealth Commissioner of Taxation, 
that the whole of the additional revenue resulting from the application of this method would be 
refunded or rebated to the shareholders. presupposes the complete effectiveness of the Depart
mental Infonnation at the Source in the prevention of evasion of tax by inadvertence or int.ent, 
and the adophon of an eqully complete Departmental refund system. No estimate was fum.ish~ 
as to the revenue gain whil"h might result from the failure of shareholders to establish claims m 
respect of refunds. . 

280. If revenue prot.ection be urged as the main recommendation of the system of Taxation 
at the Source, as applied to Companies' profits, the question naturally arises as to whether the 
present rate of 2s. Bd. in the £. w-hil'h is approximated to the average individual rate of tax 
applicable t~ taxpaying sharehold(>rs, is fixed high enough. Compieteindemnity agaill~ Revfflll6 
Iou rould only be secured by tI,e lerg frolll Companies of tax at the highest cun-ent ilUiit'idllal 
role. 

281. The arguments advanced in favour of the Collection at the Source of tax in respect of 
the whole of a Company's taxable income, with subsequent adjustments with shareholders, have 
failed to convince us that it represents any improvement upon the present Commonwealth syst~> or 
that it would be instrumental in s.ecuring a more equitable distribution of the burdens of taxation, 
or result in simplifying the duties of taxpayers in relation to returns. Taking int~ account the 
additional administrative cost which it involves, and having regard to the facilities for obtaining 
Information at the Sou!ce already used by the Department, and those opl'.1l. to it under the wide 
powers conferred upon the Commissioner (not<lbly under Sections 55 and 56 of the Commonwealth 
Income Tl\X Assessment Act), the probability of the method of taxi.ng Companies' 
profits (whether distributed or undistributed) with subsequent adjustments to all shareholders 
realizing any greater net revenue {han the method we suggest seems extremely doubtful. Even 
should there be a net Revenue gain through failure from any cause on the part of shareholders to 
('oIlect from .the Department money due to them under tlie ~y~tem, that would be a SOUTC·e of 
Revenue whll,h should bring small Mtisfadi,'n to the Stnk, which ill all its d~nli.ngs should spt 
the highest standards to its riti7.~lIs. It would, in our view, he prd('rable for the State to ~uffer 
some loss of Revenue than, hy the retention of money to whit-h it cnn have no mornl daim, to 
inflict injustice upon any section of its citizens, e.'pec{alh· those least ahle to hear it. Aft~r full 
consideration we are of opinion that. t,he disadvantages' attaching to the met,hod of taxing tbe 
whole of a Company's pwfits, evell wiih subsequent adjustments to shareholders, arc such as not 
to warrant us in recolllmending the adoptio]l of t·hat met,hod. 

28:!. The maintenance of the present Commonwealth mel.hod of taxing dividends in the 
hands .of ~hareh?lders with more. equitable adjustment provisions in respect of d,ividends paid out 
of undIstrIbuted meome upon whIch a Company has paid tax (d),-Sub-Section (2A) of Section 16 
of the Commonwealth Income Tax Assessment Act provides in effect---

(a) That a shareholder whose rate of tax in his individual assessment is lower than 
tbe Company rate, and who receives a dividend out of previollsly undistribut~d 
profits upon which the Company has paid tax, is entItled to a rebate of tax 
ill respect of such dividend calculated at his individual rate ; 

(b) That a shareholder whose individual rate is higher than that of the Company is 
chargllable with additional tax based on the difference between his individual 
rate and that of t.he Company; and 

(c) That a shareholder whose income is not sufficiently large to render him liable to 
tax receives no refund of the tax previously paid by the Company, 
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. It is difficult to see any justification for this provision as it applies in the positions arising 
under (a) and (c), uul!,,ss it be found in purely revenue considerations. But such considerations 
should not, in our opinion, lie allowed to outweigh those attaching to .. the equitable distribution 
of the burdens of taxation." The clear intention of the Income Tax Assessment Act is to levy tax 
on the total taxable incomes of all individuals at rates of tax appropriate to those incomes. In 
pursuance of this intention, dividends received are taken into account in arriving at a taxpayer's 
total taxable income. It is therefore clearly right that from the total tax assessed thereon there 
should be deducted such amounts as have already been paid to the Department. This is already 

. done in the case of a taxpayer whose individual rate of tax is higher than that of the Company, 
but is done only in part in the case of a taxpayer whose individual rate of tax is less than that of 
the Company. A shareholder who is not a taxpayer receives neither rebate nor refund. This 
discrimination involves manifest injustice to the two latter cla..~ses of shareholders. 

283. To remedy this injustice by the rebate or refund to all shareholders of the full 
amount of tax previously received from Companies in respect of their share of dividends paid 
out of undistributed income, SODle lo~s of revenue must be faced. The extent of that loss cannot 
be estimated with any degree of accuracy. The Commonwealth Commissioner of Taxation has 
expressed the opinion that the method (d) under review, if the adjustment provisions were 
applied only to taxpaying shareholders, while it would cast increased work upon the Depart
ment, would not involve any additional expenditure. 

284. It may, however, be taken for granted that the work of the Department, as well 
as the cost, would be increased if refunds were made to non-taxpaying shareholders. The Com-
missioner also stated :- . • 

Administration of such a scheme would, in my opinion, be impracticable, unless taxpayera were required to include 
all dividends in their returns, leaving it to the Department to make the adjustment. Even then it would be difficult. 
The number of cases in which Companies distribute dividends out of past accumulated profits relatively to the total 
dividends distributed from current profits is small, but numerically they are fairly substantial. 

He stated further :-
The point for consideration in this connexion is that the Income Tax is an annual tax payable on the income 

of a year at the rate applicable to that income by the' legal owner of the incpme. This would appear to mean that the 
Commonwealth Government should retain tax on Companies' undistributed income at least at the rats paid by the 
Company on that income. 

If this is meant to express the view that, when a Company has paid tax on its undistributed 
income, the Government on subsequent distribution of that income should be entitled to collect 
excess tax from individual shareholders whose rate of tax is higher than that of the Company, 
but should not be required to make any allowances to those shareholders whose income 18 not 
taxable or whose rate of tax is less than that of the Company, it is a view which, in our opinion, 
is neither in harmony with the scheme of the Act nor in consonance with the principles of 
equity. -

285. There can be no question as to the right of the Government under this scheme to 
retain tax paid by a Company on undistributed profits while they remain undistributed;. but, when 
these profits or any part of them reach the shareholders' hands, then the primary intention of 
the Act-the taxation of the individual at his appropriate rate-is efiected, and can only be 
e9.uitably effected, by regarding the tax paid by the Company as tentative, because of the possi. 
l)ility of the subsequent distribution to the shareholders of the whole or part of the amount upon 
which tax has been collected. This view is, in our opinion, both logical and equitable, and 
justifies the claim for a refund or rebate; either to the Company or the shareholder, of the whole 
.of that payment which the act of distribution by the Company establ:shes as having been tentative. 

286. It was suggested in evidence that the Department, instead of making rebates in indi
vidual assessments of taxpaying shareholders and refunding direct to non-taxpaying shareholders, 
should allow full rebates in-the Companies' assessments. ''It was considered that this would 

. simplify the work and reduce the cost of the Department. Subject to ssfeguards we think 
the suggestion worthy of consideration. 

287. A sOlnewhat anomalous position arises under the present Act.' In the direct levy of 
tax upon its undistributed profits, 11 Company is regarded as a legal entity, while in the partial 
adjustment' of tax with taxpaying shareholders, under Section 16 (2.-\) of the Act when 
those profits are subsequently distributed, there is some recognition Qf the Company as 
having paid the tax in the first instance, not on its own behalf, but, in part at least, on behalf of 
those shareholders to whom rebate is made. Certain other equally. anomalous positions arise 
through the operation of the provisions of Section 16 (2A) of the Act.. For example, it is the usual 
practice in Australia for Companies to distribute dividends to their shareholders without deduction 
of any tax previously paid thereon. When, therefore (as is the present practice), the Income Tax 
Department allows full or partial rebate of tax in the assessments of shareholders whose individual 
returns include the receipt of a dividend paid out of previously undistributed profits, those sbare
hOlders in effect receive an additional dividend equal to the amount of tax so rebated. The 
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Dep&rtment; however, does not require these. taxpayers to include this additional dividend-or 
what is in efiect an additional dividend-as income in their returns. Furthermore, if, as wc 
contend, this rebate of tax be in efiect an additional dividend, it would appear that that additional 
dividend has reached the hands of these particular shareholders in an indirect way through the 
Taxation Department, and without the formal sanction by resolution of the Company's share
holders. 

288. It will be seen therefore that the present practice involves a three-fold discrimina-
uon- • 

1. Between taxpayers who receive dividends paid out of current profits (whose returns 
include the whole of these dividends) and taxpayer~ who receive dividends 
paid out of accumulated profits, and are allowed a rebate of tax in accordance 
with the provisions cif' Section 16 (2A) (whose returns include the dividend, 
but do not include the rebate, which is virtually ·an additional dividend). 

2. Between those. taxpaying shareholders who receive dividends paid out of accumu
lated profits and whose individual rate of tax is higher than that of th~ Company 
(who receive full rebate of tax) and those whose individual rate of tax is lower 
than that of the Company (who receive only partial rebate of tax). 

3. Between taxpaying shareholders who receive dividel)ds paid out of accumulated . 
profits (who receive either full or partial rebate of tax) and non-taxpaying 
shareholders (who receive no refund of tax). 

289. Tqe position may be more readily appreciated by an example of what occurs under 'the 
present practice :-A, B, and C, are three sh&reholders, each receiving £100, being their proportions 
of a dividend paid by a Company out of accumulated profits, upon which profits the Company has 
paid tax at the rate of 21. 8d. in the £. 

Assuming, for the purpose of illustration, that A, B, and C, are the only shareholders of the . 
Company, and that the £300 distributed represents the whole of the Company's accumu'ated 
profits, it is 'cl6&1' that the profits upon which the Company or g;nally paid tax must have heen £346 
3 •• Od. The tax applicable to that amount is £46 3s. Od , and it s alter the payment of that tax 
that the amount of £300 is available for subsequent distribution to shareholders . 

• 

. A has no other income, and is therefore non-taxable; He rece'ves no 
refund, and the Government retains the tax already paid by the 
Company on his proportion of the accumulated profits, viz. .. £15 7 R 

B has other income which, together with the amount of his dividend, renders 
him liable to payment of tax at the rate of 1s. 4d. in the £. He 
receives rebate at the rate of 1s. 4d. in the £ (being the difference 
between his individual rate of tax and that of the Company) equiva-
lent to an additional dividend of . £7 135. 10d., upon which he pays 
no tax, and the Government retains 

C has other income which, together with the amount of his dividend, renders 
him liable to payment of tax at the rate of 55. 4d. n the £. He 
reoeives full rebate of the tax paid by the Company in respect of his 
proportion of the total dividend, and of this amount, viz., £13 6s. 8d., 

£7 13 10 

the Government retains Nil 
It will be seen that in the transaction indicated above, by which each of the three share

holders received the same amount from the Company by way of dividend paid out of accumulated 
profits, 

ltrom USI! CotnpeD!. By way of RebAte. Total. 
A's return Is .. .. £100 0 u . . Nil £100 0 0 
B's .. 1000 0 .. £7 13 10 107 13 10 
C's .. 100 0 0 . . 15 7 8 . . U5 7 8 

• .290. Three methods are open by which the inequities arising out of the present discri
mmation may be temoved :-

1. By the Department rebating or refunding the whole of the tax paid by Companies 
in respect of dividends paid out of accumulated profits direct to the shareholder8, 
irrespective of whether or not they are taxpayers, and treating tax 80 repaid 
or refunded as income in sharehilders' Income Tax returns. 

2. By the Department rebaung or refunding the whole of the tax paid by Compauies 
in respect of dividends paid out of accumulated profits to the Companies aft.er 
the lapse of a reasonable time from the date of the payment of the dividends. 

3. By amending the Act so that Companies shall not be taxed, either permanently 
or tentatively, in respect of their undistributed profits, and by deeming the 
whole of the undistributed profits of a Company to have been distributed amongst 
the shareholders whose individual returns would then include not merely their 

, proportion of any declared dividend, but their proportion of the total profits 
of a Company, the sum representing which would then be taxable at the rate 

.of tax applicable to each shareholder. 
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291. We do not lavour the latter method, on the grounds:-
1. That it would mean that shareholders would be required to pay tax upon profits 

which are not received and may never be received by them, exoept in the remot.e 
contingency of the winding up of the Company, or indirectly through a more 
or less appreciable addition to the market value of their shares. 

2. That it would tend to the distribution of too large a proportion of C',omranies' profi ta 
rather than the provision of. means of development and financia stability by 
building up reserves. 

292. Wbichever fJf the two former methods may be regarded as the more practicable and 
simple one, it seems essential to the scheme that all taxpaying shareholders should be required to 
include all dividends in their Income Tax returns, and that a simple form of return should he 
prescribed for use by those shareholders whose total income does not reach the taxable amount. 
Shareholders would he materially assisted if it became the practice for all Companies to set 
out on all Dividend Warrants the proportion of· the dividend which was paid out of past 
accumulated ·profits. ' 

293. In dealing with 'the question of the taxatiod of Companies' profits, it becomes 
necessary to refer to the tlumerous and emphatic protests made by witnesses against the 
provision of Sub-seotion (2) of Section 16 of the Income Tax Assessment Act. This sub-section 

'provides that-
Where, in the opinion of the Commissioner, a Company has not in any year distributed to'it. memb ... or 

shareholders a reasonable proportion of its taxable income, the taxable income of the company sball b'e deemed to have 
been distributed to the members or sharebolders in proportion to their interests in the paid-up capital of the company, 
if the Commissioner is satisfied that the total tax payable on it as distributed income is greater than the tax payable 
'on it by the Company. 

W ~ are strongly of opinion that the sub-section is open to two grave objections. The first is in 
respect of the authority which is conferred upon the Commissioner to detennine whether or not 
a reasonable proportion of a Company's taxable income in any year has heen distributed. Having 
regard to the varied classes of business engaged in, the competition and risks to which they may 
be subject, arid the involved i~sues in relation to their development and consolidation,. we are of 
opinion that all administrative decisions upon this point should be subject to appeal. The second • 
grave objection is in respect of the limitations imposed upon the Commissioner. For example-
Having decided that a reasonable proportion of a Company's taxable income in any year has 
not been distributed, the Commissioner is not allowed to express an opinion as to what amount 

, would have constituted a reasonable proportion and levy tax upon that amount; but in all such 
cases the sub-section arbitrarily provides that the whole of the taxable income of the Company 
for the particular year shall be deemed to have been distributed to its members or shareholders. 
In our opinion, such a provision is unreasonable and harsh. The remedy we propose for both 
these objections will be found in our r(jcommendations. 

CONCLUSIONS. 
294. For the reasons indicated throughout this section of our Report, we do not approve 01 

the proposal for. the adoption by the Commonwealth of the States' method of taxing Companies' 
profits, nor do we consider that the method of Taxation at the Source should extend beyond the 
present limits prescribed in the Commonwealth Income Tax Assessment Act. We are of opinion 
that Information at the Source, extended and efficiently applied, will afford increasing protection 
to the Revenue, while it is free from the disadvantages which, it has been shown, attach to Taxation 
at the Source. 

RECOMMENDATIONS. 
295. We recommend-

1. That the profits of Companies be taxed in accordance with the existing law, ' 
subject to amendment of Section 16 (2A) of the Income Tax Assessment Act, 
so as to provide for rebate or refund of the whole of the tax paid by a 
Company on the undistributed income which is subsequently distributed. 

2. That Section 16 (2) be amended to provide that, where the Commissioner is of 
. opinion that a company has not in any year dIStributed a reasonable proportion 
of its taxable income, he ~hall have the right to decide the amount which for the 
purpose of levying tax shall be deemed to have been distributed, and that against 
such decision the Company shall have the right of appeal to the Appllal Board. 

3. That a simple fonn of return be prt'JlCribed for use by non-taxable Company share-
holders, in which their dividends shall be disclosed. . 

[From this section of the Report Commissioners Jolly, Missingham, and Mills express 
dissent. See page 126.] 
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SECTION X. 
DIFFERENTIATION. 

296. Definition of Terlli.-The term differentiation is "used to express the discrimination 
which is made for income tax purposes between incomes that are earned by personal exertion 
and incomes which are not so earned." 

297. Demand for Differentiation in the United Kingdom.-From the introduction of income 
taxation in 1798, public demand for some degree of differentiation in favour of incomes derived 
from personal exertion was carried on with remarkable persistence until 1907 , when for 
the first time incomes derived from personal exertion were by Statute made taxable at a lower 
rate than incomes derived from property. The British Royal Commission (1920) on the Income 
Tax was satisfied "that some such dilIcrimination is desirable and just." We concur in that 
view on the ground that" there is a real difference in taxable ability between the two classes of 
income in question." . 

298. Terms used to denote the two classes of Income.-Much discussion has taken place in 
Great Britain as to the terms which should be used to denote the two classes 
of incom&--e.g., " permanent and precarious," " industrial and spontaneous," 
"industrious and lp.zy," "personal effort and investment," "earned and unearned." The 
two latter are the terms in use in Great Britain, but the British Commission, in view of objec
tione made to the expression "unearned income,~' recommended the term" investment 
income." Terms such as "earned .and unearned," "industrious and lazy," have 
been considered to convey moral implications, but in our opinion the point of view should be 
economic-i.e., based primarily upon ability to pay. The terms "income from personal 
exertion" and "income from property" used in Australian legisiation are in our opinion the 
most appropriate yet suggested. 

299. Degree of Differentiation in the United Kingdom.-The British Royal Commission (1920), 
aftw considering the effect of increase and extension of family aIlowance~ (which they recom
mended) and also of recently increased estate and succession duties, which "tell ill favour of 
earned income as against income derived from invested capital," recommended some dinilnution 
of the existing (Income Tax) Differentiation in the case of smaller incomes. The method. they 
recommended was to diminish personal exertion income by one-tenth, for the purpose of arriving 
at the amount upon which tax should be levied. Subject to this reduction, the rate was then 
to be the same as in the case of incomes from property. They further rticommended-

(a) that however large the earned income, not more than £2,000 earned income should 
rank for differential relief, and , 

(b) that the relief should apply, with that limitation, to incomes, of all sizes,- but for 
the purposes of. Income Tax onIy"not for Super-tax purposes. 

The maXimum deduction from any income in respect of differential relief would 
consequently be £200. 

300. Differentiation under Income Tax Laws of Australian States.-The following is a brief 
.tatement of the differentiation provided under the States Statutes :- . 

New South Wales The rates on income the produce of property are uniformly 
one-third greater than those on income from personal 
exertion. There is also a super-tax operating equally 

Vidoria 

South ..4. m/ralia 

Western Amtralia 
Tasmania .. 

on both classes of income. 
The property rates are double those on incomes from personal 

exertion. 
The rates on incomes from property taper gradually from 

double that on the smallest income from personal exertion 
to identical rates on incomes of £3,000 or over from 
either source. 

The differentiation in rates varies irregularly, ranging from 
50 per cent. on smaller incomes to 221 per cent. on larger 

, incomes from property over and above the rates 
chargeable on similar incomes from personal exertion. 

No distinction is made, each class bearing the same rate. 
The widest separation is on the lowest incomes, where those 

from personal exertion carry 3d. and those from property 
8d., moving through converging stages till on that portion 
of the income which exceeds £2,000 both classes bear 
the same rate. 

301. While in Western Australia there is no distinction between the two classes of income 
in New South' Wales and Victoria the differentiation is uniform throughout; in South Australia, 
Queensland and Tasmania the rates move in converging lines and in the two last-named States 
they eventually coalesce. 
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302. Differentiation under the Income Tu Law of the Commonwealtli.-Differentiation 
!lnder the C?mmoDwealth Income Tax Law is effected by preseribing two seales of rates, one for 
!Deomes derived from property, and another for incomes derived from personal exertion. The 
~ale for personal exertion incomes, which is much the lower, is a straight line up to an 
!Dcome of £7,600. The property scale passes from a straight line graduation, that is, a curve of 
th~ first degree, to one of the second degree, and, at a higher point of income, to a curve of the 
third degree. If the rate on personal exertion he represented by 100, the percentage increases of 
property rate above personal exertion rate will be as shown in Column 4 of the subjoined table. 
Commencing at practical identity between the rates on incomes from personal exertion and those 
on incomes from property, the differentiation increases until at £2,250 the rate on property 
income is about 82 per cent. greater than that from personal exertion. At £3,000 the percentage 
falls to 81, and thence the two rates gradually converge, e.g., at £8,000 the percentage has fallen 
to 37, at £30,000 to 6, and at o£100,OOO to 1'7. If the rate on property incomes be repre
sented by 100, the differences between the two seales, expressed as percentage deductions from the 
property line, give these results :-Commencing at practical identity between the rates on 
incomes from personal exertion and those on incomes from property, the differentiation 
increases until at £1,000 it is 36 per cent., and between £2,000 and £3,000 about 45 per cent. 
Thence the two rates gradually converge, e.g., at £8,000 the percentage has fallen to 27, at 
£30,000 to 6, and at £100,000 to 1'7. The effect in these cases is shown in Column 5 of the table. 

TABLE 

Tax on lncomo from- If the Rnte Ob Inaomel rr tbl! BAte on Inoomd derIved. derlved from 'a"on" e .... tlon 
be repret80ted by 100 10 from Pro,e,., bl!! re~RDtNl 

TuabJe Income. eaoh case, the tAU! on InO»Ine'J b,. 100 tn eaob "alle, t I t'At-e OD 
lncoml!, dllrlved from Penenal 

Peraonal exertlen. _ .. derived from Propert,. will be bertlon will be rlprll!MDte4 b7 
• repfuented by tbo .ftgvre. t.bo flauna belew, below. 

Column 1. Column 2. Column 8, Column '" CoIuIDa t. 

£ £ 8. d. £ •. d. 
100 2 8 0 2 10 6 105 95 
300 8 16 0 9 19 0 113 88 
600 22 8 0 28 1 0 125 80 

1,000 48 0 0 75 0 O· 156 M 
2,000 149 O· 0 269 0 0 180 1111 
2,250 183 0 0 332 0 0 182 65 
3,000 304 0 0 552 0 0 181 55 
4,000 512 0 0 904 0 0 176 . 117 
5,000 773 3 0 1,298 0 0 168 80 
6,500 1,265 0 0 1,928 0 0 152 66 
8,000 1,872 0 0 2,567 0 0 137 73 

15,000 4,871 0 0 5,551 0 0 114 88 
30,000 11,255 0 0 11,951 0 0 106 94 
50,000 19,783 0 0 20,482 0 0 103'5 96'6 

100,000 41,108 0 0 41,810 0 0 101'7 98'3 

303. In some schemes of income taxation, of which those of New South Wales and Victoria 
are examples, the differentiation extends with an unvarying percentage of difference in rates 
throughout all incomes, but it is not uncommon, as in Queensland and Tasmania, to fix a point in 
income beyond which differentiation no longer directly operates. The indirect operation 
continues in some cases beyond that point, but with ever-lessening effect. The reasons 
generally given for limiting the range of differentiation are that beyond a certain point (necessarily 
chosen arbitrarily) an element of capital earning is considered to be present in the income if derived 

. from business and, what is of more importance, the relative taxable ability of the taxpayer 
whose income is derived from his own efforts as compared with that of one whose inc,ome is 
derived from propert.y is deemed to increase as income rises, until a point is reached when the 
necessity tor the distinction ceases. 
. 304. Differentiation effected otherwise than through the Income Tax Laws.-As already indi-

cat,ed (paragraph 299), taxation of property by means of estate or succeSllion duties is often regarded 
as effecting a measure of differentiation in favour of incomes derived from personal exertion. As 
also shown in paragraph 299, the British system nevertheless includes a direct application of the 
principles of differentiation to income tax. On th e Continent of Europe, the practice varies 

. greatly. In Italy the subdivision of incomes for the purpose of differentiation J?urely in 
relation to income tax is carried further than in any other country. Income is diVided into 
five classes :-

l. Income from certain investments of a gilt-edged class at a normal rate--
--say . . . . . . . . • . • . _ • 

2. Income from other capital and all perpetual revenues at & reduction 
of 25 per cent., making the rate-s&y •• •• 7'5 

10 
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3. Income derived from the co-operation of capital and labour, i.Il., those 
produced by industry and commerce, at a reduction of 50 per cent., 
making the rate--say . . . . . . . " . . 5 

4. Income derived from labour only by persons in private employment, and 
income from temporary revenues or life annuities, at a reduction of 
55 per cent., making the rate--say . 4' 5 

. 5. Income derived from salaries, pensions and allowances to persons 
employed by the State, the Provinces or the Communes, at a 
reduction of 62l per cent., making the rate-say .. 3'75 

305. In Berne, the income is divided into three classes ;-
1. Income from capital, CNrying tax at the normal rate--say .. . . 10 
2. Income from life annuities and pensions, carrying tax at 80 per cent. of 

the normal-say . . . . . . . . . . 8 
3. Earned income carrying tax at 60 per cent. of the normal-say 6 

306. In Spain the Income Tax is linked with an Industry Tax, and in addition to differen
tiation in the former, running into six classes, there are in these classes five" tariffs," which provide 
a further differentiation according to ;-

(a) Character of the business. 
(b) Its importance. 
(c) The importance of the locality in which it is conducted. 
(d) The motive power used in the output; and 
(e) The method and nature of the output. 

307. In Borne other Continental countries differentiation, so far as it exists, results from 
the combined operation of a tax upon the capital value of property and a general but undif
ferentiated Income Tax. Taxes upon property in various forms have generally preceded in 
date'the imposition of Income Tax, Itnd possibly in some cases the differential effects which 
attract so much notice when rates are increased and when an Income Tax is added to the 
national scheme of taxation, were not deliberately designed. The concurrent operation of 
Property Tax and Income Tax is usual throughout the German States and also in Denmark, 
Norway and some of the Swiss Cantons. 

308. In some other countries, including Saxony, Bavaria, Austria and Hungary, instead of 
a separate tax on the capital, value of property, there is a separate tax on the yield from property. 
For example, in Bavaria, side by side with the general Income Tax, there are 8, Land and House 
Tax, a Business Tax, and a Dividend Tax, which are charged on the annual or estimated yield of 
the subject property. Another method is the taxation of the capital value of property combined 
with an Income Tax confined to income not derived from property (income derived from such 
property b~g exempt under the latter tax), the rates of the two in such cases being fixed so 'as _ 
to produce a degree of differentiation in favour oithe earned income. The most highly developed 
examples of tbis method are found in Switzerland and Holland. A further variant is found in 
the method of loading. the 8,ssessment under a General Income Tax with a fraction of tpe value 
0'£ any property possessed by the taxpayer. Of this, the outstanding example is Sweden. 
Under the system in force in that country, one-sixtieth of the capital value of any property 
possessed by the' taxpayer is added to his income in order to arrive at the amount upon which 
IUcome tax is charged. . 

309. Under Conunonwealth legislation, as under that of all the States, taxes are imposed 
upon unimproved land values and also upon property passing at the death of the owner. To 
the extent to which these taxes operate, it has been contended that they constitute differentiation 
against incomes from property apart from that embodied in the Income Tax Statutes. 

310. Differentiation-How should it be measured.-An argument has been presented with 
the intention of showing first-the principle upon which differentiation should be measured, 
and second, that, in view of the differential effect of estate duties, differentiation should 
disappear from Income Tax Statutes. That argument may be briefly sununarized thus ;-

.' (1) That an equitable measure of differentiation is the percentage of average income 
which if invested annually at compound interest during the period of active 
earning (asSumed to be 40 years) would enable an annuity to be purchased 
securing to a married couple during the continuance of both or either of their 
lives an income equal to the average income of the active period, less the 
invested percentage. (Figures have been given to show that the necessary 
percentage is in the neighbourhood of 9 per cent.) 

(2) That annual premiums paid by the recipient of income the produce of property 
to secure at death an amount equivalent to the estate duty wbich would 
then beoome leviable should be viewed-

(a) As an added Income Tax, and consequently 
(b) As measuring the d.egree of Income Tax differentiation wbich has been 

indirectly effected by the Estate Duty Act. 
• 
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(3) That, viewed as added Income Tax, the premiums payable by a property

owner to secure at his death an amount equivalent to the estate duty 
constitute a degree of diffeJ:6ntiation exceeding the percentage of saved and . 
invested income required as in No. 1 above; and that consequently no 
differentiation should be allowed under Income Tax Acts. . 

311. As to No. 1, it may be said that the argument assumes an ideal prudence and the 
existence of ideal conditiolli! under which that prudence is to be exercised. In view of the 
vicissitudes experienced by the great majority of. persons dependent upon income from personal 
exertion, such as uncertain conditions of employment, variable remuneration, ill-health of the 
breadwinner or his family, &c., it can never be reasonably assumed that a large percentage of 
taxpayers will be in the position to provide for themselves in the efficient manner contemplated 
by the theory advanced. With regard to the argument summarized in paragraph 310 (2), that 
premiums paid to provide for estate duty should be viewed as an added Income Tax, economio 
opinion may be quoted-for example, Sir J. C. Stamp, writing in the Edinburgh Review, October, 
1919, says:- . 

Differentiation between incomes derived from capita.! and income derived from earnings u.ed to b. OPPOled 
in England on the ground that the purpose was effected by the death duti... It was argued that, if on. mau h ... 
£1,000 from earnings and anoth.r £1,000 !rom land, and if the latter provided for the source to b. kept intact by 
paying out of his income an annual insurance against the death duty, hi. effective taxation "ould b. greater. But 
this reaAoning i. not entirely sound. The insurance payment cannot be regarded as made to insure that the income 
is maintained intact during his own life. It is voluntarily paid to insure a similar and nndimini.hed income for 
80f!1e one after the insUft'r's death. 

312. Insurance premiums paid during the life-time of a property-owner for the creation of a 
fund to be applied in payment of succession duties, thus preserving an estate intact, or for other 
prudential or charitable purposes cannot, in our opinion, be viewed as in any sense an additional 
Income Tax, deferred or otherwise, and consequently cannot be regarded as adding to any degree 
of differentiation which is effected by Income Tax Statutes. If the property-owner, instell.d of 
making payments to an insurance company, chose another form of investment as a means 
of providing for the payment of estate duty at his death, could the payments made on this 
account be properly regarded as an additional Income Tax and so constituting a differentiation 
against income from property? We think not. 
. If we 10Qk at the position of the two persons referred to in 'the argument under review, 
namely:-

(1) The income earner who puts by a percentage of his income during the period of 
active earning with a view to acquiring an annuity to carry him through the 
year& when his earning power may have ceased, and 

• (2) The person having a similar income from property, 
it will be seen that a marked distinction exists. The income earner must provide about 9 per 
cent. of his average income for, say, 40 years. At the age of 60 the expectation of life is about 
fourteen years, and at the age of 65 it is about eleven years, so that in many cases saving continued 
throughout the whole life period of [tetive effort will result only in the acquisition of an annuity 
for one or other of these comparatively short periods. When such a person dies, apart from 
the continuance of the annuit.y to his wife if she survives him, his whole capital.savings will have 
disappeared, and there will be nothing to hand on to anybody. ·The property-owner, however, 
by. setting aside, not 9 per cent. of- income for 40 years, but (on the basis of current insurance 
rates, about) 2'1 per cent. on the amount of succession duties for 30 years (or p08Bibly for one 
year only*), will be able to pass on to his successor, without any reduction due to estate duty, 
the same income which he himself has enjoyed. 

The person who (by hypothesis) provides the annual insurance payments can never be the 
actual payor of the estate duty, nor can the annual payments he makes have the effect of 
maintamIng intact the income hr. enjoys, but wonld, of course, have a contrary effect. 

313. Administrative Saving if Differentiation Abolished.-It has been suggested that the 
abolition of Differentiation in Income Tax would "make for saving in the expenses of adminill

- lration. That may be admitted, but, in our opinion, that action would cause a deep sense of 
injustice in the minds of a majority of. taxpayers. 

314. Retention of Differentiation in Income Tax Law_-The generally undesigned, remote, 
uncertain, and little-understood differential effects upon Income Tax produced by the operation 
of Estate or Probate Duties would, in our opinion, be no sufficient or satisfactory substItute for 
Differentiation, as expressed directly through an Income Tax Statute. As shown above 
(paragraph 310), we do not accept the contention that Estate Duties can properly be regarded 
as effecting a real Differentiation of Income Tax. We may point out that, if our recommendations 

• in the "Harmonization" Section of this Report be adopted by the Commonwealth and the 

* It is 8t!8umed that the payments wiU continue for 30 yeara. this being take1i 88 the average interval between 811ClOe.Ji0Dl. ba, 
the whole amount covered by the policy would,-be payable if the insarel died immediately_her ~ ~ full; premium ,.ymen&. Of 
eoU1'8e. when the death oceOIl the _taw duty beeomes payable. . . . 

• 
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States, the Commonwealth will cease to impose Estate Duty, and consequently Will be unable 
to give effect to the principle of Differentiation except through Income Tax. The allowance in' 
Income Tax to personal exertion incomes, by means of Differentiation, is in most cases the only 
method by which the depreciation of the human machine can be adequately recognised in 
taxation, or by which that recognition can be made clearly perceptible to the great body of 
taxpayers. We are of opinion that the principle of Differentiation is one which should be 
retained, and that it should be retained by specific inclusion in the Income Tax Law. • . , 

315. Taxation of Property Acquired by the Taxpayer.-Objections have been raised to the 
imposition of tax at a higher rate in the case of property.acquired by the taxpayer, as contrasted 
with the case of property inherited. NII.doubt, such property is frequently acquired by industry, 
aud thrift, although' there are many cases where the events which lead to its acquisition are of 
the nature of happy accidents. The argument against taxation of income from such property at 
differential rates 18 that it tends to discourage thrift. This, in our opinion, has but little force, 
and any such effect will generally be outweighed by the sense of security and confidence given 
by the growing acquirement of a permanent source of income. The argument also loses sight of 
the fact that the allowance to personal exertion incomes may help in creating and sustaining the 
impulse to save. 

This discussion throughout, while mentioning Commonwealth Estate Duty, applies also to 
the Succession or Probate Acts in force in the States. 

316. Degree and Scope of Differentiation.-The Statutes of different Australian Legislatures 
prescribe 'degrees of Differentiation, which, represented by a percentage deduction from the higher 
(propertr) rates to reach the personal exertion rates, range from zero to about 62.per cent. In 
consldermg this question, two points arise for decision :-

1. Whether there shall be any differentiation of incomes for taxation purposes. 
2. If differentiation be accepted-

. (a) Upon what scale shall it be based 1 • 
(b) Shall it be carried throughout all ranges of income 1 

As to I, we have already indicated our opinion that differentiation should form part of 
the Income Tax law. As to 2 (a), we haye carefully considered a number of different scales of 
differentiation, and have decided to recommend the scale shown in more detail in paragraph 319. 
As to 2 (b),. we are of opinion that differentiation should cease absolutely at a certain point of 
income. In the scale we suggest that I;lOint is reached at £4,500. In some Income Tax laws, 
what may be termed direct differentiatIOn ceases at a certain point of income, but the effect is 
carried forward, though with diminishing influence, throughout all incomes. For example, 
in Tasmania, where direct differentiation is applied to incomes up. to £2,000, the effect is extended, 
since the rates common to both classes of income are only applied to that portion of the income 
which exceeds £2,000. In the scheme we recommend, not only does direct differentiation 
cease at the selected point of income, but for incomes of that amount and over the whole effect 
of differentiation varushes, as the undifferentiated rates then apply back to the lower stages of 
!ncome. In our view, the carrying forward of differential effects throughout all ranges of income 
IS not in harmony with the principles upon which differentiation is based. 

317. Method and Scale of Differentiation recommended.-In our opinion, Differentiation 
should be effected, not as at present,. by prescribing two scales of rates, one for incomes derivt:d 
from property, and another for incomes derived from personal exertion, but by:-

(a) Prescribing one basic scale of rates applicable to all taxable incomes, and 
(b) Making a percentage deduction from income derived from personal exertion for 

the purpose of arriving at the taxable income to which the scale of rates shall 
then be applied. 

The percentage deduction from income we suggest is 15 per cent. from all incomes up to £1,500, 
the percentage being reduced from that point at the rate of 0'005 per cent. upon each successive 
£, or one· half per cent. on each successive £100, until the vanishing point is reached at £4,500. 
Thus, to take a few examples from the Table below, the method will work out in this way :
Where the (ot.herwise taxable) income is £200, this sum is first reduced by 15 per cent., which 
brings it to £170; tax at the rate applicable to £170 is then assessed. At £1,500 the 
deduction from income at 15 per cent. is £225, so that the taxable income is £1,275. At 
£2,800 the percen~e deduction has dropped to Si per·cent., which applied to £2,800 amounts 
to £238, thus reducmg the taxable income to £2,562. At £4,400 tht: percentage deduction is 
only one-half per cent., and at £4,500 it vanishes completely. The result is that the whole 
of an income of £4,500 is charged at the same rate, whether it is derived from property or 
from personal exertion-that is,no part of it receives differential treatment. The same remark 
applies, of course, to incomes exceeding £4,500. • 



31ft Effective Reduction arising from Differentiation.-One feature common to all appli
catioRs of differentiation by percentage deduction from income is that the effective reduction in tax 
is rather greater than that represented by the figure of differential percentage. This arises from 
~he fact that oil: any progres~ve scale of tax a reduct!on in t~e am?unt of taxable income operates 
10 two ways, VlZ., by reducmg the amount upon whIch tax 18 leVlRble, and by rendering it liable 
to a lesser rate of tax. For example, an ine-ome of £300 reduced b'y 15 per cent. amounts to 
£255. Using the rates now in force under the Commonwealth Act ID respect of income from 
personal exertion, the effective percentage tax deduction in favour of the taxpayer is not merely 
15 per cent., which the scale prescribes, but for the reasons just indicated 15 over 19 per cent. 
Somewhat similar effects, but of greater volume, arise from methods which prescribe a percentage 
deduction of income and carry that deduction thro~h all ranges of income. The effect in that 
case is that, assuming as in the British CommisSIon's recommendation, that £200 shall he 
deducted from all incomes above a certain point in order to arrive at the taxable income a 
taxpayer will receive a different advantage according to the position he occupies upon the sc~e 
of incomes, and the actual benefit in tax in that method is continually groWllig as incomes rise 
to the higher levels. 

The method we have adopted, it will be noted, withdraws absolutely the differential 
advantages as soon as the income reaches the .selected terminal. 

319. The following is the table referred to above (paragraph 318). 
Table showing effect of Recommended Scale of Differentiation. The rate~olumn i-are tho .. of the scale of gradua· 

. tion recommended in the Report-Basic Rate 5d., incl'f'.asing by 0'006d. for each lUoc ... ive £1 (or id. for each 
successive £100). The figures in column 7 show the tax under the present Commonwealth personal ""ertion 
rates in respect. 01 the incomes in column 1. 

(1) (2) (') (4) (') (0) (71 

EIf~tlVfI petCfl'Dtace 

PrrC"ntn-ge d"dllctlon Taxahlr Inf'-nml' Rate,f.It., rfldutltlon of rat-e due Preltlnt 
Income. trom Inr.ome on fl,('-collnt WhflD DIITr.rentltt.tlon ralt! a.ppropriate to Ta,. to thl' drdnetlon from Federal ..... 

of DUr,·rr.ntlauon. nppUed. Income shown In InMme of the PlII'lOnaI 
column 3. peroontaqe "hOWD la Bxertlol1o 

• . column 2 • 

------~ 

50 
100 
200 
300 
500 
800 

1.000 
1,500 
2,000 
2,400 
2.800 
3.200 
3,600 
4.000 
4,400 
4,500 
_. 

% £ d. £ •. d.. % £ I. "-

1 r 
42 5'21 018 3 16'64 1 11 8 
85 5'425 1 18 IS 16'16 11 8 0 

170 5'85 4 211 t7.·13 11 6 8 
2r,~ 6'275 6 13 4 17'89 8 lIS 11 

15. 425 7·f25 12 12 4 19'211 17 6 T 
680 8'4 23 16 0 20'66 34 11 e 
850 9·25 3215 3 21'38 47 111 • , 1,275 11'375 60 8 7 22'65 91 le T 

lU 1,750 13'750 100 5 3 19'79 149 1111 
lOt 2,148 15'740 140 17 6 17'13 ~ lIS 0 
8t 2,562 17'810 190 2 5 14'23 268 a 8 6, 2,992 19'960 248 16 8 11'18 341 6 0 
4! 3.438 22'190 317 17 5 T'86 422 611 
2. 3.900 24'500 398 2 6 4'411 511 17 8 
£ ~.378 26'89 490 10 4 0'91 ti09 19 8 

0 4,500 27'50 515 12 6 0·00 . 636 18 11 

RECOMMENDATIONS. 
3::>0. We recommend :-

1. That the principle of'differentiation be retained in Income Tax legislation. 
2. That Differentiation be based upon prescribed deductions from certain incomes 

derived from personal exertion, which incomes 80 rp.duced shall then become 
chargeable in accordance with one specific scale of rates applicable to all 
incomes. 

3. That differentiation ID favour of incomes derived from personal exertion be 
effected ;-

(a) in respect of incomes from £1 to £1,500, by making a deductioD of 
15 per cent. from assessable income, in order to arrive at taxable 
income. 

(b) in respect of incomes from £1,501 to £4,500, by making deductions 
from assessable income, in order to arrive at taxable income, of 
percentages varying (on a reducing scale of 0'005 per cent. for each 
successive £, or one-half per cent. for each Buo0eB8ive £100) hom 
14'995 per cent. to zero. 

4. That from all incomes of £4,500 and upwards no deductioD. on acoount of 
differentiation be made, . . . 

[From this section of the Report Commissioner Jolly expresses dissent. See page 134A.] 
• 
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SECTION XI. 
GRADUATION. 

321. Graduation .as applied to Income Tax is the name given.to the principle of levying 
higher rates of .tax upon. larger incom~s. than upon .smaller incomes. Differen~iation classes 
incomes 'accordmg to theU" Qature or ongm. GraduatIOn grades and taxes them m accordance 
with their volume. 

322. Any system of income taxation other than one which imposes a flat unvarying rate 
on all incomes of whatever size embodies a form of graduation, which may consist of the levying 
of higher rates on larger incomes, or the superimposmg 01 a super tax (itself fiat or graduated) 011 

larger incomes or the allowing of exemptions or abatemeIits either continuous or vanishing, on 
all or any Incomes. 

323. The term graduation has come to be more strictly applied' to that form which 
expresses itself in rates of tax which increase with the increase of taxable income, and in that 
specialized sense it is used in this section of our Report. 

. ,324. Practice in Australia.-Graduation on differing Bcales is found in the I!lcome Tax Acts 
of all the States, in respect of both incomes from personal exertion and incomes from property. 
Confining reference to the rates applied to individual incomes from personal exertion they may be 
briefly summarized :- ' 

Commonwealth. 
The rates of tax on the HIGHEST £ run from 3'00375 pence on the first taxable £, 

and rise regularly with each £ to 60 pence on the 7,600th £. On each succeedin~ 
£ the rate is uniformly 60 pence. , 

. To this have been added super taxes aggregating 70'625 per cent" making the rates 
on the highest £ range from 5'1251 pence to 102'375 pence, ' 

The AVERAGE rates of tax applicable to each £1 of taxable income run from 3'00375 
pence on an income of £1, and rise regularly with each £ to an average rate of 31' 5 
pence on an income of £7,600. On each succeeding £ of income the rate of tax is 
uniformly 60 pence. This has the effect of raising the average rate continuously 
but less rapidly than before. 

To this have been added super taxes aggregating 70'625 per cent., making the rates 
range from 5'1251 penCil on an income of £1 to 53'746875 pence on an income 
of £7,600. On each succeeding £ the rate of tax is uniformly 102'375 pence, 
which has a similar influence in raising the average. 

New South Wales. 
The rates run from 9 pence on the first taxable £ by six steps to 24 pence on the 9,700th 

and each higher £; with the addition thereto of a super tax of 6 pence on each 
£, thus making the joint tax to range from 15 pence. to 30 pence. 

Victoria. 
The rates run from 3 pence on the first taxable £ by four steps to 7 pence on the 1,500th 

and each succeeding £. 
Queensland. 

The rates of tax on the HIGHEST £ run from 6' 006 pence on the first taxable £ and 
rise regularly with each £ to 54 pence on the 4,00Oth £. On each succeeding 
£ the rate 18 uniformly31t 'pence. 

To this has been added a super tax of 20 per cent. on income exceeding £200, making 
the rates on the highest £ range from 6'006 pence to 64'8 pence at £4,000. On 
each succeeding £ the rate is uniformly 43'2 pence. 

NOTE.-There is thUs a sharp regression in rate of tax at £4,000, on the highest £ 
of which the rate is 54 pence, while on each succeeding £ the rate is 36 pence. 
The rate of tax on each £ of income in excess of £4,000 is under the original 
scale less than the rate on the 4,000th £, by from '012 pence (on the rate 
reached in an Income of £2,501) to 18 pence (on the .rate·reached in an 
income of £4,000), and unde~ the super tax scale is less by from '0144 pence 
to 21' 6 pence on the same mcom6/l. . 

The AVERAGE rates of tax applicable to each £ of taxable income run from 6'006 
pence on an income of £1, and rise regularly with each £ to an.average rate of 30 
pence on an Income of £4,000. On each succeeding £ the rate of tax is uniformly. 
36 pence. To this has been added a super tax of 20 per cent. on incomes 
exceeding £200,making the average rates range from 6'006 pence on an income 
of £1 to 36 ):?ence on an income of .£4,000. On' each succeeding £ the rate 
of tax is unifonnly 43'2 pence. 

F.1Ml1.-3 
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South Australia.. 
The rates run from 5 pence on the first taxable £ by five steps to 22 pence on the 

10,OOOth and each succeeding £ ; ,With the addition thereto of a super tax of 25 per 
cent., making the rates to range from 6' 25 pence to 27' 5 pence. 

We8tem Australia. . 
• The rates of tax on the HIGHEST £ are 2 pence on each of the first 100 £S, and from 

that point rise regularly with each £ to 94 pence on the 7,766th' £. On each suc
ceeding £ the rate is Il!illormly 48 pence. To this has been added a super tax of 
15 per cent. operating from a varIable point in the vicinity of £264, thus making 
the rates on the highest £ range from 2 pence to 108'1 pence at £7,766. On each 
succeeding £ the. rate is uniformly 55' 2 pence. 

NOTE.-There is thus a sharp regression in rate of tax at £7,766 on the highest £, 
of which the rate is 94 pence, while on each succeeding £ the rate is 48 pence. 
The rate of tax on each £ in excess of £7,766 is, under the origina.! Icale; 
less than the rate on the 7,766th £ by from '008 pence (on the rate reached 
in an income of £3,934) to 46 pence (on the rate reached in an income 
of £7,766), and under the super tax scale is less by from '0092 pence to 
52' 9 pence on the same incomes. 

The AVERAGE rates of tax applicable to each £ of taxable income are 2 pence on all 
incomes up to £100, and from that point rise regularly with each £ to an average 
rate of 48 pence on an income of £7,766. On each succeeding £ the rate of tax is 
uniformly 48 pence. To this has been added a super tax of 15 per cent. operating 
from a variable point in the vicinity of £264, making the average rates range 
from 2'3. pence on an income of £1 to 55'2 pence on an income of £7,766. On. 
each succeeding £ the rate of tax is uniformly 55 . 2 pence. 

Ta.smania.. 
The rates run from 3 pence on the first taxable £ by nine steps to 15 pence on the 

2,001st and each succeeding £; to which is added a super tax of 10 per cent. on all 
incomes of £200 and over, thus making the rates to range from 3 pence to 
16'5 pence. 

325. Practice in New Zealand-
The rates of tax on the HIGHEST £ are 12 pence on the first £400, iuid from that point 

rise regularly with each £ to 124 pence on the 6,000th £, whence they rise by less 
rapid ascent to 164 pence on the 10,00Oth £. On each succeeding £ the rate is 
uniformly 88 pence. To this has been added a super tax of 20 per cent., making 
the rates on the highest £ range from 14·4 pence to 148·8 pence and upward to 
196' 8 pence. On each £ exceeding £10,000 the rate is uniformly 105' 6 pence. 

NOTE.-There is thus a sharp regression in rate of tax at £10,000 on the highest £, 
of which the rate is 164 pence, while on each succeeding £ the rate is 88rence. 
The rate of tax on each £ in excess of £10,000 is under the origina scale 
less than the rate on the 10,000th £ by from ·01 pence (on the rate reached 
on an income of £4,201) to 76 pence (on the rate reached on an income of 
£10,000), and under the super tax scale is less by from . 012 pence to 91' 2 
:pence on the same incomes. 

The AVERAGE rates of tax applicable to each £ of taxable income are 12 pence on 
all incomes up to £400, and from that point rise regulatly with each £ to an 
average rate of 68 pence on an, income of £6,000, thence by a less rapid rise to 
an average rate of 88 pence on £10,000. On each succeeding £ the rate is 
uniformly 88 pence. To this has been added a super tax of 20 per cent., making 
the average rates applicable to each £ of taxable income up to £400 to be 14'4 

, pence, from which point it rises to 81'6 pence on an inoome of £6,000, and thence 
by less rapid rise to 105'6 pence on an income of £10,000. On each £ exceeding 
£10,000 the rate is unifQrmly. 

. 326. Practice in Great Britain.-The rates run from 36 pence on the first taxable £ by 
four steps to 72 pence on the 2,001st £, reducible in the case of incomes from personal exertion 
'by 9 pence, making the rates range from 27 pence to 63 pence. On each succeeding £ the rate is 
uniformly 72 pence. To this ill added a super tax ob so much of the income as exceeds £2,000, 
rising by nine steps to 72 pence on the 30,001st £. On each succeeding £ the rate is uniformly 
72 pence, making the joint rates to range from 36 pence to 144 pence. 
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Several of these Acta contain minor provisions-;-such as 'concessions to returned. soldiers 
or to married men with families receiving less than a certain income, rebates in respect of divi~end 
tax {laid on any dividends included in the taxpayer's income, &c.-but as they are of restricted 
application and for the most part relate to exemptions rather than to graduation, they have been 
omitted from the above summary. 

, 327. A graph (Appendix No. 7) has been prepared, designed 'to afford' a general com-
. parison of the foregoing scales of rates extending up to a taxable income of £8,000. . 

328. Importance of tbe study of rate on higbest £.-One noticeable feature' appears in 
three of these systems and calls for special comment. 

. In the regularly graduated ~ca'Lt>s of Q~eenslan~,Western Australia, and New Zeal,al?-~' the 
lines of the rates of tax after reaching a certam elevatlOn become fiat and are suddenly disJomted 
and dropped to rates which are very much lower than (approximately half) the height reached 
by the rates on the £s which immediately precede them. Thus under the scales at present 

• current--

InQueensland the 4,00Oth £ is required to pay a tax of , . . . 
while the 4,001st and succeeding £s are required to pay only 

Original 
Scale. 
54 pence 
36 " 

In Western Australia the 7,766th £ is required' to pay a tax of ,. 94 " 
while the 7,767th and succeeding £s are required to pay 
only.. 48 " 

1" New Zealand the 10,000th £ is required to pay a tax of ,. 
. while the 1O,001st and succeeding £s are required 

only .. 

164 " 
to pay 

88 " 

InclUding 
Super Ta-x, 

64'8 
43·2 

108'1 

55'2 

196·8 

105·6 

thus showing drops which are in each case a reversal of the principle applied throughout the 
whole range of the graduated scale-for progression in the rates of tax there is substituted 
(probably unintentionally) regression which is usually regarded as an unjust mode of taxation. 

This procedure is not present in the fourth regularly graduated scheme-that of the 
. Commonwealth-where while the rates run from 5·11875 pence un an income of £1 and rise to an 
average of 53·7469 pence on an income of £7,600, the rate of tax on the 7,601st £ is 102·375 
pence, which is the rate carried by the'highest individual £ of the ascending scale. This preserves 
the principle of progression. There is not here the discrimination in favour of higher incomes 
which is so marked in the first three cases. 

329, Attention has been directed to these inconsistent rates for the purpose of emphasizing 
that in the consideration of a graduated taxing scheme the important subject for study is the 
rate of tax carried by each individual £ of the income, for, whatever be the amount of the taxable 
income, each individual £ in one income should carry precisely the same rate of tax as the 
corresponding £ in every other income; for instance, the tenth £ should always bear identically 
the same tax in every taxable income however large, and so with every other £. That these 
progressive rates may be thrown together at any stage and for purposes of easy handling be 
averaged may assist administration, but though usefully introduced at a later stage in the study 
of the subject it confuses and obscures the true position and may lead to serious misconception 
as to the precise operation of the scale, 

329A. Evidence of Witnesses.-Almost every witness who addressed himself.to this 
subject pleaded for the introduction of a simple method whereby the taxpayer, inexpert in 
calcula?ons, could easily ascertain the rate and reckon up his liability. without engaging 
professlOnal assistance. The scales of the present Federal Act running into long decimals, and 
more p'artioularIy the geometrical curves of the property rates, were strongly condemned because 
of thelI complexity, which was represented as aggravated by the method in which the tax on 
composite. incomes, consisting partly of income from personal exertion and partly of income from 
property, IS computed. 

"It is quite impossible for the average taxpayer in the first place to estimate 
what his tax is likely to be or to check the assessment as to ita accuracy when it 
eventually comes to hand." 
. "I h~ve heard many taxp'ayers express the view that, even if it meant paying a 

little more In the way of taxatIOn, they would prefer to do this, as long as they knew 
that what they were paying was the correct amount." 

These quotations express the views of a large number of witnesses, some of whom aIso 
urged tha~ one rate, simple in application, be used for all individual incomes from whatever 

. source derived. 
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330. The" step" system, as used in New South Wales, Victoria, and South Australia, was 
advocated by a number of witnesses, chiefly from these States. The system has from long use 
become familiar, and the tax can be calculated by simple arithmetic, without the use of decimals. 
Some witnesse.s, including officials, suggested modified systems which merely convert the smooth 
ramps of t.he present Commonwealth Acts into a number of wider or narrower steps whereby one 
unifonn rate may be charged on each section or step of income. 

331. The" step system," moving more or less irregularly, does not, however, c.ommend 
itself to us, a more equitable method being provided in the regularly graduated scale recommended 
in this section, which is capable of delicate adjustment, and detennines It rote easily understood, 
easily remembered, and easily calculated. . 

332. Among the schemes submitted to us was one in which the witness suggested a scale 
akin in principle to, but very different in effect from; that recommended by your Commissioners. 
He proposed that income from personal exertion and income from property be reduced to one 
denominator, and then continued :-" Tax to be assessed at a commencing rate on the first £ • 
of .5 1/100d. in £ and to rise by 1/100d. in £ for eyery additional £ of taxable income up to 
£10,000 where the rate reaches 8s. 9d. in £. Everything over £10,000 might be assessed at 8s. 9d., 
or at some other higher figure having regard to the interests of the revenue." 

. In illustration he furnished a table, read~-

Income. Rate in PeDel". Income. .Bate In P(lnct'!. Incom ... ..t.la PH"' 

£ £ £ 
1 . . .. 5'01 4,000 · . · . 45 10,000 . , .. 105 

100 .. .. 6 5,000 .. .. 55 15,000 .. .. 105 
600 .. .. 10 6,000 .. .. 65 20,000 .. .. 105 

1,000 .. .. 16 7,000 .. .. 75 30,000 .. .. 105 
2,000 .. .. 25 8,000' · . · . 85 60,000 .. . . 105 
3,000 .. .. 35 9,000 · . · . 95 

. Seeing the high altitudes to which the proposal would raise the tax, he wrote :-" The 
advantages of this basis over the present method are too obvious and numerous to elaborate. 
The slightly higher graduation' may possibly be deemed a detriment, but. almost .every witness 
has expressed a willingness to pay a little more if only he could check the calculation, an~ when 
it is possible. to meet the wish of the public without. decreasing revenue, I suggest that every 
effort should be made to do so." 

The highest rate of tax under this scheme reaches not 105, but 205 pence, so that a person 
having an income of £10,000 would, in respect of the final £, be allowed to retain only 35 pence, 
and, in respect of every individual £ in the preceding £4,500, would be pa~g not less than 10 •. 

333. In the case of taxpayers who derive their incomes in Western Australia, the total 
.taxes payable in anyone year on the highest £ of their incomes as under would be :-

Income £5,000 £6,000 . £6,940 £7,000 £7,766 £9,000 £10.000 
P ..... penoe. Peoce. P ..... Pence. P ..... Pea •. 

Proposed Rate .. 105 125 144 145 160 18~ 205 
66 W •• tern Australia Rate 70 84 96 .98 lOB 56 

Total Rate 175 209 240 243 268 240 260 

334. The A"Ioption of a Single Scale of Rates.-In the section of the Report dealing ~th 
differentiation (par. 320) the Commission ha,s recommended that income from llersonal exertion 
and income the produce of property should be reduced to one common denonunator, and that 
all individual incomes should be assessed and taxed at one scale of rates instead of two scales as 
at present. 

. 335. In selecting which of the two kinds of scale~ne a straight line and the other a 
composite line partly of the first degree, partly of the second, and partly of the third-we have no 
hesitation in choosing the fonner for these reasons:-

1. It approaches more nearly to the general contour of the line which expresses the 
widely accepted theory of the diminishing utility of money or wealth ~ a 
whole to its possessor; that is, as his stock of money increases, the mar~al 
utility of the last addition to his stock continuously falls, and, until excee?ingly 
high levels are reached, each additional portion of income is of less utili!y to 
him than its precedessor. In its relation to taxability the tax being on a swtable 
graph re,Presented by the area below the line, such a line viewed from the upper 
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side would be a hollow curve ascending from its commencement at the rate 
chargeable on the first £1 of income and not only ascending but also increasing 
in rapidity of ascent with each unit of increase in income. However closely 
such a curve may approach to ideal accuracy in the expression of that theory we 
are unable to recommend its adoption because-(a) it would be as difficult 
of comprehension by the general taxpayer as are the present property curves 
under the Commonwealth Act; and (b~ the rates determined by the line-would 
not produce the revenve which should be yielded by middle class incomes. We 
are equally unable to recommend a line which like the scale of the present 
Federal property lll.tes curves in the opposite direction and causes dispro
portionately . heavy burdens to fall upon lower incomes to the inequitable 
relief of others. 

2. A straight line is the simplest. Its pOsition and direction are the most easily 
understood. It is not less adaptable than any other form of graduation to the 
variable req uirements of the public revenue and other economic and political 
considerations which may chal).ge from year to year. 

336. Being unanimous in the opinion that the rates of tax should follow the course of a 
curve of the first degree-a straight line-the questions of its position and direction next call for. 
consideration. If on the first graph (in Appendix No. 7) an attempt be made to draw a straight 
line showing as nearly as possible in respect of each State the mean of the irregular path traversed 
by the income tax rates of the State, no two of these lines would be found to agree in position 
and direction, and we have found it impossible to derive from them any definite and indisputable 
guidance to the discovery of an authoritative and scientifically correct line of graduation. The 
determination of the points where taxation shall begin and shall cease is the business of the 
statesman fully informed as to the requirements of the National purse, and the ability of variou:s 
classes of income recipients to contribute without impairment of the sources of taxation. 

337. Position and Direction of Normal Line of Rates.-Your Commissioners are of opinion 
that the personal exertion scale adopted in the Federal Income Tax Act of 1915, and its subsequent 
adjustments, are reasonably adapted to the economic, industrial, and business conditions obtaining 
in t.he Commonwealth, and that its movement represents in the main with fair accuracy the 
equitable relative taxable capacity of different sections of taxpayers. We are therefore led to 
recommend for adoption for our standard or normal line of rates one commencing at 5d. (being 
the point where the present rate commences) and traversing a straight course. -

338. In seeking to determine the direction the line should take regard must be had to 
simplicity, easy comprehension by the average taxpayer, and ready ascertainment by him of the r~te 
applicable to any stated income, as well as the more prominent questions of productiveness and 
equitable incidence. The smooth progression of the preser;lt personal exertion rate is the simplest 
which' could have been used to effect a continuous rise of 57 pence in a series of 7,600 units. 
It was effected by tracing a straight line which, starting at the point representing 3 pence on the 
scale of rates rising pefJ?endicularly from zero on the scale of incomes, cuts at 60 pence the line 
perpendicular to the pomt on the same scale, representing an income of £7,600. This line being 
produced backwards cuts the basic (income) scale at a point 400 units to the left or 
minus side of the zero line. A glance at the second graph (Appendix No. 8) illustrates this. 
But the system required that, in addition to ascertaining (as this line does) the rate of tax payable 
on the topmost £ of each income, large or small, there should be quickly ascertained the average 
rats payable in resl?ect of apy income. This line of average rates is found' by shifting the pivot 
from 400 to 800 units to the left of zero and passing this line also through 3 pence on the scale of 
rates at the zero line-it cuts the 7,600t.h £ at,31'5 pence, which is the average rate of the tax 
payable on each £ of an income of £7,600, whose first £ carries a tax of 3'00375 pence and the 
7,600th £ 60 pence. . ' , 

~39. Convenient, more easily \nderstood, and equally adaptable lines could have been 
found m close proximity to these. The lines of progression under the, scale operative to-day 
intersect at 5 '11875 pence the scale of rates rising perpendicularly at zero £ and are as 
follows :-

On IMOIM' of-
PhrcQl Point. - -

< ... .£7,600. 

',\ 

400 Rate of tax on hi/!hest £ i. .. .. 5'1251 'pence 102'375 pence 
800 A verago rate of tax i. .. .. 5' 06255 pence 

I 
53' 7469 pence 

• 
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W. recommend that for these there be substituted lines radiating on pivots respectively 
500 and 1,000 units to the left of the zero' £ and passing through 5 pence at zero £. Thell" 
tracks will be :-

On lDeomet 01-
PIvotal raiD. -

11, &7,800. 

600 Rate of tax on highest £ is . , , . '5'01 peDce 81 pence 
1,000 A v .. age rate of tax i. . , ,. 5'005 pence 4~ pence 

These \ines are plotted on the graph (Appendix No. 8). 

The efiect of pivoting at 1,000 on the scale of income .. the line passing through 5 pence 
on the scale of rates" is to introduce a more convenient incline, and greatly simplify calculations. 
The rate of tax now rises regularly by id. in each £100. If the rate on £250 is 61d., the rate on 
£350 is 61d., on £450 71d., and on £600 8d. 

340. When the rates originally determined were found insufficient for revenue requirements 
the lines were made to revolve on their pivots through an area representing an increase of 25 per 
cent. on the previous rates, and a new series of rates, exactly proportionate with the first, was 
determined to secure the necessary volume of revenue. Later on the lines were again moved to 
yield an additional 30 per cent. and 5 per cent. The latest mov~ment is sufficiently indicated in the 
lines on the graph (Appendix No. F) and they all follow in efiect the practice established by law in 
certain Continental countries where the normal tarifi (embodying the whole scale of rates) is fixed 
once and for all in the Income Tax Law, and is either not varied by the annual Budget Law or is 
varied only by levying a percen~e over or under the tarifi rates. In such cases the same 
percentage is added to (or deducted from) all assessments, so that the ratio of progression estab
lished by the original tarifi remains unaltered. The tarifi-the graduated scale of rates-is thus 
regarded as a standard basis of progression, and the annual tax is levied at such a percentage 
over or under the tarifi as may be required (vide Graduated Income Taxes in Foreign States, 
H6use of Commons Cd. Paper 7100). 

341. So just as the original.normal rates of 1915 Assessment Act when found to yield 
insufficient revenue were raised by a percentage, the normal rates recommended by your 
Commissioners can be adjusted in a similar way-and as is shown below, in other ways-to meet 
the needs and policy of the Legisla~ure. 

342. Simplicity.-An urgent public demand has arisen for simplicity in the matter of rates, 
and these new lines respond to that demand, and with other simple features which are explained 
in pars. 343-345 form an easily compre¥ended, adaptable, and efficient scheme. 

343. Simplicity is claimed for it, in that by the simple rules of elementary arithmetic, a 
taxpayer can easily ascertain for himself the rate and the tax chargeable upon his income 
,immediately his return has been compiled. Under the line recommended by us the rule for 
ascertaining the average rate of tax and the total tax payable on any income up to the point 
where the line of progression in rates is replaced by another rate (under the present Act, £7,600) 
would be-

(1) Divide the taxable income by 200: and (2) To the quotient add 5 (that is, the 
basic rate). • 

The result will be the average rate of tax in pence, thus :-

T""able income (A) .. .. .. £100 £161 £500 £2,000 £3,500 £7,600 
Divide by 200 (B) .. .. "11::;: .. '5 '82 2'0 10 17'5 38 
Adding 5 gives the average rate of t",,' per 

pound in pence (C). • • • , ' . 5'5 0'82 7'5 15 22'0 43 
A X C = the t"" (D) .. .. .. £2 o 10 £3 19 5 £15 12 6 £125 £328 2 6 £1,361 13 4 

, 

. 344. If collection at the rates of the normal scale be insufficient for the revenue reqUire
ments they can be raised by any percentage necessary, as was the case with the scale of the 1915 
Act-say, as in that case, 25 per cent. The taxpayer has no difficulty in ascertaining the tax 
payable by him at the higher rate. He adds :-

£ •• d. £ •. d. £ •. d . £ •• d. £ •. d. £ •. d. 
2l> per cent (E) •. .. .. .. OH 5 01910 318 1 31 5 0 82 0 7 340 8 4 
Rn d find. the tax (F) .. .. .. 2 ·17 4 419 3 19 10 7 156 5 0 410 3 11,702 1 8 
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345. The rule for ascertaining the rate of tax payable on the highest £ of any income 
(up to £7,600, as before, or as far as the scale continues an uninterrupted ascent) is ~ 

1. Divide the taxable income by 100; and 2. To the quotient add 5. 
The result is the rate of tax payable on the highest £ of the income, thus :-

Taxable income (T) .. £100 £164 £500 .. £2,000 .. £3,500 .• £7,600 
Divide by 100 (U) .. 1 .. 1'64.. 5.. 20.. 35 76 
Adding 5-gives the 

rate of tax in the 
toPllost £ in pence 
(V) 'El' •• 6'64 .. 10 25.. 40 81 

If the rates be increased by say 25 per cent. he adds-
25 per cent. .. 1'5 1'66 
and finds the tax on 

10 .. 20'25 

the highest £ to be 7'5.. 8'30 .. 12'5 31'25 50 ... 101'25 
The increase in rate of tax on the highest £ is id. in every £100; thus the rate on the highest 
£ in- . 

£100is 1 + 5 = 6 pence. £2,750 is 27! + 5 = 32! pence. 
150 is I! + 5 '*' 6! .. 3,500 is 35 + 5 = 40 .. 
175 is li + 5 = 6i .. 4,800 is 48 + 5 = 53 .. 
350 is 3! + 5 = 8! .. 6,250 is 621 + 5 = 67! .. 

1,525 is 151 + 5 = 201 .. 7,600 is 76 + 5. 81 .. 
346. Adaptability.-The weight and incidence of the scale of rates can be varied by three 

distinct methods, and, as these may operate jointly or severally, there may be numerous 
combinations. • 

1. The tax may be varied by a percentage increase or decrease all along the line. 
2. The uniform basic rate (3 pence in the £ in the scale of the original Federal Act, increased 

since by amendments to the Act to 5 '11875 pence, and in our recommended scale 5 pence in 
the £) which applies without variation to every £ of taxable income may be raised or lowered. 

3. Thej0int at which the line of graduation shall cease and another rate be substituted 
may bepushe upward or drawn downward. 

347. 1. The first method has been in operation for several years in connexion with the 
present Act. In 1916 the original tax was raised in this way by 25 per cent.; in 1918 it was raised 
to 62'5 per cent. ; in 1920 it was raised to 70'625 per cent. The lines pivoted at points 400 and 
800 units respectively were revolved from 60 and 31! pence respectively till they eventually 
reached 102' 375 and 53' 746875 pence, with proportionate increases in intermediate rates, including 
the basic rate of tax which at the several successive periods has been 3 pence, 3 '75 pence, 4' 875 
pence, and is now 5 '11875 pence in each £. (See footnote). 

2. The Second Method.-As the foundation of this scale of rates, there was in the scheme 
and formula of the original Act a uniform tax of 3 pence on each and every £ of income, irrespective 
of whether it was small or large. It is expressed by the integer 3 in the formula :-

Income X 3 
Rate=3 + 

400 
and may be called the basic rate of tax. 

348. Without in any way interfering with or destroying the simplicity of the movement 
of the revolving lines, this basic rate can be separately and independently operated upon to increase 
or decrease the rate of tax or alter its incidence as between smaller and larger incomes. 

349. If, for example, it be decided that 5d. is too high a rate to charge on the first £ of a 
small income, and that It should be reduced to 4d., the alteration may be effected in two ways : 
(a) by revolving the normal line down, so that instead of passing through 5, it: shall pass through 
4 at the zero £. This will involve a reduction of the rate of tax all along the line by 20 per cent., 
but (b) the same object as regards the first £ can be effected by reducing the basic rate from 5 
pence to 4 pence on the zero £, which will have the effect of reducing the rate of tax on all incomes 
by one penny in the £. The effects· may be contrasted thus :-
Inoome . . . . . . . . £1 £100 £1,000 £4,000 I £6,000 I £7 600 
Average rate in pence on acale proposed . . 5'005 5'5 10 25 35 4a 
(a) Deducting 20 per cent.'.... .. 1'001 1'1 2 5 7 I 8'6 
Reduc ... ffective rates to .. ... "001 "4 8 20 1 281 34" 
(b) If Id. b. deducte4 the effective rates are "005"5 9 24 M 411 
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Method (a) lifts all along the line amounts which are not identical on any two rates, but 
as the amom!ts increase proportionately with the increases of rate of tax, the ratio of the lifted 
amount to the rate previously chargeable is identical throughout. The ratio, bllt not the amount. 
is uniform. 

Method (b) lifts all along the line an identical amount whatever be the rate of tax, but the 
ratio of the lifted amount to the rate previously chargeable diminishes proportionately with the 
increase of the rate of tax. The amount, but not the ratio, is uniform . . 

350. On the other hand, if it be decided to raise the rate on the initial £ to 6 pence, the 
alteration may be effected by (a) revolving the normal line, so that instead o'passing through 
5 pence, it shall pass through 6 pence at the zero £. This will involve an increase of 20 per cent. 
in the tax all along the line. But (b) the same object as regards the first £ can be effected by 
increasing the basic rate from 5 pence to 6 pence, which will have the effect of increasing the rate 
of tax on all incomes by one peuny in the £. The effects are contrasted thus :-

Jncome .. .. · . . . £1 £100 £1,000 £4,000 £6,000 £7,600 
A verage rate in pence on scale proposed 5'005 5'5 10 25 35 43 
(n) add 20 per cent. ., · . 1'001 1'1 2 5 7 8'6 
Hai!oloes the effective lates to · . .. 6'006 6'6 12 30 42 ~1'6 
(1)) if Id.b. added the effective rat .. Bre 6'003 6'5 11 26 36 44 

• 
These illustrations show that the altering of the uniform basic rate may have the effect 

of relieving the lower or relieving the higher incomes at a rate disproportionate with the influence 
of the change at the other end, and thus modify or accentuate the degree of graduation throughout 

Note.-Tbe oOITesponding basic rates of tax of the Acta whose rates e.re epitomized in paragrapb 324 of thil Report a.re :-

Original. lVith Super 'l'az. J. Original. Witla Sup., Tu. 
Commonwealth .. 3 pence 0"11875 pence Western AU8tralia .. 2 pence 2'3 peDce 
New South Wales .. 9 " 15 Ta.emani.... .. 3.. .. 3'3 " 
Vidoria. ,. ., 3 .. 3.. New Zealand •• _, _, 12 rI ,,14'4 n 
()ol'On.land .. 6.. 7'2 Great Brit&in (generally) .. .. 36" .. 36 
South Australia. 6.. 6- 6 

.. 
the whole field of taxation. In extreme cases smaller incomes might by this method be driven 
out of the field of taxation altogether, or the rates upon them -might be multiplied, while t,he 
inHuence on the larger incomes, though identical in weight, would be relatively bght in effect. 

351. The Third Method.-Itis generally admitted that under a graduated scale the rate 
of tax on larger incomes should not be so heavy as to imperil the incentive to continued effort, 
and it becomes a practical question to decide at what point in the ascending scale the rising rates 
should be superseded by a scale of slower ascent or by a flat rate. Under the scale of rates on 
incomes from personal exertion at present in force under the Commonwealth Act the point chosen 
is when the income reaches £7,600. But circumstances may arise which might compel a lowering 
or necessitate a raising of the point, and in this movement is found the third method of adjustment, 
namely, the extending, shortening, or deflecting of the normal line, and its Bupersession at that 
point by another rate or line of rates. These three methods may be used singly or in any 
combination, and afford without any change in the normal or standard scale a very flexible system, 
by which expression can be given. to very varied conditions and requirements. They may be 
combined thus :- . 

(1) Percentage 
increased 

(basic rate (line extended When for any year the 
raised i!!ne unchanged length of the line 

(line. shortened has been determined, 

b' t . (line extended 
aSlC ra e ~ line unchanged 
unchanged [line shortened 

it may for higher 
incomes be continued 
by a line of rates 
which may be itself 

(
[line extended more or less sharply 

"basic rate . i line unchanged p.rogresslve, regres-
... lowered lline shortened Slve, or flat 

making together 9 combinations. 
(2) Percentage unchanged and 9 corresponding combinations. 
(3) Precentage reduced and 9" " 

making in all 27 combinations 
352. Suitability of Recommended Method.-The flexibility of the system makes it nnneceBSarJ, 

as the exigencies of arithmetic make it impossible, to devise a simple scale of rates which will 
without modification exactly suffice to bring in the revenue required at the present time, and the 
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lines of graduation recommended by your Commissioners are not submitted as an \lllalterable 
standard adequate without modification for present needs, but as constituting an easily 
comprehended, readily adaptable and efficient scheme capable of being adjusted as above indicated 
with any degres of accuracy desired to the requirements of the revenue, and the economic, industrial, 
and business conditions of the country from time to time. The following is a :-- . 

353. Comparison of the rates (plus 25 pef cent.) proposed by· your Commissioners with 
the fates cw:rent under the present Commonwealth personal exertion scale :-. . 

A. The rates of tax chargeable on the highest £. of.some representative incomes from 
personal exertion up'lIo £10,000 as per the scale of-

(1) The original Federal Act of 1915 ; 
(2) The Federal Act at present in force; and 
(3) The rates recommended by this Commission, increased by 25 per oent., 

• 

and 

B. The average rates of tax ohargeable on the same incomes as per the scale of-
• (4) The original Federal Act of 1915 ; 

(5) The Federal Act at present in force; and 
(6) The ~ates recommended by this Commission, increased by 25 per cent. 

The rates in Columns 1 and 2 are shown as rising till an income of £7,600 is reached when 
they become flat at 60 pence and lO2' 375 pence respectively. The impulse of earlier increases 
continues, however, to express itself in the average rates on still higher incomes, as shown in 
Columns 4 and 5. For purposes of this comparative table, the rates in Column 3 are treated as 
rising till an income of £lO,OOO is reached. This does not imply any opinion on the part of your 
Commissioners that the commencement of the flattened rates should be at that or at any other 
figure. 

• "Itll on Htlhu ••• Aw,,.,. Rite on lIoh S • 

, 
Top Rate, of tbe TOe llatclI of the 

Top Ratell af lucOQlI'. 
A "eraA'I' Riltu A"erllge Rott'1I Average Rate! of 

Rocomml'nded Scale Recommended Scale, Orlgl081 8CAlo. I 20-21 Bcale. plulI 2'; per cent. of Orlghlol Scale. of lU20-21 Scalo. plus 26 pcr cent. 

(I.) (2.) (S.) (t,) (6.) (0) ----
Penoe. PenCe. Pence, £ Pencp, Pence. Pence. 

3'7~ · . .. 6·3984 7'5 100 3'375 5'7586 6'875 
4'~ · . .. 7·67805 8'75 200 3'75 6'3984 7'5 
~·25 .. · . 8'95785 10 800 4·125 7'0383 8'125 
6 · . " 10·23745 11'25 400 4'0 7'6781 8'75 . 
6·75 •• .. 9·51725 12'5 500 4·875 8·3180 9'375 
7·6250 .. · . 14·71645 15·625 750 5'8125 9'9176 10·9375 

10'0 .. .. 17·91565 18'75 1,000 6 ',75 11'5172 12'5 
14·25 · . · . . 24 ·81405 25 1,500 8'625 14'7164 J5'625 

18 
It .. .. 30'71245 31'25 2,000 10·5 17'9156 18·71i 

21·75 · , .. 37 '11805 37'5' 2,500 12·370 21'1148 21'876 
25·5 .. .. 43·60945 43'75 3,0Q6 14'25 24'3141 25 
33 · . .. 56·31625 56'5 4,000 18 30·7125 31'25 

40'6 .. .. 69'10305 68·7li 5.000 21 ·75 
i 

3HI09 37'5 
47·25 .. · , 80·62025 80 5,900 25 '12:, 42·8695 43'125 
48 , . · . 81 '90005 81·25 6,000 25'5 43·5094 43'75 
M'5 · . · . 94'69685 93'70 7,000 29·25 49·9078 50 

69·25 , . · . 
I 

101'09525 100 7,500 31 '125 53·107 52'125 
60 .. .. 102'376 10H!5 7,600 31 ·5 58·7469 53'75 
60 .. · . 102'875 106'5 8,000 . 32'92" 56·178 M'o 
60 · . .. 102'875 118 ·75 9,000 35·933 61 ·311 62·5 . 

- _. '-0 .. .- . .-.. - --_ .. -

6 

60 · . .. 102'375 120 
I 

9,100 

I 

36 '210 61'783 68·125 
60 , . .. 102'375 125 9,500 37'2 6:H72 65'625 
0 · . · . 102'875 131'5 

I 
10,000 38·34 65 ·417 68·75 

-------_.- I I - -
It IJ'il1 be seen that there is close agreement between Columns 2 and 3, and Columns 5 and &. 

, \ 

354. ~~y Comprehension.-Some space has been devoted to explaining the simplicity 
and a:dsI>,tabihty of ~e method recommended by your Commissioners. We add a few illustrations, 
showUlg It can be easily undel'Rtood and applied by a taxpayer of limited skill in figuring.· Having 
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ascertained when his return is prepared the amount of his income he, if the method recommended 
by us be Without modification in operation, will (1) divide the income by 200; (2) add five to the 
quotient; (3) multiply the income by the sum, which gives the actual tax payable thus :-

Income .. ., (A) £150 £225 £375· £412 £515 £670 
Divide by 200 , , .. (B) '75 1'125 1'875 2'06 2 '675 3·31\ 
AJd 6, gives Rate ,. (C) 0,75 6'125 6'875 7'()6 7'1)75 8'35 

Tax = (A) X (C) = (D) .. £3 11 •. IOd. £5 148. IOd. £10148. IOd. £12 28. 4d. £16 5 •. Id. £23 68. 2d. . , 
355. If unskilled in 'the use of decimals, he may, by using the common fractions 'of a penny, 

get results sufficiently accurate for-his purpose. To repeat the above examples :-
Income, . , ' " (A) £150 £225 £375 £412 £516 £670 
Divide by 200.. .. (B) 1 11 11 2~ 21 31 
Add 5, give. Rat. • (C) . 5i 6i 6i 7 * 71 81 

Tax '= (A) X (C)· = (D) ., £3 11 •. 10d. £5 148. 10d. £10 U •. IOd. £12 3 •. 5d. £16 la. 10d. £23 78. 7d, 

356. If he be desirous of ascertaining the tax payable on the highest £ of his income the 
operation is simple. It is done by cutting off the last two figures, and adding 5 to the result, 
and multiplying as before, thus :- • 

Income .. .. (E) . £150 £225 £375 £412 £515 £670 
Divide by 100 .. (F) 1'5 2'25 8'75 4'12 1i'l5 6'70 
Add 6, gives Rate, in pence .. .. (G) 6'5 7'25 8'75 9'12 10'15 11'7 

Income , , .. (E) £2,560 £3,128 £4,376 £5,186 £6,923 £7,600 
Divide by lOO .. .. (F) 25'6 31'28 43'76 61'86 69'23 76 
Add 5, give8 Rate, in pence . , " (G) 30'6 36'28 48'76 56'86 74'23 81 

356A. The illustrations in this section of the Report all relate to incomes, to which the 
method of averaging as recommended in paragraph 61 of our Report does not apply. 

For incomes to which the method of averaging is applied, a similar rule obtains, namely, 
ascertain the average income which determines the taxable capacity and ascertain the rate of 
tax thereon as above. Multiply this rate by the income of the taxable year and the p;oduct is 
the tax payable. 

357. We recommend-
1. That all incomes, whatever be their nature, having been by suitable differentiation 

expressed in one common denominator, there be one scale of rates applicable 
to all taxable incomes. 

2. That a standard or normal scale of rates be adopted and be maintained for as long 
a time as ,Possible unaltered, but subject to adjustment yearly by the methods 
indicated ill this section of our Report; and ' 

3. That such scale commences from a basic rate of 5 pence, and that from 5 '005 pence 
on the first £ the average rate of tax on all incomes increase with every mrease 
of income regularly by TU"uvd. for each £; that is, increase regularly at a 
rate equivalent to id. in every £100 up to such amount as may be determined 
from time to time. , 

[From this section of the Report Commissioners Missingham and Mills, and Commissioner 
Dufiy express dissent. See pages 135 and 137.J 
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SECTION xn. 
TAXATION OF INCOME OF AUSTRALIAN RESIDENTS DERIVED OUTSIDE AUSTRALIA . 

• 
358. Official !vidence.-The Federal Commissioner of Taxation, in the course of 

his evidence on the subject of Double Income Tax, expressed the opinion that :-
With the disappearance of the Double Inoome Tax there is no re&llon why AUBtrali" ahould limit ita tax to incom .. 

&rioing from sourcea in Au.tralia. 

(See also paragraphs 169 and 170 of this Commission's First Report). The Commissioner 
considered that, upon the elimination of Double Taxation in respect of incomes taxed both in 
the United Kingdom and the Commonw'E!lllth, Australian residents should be taxed on their total 
incomes wherever derived on the basis of their ability to pay. He said:- • 
. It would mean that. instead of the Commonweslth looing Inoome Tax on large revenue derived by AUBtraliano 
-uoing the term in a general .ense-from Buch oountri .. as J8f>an. China. Ameri?" and South America. we should get 
the tax on it. There iB no reason. to my mind. why that revenue should not contrlbut, towards the cost of gover,nment 
in Australia. . 

The Victorian Commissipner of Taxes stated :- . • 
If the income is not earned in or derived from Victoria. it is not taxed. and I think the Victorian practice is 

correct in thiB reapeot. . . . My opinion i~ that Australia should not depart from its preaent Income Tax principle. 

359. Non-.Official Evidence.-Very few witnesses dealt with the general subject of the taxation 
of incomes of Australian residents derived abroad. In the majority of instances the references 
in evidence to the subject arose out of the discussion of the issues involved in the taxation of 
profits arising from sales abroad of exports from Australia. In one or two instances the scope of 
the Commonwealth Income Tax Assessment Act in its non-exclusion of all income derived outtlide 
Australia was defended by argument. but more frequent.ly that feature of the Act seemed to be 
accepted by witnesses as a matter of course, or as not calling for special. comment or defence. In 
one State a representative witness, in his evidence in chief on the subject of Double Taxation, 
said:- . . 

The country of Bource of income Bhould be the country to impose and collect the tax; but there are so many 
national and international conoiderations to be taken into account that the question is considered on. of politicB rather 
than of taxation. 

360. A representative witness in another State said :-
I con.ider that any taxation in Au.tralia of incomeB derived abroad would be unjust. whether such incomea or 

part thereof are ultimately received in Australia er not. Income Tax legislation should be based upon the principle 
that each member of the community should b. taxed by reference to ;-

(a) The protection to property. education and other public advantages afforded to him by the Government 
of the country in which his income is derived; and . 

(b) The amount of hi. tax to be proportionate to the· mean. and ability to pay derived by him from the 
country toward. whose revenue he is required to contribute. 

Taking these principlea as the basis of Income Tax asaesament it is obvious that any tax imposed here upon income 
earned abroad is not in the nature of a real Income Tax. inasmuch as this country affords no Police. Naval or Military 
protection to the property abroad from which the income is derived. and no advantages to the taxpayer. such as educa
tion. municipal and other utilities to assist him in the earning of the income. My clienta also consider that such~axa~ion 
would be detrimental to the country's welfare from the point of view of its deterrent effect upon income coming here 
for investment. . 

361. A third witness expressed the opinion that :- • 
It would be a fatal mistake to depart from the principle that Inccme Tax should be computed upon income. 

earned in or derived from Australia. . . . Our attitude is just . . . . I think that. as far as Great Britain 
is concerne~, it has 8 reason for taxing income derived from outside the United Kingdom which we have not for profits 
earned outside the Commonwealth. There is no doubt that what was called invisible imports, i .•.• revenue derived 
from investmenta abroad. all over the world of British capital were-and I suppose still are-very large sources of 
wealth to Great Britain and income to the reaidenta of Great Britain. and a very great deal of the British Naval and 
Military expenditure waR incurred to protect these capital investment. abroad. 

In answer to the question :--
Supposing .n Australian reHident investa hi. money in a foreign country where there is no Income Tax. and the 

profi~ are brought to Australia. and theae person. enjoy the protection of this community. de you say they should 
b. relieved of Incoms TaJ: altogether t 
the witness replied :- . 

Those are comparatively rare e"ceptioDs. . . . Theoretically it do .. seem that the)" should be t ... ~.d ·to 
lam. extent. but I do not think you ahould make it a heavy tax, or you may drive them there altogether. 

In answer to the question :-
Do rou think it would be a re&llonable thing to tax the income derived abroad. but allow & rebate of any tax paid 

to the for01gn country in which the inoome is derived , 
the witness replied :- . 

Yea. that is a novel IDggeBtion to me. but I think it is a very fai> one in that case. 
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362. Right of a State'to tax Income arising outside its Bcirden.-The sub-Committ~ 
appointed in 1919 by the British Royal Commission on the Income Tax to confer with repr('senta
tives of the Dominions on the subject of Double Income Tax ,pthin the Empire, in the course of 
its Report, stated :- • • 

We discu .. ed and admitted aa general principlea of taxation governing any concluaiona at which we mi8U 
arrive :-

(a) That a condition of effective taxation occurs when either..-{l) a source 01 income ari ... in any Stat .. 
or (2) the owner of an income reoidea in any State; • 

(b) That every State has an unreatricted right to adopt ita own method. of taxation within the opher. 01 
its juriodiction. . . ' 

The cont.ntion, without"qualification, that a prirllary right to tax income is poaoeosed by the country whellce the income 
is derived-to the exclusion of the right to tax it in the cOllntry of resid.nce, violatea the principle that each country 
haa complete freedom to choos. ita own m .... ur. of liability in imposing taxation, and is diffioult to justify on theoretir"''' i 
principles. If this contention were admitted, the Unit,ed Kingdom would h. called upon to surrend.r a right whirh 
it has exercised ever sinc. the imposition of its Incom, Tax, a right which is common to the syst.ms of manyloreign, ' 
Gountries and some Dominions, a~d is baaed on an admitted canon 01 taxation, that of ability to pay, : 

363. Indersement of British Practice,--'l'he Report of the British Royal Commission (while 
recommending specific reliefs in respect of Double Income Tax within the Empire, ann suggest.ing 
minor amendments of the law as it relates to the taxation of incomes arising abroad, other than 

. from trade) recommended that:-
Th.r. should be no change in the' present law, which rende ... British reaident persons or Campaniea liable to 

be a ..... ed on the whole of their trading profits, irrespective of what proportion of their profita ari ... abroad. 
, ~ 

364. Practice in British Dominions,-There appears in Appendix No. 6 to this Report': 
a statement which indicates in abbreviated form the scope in respect of the sphere of taxationl 
of the various Income Tax Acts in force throughout the British Dominions. The summary j 
discloses considerable variation in practice. The absence in the instances cited of a ruling principle, 
in the determination of the sphere of taxation is conspicuous, but is not remarkable. There must, 
be of necessity many and varied considerations to be taken into account in framing an Income 1 
Tax measure. What is deemed appropriate in one country may prove to be wholly inappropriate' 
in another. Income Taxation may in some instances have been introduced as a temporary i 
financial expedient, in the belief that it would be subsequently abandoned or substantially' 
modified upon the passing away of the urgency of the moment. In such cases the supposed: 
temporary character of the tax may account for the presence of some features which later on call 
for amendment. Revenue necessity and other considerations create practical difficulties in tbe 
enactment of theoretically sound taxation measures. 

365. Test of Proposed Taxation.-Sir Josiah Stamp seems to recognise this when he say,<:
The State a. a tax-gatherer has to ask and answer the following qneatioDB :-

1. Is the proposed tax economical, or will it oost an unwarrantable amount to get it in ! 
2. Is it within the powers of the administration for a ..... ment and collection, or is it too full 01 difficulti .. 

to be workable! Allied thereto is the qu.stion: 
3. Will it be· specially open to .vasion and provoke dishon .. ty 1 
4. Will the imposition of the tax tend to dry up, the source 01 the tax, and so prove abortive lor the revenue' 
5. Does 'it raise political difficulti .. at home and provoke unr .. t ! 
6. Does it raise international difficulties or provoke conflict with other taxing juriodictions! 

366. Bases of the Right to Tax,-ln his evidence before the British Royal Commission, 
Sir J osiah Stamp said ;-

The tax that a man is called npon to pay to the State may be said to be divisible into two parte, that which i. 
due for the specific protection and maintenance of particular sourc .. of income, and that which i. due for tbe privilege. 

, which the citizen himself enjoys in his person and reoidence. 

His evidence did not question the justice of the British practice of taxing the resident in respect 
of his income derived from abroad. 

367. Professor Seligman in his" Essays in Taxation .. expl'~ the view that the force of 
t,he oldest principle employed in taxation-that of citizenship and political allegiance-has been 
in modern times copsiderably weakened. He goes on to say :-

We Bee then that each of the last tbree priilciplea-temporary reoidence, domicile and location of property
has a certain, but not a complete JUBtification, There is, however, one final principle, tow ... d which all modam Govern
ments .... tending, which reooncilea the three preceding tests. This is the principle of e<l/»IOmiD inter •• 1 or __ it 
alkfliance, as against the antiquated doctrine of political allegiance. Every man may b. taxed by competing anthoriti .. 
according to his economic interests under each authority. The ideal solution is that the individual'. whole faculty 
should be taxed; but tbat it should be taxed only once, and that it should be divided among the tax districts according 
to his relative interests in each. 
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• 368. Towards the conclusion of a masterly review of the problems of Double Taxation, the-
Profesaor admits :- ' • 

It i. evident that the queBtion where a tax ought to be impoBed involves a rather simple theoretical problem and 
many very difficult practical problems. It is the Bame with almost every question of taxation, As a matter of prin
ciple. it iB easy to decide that a man should b. taxed according to hie faculty; aB a matter of practice, it is not 80 easy 
to apply the principle of faculty in the actual tax Bystem. 

369. Necessary Considerations.-The taxation or otherwise of the incomes of Australian 
residents derived outside Australia is a question which' is not only of academic interest, but of 
practical importance. Viewing the proposal on its practical side, it has to be recognised that the 
productiveness of such an extension of the Act would probably be considerable, and that it is a 
form of taxation in, force in many countries. It may also be recalled that it was advocated by 
the Federal Commissioner of Taxation solely on revenue grounds. 

370. Preliminary to the more general discussion of the subject, it seems appropriate to 
refer to two matters. In the first place, there was an absence of any general demand on the part 
of witnesses who appeared before us for an extension of the scope of the present Commonwealth 
Act to embrace incomes derived from' abroad of Australian residents. The weight of evidence' 
or opinion is manifestly in favour of the pres,ent restriction to incomes. derived from sources in 
Australia. In the seeond place, we are not in a position to judge whether any decrease of revenue 
from taxation which may result from the adoption of our recommendations, and from other causes, -
can be balanced by a corresponding reduction in the public expenditure. Hence we are lUlable, 
in the absence of the necessary data, to adequately weigh any claim in justification of the suggested 
impost that may be advanced on the score of revenue necessity. 

371. Arguments for the Proposal.-(I) It is urged that the generally accepted principle of 
taxation, that of contribution in proportion to ability, in the applic(Ltion of wbich income is regarded 
as the index of ability, does not admit of the exclusion from the sphere of taxation of incomes 
derived from abroad. 

(2) A further argwnent in favour of the proposal is pased on the view that-
" a tax is a compulsory contribution of the wealth of a person or body of persons for 

the service of the public powers," -

and upon the contention that the State imposing tax upon incomes from abroad extends some 
measure of effective protection to the sources whence those incomes are derived. Pt is represented 
that the Commonwealth in effect protects the interests and property of its citizens in other countties, 
even though admittedly whatever powers of protection i~ possesses. and exercises are possessed 
and exercised in virtue of its status as an integral part of the B!-,itish Empire. 

(3) A third reason which is advanced in justification of the suggested extension of 
the scope of the Act is that the present exclusion from the taxable area of income derived 
from sources outside Australia tends to encourage the investment abroad of capital which 
might otherwise be employed in Australia with great advantage to the country. It is represented 
th~t there is at present 8tron~ inducement to transfer capital from Australia. for the purpose of 
profitable investment to countries which either do not impose Income Tax or whose rates of 
Income Tax are lower than those current in Australia. 

372. Arguments against the Proposal.-(I) The view is advanced by the advocates of the 
present system that the ability of tJle subjects of every State , 

"to contribute towards the support of the Government" 
has both logically and equitably, sole relationship ta-

"the revenue which they respectively 'elljoy under the protection of the State." 
The phrase in Adam Smith's first canon of taxation-

"in proportion to the revenue which they respectively enjoy nnder the protection 
of the State " 

is accepted as being sound in principle only when interpreted to mean that no legitimate right 
of taxation exists in respect of income arising outside or beyond the boundaries of the country of 
the origin of the income. ' 

(2) It is further argued that, when income from abroad is received in the country of 
residence, any economic allegiance that may be said to arise from this. circumstance implies no 
greater tax obligation upon the resident than that which is amply discharged by the payment of 
the indirect; taxation involved in the expenditure of the income. 

(3) Objection is raised to the suggested alteration of the Act on the grolUld that it 
would tend to check the flow of capital into Australia. Many important enterprises, it is urged, 
have been largely dependent for their development and success upon the amount of British or 
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other outside capital invested in them. If, in respect of the export trade of these un3ertalrings , 
the profits earned. outside Allstralia are in ~e ~ture to b~ s':lbject to ~ation, they v:m necessarily, 
be aggregated WIth the profits earned WIthin Australia m deternunmg taxable mcome. It is 
stated that the increase in tax (which in many cases msy be considerable) will have the eflect of ' 
decreasing the margin of security and probable profit of such investments, and so render them 
less a ttracti ve. ' 

(4) It is further argued that, if the Co=onwealth Act be amended, 118 suggested, 
there is no reason why the t)tates should not sitnilarlyextend the scope of their respective Taxation 
Acts. Such extension of the States Acts would, it is contended, involve adQitional complexity 
in taxation, and add to the difficulties of taxpayers. ' 

CONCLUSIONS. 

373. We do not regard the taxation of incomes of Australian residents derived outaide Aua- ; 
tralia as inherently inequitable, but it cannot be said to have the complete theoretical justification 
possessed by the existing scheme. Ministerial statements on the subject in the British Parliament 
mdicate a concurrence with that view, and suggeSt that abandonment of taxation of incomes ' 
derived from abroad would be favorably considered if revenue needs permitted. We 
do not consider the reciprocal arrangement entered into with the British Government in respect 
of Double Income Taxation-which the Federal Commissioner of Taxation estimated would 
involve an annual loss' of revenue to the Co=onwealth amounting to Bome £45,000-
affords, in itself a justification for the proposed extension of the scope of the Co=on
wealth Income Tax Assessment Act. We consider that, while the imposition of the suggested 
tax might indirectly mean some small measure of relief to those taxpayers who would not be 
subject to its operation, it woula mean in many cases an additional burden to tho~e already subject 
to heavy taxation at the hands'of both Co=onwealth and States. 

, 374. We are impressed with the suggestion that great difficulty would arise if, the Co=on
wealth having amended the scheme of its Act to embrace all incomes derived outside Australia, 
the several States should extend the scope of their Acts .and tax the incomes wherever derived. 
We consider that, apart frO!D the question of revenue production, the practical disadvantages 
attaching to the proposed amendment of the Act on the whole outweigh the advantages. The 
only justification for the suggested extension of the Act, in our opinion, wonld be revenue 
necessity. 

RECOMMENDATION. 
375. (1) Our principal recommendation must be in a conditional form. If the financial 

requirements prove to be such that the raising of additional revenue through taxation is 
unavoidable, then, in preference ,to a general increase of Income .Tax rates materially above their 
present level, or to the introduction of new forms of taxation, we reco=end resort to ,the 
taxation of incomes derived abroad. 

(2) In the event of Income Tax being extended to incomes of Australian residents wherever 
derived, we reco=end :- . 

(a) That the amount of any tax paid in respect of the same income in the country 
. where the income arises should be allowed as a deduction from the Australian 
tax. 

(b) That reciprocal arrangements for the purpose of· avoiding Double Taxation as 
far as possible be entered into with other countries. 

(c) That within the Empire the terms of any reciprocal arrangement should be those 
of the arrangement between Great Britain and Australia, which received 
legislative sanction in the Income. Tax Assessment Act No. 31 of 1921. 

NOTE. 
. Should the scope of the Income Tax Assessment Act be extended to include the taxation 

of incomes wherever derived, the Reco=endations under the Sectil,ln of the Report dealing with 
-the Taxation of Profits arising from Sales Abroad of Exports from Australia will become unnece&
aary. 

[From this section of the Report Commiseioner Jolly expresses disSent. See page 1:18.] • 
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SECTION xm. 
TAXATION OF PROFITS ARISING FROM SALES ABROAD OF EXPORTS 

FROM AUSTRALIA. 
376. The Existing Law.-Section 10 of the Commonwealth Income Tax Assessment Act 

provides for the levying of tItX upon 'f the taxable income derived directly or indirectly by every 
taxpayer from sources within Australia," and in section 3 " income from personal exertion "is 
defined as meaning " income derived from sour~es in Australia consisting of . . .. ' . . the 
proceeds of any business carried on by the taxpayer either alone or as a partner with any other 
person." Under the Commonwealth system, which impbses Income Tax only upon incomes 
derived from sources in Australia, ito is necessary to resort to some statutory or administrative 
expedient in order to ascertain the portion of any income derived partly within and partly without 
Australia which is attributable to a· source within Au~tralia, and therefore taxable· under the 
present law. 

377. Original F.O.B. Provision.-The Commonwealth Act, as dtiginallyenacted in 1915, 
made specific provision with regard to taxation of the income from goods sold after export from: 
Australia, the section reading as follows :-

(23.) When the carrying on of any business involves the exportation of live stock, produce, or other commodities 
or substances from Australia for sale beyond Australia; before any sale or contract of sal. of them at a definite price 
has heen made, the value of such live stock, produce, or other commodities or substances at the time of their export, 
based upou the ruIJ.ug AustraIIaU market value for home consumption of slmllar goods of similar quality shall be the 
value for the purpose of ascertaining the total income of such business from the sale of such goods for the purposes of 
section fourteen of this Act. 

The method prescribed by this section may, as to its essential principle, be described as the 
" free-on-board " (f.o.b.) method, though, as will be seen from the succeeding paragraphs, the 
rigid wording of the section hampered its application. . 

378. The Commissioner of Taxation stated in evidence that the wording of the Section led 
to difficulties in connexion with t~e export of goods for which no \'Uling Australian market value 
for home con~umption existed, as nn similar goods of similar quality were being sold for use in 
Australia. One instance was of railway sleepers of a size not used in Australia, which had been 
prepared for use in India. There was also a d1fficulty with regard to.frozen meat, the contention 
of the exporters being that there was no market in Australia for the particular quality of 
meat exported. A number of other cases somewhat similar to those cited are said to have 
occurred, and in 1918 the section was repealed. 

379. To meet a difficulty which arose in New South Wales under the New South Wales 
Land and Income Tax Act 1895. in connexion with exports, a Regulation was gazetted in 1899, 
under authority of a Declaratory Act passed in the previous year, which introduced the f.o.b. 
method. The Regulation embodies three rules, the second of which provides that-
where the product, commodity or substance h ..... t th'e time of export a market value at the port of export, that market 
value .hall be deemed to be the value of such product, commodity or substance when exported. 

The third rule provides that, where the exported goods have at the time of export no market 
value at the port of export, the value shall be deemed to be the sale price, less all expenses 
incurred both inside and outside of New South Wales. 

These rules and the section upon which they· were bas!ld are not now in force. The 
present practice of the Department is not governed by any prescribed regulatIOn. 

380. Repeal of Section 23, F.O.B. Provision.-The Commonwealth Treasurer, in his second
reading speech on the Bill for amendment of the Income Tax Assessment Act, including the 
repeal of section 23, informed the House that the seotion had proved cumbersome in operation 
IInd detrimental to the Revenue. The Treasurer added-

The provisions of the Common Law, ... laid down by the Privy Council, will guide the Department in future. 

381. While the Amending Bill was before Parliament, the Commissioner of Taxation was 
waited on by repre!\6nj;atives of the Melbourne Chamber of Commerce, who desired to IIscertain 
the Departmental yiew o! th~ scope of the proposed amendments, including ~he repeal of section 23. 
The report of the mtervlew m the Monthly Journal of the Chamber contalDS the following :-

Mr. Ewing . . . . informed the Chambers' representatives that the proposed amendments did not extend 
the scope of the existing Income Taxation Law,'" the Department interpreted it, although some. of them were intended 
to validate certain Departmental actions. In answer to questions, he made It elear that prullts earned outside Australla 
and not now taxable would Dot lie lIIIeoted b, the amendments. . 

382. The Act repealing section 23 contained no substitutionary provision, and determination 
of.t.h~ method to ~e followed :W.IIS therefore le.tt to the Commissioner, who, however, as to general 
pnnClples, was gw.ded by deelSlons of the Privy Council and of the High Court of Australia. 



no 
383. Rules Issued in Substitution of F.O.B. Provision.-The first rule on the subject U!sued 

'by the Commissioner was designed to' apportion profit arising from the sale of goods abroad, so 
as to ascertain the portion attributable to Australia, and consequently taxable on the basis now 
in force as to imports. This rule was, however, very soon superseded by the following rules, 
which are still in force. These rules were issued by the CommiSSioner in March, 1919, in form of a 
circular, reading thus :-

In vi.ew of the special cas .. which have arisen, and after consultation with the Crown Law Authoriti .. , I have 
heen obliged to make important alterations in the rul ... determining the liability to Income Tall or War-time ProDta 
Tax of profita arising from the sal .. made by Auatralian bnsin ..... outside Australia. Prior to the alteration., the 
rule for determining whether any of snch prbfits arose directly or indirectly from a source within Australia requited 
that two ont of the following three events had happened in Australia-

(a) the place where the ~ontract of eale was made; 
(b) the place where delivery of the good.s wal given ; 
(c) the place where payment for the good.s waa made. 

For the reasons mentio.,d, it has become neceseary to repeal that rule and to substitute the following rodes :

(1) Where goods are sold (otherwise than by an agent outside Australia) before export from Australia the 
whole profit arising from the sale is taxable in Australia. 

(2) Where good.s are sold outside Anstralia after export from Auatralia (a) und.r oonditioDl which 
. necessitate acceptance by the seller in Australia of an ofter by the purchaaer outside Australia (i.e., 

when the purchaaer communicates direct with the seller or the Beller'. outside agent .end. along 
the ofter for acceptance or rejection), the whole of the profits, if any, resulting from the eale should 
he taxed in Australia; (b) under conditions in which a contract for the BIll. haa been made outoid. 
Australia by an agent for tbe Australian seller, if the agent haa found a buyer and arranged prioe. 
and terms with him, the profit is to be treated aa having arilen partly inside and partly outoid. 
Anstrali .... 

In the case of (b), the profit is to be apportioned so as to ascertain the part attributable to Anstralian aources 
For this purpose, the total cost of getting the goods to the purchaser is to be ascertained. From this amount sea freight, 
marine insurance, and exchange are to be eliminated. The residue is to be divided into two parts, representing (1) 
the Mst price at which the good.s we.., (or would be if a c.i.f. and e. caae) shipped f.o.b. in Australia; and (2) the co.to. 
incurred by the selling agent or the Branch house in selling the good.s .• The profit will be apportioned between (1) 
and (2), and that part applicable to (1) will be treated as profit ari8v>g from a source in Australia. • 

When the agent outside Australia merely complet ... contract of sale with a purchaser who has been referred 
to him by the Anstralian business, with instrnctions to complete the contract, any resulting profit is to be taxed as 
profit arising in Australia. When an agent outside Australia makes a eale of his Australian principal's good.s before 
the good.s are exported from Auatralia, the profit, if any, should be treated a. having arisen partly 
inside and partly outside Australia, and should be apportioned in the manner already set out. In those 0 .... where 
the whole of the profit is taxable aa income derived from a source in Anstralia, deduction i. allowable in respect of the 
expens .. , if any, outside Australia. . 

384. The Kirk Case.-The Privy Council case above referred to (par. 380) was that of the 
Commissioners of Taxation (N.S.W.) v. Kirk (1900 A.C., p. 588), which was an appeal from a 
decision of the Supreme Court of New South Wales. The head note to the report of the case 
reads- . 

Where income was in part derived from the extraction of ore from the Boil of New South Wales Colony, and from 
the conversion in the latter Colony of the crude or~ into a merchantable product-

Held, that this income was ass .. eable nnder the New South Wales Land and Income Tax Asseaament Act of 
1895, •. 15, sub-secs (3), (4), notwitlistanding that the finiBhed producto were .. 1d exclusively outside the Colony. 
I" r. Tindal (1897),18 N.S.W. L R 378,overroded. 

Lord Davey, by whom the Judgment of the Judicial Committee was delivered, said-
It appears to their LordshipB that there are four processes in the earning or prodnction of thia income

(1) the extraction of the ore from the soil ; 
(2) the conversion of the crude ore into a mercbantable product, which .is • manufacturing prooen ; 
(3) the sale cf the merchantable product; 
(4) the receipt of the moneys arising from the Bale. 

All these proc .. ses are necessary stag .. which terminate in money, and the income il the money resulting 1 .. 0 

the expense attendant on all the stages . . . . The fallacy of the Judgment of the Supreme Court in thi. and in 
Tindal's CaBe iB in leaving out of sight the initial stages, and fastening their attention exclusively on the fi.nal stage 
in the production of the income. 

In Meeks' Case, cited in the next paragraph, ~.Justice baacs, in the course of BOme remarks 
not essential to the Judgment, but" added at the parties' desire," said-

Kirk'. Caae wonld not have been any warrant for eaying that, without apportionment in lome way, the whole 
of the £63,000 (the sum at issue) waB taxable aB derived fromta source in New South Walea. • 
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385. The Meeks' Case.-In a later case, the Commissioner of Taxation (N.S.W.) 11. Meeks 
(Public Officer of The Sulphide Corporation Ltd.), 19 C.L.R., 58 (1915), which was an appeal to 
the High Court of Australia from a decision of the Supreme Court of New South Wales, the head 
note is as follows :-

A con1pany illCotporated ill Jl:ilgland, and having its registered office in London, conducted its Australian 
business at Melbourne, in Victoria, and its practical clperatiOb8 of tnining and treating and smelting ore at Broken Hill 
and Cockle Creek, in New South Wales. By a contract made in London, the company agreed to aell to .purchasers a 
large quantity of concentrates produced from Broken Hill slimes, deli very of which was to be made at Broken Hill in 
instaltne,!ts extending over A period of YMts. Pursuant to the contract, the purchaSl!r8 paid, sum of £63,000 ill advance, 
but before any concentrates were delivered they made default in further payments which had become due. An 
agreement was then mad. in London by which'ft.e original contract was cancelled as from the date of the cancelling 
agreement, and the company were to b. entitled to retain for their use all moneys .. hich had been paid under the 
contract. No oonee.lrates or slim .. were ever appropri&ted, get apart, or tre&ted by t.he oompany for the pIIrOhuerB. 
Of the £63,000, the bamnce held by the company, after deduction of commisoion and brokerage, was £61,426. 

Held, that for the purpose,; 01 the Income tart (Mcmagemem) A.ct 1912 (N .S.W.) and the 1_ Tax MaMll"rnenl 
(A.mendment) Act 19H (N t'I W.), the £61,425 should be treated a8 profits from the bnoinm of mining and treating and 
smelting ore which w.s carried on by tbe company mainly, if not altogether, in New South Wal .. , and therefore that it 
mould b. brought into aceount itl aecettslruDg the Inoome of the oompany t&l!a1.le under those Aol:!o, subject, however, 
to the rigM of the oompany to Bhow that portion of it wsa dot attribntable to the bu.ineee whicb was carried on in 
New South Wales. Decision of the Supreme Court of New South Wales, ... r. Meeka, 15 S.R. (N.S.W.) 107, reversed 
(pp. 668-9). . . 

386. In Kirk's Case no method of apportionment was su~ested. tn Meeks' Case, Mr. 
justice lsaaes said (at p. 589), in the co~se 0.£ remarks t~fei:re~ to tnpllragtaph 384 above, t.hat 
one of two methods must be employed, l.B., either a prOViSion ill tlla N.S.W. Act,· under which, 
where a taxpayer carries on business both in and outside of the State, the taxable income is a sum 
bearing ;he same proportion to the total profits of the bllSiness a$ the assets in the State hear to 
the total assets, or, if that provision is not applicable, the actual illccllne must be found by soml! 
practical distribution and meanil ot ascertailililelit • 

. 387. The Kauri CO.'I Case.-Another case may be referred to-that of the Commissioner 
of Taxes f1, The Kauri Timber Co. Ltd., a New Zealand case decided in 1904 by the New Zealand 
Court of Appeal. (N.Z. L.R. XXIV., p. 18). In t~at c~se t~e defendant Company had ita registered 
and head office In Melbourne. It carried on bUSl11ess In Victoria, New South Wales, Nllw Zealand, 
and elsewhere. Its principal business in New Zealal1d 'Was the export to Sydney of timbetlJ cut 
from its huri forests, which \vere afterwards manufactured into "ariou3 articles, and then !Old 
in the manufactured condition. In that case it Was~ 

Held, that the oompany W8B not liable to Income Tax In New Zealand llpon the whole of the profits made by it 
upon timber exportod by it from New Zealand and sold elsewhere (whether or not after further cutting or manufaoture 
outside of Ne,! ~ealand), but was liable only upon that part of the profit which was derived by it from the buSiness 
camed on by.t 1n New Zealand; and that this profit muat be ascertained (in the case of timber exported from New 
Zl'IIland) by e!til\l.tin~ the talue 01 the timbet at the tim~ at it.! being expotted, and deductinl! tht!tofrom the market 
valllo thereotl, when id it. Datural ~l1lDlJladnf&Ctllled itllt. (under the proviso to sub·auction (7) of suction 59), and suoh . 
coat of felling. transpottiDg and converting, the eame into the state or condition in whioh it was at the time of its e2:}1ort 
waa was allowable by law. _ 

It will b~ seen that in this case t.he Court adopted as the " means of ascertainment" of the profit 
upon which taxation should be based the to.b. value of the timber at time of export, less allowable 
de~uctions, 

• 
388. Opiliiona of WitnlSS8I.-The evidence tendered to the Commission disclosed differencell 

of opi~on among witnesses as to the desirability of maintaining the present Federal method of 
apP?rtlOnment; of re~erting to some modification of the (f.o.b.) practice under the original 
SectlOl!l 23; or of adoptiUg Some other basis. 

38!!. Of the State Commissioners of Taxation, three expressed no opinion upon the matter; 
the Queensland Commissioner cOl1llidered that the assessable iliCOIl1e should bE! the sale price, 
less all expenses in connexioD with the sale, including Income Tax paid in the COlUltry of sale. 
E~~pt ?,S .to ~ow.ance of Income Tax paid in the Mlihtry of sale, the Queenaland Commissioner's 
opnuon IS In line WIth the ,"Usting Queensland Act. The South Al18tralian Conunissionet suggested 

, . It . 

• . &ctton 10 (2), which J'Mdt &8 folloWs :_n Ib tile aAee of An' otb-et tAEP&J8r eaJty1bg ob bOBtnM!i h6th in and outside of the 
State. hiS tu:ab}~ inC'~me daD be 641M11edt Q, be" • 11\1111 wIIicll ilaU .... 1' tDe .. me pmpol'tiofl to tile set JlrtNlts of such business &8 the 
aallltA o! thlt' bh~t" •. ID thP Stat., bsar to the tot .. } a.sseta of Uae buaine8l. or, iD the diecret.ion of the CommiRsioner. at the total amount 
of al8t!lt. OoIUleJlIOll 'frith the bu.me. ~ irt CBe State .... " "e toW a8lOUlK rJl Noh sal_ &lea .. butk in •• c1ow\8ide tb.o StaN.·' 

F.I3415.-4, 
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that the market value at the time of export, if the goods are consigned to a Branch house, or the 
sale price realized abroad, if there is no Branch house, should be the basis; while the Victorian 
Commissioner favoured the Federal method. He said-

As far as ex-Awtralian transactions are concerned for Victoria. the Federal method would work quite well. It 
i. the way I have been working . . . . The method of apportionment i. elastic enough to meet all_ • . • • 
As an arbitrary method I should say that is a. fair as you can get it. 

The witness also said-
The f.o.b. price is'more particularly a State matter. . .. The f.o.b. generally i. good enough for Inter-

State caaea . . . . 

390. Some representative commercial witnesses favoured taxation in respect of export 
transactions being based upon prices realized abroad, less all necessary expenses (including, as 
one or two witnesses suggested, Income Tax (if any) paid abroad). This :proposal, which, as shown 
In the preceding paragraph, had some official support, involves the prmciple of taxing incomes 
whatever the source, a principle which is not embodied in the Commonwealth Act. 

391. Advocacy of the F.O.B. Metbod.-A number of other commercial witnesses favoured 
the adoption of f.o.b. values as the basis of taxation. Among others, the Sydney Chamber of 
Commerce made this suggestion, giving as reasons--

(a) It enables finality to be reached at once (i.e., as to the amount of tax (if any) 
which will become payable upon the transaction). 

(b) Over a series of years there would be no great benefit one way or the other, either 
for the taxpayer or the Crown. 

This suggestion, it will be seen, is a reversion to the method embodied in the original 
section 23, which section was found to entail considerable difficulty. That difficulty, however, 
appears to have been largely, if not wholly, due to the inclusion of words confining the meanjng 
of f.o.b. value to the ruling Australian market value for home consumption of similar goods of 
similar quality. 

392. That particular goods are produced or manufactured to meet the peculiar requirements 
of certain overseas markets, or that, for any other reason, any goods have at the time of their 
export no market value for home consumption, would in most cases not prevent their value being 
ascertained, if not for purposes of home consumption, -then for purposes of overseas trade. As to 
primary products and many secondary products, witnesse~ pointed out tha.t, in these days of 
frequent transmissions by cable of market reports, giving prices of the staple articles of commerce 
in the principal markets of the world-information as to transit and other expenses being also 
easily accessible-there is little or no difficulty in ascertaining at any time and place the value of 
most exportable commodities. 

393. Finality.-The first reason advanced by the Sydney Chamber of Commerce in sup:port 
of the f.o.b. method, namely, that finality as to the amount of taxation on export transactlOns 
would be much earlier reached if, in the case of goods exported for sale abroad, the law allowed 
the f.o.b. value to be taken as if the exporter had actually sold the goods in Australia at a price 
equivalent to that value, is an argument which was also stressed by other witnesses. Under the 
present rule (it was said) one has to wait until reports of final realization in the overseas markets 
have been received before any progress can be made with the allocation into Australian and 
ex-Australian of the resulting profit or loss; whereas if the question of taxation were determined 
by the f.o.b. value at place and time of shipment, the whole transaction could be closed many 
months earlier, and frequently in the year in which the goods are exported, instead of outstanding 
for twelve months or sometimes longer, as at present. 

394. Fairness over a Series of Years.-The second reason put forward by the Sydney 
Chamber of Commerce in favour of the f.o.b. method, viz., that over a series of years there would 
be no great benefit one way or the other, either for the taxpayer or the Crown-that is, tha.t on 
t~e whole it would operate fairly all round-is one which may be looked at from two points of 
VIew. 

395. F.O.B. Method-Disadvantages and Advantages.-From the point of view of the taxpayer, 
the method has the disadvantages-

(a) That where goods are exported for sale abroad and the transaction results in a 
loss, the taxpayer may be taxable on the f.o.b. basis, and will not be entitled 
to claim any refund or allowance in respect of that loss. 

(b) That the tax may become payable before the proceeds of the transaction have been 
received. ' 
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But, in the opinion of the commercial community, as expressed by witnesses, these disadvantages 
are outweighed by the advantages of simplicity, certainty, and early finality which the method 
affords. The present method of the Department is based upon the ascertainment of the cost of 
the ~ods exported, but cost in many cases is neither known nor ascertainable. The latest 
statistics available contained in the recently issued official Year Book No. 14, show the total 
Commonwealth exports for the year ended 30th June, 1920, to be in round figures £150,000,000, 
of which about £130,000,000 represents the value of the primary products, for the most part not 
manufactured, of which, if the producer be also the exporter, it would be difficult, if indeed 
possible, for him or the Department to state the cost with any close approach to accuracy. 
It is doubtl«!S8 true that, of the total .exports of primary products, large quantities-how large 
cannot be accurately determined-have already passed out of the hands of the primary producer, 
and that the exporter is in a position to state accurately the cost of the goods to himself. The 
general conclusion arrived at, for the reasons indicated, is that the f.o.b. value can, in the great 
majority of instances, be fixed with greater readiness and certainty than the cost price. 

396. Frcrm the point of view of the Revenue, an opinion adverse to the method was expressed 
by the Federal Commissioner of Taxation. This opinion, however, appears to have been largely 
based upon experience under the original and since repealed section 23. We have pointed out 
above that, in our opinion, the difficulties which arose under that section were in great part due 
to the inclusion of conditions of a restrictive and not of an essential character. Further, much of 
the revenue loss which occurred in the working of the section was probably attributable chiefly 
to the fact that th\l section was necessarily held to apply to all cases, whereas there. are certain 
groups of cases to which it is not properly applicable. The method also involves the position 
that, if a profit is made on sale after export, the Revenue receives no benefit in respect of such 
profit. 

In our view, the positive advantages the method is capable of providing justify its 
incorporation in our Taxation System. 

397. The cost (present Federal) method is said to possess the following advantages and 
disadvantages ;-

Advantages-

(a) It deals with the transaction when completed and on the basis of actual profit 
or loss. 

(b) It allows a deduction for losses (if any) ascertainable from the ultimate sale. 

(c) It is said to work smoothly and without complaint. 

Disadvantages-

(a) Frcrm the point of view of the taxpayer, that great delay often occurs before 
the ampunt of tax upon a transaction or series of transactions can be 
ascertained. For example, delay between -the date of export and the date 
of sale may bring the result into a later tax year. 

(b) Frcrm the point of view of the Administration, that the Department is too 
dependent upon the exporter in respect of the principal factor (cost) 
used in the calculation by which the amount of taxable profit or 
deductible loss is determined. 

3ns. Equality of Opportunity.-It is pointed out that the present rule may have the effect 
of handicapping the Australian resident. Many overseaS traders visit or are represented here 
by agents who pnrch:13e and export our products for manufacture or for sale in overseas markets. 
On any profits which these traders earn after the product leayes Australia they are not liable to • 
payment of any Income Tax to the Commonwealth. But, under the prescribed Regulation at 
present in operation, if the exporter be one of ourselves, he would be liable to pay tax on such 
proportion of the added profit gained by export as would under the Departmental method be 
attributagle to sources wit.hin Australia. 

3!lSA. Inequitable Operatjon.-If, because of better management, more favorable cl'!1<1itiolls 
or other advantages, A is able to produce or acquire a. commodity at less COAt than B, and if they 
both export at the slime time, and on sale overseas r;aJize the same price for their commodities, the 
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.allocation of profit as between Australia and ex-Australia by the cost method shows a larger 
proportion of profit attributable to Australia on B'B consignment than on A's con!ignment. This 
is contrary to the true position, for, as both parcels realized the same price, A, having acquired 
at less cost than B, has clearly made a larger profit.' • 

. 399. Methods suggested for Adoption.-The f.o.b. method and the present Federal method 
(the chief faotor in which is cost) must be regarded &8 expedienU! for effectuating that a. pportion. 
ment of the profits resulting from export transactions which is deolared to be necessary. both by 
administrative experience and by judgments of the highest tribunals. Each method haa its 
merits, its imperfectioll8, and its limitatioiu!; each is inapplicable to certain oases or Rrouf.' of 
cases. In our opinion, the best results will be obtained by using both methods. The .o.b. 
method will, we believe, yield fair results both to the taxpayer and to t.he revenue in perhaps 
the great majority of cases. That method should therefore be regarlled as primary, and to be 
applied wherever reasonably praoticable, thE! existing Coat method, modified as suggested in the 
following paragrapb, to be applied to the cases in which the data for satisfactory application 
of the f.o.b. method are unobtainable. 

400. The existing Federal (Cost) method excludes sea freight, marine ill8urance, and 
exchange frolli the calculation by which the profit is apportioned" so as to ascertain the part 
attributable to Australian sources." The Federal Commissioner of Taxation stated that those 
itell1s were excluded on the ground that they are equally attributable to the Australian and the 
ex.Australian part of the transaction. In our opinion, they should be included in the 
ex-Australian costs. 

401. Inclusion of Adopted Methods in Statute.-Several witnesses suggested that whatever 
method is finally decided upon should be embodied in the Statute. This suggestion was 
invariably made on the ground that a. method once adopted should not be subject to frequent 
change. The contrary view is that, in matters of administrative detRil, experience in working 
and changes of mercantile practice frequently reveal the necessity for a notification of method; 
and for that reason it has become the practice for the Legislature, as far as possible, to confine 
it~lf to matters of principle, leaving mattets of detail to be dealt with by regUlation, which can, 
when necessary, be altered without delay and without further reference to Parliament. In this 
instance we are satisfied that the interests involved are such as to justify prescription by Statute 
of the methods to be adopted. . 

RECOMMENDATIONS. 
402. We recommend-

(a) That the Commonwealth Income Tax Assessment Act be amended to provide that 
in the case of goods exported before sale the value of such goods for the purposes 
of the Act shall be their market value at the time and place of export. 

(b) That in all cases where, in the opinion of the· Commissioner, the method 
recommended in the precedinglaragraph (a) is not clearly applicable, the basis 
of taxation shall be the series 0 Rules con:unonly referred to as the Cost method 
now in operation, but modified to the extent of including in ex-Australian costs 
the items of sea :!reight, marine insurance, and exchange, in addition to the 
ex-Australian charges now allowed. 

(c) That, where a difference of opinion arises between a taxpayer and the Commissioner 
under either of the methods above recommended, or as to which of the two 
methods respectively recommended in paragraphs (a) and (b) shall be applied 
to the case, either party shall have the right of reference to the Board of Appeal. 

(d) That the two methods above recommended be prescribed by Statute. 

In our opinion, the methods above recommended should be applied in the operation of State 
lBC(Iroe Tax Acts in respect of overseas exports or of transfers :!rom one State to another. 

NOTE.-Attention is invited to the note at end of the Section of the Report dealillfJ. 
With Taxation of Income of Australian residents derived outside Australia. 

[From the recommendations of this Section of the Report Commissioners Miilsingham 
Mills, and Duffy express dissent. See page 139. J 
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SECTION XlV. 
CASUAL PROFITS. 

403. The term "Casual Profits," which it would be difficult to define by way of an 
exhaustive catalogue of such profits, is, however, well understood as referring to profits of an 
infJ.'equent or non'l'oourring natur4l, J\ot e.risinll from the ordinary business of the person con
cerned. 

• 404. Casual profits may be divided into two classes ;-

(1) Those which arise frQIP occasional transactiollS entered into with the primary 
'purpose of re&IiWlg profit, such as speculation, betting, occasional company 
promotion gains, occasional ca~h sales, &c. 

(2) Those which arise from occasionp,l transactions not entered into with the primary 
purpose of realizing profit, such as investment of capital in an income-producing 
security or purchase of property of any kind for the purpose of personal use or 
enjoyment. 

4.05. Commonwealth Law and Praetietl.-Under thll COllJllloI\wep,lth Income Tax !ssessmen$ 
Act there is no specific provi.ion dealing with the tp,xation of casual profits. The evidenc!l of 
the Commonwealth Commissioner shows tht the chief provision affecting the matter is the 
definition of .. income." The definition of " income from personal exertion" in the Act includes 
" the proceeds of any business." The Commissioner states that, while there ale many instances 
of transactions the results of which are difficult to classify as taxable or non-taxable, the broad 
test is whether the transaction comel! under the term " bUliine~s " or not. The general effect of 
the Act, a8 administered, is to leave untaxed what are ordinarily understood as casual profits. 
Certain .tatutory exceptions to this practice are oontainlld in aectioJ\ 14 (d) of the Act, which 
makes taxable, subject to specified deductiOn&--- , 

" Money derived by way of royalty or bonu&es, and premiums, fines or foregifts, 
or consideration in the nature of premiums, fines or foregifts demanded and given in 
connexion with leasehold eetates, and the amount of any payment received by a lessee 
upon the assignlllent or transfer of a lease to another person." 

In our opinion the retention of the sub-section is ~ndesirable. A pllrtilll repe&l (If 
the sub-sectio'\! was effected by the Amending Act passed in December, 1921, which WIthdrew 
from its operation profits from the Bale of a Mining Lellse, where the vendor is a "bon,s 
fide prospector," or, subject to certain conditions, a purchaser from ~a bona fidB prospeotoJ;. 
The complete repeal of the IJUb-8eotion would leave other transactions of the kind to which the 
sub-section refers to be dealt with In accordance with the general provisions of the Act which 
determine whether any particular gain is or is not assesBable income. 

406. States Law and Practice.-In Victoria, Western Australia, and Tasmania, the law and 
practice with regard to casual profits are similar to the law aud praotice of the Commonwealth, 
the usual test 11$ to whether a profit is taxable or not being whether or not it arises in the 
?rdinftry course of business. In New South Wales the Income Tax Act provides for the inclusion· 

,Ill taxable income of any gains or profits arising during the year of inoome from the sale of any 
estat~ O! interest in land, provide~ the taxpayer's ownership or interest arose during that year 
or Wlthlll the four years next pl'lor thereto. The provision also extends to profitl! from the 
sale of. shares bought by the taxpayer during the current year or in the two years inunediately 
preceding, and further to any ,Profits from the sale of any· other personal property to the value 
?f £50 or upwards bought durmg the current year. A deduction of losses on such transactiollS 
L~ allowed if incurred during the year of income on the sale by the taxpayer of any estates or 
intere~ts similar to those from which ElOfit is shown in his retUl'n. In Queensland casual profits 
are taxed, the Act including as taxable profits from the sale of certain minol interests in land, 
and " all.n~t gains or profits arising from the sale of any personal property whatsoever~whether 
or not al'lsm~ or accruing fJ.'om anT businuBII carried on by the tl1xpllyer." The evidence of the 
Queensland ~tate Commissioner 0 Taxes shows that losses incurred in casual transactions are 
allowed 1101 deduotions fJ.'om profits arising in the same year from. the same class of transaction, 
~ut not otherwise, In South Australia income derivlld from personal eKertioIl is defined as 
mcluding '.' every kind of profit and. every kin~ of gain, whethe~ arising in the course o~ business 
or other~lse howsoever, e~cepj; I(ifts, legaCIes Rnd bequests.' The South Australian State 
C?mmiSS10ner ~tat~d in evidence that all casual profitg coming within the ddinition are taxed 
Without exceptIOn. In a South Australian case quoted in evidence, the Supreme Court of that 
State h~ld that the test of a transaction for Income Tax purposes is whether or not it was entered 
upon WIth the intention of making an investment as distinct from the int~ntion of making a 

I 
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profit by re-sale. This interpretation, it will be seen, limits the generality of the definitio~ above 
quoted. The evidence of the State Commissioner indicates that the practice of the Department 
is limited to the taxation of profits from transactions arising in the ordinary course of business 
and not from casual transactions. 

407. Opinions of Witnesses.-Some witnesses favoured the taxation of gains of every kind, 
but. the greater volume of evidence was unfavourable to that proposal, largely because of the 
objections enumerated in paragraph 410 below. • 

408. The Commonwealth Commissioner of Taxation in his evidenca suggested that, if the 
amendment or repeal of section 14 (d) were considered, it would be :proper to consider also the· 
repeal of the proviso to section 20 (i). Section 20 (i) expressly proVldes that a deduction from 
assessable income shall not be made in respect of :-

" any wastage or depreciation of lease or in respect of any loss occasioned by the 
expiration of any lease" ; 

but a proviso to that sub-section authorizes the Commissioner, in cases where a taxpayer has 
made any payment in the nature of a fine or premium for a lease or renewal of a lease, or for the 
assignment or transfer of a lease, to allow as a deduction the annual proportion of such payment 
in each year of the unexpired term of the lease. The Commissioner suggested that_ , 

" If [by repeal of section 14 (d)] the person who receives such a payment is to 
be exempt from Income Tax upon it, then it would appear to be reasonable to deprive 
the payor of the right to amortize it out of his profits." 

The deduction allowed by the proviso to section 20 (i) appears to be correctly based upon the 
view that a payment in the nature of a fine or premium for a lease is in effect a payment of rent 
in advance, and as rent, should be allowed as a deduction, either in one sum, or, as the'sub-section 
enacts, in annual proportions spread over the term. In our opinion, this view justifies the 
retention of the proviso. But if a lease premium is treated as commuted rent, so far as the 

. payor is concerned, it is in our opinion both logical and reasonable to regard it as rent (and 
therefore assessable income) in the hands of the payee. It might be harsh to tax the payee on 
the whole sum as income in the year of receipt, but it would be reasonable for taxation purposes 
to distribute the payment over the term of the lease, just as it is distributed for purposes of 
allowance to the payor. . 

• 
409. British Commission View.-The matter was considered by the British Royal Commission 

on the Income Tax, 1920, and in their Report, while the equity of ~g casual profits was 
recognised, the difficulties of administration were considered too great to justify a recommendation 
for the inclusion of every kind of gain within the ambit of Income Taxation. An official witness 
before that Commission, representing the Board of Inland Revenue, stated :-

"The Board are in substantial agreement with the view that lias obtained in 
the past, that any amount of tax that would be derived from an attempt to pursue 
transactions of every kind, where an intention to derive a profit on sale could be 
presumed to have existed, would be negligible compared with the trouble and irritation 
that it would involve. They have also especially in mind that pnvate minor trans
actions of this kind are to so great an extent hidden from view that, even if an attempt
to follow them did in fact result in any additional revenue, it would be to a very great 
extent a voluntary contribution by the most .conscientious taxpayers, and would be 
likely, on that ground, to give rise to serious dissatisfaction." 

The British Commission reco=ended that :-

" Any profit made on a traIlS&ction recognisable as a business transaction that 
is, a transaction in which the subject matter was acquired with a view to profit seeking
should be brought within the scope of the Income Tax." 

This reco=endation goes a little farther than the present Co=onwealth practice. 

410. The leading and, in our view, decisive objections to an attempt to collect Income 
Tax upon every kind of casual profit and gain are :-

(1) The extreme difficulty of tracing transactions and preventing evasions. As shown 
above, in the quotation from evidence before the British Commission, the view 
there taken, which also was the opinion of a number of witnesses appearing 
before us, is that any revenue derived would be to a great extent a voluntary 
contribution ~om conscientious taxpayers. 
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(2) The necessity for allowing losses on casual transactions as a deduction from 
assessable income. There would be a strong incentive to record and claim 
deduction on account of casual losses, but no corresponding inducement to 
record casual profits, and the net revenue gain would probably be small. The 
British Commission remarks that :- . 

" In countries where profits. of this nature are taxed, allowance, if any, for 
losses is generally granted only agail)St profits of the ssme character." 

That Commission considered that losses from speculations and investments 
should not be set off against ordinary. trading profits. One of the members of 
the British Commissien, dissenting from the Report on this point, contended 
that, if casual profits are taxed as part of the regular income, losses on casual 
transactions should be set off against the total income. It seems clear that to 
confine the set-off of losses upon casual transactions against profits of the same 
character would be illogical, except in conjunction with a provision that casual 
profits should be taxed as if constituting a separate income--,-that is, not 
aggregated with income from other sources. 

(3) The heavy cost of administration which the alteration would involve compared 
with the relatively small net revenue gain. 

RECOMMENDATIONS. '. 411. W. recommend:-
(1) That the Commonwealth Income Tax Assessment Act 1915-18 be amended by the 

repeal of section n (d). (It may be necessary to consider whether any further 
statutory action will be required to preserve the immunity from taxation of 
the proceeds of sale of a Mining Lease, which is presumably effected by section 
6 of the Amending Act of 1921.) 

(2) That the proviso to Section 20 (i) be retained, and that any payment of the 
kind enumerated in that proviso be regarded as rent and therefore as 
aS1lessable income in the hands of the recipient. . 

(3) That the Commissioner be empowered to allow the tax chargeable in respect of 
any such payment to be distributed over the unexpired period of the lease 
in the manner prescribed for the distribution of the deduction allowed to 
the payor. 

(4) That· no alteration of the Act be made with the object of imposing tax upon 
Casual Profits. . 

[From this Section of the Report Commissioner Dufiy expresses dissent. See page 143.] 

SECTION' XV. 
LIVE STOCK VALUES. 

412. Commonwealth Method.-In the original (1915) Commonwealth Income Tax 
Assessment Act, Section 14 (a) provided that:-

The income of any person shall include---

profits deriven from any trade or busin.S1I and converted into stock-in-trade or added to the capital of or in 
any wa.y invested in the trade or business: 

Provided that for the purpose of computing such profits the value of all live stock, produce, goods and merchandise 
(not being plant. used in the production of income) not disposed of at the beginning and end of the year in which the 
income was derived shall be taken into account. • 

The amending (1918) Act did not amend this Section, but there was added to Section·a a definition 
of value in relation to live stock in the words :- . 

11 Value H in relation to live stock mea.ns the value a4 prescribed. 

413. Under the authority given in Section 65 of the Act, a regulation was framed 
prescribing the method of valuing live stock on hand at the end of the accounting period for the 
purpose of the Commonwealth Income Tax Assessment Act. The regulation provided for live 
stock to be taken into account at s~ecified standard values on the lines of the present schedule for 
natural increase. Subsequently thIS regulation was withdrawn and substituted by the following, 
which is now. in force :-

46. (I) For the purpose of paragraph (a) of Sect.ion 14 of the Act, the value of live stock on hand at the beginning 
and end of the year in which the income was derived shan be calculated on the basis of the coat price of the atock. 
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(~) The ooet price of natural increase and tho cost plica of other stock for whit,h the cost I"i('(, CIInn"t he sla\od 
hy the taxpayer shall b. dOt'med to he.th. fair average valuea.s let forth in Tabl. Ill" in tl .. , ~kh"luh'. ' 

(3) Whe .. live stock i •. purch.st'd during the y ... rand ia kept aeparatoand apart. from ~ny other Kt.""k oWlH,d hy Ih .. 
taxpayer, it .hall be valued at purch .... pric,' at the h"ginning and end of .arh tradi"g year during whi"h it i. retain"\. 

(4) Where live stock which has been purcbased is merged into and herom .. I,art of the ~,,"oral flock or 11I'r<l 
of live stock owned by the taxpayer, the stock remaining on hand at the ond of the trading yoar in which tho purch •• ,·. 
were made shall be valut'd at the avera~e cost per hoad ascertained by takin~ the stork on hond.t the b{'!(1nnlD~ "f tb" 
year at the artual coat, if obtainable. or, if not obtainable, at the &VeraEt8 coat per head arrivpd at Undl'T t.he ·Wo.r-tim" 
Profits Tax Regulations at the beginning of the aCllOuoting period npon the income of which income laX fo. 1~17- HI 
i. payable, and ill • .acb succep-ding year at the average C08t arrived at under thi. Bub·regulation for I,he last p •• cedjn~ 
yell', together with the natural increase At the fai. average valu .. as •• t forth in Table Ill. of HIe Sc·hedul,· and the .to .. k 
purchased during the year at the purchase pri .. of that stock. 

(5) All live stock which have died or have been killed for food during the trading ye .. shall be valut'd at the 
avera~e oo.t for the stock on hand at the end of the trading year arrived at under sub-regulation (4) of this ref(Ulation. 

414. States' l'4ethods.-, The following is a summary of the methods of fixing live stock 
values at present in force in the several States:-

, 

NEW SOUTH WALES. 

(1) No method is prescribed by regulation. The State Commissioner explained in evidrllce 
that he allows a wide latitude to taxpayers. The general practice of the Department is t<J allow 
the stock-owner to fix his own values, such values once flxed to remain constant, though l1iIis practice 
is not invariable. 

VIOTOBU. 
I 

(2) A statement furnished by the Victorian Commissioner of Taxei .hows that :-
There are no regulations in force dealing with the valuation of live stock, the value fixed d'·lwnd. on th. 

circumstances of the p~rticuJ~r ""Ben. 
, When the Act came into oper~tion in 1895 tlll<Payera were allowed to bring ill t.heir .tock at the rulin~ mnrket 

rate at that date, and in a number of c ... es that method ha. boon maintained ever .illce with regard (,0 naturBI inc."".'·. 
In the particular year, stock purchased was brought ill at cost, and the stock on band at the end of the y"ar was a vPl'ltg"" 
to arrive at the value. 

In 1906 taxpayers were allowed the option of making their returns On the caab basis--·act.ual rec"ipts and actllal 
expenditlll'_or continuing on the trading basis, and a large number adopted the .... h ba.I., 

The attitude of the DepArtment is that where a taxpayer ha. adopted either of the ahove method. he must adhere 
to it. All new cas .. have, for some year., heen required to lIdopt th' tradios b ... is, and the mark.t value for .tock 
valuation purposes is generally the basis accepted. In some few instances where there bave boen pTactically no •• Ie. 
or purchases, the properties being wool·growing propositions, the original values have been maintai",·d right through . 

. " QUEENBL.AND. 

. (3) The practice of the Department is that herd values (i.e., the values at which the owner 
originally returned the stock) are adopted for the reared stock. Young stock are brought into 
account the first year -at one quarter values, but the second year are brought in at average valu~~ . 

. This is a statutory obligation. In1907, provision was made in the.Act for those persons who did 
not wish to bring their live stock into account, to omit them, The Queensland Commissio~er 
~tated that numbers of taxpayers availed themselves of this provision, but are gradually revertmg 
to the old method. . , 

SOUTH AUSTRALIA. 

(4) Tpe method in force in South Australia is, as stated by the Commiijllioner of Taxes, 
that- . 

Reduction is allowed for all purchased stock at cost price, the sale money. of all stock sold, whether purcha •• ·d 
stock or natural increase, are requirt'd to be accounted for. Purchased stock, if unsold at the end of tbe year, are required 
to be accounted for at rost price. Natural increas .. wben on hand are required to be'8CC<lunted for at th.ir value on 
the 1"lId where they ar.· 

WESTERN A.US~. 

(5) A !!Chedule of rates repruenting the average cost value of cattle and sheep in various 
districts was agreed to at the inception of Income Taxation in Western Australia in 1906 by the 
pastoralists of that State, after several conferences with the then Commissioner of Taxation, and 

• ThII liable Is let. om, ID ~pIa tlO (p.p121.) 
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has since remained in foroe without alteration. The approved "flock" returns apply to all 
clallBes of stock, including stud stock and natural increase. The full oost of purohased stock ill 
allowed a8 an outgoing in the year of purchase. The schedule rates are as follow8 ;-

PerH .. d. 
CatUe. Sheop. .. d. 8. d • 

Kimberley Division 20 0 4 0 
. North-west Division 30 0 5 0 

Western Division 40 0 6 0 
South-west Divisjon (E. portion of) 60 0 8 0 

" " (S. por~ion of) 80 0 10 0 
Eastern Division 40 0 6 0 
Eucla Division 40 0 6 0 

TASMANIA. 
(6) The Act provides that--

addition.o to stock resulting from natural increaae shall be reckoned in their first year at such values as the CODlmi .. ione~ 
may consitier {"ir and equitable, reserving to the taxpayer the right 01 objection to such values should he be di8sati.fi.<l. 

There are no prescribed regulations bearing on the matter. The system adopted by the 
Department is that ;-

the total value of the sheep or cattle (as the cas. may be) on hand at end of the previous year i. added to the sum paid 
for purchRRes during the year, and the average per head i. applied at the rate for calculating tb" value of the stock 

• (undpr either head) o~ hand at the end of the year. Any lambs induded in the number o/shoop given are taken in at 
t,m shillings per ho.d, or leHs than ten shillings if the average value of the sheep should be less than that sum, and calves 
nr8 tu ken in und(>r the same ronditions at thirty shillings per head. ' 

CRITICISM OF COMMONWEALTH REGULATION. 
4115. The Commonwealth Taxation Department issued for the guidance of taxpayers 

directions explaining its practice under the regulation quoted In paragraph 252 from which the 
following is an extract ;-

Sheep purchased in lamb or in wool should be shown at full pillcha •• price at the end of the year, if then hold, 
"vcn though the wool has been cut or th. Iamb dropped. . 

How the regulation, as thus explained, may operate will be BEjen ill the following illustrative 
example;- . 

A grazier in Victoria purchases in March (say) 1,000 four-year old ewes in nearly 
full fleece, heavy in lamb, for, say, 42s. Then assuming a drop of 80 per cent., if the 
lambs be marked and the ewes shorn in June, he will have to show as Income for that 
year ;-

800 lambs, at 128. 6d. 
Wool from 1,000 ewes, say .. .. . . . . .. 
1,000 shorn ewes on hand, which must, I1ccording to the rule, be taken in at 

the same price as the full-fleeced pregnant eWC's, viz., 42s ... 

Total income 

Expenditure. 
1,000 ewes in lamb, nearly full flecec, at 428. 
Cost of shearing .. 

Taxable inoome 

, . 

£2,100 
WO 

£500 
600 

2,100 

£3,200 

£2,250 

£950 

By this method, the grazier is assumed to have made a profit of £950, and is subjected to . 
taxation upon it, when it is evident that the amount shown 1\8 profit (£950) is obtained ouly by 
making the erroneous assumption that a ewe which has dropped her lamb and been shorn of her 
tleeel' is as valuable as a ewe which carries both. 

416. Objel'tion to the" average val\l8" method a! Bet out in Commonwealth Regulation 
46 (4) as to stock on hand at the end of the accounting period WIIS almost unanimously vowed 
by witnesses repr~~enting primary producers. They contended thlLt this method is unjust and 
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complicated .. Witnesses stated that owing to the operation of the average cost method, the 
purchase of high-class rams adds to the average taxable value of the whole fl()(·k, though it is not an 
uncommon experience for a proportion of the rams, shortly after purchas!l, to prove no more 
valuable than flock sheep. In such cases the Department makes no 1I110waTJ.ce for this redut'tion 
in value. It was also contended that the same position arises in varying rlpgree with any stock 
purchased which afterwards depreciate in value. Especially is this effeet felt at a time like the 
present when stock. values are low, th?ugh recent p.urchases were made at high prices. If a 
purchaser buys a line of stock at a prI.ce per head higher or lower than the IlVcl'ltO"e price of his 
own stock, and sells them during the same year, unless he can prove that they have b~cn paclrlocked 
apart from the rest of his stock, he is not allowed to show this tranasction separately in his return, 
but must supply the price of the recently acquired stock in arriving at the average cost value 
of the stock on hand and thus, perhaps, show a profit where an actual io~s had taken piac'e or 
vice versa. 

417. The complaint that the present Commonwealth method is complicated and difficult 
for the average producer to understand is well founded. While taxpllyers operating on a large 
scale are in a position to engage expert a.ssistance to deal with the necl)~sary calculations, the position 
is very difficult for many small producers who have to depend upon their own resources to arrive 
at the correct figures. 

418. Alternative Methods Suggested.-Witnesses were by no means unanimous aa to the 
remedy to be applied to overcome the present difficulties as to valuation of live stock. The 
three most important suggestions submitted may be summarized as follows;-

1. The taxpayer to make up his return 011 a cash receipts and disbursements basis. 
ignoring stock on hand altogether. 

2. The taxpayer to fix a standard value for each class of his own live stock, such value 
to remain constant. 

3. The taxpayer to take live stock on hand into account at market value at the 30th 
June each year . 

. 419. The cash receipts and disbursements basis (method 1), while it possesses the element 
of simplicity, does not reflect the true trading results of the taxpayer, for t\ taxpayer may devote 
the whole of his profits over a period to the purchase of stock, and would thus show no taxable 
surplus. On the other hand, a taxpayer may be compelled to realize practically the whole of 
his stock, and under this method would then show a taxable surplus, although in fact the year's 
operations may have resulted in a heavy 10BB. 

420. The Queensland Act of 1907 gave the taxpayer the option of making his returns on 
this basis. The Queensland Commissioner stated in evidence ;-
The experience of people who took advantage of the 1907 Act and did not return stock ha. been quite against the 
taxpayers. It moans that some day they have to pay enormous taxation. They have to pay on the accumulated 
profits of years, without deductions, . 

421. The South African Income Tax Act of 1914 gave the taxpayer the choice of adopting 
for the purpose of income tax returns either the ordinary accounting method or the cash receipts 
and'disbursements method, with the proviso that the decision of the taxpayer in this regard should 
be irrevocable. A Committee of Inquiry on Taxation of Incomes derived from farming operations, 
appointed under Government notice in 1917, recommended;-

That the method allowed, under Section 9 of Act No. 41 of 1917, to persons cal7);ng on farming operations, 
of framing their r"turns on a receipt and expenditure basis, should be abolishe<l, and that alIl'crsonc carrying on fanning 
operations should be required to frame their returns on the same basis 8S other taxpaY('fR. 

422. The second method proposed, that of allowing the taxpayer to fix ~ flat rate for his 
stock, such rate to remain unchanged, was strongly advocated by many representatives of 
pa.storalists. It was stated that this method is generally adopted by pastoralists in carrying on 
their own business, and wonld work out equitably over.a number of years. The method wonld 
certa.inly be simple, but would rarely, if ever, reflect the true result of each year's operations. 
If live stock were· purchased at a price in excess of the standard used by the grazier, and, not 
being then sold, were required at the end of the year to be taken into account at the standard figure 
the 'operation wonld result in an apparent loss. Sale of the stock in a subsequent"year at the 
actual figure at which it was originally purchased would in the year of sale show a profit (as compared 
with·the standard at which it was taken into account), the method thus resulting in incorrect 
statements and in possible loss to either revenue or taxpayer, for in fact there may have been no 
loss on the transaction in the first year, nor any profit in the year of realization. This method. 
also ignores the changes which are coustantly taking place in the intrinsic value of stock and the 
fluctations of the market which, owing to change of season and other factors, are probably 
more variable than those of any merchantable property. 
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423. The third method, that of taking live stock on hand into account at market value: 
was also strongly recommended, it being contended that, as a merchant or trader is allowed to 
take his stock on hand into account at cost or market value, whichever is the less, the same option 
should be allowed the stock-owner. This appears to be a reasonable view, for it is difficult to 
understand why a merchant who pays 30s. per ton for goods should have (as he now has) the option 
of returning such stock on hand at 20s., shonld the market decline to that figure; while a sheep 
farmer who pays 30s. per head for sheep and at the end of the year finds the market value has 
declined to 20s. per head has not the same option. As, however, all witnesses agreed that stock
owners are unable to ascertain the cost'of stock bred by them, it would be practically impossible 
to exercise the option of using cost or ~arket value in respect of natural increase. In the case 
of purchased stock, the option would be exercisable where stock-owners are prepared to keep 
accounts with sufficient accuracy to satisfy the Department. 

424. Several witnesses, including Commonwealth and State officials, contended that it 
would be impracticable to determine market values, especially in the case of stock on what are 
known as .. out-back" stations. There may be some difficulties in the case of properties far 
away from market centres or properties from which in seasons of drought or flood stock could not be 
travelled, but even in those cases a sufficiently close estimate of value could probably be made. 
In the case of stock within reasonable distance of market centres, no difficulty should be 
experienced. Should there be any dispute between the Department and the taxpayer, a ready 
means of check would be afforded by the stock market reports, which are regularly available 
from all centres. 

425. Taking Natural Increase into account.-Differing opinions were expressed by witnesses 
as to whether or not natural increase in a herd or flock should be taken into account before sale. 
Some witnesses strongly.urged that natural increase should not be included in the income tax 
return, on the ground that such increase does not represent income to the taxpayer until disposed 
of; whilst others admitted the justice of taking it into account, but objected to the standard 
values fixed by the Department as being too high. Others again favoured the Queensland method 
IIlf taking young stock into account in the first year at one quarter value of grown stock and in 
subsequent years at full value. • 

426. The present Commonwealth regulation requires the inclusion of natural increase 
in the stock on hand at standard values varying in different States, and in Western Australia 
varying according to divisions of that State, as shown in the following table :-

TABLE Ill. 
Fair Average Value of Live Stock (other than Stud Stock) 

- Sh .. p. Cattle. Horaes. Pig .. 

£ 8. d. £ s. d. £ s. d. £ s. d. 
Npw South Wale. .. · . .. · . 010 0 6 0 0 6 0 0 1 0 0 
IIictoria .. .. .. · . .. o 12 6 6 0 0 15 0 0 2 10 0 
Queensland . . · . · . · . .. 0 9 0 3 0 0 4 0 0 o 15 0 
South Australia · . · . · . .. . 010 0 li 0 0 7 0 0 2 0 0 
Tasmania .. · . .. · . · . o 10 0 3 0 0 15 0 0 o 15 0 
Northern rrerrit.ory · . · . · . . · . o 12 6 2 0 0 5 0 0 . . 
Western Australia .. · . · . .. D 5 0 1 15 0 East Kimberley 

" " .. .. · . · . 0 5 0 2 5 0 West Kimberlev 

" " · . .. · . .. 0 7 0 210 0 N.W. Division, ·E. of Tropic 

3 Hl 
of Caprirorn 

" " 
.. .. .. .. 0 9 0 0 N. W. Di,~sion, S. of Tropic 

of Capricorn 

" " · . .. .. .. 012 0 410. 0 S.W. Division 

" " 
.. .. . . · . 0 7 0 210 0 Eucla and Central Divi-

sion 

" " .. · . .. .. 0 5 0 1 15 0 Eastern Division 
, 

... 427. TJU.s variation of values acco:ding to geographi~al boundaries called forth sharp 
cntICIBm, as will be Been from the followmg extract from eVIdence:- . 
I . The ridicuCou. aspect that is lent to thi; matter can best be shown by drawing attention to the fact that the 
f1rbltrary value is only determined ac-cor~ing to the fixio{! of an imaginary geographical line that separates the varioul 
Stat,es .. Take, for .example, the boundar,,·. of Queensland, New South Wales and South Australia. It all depends on 
which Sldf'l of tlll~ hnt', wheTl' the thr(~e States tourh one another, a eaH is born, as to whether it immediately bcC'omes 
worth three po1.tnd., five pOllnds, or six pound •. 

An example was given in which a Company operating on the northern boundary of New South 
Wales showe? a profit in the Con;pany'B books ~f £42 165. 7d. for the year ended 30th June, 
1919, and p&ld New South Wales Income tax £3 13s. 9d., but paid Commonwealth income tax 
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£601 178. 6d. This was due to the Commonwealth regulation taxing t.he value of tho calv('s at 
£6 per head, whereas the firm had valued them ut £3 per hf'ad. Had the calvea heen dropped 
on the other side of the firm's northern fenl'e, the amount of £3 per head wouM have heen aocepts<1 
hy the Federal Department as the correct valuation, and the taxll.hlOl profit would hav!' been onl)' 
£42168.7d. Several instances were suhmitted indicating that it W88 only by the in .. luHion of till, 

value of natural increase that a taxable surplus was shown, though such inorelt~e waB slIbsequently 
lost through drought. There is no doubt that the present regulation mlty oreate fictitiow; 
" taxable" incomes and in years of declining value for live Btock would cert.ainly do 80. 

428. The va.lidity of the Departmental regulation fucing VII.rying average Or standard va.lll~ 
for live ~tock has recently been challenged in a.n action instituted by a Tasmanian taxpayer 
before the Supreme Court of that State, apparently on the ground that the regulation infringllll 
Section 51 (ii) of the Commonwealth Constitution. The question has been referred oh a case 
etated by the presiding Judge to the High Court. . , 

429. Natural increaso ahowd, in our opinion, bo brought into aecount in the )'ou. of marking: 
This i. the practie. of the industry, and is accepted by th. Department. For taxation pwposea. natww 
increa$8 showd be statlld in terml of the market value per bead of such increase on the property at the 
close of the accounting period. This wowd give a corr~t view of t.he taxpayer', position, for it 
cii\nnot be said he has made more profit on the young stock than he cowd realize for them at that 
time. If they are subsequently sold at an adva~ on the figure Rat down, the additional profi5 
will be brought to account in the year in which it is actually made. If lambs were worth 5&. per 
head at 30th June, 1921, and subsequently sold at 8s. per head, the profit (i.e., the difference 
between 56. and 8s.) is earned in the year of sale and not prior to 30th June, 1921. Similarly, il 
the sale resulted in a loss, that loss would properly attach to the year of sale. But at the. 30th" 
June, 1921, the position of the taxpayer was that he could have reafued the 58. per head, therefor, 
the profit contained in the 5s. per head properly attaches to that year. 

CONCLUSION. 
430. After earnest consideration of the methods of valuing live ijtock now in operation 

in Australia and elsewhere, and of the suggestions of witnesses, we are of opinion that the "cost 
or market value" method is the soundest in theory, most closely accords with general convenient 
pre.ctice, and in operation will give the fairest rtlSults. The adoption of thit view would neceBsitate 
some special provision for the tr&nsition from the present Departmental method. 

431. Some variation of the manner in which gains made on the eventual realization of 
stock when a stock-owner ceases business are dealt with for t!txution purposes would also hecome 
necessary. The existing method was found to require some corrective. The Department, therefore, 
decided that-
Tax is only charged on that part of the profit which represents the profit derived from the salo of stock which would 
have been sold if the business had been eontinlled instead of being sold. 

This decision was based on the ground tha.t :- • 
if the whole of tb. live .tock of an ordinary pastoral business . . . . i. sold of! at price_ great~r than tbe 
(prescribed) cost or book values, the whole of the r •• ulting profit is not liable to inoome tax, smee part of it at lo._t 
represent_ the profit on the sale of a fixed asset, 

Clearly, the eventual " gain" on' realization in such a case is not wholly due to an appreciation 
in values, but partly at least to the fact that the arbitra.ry values prescribed by regulation turn 
out to be less than the sum realized by the sale. 

432, If, however, the method of taking in stock on hand at the end of the accounting period 
at cost or market value be reverted to, there will no longer be necessity for any such corrective, 
as the whole of the gain from a realization sale of the stock would then be treated in the same way 
as profit on a realization sale of ordinary merchandise-that is, it would be regarded as taxable 
income, and not as an accretioll·of capital. The $tock-owner, under the existing practice, is exempt 
from tax in respect of any surplus resulting from final realization as between the prescribed figures 
and the sale price, and, seeing that re-introduction of the cost or market value method will exclude him 
from this exemption, it ie necessary that some adjUlltment be made to avoid possible injustice. That 
can be done by providing that, at the moment in which the cj1ange of method occurs, the stock-owner 
should close his accounts for taxation purposes on prescribed values, and should simultaneously 
notify the market values at that date to the Department, by memorandum, but not by incorporation 
in those accounts; the operations of the following year would then be opened with the market 
values so submitted. It should also be provided that, if the total value with which the year ill 

, closed exceeds the total market value with which the first year under the new system is opened, the 
excess shall in the assessment for such year be treated aij a deduction from the taxable income of 
that year, and any part of the excess not fully absorbed in that year shall in the assessment for 
the following year or y"~rs be treated as a deduction from the taxable income of such year or years 
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till it is fully absorbed. If the business is sold off before the excess has been fully absorbed, the 
unabsorbed balance shall be deducted in the same way from any profit resulting from the final 
sale. 

433. Unless the context requires another meaning, the term "live stock" in this section 
of the Report is used as meaning live stock generally, including sheep, cattle, horses, mules, camels, 
donkeys, goats, pigs, ostriches, arid all other live stock usually depastured by a grazier or farmer, 
whether his business be that of a bresder or a dealer in such live stock. . 

434. Horses, mules, working bullocks broken to the yoke, camels, and other draught animals 
and beasts of burden used by primary producers, merchants, manufacturers, and others as part 
of the working plant of their business (and not kept principally for purposes of breeding or of 
making a direct profit on the purchase and sale the~eof) should not be regarded as necessarily 
inoluded in the term" live stock" as used in this section. Such beasts of burden, if regarded as 
workin~ pl8;nt, should be so treated for purposes of taxation, and all mone.ys expende.d thereon 
dealt WIth m the same manner as II10neys expended on other manufacturmg or trading plant, 
and subject to depreciation at such rates and in such manner as may be prescribed. 

4.35. DaUX stock may be regarded as more ~lo~ely rel~ted to working plant tlsed for the 
productIOn of milk, cream, butter, cheese, &c., than live stock ill the more general sense. In our 
opinion, the owner of live stock used as beasts of burden and of dairy cattle sholild therefore have the 
option (to be exercised in the first taxation return lodged by him after the inception of this system, 
or after the commencement of a new business) of declaring whether his working and dairy stock 
shall for purposes of taxation be treated as live stock in the more general sense or as working 
plant. Tlie declaration should be regarded as final, and the taxpayer's returns should be dealt 
with acoordingly by the t'xation authorities .. 

RECOMMENDATIONS. 
436. W. recommend I~ 

1. That the ptovisions 01 the Income Tax Assessment Act, authorizing the issue of 
regulations prescribing values of live stock, be repealed. 

2. That in future (except as set out in the succeeding recommendation) stock-owners 
be allowed (and required) to show the values of their live stock, including natural increase on 
hand at the end of an accounting period, at cost or at market value, whichever is the less. 

3. Tha.t, as an exception to the !!eneral rule Bet down in ·the preceding recommendation, 
beast!! of burden aod dairy oattle shall, if declared by the owner as working plant, be so treated 
for the purposes of taxation. 

4. That in order to effect smooth and equitable transition from tlie pteseht to the 
recommended metbod, the procedure outlined in paragraph 432 be adopted. 

In concluding this, our Second Report, 

S. R .• JELLEY, 
Secretary. 

Melbourne, 13th April, 1922. 

We have the honour to be, 
Your Excellency's Most Obedient Servants, 

W. WARREN KERR, Chairman. 

JOHN JOLLY. 

J. G. FARLEIGH. 

W. T. MISSINGHAM. 

JOHN THOMSON. 

S. MILLS. 

M. B. DUFFY. 



HARMONIZATION OF COMMONWEALTH AND STATE TAXATION. 

RESERVATION. 

. 1. This is one o~ t~e most imp?rtant and ?ne of the most diflic~t of the problems 
mtrusted to the COIDIDlsslOn. Much time and senous thought have been gIVen to it, and with 
due deference to my colleagues, I much regret that for rea80US set out hereunder I am 
not able to concur in the principai conclusions and recommendations of this section of the 
Report. 

• 2. Amalgamation.-I agree, however, in its condemnation of the scheme of amalgamation 
which has been entered into between the Commonwealth and Western Australia. The scheme 
should not, in my opinion, be continued, nor should similar arrangements be entered into with 
any other State. I agree with the conclusion (par. 240) of the Commission that" any scheme 
of harmonization or amalgamation which still leaves Commonwealth and State authorities both 
~emanding revenue from the. sll;me p.eop~e. ~y ~~e same mode of taxation can be at best only an 
Imperfect remedy for the eXISting disabilities, and though any system of amalgamation, even 
if it do not amount to practical absorption of one authority by the other, mitigates some of the 
evils existing under divided authority, it perpetuates others which should not be allowed to 
continue. 

3. Alternative Recommended.-The ultimate goal sought in the Report is a delimitation 
of existing legislative powers of both Commonwealth and States by the compulsion of an 
amendment of the Constitution. The Commonwealth is to surrender (subject to revocation in 
the case of war) the power to impose certain direct taxes other than income tax, and the States 
are to surrender irrevocably the power to impose income tax, but both Commonwealth and State 
retain individually the power to impose direct taxation in any other form. 

4. The first thing which strikes a reader is the ineffectiveness of this scheme in establishing 
and maintaining harmonization of Commonwealth and State taxation. With a line so indefinitely 
marked and so zig-zag in character, there is nothing in such an arrangement to prevent the 
qommonwealth or any State from levying a Wealth tax, an Ability tax, a Property tax, a 
Corporation Tax, a Dividend tax, or some other direct tax, however named, which unless it is 
conf1Scatory and tends to exhaust the subject of the tax must be a direct attack upon and be 
paid directly out of the income of the people-the same income, though indirectly approached, 
as will be already taxed directly by the Commonwealth. This would not ameliorate but would 
aggravate existing evils, and some such step the States, if they are to avoid insolvency, might be 
compelled to take, seeing how seriously their revenue would be depleted and the field limited by 
their being excluded from imposing an undisguised income tax. 

5. The recommendation of the Commission fails to suggest any clearly defined limit beyond 
which neither Commonwealth nor States respectively may trespass. Such a line suggests itself 
in Direct as distinct from Indirect Tax, or taxes on Consumption as distinct from taxeS on Income, 
or ,Customs and Excise as distinct from all other taxes. Permanent or even temporary 
harmonization will not be accomplished by merely serving out to one side or the other" existing 
forms of direct taxation" at present in operation without regard to the imposition of direct taxes 
in other forms or under other names, but by some mutually acceptable agreement under which 
without surrender of plYWers there are, for purposes of administration only, allocated to the 
Commonwealth on one hand and to the respective States on the other hand certain clearly 
defined and well understood spheres upon which so long as certain conditions are fulfilled the 
other shall refrain from entering as active collector for a stipulated time, or pending certain 
events. . 

6. Resulting Financial Position.-Apart from the Constitutional questions involved 
which will be mentioned later, what will be the financial position of the Commonwealth 
and the States if effect be given to the recommendation (par. 249) of the Commission 
in which it is proposed that the Commonwealth permanently surrender to the States 
Land, Estate and Entertainment Taxes and the States surrender to the Conunon
wealth Income Tax and the Capitation Grant from Customs? It would be rash to 
forecast that in ten years the revenue from these sources will be the same as to-day or to 
what extent they will have changed, but it may be reasonably assumed that, if other 
conditions continue unaltered, whatever the increase be, their relative proportions will be much 
the same as now. Using, then, the latest figures available (those for 1919-1920), the recom
mendation of the Commission "proposes that the Commonwealth surrender to t~e several 
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States certain sources of revenue and in turn receive from the States other sources which, 
with their yield for the year named, contrast as under :-

Showing 191t)-1920 CommoDwealth 
Commonwealth &llI1'endm to 8tatA!a. StatcllUlTf!nder to Commonwulth. gains aDd 

&VCDWlI. States lose. 

A. B. I c. D. E. •• O . H. L 

Ftdf'J'a1 Foot'l'al I Federal .taw CURk)truI 

Eetat(l Tu. Entertaln- Total. 

·f 
. ....... Income Tax. Ca81tatlOQ Total. -Land Tu. 

I meat Tu. rant. 

£ £ £ £ £ £ £ £ 
1,87.5,634 607,0:)1 234,587 2,717,252 New South Wales 2,308,267 2,533,234 4,841,501 2,124,249 

67(;,271 542.0:~6 17MB 1,394,718 Victoria. 915,!;51 1,878,449 2,794,000 1,399,282 
322,546 127,912 62,695 513,153 Queensland 2,023,316 912,628 2,935,944 2,422,791 
109,350 95,560 39,105 33·1,015 South Australia 662,384 588,603 1,250,987 916,972 
H9,693 1i18,418 34,350 342,461 Western Australia 416,136 564,735 980,871 638,410 
73,179 41,157 10,934 127,270 Tasmania 279,476 272,514 551,990 424,720 

3,298,673 1.572.114 558,082 5.428.869 All States 6.60:;.130 6.750.163 13,355,293 7.926.424 
I --

Commonwealth surrenders to Stat.. £5.428,869 
States surrender to the Commonwealth a total of . . . . £13,355.293 
Being a positive annual gain to the Commonwealth; and" 10 .. to the States. of £7.926.424 
Figures in column B arc approximate-the others may be accepted as accurate. 

7. In the same year the total sum collected- by the States from Probate and Succession 
Duties, Stamp Duties, Land Tax, Income Tax, Licence Fees, Dividend Duty, and all'other forms 
of direct taxation was £14,291,633, so that the recommendations of the Commission appropriating 
for the Commonwealth £7,926,424 in excess of the total it surrenders leaves to the States only 
£6,365,209. The deficiency is distributable thus :-

A. B. C. D. N. F. 

State Revenue Net 1.018 by Purcentage Remainder Pt'rcentage 
- from Tax"Uon, Pr0pOiItld of I.oss (~ to lIiter Propos",d of Remainder jE) to 

1019-10:!O. Suntlodcrl. ReveuulJ 8). Snrrenders eRected. Revonuo ( ). --
£ £ % £ % 

N"w South Wales .. .. 4.962.518 2.124,249 42'806 2,838,269 57'194 
Victoria .. .. .. 3.159.767 1,399,282 44'284 1,760,485 55' 716 
Queensland .. .. .. 3,323,745 2.422,791 72'893 . 900.954 27'107 
South Australia .. .. 1,391,830 916.972 65'882 474.858 34'118 
Wastern Australia .. .. 844,197 638.410 75'623 205.787 24'377 
TB/illln.nia .. .. .. 609,576 424.720 69'676 184,856 30'325 

All States .. .. 14.291.633 7,926.424 55'462 6.365.209 44'538 

S. Wit.h Income Tax, the most elastic and most productive of the taxes, forbidden them, 
how are the Stntes to make up such heavy shrinkage of their resources? The recommendation 
of the Commission is little help except to emphasize the poverty of.the States. This is recognised, 
for somewhat indistinctly in the closing sentences of paragraph 249, and more clearly in the Sth • 
section of the following paragraph, the report anticipates crippling financial stringency among the 
States. Foreseeing the inevitable results of the "solution," the Report refers to section 96 
of the Constitution:- . 

" During a period of ten years after the establishment of the Commonwealth and 
thereafter until the Parliament otherwise provides the Parliament may grant financial 
assistance to any.State on such te~ and conditions as the Parliament thinks fit." 

. 9. This section was introduced as a temporary and special provision to allow of assistance 
being extended to any State seriously crippled at the establishment of the Commonwealth by the 
loss of Customs and Excise Duties, which formed a large part of the Revenue pf some of the States, 
when these sources were handed over to the Federal Government, but it was never intended to 
establish a permanent alms chest for needy States. Thus Quick and Garran write--" The cloSe 
connexion which clause 96 has historically with the Braddon Clause makes it seem probable that 
the Premiers intended that it should survive while the Braddon Clause survived, and no longer. 
. . . '.' . The medicine in cases of emergency, not the daily food of the Constitut,ion." 

10. The Commission further recommend " That, as a means of facilitating the financial 
adjustments which will become necessary uuder the provisional scheme, especially in the early 
years of its operation, the Commonwealth grant such financial assistance as may be deemed to he 
reasonable to any State or States upon such terms and conditions as may be mutually agreed upon." 
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11. What necessity is there for any financial adjustments under the provisional 8,.IIl'me ' 
in the early years of the operation, seeing that during that period t,he t'ominonwealth IInd 
the States under this proposal continue to possess and exercise the right to impose in('ome tax! 
Clearly, none whatever. The fears of the Commission are really for the years which fullow, when 
the States would be by its scheme deprived entirely of the right of cullecting Income 
Tax. 

12. What respect is shown for the sovereignty or independence of the States which pittur.,'5 
them as empty-handed, hanging upon the Commonwealth to grant "8uch tinaneial a~~iAt.l.II(·e 
as may be deemed to be necessary?"; and this not as a temporary expe<lient during the ten 
probationary years-during which no 8uch expedient can be required--but as a perpetual heritaf(c 
of enforced poverty? And why are they to look to the Commonwealth for assistance? IH it 
not because by the scheme which .the Commission recommends it is expeeied that the coffers of 
the Commonwealth will be again filled to overflowing? It was the expectation, prior to Fedemt ion, 
that the revenue from Customs would be far in excess of Federal Expenditure (and would thns 
leave in the hands of the Commonwealth 11 large distributable surplus) whi"h didut~d the 
insertion in the Constitution of the Braddon Clause and its handmaid ClauMe 96. The alluring 
attractions of Federation appearrd to justify a t€mporary disturbance uf Stllte fiUatH'e8. Is it 
again seriously contemplated that the Commonwealth treasure cheMt be filled to repletion by 
impoverishing the States? That there be established, not as a passing phase of the period of 
transition, but as a continuing condition, excessive opulence of the one and chronic impecuniosity of 
the others? Is it the relation which should obtain between Commonwealth and States 1 18 it a 
healthy state of things for either? Six independent" Sovereign" States reduced to a habitude 
of vassalage, dependent for part of their revenue upon eleemosyns,ry assistance given to them 
" as a matter of grace, and not of right," and in measure as may, in the opinion of the donor, "be 
deemed to be necessary?" Dives, within, olothed in purple and fine linen, aud six mendicants 

- seated at ·the gate begging for the crutnbs which fall from the rich man's table and contending 
for each morsel! This is the condition of things involved in the recommendations of the 
Commission, and no advantage, not otherwise obtainable, is in view to warrant the sapping of the 
financial independence of the States. It 'implies a derogation of the dignity of the States, and 
will deprive them of powers which they must possess if they are to carry unrelieved present 
responsibilities. It menaces the Federal relation which at present subbists between them and the 
Commonwealth, and is more compatible with, and might well be used to hasten the advent of, 
unitary Government. It will weaken the principle of Federation which is fnndamental in the 
Constitution, and should, until some other principle is adopted by the people, dominate the 
relations between the Central and the State Governments. 

13. Necessity for Commonwealth Retaining Unlimited Power with Respect to Taxation. -. 
While strong objection must therefore be taken to the proposal to f('striet the taxing puw('r 
possessed by the States, still stronger objection must be taken to the proposal of the HCpOlt to 
restrict the taxing power of the Commonwealth at any time irrespective of the existence or non
existence of war. A Government which during a great struggle can offer no permanently dependable 
security invites the attacks of its enemies; the safety of a country at war does not depend mainly on 
the taxes which the Government can raise during the progress of hostilities, but upon money~ 
borrowed on security of the future revenues which the Government can continne to command and 
pledge to obtain the moneys to .carry on operations. The unrestricted power to tax and to enforet! 
ita collection by in the last resort distraint, if necessary, upon the property of the individUlll 
citizen must always remain a power-a sword sheathed, it may be, but ready to be drawn and 
1ised when required-in the control of the authorities intrusted with Defence and the supreme 
interests of the Commonwealth. The pioneers of Federation realized this when against expreesed 
opposition it was proposed that unrestricted power of taxation be bestowed upon the Federal 
Government, though at that time far more revenue than was apparently necessary for its needs 
was receivable from Customs and Excise. Sir Samuel Griffith, m introducing the Draft Dill t{) 
Constitute the Commonwealth, anticipated the difficulty of disposing of the surplus revenue from 
0Ustmns, and said-

"I myself believe that some day the difficulty will be found t{) be so great 
that the Federal Parliament and the Parliaments of the different States will come 
together and make provisions for transferring on a fair basis such obligations of the 
States to the Commonwealth as will absorb all the Federal re¥enue." 

At the same Convention (Adelaide, 1891), Sir William McMillaIi said:- • 
" To limit the greatest and necessary power of any State, the power of Taxati.on 

. which lies at the bottom to a certain extent of all government, would be to at once itUlt.lfy 
the whole constitution you bring into existence. Notwithstanding the many fears whlc.h 
may possess those representing certain Colonies, it seems to me we are going into true 
Federation with the hope that the central power will be animated by a sense of 
justice' to the whole o~ the Colonies, and it would certainly be a step backward, 
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and we should I).t the same time practically stultify the .whole of our work if 
we were tp stop short of the sovereign power necessary to the creation of a State. 
. . . . . • It ill an absolute necessity tMt this pllWer 8huuld be 'Ve8ted in the Sovereign 
State irrespective of the conseql.le1lre8." 

lIe was supported by Mr. Playford-
" So far 118 my reading extends, no Commonwealth in the world has existed, or 

can exist, without possessing unlimited power of taxation. It is so in the 9&se of the 
United States, in the CII8e of Canada, and also in the cases of Germany and Switzerland." 

14. States must also Retain Unlimited Power in Respect of Direct Taxes.~Mr. Deakin 
was not less emphatic with regard to 'the power of the Commonwealth and the States alike to 
tax:-

.. I can imagine nothing more calamitous than that such an idea-the idea of 
taking away the power of taxation at present possessed by the several States--i!hould 
be adopted by any of the communities that compose Australia. Suppose this clause 
(51 (2) ) is pll8Seq, the same unlimited power of taxation as is possessed at the present 
time by the Colonies will be retained by them in every respect except as regards Duties 
of Customs and Excise. With regard to direct taxation which we are more particularly 
discussing, the Colonies will possess in future every power which they now p.ossess. 
. . . . . There is nothing in the dause which will give the Federal taxgatherer 
priority over th? State taxgatherer. '. . . . . One ~f .the foremost of the duties, 
that, in fact, which created the Convention, was to prOVIde for the common defence of 
Australia, and it may be necessary to devote not only the last ship, but the last shilling, 
to that object. It is impossible to cast the duty of defence on the G;ovemment of. the 
Commonwealth :withO\~t giving them unlimited taxing powers." 

15. Though the Convention did not especially provide for, some of its members appear to 
have had forebodings of, the conflict in the sphere of taxation which has been experienced in other 
Federated communities, and which, at a later date, impelled the Prime Minister of Canada, Sir 
Wilfrid Laurier, out of the fullness of his experience, to warn the framers of the Constitution 
of the South African Union to " avoid the pitfalls of concurrent jurisdiction." 

16. These pitfalls could not have been wisely avoided by permanently excluding 
the Federal Government from any field of taxation, but it was apparently believed and 
hoped that: the Commonwealth would not find it necessary to go outside of Customs 
for its revenue. This appears to have been generally f!lit, for it is recorded that one 
of the reasons for not urging the transfer to the Commonwealth of State. Debts, Railways, 
&c., was the fear' that the increased responsibilities thereby created would involve 
increased Customs duties (as though that were the only field in which the Federal Authorities 
would operate to secure increased supplies), and so imperil the free:trade leanings 
of some of the States. So Quick, and Garran, commenting on the proceedings of the 
Sydney Convention oi 1891, wcite-" To saddle the Commonwealth with the interest on the 
public debt~ would practically have meant imposing on the Federal Parliament the duty of raising 
a large amount throtl{}h the CWWm8, and would have placed the free-trade party at a disadvantage 
in Federal politics. It was seen that the amendment touched on dangerous ground, and it was 
accordingly negatived without diyision." Practically, Customs duties were regarded as the 
sufficient BOurce of Commonwealth revenue, and unlimited power to tax was conferred in accordance 
with the dictates of experience and accepted principles of Statecraft, but in the confident hope 
that in practice there would be no need for the Commonwealth to exercise the larger power. 

17. Provisional Scheme of the Report.-The provisional scheme outlined by the Commission, to 
which passing reference has already been made, is equally unacceptable. During the twilight period 
of ten years, while the country is preparing for the enactment of the " ultimate and permanent" 
scheme, there are to be seven uniform machinery Acts in respect of income tax, emanating from 
seven distinct sovereign and self-determining legislatures. That they are to be at all times uniform 
implies that seven distinct Parliaments containing thirteen independent Chambers, expressive 
of the ever-changing phases of public opinion, will have so conquered the confusion of Babel anrt 
the strife of tongues that they will all speak simultaneously as one man with one voice and with 
such compelling force that their tones will reverberate through a decade.and be echoed by every 
succeeding House, without v!lriation, irrespective of whether at any time the dominant party in 
any State be Conservative or Progressive, Nationalist ~r Labourite, Federalist or Unificatiollist, 
Free-trade or Protectionist. What are the means bY'which the thirteen Chambers, ever changing 
and variously constituted, will be simultaneously moved to make identical amendments in the 
" Uniform Acts" so that uniformity may be maintained and stagnatioh and discord aIike avoided? 
la it conceivable that in the domestic and social policy of the States therll will be no differences 
m: !Ievelopments in any SWote calling for adjustments of the machinery controlling taxation and 

1'.1345.-6 -
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fiscal burdens; or, if there be, that every State will feel impelle.d to move in the same direction 
at the same t~e? The provi~ional ~he~e as pr?~oun?ed could .n?~ exist concurrently with 
freedom of Parliament, progressive legISlation, or nurustenal responsibility to the citizens of each 
State . 

. . 18. This dec~de ,!s spok~n of in ~~!agraph 248 as "the experi~ental I?eriod covered by the 
proVisIOnal scheme. ExperImental m what sense ~ Not expenmental ill the sense of testing 
how the" permanent solution of the problem" is likely to act, for the dominant feature of that 
epoch is entirely different from that of the interval. For a period of strict delimitation (whatever 
be the lines of the delimitation) a period of voluntary acquiescence in a uniform machinery Act 

, and freedolIl to each authority to J4 its own rates of tax furnishes little or no experimental 
~dance. That it i~ advanced as a. te~porary: expedien~ only may be rega;ded as proof that 
Its advocates have little confidence m Its contmued effiCiency, a lack of faith which appears 
justified by its visionary character. 

19. Reasons for Dissent from Recommendations.-Supported as they are by the opinions 
of publicists of wide experience, profound respect must be felt for the measured pronouncements, 
including those already quoted, of statesmen whose sagacity laid th; foundations of Australia's 
nl/-tionhood. From proposals which are diametrically contrary thereto and contain elements of 
national. danger, there is no alternative but to express dissent. I am not able to support the 
conclusions and recommendations of my colleagues for these reasons :-

1. The recommendations involve an unjustifiable and dangerous limitation of the 
power of the Commonwealth to levy taxation. 

Having regard to international relations, there should be no 
constitutional surrender or withdrawal of the powers possessed by the 
Commonwealth to levy tax in any sphere at any time. So far ouly as the 
Commonwealth may voluntarily or in tenns of a terminable agreement decide, 

, it may refrain from exercising them. . 
2. The recommendations involve a dislocation of State machinery and a serious 

encroachment upon the powers of the States with paralyzing effects on their 
activitK!s. 

. The States must be free to determine their own domestic policy and 
control the development of their own internal and social structure without 
diminution of the powers of taxation conducive thereto. 

3. To Commonwealth and Staf,es alike any permanent surrender or withdrawal of 
powers of taxation would lessen the value of the security. which bond-holders 
are entitled to expect should be -kept intact, and to either an irrevocable 
delimitation might be seriously embarrassing if not disastrous. 

The compellable resources to which creditors look as security for payment 
should not be weakened, but remain unimpaired and readily av&ilable for 
future requirements. 

4. The scheme would necessarily restrict the freedom and self-determination of the 
States, and is therefore inimical to the Federal spirit as distinc.t from the 
principle of unification, which the people deliberately rejected in favour of 
Federation. 

There should be preserved as a perpetual herita~e "the indissoluble 
Federal Commonwealth" by leaving inviolate the domestIC self-sufficiency and 
self-reliance of the States, and of such other States as may in the future be 
carved out of them, with undiminished power to control their own internal 
affa4's and determine their own domestic policy.· 

• 20. The Sovereign Right of Australian Taxpayers.-In a general criticism of "the witnessetl 
from whose evidence we have quoted," including leading officers of Commonwealth and State 
Taxation Departments, the Report, in paragraph 227, reads :-" They do not, however, appear 
to have paid sufficient regard to what, in our opinion, is the main consideration which should 
govern reasoning upon the su.bject and to· which all other considerations must be adjusted. 
That consideration is the sovereign right of Australian taxpayers 'to have the mechanism 
of taxation so designed and controlled as to impose the minimum of inconvenience and involve 
the minimum of cost," a criticism and a principle which will probably receive general 
indorsement. 

21. Conference after 90nference Ms been held at intervals without evolving a satisfactory 
solution of a problem which has become more pressing and irksome, and the reports of these 
conferences cannot be read without creating a feeling that some of the representatives appear to 
have been swayed too.much by parochial jealousy and regard for security of office, and showed 
a lack of detachment and of devotion to the pursuit of a great purpose. The way was not found 
because there was no dogged de~rmination to find and pursue it, even at the cost of personal 1088 



or inconvenience. Viewing the failure of these efforts, one recalls 'the forcible exposure by Mill of 
the evils which show themselves in bureaucracy as in autocracy-" It is no less important in a 
democratic than in any other GoverriIpent that all tendency on the part of public authorities to 
stretch their interference and aSS1,lme a power of any sort that can readily be dispensed with 
should be regarded with unremitting jealousy. Perhaps this is even more important in a 
democratic than in any other form of political society." . 

That both Commonwealth and State have heavy responsibilities and should have 
correspondingly extensive powers will not be disputed, and for the existence and continuance 
of both central and State Governments there are useful and quite distinct spheres. Viscount 
Bnrce, in The American Commonwei.tlth +Jtage 33), describes the position in that Federation in 
words that would be equally applicable to Australia ;- . . 

" The administrative, legislative, and judicial functions for which the F~deral 
Constitution provides are those relating to matters which must. be deemed common to 
the whole nation, either because all the parts of the nation are alike interested in them 
or because it is only by the nation as a whole that they can be satisfactorily undertaken." 

and he adds-
" It is as much the duty of the States' Authorities to watch over the rights reserved 

to them as of the Commonwealth to exercise the powers delegated." . 
Among the rights reserved to the Australian States is the power of taxation limited only 

by the exclusion of Customs and Excise. In this respect the Federal compact is comparable 
with the Constitution of the Dominion of Canada, which (section 91) gives the Federal House of 
Commons" exclusive authority for. the raising of money by any mode or system of taxation," 
and also provides (section 92) that each Province may" exclusively make laws for direct taxation. 
within the Province in order to the raising of a revenue for provincial purposes." 

22. The Cause of the Trouble.--The possession of unlimited powers of direct taxation by 
both Commonwealth and States (minor restrictions expressed or implied in the Constitution are 
not overlooked) did not create difficulty during the first decade or more of Federation. Clearly 
the possession of power necessary for national defence and domestic development is not itself· 
injurious. So . long as the power of the Commonwealth to enter into "the direct taxation 
business" lay dormant there was no inconvenience and no outcry. Complaint began when, the 
States being already in the field, the Commonwealth commenced to exercise its powers in the 
same arena. In searching for a remedy the first concern is to locate the cause of the trouble. 
The cause in this case is not in the possession of powers, but in the exercise pf powers concurrently 
by Commonwealth and States, in that two independent and (in regard to direct taxation) 
sovereign authorities are arbitrarily exercising their powers directly in the same field, at the same 
time, "demanding revenue from the same people, by the same modes of taxation," and the 
trouble would be alroostas great if the powers were exercised co-operatively instead of independently, 
as at present. ,Doubtless the public irritation and loss caused by the simultaneous exercise of 
their powers by both authorities would be relieved by partially or wholly dispossessing one or 
other of them of these powers-by, for example, the delimitation recommended by the Commission 
-as a headache may be cured by decapitation. The cure may be worse than the trou15le, and 
permanent delimitation of spheres as prescribed in the Cohunission's Report might prove a 
remedy worse than the existing evil. 

23. Remedy.-Accepting as axiomatic that Commonwealth and States alike must possess 
in full potency the powerso()f direct taxation they now possess, a practical remedy may be sought 
in such a voluntary suspension of the exercise of these powers by one or both as may restore the 
comparative contentment of the status quo ante bellum to which the harassed taxpayer looks back 
longmgly. If it be practicable, and such matters must be tested by reference to their practical 
consequences, there need not be any sense of subordination of one authority to another. It is the 

. prerogative of power to assert itself or to restrain itself, to act or to refrain from acting, and, if 
less demonstrative, it may be more effective in masterly inactivity than in action. The possession 
of. power does not ne~essarily imply. its exercise, and a test of statesmanship is not in the creating, 
of power so much as m the controllmg of a power already created. If there be reason why in the 
public interest one or both authorities should cease to operate in the field of direct taxation 
convention, prejudice, or narrower interests should not be allowed to stand in the way. ' 

24. I respectfully submit that the solution of the difficulty created. by the operations of 
independent authorities possessing concurrent jurisdiction will be found not in any delimitation 
of .powers or.any irrevocable ~bdicati?n of r~ghts, .but. ~ sO.me. method of passive or active 
alhance. Can a scheme be deVIsed which, while mamtammg mVlOlate the powers of taxation 
possessed by both Commonwealth. and States, and without invading any necessary constitutional 
power,. will secure the .revenue required by both, with efficiency, simplicity, economy and 
converuence to the taxpayers ! 



25. Methods Tried or Suggested include the following :- , 
(1) A scheme in which the perfect independence and sovereignty of both Commonwealth t 

~nd State were exhibited is that. under which each authority in acrqrdance with ,', . 
Its own laws and methods and Without regard to the actions of the other collects 
tax in such form as it determines. Under this scheme the taxpayer has been 
ground as between the upper and the nether millstones, and because of this 
combined with its costly administration, its perplexity, its irritating duplication: 
and purposeless expense it is after several years' trial generally condemned. 

(2) A second method is being tried in Western Australia of appointing one authority 
the collector for the other, under laws which may differ in many respects from 
one ano~her and Qn ~fI.er~g scales of ta~. Details of ~he method are fully 
set out 111 the CommISSion 8 Report. It lllvolves some mterference with the 
sovereignty and independence of the State, though the Commonwealth and, 

. State laws and rates continue .as elsewhere to operate side by side; it also: " 
~volves a. minimum. ~ advantag~ for the taxpayer, who ha~ still to aCquaint' . 
himself With two distInct machinery Acts and the legal mterpretations of 
both, and two distinct scales of rates, has still to prepare two sets of returns ' 
(albeit they be written on the same sheet of paper), has to check two assessments, ; 
nothing simplified by their being printed on one sheet of paper, has to decide 
whether he shall accept or dispute either or both add eventually has to pay
both simultaneously, instead of at separate dates one conveniently distant 
from the other. After full inquiry and studying the opinions of experienced 
administrators, your Commissioners strongly disapprove this method and .' 
unanimously recommend against its continuance or extension. ,: 

(3) A method has been proposed by the Commissioner of Taxes in the State of Victoria.~ 
and is fully explained and criticised in the Report of the Board of Inquiry 1 

issued on 23rd February, 1921. It· proposes the appointment of a Board of 
Control of five members, two being taxation officers of .the Commonwealth,f 
two taxation officers selected from the States, and a Chairman who would: 
"represent the general taxpayer.': This Board was to take over control ofi 
both Commonwealth and State taxation staffs, by whom the several taxing 1 
Acts of the Commonwealth and the States would be adIninistered, by reserving! 
to both the right to amend their Acts and vary their rates from time to time.' 
In adilition to minor objections which are voiced in the Majority Report of 
the Board of Inquiry, this scheme" leaves Commonwealth and State authorities: 
both demanding revenue from the same people by the same mode of taxation:' 
which can at best be only an imperfect remedy for the existing disabilities." I 

(4) A fourth method partakes of the nature of a partnership agreement: the provisional; 
scheme recommended in the Report, and which is in my opinion unworkabl&,l 
and visionary.. 1 

~6. In each of these there is an element' which foredooms it to failure as a satisfactory, 
solution: it attempts to establish simplicity while maintaining duplicity. The inherent fault m 
all these schemes is absent from. the" ultimate and permanent solution" recommended by the' 
Commission in which is recognised and clearly expressed the necessity for simplicity-for' 
delimitation of spheres, reserving each to one authority only·-a scheme which, however, offends' 
seriously in another respect in that it involves a dangerous dispossession of powers as well as a, 
constitutional delimination of spheres of control, a dispossession and a delimitation which are 
neither prudent nor necessary. 

f 
27. Other Preferable Propositions.-There are at least three methods by which with promise 

of varying degrees of success the problem submitted to us can be solved and simplicity, economy) 
and convenience in administration be reached without involving a permanent delimitation of; 
spheres or the dispossessing' of any authority of the powers of taxation now possessed. The; 
Co~onwealth and the States each acting as independent self-determining authorities cau, , 
not by abdication, but in the full panoply of the powers they possess, enter into agreements for" 
a term subject to stipulated conditions, and to summary termination in certain events, whereby-, 

(1) The Commonwealth may exercise the power of taxation in respect of certaini 
• direct taxes, and, while it does so, the States may exercise the ~ower of taxation. 

- in respect of all other forms of direct taxation, but shall refralll from operating 
in the fiE-Id reserved under the agreement to the Commonwealth; or' 

(2) The States may refrain from exercising their powers of taxation and entrust thiJ 
whole of the collecting of taxes to the Commonwealth, the latter to pay over, 
to the States such sums computed on a unifof1Il basis·as the States may from 
time to time require; or : 
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(3) The Commonwealth may refrain from exercising its powers of direct taxation in 
. any or all of the States so long as the latter pay over to the Commonwealth 

such sums computed on a uniform basis as the Commonwealth may from time 
to time require; or 

(4) Theoretically there is a fourth-that direct tax be not collected byany authority. 
It need not detain us. 

28. One of these resembles in a measure the "ultimate and permanent solution" 
recommended in the -Report, but with all three there is the important difference that none of them 
will permanently deprive either of the authorities of the powers of taxation now possessed: they 
each provide for voluntary passivity, partial or total, which may if occasion require be terminated. 
The unrestricted "power to make laws with respect to taxation" remains in full efficiency: 
Parliament may for sound reasons refrain for the time being from exercising them, but can do so 
immediately occasion justifies. . 

29. The recommendation of the Report that the power to impose income tax be exclusively 
vested in the Commonwealth involves a radical renunciation by the States which, when once 
availed of by the Commonwealth, could only, it is thought, be reversed by an alteration of the 
Constitution; grave doubt has been expressed whether the Commonwealth can renounce any 
rights, original or transferred, it may possess to collect land or any other direct tax, and, if effect 
58 to be given to such an intention, an alteration may be necessary in the Constitution. The 
National Charter should be tampered with as seldom as possible, and .only when the object 
desired is of paramount importance and of permanent value, and when no arrangement can be 
satisfactorily made consonant with the Constitution asit stands . 

• 
30. The recommendation if carried into effect cannot but inscribe in the Constitution a 

restriction, which, unsound now, may be pernicious in future years when financial requirements 
may have substantially changed. 

31. Attention has already been d.iJ:eeted to reasons why the States should retain undiminished 
their present powers of taxation. To quote Burke-" The revenue of the State is the State. 
In effect all depends upon it whether for support or for reformation;" To the States especially 
the collection of dir!;lct taxes is vital, for they are expressly excluded from imposing Custom and 
Excise duties. 

32. Assuming then that the true solution must respect existing powers and can _be foimd 
not in deprivation of function but in deferring the exercise of the function by one or both 
authorities, let us examine brie~y the three possible practicable methods already named. 

Th, First.-The Commonwealth to exercise exclusively the right of taxation in respect of 
certain direct taxes, say, income tax, the States collecting others, say, . land, estate, and 
entertainment taxes. There will follow :-

Simplicity: Ocly one authority will operate' in each area in respect of each class of 
. tax. • 

Convenience: Only one set of Acta would have to be studied and followed and only 
one set of tax returns compiled and lodged. 

Eoonomy: There will be a saving both in the cost of administration and in the cost to 
taxpayers compared with the present duplication inseparahle from the two 
authorities operating in each sphere in respect of similar taxes. 

But as compared with the cost if all direct taxes were collected by one 
authority (and subsequently allocated between Commonwealth and States as may be 
arranged) there is in this method considerable preventlJ.ble waste. It implies the 
maintenance of two distinct taxing staffs in every State, the Commonwealth's and 
the State's, with inability to transfer officers temporarily to cope with a special rush 
or permanently from one sphere to another for which they may be better equipped. 

Certainty: It is now found that the handling of returns under the Estate Duty Act in 
the same olfice in whi('h the income tax returns of the deceased were handled has 
led to the detection of evasion in the returns lodged by the testator and the recovery 
of the evaded tax. Reference to the land tax records facilitates the checking of 
~tate statements. An a.Pportionment of the direct taxes in the manner proposed 
m ~he Report will hamper the treatment on both sides. The entertainment tax is 
qUIte separate from the others, but the collection here is simple, and amounts 
practically to an audit of the accounts of entertainment promoters . 

• 
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33. Not only so, but t.he first method implies the unanimous agreement of six separate: 
legislatures as to what taxes shall be dealt with by either party and on what terms, and uruversal, 
harmony as to the details of an intricate agreement not only at its inception but during ita' ; 
continuance and on renewal. The States must be unanimous in refraining entirely from imposing 
taxation of the classes entrusted to the Commonwealth., if any of them interferes or attempta to 
control the collection the method mentioned in para. 25 would really be substituted, and instead 
of the Commonwealth acting as the sole and only administrative collector it would become one 
of two collectors or merely the agent of the controlling State, collecting two taxes, one for itself 
as principal the other as agent for the State.' . 

34. Seeing the States under this method refrain from collecting, say, income tax (as they 
do not now collect Customs or Excise duties), all State taxing Acts would for the time lie dormant 
and collections would be made under provisions of the Federal Act alone, which in accordance 
with the Constitution cannot discriminate between States or parts of States. (This provision of, 
the Constitution is so essential that, notwithstanding American precedent, one cannot entertain,' 
any idea of altering it.) Consequently the machinery and rating Acts would have to operate 
uniforruly theoughout Australia, and the States, each keenly alive to its own interests, would· 
insist that the payments to them be on a uniform basis similar to the grant now raid them out' 
of Customs duties. To provide for suitable distribution to cover the necessities 0 all the States 
the Commonwealth would require to regulate its rates and collections to provide a sum sufficient 
to meet the requirements of the most needy State, and, since the distribution to all States must 
be on the same basis, the amounts paid to other States would be in excess of their requirements
conducive to waste and extravagance and causing the extraction from the pockets of the peoplE 
of more than otherwise would be necessary for maintenance of the public service. 

35. Take income tax, the most important and most productive of the direct taxes, as 8 
typical instance, including in it dividend dut,y' which is a species of income tax. The total Statl 
collections and rates per head for 1919-1926, the latest year for which records are available 
were as under :-

Total Sums Collected •• 
state. ,Popal.tl.OD. IncotD.e Tu (and Dlvtdtlad 

Dutlu). 
AmounU per Bead. 

• 
£ £ •. d. 

New South Wales .. .. .. .. 2,091,115 2,308,267 l' 2 1 
Victoria .. .. .. .. 1,528,151 915,551 o 12 0 
Queensland .. .. .. .. 752,245 2,023,316 2 13 10 
South Australia .. .. .. .. 491,177 662,384 1 7 0 
Western Australia · . · . . . .. 330,819 416,136 15 2 
Tasmania . . · . · . . . .. 212,847 279,476 1 6 3 

~--. -"._-' 
All States · . · . .. .. 5,406,354 6,606,130 1 4 6 

If to cover tbe requirements of Queensland the Commonwealth were to collect and distribute t,( 
the States at the rate per head ruling in that State the ototal so collected and distributed woul( 
be much in excess of total needs, thus :-

A. B. f· D. B. 

• AtDount ",hleb would 
StQ.te. !'reNnt (1919-1DZO) PopuJatloD. be Distributed at. ]bee .. of D (I •• B. 

COlleot.lOD. U 13 •. 104. per Head. 
.----~ ----- .------_ .. -

£ £ £ 
New South Wales .. · . · . 2,308,267 2,091,115 5,624,489 3,316,222 
Victoria .. · . · . .. 915,551 1,528,151 4,110,282 3,194,731 
Queensland .. · . · . · . 2,023,316 752,245 2,023,316 .. 
South Australia · . · . · . 662,384 491,177 1,321,122 658,738 
Westem Australia · . · . · . 416,136 330,819 889,807 473,671 
Tasmania .. · . · . · . 279,476 212,847 572,496 283,020 

, 
~ 

.-
, All StatM · . · . · . 6,605,130 5,406,354 14,541,512 7,936,382 

, 
That is, the only operative taxing Act imposing one general scale of. rates would, to mee 
Queensland's needs, have to collect and distribute to the other States nearly £8,000,000 mor' 
than is at present being collected by them from this source. A remedy would be to restrict th 
distribution to, say, the average, 24s. 5d. a head, but this would only compel Queensland,preclude4 
from collecting income tax, to unwillingly levy some otber tax to make up the shortage. . 

36. If the Commonwealth retain for its own purposes all the income tax, the States wil 
be seriously restricted and compelled by the necessitY'which knows no law to take meaaw;e 
regarded as objectionable in order to secure indispensable revenue, or it will result in the finanCl8 
strangulation of the States. 
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37. The method, however practicable. financially, would involve interference with the 
self determination and auto.nomy of the States, which, because of the insufficient or overabundant 
distributions, migkt have to alter other State taxes in a way in which they unfettered would not 
do. They might be compelled to greatly increase,. for example, the land tax-a class levy-' 
though it might not be generally approved of by the citizens of the State, or they might be driven 
to impose prohibitive licences on certain industries so that same may become a revenue
producing monopoly of the State, as for example the manufacture of sugar in Gennanyor tobacco 
and matches in France. This would involve intolerable interference with the freedom of the 

, States in the management of their own domestic affairs. 

38. The method would still reqUire the maintenance of State taxing staffs to collect land 
and other direct taxes, unless the collection of all direct taxes were· undertaken by the 
Commonwealth. ·So long as the Commonwealth and the States maintain separate Departments 
collecting direct taxes there will be duplication and pr~ventable waste and lessened efficiency; 
'while j.f carried out under one organization, be it Commonwealth or State, co-ordination and the 
use of returns undel'one Act to check those under another tend to increased efficiency and reduced 
cost. 

39. These objections, in addition to others, 'are inherent in the" ultimate.and permanent 
solution" recommended in the Report. . 

40. This scheme stands condemned in my judgment because of the injurious influence on 
. the stability and independence of the States, apart from the fact that duplication of direct taxing 

staffs involves an unnecessary drain upon the public purse and an intolerable burden on the 
taxpayer. The objection as to cost could be overcome if the collection of all direct taxes were 
intrusted to one authority, Commonwealth or State, under an llorrangement whereby the non-active 
receives such share as may be arranged. . 

41. The Second and Third Methods, like the first, do not involve delimitation of powers, 
Each anthority retains in all their plenary fulness the powers it now possesses-in the one active 
and operative, in the other passive, stored up potentially ready to burst into activity if and when. 
occasion arises. The two may be considered together: in essence they are similar. In olle the ' 
State, in the other the Commonwealth, administers under its own Acts, collects and under 
agreement pays to the other such sum as may from time to time be arranged. 

42. Either method will introdnce a larger measure of simplicity and convenience than 
under the first method, indeed the .greatest possible measure, for in each State the taxpayer has 
now to deal with only one taxing authority administering one set of Acts, and the compl\!xities 
attendant on duplication vanish. 

43. Economy in administration can also be accomplished.. Little or no additional expense 
would be incurred by the Commonwealth if it collected under its own Acts its own and the States' 
needs, and little or no additional expense would be incnrred by the States if they collected under 
their own Acts their own and their shares of the Commonwealth's needs. The rates (being in effect 
a combination of Commonwealth and State rates) would be greater than either taken singly, and 
the Commissioner of Taxation has informed ns that the doubling of the rates by any Government 
would have the effect of halving the percentage cost. In this connexion comparison of the 
costs of collecting Commonwealth and State direct taxes for the latest year on record is' 
instructive and examination of the table will help to form an estimate of the probable saving in 
expense under either method. . 

Cost of Collecting COOImonwealth and State Revenue from Taxation, 1920-1921. 
, 

Gov.omoll.t. PopulatloD. Total Dlreot Total Coat: Percentage of Per Capita. Tas:aUon. Collection. 

£ £ c, tl. 
New South Wales .. .. .. 2,101,38~ 7;388,133 52,631 0'71 0 6'01 
Viotoria. .. .. .. .. 1,535,938 3,846,833 63,102 1'64 0 9'86 
Queensland .. .. .. 768,964 3,682,642 , 56,084 1'52 I 5'50 
South Australia .. .. 497,525 1,622,076 38,176 2'35 1 6'42 
Western Australia .. .. .. 333,117 9f>5,359 33,872 3'55 ~ 0'40 
Tasmania .. .. .. 211,984 708,603 16,412 2'32 I 6'58 . 

All Stat .. .. .. 5,448,912 18,203,646 260,277 1'43 011'46 
Commonwealth .. .. 5,455,423* 20,617,515 013,422 2'49 1 10'59 

• 
Commonwea.lth and St.ates .. 5.455,423 38,821,161 773,699 1'99 2 10'04 

, • 
• Pop'OlaUOD IMhadlll Kor\bern Terrttor,., I,ns; Ptderal Territory. 2,&88. For lunar dftaU • ., AppPDdil: ~ . . 



The total collectioDll of the States and of the Commonwealth are about equal, and if the 
doubling of the total amount collected by any Government woul<j. have the effect of halving 
the percentage cost these figures indicate that collection of the whole by the present staffs of the 
States, would result in an annual saving of half-a-million pounds, while collection by the 
Commonwealth solely would effect an annual saving of quarter of a million pounds. The expense 
to which taxpayers are at present put would also be greatly reduced . 

. , 44. While either method will achieve simplicity, convenience, and in greater or less degree 
economy in expeDlle, of administration, there are substantial practical differences between 
them. 

45. Collection by Commonwealth.-(l) If the collection of all direct taxes be undertaken 
by the Commonwealth under its own Acts (the second ~ethod), the States will be entirely 
dependent on the Commonwealth machinery for their requirements, seeing they are already 
precluded from collecting Customs and Excise duties. The power of the purse is weighted very 
heavily to one side. If, on the other hand, the Commonwealth collect under the State Acts as 
agent for the States, as is bein~ tried in Western Australia, the evils of duplicity are revived. 
These have 1lIlen exposed both ID the Report and in this reservation. 

(2) The, Commonwealth must collect on conditions and at rates uniform throughout 
Australia, it cannot adapt itself to local conditioDll, and it would also have to distribute to the' 
States on a uniiorm basis irrespective of their individual needs. If any attempt were made to 
cut down the amount equitably payable to any State, or what would be equivalent to the same 
thing supplement it in some cases, there would be general discontent; not only would the 
development of the country be checked, but the jealousy and bitterness engendered would 
undermine the national life. The Commonwealth must be either the dispenser of patronage
au intolerable position-or must collect and distribute without discrimination. This would 
involve unjust and unwise treatment of a State not yet developed or sparsely settled, as compared 
with a State more fully developed and with deDller population. 

(3) Again, as the above table shows, the cost of collecting direot taxes varies greatly in 
different States, not because of differenCes in the efficiency of the methods in use, but because of 
differences in general conditions; for example, in one State the cost may be low because there is 
a greater volume of business accounts to be dealt with than in another; in one State the expensive 
assessments of primary producers will exceed those of another State, with corresponding increase 
in the peroentage cost. If the Commonwealth be the colleotor and distributor of the direct taxes, 
certain States would be benefited in this regard to the disadvantage of others. . 

• 
46. Collection by S'tates .-' . These objections are absent if the States control and collect 

(the third method). If the collection of all direct taxes be undertaken by the several States, 
each operating in its own sphere, the burden of the taxes can be adjusted to exactly meet the 
requirements of that State plus the contribution calculated on a uniform basis to be passed on 
to the Commonwealth. 

47. The State desiring to push on with developmental work can do so financially independent 
of the activity or inactivity of other States, and the State in which for any reason the collection of 
tax is more costly than in another will itself reap the reward or bear the experuie of its more 
. searching or less efficient inethods .. 

. 48. Opposition to this method may be expected from unificationists and those who 
subordinate public weal to personal interest; but appeal can, I think, be made to the larger 
body of citizens removed from official strife for pre-eminence who are concerned solely in the 
establishment of an effective, economical, convenient, and adequate system compatible with 
safeguarding the most vital interests of the Commonwealth, who' without impairing the powers 
and efficiency of the CommoIlwealth desire to have the" mechanism of taxation 80 designed 
and controlled as to impose the minimUlIl of inconvenience and involve the minimum of 
cost." 

49. Incidence of Taxation.-There has not been advanced by any witness nor has 
there b'een found in any' of the evidence and discussioDll of the many conferences which 
have, been held any convincing reason why the Commonwealth ,should "reIllain in the 

. direct taxation business." The halting and doubly conditioned opinion of paragraph 
23~ of the RepoIir-'-" We consider it a sound principle that where any authority is, 
by right and not by grace, directly or indirectly receiving revenue raised through 
taxation iniposed upon its citizens that authority should, wherever possible, be charged 
with the responsibility of determining the nature and incidence of the taxation" -is not 
supported by the experience of administrators or the investigatioDll of students, who find 
ever increasing difficulty in determining th~ incidence of any tax. The first impact is easily 
discerned, but by diffusion and shifting the final incidence may either elude detection or fall on 
persons and in manner very different from those intended. ,!axation as a weapon of BOcial 
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adjllBtllll!nt ofteD proves tg be 8. boomerang. As Professor Hamilton has it-" The payers of taxes 
are quite distinct from the bearers of taxes." Thus Professor Shield Nicholsoll concludes a 
discussion of " the Social Function of Taxation" with. an indorsement of the opinions of Profe~8or 
Bastable (Principles of Political Economy, Vol. Ill., page ~84):-

" On the general question the summary of Professor Bastable seems temperate 
and well founded. ' The results of financial experience are of some value in re~ect to 
the use of taxatio~ for other than fiscal purposes. The taxing power has .often been 
employed to encourage industry, to improve taste, to benefit health, or to elevate 
morals, but in none of these applications has the desired success been obtained. There 
is, therefore, a. presumption -against its use in ,emedying the inequalities of wealth. 
It. definite and universally recognised function is the supply of adequate funds for the 
public services. To mix up with one very important object another different, and perhaps 
incompatible one, is to run the risk of failing in both. • • • If the socialistic regime 
is the goal to be aimed at, there are more direct and more effective modes open than the 
manipulation of taxation. '" 

50. A view with which Professor Seligman is also in agreement (Essays in Taxatiqn, 
page 341). 

" We see, therefore, that the chief development of the last quarter of a century, 
in the practice as well as in the theory of taxation, has been increasing emphasis laid 
upon the social [as distinct from the individual] point of view. In a great domain of 
taxatfbn, as we have just learned, the individual point of view has been completely 
superseded by the SOCIal point of view, and the study of the incidence and effects of 
taxation has emphasized to a continually greater extent the fact that the individual' 
who pays a tax is by no mean!! always the person who bears the tax." ' 

51. The only taxes which were, by exclusion of the States, specially reserved by the 
Constitution to the Commonwealth have in a marked degree a distinguishing characteristic: 
they are never expected to rest where they first fall. Customs and Excise duties, whatever be 
their impact, are shifted, and are expected to be shifted. Potent as are the intluences of these 
duties in the life and the foreign and commercial relations of the people, it is beyond the power 
of the taxing authority to fix their final incidence: If the Federal Authority be unable to determine 
the distribution or final burden of the Customs and Excise duties, which are the principal source 
of its revenues, what essential necessity is there why it should control the final and individual 
incidence of the other' . By what school of economists has the "principle" enunciated. in 
paragraph 232 of the Report, coined for the ocoasion, been supported' Why was it tlagrantly 
broken (if it ever existed} in the Constitution which, while it secured to the States 75 per 
cent. of the Customs and Excise duties, deprived them of any decisive voice in "determining 
the nature and incidence" of the duties t The States "had the predominant interest in 
the proceeds of the duties," but they were expressly prevented from exercising any direct 
control. 

52. The Board of Inquiry appointed to inquire into and report upon the best means of 
giving efiect to the principle of (a) one tax-gathering authority for the Commonwealth and the 
States, and (b) pne form of return, considered it as fundamental that "any scheme for the 
collection of taxes by one authority should preserve to the respective Governments inviolate and 

. without surrender all their existing rights in respect to administration. and control," by which, 
as their later deliverances show, was meant the preservati!Jn of these rights in full exercise and 
activ. energy. This involves an encroachment on the powers conferred by the Constitution. 
It implies that the authorities, both Commonwealth and State, are required to exercise. the powers 
of levying direct tax, whereas both are perfectly free to refrain from imposing any direct taxation, 
and are equally free to impose direct taxes in'such way and through such active agencies as they 
may each determine. . One might. from the terms of its deliverance, conclude that its members 
conceived the real purpose of the Board to be to devise some means of conserving the interests 
and maintaining the status of two tBxing Departments, instead of the paramount interests of the 
people of Australia. What the Board deemed fundamental was not the economical and efficient 
service of the people, nor the framing of a scheme which would give acceptable expression to the 
provision of the Constitution conferring on the Commonwealth" the power to make laws in 
respect of taxation," but the continuance of conditions, which, if fundamental, necessarily limit 
the powers reserved by the Constitution to the respective authorities. But, in fact, continuance of 
these conditions is not fundamental. The resolution of the Board continues-" All other ri"hts 
luch as legislation as to the character of taxation Acts and rate.s of tax are already preserved f~v 
.by legislative enactment," from which it is clear the Board attempts to superimpose on these" all 
other rights," an.d to treat as fundamental. " rights" which are neither essential nor fundamental, 
and it ignores a.oothet right, namely, the right to refrain entirely from exercising the power to 
make laws in respe~.t of taxation. There is no constitutional compulsion on either Commonwealth 
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or States-apart from consideration for the welfare and interests of the people and maintenancE' 
of the public.services to le'7 any direct taxes, and both would doubtless desist from doin/li so if 
sufficient revenue were receIved from other sources. To this power of abstention the Board 
failed to give any practical recognition. 

53. The unlimited power of taxation conferred on the Federal authorities is not confm!'d 
to income tax or estate duties or entertainment tax, but extends to all taxes; it includes the 
power of collection, administration, and control of, for instanoe, loCal rates all over the 
Commonwealth, for, as Bastable writes, " all contributions to the various organs of ((overnment 
are taxes. A rate raised by the smallest parish is as much a tax as if it were leVIed by the 
Imperial Government." By virtue ~ the powers conferred upon it by the Constitution, the 
Commo}lwealth has as much right to enter upon the control of these as upon the control of income 
tax or any other tax. Does the Commonwealth take any voice " in determining the rates, the 
mode of collection, or the nature or incidence" of these rates? Is there any reason why it 
should? Is there any cogent reason why it should endeavour to control taxation which can be' 
most effectively and discriminatingly controlled by the States themselves ? 

54. The claim that the levying of income tax would be more appropriate to the Commonwealth 
than to the States, if advanced as a general rule, must be challenged. The claim may be conceded 
in part.so far as it applies to the businesses of companies or individual owners which are carried 
on in more than one State, but it cannot be sustained in respect of taxpayers whose operations 
are confined to one State. In Australia the individual taxpayers under the Federal Income Tax 
Act whose operations extended to more than one State numbered in 1918-1919 /1,212, being less 
than 2 per cent of the whole (430,542); the operations of fully 98 per cent. were confined 
to one State. In Continental c'ountries and in Great Britain extensive use is made 
of local agencies in the assessing and collecting of tax. In Great Britain, where there 
are larger and more numerous multiple branch companies and business concerns 
operating all over the kingdom than any known in Australia, the country is divided into 
725 separate districts, and 725 distinct bodies, comprising 5,600 local commissioners, aOl engaged 
in the income tax administration required " to take the necessary steps for putting the Income 
Tax Acts into force as regards each parish within their respective districts." This extreme 
dece~tralization, because of the intimate locallaiowledge it provides, is a powerful check on tax 
evaSIOn. 

It has been objected that if Income Tax, Land Tax, or Probate Duties, or indeed any tax 
in which the subject-matter all over Australia is cumulative, and the rates steeply graduated under 
Federal Acts, were collected hy the individual States under State Acts the aggregat.ion and the 
graduated rates of the Commonwealth would not apply. Naturally, but the States would still 
be at. liberty, so long as they pay their ,proper quota to the Commonwealth, to colleCt from 
their own citizens such direct taxes under such conditions and at such rates as they individually 
determine, and there is no valid reason why the self-determination of any State as to the method 
and manner of its collections should be dictated by any body other than the el(!ctors, who 
through their own representatives in the State Parliament direct the affairs of the State. 

55. Conclusion.-From an extensive and close study of the subject these facts and principles 
emerge:- . 

(1) The direct taxes at .preaent collected in the several States and those collected by 
. the Commonwealth-income, land, entertainment taxes, probate, succession, 

estate, and dividend duties-could be handled more efficiently and more 
econoInically if all were controlled by one authority collecting under one Act 
for each object of tax in each area in which they operate. 

(2) That no system which maintains in full operation more than one Act in respect of 
one object of taxation will quite overcome the expense, irritation, inconvenience, 
and perplexity of the present duplex system of two authorities operating in 
the same sphere. 

(3) That either the Commonwealth throughout the whole of Australia or the several 
States each ill its respective sphere should be employed to act as sole collector 
.for a term to be fixed by agreement subject to such,payment to the inactive 
authority as may be arranged and to determiIiation on short notice if adequate 
reasons for same arise. . 

(4) Owing to the diverse conditions obtaifllng over the extensive area governed by 
the Federal Parliament and the necessity for adjusting taxation to meet the 
varying needs of the several States (and the States which may in time be formed 
or the parts which may be surrendered to the Commonwealth) the Commonwealth, 
compelled if it exercises the power of taxation, at all to exercise it 80 as not to 
discrimiiIate between States, or parts of States, is unable to adapt itself to the 
particular circumstances of all parts of the Commonwealth . 

. ' . 
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(5) That the States not being so hampered and having more intimate knowledge of 
their own special needs are better equipped to administrate and control the 

. collection of direct taxes. . 
(6) Its claims being paramount, the Commonwealth should have unfettered right to 

determine what amount per head of the population (or other basal unit). 
uniform throuShout Australia should be paid over by the States to·it during 
each fiscal perIod. 

56. Whether the method recommended in this reservation can be adopted .and fully dealt. 
with by agreements between the Commonwealth and the States or its adoption would require 
amendment of the Constitution 6ro some other enabling Acts, I cannot discuss. Withou.t 
elaborating details, I therefore respectfully recommend-

(1) That the Commonwealth and the States mutually agree that the latter each in its 
own area shall exclusively exercise the power of collecting direct taxes from its 
taxp~yers in such manner and under such Acts as it may determine- : 

(a) the agreement to be terminable on stip~ated notice .by either party; 
(b) during the continuance and for months after notice of 

. termination has been given the State shall pay to the Commonwealth 
in (~ monthly or other) instalments such an amount per head of the 
population of the State as may be required by the Commonwealth, 
such amount per head to be uuiform through()ut Australia and 
notified to the States not later than a definite date in each year; 

(c) such monthly amounts to be paid to the Commonwealth out of tax 
collections before any of such collections for the month are 
transferred to State spending Departments. Interest on State 
debts to have priority over all other claims. 

(2) That adequate means be taken to estaQJish the right of the Commonwealth in 
case of need to intervene, and, if necessary, itself collect the tax if any State 
fail in its payments. 

JOHN JOLLY. 
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TAXATION AT THE SOURCE. 

RESERVATION. 

, We regret we are unable to concur in the principal recommendation expressed in the 
Report on the abo,ve subject. 

1. Definition of Terms.-In this Reservation the term "Taxation at the Sourc~" will be 
used in the same sense as in the Report-that is, as meaning a method similar to that in force in 
Great Britain, which as applied to companies requires payment by a company of tax on the whole 
of its profits at a flat rate. As to the amount rustributed in dividends, the method provides also--

(a) For refunds to shareholders whose income, including the dividend, is below the 
exempted amount; 

(b) For rebates to those whose personal rate of tax is less than the Company rate; and 
(c) For additional,payment by shareholders whose rate is higher than the Company 

rate. ' 

The British method is described with more detail in Paragraph' 273 of the Report. The term 
" Company Taxation" is also used as in the Reporj;. (See also Paragraph 4. of this Reservation.) 

2. Origin 'of Taxation at the Source.-The British income Tax Act of 1803 introduced the 
method of Taxation at the Source, which has remained an important element in the British system 
up w the present day. In the year 1801-2, before the method of Taxation at the Source was 
introduced, the British Income Tax at 24d. per £1 produced £5,301,000. In the following year no -
Income Tax was in force. In 1803-4, when Taxation at the Source came into operation, the tax 
at 12d. per £1 produced £4,862,000. Before ita introduction each penny of tax produced £221,000 
After its introduction each penny of tal produced £405,000. Commenting upon this, Professor 
Seligman, in his work "The Income Tax," published in 1914, writes:- . 

" In other words, the alteration in the principle of assessment at one blow doubled 
the efficiency of the tax. No more signal proof could be afforded of the vital importanee 
of good administrative methods in fiscal administration." . 

While there have been some changes i.n the classes of income to which that method of tax collection 
has been applied, those changes have been in the direction of addition. The principal classes of 
income upon which tax is now collected by deduction at the source in Great Britain are enumerated 
in Paragraph 257 of the Report. 

• 
3. Recent Inquiries into Taxation at the Source.-In 1905 a Departmental Committee, and 

in)906 a Select Committee of the House of Commons, were appointed to inquire into and report 
upon various phases of the Income Tax, and in each case the Committee considered, among other 
t.hings, the method of Taxation at the Source, and recommended its continuance. The British 
Royal Commission on the Income Tax, which reported in 1920, stated that---

"Taxation by deduction at the source is of paramount importance, lying as it 
does at the very root of our Income Tax system. . . . We are convinced that to 
abandon Taxation at the Source now would involve an enormons loss of revenue, and 
would throw upon scrupulous, honest., ~nd c.ar~fultaxpayers an unfair share of the burden 
imposed by the 'taxation necessary for the counM'y's needs. We are not satisfied that 
any system of 'Information at the Source' would be ~ practical and efficient substitute 
for the present system, and it would be a source of trouble and irritation to the 
community in general." 

, 4. Commonwealth Practice.-The Commonwealth Income Tax Law does not embody the 
method of Taxation at the Source, as above defined, so far as dividends distributed from the profits 
of the immediately preceding year are concerned. In all such cases the Coml?any remains untaxed 
to the extent of the rustribution, but the shareholder is required to show the dividends in his Income 
Tax return, and is charged tax at the rate appropriate to his total taxable inCome. Under the 
Commonwealth Law, there is, however, a somewhat anomalous method in force with regard to 
taxation of dividends derived from profits which in earlier years had been carried to Reserve or 
similar account in the Balance-sheet of the year in which they were made, but are distributed 
.in subsequent years. :The Commonwealth method of dealing with dividends wholly or partly 
paid from such lmdistTihuted profits ~anno~ be described either as "Taxation at the Source" Of as 

" 
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Company Taxation .. It is rather a mixture of both. For example, if " undistributed profits " 
are in a subsequent year paid to shareholders by way of dividend, the position of the shareholder 
in respect of the tax which had been paid by the Company varies according to the rate of tax 
applicable to his personal income. Four positions arise :~ . 

(a) If the shareholder's income, including the dividend in question, is less than the 
General Exemption-i.e., if he is not a taxpayer in that year-he will receive 
no refund, although the Company rate (now 2s. Sd.) has been paid by the 
C?~pany upon the profits of which he has now received a share by way of 

. dl Vldend~ •• 

(b) If the shareholder is a taxpayer, but his personal rate is lower than the Company 
.rate, he will receive a . refund or rebate, not of the whole amount paid by the 

Company, but of a proportion calculated" by applying his personal rate of tax 
to the amount of dividend received-that is, assuming 2s. Sd. was paid by the 
Company, and the shareholder's rate is Is., he will receive refund or rebate 
at the rate of Is. on the dividend, and the balance of t,he tax will be retained . 
in the consolidated revenue. 

(c) If the shareholder's personal rate of tax is exactly the same as the rate originally. 
paid by the Company, he will receive refund or rebate of the full amount. 

(d) If the shareholder's rate is higher than the rate originally paid by the Company, 
he will be called upon to pay tax on the .dividend at a rate eqvivalent to the 
difference. 

It will be seen that, in case " a" above, the Commonwealth method in respect of taxation 
on dividends derived from " undistributed profits" is one of "Company Taxation." In respect 
of case" b ", it is a mixed method, partaking of the character of Taxation at the Source and ·of 
Company Taxation. Cases" c " and" d " may be regarded as instances of Taxation at the Source. 

5. States' Practice.-The practice of the Australian States is described in paragraphs 254 
and 255 of the Report. In all the States the method in force is correctly described as "Company 
Taxation," since taxpayers are not required to include the dividends received in' their Income TaX. 
returns, and, while, except in Western Australia, refunds are not allowed to shareholders whose 
personal rate of tax is lower than that imposed upon the Company, those shareholders whose 
personal rate of tax is higher than the Company rate are not called upon to pay the difference. 
The practice of the States has the advantage of ease, certainty, and economy in collection, but on 
the ground of equity not one word can be said in its favour. It relieves of tax those taxpayers 
whose personal rates are higher.than the Company rate; it effect imposes taxation at a relatively 
high rate on a large body of shareholders who would otherwise not be taxable, and adds to the 
taXation of another large body of shareholders who, though taxpayers, are liable only to a lower 
rate of tax than the Company rate. 

6. ·Opinions of Witness_Unofficial Witnesses.-Among professional and commercial 
witneSlres, the advisability or otherwise of incorporating in the Commonwealth system of Income 
Taxation the method of Company Taxation practised under State Acts, or of Taxation- at the 
Source, as in force in Great Britain, was thoroughly discussed. A strong preference was expressed 
by some witnesses for the State method, which deals with the Company only, and those witnesses 
commellded that method on the grounds of its simplicity and economy, which they considered 
sufficient to outweigh the obvious inequity of the system with regard to shareholders whose totw 
income is below the general exemption, or whose rate is below the Company rate. Those witnesses 
were all familiar with one or other of the State Statutes, and their opinion as to the method which 
should be adopted was perhaps influenced by the fact that in the States the Company rate is low 
118 compared with that of the Commonwealth. A number of the witnesses who urged this view 
werS acquainted with the British system also, and, while considering certainty of yield of the tax 
to be the paramount consideration, they were unwilling on the· ground of expense to urge the 
adoption of a method involving refunds, as allowed in Britain. Many other witnesses, however, 
were so seriously impressed with the injustice done by a method which allows no refuncls or rebates 
to shareholders having small incomes that they were led to recommend reliance upon the 
Commonwealth practice with regard to dividends based upon current profits, or upon the method 
of Taxation at the Source, which makes the Company merely the agent to pay tax in the first 
instance, leaving the shareholder to claim any refund or rebate to which he may be entitled. 
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7. Official Witnesse_The Commonwealth Commissioner.-With regard to the anomalies 
above pointed out (paragraph 4) in respect of the Commonwealth taxation of dividends derived 
wholly or in part from undistributed profits, the Commonwealth Commissioner of Taxation was of 
opinion that the Act should be amended, in order to deal equitably with those shareholders who 
are not taxable or whose rate is below the Company rate. With regard to the wider question of 
substituting the method of Taxation at the Source for that of taxing the individual direct in respect 
of all Company dividends, the CommiBSioner was 'opposed to such a change on the grounds that 
it would involve additional expense, estimated at about £18,000 per annum (being the cost of an 
additional staff to deal with refunds), and that there would be no'net gain to the revenue. This 
opinion means that in the Commissioner's view the method of "Information at the Source" 
now in operation is 80 complete as to afford a protection to the revenue equal to that attainable 
by Taxation at the Source. In this respect his view is iD. opposition to that expressed with the 
strongest emphasis by the British Royal Commission of 1920 (Bee paragraph 3). Qp.e of the British 
CommiBSioners of Inland Revenue, in evidence before the British Royal Commission, stated :-

" Taxation at the Source is the primary safeguard against evasion of duty, becaUse 
it deprives'the taxpayer of opportunity to escape, either by carelCBSness or by ignorance 
or by fraud, from payment of his due share of Income Tax. It is obvious that at any 
time and in any circumstances abandonment of the systet:n would result in a heavy los8, 
and that at the present day, when the exceedingly high rates of duty afford an 
unparalleled temptation to the taxpayer to give himself the benefit of the doubt and even 
wilfully to evade the tax, abandonment of the system would be disastrous. , 

In my judgment, the abandonment of the system would result in a dead loss to 
the Exchequer of upwards of £50,000,000 a year." 

In Great Britain, the proportion of tax obtained by Taxation at the Source is stated by the British 
Commission to be about 70 per cent. The loss estimated by the Board of Inland Revenue, if the 
system of Taxation at the Source were abandoned (£50,000,000), may be set down as approximately 
20'per cent. of the whole Revenue. If anythi~ approaching the same percentage of lOBS is 
incurred in Australia by non-adoption of the Bntish system (and this seems quite probable), 
the argument in opposition bllsed upon the expense of a Refund Staff becomes untenable. 

8. With regard to Information at the Source, it is fair to say that the position of the 
c.ommonwealth Commissioner is much stronger than was that of the Board of Inland Revenue 
at the time of the British Commission's Report. The British authorities had not the same 
statutory powers of investigation of books and documents as are possessed by the CommonwMlth 
Commissioner. The British Commission remarked, 'indeed, that the powers of investigation 
possessed by the Board of Inland Revenue-

" are extremely limited, and there can be no doubt at all that knowledge of this 
limitation is taken advantsge of by the unscrupnlous." 

That Commission made a number of recommendations with a view to conferring upon the Boa~d 
complete powers of investigation. Their recommendations, indeed, went beyond the {lowers 
conferred by the Commonwealth Act, but, after allowing for this large extension of inveatlgatin, 
power, that Commission was" not satisfied that any system of Information at the Source would 
be a practical and efficient substitute for" Taxation at the Source. The inadequate power. 
of investigation possessed by the Board of Inland Revenue were in practice materially 

, increased-

(a) By free use of the power to make default &B8essments, which placed the taxpayer 
in the position that, if he challenged those assessments, he could be called upon 
to produce books and documents; and 

(b) By extensive use of the check upon tax evasion which local knowledge provides. 
Extraordinary opportunities for application of this check arise from the extreme 
decentralization of the British administration and, the very lar~e use of local 
officers and of local COlllII~i8Bioners (of whom there are 5,600, havmg jurisdiction 
in 725 separate districts). • 

9. State Commissioners.-The State Commissioners, all of whom are familiar with a method 
of Company Taxation which leaves the shareholder out of account altogether, are naturally 
impressed with the simplicity and certainty which that method affords. , Their opinions were not 
uniform with regard to the question whether such a method should have the element of equity 
ivtroduced by a provision for adjustments to shareholders, so that eventually no taxpayer wonld , ' 
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be charged upon his dividends at a rate higher than that appropriate to his total personal income, 
Whilst some favoured the introduction of adjustments to shareholders, one or two were' opposed 
to that change. 

• 
10. (1) Present Commonwealth Mode of dealing with UndistributedProfite.-It has been shown 

above (paragraph 3) that, where dividends are wholly or in part derived from "Undistributed 
Profits," that is-profits of previous years, which at the time had been withheld from distribution, 
the Commonwealth Income Tax Act operates inequitably. This inequity affects (A) shareholders 
whose total income, including dividends, is less than the exemptions to which they are entitled, 
with the consequence that they are not taxpayers, and (B) shareholders who, though taxpayers, 
receive only a partial refund or rebate 'O'f the amount, paid as tax by the Company in respect of 
"undistributed profits". The ~ollowing comparisons, founded upon figures supplied by .the 
Commonwealth Commissioner of Taxation, indicate the extent of the injustice' caused by the 
present system to shareholders in the above groups (a) and (b) :- .' 

(a) The total profits of Compauies in Australia for the year 
ended 30th June, 19.20* (or the trading period taken 
in lieu thereof for taxationlurposes), was .. 

(b) The amount of dividends taxe to shareholders was .. £10,612,929 
(c) The amount of dividends received by non-tax/l:ble share-

holders (their total income being less than the 
General Exemption) was .. 

(d) The amount of undistributed Income taxed to the 
Companies was 22,830,640' 

8,772,687 

• 
That is, fully 54 per cent. of the income was taxed in the hands of the 

• 
£42,216,256 

42,216,256 

Companiesat2s. Sd. in the £1, the tax amounting to . 3,044,085 

If the profits unaer heading (d) were distributed in the following year, they would fall' 
into groups, corresponding to (b) and (c) above, thus :-

(e) The amount of dividends taxable to taxpaying shareholders £12,498,555 
(j) The amount of dividends payable to non-taxable shareholders 10,331,685 

being a total as above .. . 
The tax to be paid by the Company would thus be---

In respect of shareholders in group (e) 
In respect of shareholders in group (f) 

£22,830,640 • 

£1,666,527 
1,377,558 

being a total as above £3,044,085 

(2) Shareholders in group (f) who are not directly taxable as individuals (their income in ,each 
case, inclusive of dividends, being less than tlie General Exemption) would thus pay, indirectly 
through the Company, tax amounting to £1,377,558, and, as such shareholders number about 
200,000, they would pay on an averagll £6 17s. 3d. in tax, for which they would receive no refund 
or allowance. This figure of tax should probably be slightly reduced, in view of the fact that, if 
the amount shown under item (d) had been distributed, some of the shareholders in Group (j) 
would perhaps have been brought into the taxable field as individuals. 

(3) With regard to shareholders in Group (e), the result is not qnite so obvious. Group (e) 
must be considered as consisting of two sub-groups, viz. :-

1. Those whose individual rate of tax is less than the Company rate. 
2. Those 'whose individual rate is greater than the Company. rate. 

(4) The Commissioner has informed us that the taxpaying shareholders whose individual ratell 
Me less tha!l the Company rate number about 25,364, and those whose rates are greater than the 
Company rate number 2,636. No exact figures are available showing the 'respective proportions of 
the whole tax paid by each of these groups, but, using as a basis figur!lS of distribution of income 
given in thQ Conuuissioner's Seventh Annual Report, and making the assumption that the average 
individual rate among those whose rates do not exceed the Company rate, is Is. in the £1, it 

• 1be ConunlDlon~r ItAtes ~at tbo year In queaUon disclosed abnormallJ' hip pro!!. ... t.o4 11.. ~ tIl. oplDloD. .... 4..s.a.tIGD of 11 J._t. 
Ibnkl b. awl. from u". GiUhl U oompa.rlaoD 'Wltb ot.b. , ... n 11 aouab" 
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appears that the 25,364 shareholders covered in that category would pay indirectly through t1ie 
Company-in excess of the amount credited to them by way of rebate, i.e., used in payment of 
their 4tdividual tax upon the dividend-the sum of about £300,000, or an average of nearly £12 
per head. 

~l. Should Refunds in resped of Dividends paid from Undistributed Profiu b, made to the 
Company or to 1ndividual Taxpayers.-As to the mode of making the refunds which will be necessary 
in these cases 1f justice is to be done, the more obvious course is that of paying the amount due 
se a refund direct to the taxpayer, or allowing it as a rebate from his sesessment. The objectiol). 
to this, from the point of. view of administrative cost, is that a very large number of individuals 
must be dealt with, and for that reason some witnesses suggested that the necessary refunds 
should be made direct to the Company. For example, if a di\Tidend, say of £10,000, were paid 
by a Company entirely from the accumulated profits of earlier years, upon which the Company 
had paid tax at the rresent rate of 2s. 8d., the suggestion wse that, se the taxpayers become 
individually liable (i taxable at all) for taxation upon the amounts received, the whole sum 
originl1l1y paid in tax by the Company on the amount of such dividend should be returned to the 
Company. Obviously, this would provide the Company with a fund from which a further dividend 
might be paid, or it might be used to augment the next regular dividend. This suggested method 
certaiuly possesses the advantages of ease .and saving in clerical work, but, from the point of 
view of shareholders of small income, it does not possess the same element of equity as the method 
of dealing directly with shareholders. It also detracts from the value of the method of Taxation 
at the Source, by removing from taxpayers the incentive to bring themselves into contact with the 
Department, which otherwise would become necessary in order that they should receive their 
refunds. On the whole, the disadvantages of refunding to the Company, in our opinion, outweigh 
the advantages of that course. • 

12. Refunds and Adjustments Generally.-The question of refunds in respect of dividend. 
arising from undistributed profits referred to in the preceding 'paragraph is only one phase of the 
wider question of refund, which would become a practical questIOn if the system of Taxation at the 
Source were adopted. The objectio~ of the Commonwealth Commissioner on the score of expense, 
estimated at £18,000 per annum, have already been mentioned. The necessity for refunds exists 
in any equitable scheme by which Income Tax is intercepted at the point where it arises, 
whether applied to the whole or restricted to the undistributed part of the'Plofit of the Company. 
In our opinion, the benefits accruing from such an interception of tax are so great that the expense 
with regard to refunds and adjustments may be looked upon ae representing a very moderate 
premium for the advantages secured. . 
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TAXATION AT THE SOURCE-ADVANTAGES AND DISADVANTAGES 
13. Advantages-

Taxation at the Source is---
1. Equitable.-Any evasion of tax whether due to inadvertence or to design involvell 

an added-and unjust-burden upon those taxpayers who without concealmen~ 
or omission return ·the whole of their taxable income. Taxation at the Source 
in the sphere to which it is applied defeats evasion and prevents ineqliity by-

(a) Creating an incentive to taxpayers whose rate is less than the Company 
rate to mm full disclosure in their return of all income derived in 
respect of which tax at the source has been collected in order to claim 
the rebate which may be due to them on account of the tax paid on 
their behalf; and by . 

(b) Bringing into contact with the taxing authorities persons who should 
pay tax, but who otherwise might fail to render return. 

2. Convenient.-The Company taxpayer as agent for all its shareholders makes a 
single payment in respect of tax op. the whole of its taxable income whether 
such income be distributed in dividends or not, and it then rests with the 
Department in its ordinary checking of the returns of the shareholders to allow 
credits in their assessments for such sums as have already been paid on their 
behalf by the Company. 

3. Certain of Collection.-The fundamental advantage of a method of Taxation at the 
Source is the certainty that, in respect of the collection of tax on 'the Income 
to which the method is applied, there can be no evasion by a shareholder through 
fraud or negligence or through his leaving the country after collecting dividends 
and before paying tax thereon. 

4. Economical.-TaxatiqJl at the Source will not place any greater burden upon 
Companies than is done by the method of Information at the Source, but will 
tend to lighten that burden, since it will probably eliminate almost the whole 
of the work involved in dealing with the special inquiries now made by the 
Department from Companies in respect of individual assessments .. 

The work of the Department would also be lightened by removing the 
necessity for much investigation which has now to be undertaken to check 
omissions and evasions in shareholders' returns and correspondence consequent 
thereon. 

14. Disadvantages.-The administration will collect considerable sum's which must 
ultimately be refunded to shareholders. Apart from expense to the Department in making 
refunds, there is the more serious element of a temporary inconvenience to those who for a time 
at least must stand out of money to which they are properly entitled. Such inconvenience is, 
however, limited to those taxpayers whose total tax proves to be less than the sum paid on their . 
behalf by the Company from which they drew dividends. In the case of small incomes the suma 
temporarily retained by'the Department will also be small, as the amounts increase the incon
venience does not increase but decreases, since the more nearly the taxpayer's individual rate 
aPl!roaches to the Company rate the smaller will be the proportion of tax paid by the Company 
which will ultimately be claimable as rebate by the taxpayer. It may be considered a partial 
set-off to the disadvantage under review that a taxpayer in this group is not called upon to make 
any actual payment; but is receiving, in the first place, the dividend (less tax) from the Company 
and, in the second place, such refund or rebate from the Department as represents the excesa 
(if any) of the tax paid by the Company over that which is due from the individual. 

15. Paragraph 276 of the Report states as a second disadvantage that---
" Some revenue gain (it is difficult to estimate how much) will be due to the failure 

of taxpayers,' either through ignorance or neglect, to make and -establish their claims 
for refund or credit." 

The possibility of such failure through ignorance could easily be prevented by Companies issuing 
to each shareholder with the dividend warrant or cheque a slip explaining the conditions under 
which a claim for refund or credit becomes due and the mode of making the claim. Neglect on 
the part of the taxpayer to apply for any refund to which he knows himself to be entitled can 
hardly be a cause of complaint against the method, and the Administration might well devise 
special means for facilitating the payment of such refunds. If, as the argument of the Report 
assumes, a material amount of Revenue would probably be derived from the neglect of taxpayers 
to apply for refunds which they know are obtainable on application, how much greater effect 
upon the Revenue, but in the adverse sense, probably arises under the present system from the 
neglect o~ taxpayers or those who should be taxpayers, and who are not now reached through 
Information at the Source. 

r.1MII.-8 
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16. (1) Taxation of all Company Profits in the hands of shareholders, whether the Profits 
are distributed or not.-We are all agreed that the primary scheme of the Commonwealth Income 
Tax Assessment Act is to tax individuals at the rate appropriate to their taxable inoome. The 
provisions with regard to the taxation of a Company's undistributed profits in the hands of the 
Company constitute an important and undesirable departure from this main principle. This not, 
only leads to a number of complications which cause confusion, expense and irritation, but allo 
creates opportunities, particularly in respect of Proprietary Companies, for certain forms of abuse. 
In our opinion, this intrusive element could with great and permanent advantage be removed by 
full recognition of the principle of individual taxation. This could be;effected by treating the 
whole of the disclosed profits of a Company at 'the end 'of each accounting period as if they 
had been distributed to the shareholders, according to their class, preferred. ordinary, deferred, 
&c., and as taxable in their hands. This is now the case with regard to the disclosed 
profits of a Partnership, and there is no logical reason why the same principle should not 
govern the taxation of Company profits. In the one case as in the other the, proportion 
of profits distributed, as well as the application and use of the proportion not distributed, is 
determined by the persons who hold the beneficial interest, and with a view to their own gain, 
immediate or prospective. Under this method the function of a Company as taxpayer would 
be extended (but only as an intermediary, an agent for the shareholders) to pay tax, at a rate to 
be fixed, upon the whole of the profits, distributed or undistributed, Each shareholder would be 
regarded as having received a proport'on of the total profits corresponding with his individual 
interest therein, but would be entitled to rebate or refund, if the rate of tax payable upon his 
total taxable income, including his share of the Company profits, were less than the rate paid 
by the Company on his behalf. Similarly, if the operations of a Company in any year result in 
a. loss, such loss would, for purposes of taxation be apportioned among the shareholders'in the 
proportion to their interests, having regard to the class of shares held, and be treated correspond
mgly in the shareholders' individual returns. The advantages of this change may be suinmarized 
thus:- • 

1. That it would produce a more perfect compliance with the main scheme of the Act. 
2. That it would effect a great simplification. • 
3. That it would place shareholders in Companies in respect of the profits or losses of the 

undertaking on the same footing as members of a partnership, thus introducing 
uniformity of treatment which is now absent. 

4. That it would provide a safeguard for the danger to the Revenue pointed out in 
paragraphs 139 and 140 of the Commission's First Report. Those pl'ragraphs 
deal with the case of bonus shares issued in respect of profits of the current 
year. The danger in question where shares are issued in that way, is that, if 
bonus shares be treated as capital, neither the Company nor the shareholder 
would be liable to taxation in respect of those shares. 

5. That it would prevent the occurrence of the difficulty indicated in paragraph 293 
of the Report. 

(2) If under this method a Company furnished each shareholden with a slip showing the 
total amount of the profits of the year and his share of those profits, also the amount actually 
distributed, the shareholder would be in possession of all the necessary facts, both with regard to 
his relations with the Company and his relations with the Taxing authorities. , 

(3) If the method indicated in this paragraph be not adopted, we do not think the 
general question of Taxation at the Source treated in this reservation should be regarded as 
thereby prejudiced. 

17. The method suggested in the preceding paragraph ;s criticised in the Report on the 
grounds---

1. That it would mean that shareholders would be required to pay tax upon profits 
which are not received and may never be received by them, except in the remote 
contingency of the winding' up of the Company, or indirectly through a more 
or less appreciable addition to the market value of their shares. , 

2. That it would tend to the distribution of too large a proportion of Companies' profits 
rather than the provision of means of development and financial stability by 
building up reserves. 

AB to the first ground, it is correct that shareholders, if treated, as they would be under this method, 
in the same way as members of a partnership, would still continue the practice of nvest'ng some 
of .the profits in machinery, plant, &c., or in some other way connected with the business, with the 
result that those profits would reach the hands of the shareholders only in the form of future profits. 
This is a co=on incident of business, and in our opinion does not affect the validity of the method , 
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lI'e suggest. With regard to the second objection, that the introduction of the proposed method 
would weaken the prudent management of their affairs by Company Directors, it may be sufficient 
to say that, not only with regard to Companies, but also with regard to ~usineB8eB, whether 
individual or partnerships, there must be a continual weighing of the respective advantages 0 

distribution of the profits earned as against reinvestment in the business. We do not share the 
view that business men would cease to be gnided by prudential considerations. 

18. Extension of Taxation at the Source to Incomes other than Company Dividends.
Paragraph of the Report shows the 'fide range of incomes to which the method of Taxation at 
the Source is applied in Great Britain. During our inquiry witnesses (perhaps because of their 

• familiarity with the State methods, which deal only with Company dividends) rarely made any 
suggestions in respect of extension of the method of Collection at the Source to such sources of 
income as--

Interest, either on Government Securities or Securities of local authorities ; 
Interest from deposits with Financial Institutions ; 
Interest from MOI;tgages or other forms of security upon real property; also 
Salaries of officers of Public Departments and of all large organizations, public or 

private. 

19. In principle, the method of Taxation at the Source, in respect of those sources of 
income is entirely equitable, and in a large' majority of cases would be convenient to, and would 
greatly reduce the actual pressure of the tax upon, the individual, as deductions would, be 
made from periodical payments, and no positive outgoing of a direct kind would be demanded 
from the taxpayer. The question of raisin~ tax by this method upon Company dividends is, 
however, the one which is most prominent ID the public consideration of the question, and, in 
our opinion, it is desirable that the method should first be applied to that class of income. It 
may soon be found possible, as we think it is desiorable, to extend it to some at least of the 
several other sources of income so taxed under the British system. ' 

20. Conclusions.-On the broad general question of the substitution of the method of 
Taxation at the Source for the individualistic system now mainly in force in the Commonwealth, 
we are satisfied that the system of Taxation at the Source possesses advantages which 
justify its adoption. We are also of opinion that, as shown above, the total profits 
of a Company, whether distributed or not, should be deemed to have been received 
by the shareholders in proportion tp their .individual holdings, and consequently to he 
taxable in the hands of the shareholders. Losses should be treated similarly. This proposal 
would eliminate the Company as ultimate taxpayer in respect of any of its profits, even 
those which are never. distributed, and would substitute the constituent shareholders. For 
reasons already indicated, we are unable to recommend the system of Company Taxation now 
in operation in the Australian States, as we consider it inequitable. That system penalizes 
shareholders whose incomes are small, and provides bonuses for those whose incomes are large. 
On the question of removing the injustice now done to ta~ayers under the Commonwealth 
Act, where dividends are derived from" undistributed profits, , we repeat our opinion that the 
Act should be amended to insure that no shareholder shall be called upon to pay tax on account of 
dividends, however derived, at a rate higher than that applicable to his individual income. With 
resl?ect to the further question as to whether refunds in respeot of tax overpaid upon dividends 
derived from undistributed profits should be made to the Company or to the individual, we favour 
dealing direotly with the individual concerned. 

21. Extent of Concurrence with Recommendations of the Report.-With regard to 
Recommendatilln (1) of the Report, our position is--

(a) We'dissent from that portion of the Recommendation reading" that the profits 
of Companies be taxed in accordance with the existing law." . 

(b) 1£ our own Recommendation "B" be adopted, Section 16 (2A) of the Income 
Tax Assessment Act will become unnecessary, and consequently the amend
ment of that sub-section suggested in the second clause of Recommendation 1 
would also be unnecessary. 

(c) If our Recommendation" B" be not adopted, we wish to be understood as 
concurring in the proposed amendment to Section 16 (2A). , 

. We concur. in Recommendations 2 and 3 of the Report (but see parenthesis following 
Recommendation B). 
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. RECOMMENDATIONS. 
We recommend-

A.-That the method of Taxation at the Source be applied to Com~auie_i.e., that 
Income Tax at a uuiform rate be collected from Companies ID respect of the 
whole of their net profits, whether distributed to shareholders or otherwise 
dealt with, and that shareholders, whether taxpayers or not, be entitled to 
rebate or refund (as the case requires) of the sum paid in Income Tax by the 
Company proportionate to the interest of such shareholders in the whole of 
the net taxable profits of the Company. . 

B.-That each shareholder in a Company be regarded for taxation purposes as having 
received a proportion of the total disclosed profits of the Company, whether' 
diBtributed or otherwise dealt with, corresponding with hiB :ndividual holding; 
that he be required to show such proportion of the total profits in his return of 
income; and that, subject to any allowable deductions, he be taxed upon such 
proportion of the tota profits, as forming part of his taxable income, 
and that from the tax thus ascertained there be deducted a sum having the 
same proportion to the tax already paid by the Company as his share of the 
profits bears to the total profits of the Company. (It will be seen 
above that we concur in the Recommendations of the Report the inten
tion of which is to insure that no shareholder shall be called upon to pay tax 
on account of dividends, however denved, at a rate higher than that applicable 
to his individual income. If our Recommendat:on .. B " be adopted,. the same 
principle would of course apply to taxation of the shareholder on account of 
Company profits, whether actually distributed or not. In that case Section 
16 (2) of the Act and the amendment of that Sub-section proposed in Recom
mendation No. 2 of the Report would become unneces.sary.) 

JOHN JOLLY. 

W. T. MISSINGHAM. 

S. MILLS. 
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DIFFERENTIATION. 

RESERVATION. 

. 1. I am not able to accept the arguments, the conclusions, or the recommendations contained 
in the Report of the Commission on this subject, and respectfully submit my reasons :-

2. Definition.-Unless the context implies another meaning, the term differentiation is 
used throughout this reservation to express the discrimination which is made (not in the income tax 
law onlr but) in any part of the system of taxation as between incomes that are earned by the 
persona exertion of the taxpayer and mcomes that are not so earned. . 

3. The Differentiation Recommended.-The differentiation proposed in the Report is 
arbitrary, erratic, and inequitable, and would in practice be troublesome and perplexing. Why 
the rate should he 15 per cent., alid not 10 per cent. or 20 per Cent. or any other rate, is not 
disclosed; the rate is quite unsupported by any logical reasons, is purely arbitrary, with equal 
arbitrariness it erratically disappears, and throughout its career it is inequitable. . 

4. In the Recommendation (and elsewhere) the word" income" is used ambiguously. 
It is not clear whether the percentage proposed is to 1;>e based on the total income (the impl;llSsion 
which paragraph 318 'creates) or on the net income after deducting the general exemption and 
other concessional allowances (the impression which paragraph 319 leaves). The former paragraph 
indicates, however, that the procedure of the British Act is favoured, which deducts allowances 
in respect of dependants, insurance premiums, and other concessional allowances from the net 
income, and confines the percentage deduction to the net assessable balance. The typical wage
earner, married and with three dependants, who reads paragraph 318 "an income of £300 reduced 
by 15 per cent. amounte to £225" and expects that, under this scheme, £45 would be exempted 
from tax, will be disappointed to learn that it will exempt in his case £13 only. If the percentage, 
whatever be the rate, be taken off the net income before concessional allowances are deducted, 
the scheme still operates inequitably. 

5. The closing sentence of paragraph 318 exposes the inequitable operation of such a 
continuing scheme in that as income increases, the differentiation increases both in absolute and 
in relative value, but the table in paragraph 319 shows that precisely the same effect is inseparable 
from the method proposed in the Report until a partial counteractive is introduced. To correct 
this and infuse some colour of equity a sliding scale is proposed at £1,500 which introduces added 
complexity into an Act already complex enough, and will, when all is done, be remedial in only 
a very small percentage of cases. The inequitable influence of the scheme will be felt without any 
mitigation right up to incomes of £1,500, and seeing incomes under £1,500 number more than 
97 per cent. of all the taxable incomes in the Commonwealth, the mischief is widespread, almost 
universal. The attempt to modify gradually its operation in regard to four-fifths of the remaining 
3 per cent. and to exclude it from operating on the remaining t per cent., implies condemnation. 
In paragraph 316 of the Report it is written :-" In our view the carrying fOl'Ward of differential 
effects throughout all ranges of income is not in harmony with the principles upon which differ
entiation is based." What then can be said in defence of a scheme which carries forward these 
differential effects into 991 per cent. of all incomes and leaves only one half per cent. untouched 
by it1 . 

. 6. Relation to System of Taxation.-In any Taxing Act regard should be had not only to the 
effect of other provisions in ,the Act itself, but also to the operation of all the Acts which with it 
compose the system of taxa.tion. This principle is recoguised and applied ill practicallv every 
co~ntry. If the suhject, of taxation is already struck by some other Act that fact must "be duly 
weIghed and its effect taken into account when conflidering with what force or whether at all it 
should again be struck by another Act. As specific instances, the income from land subjected 
to Sta.te land tax was by the New South Wales Act exempted from assessment for income tax, 
and a similar rule, though of more limited application, operates in Victoria. The brief survey 
of European taxing systems contained in the Commission's Report indicates that in all continental 
countries the incidence of an income tax is adjusted to the conditions created by other-land, 
ProRerty, capital, inheritance, industry, &c.-taxes . 

. 7. The operation of estate or probate duties cannot correctly be described as "generally 
undeSIgned, remote, uncertain, !'-nd little understood" in their differential effects on income tax 
(par. 314 of Report). Every student of taxation knows them well. Nor could it be otherwise 
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for the object in view is the establishment of a sound and equit~ble 8ystem of taxation, to whkh 
end the several parts must co-ordinate. Each must conform to the general canons that govern the 
tax system, and should be adjusted to the ~ther compon~nt pa~ with which it has to make. a 
harmonious whole. No single tax can be rIghtly appreclate.d \\~thout reference to the fina!l~lal 
system of which it forms a part. I must, therefore, diSSOCIate myself from the decISIon 
expressed in the Commission's Report (par. 314)-

" We do not accept the contention that estate duties can properly be regarded 
as effecting a real differentiation of income tax." 

Nor do I feel myself isolated in doing so. 

8. Opinions of. Rec~gnised Authori~ies.-. In a .lengthy discussion of the justificat~on fo 
and the operation of, inhentance taxes which IS descnbed by Professor Plehn, of t~e Ulllvers, 
of California, as "the best discussion of this interesting fiell! of taxation," Professor Seligm 
in his" Essays in Taxation," writes :- : 

" W1\,eJl. therefore, we have a system of income taxes, the inHeritance tax may 
regarded as ;Bil~.tl!;!lJ~;X to reach the real ~bi1ity of ~he. individ~al. M.or~ve. 
it may be regarded as a convenY<!!t method of aPl'l1fing the. p7'nc'lple of differentwtwn , 

• taxation of income. lt is now COD:iIitlJl~ recogrused that m~lIles £r.om prop~rty shoul' 
pay a higher rate than incomes from labOtf.. Instead of makmg a difference m the rau: 
to reach this end, the proportional income tn,p1~y be .supplemented by a property tax 
o~ where this is for any reason undesirable, by the...:.ili~rltance ~x. The latter would thei 
.~erve the ?ouble p~lfpO~ of reaching not only acc2~ntal ~comes, but al;:o pro}!ertJ 
mcomes, smce all inhentances take the shape of propfl.~Y:· .' . .. For. In. 80 
fOlT as property is at aU an adeq~ test offrroulty in taxation, trflSlmply a mode of IlBhmatmg 
the regular revenue Of" income." , 

9. Lord Milner, giving evidence before a Parlimentary Commission, ~ :-

"I regard the death duties as equivalent ·to an extra income an property." 

10. Professor Bastable, in his work on "Public Finance," writes:-

" Assuming that we have a rule of distribution, the burden of su 'on duties 
should be so adjusted as, together with other taxes, to secure its observan~ Fr~m 
~his point of view the chief difficulty with the succession duties is their nele8sarildY 
megular levy. Human life is uncertain in its duration, and, as Gladstone once asserte 
with his wonted impressiveness, , no man can die more than once.' Taking the a,erage, 
however, we find that a fairly constant proportion of property passes annually by l~th, 
and we OITe thus led to regard the death dutillB as a capitalized income ta:I; levied an/! an 
accumulated, wealth, and 8pO!TiJng those cmn.paratively temporary pOlTtB of income that r;.8ult 
from perS<YnaJ, exertion.'.' . 

and adds a footnote :-

". The system of insurance 80 . exteIisively advertised by British in8uran~ 
!X'mpallles ~ meet the estate duty of 1894 [the year when estate duty was firs~ 
mtroduced mil<> the British system] indicates very- plainly that this is the essential 
character of the tax. This view is adversely criticised by Seligman (Essays, 132), on 
the ~~unds that (a) if the existing system (i.e., without the inheritance tax) does reach 
t~e livmg ~ayer, there is the injustice of double taxation; (b) if it does not reach 
him, there 18 mequality between persons dying at different ages. To which it may be 
rejoined t~at (a) it is because the existing system only partially reaches the taxpayer 
that the mh~ritance tax is introduced; and (b) that there is inequality in the case 
of persons dymg at different a~es, but this, like other inequalities, is hardly avoidable 
without incurring greater evils. ' 

Summing up a long and incisive discussion of the question, Professor Bastable concludes 
with the paragraph ("Public Finance)," page 608)- . 

. . " On the whole, we may best regard-the 8"UCC/l88ion dutillB as presentmg a pOITallel to 
the vncome ta:I;. The latter withdraw8 annually fOf" the service of the State a portion of the 
new wealth created in the period: the former operate in the same way, but at uncerlain 
intervals, on the coUectiVll wealth of the 8ociety." 
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11. The Report in paragraph 311 includes a quotation from an article published in 1919 
by Sir Josiah C. Stamp, inserted as expressing his disagreement with the view that death duties 
should be regarded as an added income tax. Had a more complete extract been inserted it would 
have been evident that what Sir Josiah is combating is not that death duties should be regarded as 
an added income tax, but that the particular argument he was discussing was inconclusive 
because the):e are a few incomes from property which death duties do not reach. The writer 
continues, in the same paragraph and immediately following the extract printed in the Report-

" A sufficient reason exists for the differentiation between an income which is 
earned.and one which is being derivedfram a life interest in property. The death duties 
cannot effect this distinction, l~r they affect neither recipient." 

His argument, not disjointed, but read as a whole, is a declaration of the close connexion 
tween income tax and the death duties-close, but not quite universal, because there are a few 
omes from property which death duties do not reach. A defender of the British system of 
fating both classes of income alike, he writes in the same article-

"In treating them [earned and unearned incomes] as equal in power [to pay 
income tax] there is a rough correspondence with the facts of life, for the recipients 
rarely make nice actuarial calculations or introduce differences into their mode of 
life and scale of expenditure to correspond with the differences in their· capital 
position." • 

Id he adds-
" If we adopt the fashionable mode of treating the death duty as one which can 

reasonably be regarded as provided for annually out of income by insurance, then of 
course it is but an extension of the income tax, and can be made progressive on the same 
lines of reasoning." 

I 12. In 1906 a Special Committee of the House of Commons was appointed to report upon 
" the practicability of graduating and of differentiating for purposes of the income tax "-a 
small field which the members were able to examine microscopically. In dealing with the bearing 
which the incidence of the death duties has upon the graduation and differentiation of the income 
tax they report-

" The death duties have always been regarded as'partaking to some extent of the 
nature of deferred income tax, and it has been contended that the combined operation 
of the two taxes does in practice effect a very considerable graduation and differentiation. 
Flir Henry Primrose and Mr. Mallett submitted to us various calculations wbich will be 
found in the appendix, the object of which is to show what rates of income tax are 
represented by death duties, or, in other words, what rate of income tax paid annually 
during life on the income from the property would be equivalent to the death duties 
paid on that property." . 

And after a synopsis of the principal evidence tendered, the Comnuttee added-
" These conclusions clearly show that if the income tax and the death duties 

be regarded together as a form of income tax, there is already a very substantial graduation 
Qttaxalion on incomes deril.'ed from large estates, nnd differentiation between lar,qc incomes 
d,'ri?!ed frOln pf'rsonal e,cerlion and those derined from inherited propert!/." 

1:1. A sep.uate report drafted by the Chairman of the COIpmittee (Sir Charles Dilke) 
conrluded with this paragraph :--

.. A Chancellor of the Exchequer, ill considering different.iation, cannot exclude 
graduation from his view, and I''(mmot confine his attention., liS we have been asked to do, to a 
8ingle tax. Your Committee have felt throughout their investigation that while the 
terms of reference direct them to deal only with the income tax, our system of taxat·ion 
tIIl/st always be treated (I,~ a tl'hole, and defects, obvio1ls if tlte incame tax is looked at by itself, 
lose much of their im}JO'rlance when viewed in cO'llncxion with the compensatory effects of 
other ta:ces.' 

14. The weighty judgment,,; of these and many other authorities on taxation, and the 
general consensus of educated thought on t,he subject, compel me to dissent from the opinion 
expressed by my colleagues in paragraph 314 that the operation of the estate or probate duties 
has "a gellt'rally undesigned, remote, unc.ertain, and. little understood differential effect upon 
income tax." The operation is powerful, intimate, and well understood by students of taxation. 
Th&:t th~ general public do not fully appreciate the influence of these duties does not justify 
an Ignormg of its existence or release investigators from the responsibility of endeavouring to 
aocurately measure its weight. 
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15. The divorce between Commonwealth estate duties and income tax referred to in 
paragraph 314 of the Report need not be taken too seriously; the bonds of wedlock which unite 
them are strong, and they should remain united till the death of one or the other parts them. 

16. The claim (made in the same paragraph) that" the wastage of the human machine 
can be adequately- recognised in taxation by means of differentiation in the income tax" is 
novel in conception but destitute of proof. Can any degree of differentiation be " adequate 
recognition of the wastage of the human machine" which affects impartially rich and poor' 
When and where has" wastage of the human machine" become one of the recognised allowances 
under an income tax Act which concerns itself with wealth and has been stoically indifferent to 
health 1 

17. Measure of Differentiation.-That differentiation exists between incomes earned by 
the mental and physical powers of an individual, and therefore precarious, and incomes not 
depending for their continuance upon personal exertion and usually therefore more permanent in 
their nature, evokes general consent, and is unanimously concurred in by your Commissioners. 
One turns in vain, however, to the Report for any principle or for guidance to determine what is 
the degree of differentiation between them. The Report may be sesrched fruitlessly for an 
answer or for any rationally stated and accepted principle by which to determine the degree which 
is both adequate and equitaole-a rational principle is referred to in the Report but it is not 
accepted. There is no statement in the Report of "the principles on which differentiation is 
based," and no reasoned attempt to discover criteria or devise a method by which to measure and 
determine the degree, uniform or variable, by which the one class of income should be differentiated 
from the other. A matter of this kind cannot be determined by a random shot or " a splitting of 
the difference" between those who without assignable reasons advocate a high degree or favour a 
low degree of differentiation. 

18. I respectfully submit that in determining the degree of differentiation to be allowed 
in an income tax act-

1. Regard must be had to the operatio~ of deat~ duties---under whatever name
Probate, Estate, Legacy, SucceSSIOn, Inheritance, &c.-they are known, and 
other taxes on capital; 

2. That a reasonably accurate valuation of the differentiation created by these taxes 
can be and should be made in order that the effect may be studied in its incidence 
on Incomes; and 

3. That seeing the object is to express differentiation in terJUS of tax, a systelnBtic 
attempt should be made to appraise in terms of money and tax the difference 

. ~ value to their recipients of the one as compared with the other class of 
mcome. 

19. Estate Duty considered as Deferred Income Tax.-The reference by Professor Bastable 
(paragraph 10) to the system of insUrance to meet the ES'tate Duty suggests that one method of 
estimating the yearly burden of the dut;!, is to assume that the holder insures against the payment 
at his death. The annual premium paid for this provision will be some approach to the mll88ure 
of the yearly burden cast by Federal estate duties. Viewed from the stand-point of the State 
as a tax-gatherer, it is immaterial to the Treasury whether the revenue reaches it in the vesture 
of Death Duties or arrayed as Income Tax. One is less regular, but both are equally serviceable. 
There is little difficulty in expressing one in terJUS of the other. Calculations have accordingly 

. been made, and are tabulated on Schedule No. 1, which follows. The annual income (column B) 
is throughout assumed to be 5 per cent. of the capital value of the estate (column A). In column C 
is shown the Income Tax payable on such an mcome from personal exertion under the current 
scale of the Federal Act, and in column .G the percentage which the tax bears to the income. In 
column D are shown the rate and the amount of Federal Estate Duty payable on such an estate 
under the scale at present in force. To provide a sum sufficient for the Estate Duty payable at 
his death, the holder, who is assumed to have himself succeeded to the Estate when about 
30 years of age, may insure his life under a non-participating policy at an annual premium of 
about £2 25. 9d. per £100. In column E is shown the annual premium at. that rate payable to 
secure payment at death of the duty nalI\ed in column D. In column F is shown the total amount 
payable for both income tax (at personal exertion rate) and premium, together constituting the 
total annual provision made for duty and tax, and in column H the percentage which the total 
amount (F) bears to the income (B). In column I the ratio of the total tax (F) to the tax on 
personal exertion income (C) is shown. 
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SCHEDULE NO. 1. 

FEDERAL ESTATE DUTY CONVERTI!:D INTO rrs EQUIVALENT IN DEFERRED INCOME TAX. 

(Assuming the Estate to pass undivided to a single inheritor.) 

A. B. C. D. B. F. G. H. 1. 
Multiple wblch 

Pederallktate Duty. B III to O. th8t 
Aunmed Annual Premium I'crcentage P~rcentage b, if Incomr 

Valne of Income at Federal lncotne at £2 211. Dd. pcr TotaJ of Tax whlcb Income which Tax· TAx C be nOMJIAI 
Blll'Ate I; {pr cent, Tu: on income C plus Premium 'fax at P.E. plUB Premium and vallled ut 

JUIt OVeT- o Va.]lll1 of at P.E. Rate. Rate In cont. on amount B. Ratf! C bean P bean to lOO, V~llIe of 
BatAt.e. IU.lllina:a Amount. 01 Out)' D. to Iucome B. Inoome B. total Tax f Is 

per .£100. allfollowl :-
ee 

£ £ £ •• d. •• d. £ £ •• d. £ 8 • d. % % 
3,000 150 1 7 6 28 0 42 o 17 11 2 5 5 '9066 1'5125 165 
5,000 250 414 1 36 0 90 1 18 5 6 12 6 1'881 . 2'65 141 
8,000 400 li 2 8 48 0 192 4 2 0 15 4 8 2'783 3'808 137 

10,000 500 16 7 7 56 0 280 5 19 8 22 7 3 3'275 4 '4725. 137 
15,000 750 30 19 10 76 0 570 12 3 8 43 3 6 ~'133 5'758 13!! 
20,000 1,000 47 19 9 96 0 960 2010 4 6810 I 4'8 6'85 143 
30,000 1,500 91 19 7 136 0 2,040 43 12 1 135 11 8 6·2 9'037 147 
40,000 2,000 149 511 176 0 3,520 75 4 10 224 10 9 7'462 11'205 150 
50,000 2,500 219 18 11 216 0 5,400 115 8 6 335 7 5 8'796 13'4166 152 
60,000 3,000 303 i8 6 256 0 7,680 164 3 2 468 1 Jl 10'129 15'604 154 
80,000 4,000 511 17 6 300 0 12,000 256 10 0 768 7 6 12'796 19'225 150 

100,000 5,000 773 2 10 300 0 15,000 320 12 6 1,093 15 4 15 '462 21'367 141 

20. In this table the rate of the total annual tax on property income-based on the current 
rates of Estate Duty and of tax (in all cases) on incomes from personal exertion-ranges from 37 
to 65 per cent. in excess of the tax alone on incomes from personal exertion. 

21. This method of valuation, which assumes the Estate Duty to be a def~ed payment, 
under-states, in some cases seriously, the burden of the tax, as will be shown in the later part of 
this reservation. 

22. Appropriate Degree of Differentiation.-Do these rates represent a sufficient or an 
excessive rate of differentiation. There are incomes from investments which are far from being 
permanent, there are incomes from personal exertion which are less precarious than some derived 
from investments, and there are business incomes in which the two characters (personal effort and 
investment) blend in every variety of .proportion. Each contains elements which cannot be 
measured, investments are lost, health and employment are uncertain, remuneration. of both 
labour and capital is variable; but generally the attribute of permanence is considered to attach 
to the one, and comparative precariousness to the other. A clean line of cleavage between the 
two is not followed, but probably this constitutes the main, if not the only, distinction, generally 
observed. 

. 23. From the Commonwealth Bureau of Statistics was received evidence that at 21 years 
of age the average expectation of the life of males is 43'902 years, and that-

" the Census returns for 1911 (the latest then' available) show that the number 
of those who drop out of income earners before the age of 65 years (for reasons other 
than death) is comparatively small." . 

In the eight years immediately preceding the War (1906-1913) the average percentage of 
unemployment from all causes was 5'6 per cent., of which approximately 1 per cent. was due to 
sickness and the balance to lack of work. These figures do not include persons out of work through 

. strikes or lock-outs. 
We are not in this inquiry concerned with persons whose incomes do not reach the 

amount of the general and other exemptions-
Single persons earning not more than .. ' . . . . £104, 
Married persons without dependants earning not more than £156, 
Married persons with three dependants . . ., £234, 

are not liable to Federal Income Tax, and any question of differentiation can apply only to persons 
earning incomes in excess of these exempt sums. 

Without adopting the extreme limits of these official figures, it may be accepted that the 
full earning period of the average worker extends from the twentieth to beyond the sixtiethlear
fully forty years-during which he should be able under reasonable conditions-an such 
conditions are assured for the humblest worker by the industrial laws which operate in every 
State of the Commonwealth-to save sufficient to enable himself and his wife to enjoy in their 
later years. without. physical effort the same standard of living as was enjoyed during the forty years. 
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of active earning. To determine the appropriate degree of differentiation necessary as befween 
funded and industrial incomes there emerges the question~",rhat sum must be set aside from 
the income of the earning period to provide an old-age pension fund for the worker alld his wife 1 
During the years of bachelorhood and while the family IS small, the requirements will be 11'88 thlln 
in later years, and as the children grow up and become self-supporting the necessary outlay will 
dinllnish, but, averaging throughout the forty years of industrial efficiency, making allowance 
for the average idleness through sickness or lack of employmen~, ~nd' assuming money to accumu
late at the rate of 5 per cent. per annum, the margm of savmg necessary may be ascertained 
thus:-

24. A unit saved with annual incrementa of a similar unit will with interest at 5 per cent. 
per annum, amount in forty years to 120'79977 units. In their sixtieth year there will be a fund 
of 120'79977 units, with which can be purchased an annuity payable during the fifetime of both 

. or either (that is, until the death of the survivor) of ~i~·.~;;77 10'1923 units. 

The operations, as they relate to persons whose income brings them within the taxable area, may 
be illustrated thus :-

A. Average annual income from personal exertion 
during active years-after making allowance 
for sickness, lack of employment, &c. . . 

B. Annual amount (9 per cent.) saved from income 
to establish annuity fund 

C. Available for immediate use .. 
D. Fund which will in 40 years be established by 

accumulation of savings (B), with interest at 
5 per cent. 

E. Annuity purchaseable therewith payable during 
life to both (or the survivor of two) persons 
each aged 60 years . . . . . . 

£200 

18 

182 

2174'38 

£183'5 

£500 £1,000 

45 .90 

'455 910 

5435'99 10871'98 

£485'65 £917'31 

Thus the heads of a household of average numbers could during the 40 years of active life from 
20 to 60 years of age make, under average conditions, suitable provision for old age, and secure 
a permanent and assured income tor the remainder of their lives, however much their days be 
prolonged, if they set aside rather less than 9 per cent. of their average net annual income. An 
income averaging £500 per annum from personal exertion will enable the owner to make during 
the earning period adequate provision and secure for the whole of his life and that of his -wife, if 
she survive him, a standard of living equal to that of a persoll receiving a permanent and 88SUred 
income of £45,5 from the produce of property. 

If it be contended that this involves ideal prudence under ideal conditions, it may be 
replied that the conditions are average conditions, the basis is the average net annual income, 
after allowing for sickness and lack of employment, and that it applies only to persons who have 
a taxable surplus, which predicates a margin for saving. The ideal prudence ID this case is no 
¥Teater than the ideal self-restraint and prudence of the other, who, it is assumed, neither loses 
ID speculation or by depreciation of values nor spends in indulgence any of his capital fund. 
But it may be contended that this applies only if the earner reach the retiring age and that if 
death take place in the earlier years the provision for his dependants being the accumulations of 
savings to date only would be small. 

25. Substantial provision may be made for the widow and children in event of the 
husband's death before the retiring age if the question be approached in another way: the two 
following are based upon the table of rates issued by a leading Australian Life Assurance 
Association :-

(1) A participating endowment assurance policy payable at 60 years of age or at 
death if that take place previously, the accumulated amount of which at the 
retiring age will suffice with reversionary bonuses to purchase annuities in favour of 
husband and wife yielding during their joint lives the same average income as they 
were able to spend during the earning years, and in the event of the husband's 
earlier death a sum which would vary from rather more than half that amount 
in the first year o'f cover, and approach the full amount as the retiring age is 
approached-6ucll. endowment assurance policy could be purchased at a premium , 

• 
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equivalent to about 13 per cent. of his average annual income during the 
earning period. For example, taking the same three cases as before, the 
protection afiorded is brieBy-

A. Average annual income from personal exer
tion during active years-after making 
allowance for sickness, lack of employ
ment, &c ... 

F. Annual premium at 13 per cent. of income, 
saved to purchase an endowment policy 
as under''' .. . . . . . .. 

G. Available for immediate use 
H. (a) If the assured die in -the first year the 

policy assures immediate payment of .. 
(b) The amonnt payable will by rever

sionary bonus additions increase yearly 
during the life of the assured till at the 
retiring age (60 years) it will be 

J. There may then with this fund be purchased' 
two annuities in favour of husband and 
wife respectively, each aged 60 years, and 
yielding during their joint lives 

£200 

26 

174 

1,023 

2,013 

£174 

£500 £1,000 

65 130 

435 870 

2,558 5,116 

5,032 10,065 

£436 £872 

which is almost exactly equal to the average spending capacity (G) during the 
earning years. 

• 
(2) If the income earning period be taken to end at 65 years of age the benefits are 

less costly and the annual premium smaller. Instead of 13 per cent. as in the 
above example a premium equal to less than 10 per cent.-a shade over 9! per 
cent.-of the average income will suffice. The figures are;- . 

A. Average annual income from personal exer
tion during active years-after making 
allowance for sickness, lack of employ-
ment, &c. .. £200 £50Q £1,000 

K. Annual premium at 91 per cent. of income, 
saved to purchase an endowment policy 
as under.. .. .. .. 19 47'5 95 

L. Available for immediate use 181 452'5 905 
M. (a) If the assured die in the first year the 

policy assures immediate payment of . . 815 2,038' 4,076 
(b) The amount payable will by rever

sionary bonus additions increase yearly 
during the life of the assured '.tiIl at the 
retiring age (65 years) it will be . . 1,748 4,370 8,740 

N. There may then-with this fund be purchased 
two annuities in favour of husband and 
wife respectively, each aged 65 years, 
and yielding during their joint lives .. £180 £449 £898 

NO'1'B.-The proviaion in J. aDd N. ia .ucb that the survivor of the two annuitants will receive 
half the amount. respectively indicated after the failure of the lint life. 

26. These figures are not submitted as the basis of a scheine of national insurance but as 
a means of measuring with reasonable approximation the degree of differentiation which in 
practice may be regarded to exist between earned and unearned incomes. To the young house
holder on the threshold of life they may look like counsels of perfection but they serve their present 

• purpose if falling short of conclusive proof they indicate with some approach to accuracy the 
average degree of differentiation. It does not exceed 13 per cent. and is prob(lbly nearer 9 per 
cent. which is indeed almost e~actly the degree (10 per cent.) recommended by the British Commis
sion of 1920. Neither your Commissioners nor the members of the British Commission have 
produced any argument to impugn this or to support any other degree as a more accurate measure. 
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• 27. Examination of Operation of Estate Duties.-But this makes no allowance for the 

,encroachment on the income from property in consequence of the Estate Duty, as set out in 
Schedule No. I, and being part of the general system of taxation it should not be ignored. 
Inherited property taxed under the Estate Duty has already in all cases paid duty to an amount, 
far in excess of the 9 and 13 per cent., as the figures in Schedule No. 1 establish. Very small 
estates need not be considered, for the incomes from them standing along are not taxable. On 
estates the annual income from which is above the point of general exemption from Income Tax, 
the total tax paid by the income from property is in excess of that paid by incomes from personal 
exertion by from 37 to 65 per cent. The degrees of difierentiation established by the Estate 
Duty are already-without any differentiation in the In\9lme Tax Acf:r-.-<)onsiderably over 9 and 
13 per cent. ' 

• 
28. Life Interests.-There are some cases of incomes from propertr which have not been 

submitted to Estate Duty, such as the life interest mentioned by Sir Jos1ah Stamp and referred 
to in paragraph 11 of this Reservation, but they are 80 few in number and small in value that the 
expense of segregating and specially taxing them would probably not be warranted-but, if it 
were deemed expendient, they could be dealt with as exceptional cases, just as other sources of 
income are by necessity treated specially under the present Act. 

29. Taxation of Property Acquired by the Taxpayer.-A larger and much more important 
source of income which has not paid Estate Duty is that derived by taxpayers from the invest
ment of their own savings, and, with regard to these, I agree with, and cannot do better than 
repeat, the views of a former Chairman of the British Board of Inland Revenue :-. . . 

" The effect of a variation of the Income Tax would not be quite the same thing 
as an increase in the Death DutiM. For it would impose a special tax on savings while 
~till in the hands of the person who made the savings, whereas the Death Duties defer 
any special taxation (other than such as arises under the Stamp Duties) until the savin~s 
pass to some one other than the saver. Whether savings should be specially taxed ID 

the hands of the saver hardly falls within the region of a discussion relating solely to 
practicability. But here, practicability and expedience are so difficult to separate that 
it may be legitimate to ask why income that results from the double effort of earning 
and saving should be regarded as deserving of more onerous treatment than income 
resulting from the single effort of earning. It would surely be very inconsistent if the 
State, after encouraging savings by means of Post Office and other Savings Banks, were 
to penalize the income derived from such savings. . . . The principle is the same in 
whatever class and to whatever amount savings may be made, so long as they result, 
not from the operation of unequal laws, but from the successful utilization of equal 
opportunity open to \Lll, and from the exercise of foresight and prudence." 

30. Some other incomes are now derived from properties which, though inherited, have 
not paid Federal Estate Duty, because when these properties passed into the present holders' 
hands there was no Estate Duty Act in force. Under the law property and all the 
rights appertaining to it passed without interference----so far as the Federal Authorities were 
concerned-to the inheritor, and, the law as it stood having been complied with, he should be 
established in the same full enjoyment as his predecessor in title. The Income Tax Act should 
not be used as a means of imposing a retrospective Estate Duty prior to the date when these 
duties came into force. These properties, subject in all respects to the law as it stood at the 
time of transmission, should be regarded as in the same category as properties which under the 
law as subsequently altered have likewise complied with the law as It stands and borne Estate 
Duty. If in more affluent days the Estate Duties, which now reach 15 per cent., be reduced 
by, say, a third, and range to 10 per cent., will any privileges or exemptions from Income Tax be 
allowed to those inheritors whose estates paid toll at the higher rate? To any such proposal 
reply would be-Duty was collected at the rates current at the time of transmission, and no 
allowance can be made in respect of a subsequent reduction. The same attitude should be taken 
towards estates which passed from the dead to the living prior to 21st December, 1914. Since 
that date all estates exceeding £1,000 in value come under the Federal Estate Duties Act. 

31. While, therefore, I am of opinion that the principle of differentiation is one which 
'Should be retained in the system of taxation, I am also of opinion that differentiation in favour 
of income from personal exertion and against income from property should not be retained in 
the Income Tax Act. 
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32. Objections.:-An attempt is made in paragraph' 310 of the Report to depict the modest 
income-earner toiling and moiling for 40 years to secure an annuity for fourteen or eleven years. 
This is over-drawn-the object attainable is an annuity fixed in amount and certain in pay,aent 
from the sixtieth year throughout the whole period of life, however extended. The comparison 
is distorted in the same paragraph by assuming that the property-owner dies within a few 
months of entering into enjoyment and taking out a policy of insurance. "The property-owner, 
by setting aside 2.1 per cent. for possibly one year only," &c. If this shonld happen, all that 
need be said is that he made an excellent bargain with the Underwriters, and it may also be said 
with equal confidence that, if this were a common experience, the Underwriters wonld soon 
refuse business of this kind. That tb&y continue in the business and make profits from it shows 
such premature collapse to be extremely unlikely-so unlikely that experienced actuaries 
are prepared to accept a premium of £2 2s. 9d. as covering the risk of having to pay £tOO before 
another premium falls due. But even this extreme case tells against the imposing of difierentiation 

'in the Income Tax Act, for whereas in Schedule No. 1 it is assumed that the E~tate~uty is payable 
once in thirty years, in this case Estate Duty would be payable twice in two years, and the per
centage of excess as between Duty plus Income Tax' on the income from property and the tax on 
income. from personal exertion is much greater than the figures of the Schedule. If such an 
experience were frequent, the argument against Differentiation in the Income Tax Act in favour 
of earned incomes becomes still stronger . 

• 
33. Estate Duty considered as Anticipated Income Tax.-Against regarding Estate Duty as 

a deferred Income Tax it is pleaded (paragraph 312) that" the person who provides the annual 
insurance payments can never be the actual payor of the Estate Duty." Death relieves him of that 
worry, but he is not while alive relieved of the desire to leave to his children a capital estate equal 
in value to the estate inherited by himself. It is not material, from the revenue point of view, 
however, who pays the duty, so long as it is paid by some one, but this objection raises the question 
of incidence. :\3y whom are the death duties paid? and an even stronger case presents itself when, 
instead of treating the Estate Duty as deferred Income Tax (which, as mentioned in paragraph 
21 of this reservation, under-states. in many cases seriously, the burden of the tax), it is treated 
as an anticipated or commuted Income Tax. In this reservation the weaker case (itself strong 
enough to show that there is no need for difierentiation in an income tax in favour of income from 
personal exertion) is purposely stated first as paving the way for the stronger arguments which 
follow, when the Estate Duty is treated-and this is the more correct course-as commuted Income 
Tax. 

34. In the Report which he made to the Special Committee of 1906 (referred to in paragraph 
12 hereof), Sir Henry Primrose wrote :-

" For the purpose of the calculation of the annual tax on property which would 
be equivalent to the present occasional taxes on transmission' of property at death, it 
is desirable as a preliminary step to endeavour to determine the incidence of this tax. 
The Estate Duty has sometimes been regarded as a deferred Income Tax on the holder 
of property, payable at death, but this description, intelligible enough in the earlier 
years of the tax, while yet it has failed to touch the majority of existing estates, appears 
to the Board of Inland Revenue to give but a very imperfect view of the burden of the 
tax when its operation has been fully developed. The full measure of the tax can only 
be fully appreciated by looking at its effect on the person who succeeds to property 
on which Estate Duty has been paid. What the State does is at recurrent intervals to 
cut a slice out of the capital value of realized plOperty. It is therefore in its essence 
a tax upon persons who inherit, inasmuch as it diminishes the value of their inheritance 
by the share which the State takes for itself, as a condition of permitting the transmission 
of inheritance. The share of the State, like any other share, might be in the form of 
a capital sum or of an annuity. Under the present law it takes the form of a capital 
sum, and what we want to ascertain is the annuity which would correspond to the 
capital sum in each case. If the capital sum were levied once only for all time the 
burden on the Estate would be represented by a perpetual annuity corresponding to' the 
slice taken out of the estate." 

35. Let us interrupt to illustrate this by means of examples dealing with estates of moderate 
size, in which the rates prevailing in the Commonwealth are used. A very small estate is not 
shown, because, while it may be liable to. E41tate Duty, there may be no Income Tax at all, seeing 
the income from it may not reach the exemption allowed by tha& Act. Such a case is therefore 
unsuitable for comparison. . Very large estates are also not shown, because they are exceptional, 
and attention is therefore focussed on estates of moderate size, the transmission of which is more 
frequent. 
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36. Examples.-(l) A testator bequeaths to a beneficiary (B) all his property, worth 
(say) just over £10,000, on which the Federal Estate Duty at £2 10.. Od. per cent. amounta to 
£280. Assuming 5 per cent. to be the earning power of money, B's annual income, which would 
have been £500, is because of the duty paid reduced to 1486. The depletion is equivalent 
to a perpetual annual tax of £14. The tax on an income of £500 received from personal exertion 
by a single person is under the present Federal scale £16 7 7 
The personal exertion tax on an income of £486 is £15 11 10 
which added to the 14 0 0 

makes B's contribution to the revenue equal to an annual tax of .. £291110 

The effective rate of tax on the one is 7'862 pence and on the other 14'004 pence, that is, 78 per 
cent. in excess e£ the tax payable on an income of £500 from personal exertion. ' 

Example (2). The comparison is more striking in the more usual case of an estate left by a 
testator to a number of beneficiari~. For example, an estate worth just over £40,000 ,ill left in 
equal shares of £10,000 each to children A and B and to other relatives C and D. 

, On the £10,000 inherited by A (or B) the Federal Estate Duty at £517 •• 4d. per cent. 18 
£58613&.4d. Again, aBBuming 5 per cent. to be the earning power of money, A's annual incOme, 
which would have been £500, ill, because of the duty paid, reduced to £470 13s. 4d., the duty 
imposing upon A a differentiation equivalent to a perpetual annual tax of £29 6s. 8d. Applyillg 
the same comparisons as in the preceding example, the tax on £500 personal exertion income 
is £16 7 7 
The personal exertion tax on an income of £470 is £14 14 6 
which' added to the 29 6 8 

ma,kes A's contribution to the revenue equal to an annual tax of , . £44 1 2 

The effective rate of tax on the one is 7'862 pence, and on the other 21'148 pence, that is, 169 
per cent. in excess of the tax payable on an income of £500 from personal exertion: 

Example (3). On the £10,000 inherited by C (or D), the difference is more noticeable. The 
Federal Estate Duty at £8 168. per cent. is £880. C's annual income, which at 5 per cent. would 
have been £500, is reduc.ed to £456, the Duty imposing upon C a Differentiation equivalent to a 
perpetual annual tax of £44. Applying the same comparison as before, the tax on a personal 
exertion income of £500 is .. £16 7 7 
The personal exertion rate on an income of £456 is . . £13 19 4 
which added to the 44 0 0 

'makes C's contribution to the revenue equal to an annual tax of £57 19 4 

The effective rate of tax on the one is 7'862 pence, and on the other 27'824 pence, that is, 254 per 
cent. in excess of the tax payable on.an income of £500 from personal exertion. '. 

Example (4). If the estate 1;>e larger, the effects are more impressive. If an estate worth, 
say, £72,000 be left in equal shares of £12,000 to each of five children and a brother, the Federal 
Estate Duty at 10 per cent. is on each child's share £1,200. The child's income, which at 5 per 
cent. would have been £600, is reduced to £540, the Duty imposing on him a DifferentiatIOn 
equivalent to a perpetual annual tax of £60. Applying the same comparisons as before, the personal 
exertion rate on an income of £600 is . . . . . . . . . . £22 7 11 
The personal exertion rate on an income of £540 is £19 5 10 
which added to the . . . . . . 60 0 0 

makes his contribution to the ;evenue equal to an annual tax of £79 510 

'The effective rate of tax on the one is 8'9578 pence, and on the other 31'716 pence, that is, 256 per 
cent. in eXceBS of the tax payable .on an income of £600 from personal exertion. 
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Example (5). The Differentiation in the case of the brother is greater. On his inheritance 
of £12,000 the Duty at 15 per cent. is £1,800. His income, which at 5 per cent. would have been 
£600, is reduced to £510, the Duty imposing upon him a DllIerentiation equivalent to a perpetu&!. 
JUUlu&!. tax of £90. Applying the same comparisons as before, the personsl exertion rate of 
income of£600 is .. .. .. .. .. .. .. £22 7 11 
The persons! exertion rate on £510 is £17 16 3 
which added to the • . . . 90 0 0 

makes his contribution to the revenue equ&!. to an annu&!. tax of £10716 3 
I. 

The effective rate of tax on the one is 8' 9578 pence, and on the other 43 '109 pence, that is, 381 per 
cent. in excess of the tax payable on an income of £600 from personal exertion. 

r. 

37. These examples may be tabulated :-

BJ;;.tnple. 1. 2. 3. 4. 5. 
--------. 

A. Value of estate oo oo oo £10,000 £40,000 £40,000 £72,000 £72,000 

B. Inheritor' •• hare oo oo oo £10,000 £10,000 £10,000 £12,000 £12,000 

C. Duty paid on .hare oo oo £280 £587 £880 £1,200 £1,800 

D. Net share left oo oo oo £9,720 £9,413 £9,120 £10,800 £10,200 

E. Income from B oo oo oo £500 £500 £500 £600 £600 

F. Tax on E oo oo oo £16 7 •. 7d. £16 7 •. 7d. £16 7 •. 7d. £22 7 •. lid. £22 7 •. lid. 

G. Income from D oo oo oo £486 £470 £456 £540 £510 

H. Tax on G oo oo oo £15 1I •. IOd. £14 14 •. 6d. £13 19 •. 4d. £19 5 •. IOd. £17 16 •. 3d. 

I. Interest on d~ty (C) . . .. £14 £29 6 •. 8d .. £44 £60 £90 

J. Total (H + I) . . . . oo £29 1I •. IOd. £44 lB. 2d. £57 19.: 4d. £79 50. IOd . £10716 •. 3d. 

K. Effective r..:te of tax nn E in pence oo 7·862 7'862 7'862 8'9578 8'9578 

L .. Total effective rate per £1 (H + J) 
14'004 21'148 27'824 31'716 43'109 ID pence .. . . oo oo . 

If F (the tax payable .t peracnal exertion 
ratee on the income of the •• tat. intact) 

• 
equals lOO .. oo . . 100 100 100 100 lOO 

• 
J (the aggregate amount equivalent to 

estate duty and tax on income of the 
reeidue) i. equal to oo oo 178 269 354 356 481 

38. Estat. Duty considered as Commuted Income Tax.-In these examples the amounts 
paid as Estate Duty have been treated for simplicity's sake as inexhaustible principal, and the 
annual usufruct only has been taken into account as equivalent to Income Tax. Estate Duties, 
however, though less regular in their visits than Income Tax, travel in an orbit of their own, and 
return at uncertain intervals, and it would be more accurate to treat the fund as exhausting' 
itself over the average interval of successions-generally taken as 30 years-that is, to treat the 
Estate Duty as equivalent to thirty conunuted annu&!. payments. Consequently, Sir Henry 
continues- . 

. " But the levy is not single. It is recurrent-at intervals of which the average 
is reckoned at 30 years. Therefolf, the inheritor of an estate, unless he is to contemplate 
t.he gradual whittling away of the property during succeeding ~~!~tions, must charge 
himself with the task of replacing the slice by which it has been . . . shed on his succes
sion. Thus an inheritor has to suffer not only the loss of income from the slice taken 
out of his inheritance, but has also, BC to speak, to establish a sinking fund which will 
replace the slice in thirty years." 
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39. Dealt with in this way, the results more accurately express the true position, and 
the Differentiation is more marked. The following Schedule shows the examples which 
were dealt with as deferred' Income Tax in Schedule 1 (paragraph 19), and the foregoing five 
examples, all treated as commuted Income Tax on the avergae interval of 30 years. The twelve 
examples in the first Table assumed that in each case the estate undivided was bequeathed to one 
beneficiary-in which case the relative duty would be lighter than if an inheritance of ~he same 
value were received as part of a larger estate. Such transmissions are comparatively rare, and 
the more customary division of, an estate is among children and other relatives or 8trangers. 
Examples showing the operation of Duty in such cases have, therefore, been included, the same 
cases as before being now used to illustrate four distinct transmissions, viz. :-

Where the whole estate is inherited by one per80n
(a) a wife or a lineal descendant; 
(b) a person other than a wife or lineal descendant. 

Where the whole estate is divided into four shares, of which one or more shares are 
inherited by-

(0) a wife or a lineal descendant; 
(d) a person other than a wife or lineal descendant. 

One estate, No. 11, valued at £72,000, is shown as divided into six shares. 

TABLE IlL-Example showing in column 5 the annual payment for thirty years, which, 
commuted at 5 per cent., would equal the Federal Estate Duty paid by the inheritor and 
in column 8 the resulting effect in total annual tax. 

XO, 

I A-D 
I B-R 
I C-D 
I D-R 

2 A-D 
2 B-R 
2 C-D 
2~R 

3 A-D 
3 B-R 
a r_D 
3 D-R 

4 A'-:D 
4 B-R 
,:C-D 
4D-R 

5 A-D 
5 B-R 
50-D 
5~R 

6 ~-D 
6 fl-R 
6 C-D 
6 D-R 

7 A-D 
7 B-R 
7 C;-D 
7 D-R 

R A-D 
8 B-R 
80-D 
8D-R 

I 
1- " " 

Total I Tot.1 Annual 
Veil)!.' 01 Vnlut' of Incomf'at 
E~tAIt>. f.lltnt(' 5 IJer e{'ut. 
- I d"voh'injf trom IIMrl' 
Just, upon ot ERtat(! 

o\"I'r- T:l.XpR)"<'r. (intact). 

£ 
3,000 
3,000 
3,000 
3,000 

5,000 
5,000 
5,000 
5,000 

8,000 
8.000 
8.000 
8.000 

10,000 
10.000 
10,000 
10,000 

15,000 
15,000 
15,000 
16,000 

20,000 
20,000 
20,000 
20,000 

30,000 
30,000 
30,000 
30,0001 

40,000 
40.000 
40,000 
40,000, 

£ 
3,000 
3,000 

750 
750 

5,000 
5,000 
1,250 
1,250 

8,000 
8,000 
2.000 
2,000 

£ 8, d, 
MO 0 0 
IflC) 0 0 
37 10 ~ 
37 10 v 

250 0 0 
250 0 0 

62 ~O 0 
62 10 0 

400 0 0 
400 0 0 
lOO 0 0 
100 0 0 

10,000 600 0 0 
10,000 600 0 0 
2,500 125 0 0 
2,600 125 0 0 

15,000 750 0 0 
15'~ 750 0 0 3,750 187 10 0 
3,760 187 10 0 

20.000 1,000 0 0 
20,000 1,000 0 0 

5,000 250 0 0 
5,000 250 0 0 

30,000 1,600 0 0 
30,000 1,600 0 0 

7,500 375 0 0 
7.500 375 0 0 

4O,()()(l 2,000 0 0 
40,000 2,000 0 0 
10,000 600 0 0 
10,000 500 0 0 

4, 6, 

Jtlclae Duty, 

Amollnt 
palll hy 

Inhf'ritor 
on hili 

share of 
E~t"te, 

£ 8 d, 
28 0 0 
42 0 0 
700 

10 10 0 

60 0 0 
90 0 0 
15 0 0 
22 10 0 

El"fl.) to 
the ollowlfUI: 
tmm8 pnyabl", 
ano1l811y for 

30 YI.'&r& 
commuwd at 

I; per cent. 

£ 8, d, 
I 16 6 
2 14 8 
091 
o 13 8 

3 7 10 
5 I ~ 
o 16 11 
I U 5 

128 
192 

32 
48 

o 0 866 
o 0 12 9 10 
o 0' 2 I 8 
o 0 326 

186 13 4 
280 0 0 
46 13 4 
70 0 0 

380 0 0 
570 0 0 
96 0 0 

142 10 0 

12 2 10 
18 4· 3 
3 '0 8 
4 11 I 

24 14 5 
37 1 7 
637 
955 

640 0 0 41 \2 8 
960006290 
160 0 0 10 8 2 
240 0 0 15 12 3 

1,360 0 0 88 9 4 
2,040 0 0 132 14 2 
340002224 
510 0 0 33 3 6 

2,346 13 4 162 \3 0 
3.520 0 0 228 19 7 

586 13 4 38 3 3 
8800057411 

6, 

Income Tax 
at P.R. Ratt! 
payable by 
Inheritor 

of IncolTIP 
from "hare 
of Efltate 
(It'IQ Duty 

pR Id). 

£ 8, d, 
I 6 I 
I 5 7 
Nil 
Nil 

4 11 7 
4 10 4 
Nil 
Nil 

10 16 3 
10 13 0 

Nil 
Nil 

15.17 4 
15 11 10 
o 11 11 
o 11 0 

29 16 9 
29 4 9 
275 
2 5 10 

45 12 6 
44 9 4 
474 
4 410 

85 4 3 
81 18 5 
9 I 3 
8 15 11 

134 11 ~ 
127 12 1) 

14 14 6 
18 19 41 

7, 

Total 
Annual 

Paynll'nt or 
Pfjui\'slrot 
(('olumll:i 

l)hl8 Q). 

£ 8, d, 
327 
403 
091 
o 13 8 

7 19 5 
9 12 0 
o 16 11 
155 

19 2 9 
23 2 \0 
2 1 8 
326 

8, I ., 10, 

Effective 

Incomo """'01 Tax In 
Tax at E't('t'8IIot Colllmn 7 P,E. Itnt,fOt eolumn 7 l1er £1 'Pap,hl .. 

on 'nenrnl' over 01_ 

Ihnwn In ! ('olumn 8. AIIOIl&i 
Incotru! ('nlumn S, IIhoW'n In 

('olumn a, 

• 
Pence 

£ 8, 4, £ 8, d, per £1_ 
I 7 6 I 15 I 5-
1 7 6 2 12 9 8'42 

Nil 0 9 I 2'9 
Nil 0 13 8 4'37 

4 14 I 3 5 4 
4 14 I '17 11 

7'652 
4'216 
3'24 
4'88 

Nil 0 16 11 
Nil I 5 5 

\I 2 8 
11 2 '8 

Nil 
Nil 

8 0 I 11'482 
I2 0 2 \3'885 
2 I 8 6-
8 2 6 7-5 

\I, t 12, 
Uthe 

I\mounhln 
Colnnlh 8 

Efft"ctlvfI and tht" • 
lLnte of Rat.t,.1I In 
Tu In t'oJumn II 

COhUlllI 8 00 each 
Pl'yahle equal to 

on whole 11)0, Hw 
llU'omo U amol1ntllln 
df'rlvl'd ('olunl() 7 

from and 
P(>J'IIOool Ratf'1 In 
Ib.l·rtlon. ('olumn J 0 

arlP ('qual 
t~ 

Pence 
per £\. 
2'2 
2-2 
Nil 
Nil 

4-616 
4-516 
Nil 
Nil 

8-88 
8'68 
Nil 
Nil 

227 
292 

169 
204 

172 
207 

28 0 2 16 7 7 11 12 7 
33 16 I 16 7 7 17 8 6 
3 12 7 0 13 3 2 19 4 
50101334810 

1~'444 7'862 
16'226 7'862 
8'968 1'272 
9-608 1-272 

171 
208 
1147 
766 

64 11 2 BO 19 10 23 11 4 
66 6 4 30 19 10 35 6 6 

8 11 0 2 10 2 6 0 8 

17'458 
21'221 
10-944 
14'8 111132102911 

87 5 2 47 19 9 89 5 6 20 '942 
108 I8 4,4719 9 6818 7 25'66 

14 15 6 4 14 I 10 I 6 14'184 
19 17 I 4 14 I 15 3 0 18'94 

173 13 
214 12 

31 3 
41 19 

287 4 
356 11 

52 17 
71 4 

7 91 19 7 81 14 
7 91 19 7 122 13 
7 9 18 10 21 4 
691810320 

o 27'788 
o 34'341 
9 19-95 
7 28'86 

4149 
7149 
9 18 
3 18 

5 11137 18 6 
611207 58 
7736102 
7764168 

34'466 
42-79 
!6'386 
34'102 

9'9173 
9'9173 
8-2106 
3'2106 

11'617 
11'617 
4'618 
'-616 

14'7166 
14-7166 
8'3628 
6-3626 

\7-9163 
17'9166 
7-862 
7-862 

176 
214 
340 
tIlO 

181 
222 
314 
419 

188 
233 
313 
422 

1112 
223 
323 
4U 
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TABLE III.-continued. 

I, ., 3, ., 5, 7, 
., ., 10, 11, 10, ., It tlle 

amountliln 
£xcUo Duty. Column 8 

Bfr(dtvc Etfect.ivo and t.he 

Rate of Rate of Ratca in 

Tbtbl Total AnnUAl IlIoome Tax Total 
, ...... 

Tax" 
Tax Iq l'~~:':a~hl1 n.t P.E. ltate Tnx ut ('"IOmD 8 

Vllhlt' (11 \'1\1110 of Incomelllt Eq:!,"' to payablo by Annual P.D. Rate Kxce .. of C>olurun 7 p8,rai:lle i~::'Il:h~ . BltGhJ, eltt,ft'" I pf'.r Glllt. Amount. thl' fa o~1nA JD.b~r1oor 
PII.Ylneqt or "'l;"b!· Column '1 rIOt £1 on whole 

No. - u6volvl1l8 from sbarc paid by IlUDWI payabl oIilloomc <'quivulent .n ...... OVflr otnoh lll(!omo if amounts In 
I"" . - ot""" .. Inhf!rltor annually 10r from share (Column 6 shown In CoIamn a. Annual . d<'rlvt'd Column .. o\'er- Toxpayer. (Intaot). plus 6). IlK'OlDC 

on hie 80 fe&n or E.UlW Uolumn3. lIhawn ID from aud 
Hhoro Or eomtnnted at {Jeall DI~ Column 3. Prr80nal Ratf'lIlu 
lloItate. 5 lUll unto paid}. lWr.ortlou. Column 10 

- MC equal .. I<>-

Peooe Pen .. 
£ £ £ ,. d. £ ~' ~ £ •. d. t 8. d. £ 8. tI. £ ., ~ £ 6. d, per £1. per £1. 

9 A-D ao,ooo SO,OOO ~,600 g 0 3._ 284 3 8 lilt 19 • '427 8 2 19 18 11 207 4 3 " '007 21'1148 194 
91l-R 60.000 1i0,ooo 2,500 0 5,400 o 0 351 5 7 IS7 4 '4 53S o 11 219 IS 11 31S 11 0 61 '696 21-1148 244 
90-D ao,ooo 12,/;0() 62b 0 0 91)0 0 0 58 10 )\ 21 2 7 '9 IS 6 29 14 11 55 18 7 30'595 9'1:: 335 
U v-a 30,000 U,600 616 0 0 1,360 0 0 81 16 a 19 13 II 107 10 4 18 I'll 83 16 5'41'286 9'11 452 

10 A-D @tI.OOO 00,00( 3,000 0 ( 5,120 0 0 1133 I 4 259 5 3 5'92 • 71108 18 6288 ~ I 47-SS6 24'SI. tu 
10 B-R 00,000 6O,t)(){) 3,000 11 0 7,68Q 0 0 _ 11 I~ »38 4 10 ~37 18 830S 18 6.aS 18 2 59'026 24'314 142 
10 C-D 60,000 15,000 750 0 0 I,2SO 0 0 S3 5 4 27 3 7 llO 8ll 30 19 10 79 0 1 35'~~ 9'9173 356 
10 D-R 60,000 16,000 760 0 0 1.920 0 0 134 17 11 25 7 0 150 411 30 19 10 119 5 I 4g'\T7 9'91~3 4'!.l 

II A-D VS,OOO 72,000 8,000 0 ( Uoo 0 0 (68 , j 8(6 19 5 817 6 94.22 611 395 010 5&'489 28'153 ,193 
11 B-R 72,000 72~OOO 3,000. 0 0 1(\800 0 0 702 11 0 314 18 I~ 1.017 9 0'22 III 595 3 I 67'83 28'153 241 
11 C-D 72,000 \2,000 600 0 0 1,200 0 0 7lI 1 l~ lU 51 ' 97 7 I 22 '11 7419 2 38'941 8'9583 434 
11 D-R 72,000 12,000 600 0 0 1,800 0 0 11' I I 17 16 3 114 18 IU VU 112 to 2 58"61 "0683 602 

12 A-D SO.OOO SO.ooo 1,000 0 0 8,000 0 0 fiIlO 8 8' 4l!t at! Ma 14 1611 I' 8400 141 8 56'M2 '30·7125 184 
13 B-R 80,000 80,000 4,000 0 o 12,000 0 0 7SO 12 4 380 14 2 1,161 6 6511 17 6640 0 • 69'679 30'7125 227 
12 C-D 80,000 20,000 1,000 0 0 2,000 0 0 130 2 1 40 15 10 170 17 11 47 19 9122 18 2 41'015 H'517 35ff 
12 D-R 80,000 20,000 1,000 0 0 3,000 0 0 195 8 I 37 7 10 232 10 11 47 10 91;\4 11 I 55 'Sll 11'517 484 

13 A-D 100,000 100,000 5,000 0 o 10,000 0 0 650 10 : 635 16 11 1,286 7 : "3 2 :g 502 4 4 61'74" 37'1109 166 
13 B-R 100,000 100,000 6,000 0 o 15,000 0 0 975 IS 572 'Ill 1,541 ID 173 8 I _16 , 74'302 37'H09 200 
13 C-D 100,000 2~::' 1.250 0 0 2,500 0 0 162 12 7 57 13 I 220 6 ~ 68 ~ ! 161 10 " 42'29 13'H68 322 
13 D--R 100,000 25, 1,250 0 0 3,750 0 0 243 18 10 52 14 5 296 13 3 68 228 {I 11 56'.91 13'U68 433 

,40_ It may be convenient if the comparative results of these examples be tabulated 
thus :-.. 

If ineaoh <lIUIII the. eHwti\>'e mtJe of income tal[ on the wlIoIe income (column 11) be WO 
the effective rate of the total annual equivaJent of estate duty and income tax paid hythe 
inheritor (column 10) on the several Estates inherited is as follows :-

• 
n lIlItatll " lnMrlto& b}"--

1'0t ... VaS.1II or E.LuU" One P .. I004- FolU' PetllOlllt--
• . 

JII,t ovar-
W'bo " Ilot .. Uual !D tIII ... ·cM _ ·talmrtbor ln1hn~ of AD 11Ibarttor .... \VhGf. allnaat.lJt\!bIda" delWlendant. who le a lineal deeoeDdu't. I, Dot a lineal dCl!Cendant. 

A, 11, C, D, 

, , 
S;OOO .. .. 22t 292 No Income Tax 
5,000 .. .. 1~9 204 Ne 1,,_ Tax 
8,000 .. .. IU OOT No l.nCOIWI Tu 

10,000 .. .. lil 206 1i17 1m5 

15,000 .. .. 176 214 340 460 
20,000 .. .. 181 222 3140 4111 
30,000 . , .. 188 233 313 422 
40,000 .. " 192 223 323 434 

IiO,OOO 
" .. t9t ~« S85 452 

00,000 .. .. IS( 242 3!i6 484 
I!O,OOO .. .. 184 llS7 $6 484 

100,000 .. , .. 166 200 322 £33 

bnging " .. froln 166 to 227 from 200 to 292 from 313 to M1 from 4111 to 755 

Obe Pena- SixP...w..- .. . 
'1'2,000 .. 

,,' 
11111 I ,241 4M 

1 
' 602 

1'.l~,-7 
.. ' .. . ... '-
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41. Further Conaiderations.-One would think this were differentiation enough, but even 
yet the whole has not been told, for- . 

(1) Of the 52 examples tabulated, 26 are estates which are lUlSumed to pa.ss from the 
holder to a single beneficiary-an unusual case-whereas most estates pass into the hands of 
several beneficiaries. This involves a noticeable alteration in the incidence of the taxes 
and the comparison between the total levy on property incomes with that on personal exertion 
incomes. The other 26 examples where the estates are left to four (in one c;ase, six) beneficiaries 
are most closely typical of actual experiellf6. In cases when wider disllersais are made the 
rate of estate duty is not reduced but the rate of income tax on the less mcome of the smaller 
shares is aTso less, and the degree of differentiation is substantially increased. Case No. 11 
illustrates this. 

(2) It has been a88umed in each of these cases that the inheritor is a single person without 
depeJVlant. If he were married or. had a dependant the Es~te duty would still be c.harged at 
the same rate, bllt the taxes on his own and the contrasted mcomes would be reduced because 
of the joint action of an increase of the exemptions allowable and the lowering of the range of 
the incomes. If the inheritor ·be married or have a dependant the contrasting figures in column 
12 would be increased. 

(3) Numerous items are in the capital pa.ssing at death and taxable for Estate Duty that 
have been wholly or partially unproducqTe of income liable to Income Tax and some of these 
may continue unproductive in the hands of the inheritors, for example :-

Cash in house or in bank at time of death. 
Idle land. 
Insurances. 
Pictures, statuary, jewellery. 
Libraries and other household goods. 
Expectant interests. 
Income due, but not yet collected. 

All of these swell the value of the estate on which duty is paid and increase the degree of 
differentiation. . 

(4) The capital value of the estate ·may also (if the deceased were domiciled in Australia) 
include personal property in other countries, the income from which is not subject to tax in 
Australia, but the whole of the personal property swells the estate and increases the Estate Duty 
payable here. . . 

It is evident that the comparisons shown in the Third Schedule--severe and striking as 
they are--are not exaggerated; they are rather under-stated. 

42. Saving in Administrative Expenses.-Wl4le cost of administration alone should not 
. influence judgment on this question, it is worthy of notice that the adoption of one scale of rates 
and the exclusion of differElntiation from direct action in the Income Tax Act w.ould substantially 
reduce the worries of the taxpayer and the expense of administration. As to the latter the 
Federal Commissioner stated :-

" The cost of collection per assess~ent may only be correctly appreciated after a 
minute study of the law under which the cost arises. The simpler the law the lower the 
cost of collection pex asse88ment. The more complex the law (e.g., differential treatment 
of various classes of income, whether by exemption of some and taxation of others, or 
difference in method of taxing different classes of income .) the more costly 
will each assessment be, owing to the increaseq necessity for vigilance by the Depart
ment to see that neither the taxpayer nor the revenue is unfairly dealt with." 

A large number of the returns lodged now include both claSBes of income, and to SOIDC extent 
each becomes in effect two returns, for particulars of the income from property and its relative 
deductions have to be compiled separately by the . taxpayer and deali with separately by the 
Department from the income from personal exertion and its deductions. In many cases the 
-general exemptions may cause one of them to be non-taxable, but at the initial stages each 
one of them must be treated in its two aspects. After all such returns have been weeded 
out, there still remain a large number which have' to be a88eSBed in respect of both claSBes 
of inoome. Of the total individual R88e88ments (omitting a88e88ments of Companies and 
Lotteries) made in 1918-19, 331,760 separate a88e88ments were made in respect of composite 
incomes, and only 264,662 in respect of one claSB taxpayers. If one rate only obtained 
. a.nd differentiation disappeared from the Act, 165,880 of these a.ssessments would not be 
required, ID addition to the large saving-how large is not known to us-which would a.rise 
trom the earlier blending of so1JI,ces where now they have to be separately dealt with till one 
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proves on investigation to be non-taxable. On the other hand, the dlll'erential method recom- -
mended in the Report, which is in neither scheme nor measurement founded on sound 
principle, introduces a further element of complexity into the Act, for the differentiation diminishes 
at £1,500 with each £1 of income, and runs quite counter to the public demand for simplicity. 

43. Comparisons;-These Tables and comparative statements and the comments thereon 
do not imply any criticism of the collecting of Duty on the estates of deceased persons, or the 
structure of the Estate Duty Act or its rates, which axe acpepted as they stand, and assumed to 
be just and reasonable. The object of the examples is solely to show the powerful action of these 
Duties when expressed in equivalent terms of Income Tax in creating well-defined and broad 
differentiation between the tax burdens borne by incomes from property and those borne by 
incomes from personal effort. 

44. Conclusion.-For the alleged precariousness of earned incomes, as compared .with the 
permanence of incomes from proparty, it is manifest that more than ample differentiation in 
favour of the former already exists in other parts of the system of taxation, and there is lacking 
any justification for accentuating it by making further differentiation in the Income Tax Act, 
itself. Public demand (if it exists) for such a provision would be tempered if the action of the 
Estate Duties in burdening capital and the income from capital were realized. The conscience 

. of the people, enlightened as to the facts, would indorse the inevitable conclusion from these 
figures that from the point of view of equitable dealing no substantial reason exists why 
differentiation in favour of incomes from personal exertion and against incomes from property 
should be made a general feature of an Income Tax Act in any system of taxation which includes 
a heavy tax on inheritance. . 

45. I therefore respectfully Recommend ;-

(1) That the principle of differentiation be excluded from direct operatio!l in .the 
Income Tax Act, and that there be not observed in this Act any distinction 8,8 

between one class of income and another. 
(2) That all taxable incomes, whatever be their nature, be assessed in accordance 

with one scale of rates. 

JOHN JOLLY. 
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GRADUATION. 

RESERVATION. 

''''bile concurring in part of the Reoommendations made in the Report 011. the abo"ll 
subject, we desire to submit the following statement:-

2. Extent 01 Concurrence in Recommendation. of Report.-We concur m the Reeom. 
mendations of the Report to the exten.t of-

(a) The adoption of one scale of rates .instead ofebe two scales now in torce for 
personal exertion and property respectively. 

(b) The adoption of a straight line progression, with regular increasell of rate as the 
income rises. (This, indeed, is already in force in the Commonwealth Personal 
Exertion Scale, but the fraction chosen for the progressive inCl'llase is an 
inoonvenient one.) . • 

(c) The adoption of a commencing rate of 5d. (There is no special principle involved 
in the recommendation of this figure, but it is the present commencing rate
it appears to us a reasonable rate-it represents very closely the average of 
the commencing rates of all the State Income Taxe&.,-it appears to be suitable 
for present Revenue needs--and taxpayers have become accustomed to it. 
We wish to be understood, howe\,er, as concurring with this commencing rate 
on the understatlding that any increase or decrease of that tate shall normally 
be made only as part of a percentage mo1'ement up or down of the whole line 
of progression. See paragraph 6.) 

3. Desirable CharacteriStics of a Line of Prog"tl!$slbtl.-The fltst essential, we consider, is 
the ;regulfIJ: movement of inorease with each 8uclle88ive £1 op to the point whllre the gradient 
must be reduced, because (if for no other :reason) it is oonsidered .that to continue it would tend 
to.check enterprise and dry up the sources of income. The characteristio of regular increases is 
common to the scale prescribed by the present Act in relation to personal exertion incomes and 
to the scale reoornmended in the Report. The scale dealt with below (paragraph 5) is also of 
precisely the same type. The most important of the remaining characteristics of any decimal 
scale of graduation is simplicity. The highest practical test of simplicity in this connexion is 
that the fractional parts of a penny represented by the decimal scale shall also be capable of 
expression as common fractions in terms of a coin of the realm. There are only two scales which 
comply with this condition, viz., one which increases at the rate of id. per £100 (which is the 
scale recommended in the Report) and one which increases at the rate of 1d. per £100. The 
l~tter scale is cited in the Report (paragraph 332), but apparently for the purpose of underlining 
the importance (which may easily be exaggerated) of considering the rate applicable to the highest 
£1 at any point of income, as well as the average rate over the whole of the income. 

4. Revenue Necessity for Frequent Change of Rales.-The experience of the movements 
which have become necessary under the present Commonwealth personal exertion scale of rates 
and Under the scales'imposed by State.statutes show that no scale'is likely to produce the exact 
revenue required to meet the changing conditions of successive years without some adjustments. 
It is, therefore, necessary to look at any suggested scale of progression with this aspect clearly 
in mind. The scale of rates recommended in the Report, increasing by id. per £100, or 1/200d. 
per £1, is a much lower scale than that of the present personal exertion rates. It is, therefore, 
obvious that it could ouly' be adopted at present, subject to a large percentage increase being 

. made. In our opinion, that increase would not be less than 50 per cent. The result would be 
. that the initial commencing rate would rise from 5d. to 7ld .• and the fractional increase 
throughout from id. per £100 to Id. per ·£100. A scale commencing with 5d. and ascending 
by 1/100d. per. £1, or 1d. for each successive £100, would, if adopted without any percentage 
<hlduction, certainly produce more than the present revenue. That scale hll8 the advantage over 
the one reoommended in the Report of a higher degree of simplicity, but the suitability in other 
respects of either scale must, we submit, be judged chiefly in its relation to the incidence of the 
tax. 

• 
5. Incidence of the Tax.-The incidence of any proposed scale of graduation is, we submit, 

the most important issue to be oonsidered. We have already pointed out that a rate of 5d. plus 
1/200d. per £1 would need probably at least 50 per cent. increase before it could be expected 
to produce approximately the present revenue. If, instead of adopting that scale, the scale based 
uI10n 5d. plus 1/100d. per £1, or 1d. per £100, were adopted, a percentage deduction could no 
doubt be made, in order to produce the required revenue. If the low.er line were increased by 
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]50 per cent. and the higher line were deer.as •• by 11~ per cent., 'the lines so swung upon their 
pivots would intersect-that, is, would carry the same ra,te of tax-at an . income of £4,500. 
(See Graph Appenrlix No. 9.) The important difference between the two lines as thus respectivllly 
increased nnd del'reased (!\8IIunllng, a8 we think is the oose, that they would produce approximately 
tbe same revenue) i.e in tbe ,fleet each would have upon the distribution of tax·burdens below 
and above tbe IilOint at which they intersect (£4,500). The lower line increa.sed by 50 per ~~nt. 
would have a.n UJitial or commeI\Cmg rate of 7.5d., while the higher line reduced by 17! per cent. 
w91Ild have aJ;l initial or commell,Cing rate of 4.125d.-that is, the commencing rate 'if the l!>wer 
ecale rlus 50 per cent. were adopted would be about 84 per cent. higher than if the higher seale 
less 17! per ceut. were chosen. This .9leans that .be adoption 01 the lower line;'as recomm.endlld 
in th, Report. would hav. th, il11mediate effect of throwing a eonsiderab1y increased burden upon 
lower incomes. The:final responsibility of detetmining where the heavier burden of taxation 
shall lie is, of course, not upon our shoulders, but we are concerned with attempting to make clear 
the el'fect of any change recommended, particularly with regard to the two linea in question, one 
or other of which must apparently be adopted, if it is desired to introduce- . 

(a) A decimal progre\!Sion ; 
(b) The aUnplest form o,f decimal pr9gressi9n, that is, one capable of ext>ression 

!IIso as a common fraction in terms Qf id. 91 1d. 

Of the two, the line expressible in terml! of id. is rather Bimpler, and, as we have already shown, to 
meet present needs it could be used by way of percentage deerease, thus sOlllewhat diminishing 
the burden upon lowm' incomes, while the adoption of the lower liRe with its necessary percentage 
inorease would have the opposite effect. A further fact bearing upon the question of incidence 
is that, if the Recommendations made in the Report under the heading "Differentiation" be 
adopted, incomes derived from property will be considerably relieved of tax, and this relief must 
lIfcessarily be at the expense of incomes derived from personal exertion. In these days, when it 
is the exception f~ large businelllles to be conducted otherwise than as Companies, it is reasonably 
certlUn that personal exertion incomes make up the larger part of the" lower" incomes-say, 
up to. £4,500, the point at which it is recolI)1Dended Differentiation should cease. It seems 
clear, therefoN, that it is the 10wl\1 incomes which would be&r the larger part of the Ilxtra burden 
of which property incomes WQuld be relieved. 

6. Adjustment by Alteration of Basl.-One of the modes of altering the weight of taxation 
8uggested in the Report i8 that of an "e.rbitrary deduction from or addition to the commencing 
rate, now ISd., independently of any percentage movement of the whole line Qf progression, and 
it may be said that by the use of this device the heavier incidence upon lower incomes which 
would be Caused by the adoption of the line recQlllmended in the Report might be ·at least 
partially QVm'come. We suggest that this mode 9f alterati9n'js ulldesirabl~it would cause an 
added coml?lication-it would alter the character of the line of progression, which would cease 
to be a straight line-it i.s inconsistent with the major Recommendation and with the whole tenof 
of the Report-and, in our opinion, it is unnecessary. It may be added that it would render 
useless a Ready Reckoner based upon a line of regular progression. 

• 
COliCLUSIOliS. 

7. To eomplywith the very wide public demand for simplicity of graduation, the choice 
appears to lie between two forms and two only, viz., what is known as the Step System, briefly 
re.ferred to in the Report (paragraphs 330 and 331) and the straight line progression (changing 
With each £1 9f income) of parts of a penny, amount.ing in each £100 either to id. or 1d. There 
are, we think, good reasons for preferring the straight line progre8sion to the Step System, and, 
if the straight line be accep~d, the choice is, we submit, between the two lines just mentioned. 
The advantage from the point of villW of simplicity lie~ with the line movin~ by 1/1ood. for each 
£1 of additional income. FrOI11 the point of view of incidence of tax, if it IS desired to diminish 
or not to increase the burdens upon the lower incomes, the line based upon the scale moving in a 
progression of 1/100d. per .£1 should be preferred. If, on tha other hand, it is desired to diminish' 
or no' to increase the burden upon higher incom.es-those inoomes, say, above £4,500, the point 
at which the Report recommends. that Differentiation should eease-the line based upon the scale 
moving in a progression of 1/200~. per £1 should ba preferred. 

8. This statement of the principal factor to be considered in the determination of the 
ilCILllI to be adopted is, in Qur opinion, sWliciellt to show that al). unconditional recOlllIDendation 
of a particular scale i.e outside our function, 

W. T. MISSINGHAM. 
S. MILLS. 
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GRADUATION. 
RESERVATION TO PART. 

1. I accept the principles laid down in the Report as to the bll8is of graduation in Income 
Tax, but am unable to accept the expression of those principles as demonstrated in the line of 

. graduation recommended therein. 

2. An examination of the line proposed in the Report shows clearly that it is not pure 
graduation, but a combination of graduation and a fiat rate. The commencing rate of 5d. being 
applied to all incomes becomes a fiat rate on every £1 of income and the graduation is added to 
this fiat rate. This is very unfair to the small incomes, for a fiat rate is not equitable at all and 
could not be recommended, and the addition of a graduation does not remove the injustice of 
the fiat rate. 

3. The theory of diminishing utility (accepted in the Report) means that the taxable 
capacity of each succeeding £1 of income is greater than the preceding one. Therefore, if the differ
ence in taxable capacity between the 10th and 11th £ of income is expressed by the graduated line 

. (expressed in the report as '005), then there is no reason why the difference of £1 at the com
mencement of taxable income should not be treated in a like mauner. The first £ of taxable 
income is in the same relation to no taxable income as £11 of taxable income is to £10 of taxable 
income. In both cases the taxable capacity is £1 better than the other, and the rate of progression 
should be the same, or, if not the same, should be greater between the 10th and 11th £, than 
between £0 and £1. The method recomm~ded in the report is equivalent to an advance from 
Od. to 5d. on the first £ , and only.' 005 difference on an additional £1 of income at any other 
point. The first £ of taxable income is, therefore, overloaded, and this makes the incidenoe of 
the tax harsh on the small incomes. . 

4. If the line of graduation commenced atO and was carried at whatever angle was necessary 
to obtain the necessary revenue no injustice could be done to any incomes, as each would bear 
its relative burden in accordance with requirements. If small revenue was required then the 
line would be nearer horizontal, and if large revenue was required the line would be more erect and 
necessarily take the greatest toll from the large incomes. The angle of the line would be 
det~rmined by the amount of revenue required with equitable incidence in all cases. The line 
recommended in the Report will not produce lhe present revenue from Income Tax, and it will 
therefore be necessary to add a percentage of about 50 before the present revenue is reached, 
and this would mean an assumed taxable capacity of 7!d. in the first £ of income, thus accentuating 
the injustice to the small incomes. 

5. In order to arrive at the line of graduation, it is necessary to arrive at what is considered 
the maximum taxable capacity on the last £ of income, and ascertain at what point of. income 
this maximum should be taken in order to' give the revenue required, then the line should be drawn 
from that point to zero. . 

6. Taking 10s. as the maximum taxable capacity on the last £ of income, it is estimated 
that the present revenue would be raised by making this operate at £6,000 anci.oyer, and the line 
would then run from £6,000 to 0 with the fiat rate of lOs. applying to all income above £6,000 
(see graph, Appendix No. 9). This line would make the graduation advance at the rate of' 02d. per 
increased £ of income, and the average rate would advance at the rate of . Old., thus the average 
rate of tax on an income of £6,000 would be 60d. in the £1, and the average rate of tax on an income 
of £3,000 would be aOd. 

7. As a line of graduation this would be exceedingly simple; the amount of taxable income 
divided by 100 giving the average rate of tax up to £6,000 of income, with a fiat rate of 10s. in the 
£ above that mark. Thus the frequently voiced oomplaint of taxpayers regarding the com
plications of the present graduation would be met, as it would be only necessary to mark off two 
places of decimals in the taxable income, and the rate of tax would be shown, thus ;-

TaDble Income. 

£500 
£1,200 
£1,536 
£2,471 

"'ftr8IJ&Bate. 

5·OOd. 
12·00d. 
15·a6d. 
24·71d. 

8. A comparison of this line of graduation with that recommended in the Report (plus 50 
per cent.) is shown in a graph (Appendix No 9). It will be seen, on reference to this graph, that· 

, . at £3,000 the a.verage rate of tax is the same in both cases, the difference being that below the 
£3,000 point the line recommended in the Report (with 50 per cent. added) is more severe, while 
in the area above that point th.e ~e herein recommended is more severe. . 
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9. The following is a comparative table sh6wing the average rate of tax on the whole income, 
. as well as the rate on the final £, under- • 

-. 

(1) The scale at present in the Commonwealth Act. 
(2) The scale recommended in the Report, with 50 per cent. added (to secure the 

present revenue). 
(3) The scale recommended in this Reservation. 

1. •• S. 
Prl\l(lllt Federal Act. Report Recommendation. ReltrvatJon. . Tu.ble Income. • Porannal Bxt'rtlon. Property. (5d. + '005 + 50%). (O'Od. + O'Old.). 

Average • Final £. Average. FIIl&J e. AVtlrnRe. 1I'lnal£. Average. Final £. 

. £ £ . d. d . 
100 .. . . 5 '7586 6'3922 . 6'0611 6'9917 8'25 8'9925 1 2 
200 . . .. 6'3984 7'672 7'0035 8'8741' 9'0 10'4925 2 4 
400 .. .. 7'6781 10'2317 8'8883 12'6788 10'5 13'4925 4 8 
600 .. .. 8'9578 12'7874 11·2203 ~1'7627 12'0 16'4925 6 12 
800 .. .. 10'2375 15 '3511 14'6691 28'0923 13'5 19-4925 8 16 

1,000 .. .. 11'5172 17 -.9108 17'9724 33-9564 15'0 22-4925 10 20 
1,400 .. .. 14'0766 23-0302 24-1422 44'5676 18-0 28-4925 14 28 
2,000 .. .. 17'9156 30·7092 32-3049 57'0925 22'5 37-4925 20 40 
3,000 .. .. 24'3141 43-5077 44-1823 76 -8714 30'0 52-4925 30 60 
4,000 .. .. 30'7125 56'3061 54·2303 90-6212 37-5 67-4925 40 80. 
~,ooo .. .. 37-1109 69 -1045 62'3179 98-3107 45-0 82-4925 50 100 
6,000 .. .. 43-5094 81'9030 68-6291 101-0237 52'5 97-4925 60 120 
7,600 .. .. 53'7469 102-375 75'7145 102-375 .. .. 72 120 

10,000 .. .. 65-4176 102-375 82'1130 102'375 .. .. 84 120 
20,000 .. .. 83'8963 102-375 92'2440 ·102'375 .. .. 102 120 
M,ooo .. .. 94'9835 102-375 98'3226 102'375 .. .. 112'8 120 

100,000 .. .. 98'6793 102'375 100'3488 102 '375 .. .. 116-4 120 
I 

10. The following table shows the amount of tax payable by taxpayers under the methods 
• above mentioned at the various stages of income :-

Proeont 1l'ed8l'al Act.. 
Tuable Income. Bo_. Relal'Vatlon. 

PorionAI Exertion. Property. 

£ .- d_ £ S_ d_ £ .- d_ £ .- d_ 
100 .. .. 2 8 0 210 6 3 8 9 0 8 4 
200 .. .. 5 6 8 5 1£ 9 710 0 1 13 4 
400 .. .. 12 15 11 14 16 3 17 10 0 613 4 
600 .. .. 22 711 28 1 0 30 0 0 15 0 0 • 800 .. .. 34 2 6 48 17 11 45 0 0 26 13 4 

1,000 .. .. 47 19 9 7417 8 . 62 0 0 41 13 4 
1,400 ... .. 82 2 3 140 16 "l 105 0 0 81 13 4 
2,000 .. .. 149 511 269 4 2 187 10 0 166 13 4 
3,000 .. .. 303 18 6 552 5 7 375 0 0 375 0 0 
4,000 .. .. 511' 17 6· 903 16 9 625 0 0 666 13 4 
6,000 .. .. 773 2 10 1,298 5 9 925 0 0 1,041 13 4 
6,000 .. .. 1,087 14 8 1,715 14 7 1,312 10 0 1,500 0 0 
7.600 .. .. 1,701 19 8 2,397 12 6 .. . 2,280 0 0 

10,000 .. .. 2,725 14 8 3,421 7 6 .. 3,500 0 0 
20,000 .. .. 6,991 7 2 7,687 0 0 .. 8,500 0 0 
60,000 .. .. 19,788 4 8 20,483 17 6 .. 23,500 0 0 

100,000 .. .. 4.116 7 2 41,812 0 0 .. 48,500 0 0 

• 

RECOMMENDATION. 
11. I recommend-

1. That the line of graduation should commence from zero. 
2_ That the line be adjusted to revenue requirements by its angle . 
. 3. That, as a graduated line of . 01 (average) rising to £6,000 taxable income would 

produce current revenue, same be adopted for 'present purposes. . 

M. B. DUFFY. 
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TAXATIPN OF ,INCOl'tJ~ 0., AUSTRA~IAN RESIl)f:trrS .DERIVED OUTSIDE AUSTRALIA. 
• RESERVATION. 

L With due deference to t;he opinions of my rollllagu.et I &HI IUUIble t.o agr~ unrl'servedly 
~¥h the eonclUl!ione ~nd r4loo~mendations of this iectWn 6f the Report. 

2. In the taxing Acts of the COIIlIIl.Onwealth anq the States of Australia, as in otb..er important 
parts of the British Dominions, the scope of income tax has a'lways been confined to incomes 
derived from a source within the geographical area controlled by the taxiJIg authority. Not 
only has no evide.nce been &.dduced to support the extension of the tax to e,,-territorial income, 
but the attitude of witnesses generally when asked to exp~ss an opinion on this topic was one of 
approval of the established practice of confining tax to income derived within the territory. 

3. Even in Great Britain which, we are told, "was first m. the field and taxed on the 
principles of r"<8idence, originr control, Bnd every other pretext it could invent, on the Donnybrook 
Fair principle' see .a head, hit it,' " there is' a growing convictioJ'l that the ta]!:ing of ex-territorial 
income is weak in principle and embarrassing in pra.ctice, ~ conviction which has been intensified 
because of the higher rates now ruling and th~ greater attention directed to the subject. 

4. The attitl/-de of the British authorities when 68ked to abolish the taxing of the Dominion 
incomes of British residents was not a vindication of the justice of continuing the practice, but 
rather an admissioQ. that it was continJled only becallSe it WIU! impossible to give up the revenue 
during the war, and Promise wa~ given of probable ab~donment when revenue needs were less 
pressing. Generally the ~g of income both at the place o( origin and at the place of residence 
is IlDt advocated, and so far Australlan State~ have without exception confined taxation to 
incomes originating in-" derived from a source in "-the State. 

5. The Report aBljerts 1;JJ.at the taxation of the incomes of Australians derived outside Australia 
does not possess" !Jomplete theoretical justifloation." With equal accura.cy it might have said 
there /!-re strong reasons, both theoretical !'nd pracJ;ical, against i~ fldoption. If, as is stated in 
the Report, "the only justification for the suggested extension would be revenue necessity," 
its aefence is poor indeed, akin to the plea of the petty larcenist, a repetition of the practice of 
extortion followed by capricious Governments"without regard to the inequity of the burden cast 
upon the t/!-xpayer, and opposeQ. to the pursvit of justice, which is (In outstanqing fe~ture of 
modern development in the ·theory of taxation.. . 

. 6. If then such a tax is inherently unjust or is of such doubtful character that no attempt 
is made to establis4 its justice, it should be at once rejected, and need not be subjected to the 
tests quoted in para. 365 of the Repo~. These tests are to be Il,pplied to determine whether it 
would be expedient in practice to collllCt a tax which ha!! previously been shown to be just in 
principle. 

7. Without protracting the trill,l as to the inexpediency in practice to levy such a tax, 
,and in this part of the indictment there are many oounts, I feel compelled to condemn the proposal 
as one .at variance with the principle whicp hll,s alway~ obtaineq in all AustraJia~ ~ncome :ra:c 

'Acts, bpth Commoqwealth aqd State, a proposal of which the best that can be said 18 that It 18 

of dqubtful character. 

8. Instead of the cO!lcUtional Recommendation of the Report, there ahould, I submit, be 
substituted a Recommend/1.tion that the taxing of the incomes Of Australian residents derived 
outside Australia be not admitted into the Australian Inoome Tax Acts unless and until it is in 
pJ;ineiple fully justified as ethically, politically, and economically Hound, capable of efficient 
administra,tion, and' affording effective s!tfegua,rd8 against evasioq, and unlikely to create 

. difficvl~eB wi~ other taxing jurisdictions. 

.TOJIN JOLLY, 
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TAXATION OF PROFITS ARISING FROM SALES OF EXPORTS FROM· 
AUSTRALIA. • 

RESERVATION. 

We regret that we are unable to concur in the recommendations made in the Report under 
t he above heading . 

. 1. Effect of Judicial Decisiona.-The Report gives particulars of Judgments of the Privy 
('mmcil in Kirk's case and of the High Court in Meeks' case, but in our opinion fails to apply the 
principles laid down in those cases .• rhe Act upon which the Judgmenti in those caSBS were 
given was the New South Wales Act, which in the wording of the material ilecti\lD is practically 
i,lelftical with t.he Conunonwealth Act. The Judgments in those cases seem to lay down 
~lear1y:- . 

1. That, where a business undertaking located in Australia realizes profits on. the 
sale abroad of goods originating in Australia, the transaction must be regarded, 
as one and indivisible from the initial processes in Australia until paymeni, 
by the pUlThaser abroad. 

2. That, for the purpose of Income Taxation, it is necessary to devise some meth04 
of apportionment, to ascertain what proportion of the resulting profit is 
attributable to and, therefore, taxable in AustrIJ.lia, 

That the Commonwealth Crown Law Officers consider these cases an authority for the 
proposition just stated may, we thinlf, be conclusively inferred from the fact that the Rules now 
in force imply such a construction, and were issued by the Commissioner on the advice of the 
Crown Law authorities. It must, therefore, be accepted that these Rules are consistent with 
Itn Act such as the Commonwealth Act, restricting the application of Income Tax to incomes 
" derived from sources within Australia." . . 

2. F.o.h. Method-General Effect.-The alioption of the f.o.b. method recommended in 
the Heport would efl'ed an important alteration in the Incollle Tax Act. That method would; 
for taxation purposes, treat a buying and selling transaction, where the purchase is made in 
Australia and the sale occurs after export overseas, as if it were completed as soon as the goods 
forming the subject-matter of the transaction had been purchased and exported. The method 
rests, indeed, upon the fictional assumption that the goods have been sold before leaving Australia 
at. the f.o.b. price ruling at tUne of export. For example, a merchant having by charter or 
otherwise secured freight space goes into the market and buys £20,000 worth of Australian 
products. These may be shipped and leave Australia very shortly after purchase. Then, for 
'purposes of Income Tax, the tra.nsaction would under the f.o.b. system recommended in the 
Report be governed by what had happened in the Australian market during the interval between 
purchase and export, If there had been no change in the market price, the transaction would be 
regarded 0.8 showing neither profit nor loss, with the result that the exporter would not be liable 
for any tax, nor would he be entitled to claim a.ny deduction. If the market price were lower 
at the dat.e of export than at the date of purchase, the difference would be treated as a loss 
deductible from taxable income (if any) derived' from other sources; while, if the market price ~d 
risen during that period, the difference would be an addition to taxable income. If the exporter 
were also the producer or manufacturer of the goods exported. the position would be Similar 
e.xcept that, for the purpose of taxation, cost of production plus ch!\rges would be the factor to 
take into account instead of purchase price. Any profit resulting from completion of the 
trnllsaction by sale abroad would in either case not be treated as an addition to nor any loss as 
deductible from taxable income. . 

3. For the purpOS88 of this discussion, exporters may be grouped into three classes, viz. :

Class I.-Overseas buyers who visit Australia for the' purpo.se of buying Austr~lian 
produce, 'Or who buy through a local agent. 

Class 2.-Australian producers (inciuding manufacturers) who export their own 
products. 

Class S.-Australian residents who huy and export goods of which they are not the 
producers or msnufacturers. 

No statistics are available to show the actual proportions represented by each of these 
classes. but it is believed that ·Class 3 is much the largest, and that, relatively to the other two. 
ClW!ll 2 is quite small. . 
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4. From the point of view of taxation, a person conling within Class 1, i.Il., an overseas buyer 
l'I'ould occupy an anomalous and unsatisfactory position. If there was on the whole nn increase 
in market value between the date of purchase and the date of export of the gOOOR, he would become 

'li,a.ble to taxatioJ;l upon that difference, on the ground that he had made a profit, although in the 
circumatances that profit would be altogether theoretical. But, if the market declined between 
those dates, while he would on the same theory have made a loss, he would be in no position to 
obtain any deduction on account of that loss, since he would rarely, if ever, have other taxable 
income in Australia from which the loss might be deducted; nor could SUC11 a theoretical and 
unrealized loss be claimed as a 4eduction from assessable income in the buyer's own country. 

5. Where the. producer is also the exporter-Class 2--the question whether there would be 
(a) a taxable income, or (b) a deductible loss,or (c) neither taxable income nor deductible loss, 
would under the f.o.b. method depend upon it being shown to the satisfaction of the Department 

. that the cost up to the point of export was (a) less than, (b) greater than, or (c) equal to the f.o.b. 
value at date of export. . 

6. Where the exporter is an Australian resident who is not the producer or manllfnrturer 
of the goods exported-CIass 3-then in cases where there was a (thE'oreticnl) profit, he would. he 
in the same position as to Australian Income Tax as the exporterin Class 1 ; tilt. in tl.e (a~c of a 
(theoretical) loss, he would almost certainly be in a position of greater advantage, as he would 
probably have an assessable income frpm other sources from which the los.~ could be deduct.rtl. 

7. In cases coming within Class 3, a fact of cardinal importance is that in normal times values 
of primary products have but small fiuctuations during any short period, sl1ch as usually el:1pses 
between purchase for export and actual export. There i, also the fact that. the small price 
movements in these· limited periods may in a number of transactions be about as much in one 
direction as in the opposite, so that on the whole they might bring little or nothing into the taxahlc 
field. A fall of price between date of purchase and date of export would create a loss de<,luctible 
'from taxable income, while an upward movement would add to taxable income. 1'here is th(>rcfore 
tes,s li,Kelihood of failure on the part of taxpayers to observe and record falls than increases in 
pnce. 

8. F.o.b. Method-Revenue Effect.-Some idea of the amplitude of the change, from the 
revenue point of view, which would be effected by the introduction of the f.o.h. method may be 
formed from a consideration of the value of Australian exports. The figures for 1919-20, the latest 
year for which detailed information has been published, show that (exclusive of gold and silver, 
£6,500,000) Australian products, almost wholly primary, to the value of £130,000,000 were 
exported. The serious importance of the recommendations made in the Report is that the adoption 
of the proposed f.o.b. method would have the effect of largely freeing from taxation the profits 
upon a proportion of Australian exports which on the present scale of the national business probably· 
represents a sum of the order of £70,000,000 to £80,000,000. It has been suggested that many 
of the transactions making up this large total finally result in loss; but (as was frequent.1y and 
·truly said during our inquiry) unless the successes considerably outweigHed the losses, export 
would cease or be very greatly reduced. There can, wc think, be no doubt that the aggreg.\te 
profits from'this volume of Australian exports amount in an but unusually unfavorable years 
to a very large sum. Under the f.o.b: method these profits would wholly escape taxation; under 
tM present Commonwealth method they are taxed to the extent to which, in accordance with the 
JUdgments referred to in paragraph 2 above, they are attributable to sources in Australia. 

9. Some comment,may here be made upon particular paragraphs in the Report. 

Paragraph 394-Faimess over a Series of Years.-A taxpayer who continued export 
transactions during a series of years might or might not find the f.o.b. method work out 
fairly to him. Fairness in the aggregate may satisfy Revenue authorities, but if, as certainly 
would be the case, a great many individuals suffer detriment, while others are advantaged, those 
who suffer will undoubtedly complain. The Victorian State Commissioner of Taxes, in evidence 
on thj.s point, said :-. •. 

" You caun(lt convince a taxpayer that on an article which made a loss (that 
is on sale abroad) he made a profit in Australia." 

But the f.o.b. method would make him taxable on the theoretical profit represented by any increase 
in f.o.b. value at time of export over cost or purchase price. 

, 10. Paragraph 395-Simplicity, Certainty, and Early Finality.-The claim for simplicity of the 
·f.o.b. method made in the Report seems to be a claim that it is simpler than the present 
Commonwealth method. But this greater simplicity is not, it seems, an absence of 80me element 
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of complexity which is present in the existing method, but is assumed to be established by the 
atatement that the f.o.b. value can in the great majority of instances be fixed with greater 
readiness and certainty than the cost price. Now the eviaence (Victorian State Commissioner) 
is that:-

.. The (Commonwealth) method is elastic enough to meet all cases," 

I!.nd (Commonwealth Commissioner) that:-
.. It works smoothly and without complaint." 

The evidence also is that the original f.o.b. method broke down partly because of cases where 
neither Australian market value nor 'fprld's parity prices were .ascertainable. In our opinion 
the Commonwealth method is not less simple than the f.o.b. method. . 

11. The two attributes of certainty and early finality claimed for the f.o.b. method in' the 
Report may be taken together, for they are hardly separable. What is meant by the claim is that 
under the f.o.b. method an exporter of goods, as soon as export occurs, can ascertain his position 
with regard to the taxation, if any, which will become payable upon the transaction, irrespective of 
whether the subsequent sale abroad discloses a profit, a loss, or neither. But the finality so 
ascertained can in many cases be only approximate. 1£ the taxpayer's only source of income 
was the profit derivable from making one consignment or a series of consignments for'sale abroad 
during any accounting period, he would, when the final shipment had been made, be in a position 
to set down his gains or losses for the purp!,ses of-taxation. But if such exports for sale abroad' 
constituted a part only of his business, obviously'he would be unable, until the end of the 
accounting period, to ascertain the rate of tax applicable to his export profits. ' 

12. The .. finality" said to be attained is attained by a highly artificial method. To take a . 
buying and selling transaction and declare it closed for taxation purposes when all that has 
occurred is that a purchase has been made and the goods exported (though still unsold) is clearly 
arbitrary and artificial. The same remark applies where there has been no buying, but the 
exporter has prodJi'ced or manufactured the goods exported. It has been suggested that there is 
I!.D analogy with the taking into account of stock on hand at ·the end of the financial year; but 
in reality the two cases are widely different. While the cost or market value of goods in stock 
I!.t the end of the year affects the tax for that year, that same value will come into next year's 
account, and the final effect upon the owner's taxation will not be known until the goods are 
I!.Ctually sold. Under the f.o.b. method, the result of the sale abroad, however advantageous 
to the owner, has no effect upon his tax. Again, as shown in paragraph -S, the .. finality" desired 
would result in a final removing from the area of taxation of an important portion of the profits 
resulting from huge transactions by Australian residents. . 

13. Paragraph 39B-Equality of Opportunity.-The paragraph in the Report so headed 
criticises the present Federal method as handicapping Australian residents. The criticism omits 
mention of the handicap imposed on a buyer visiting Australia, by the large expenditure in tim~ 
and money which he must incur in reaching the Australian market and returning therefrom. 
It also omits the fact that nearly all the visiting bu;yers of Australian produots come from eountries 
in which the burden of Income Taxation is heaVier than in Australia. In our opinion it is safe 
to say that on the two items of travelling expenditure and of Income Tax in the buyer's own 
country, the handicap in nearly every instance is upon the visiting buyer and not upon the 
Australian resident. But if the alleged handicap to Australian exporters as compared with 
visiting oversea buyers is unreal, the f.o.b. system would impose a real handicap upon one class 
of Australian trader as compared with another. Assume, for example, that A and B, two dealers 
in Australian products, go into the market on the same day and buy two similar ;parcels of goods 
at the same price. A exports his parcel almost immediately, the market remaming stationary 
meanwhile. B retains his parcel for a month or tWQ, and, there being an advance in the market, 
then sells to an Australian manufacturer. In these circumstances, A, though he may have made 
a substantial profit oversea, would not be liable to Income Tax, while B would be liable. 

14. Paragraph 398A-Inequitabla Oparation.-In this paragraph the report criticises the 
present Commonwealth method as operating ineqUitably in a type of cases which may often occur. 
Taking the same example as it would be dealt with under the f.o.b. method recommended in the. 
Report, we find that A, who because of the superior' efficiency of his equipment and management, 
produces at less cost than B, would be penalized for his greater efficiency by paying higher tax 
than his rival B ; though it Inight often happen in such cases that the ultimate profit derived 
by A when the goods were sold abroad would be less than that realized by B. 

15. One further comment may be made. We are of opinion that the imposition of tax (as 
wo~d occur under the f.o.b~ method) upon purely buying traIll!actions by persons who bring capital 
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into Australia for the purpose is unsound policy, l1li it would almost certainly have one of two 
efl'ects-either it would tend to keep capital awa.y from Australia, or the t.1X would be tnmsft.'rred 
to the Australian producer by a lowering of prices for his produl'ts. Whi('h~ver rMult 0('{'1If1'tl(\ 

would he detrimental to Australia. 

16. In our opinion, the disadvantages of the proposed £.0. b. method are such that, its adoptioll 
would tend to be injurious to Australian producing interests; would create discontent a. 
operating unfairly between one Australian trader and a.noth&; /lnd would free from taxation 
large sums which are properly taxable. 

17. The present Federal Cost method hllll soms disadvantagea, but it is free from the ar~ifi
ciality which characterizes the f.o.b. method, since it takes into account tb.e tinal result of a trading 
venture, when actual and not merely theoretical profits or losses are ascertained, and, in our opinion, 
nG substitutionary method yet proposed does equal justice to t.he taxpa.yer and to the Revenue, 
or is equally capable of general application. 

RECOMMENDATION. 
WereeoDllDend-
The retention of the present Federal Cost [dethod of dealing with exports. 

(NoTE.-Attention is invited to the note at end of the section of the report dealIng with 
Taxation of Income of Australian Residents derived outside Australia.) 

. . 
W. T. MISSINGHAM. 
S. MILLS. 
M. B. DUFFY. 
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CASUAL PROFITS. 
Rl!1SEirVA'l'ION. 

1. I am unable to accept the recommendations of the Report in regard to Casual Profits. 

2. Casual Profits may be diffiClilt to local;{l in all li:tetanoes, but that doeS not' mean the)
are not profits, and, therllfore, income to the reclpieIit. Any person who sells 1111 article for 11. price 
highe~ than the price paid for it prima facie makes a profit, and, though the transaction fuay be 
isolated, it is not different from profit made by sening several aHiclM at prices highet than cost, 
which is the result of busineSS. A business man may sell his whole business, and make a. profit 
in one transaotion e'lual to tho.t which hi! would have made in five years of ordinary tmding. and 
surely it canuot be sard he should be free from tax on the profit ma.de in one transaction instead 
of bit by bit over a petlod. Again, a IMn may buy a leasehold, and, after working the property 
fot some time, sell the lease for il. eonsiderable profit, and this is riglitly recOgnised as taxable 
profit (or rent); but a person who buys a freehold property, and, after working it himself for 
some time, sells it at a profit, such profit is not considered taxable profit. It is very diffic\llt to 
distinguish between the two cases in essence. In share transactions it is quite conceivable a 
person mlty buy Shlll'll8 MW and again ~th no lli~ntion of holding the~ for di~dends, ~li.t. simply 
to make a profit should the market nse, and thIS profit should certainly be mcludedm mcome, 
notwithstanding its casual nature. . 

3. The Report does not re<loiniilend the inclusion of Casual :Profits in income, because o£ 
the possibility of evasion, ll,nd the necessity for ItHowing lOSSes. • 

4. If taxpayers evade their responsibilities to the nation, it is no re&!ion fot excluding 
this class of income from taxation; rather would the effect of the inclusion be to lighten the 
btJ.tden upon regular incoin~, alid take iiome of the :revenue requited from Wind£alls and casual 
gains, which may sometiqles be very large amounts. . 

I}. TransllCtions in teMl!8tate and 8tocks alid shares call1iot be ~aid t1> be difficult to 
IOMtIl 118 the necessary machinery ctruld be put into operation to deal with stlCh matters at 
very littlE! extra cost. 

6, Aa to the aHbwan~e for losses, I cannot Bell but that it is reasonable. Nobody sets 
out on 11 mnM,ction anticipating it loss oll it, and if a lbl!s is ttutde he 18 So much the poorer, and 
should be entitled to set the loss ofiagainst income. . 

7. Undoubtedly the best method of arriving at a person's income for a period is to take 
into consideration every gain and every loss of whatever nature that has naken plaoe during the 
period. and the nearer Income Tax law is brought to this ideal, the more equitable it will be to 
the who1e bOdy Of taxpayers. 

8. I theref<tre reclmttl1end that the preeent li&w shtlllld bl! extei1ded frCllJ1 time to time to 
include such Casual Profits as the Adtnihistratiiiti may feel satisfied could be safely handled 
without undue expense in the oollirotion. 

• 
M. B. D'UF'FY. 



· .. XV1l1 

APPENDIX 4. 

AN AGREEMENT made the ............ day of December, One thouoand nine hundred and twrnty, brtween tile 
Commonwealth of Australia (hereinafter called tbe '~Col\llllonwealth "), of the one part, Bnd the State of W •• tera 
A ustralia (hereinafter called tbe " State ") of the, other part. 

WHEREAS it is desirable in the public interests and to avoid duplication of servi ... that t,he Land Tax, 'Income 
Tax, Totali ... tor Duty, and Dividend Duty, payable from time to time to the State (hereinafter .... lIed the" State Tax ") 
and the Land Tax, Income Tax, War-time Profits Tax, Estate Duty, and Entertainments Tax, payable from time to 
time to the Commonwealth (hereinafter called the" Col\llllonwealth Tax .. ") shonld BO far BR practirable be _ .... d 
and collected by the one agency; ... d WHEREAR it is nece88&rY that any arrang.m.nt for that purpose should pr .. erve 
inviolate the r •• pective BOvereign powers and rights of the Commonwealth and the State; and WHEHEAS the 
Commonwealth h ... oftered to cellect the State Tax .. under the conditions hereinafter cont.ined for one-third of the 
expenditure required for the aBseasment and collection of the State taxes, aB .et forth in the eotimate. for the 6113ncial 
year of the' State ending the thirtieth day of June, 1921, .ubmitted hy the State Government to the Parliament of the 
State; and WHEREAS the State has accepted the said ofter, now it i8 agreed aB folloW! :-

(1) The Commonwealth shall collect the :{.and Tax, Income Tax, Totalisator Duty, and Dividend Duty payable 
to the State, Government, and the State Government shall pay to the Commonwealth Government for doing so an 
annual sum equal to one-third of the total amount (l .. s the ... lary of the State Commissioner of Taxation) ... certified 
by the Auditors-General of the State of Western Australia and of the Commonwealth &8 b.ing involved in the _ .. sm.nt 
and coll6Ction of the said taxes during the financial year of the State ending thirtieth June, 1921. 

,(a) The State may from time to time appoint any person to b. State Commieeioner of Taxation (hereinafter 
called the" State Commissioner "), and may remove any person BO appointed 

(b) The State shall fix and pay the salary of the State Commiseioner_ 

(2) If the State appoints &8 State Commiseioner the person for the time being holding the position of Dep;'ty 
Federal Commissioner of Taxation for the State of Weetetn Australia--

(a) The State shall pay to the Commonwealth an amount equa.! to the salary of the State Commissioner, 
determined in the manner provided by Clause 7 (b) hereof, for the period of .uch appointment. 

(b) The Commonwealth shall, out of the said amount, pay the salary of any &88istant officer to the Deputy 
Federal Commissioner deemed neceosary by the Commonwealth Commissioner of Taxation (hereinafter 
called the" Commonwealth Commissioner "). 

• (c) The Commonwealth shall pay to the Deputy Federal Commissioner, while State Commissioner, a. 
additional salary, such portion of the residue (if any) of the said amount &8 the State approves, and 

(d) The Commonwealth shall provide at its own cost all increments of ealary grant.d to the .aid Assiatant 
Officer. 

(3) If the Commonwealth appointed the State Commissioner &8 Deputy Federa.! Commissioner of Taxation for 
the State of Western Australia--

(a) The State shall pay the ... lary of the State Commissioner, determined in manner provided by Clause 
7 (b) hereof, and, 

(b) The Commonwealth shall appoint and pay any aasistant officer to the Deputy Federal Commission.r 
deemed n .... sary by the Commonwealth Commissioner. 

(4) If at any time, and so long as the State Government ,hould appoint as the State Commissioner of Taxation 
the person for the time being holding the po.ition of Deputy Federal Commissioner of Taxation for the State of W .. tern 
Australia, the State Governmelit shall pay to the Commonw ... th Goveml)lent "n "mount not exceeding the Bum 
ascertained in accorUance with Clause (1) of this agreement &8 the salary of the State Commissioner of Taxation for 
the purpose of paying the ... lary of an assistant officer to the Deputy Federal Commi .. ioner of T"xation &8 in the 
'opinion <If the Federal Commissioner of Taxation is n.c ..... ry. Such portion of the reoidu., if any, of the said lum 
80 ascertained "B may remain "fter paying the salary of the said assistant officer shall be paid to the Deputy Federal 
Commi"lioner of Taxation for his servicea as State Commissioner of Taxation, ... the State Government may d.oide. 
The Commonwealth Gove=eht sh"ll provide, withont further charge to the State Government, all incremento ill 
... I"ry wbich may'be granted to the ... id a .. ist"ntofficer. 

(a) The State Commi .. ioner sh"ll be responsible to the St"te for the due .... essments and collection of the 
State Taxes and the administration of the laws of the State relating thereto, and .hall be free from 
interference or control by the Commonwealth or the Commonwealth Commissioner, 

(b) All matters arising in connexion with th" exercise by the State Commissioner of his powers and functions 
under the laws of the State shall be determined by him in accordance with those laws. 

, (5) In the event of the COl\lmonwealth Government appointing .. State Commiaeioner of Taxation as the Deputy 
Federal Commissioner of Taxation for the State of W .. tern Auetr"lia, the St"te Government shall pay the oalary of the 
State Commissioner of Taxation.as ascertained in accordance with paragraph (1) of this agreement, and the Commonwealth 
Government shall appoint and pay the salary of such a88iBtant officer as in the opinion of the Federal Commission.r of 
Taxation is nec .. sary for the eftectiv. collection of the State and CommonwealtJ> T"l<08 mentioned in this Agreement. 

(a) The Commonwealth Commissioner shall b. r .. ponsible to the Commonwealth for the due ....... ment 
and collection of the Commonwealth Tax .. and the administration of the laws of the Commonwealth 
relating thereto and shall be free trom int.rference or control by the State or the State Commissioner. 

(b) All matters arising in connexion with the exercise by the Commonwealth Commissioner of his powen 
and functions under the laws of the Commonwealth .hall be determined by him in accordance with 
th088laws. 



• XIX 

(6) The Federal Commissioner 01 taxation sball bave authority to oontroi the staff required to 118B'" and oolleet 
the Taxes mentioned in this Agreement, and to make such arrangements for the oonduct ~f the work involved ... in 
biB opinion are best calculated to secure elliciency and eoonomy.' , 

(a) The Commonwealth .hall transfer to positions in the permanent Servi';" of th~ Commonwealth all 
officer. who on the first'day of July, 1920, were and at the date when this agreement oom .. into 
operation are permanent or probationary permanent ollicer. in the Service of the State in the State 
Taxation Ollice, and who oonsent to be so transferred. 

(b) Each officer so translerred-
(i) .hall be .ubject in all respect. to the laws of the Commonweatlb regulating the Pilblic Servioe ; 

and , 
(ii) .hall preserve all existing and aocruing rights and .hall be entitled to retire from offioe at the time 

and on the pension, letiring allowance which would be permitted by the law. of the State 
if hi. service with the Commonw .. lth were a oontinuation of his service with the State; aad 

(iii) .hall80 far ... practicable.be employed on duties o(status equal to those now performed by him. 

(7) The Federal Commissioner of Taiation .hall delegate to the person for the time being holding the position 
of State Commi.sioner of Taxation all neeesaary authority over stall ... will enable the State Commissioner to administer 
the State Laws mentioned in this Agreement in the manner required by the State Government; and sucb powers and· 
functions in oonnexion with any Commonw .. lth Law. mentioned in this agreement 88 the Federal Commissioner 
deems necesaary to .... i.t him in the admini.tration within the State of Western Australia of any of such Commonwealth 
Law •. 

(a) The State shall pay to the Commonwealth in such year during the oontinuance of this Agreement an 
amount equal to one-third of the total estimated oost (less the aalary of the State Commi.sioner) to 
the State of the aasessments and oollection of the State Taxes during the financial year ending the 
thirtieth day of June, 1921. 

(b) For the purpose of such estimated cost officers 01 the State shall be deemed to be in receipt'of aalaries 
at .. tee determined in oonnexion with olassification made by the State Public Service Commissione,. 
in October, 1920. 

(c) The said estimated oost .ball inolude-
(i) Salaries of officers other than the State Commissioner ; 

(ii) .All relevant oontingent expenditure inclnded in ParliamentarY' Estimates of the State for the. 
year; 

(Hi) .All other expenditure properly referable to the asses.ment and oollection of the State Taxes, 
inoluding rent of and interest payable by the State on the oost of premi.es occupied by the· 
State for taxation purpo •••. 

(d) Th. said estimated oo.t sball b. determined by agreement between the Commonwealth CommiMioner 
and the State Commissioner or in d.fault of agreement by the State Auditor·General. 

(t) The amount payable by the State shall be paid to the Commonwealth on or before the thirtieth day, 
of June in .. ch year. 

(8) The Commonwealth .hall provide all ollicers (other than the" State Commissioner ") and ollice acoommodation 
and equipment, and do all thing. neceasary or oonvenient for the purpo.e. of the aasessment and oollection of the State 
Tu .. , 

(9) The Commonwealth Commiasioner .hall have full oontrol of all officers (other than the State Commi.sioner) 
employed in the a ..... ment and oollection of the State Taxes and may make .uch arrangement. for the oonduct of the 
work &8 in hi. opinion are best oalculated to seoure effioiency andeoonomy. ' 

(10) Tho'Commonwealth Commission ... hall dlllegat. to the State Commissioner .uoh of hi. powers and functions 
(including authority over ollicer.) ... may be necesaary or oonvenient to enable the State r",mmissioner-

(a) to administer in the matter required by the State the la";. of the State re!&ting to the State Taxes : 
and C 

(b) to assist the Commonwealth Commissioner l.o administer within Western Australia the law! of the 
Commonweslth relating to the .Commonwealth Taxes. 

(11) The State Government agrees that when ~he State L&won any point is identical with the Common ..... ltk 
Law, the State Law shall be interpreted in the aame manner as the Commonwealth Law. . 
• (a) Tbe State Commissioner shall delegate to the Dep1lty Federal Commissioner of Taxation. for the State 

of Western Au.tralia .uoh of hi. powers and funotions under the laws ofthe Stats as may be necessary 
or oonvenient to enable the Deputy Federal Commissioner to assist the State Commissioner to' 
administer the said laws, 

(b) The State Commissioner shall delegate to an otlicer or ollioer. nominated for that purpose by the 
Commonwealth Commi&Bioner .uch of hi. power and functions under the law. of the State as may 
be neeesaary or oonvenient to enable such ollicer or ollioers to .... ist {be State Commissioner to 
administer the said law. in oonnexion with matters dealt with at the Central Office of the 
Commonwealth Commissioner pursuant to any arrang.ment made betw •• n the State Commi .. ion~ 
and the Commonw .. lth Commissioner. 

(12) Where a law of the State i. in terms identical with or substantially similar to a law of the Commonwealth 
the Htate Commissioner shall, in the administration of the Law of the State, adopt and act upon the interpretation for 
the time being gi ve" to the Law of the Commonwealth by the Commonwealth Commissioner unless and until the Law 
of the State ~ othet\<i.e interpreted by a oompetent Court. 

(13) Nothing in thi. agreement sball be deemed to restrict or impede the State in the e:.erci •• of it. righte Uld 
l'Owerl under the Constitution of the State Uld t.!'e Lam of th. State now or hereafter in force. 



(14) The State c"mmisilinner shall frnm time to time supply td the State and tu its ~ljlli.ter8-
(d) rn/orm"tion. advice. al\d assistance In connexion with Taution Laws of tbe St .. te ; ODel 
(b) Information neCl"ssary or convenient foi' the more efficient administration of ot-11f'r Laws of tht' ~t a.h. 

such ... the" Stamp Act." the .. Admini~tl'lltlon Act." and the .. Mining Act .... ""lui .. d bv the St.t~ 
or it. Mlni.t.", and which the Stat. c"nuniMioner i. able and legally empoweM'd to Bupply. 

(15) In order that the work of .s.e .. ,ment and oollection of Tax .. may pmooed expoditioll,ly and eoonomi."lIv. 
the Government of the State and the c"mmonwealth respectively will .ubmit to Porliom"nt hel",,' the thirtieth d~v 
of September in each year or 8S early BS practicable thereafter proposoo Laws fixing r('spt~divd.v t Iw r8t(·~ of the ~ta i 
and c"mmohwelllth Taxe~ fur that yMr. and endeavour to ha". thoB. )lropo8l!d LaWs dealt with by Parliament without \ 
delay. . 

(16) Th. State c"mtnisslon.r shall In the manner from time to time required by the St.t.e Tr .... ur.r d.,,1 with 
and accoullt fur all Stote Taxea collected pursuant to thi. agreement. and the Oommonwealt It Commi .. ioner .',a 11 
make any arrangements neces.ary or conveniebt to enable the State c"nllni •• ioner to do Be. 

(17) The c"lhmonwealth hereby aut.hori •• the Commonwealth c"mmi88ioner tt> make .,wh pmvi.ion '" he 
. d.~m. n"" .... ry for the compilation of all re .. onable stati.tico concerning the State Tax .. AA tbe 'ltate may r.~\lir •. 

(18) The c"mmonwealth Government Bhall enable the Federal Comrni"'oner of T .. ""tihn to make .uob· r,·vi.ion 
a8 in his opinion is necpssary for the compilation of all reasonable statistics concerning the 8tlf,tt~ TaxPR mentioo0d in 
this Agreement as the State Government may require. 

(a) In addition to or ib lieu of the forms of retUrb I'I!t!petltiv-ely lrom tilDe to time p .. '.e.rih.d fur St.te and 
c"mh1onwealth Land Tal<. Ineotne 'tall: pur\J00ell, there IIh.1I be pre!lared-

(i) A jtlint· forih of Land Tax return 8ultabl.! for both StlLte and Commonwealth Land Ta" 
purpos .. in W .. tern Australia ; and 

(il) A joint form of Income Ta" return Buitabl~ for both State al1d Commonwt\alth Inoome 
'I't.lI: jlurpose! In Western Australia. 

(b) ReturDR furnished in'the joint form of taxpayers owning land in or deriving income from Beure •• in 
Western Australia only shall be accepted a. sufficlellt 110 fat aB furlll 11 toMel'Md. 

(c) Taxpayers owning land in or d~rivillg Inoome froln Mtil\\llII In W\l8tJetl\ AlltltrQlia ond elsewhere in 
Australia shall b. @iven the optioll of flIrniBhillt!-

(i) Returns in the c"mmonwealth prescribed furm only at the c"mmonwealth Central Office; 
or 

(H) Ret\1rb8 In the c"lIlnIlln""alth )lte8ct\bed lorm at the Comm"IIW'ealth Central Offioe. and 
in addition. returns in the State pre8ilr\\n>d ful'1l'l at the Office in Westem Au.tralia. 

• {il) Asse.smellt ~f land 'or ihcome fur the purpose of St!l.t~ Tall: Ill'" 00 made lit the O"mmonwtlll.lth C,m!r.l 
Offi<le when r~tllrh' hllv~ b~l'n furJli.hed olt1y lit tbat office. Anv a .... ""mPllt for State Tax made 
at the Central Offici! shall be IImifi.d. tt> the I!b&te Commissioner. and a1l1 State Tu collecter! bv 
the c"mmonwealth .ha.!l be accounted for .nd dealt with as th~ Stli.t~ Oo'nWri .. i~ner .hall re~uire: 

(19) So far ae pmcticahle one form. of receipt .h,,1I be illBued when both Bb&t. Tax ahd OOmmoll ....... lth T.~ .w 
paid at th\! same time by the ... me t&i:paycr unl ... the circullli!t&ncee of the """" 111&1", Repomt. lom .. of r""mp' 
ad";.,.ble. 

(20) When income derived from sources within Western Aust1'8l\a or land owned in Western Australia i. bping 
........ a in the CentralOffic. of the c"mmonwealth Department 01 Taxation, on beha!! of the Stale Government. the 
Fed~a1 Commissioner of Taxation shall make a separate assessment of that particular inoome or land for the purpo'ClI 
of the State Government. and shall separately account for it to the State Treasurer, and ileal with it in sucb. mann"r •• 
the State Treasurer may direct. 

(a) ProseCutions for oaenc .. against the Laws of the State relating to the State 'raxes .hall be conduoted 
by anel at the expense of i<he c"mmonwealth. 

tb) Whell an ~ct or omission 1lOlIStitutes an oftehC'e lIbel.r both tb. taw of the State and the Law of the 
Commonwealth-

(i) a prosecution may in the discretion of the c"mmonwealth c"mmi" .. ioner be institut.d 
- und.r either law; 
(HI as a g<!nera1 rule the prosecution shall be instituted under the law which providco the 

greater penalty; . . 
(ill) any monetary penalty recovereel shall be paid into the ConsouJatM Revenlle of the party 

undet whose law the'prosectttiOb is inatitut • .d ; and 
(iv) the patty into whose ~evenu" th~ penalty is paid Shalt payor credit to the 01 her party 

. 6nt-half of the amount· of the penalty. 
(c) When an act or omission constitutes an offence under onc law only, any munetary penalty recovf'r(!d 

sha.ll he paid into the Con!!olid'ated Revenue of the patty under who!!e la_the ptosecution i. iustitut.A. 
abd be r~ained whoUy by that patty. 

(21) Where. by re&8!>n of an act, default. or omission oh taxpay..- .. um ha. been collected ... penalty or additional 
~ ,by 'Way of penalty (not being a penalty impooed by a c"ttrl) such sum .hall be applie4 88 follow. :-

(a) If the sum i. recoverable under one law only it ~hall 00 ,..;tailled wIrolly by the party under who •• 
law it is recovered; or 

'(b) Iftbe s_ is recoVerablenJrd ... both the l'aw of th·. State and the laW of tbe c"mmoDwealth it shall 
he di";ded equally between the State and the c"mmbnwealth. 

. (22) If a taxpayer at any time pays less than the full amm".t th.ndue .... d payable by hiln fur State and 
<lommonwea1th Taxes the ammwt paid shall (unless the taxpayer otherwise direct.) b. credited to the State and to the 
Colllmon'Weaft.h t""i"'Ctli'Vely pro roM to the mll amoUllt thetl due 8IId \J&yable by the taxpayer to the State .. lid the 
Commonwealth. -.' '. ." . 
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• (23) The State shall arrange for the Stat. Commissioner to receive from time to time from the State Attomey-
General's Department, free of charge, all legal advice which the State Commissioner may desire in connexion with the 
administration of the la ... s of the State relating to the State Taxes. 

(24) Th. State Commissioner shall not take &ny action to d.fend in the Conrte an appeal instituted by a tu· 
payer against an ...... ment for State Tax unle", and until the Commonwealth Commissioner boa obtained the adviee ' 
ofthe Commonwe.lth Law Officer. on the matter in illS1l8,..and the State Commissioner shall deal with such appeal 
in the matter advi ... d by the Commonwealth Law Officer •. 

(25) B.for. any "Weal by a taxpay.r aga~ au a ..... m.Dt of tax under any of the State Laws mentioned in 
thiB Agreement i. referred to a Court the apPeal shall b. submitted by the Federal Commissioner of Taxation for ille 
advice of the Solicitor·G.neral of the Commonwealth ae to the correct interpretation of the law, and the appeal shall 
be allowed or di .. llowed, in accordance with such advice, 

(a) Th. St.te will, by ita Government, take any action within its power to obtain .uch amendment. in any 
of the law. of the State a. may be necessary or advisable to .nabl. this Agreement to be fully and 
eff.."tiveiy performed on ita part. , 

(b) The Commonwealth will, by it. Government, take any action within ita pow.r to obtain snch amendment. 
in any of th.law. of the Commonwealth ae may b. necessary or advisable to enable thia agreement 
to b. fully and effectively performed on ita part. 

(e) Such amendment •• haIl, mu. alia, includ. any am.ndment. deemed nooe .... ry or advisable by the 
Commonwealth Commissioner to provide for the cuatody of docum.nt. and record. relating to the 
a ..... ment and collection of State and COmmonwealth taxes and the effective disciplin. and control 
of offic.rs .mployed on such a ..... m.nt and collection. 

(26) Any notice to b. given by either party to the other 'under this Agreement shall b. deemed to have been dnly 
given if signed by the Treasurer of the party giving it and Bent by pr.paid post adchessed to the Treasurer of the other 
p8Jty. ' -

(27) This Agreement ahall come into operation on the first day of Jnly, On. thoU8&lld nine hunched and twenty
one, and shall oontinu. in foroe until the expiration of not 1 ... than six oalendar monthe' notic. in writing by either party 

-<If,intention to terminate it, which notice may b. given at any time. ' , 



Go'YernmeDIi. PQPulatlOD. 

. 
Comm.n.....Jth .. 5,Wl,423 

N .... South Wal .... 2,101,384 
Victoria .• .. 1,635,938 
Qu .. ..Jand .. 768,964 
South Auotnllia 497,525 
Weatl8rn AUltraUa: : 833,117 
'l'umam. .. 211,984 

All Statu .. 5,446,912 

Commonwnalth .... d 
litatu ., .. t5,Wl,423 

Commonwealth 

-

APPENDIX . o. 

COMMONWEALTH AND STATE REVENUE FROM TAXATION, 1920-21. 

DIBBO'I TAXI.'l'101l' • 

. 

Indirect Tazatlon, EstateaDa IneomeTu. Total Dlreol Taxation. CoR of Collection. 
OUJtoml&nd :&aolae. Probate and Other Stamp LandTu:. BllcceaalOD Datlel. Total Duties. eoUcctlon •. 

1I . £ £ £ £ 
C 21,731,210 
E 10,078,696 

31,809,906 1,179,513 .. 2,156,699 14,351,408 

(Per Oaptla 
P(fcmenta rrom 

tbe ommonwealth 
Governmen&;,) 

2,633.234 734,36* 1,414,468 2,717 4.399,360 
1,878,449 702,468 928,367 331,766 1,591,198 

912,628 328,204 332,559 469,175· 2,410,171 
688,603 158,10'1 370,288 168,020 852,001 
564,735 42,407 177,404 57,791 679,289 
272,614 53,407 148,893 89,085 348,005 

S 90,000 

6,840,163 2,018,945 3,371,979 1,118,544 10,180,024 

31,809,906 3,198,458 3,371,979 3.274,243 24,631,432 

SUMMARY. 
• 

OoIIdloDJ. 

Taxation. 
----_______ I ___ TotaI __ • __ I, Per cap .... 

Indireot 
Diroat 

£ 
31,809,906 
20,617,615 

62,427,421 
18,203,646 

70.631,067 

£ •. '" 
,5 16 7 

3 15 7 

9 12 2 
369 

12 18 11 

Entertain- Llceuu. Other 
Po< menIiTu:. Taxation. Total p" Total Percentage of Por 

capita . Collection. Capita. Cost,- Oolloot.loo.& Captt.. 

£ •. tI. £ £ £ £ £ £ % .. '" 
.212.7 649,828 .. t2,281,067 20,617,615 3 16 7 613,422 2.49 1 10.5~ 

-

-
2 1 10 .. 212,744 624,492 7.388,133 3 10 4 62,631 §O.7l §O 6.01 
1 0 9 .. 274,020 19,02" 3,846,833 2 10 1 63,102 1.64 0 9.86 
3 2 8 .. 38,567 63,966 3,682,642 4 15 9 56,084 1.52 1 5.50 
114 3 .. 37,212 36,446 1.622,076 3 6 2 38,176 2.36 1 6.42 
114 9 .. 41,020 67,448 955,369 2 17 4 33,872 3.56 2 0.40 
1 12 10 .. 16,164 63,049 708,603 3 6 10 16,412 2.32 1 6,58 

1 17 4 .. 669,727 844,427 18,203,646 8 6 9 260,. 1.43 o ll,46 

4 tll 649,828 669,727 3,126.4~ 38.S21,161 7 2 4 773,699 1.99 2 10.04 

o 0ut.0mI Du'y. B BGlae Dui,. 8 SpecIaISulHlldy • 
• Includes expenses of Comm!iIIIloner8 of Tu.Uon and Stamp Duties.. Om1aln minor ezpe!dM are aJlD Inauned In 

connesloQ wtU! the collection of Licence Feel, .t:c., by other than Taxation Departmllot.a. 8ucb apeDM!I are Do& 
aacertaiDablo, but tboy ""ould ~ot however doet tbe ~c()D.t.ase Cost to any appreclablQ utoat. 

t War Time Profit. Tax, £3,083,189; War Postage. £197,928. 
U Tbeae 81{llfM beyoD_d being 0' Statlstlcallnterest are of IItUe eoonomlc value, Ill! ttley are cbldy depe-adent upoD 

the rates charged. thus the doubling of the rates by any particular GoveralDent, wb.llat Lbe Total CoR remaJua coost.ot 
would ba .... \be e!leet 01 bahing tbe pefCl!lD\age coat. 

I LoW' CoatI putly attributable to aontnctloD of WO'rIr COnHQuent on hlitb exempUooe and aJlo .. DOIII 01 .... 
frOm Taxation a large Dumber ot Incomelli wbleb would be t&~ble In other 8\atee aod by the ColDJlloOOweaJUi, 

t lDcladlla J!l'CII'~ TenlkJrJ. 1.828; redft Tetrltor7.l.588 

• 
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APPENDIX No. 6 . 

• 
SUMMARY OF PROVISIONS DEFINING THE SPHERE OFITAXATION IN THE VARIOUS INCOME TA)\: 

Commonwealth 
AJ18trw 

New South Wales 

Victoria .. 

QueensJand 

• ACTS IN FORCE IN: BRITISH. DOMINIONS. 

of Income derived directly or indirectly from sources in Australia. 
•• 

.. eIncome derived from any source in the State or earned therein. Income derived' from 
sources outside the State is specifically exempted. ' 

. . Income earned in or derived in or from Victoria, an,d income arising or accruing from any 
trade carried on in Victoria 

. . Income earned in or derived in or from Queensland, and income arising or aeeming from 
any businees carried on in Queensland. 

South Australia . . Income arising or accrUing in or derived from the State. 
Western Australia" Income arising from or accruing in Western Australia. Income earned outside the State 

Tasmania 

• 
New Zealand 

Fiji 

is specifically exempted. 
.. Income arising, accruing, received in or derived from the State. Where a taxpayer residing 

in Tasmania derives an. income from a source outside Tasmania, he m&y deduct from the 
Tasmanian tax such sum Ba he shows to have been paid by him by way of Income Tax 
elsewhere on the same income. Where incoll1.e is derived from mortgages of land aas .... d 
to Land Tax elsewhere, the tand Tax on the mortgages may similarly be deducted. 

Income received by residents in New Zealand wherever derived. 
Income derived by a person resident in New Zealand, but not derived from New Zealand, 

is exempt from Income Tax, if and so far as the Commissioner is satisfied that it is derived 
from some other country within the British Dominions, and tq.at it is chargeable ,with 
Income Tax in that country. 

Income derived by a resident from some other country within the British.Empixe, exeept the 
United Kingdom, if cbarged with Income Tax in such country, is specifically exempted. Any 
person who proves that he has paid Fiji Income Tax and United Kingdom Income Tax for 
the same yesr in respeet of the same part of his income is entitled to ",lief at a rate equal 
to the excess of the appropriate rate of Fiji Tax over half the appropriate rate of United 
Kingdom Tax, or if the Fiji rate exceeds the United Kingdoin rate at half the Unite4 
Kingdom rate. ' 

Um,on of South Afri.. Income from any source within the', Union or deemed to be within the Union. Income is 
deemed to be derived from a source ,within the Union, if it is received or accrnes from any 
eountry outside the Union where the income is not chargeable to Income Tax owing to the 

Southern Rhodesia 
fact that such person is not domiciled or ordinarily resident therein. 

Income from any source within the Union or deemed to be within the Union. Income is 
deemed to be derived from a source within the Territory if it is received by or accrues to 
or in favour of any person ordinarily resident or carrying on business within the Territory, 
and is reeeived or accrues from any source except banking or insurance business in any 
adjoining territory, provided that it is not chargeable with income or any other tax therein, 

Northern Rhodesia.. Income from any source within the Territory or deemed to be within the Territory. 
B881ltoland Income from any source within the Territory or deemed to be within the Territory. Income is 

Kenya 

Seychelles 

British India 

Straits Settlements 

, CUlad. ',' 

.deemed to be derived from sources within the Territory, if it is received or accrues from any 
country outside the Territory where, owing to the fact that such person is not domiciled or 
ordinarily resident therein, the income is not ohargeable to Income Tax. 

Income received by pr accrued to any person or brought into the Colony or the Protectorate. 
Income brought #lto the Colony or the Protectorate and accruing or arising in any pert of 
the British Empite or in any territory under His Majesty's protection is hable to tax at a 
rate equal to the excess of the rate in force in the Colol\Y or the Protectorate over the rate paid 
in the country from which such income is derived, Any person resident in the United 
Kingdom who has paid by deduction or otherwise, or is liable to pay Income Tax under the 
Kenya Ordinance for any year of aasessment on any part of his income, and who proves to 
the satisfaction of the Commissioner that· he has paid Income Tax in the United Kingdom 
for that year in respect of the same part of his income, is entitled to retie ffrom Income Tax 
under the Ordinance paid or payable by him on that part of his income at a rate equal to 
the amount by which the rate of tax appropriate to his case under the Ordinance exceeds half 
the appropriate rate of United Kingdom tax. If, however, the rate of tax appropriate to his 
case under the Ordinance exceeds the appropriate rate of United Kingdom tax, he is entitled 
to relief at a rate equal to half the appropriate rate of United Kingdom tax. 

Income from any source, whether in or out of Seychelles. Exemption is allowed in respect of 
income oharged with Income Tax in some other country of the British Empire. 

All income (except from agricultural and a few other sources), if it accrues or arises or is 
..,.,eived, or is deemed to accrue, ansa or to be received, in British India. 

Income from any source. Exemption is allowed in respect of any income tIOI arising ." the 
Oolony on which Income Tax has been or will be paid in the United Kingdom or in any 
British Possession, Protectorate or Proteoted State at a rate not less than that chargeable 
under tha Ordinance. 

Inoome fronI sources within Canada or elsewhere. Deduction from the tax ia allowed of the 
amount paid to Great Britain or any of its seIf.governing colonies or dependencies for Income 
Tax in respect of the income of the taxpayer derived from sources therein, and the amount 
oimilarly paid to any foreign country, if such foreign country treats Canada reciprocally, 

, ,pro1')de~ ~~at"such a~ount.401jB~t;ex~t!"I,~ Ml<tw.biPlI.,W<l\ll.d.lOtGerwiae have 
heeD payaDle 0'1 u.", mco~m qaeotiOllo"", , "" . .,.., .. ,.:. 



British Columbia " 
Prince Edward Island 
Jamaica .. 

Trinidad and Tobago 

St. Vincent 

Grenada •• 

St. Lucia •• 
British Honduraa 

xxiv 

Income derived in the Province, and income earned mewhere received in the Province. 
Income derived in the Province, and income earned elsewhere received in the Province. 
Income from any BOurce whatsoever. Income Tax paid in any part of HiB Maj .. ty'. 

Dominions or in any country under Hie Maj .. ty'. protection on any incom. liable to Income 
. Tax in Jamaica may be deducted from the tax payable in Jamaica upon .uch part of the 

income. Insurance Companies are not allowed the benefit of this p.,vision. 
Income from any source. A person liable to Income Tax, both in the United Kingdom and 

in the Colony, is entitled to relief from ouch part of the tax for which he i. liahle in the 
Colonyao will, together with the relief to which he may be entitled in the United Kingdom, 
amount to the lower of the two tax .. for whioh he io liable. 

Income derived in the Colony, and income derived elsewhere if reclllived in the Colony. 
Income Tax paid in any part of His Majesty's Dominions or in any country under Hie 
Majesty'. prote.ction may be deducted from the St. Vincent tax payable on the .am. inoome .. 

Income derived in the Colony, and income derived elaewhere if received in the Colony .. Any 
p.rson who proveo that he has paid Grenada Incom. Tax and United Kingdom Income Tax 
for the oame year in respect of th.oame part of.hio income io entitled to relief at a rate equal 
to the exceao of the appropriate rate of Grenada tax ov.r half the appropriate rate of 
United Kingdom tax, or if the Grenada rat. e""""do the Unitt'd Kingdom rate at balf the 
United Kingdom rate. 

Income derived in the Colony, and incollle derived elaewhere if received in tbe Colony, 
Incom. derived in the Colony and income .Ierived elaewhere if receiv.d in the Colony. 

Any p.rson who proves that he has paid British Honduras Income Tax and UnitJ:.d 
Kingdom Income Taxlor the eam. year. in reepeet of the oame part of his income is entitMd 
to relief at a rate equal to the exceao of the appropriate rate of British Hondurao Income 
Tax over half the appropria~ rate of United Kingdom Incom. Tax, or, if the Briti.h 
Honduras rate exc.eds the United Kingdom rate, at half the United Kingdom rate. Relief 
is granted in similar terms in respect of Income Tax paid in 8ny other British Dominion, 
9olony or Protectorate. 

Dominica •• 
Isle of Man 

_ Income wherever derived. 

Gnem...y •• 

Income wherever derived. It is provided that :_u Whether derived from aourceo out of 
or within this island, with regard to inoome in reopec1l of which Income Tax is payabl. by law 
in any place other than thie island being part of the Dominicmo of the Crown (the ume 
being hereafter in this Act referred to as ' elaewhere ') the Income Tax payable under thia 
Act ohall be only at such rate and for such amOlUlt (if any) as the Income Tax payable under 
thie Act .hall be in excess of the Income Tax payable ela .... here ... 

Income ... herev.r derived. Profits or income other than profits or income arioing from 
sources in or connected with,theIsland of Guernsey upon which English (sic) Income Tax 
has been paid or deducted is exempt from the Guernser _tax to the extent whioh the 
Gnerneey tax, if paid,. oonld not be recovered from the Engliah (sic) Inland Revenue • 

• 

....... _.'Pa'IIIt •• lfw till! _of 111. Co,,, .. ,, ..... l.ft of Auna.u.M.,. _ J .......... 
Go.enamat PriD_If .. · ... · ....... et ViIIoria. I 
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cmfMONWEATJTH OF AUSTRALIA . 

• • 

THIRD REPORT OF THE COMMISSIONERS. 

To His ExceLlmcy the Right Hon(Yf'able HENRY WILLIAM, BARON FORBTER, a Member. 
of His Majesty's Most Horwrable Privy Oouncil, Knight Gmnd Cross of the Most 
Distinguished Order of St. Michael and' St. Ge(Yf'ge, GOI'l'"f'II(Yf'-General and 
Commander-in-Ohief of the Commonwealth of Australia. 

MA Y IT PLEASE YOUR EXCELLENCY: 

We, the Commissioners appointed by Royal" Letters Patent to inquire into and report 
upon the incidence of Commonwealth 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 a8Sess~ent 

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 relat.ion to 
objections and appeals, 

have the honour, in continuation of our First and Second Reports, dated respectively 27th October, 
1921, and 13th April, 1922, to report hereunder upon the following subjects coming within the 
Terms of Reference :-

(16) Comments upon various sections of the Commonwealth Income Tax Assessment 
Act and Related Matters. 

(17) Administration. 
(18) Taxation of Interest on State Government Securities and the Income of State 

Organizations. 

. SECTION XVI. 
COMMENTS UPON VARIOUS SECTIONS OF THE COMMONWEALTH INCOME TAX 

ASSESSMENT ACT AND RELATED MATTERS. 

438. Co-Operative Societies (Section 3-Definition of Income).-The Comm,clJill'ealth 
Year Book, No. 14, 1919-1920, shows that returns had been received from 148 
co-operative societies in Australia. The Commission was urged by witnesses to recommend 
that co-operative societies should not be taxed upon undistributed profits, except so far as those 
profits include profits from trading with non-members. With regard to trading with their own 
members, it is usual for the societies to allow a rebate or deferred discount proportionate to the 
purchases made by the member within each accounting period. The Oommonwealth Income 
Tax Asse~$ment Act 1921 amended the definition of " income" in the Principal Act by providing 
that. income shall-

" not include any rebate received by a member of a co-operative company based 
on his purchases from that company, where the company is one which usually sells 
goods only to its own members." 

This provision will have a very limited application, as the evidence shows it to be the 
exception rather than the rule for. a co-operative company to confine its sales t{) its own members. 
In any ('ase, the provision does not touch the main contention of the societies with regard to the 
taxation of their undistributed profits. For the purposes of such· taxation, the Act makes no 



148 

distinction between 6 oo-operative and a limited company. The l!8.me contention u to the 
exemption from taxation of co-operative societies' profits wu urged before the British Commission 
on the Income Tax 1920. That Commission came to the conclusion that--

" any part of the net profits of the societies' transactions which is not actually 
returned to members as dividend or discount is a profit which should be charged to 
Income Tax." 

439. With regard to cases where the societies deal merely with their own members, that 
Commission remarks that--

"when the discount or rehate on purchase pric~ has been retunl('d to the 
PlItcliaSl'r, we are of opinion that the surplulI I't'maillillg in the hand~ of the Rodct,y is a 
true trading profit." 

With this view we concur. 

440. We recommend-
(1) That the amounts carried to reserve by a co-operative society, t,hat is, a society 

which usually sells goods to its own members, sh()uld he talCI'd as at present-
that ill, in the saine way as are the undiMtributed profits of a company. 

(2) That upon 80 mllch of the amount carried to reserve a8 is euhl!equently rebated 
to the members baaed on their purchases from the society, the society shall be 
entitled to a refund of the tax paid thereon. 

(3) 'That where a member of a co-operative society is allowed to deduct the amount 
of his purcha81l11 from the society from hill all5C8eable immme, he shall be required 
to bring into accOlmt the amount of the rebate received in tellp"ct of such 
purchaeee. 

441. Annuities (SectiOrt 3-lncobte hom ttrtlperty).-At present an annuitant is liable to 
Income Tax upon the whole of eAch year's payment ()f the annuity. It Was repre8ented to us 
that this involves taxation of capital. The caRe wal put thus by a witneea on behalf of the Life 
Offices' Association for AUilttalailia-

" Where an annuity hl1s been purchased from a life BlI8urance company, every 
payment of annuity contains an instalment of capital al well as an Amount for interest, 
and to tax the wholo payment is to tax capital a8 distinot from income. It hili been settled 
by judicial decision that capital, when it can be Idontified, is not taxable as income. In 
the case of the purchase of an annuit:r certain, i.e., an aunuity payable for a fixed term 
of years, the individual actually tecelves in each annuity payment repayment of part 
of his own capital, together with Interest on the capital remaining unrepaid, and the 
amount of capital and interest in each annuity payment can be actually determined. 
Ih the c!l~@ of the pl1fohal!e of a lite annUity, thl! 1U!li.lIitant pool~ his capital with that 
of other life aunuitants, and in effect agrees to iI common distribution of capital out of 
the pool on a basis which, according to the expectation of life of !llWh individual when 
he purohases the annuit.Y, would ,secure to him the repayment of his, CApital during his 
life-time. The essential fact is that the annuity payment is. !lot, solely income; in part 
it is return of capital, in part true income; and in any individual case the amount of the 
part which is capital is the amount of the annyal premium which the individual would 
have to pay to secure, by means of Me assurance, repayment at his death of the amount 
of tilpltrtl h@ applied it! pltl'chase of his ahl1u1ty." 

442. In our opinion, the contention of the Life Offices' Association is justly based, and-

443, We r.eommend that so mueh of .aeh paytnent of aft annuity pureha.ed by the 
annuitant as is aduarially a8rtified t. be a part return IIf capital lie allowed 88 a d.dudioD from 
assessaMe income. 

444. RilcijitdU.I Elteliltngl! uf Infol'fflatltilt bl!twel!ll. 'taxatiild Authlltltlllll, Cllmtntll\\\fealth 
iftd State.-!I!erfiort 9.-'rhtl fitst two sub-ilet'tiollS ot this tilectiort Dlake it an ot1t'nr~ for Offi(,!'TR 
1;tI I!rttE!r U~tlrt th~ii' dtitie~ bef!.lfe lI1akhig 11 declaration bf settee)', 1)rQvidihg :1 pl'nalty for 
1:Weltl'lles of thi~ proVisititl. Sttb-sectttitl (3) of this !l!ectltlti reads :-

"Notwithstanding anything contained in this Section, the Commissioner, the 
Assistant C.dltiilliSsioner, ?l' a DepUty Coitllhissidnf!t tnllY, ctl~t1hil'ate any matte~ which 
ctltnes ttl hIS kbo\vledge ill thl! pei'fotrtlanctl fJf hls offillIaI duties to tht! (;()ll1nll!!slOner of 
Income Tax for any State who has been authotl:ted by legis\atiort to afford similar 
lnformatibn to theComtui!l8ioner, the Assistaht (Jommissioner,ot a DeputyCommiBSioner, 
or to thi> Cominissionef 01: PelJ.sione for t,he purpose of the administration ot any law of 
the Commonwealth relating tQ peneione." 
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In the Acts of New South Wales and South Australia there is no corresponding provision. 
In Victoria and in Queensland the Inoome Tax Acts allow communicatlon by the State 
Commissioner of information to the Conunonwealth authority and other Stab! authorities without 
oondition. In Western Australia the Income Tax Act allows for commuuication to other Income 
Tax authorities who are authorized by legislation to reciprocate. The Tasmanian Act allows 
communication without condition to the Commonwealth, liut only subject to reciprocity in the 
case of a State authority. 

445. Full power of inter-communication between all Income Tax authorities in Austraiia 
for the purposes of admiuistratiOli· of Income Tax legislation is, in our opinion, very desirable. 
A striking illustration (referred to in paragraph 271 of our Recono Rpport) of the loss of revenue 
which may occur in the absence of such a 'provision was given in eviden?e by the State 
Commissioner for Income Tax, New South Wales. He stated that a certam taxpayer had 
rendered a return and had been assessed thereon, the tax amounting to a little over £20. The 
Commissioner became aware of certain facts which induced him to conduct an investigation 
into the taxpayer's affairs. The result of the investigation was to disclose that the taxpayer's 
income for the year in question had been about £280,000, and the amount he was called 
upon to pay was £22,500. The Commissioner, giving evidence, was asked whether he had 
communicated the facts and the name of the taxpayer to the Commonwealth Commissioner or 
his representative in New South Wales. The reply was that he had not done so, as his Act gave 
him no authority to make such a disclosure. It appeara to US a matt.r of urgent importance that 
al between the Commonwealth and all States and as between all the State authorities there should 
be the fullest exchange of information necessary for the protection of the revenue. We suggest 
that this matter be pressed upon the Governments of those States in whic.h no legislative authority 
exists for reciprocal interchange of information with regard to Income Tax matters. 

446. Subdivisional Sales upon Long Terms-Method of Taxing Profits.-Witnesses 
representing a oompany whose operations consist of thll purchase of lands, thllir sub
division, preparation for settlement, construction of roads, &c., Bnd sale upon 10Il~ terms, 
stlited that the method of taxing inoome of the company from sales of sutlh lands in the Statll 
(Queensland) is to regard the total amount represented by the sale as income of the year in which 
the sale is made, although only one instalment would be p!l.id in that year. It is common practice 
for the company to allow payment by instalments to extend over ten years, and the witnesses 
urged that for Inco1;lle Tax ~urpo8el! no IlInoUI1~ 8~ould be reg~rded as income of any year except 
those actually received dUrlll.g that year. Thlll Il! the practICe of the Commonwealth Income 
Tax Department. It may be argued that the method adopted by the State is in consonanoe 
with that geberally adopted in relation to sales of merchandise-for example, a wholesale house 
sells a considerable portion .of its r.0ods upon ,~ay three or six ~onths' t.ern~s, and at the ~nd 
of any fihllliclal yeat there Will. be Ii carty over of such transaetiolls the bIlls In respect of whIch 
have not matured, though for pUrposes of the trading account the amounts represented by the 
sales lire shown as sales of the year in which made. 

441. Lookin~ at the matter trom a pu.rely' theoretical point of view, it might be said that the 
practice adopted with regard to merchandlSe IS sound, anil should rule all credit transactions. 
As far as convenience is concerned, the practice adopted with regard to merchandise is probably 
the best. With regard to sales of land on credit terms extending over a number of years, the 
convenience. would lie the other way, as the book.s oia compao.Y con~ucting such business would 
not be kept m the same manner as those of an ordIliary mercantile !>usmess. 

448. In our opinion, the practice adopted by the Federnl Department of accepting the 
profit npon the amount actually paid during the year in respect of land Bold upon long terms 
as the ineome of the year is the n10re cOllvenient and the 1110re equitable with terrard to the • 0 
tallpa ying wndor. '. 

449. We recommend this practice for general adoption. 
450. Revenues of Munioipal Corporations or other Local Governing Bodies or of Public 

Authorities.-Section 11 (I) of the Commonwealth Income Tax Assessment Act exempt.s from 
Income Tax t.he revenues of Municipal t'o!}Jorotions. &c. Representntions wpre made hy some 
witl1es&~s with regard to the profits frOlh trading enterprises conclUded hy Illlmi('ipalities ~r other 
public hodies, ano it W,IS contended that the present statutory exemption should be repealed, 
III ord!'t to mllke slldl profits taxable. 

-l..~l. the geneml objection to the preselit exemption of t.hose prnfits from taxation 
pu~ forward was that it entails unfuir C?~lIp!'~ition wit~ priyate ent!~rprise8, the profits of 
~)·Iueh .an> taxa?l~. ,~n "~llle ("/tSI'S the pOSitIOn IS not qUIte ,,,·,·urat<;ly stut~ by the phrase 

uufalr compet.ltlOn, as It may, and often does, amount to nil exeiuslon of prIvate enterprises 
from a partjcular arell. l?or example, t.he elect l"ic light un!1e. taking of 11 C'itv ('ouneil is generally 
11 monopoly viit.hin its own area. • . 
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452. Another objection of less force which has been stated is: A tnxpawr m onc 
Municipalit.y w~ich pwfitably ?onduct.~ an enl~rpris~ such .as electric lighting is at a dlRlI,1 Vl\ntng~ 
as compared wlth a taxpayer 111 another ~IulllClpahty whleh from LIck of opportullit \' or other 
causes is unable to realize profits in that way. . 

453. An objection somewhat similar to that just mentioned is that the citizens, SIIY, of a 
capital city, may be making profits from charges levied upon persons who are not residents of 
that city, or even of the State. An illustration is the conduct by the lI1,·Il)(mMle City ('"unei\ 
of stock sale-yards to which cattle and sheep are brought, not only from Vi<"toria, hut fl'OllI New 
South Wales and other States. In snch instances the stock fees at the COllneil'" vnrds may be 
paid by owners of t.he stock, who may be resident outside Victoria altogethpl'. it. is urge;l as 
unfair that any profits so arising should be applied, as they of course woul,l be, either to sOllle 
relief from Municipal taxation of the citizens of Melbourne 01' for some Municipal purpose of 
which the citizens would primarily receive t.he benefit. Iu either cusc it would gcncrully he 
difficult or impossible t.o trace any definite pecuniary benefit to any citizen. Again, any re,\ul'lion 
in Municipal rate, whether due to the realization of profit from a Municipal undertakillg 01' to Home 
other cause, is reflected in the income tax return of a taxpaying eitizen. Mllni(,ip"l Hail'S bping 
allowed as a deduction from assessable income, if the rate is lowered the ta xahle in('oIl1C1 will be 
increased, and consequently a larger income tax will be payahle. 

454. Two other points in relation to the matter may be mentiond, viz :--First, that the 
stock-owners who use the municipal yard:'! are "eeeiving valuahle sprvitP.; for the fpr>s pllid ; 
second, that the Municipality is not in the position of an absolute monopolisl in Much malt('r" . 
that is, it could not prevent the construction and use of yarns by the sto,·k-owners thelllRelves 
in some convenient locality outside the City boundary. 

455. In Great Britain the Income Tax Law does not exempt from taxation the revenues 
of Municipal and other bodies. The British Royal Commission on the IneolUe Tax, l!!:ltI, gives 
the following" summary of the way in which local authorities are dealt with for Income Tax 
purposes" :-

"The trading profits of a corporation are assesssed to Income Tax under the 
ordinary rules. The property which it owns is also chargeable under Schedule" A,"'" or 
if exemption is granted (e.g., in respect of 'public schools and premises occupied for the 
administration of justice), that exemption lS not one that is peculiar to corporations." 

But behind any question of practice is the basic question whether the profits of public bodies 
should be taxable or exempt. On this point the British Commission ~ays :-

" The fundamental question whether a Municipal corporation ought to pay Income 
Tax at all was not pursued by the witnesses, possibly because they recognised that although 
the burden of the Income Tax paid by a corporation ultimately falls upon the members 
of the local community, the ratepayers are in many cases liable to Income Tax, and any 
burden of taxation removed from them as ratepayers must necessarily be thrown upon 
them, though not necessarily i~ the same proportions, in their capacity as taxpayers. 
It may also have been in their minds that it would not be expedient to elaim exemption 
from Income Tax for pnblic bodies which are actually or potentially competitors of 
privat.e persons or companies carrying on similar trading undertskings. 

" But although this primary question was not raised, a number of important 
changes were advooated, one of which was t.hat in assessiug a corporation a distinction 
should be drawn between those of its activit.ies which may be regarded as undertaken 
for national purposes and those which are purely local. There is, in our opinion, no 
sufficient reas.on for exempting from Income Tax most of the propmtieR whieh are devoted 
to local public purposes." 

456. It will be observed that the opinion given by the British CommiR8ion refers to " most 
of the properties devoted to local public purposes." 'fhat Commission was faeed with the view 
that some properties of a local authority may be of an importance other than hx·al·-for example, 
they came to the conelusion--

" that sewers and sewer mains should be exempted from liability to Income Tax 
assessment, not only because the present administration of the Income Tax Law, 
following the pract.ice of rating authorities, produces inequitable results as between 
different localities, but also because the provision of proper sewerage faeilities may be 
regarded as essential to national as well as to local public health." 

• NOTR.-Tax under S('hNI,lle .. A" i>c charg;.d in rl'>lpOf't III th(· nWOI'r9hil' of fanfll'd ptoJK'rty in tin' Unitod Kivgdnm. and V. 
ba.sed upon the annual value. 
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457. The passage just cited illustrates the difficulty of determining whether the benefits 
of a particular public utility, administered primarily in the interests of citizens within an area 
of local jurisdiction, do or do not extend to citizens outside that jurisdiction. The consideration, 
that so many services provided by public authorities have this wider extension of benefit, in our 
opinion, strengthens the view hitherto taken in the Commonweitlth that the revenues of public 
bodies should be exempt from taxation. 

458. In the case where a public authority carries on an undertaking in which it becomes a 
competitor with private enterprisf or by monopolistic power excludes private enterprise from a 
particular area', witnesses expressea. the opinion that the profit,~ derived from such undertaking 
should be subject to income taxation. 

459. There is a ~eneral agreement that some particular services-for example, water supply, 
supply of gas, or electriC light, &o.-are public utilities, which ill priuciple may properly be handed 
over to some public authority; 

460. Where the line of unfair competition begins, or upon what class of enterprise a 
eommunal authority should refraill from entering, are questions which are outside the scope of 
our Terms of Reference. 

461. The prime justification, in our opinion, for the exemption from Income Tax of revenues 
of Municipal and other public authorities lies in the fact that they may properly be regarded as 
exercising a delegated power which in It less-developed community would or could be exercised 
directly by the State. 

462. Another point in favour of the retention of the present exemption ofrevenues of public 
bodies is that, where profits are made by them in the conduct of some public service, those profits 
caunot be used other than for some purpose ,vithin their power as a public body. 

463. We an of opinion that the present exemption from Income Tax of the incomes of public 
authorities should be retained. 

464. Cricket Associations.-Section 11 (1) (J) exempts from taxation-
.. the income of any society or association not carried on for the purposes of the profit 
or gain to the individual members thereof, established for the purpose of promoting the 
development of the agricultural, pastoral, horticultural, viticultural, stock-raising, 
manufacturing or industrial resourges of Australia." 

465. The New South Wales Cricket Association, through its representative, gave evidence in 
support of a claim for exemption of the revenues of the Association from Income Taxation. The 
reltsons advanced were gellera!ly that the Association does not exist for the purpose of allY individual 
gain, Itnd that its activities are entirely devoted to the promotion of a manly sport which is beneficial 
to the community, The taxable revenue of the Association is chiefly derived from "ate money 
collected in respect of Inter-State or Internlttional cricket matches. "' 

466. A side issue introduced into t.he quest,ion is that the public pays Entertltinments Tltx 
upon entrance money to such cricket matches. This, however, does not' appear to us to affect 
the question. The amount obtained through the Entertaiuments Tax is paid by individultls 
and the Association is merely the chaunel through which the amount of tax reaches the taxatio~ 
authorities. Not at any stage does the amount so paid enter into the real revenue of the 
Association. , 

467. It Lq a clear dednction from the wording of the sub-section that no exemption would 
be granted where a society is carried on for the purpose of gain to individual members. It seems 
equally clear that even where that condit.ion -precedellt exists, ouly those Associations will be 
granted exemption whose purposes commend themselves to the Pltrliament as of sufficient national 
importance to jnstify their inclusion in the exempt list. 

468. It will be noted· that no Associations whose principal ohject is the enc{)uraaement of 
sport are at present included in the exempt list, and we are unable to see any sufficierrt grounds 
for recommending the inclusion of any sucb body. 
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469. Dividendi Derived from Capital Proftt..-Section 14 (b) reada

" The income of any person shall inolude-

(b) dividends, intereat, .,pronts, or bonus credited or paid to any depositor, member 
shareholder~ or debenture-holder of a com,Pan;y which derives income from i. 
so~ce in ~ustr~lia, or of a company w!llch 18 a s~areholdet in. a company 
whICh denves IIlcome from a source ID Australia, but not mcluding a 
reversionary bonus Issued on a policy of liJe 8sIluranoe ! 

Provided that, where a company derivee income from a 10uroe in 
Australia and from a source outside Australill, a taxpayer shall only b. 
taxable on so much of the dividend as bears to the whole dividend the same 
proportion that the profite derived by the company from a 8Ouroe in Australia 
bears to the total profits of the company: 

Provided further that, where a company distributes to ita melllbe1'l!l or 
shareholders any undistributed income accumulated prior to the 1st July, 
1914, the SUm so received by the luembar or ahteholder thall not be so 
included as part of his income. For the purpose. of this prqviao, amoUDtI 
carried forward by a company in its profit and loss account, appropriation 
account, revenue and expenses account, or any other account similar to any 
of the foregoing accounts, Bhall not be deemed to be accumul&ted income; 
but, where it is proved to the satisfaction of the ColllIllissionef that an amount 
staniling to the credit of It profit IInd 1088 aooount before the lst July,.1914, hai 
been appropriated by a company for the purpose of crediting a dividend to 
the shareholders, and the dividend or a part thereof is retained by the 
com:Jany for the purpose of payina for an increase in value or number of 
shares issued to the snareholders, the shareholders shall not be liable to pay 
tax on the dividend or part so retained." 

410. Dividends, undlJf the Itbov~ 8ub-8Ilct\on, Are made pt.rt of inooml, and .. re taxed even 
in the cases where the dividend is derived from capital profits, e.g., profit. mad. by the MAli of • 
capital asset, such as a building. The profit so derived is treated as capital profit and hence not 
taxable in the hands of the compdny, but, 011 raMhing the 8b.arehol~er, it it otherwise regarded. 
The principle tha~ income ~oes ~ot cha~ge its cha~acter w~en pa8s~ from a .co~pany to a member 
of the company IS exemplified III SectIOn 11, which prOVides that meolU!! derived by a company 
from tax-free War Loan is exelllp~ £rOl? ~ax, not only in th~ ~ands of the COJht>~l1j, but also in ~he 
hands of a shareholder, who receives It III the form of a diVldel1d. 'rhe t>rinclple is also applied 
by Section 14 (b) in respect of income derived by a company !roin a. source outs1de Australia (not 
taxable under the Act). 

471. Wd recommend thllt tlividtludt derived fronl oapit&l prtlfitll of a ooDipany \vrueh .,. 
I!ltllmpt fi'llIft inCIlIfI' tliillltion in the Company" hands be exempt in "the .hll.reholdets' hands. 

472. Freedom from Taxation of Income accrued prlor to ist july, 1914.-Second proviso to 
Section 14 (b).-The evidence disclosed a considerable amount of dissatisfaction among taxpayers 
with the form and effect of this second proviso. Owing td the lapse of time limc!! 1st July, 1914, 
the transactions affected by this proviso must be diminishing in lllittlber, but thllY are still 
sufficiently numerous to excite protest against the eftect of thl! provisloh. 'rhe first ~t!l1tel1te lit 
the proviso is obviousl:y aimed at preventlng retrospective taxatlbn, but the IldclititllU!.i sel1tel1tle 
involves such taxation III certain cases. 

473. We tetDmmOnd that the pl'oviso be aIDpnded to make it cleat that. Bny.company 
income whirh liccttletl pI'ior to the 1st July, 1914, ~hall be free from taxation when distributed 
to sharehOlders. 

474. Beneficial Interests under wilis, &c.-Section 14 (c) reads-

" The income of any person shall include-
(c) beneficial iilterest~ ill irtt'ame dei'iv('cl untIer any Will, settleml!ht; deed Of gift 

or instrument of tl'Ust." 
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We are officially informed that an income derived from any of the ~ourcea specified in this 
aub-lMlctiQD ill taxed at persQDIU exertion or property rate, according to its origin.' The Victorian 
l\.ct uprees1y provides that- . 

.• all income subject to tax earned, derived, or received hy or arising or accruing 
j;o a tr\llltee in his representative papacity, or received or receivable frOl.Q a trustee by a 
taxpayer as a beneficiary, shall be deemad and bll taken to be t41l income thll produce of 
propllfty, and eha.U beliabl!l to tax ~ccordingly." 

475. A Vi9tqrjau taxpayer taxed ill respect of a beneficial jnterest under a will, thll income 
beillg derived frOl.Q a bUljiness manageq by the trllstees, wO\lld be charged by thl) State IHlthority 
at the property rate, and by the Commonwealth authofity at the personal exertion rate. Ap'art 
frol1l Victorla'l State taxation, the anomaly arises under the Commonwealth Act that, If a 
beneficiary under a will or pthllr lnstlUlllent receives' income the source of which is a business, 
.the income in the beneficiary's hands is taxed as income from personal exertion if the business is 
that of an individual or a partnership, and as income the produce of property if the business is 
that of a company. It cannot be contended that income ill the hands of a beneficiary involves 
personal exertion pn the part pf tha recipiElnt in the SElllse of the cl!lfinition (Seption 3) of the 
CQUUllQnwealth. Act, !lncl, in ,,\If IIpiqion, it IhQuld \10 re~arded a$ prope~ty U\\lo\llq and ~axe~ 
aopp.\'din~ly. ' 

47~. ~if, Assurance Cqmpanies' Taxation.-Under Section 16 (1) of the Act, life assurance 
companies ~re exempted from 'taxation in respect of ~remiums paid upon the policies issued by 
the comparues. Other revenues are taxable, allowance being made for expenses of management. 
The State legisIation on this subject varies considerably. The following are the bases of the 
State taxation:-

~IlW SOqtl\ Wllo\es 

Victori~ 

South Australia 

~~CQmll from real property mortgages, less prpportion of total 
expensel$ in, N\lw SOllth Wal\lS obtained by using ratio of 
taxable income to total income. 

30 per c\lllt. oI''' Pl'~Ul.Q incol.Qe" (ordinary department). 
15 per cent. of " premillm inpome " (ind\lS~ri," department). 
Portion of the surplus divisible amongst policY-holders 

which the Actuary certifies to be attributable to South 
Australia. 

Tasmania .. 20 per cent. of " premiUl\lll ~ceived." 
Queensland. . 25 per cent. of "premiums collected during the year" 

(ordinary department). 
15 pel' cent. pf "premiums cO,llected during the year" 

(industrial dep~rtm\lllt). 
Western AustraliQ. " Interest on investmenU!," less a deduction for expenses. 

477. l'axati()D of life assurance companies \In a percentage of the premium income, while 
simpJII, cannot be regarded as scientific or as practically satisfactory. The Life Offices' 
Association for Austrslaeia pointed out that this method-

.. ignores the fact that the ratio of surplus to premiwn depends upon the age of 
the institution, and assumes [wrongly] for example that an institution ten years old 
will have the same ratio as one 40 years old." 

The Association further poinU! out that, under this method, if the percentage rates be high, 
the stability of a young institution u1ay be imperilled, as fo~ the first few years a large proportion 
of ita p~miUlns must be absorbed in expenses. A further disadvantage pointed out is that this 
IIlet.hod works inequitably between companies having a J,lreponderance of whole-life business 
(whillh probably yield~ tha larger surplus) and those havmg a preponderance of endowment 
al!lllll'anclI. The Association: asked for complete exemptiol) from incoll1e taxation of all life 
81!11ural)ce revenues. We do not feel justified in, indorsing that request, 

478. In our opinion, the method of taxing lifeassuranc, companies prescribed by the 
Commonwealtb Ac~ is tha methocl which should be adopted by all Australian authorities. 

479. Deductiona from Assessable IncOIDL-Apart from the special deduct.ions COllUllonly 
known 118 General Exemptions (£156 in the case of a persou who is married and £104 in the case 
of a person who is not married), the allowable deductioDs frOIll assessable income are enumerated 
in Section 18 of the COUUllouwealth Income Tax Assessment Act. During our inqnirv, many 
witnesses made suggestions for alllendment of ono or more of the sub-seetions of which that 
section is composed. It will be convenient to quote each sub-sectioD separately, and to make 
such l'efe.renoes to evidence and BUch COllWlWlU! 118 lllI\.y seem appxopriate. 
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480. Section 18.(1) (a) reads-
"IS. (1) In calculating the taxablc ineome of a taxpayer tile tot.ul l~eS8ahle 

income derived by the taxpayer from all sources in Australia shall he taken 68 a basis, 
and from it there shall be deducted-

(a) All losses and outgoings, not being in the nature of 10&'<eS and outgoings of 
capital, including commission, discount, travelling expenses, interest, and expcnses 
actually incurred in Australia in gaining or producing the assessable inoome." 

The wording of sub-scction (a) has recently been considered by the High Court in an Appeal 
case (Alliance Assurance Co., appellant, and Federal Commissioner of Taxation, respondent. 
29 C.L.R., 424). The High Court held that-

., The words' losses and olltgoings' are not qualified by the words' incurred in 
Australia in gaining or producing the gross income', and that those latter words refer 
either to the word 'expenses' only, or at most to the words 'colllmission, discount,' 
travelling expenses, interest and expenses '." 

Each of the State Acts has provisions similar in general effect to those of the Commonwealth 
Section IS (1) (a) above quoted. The Queensland Act specifically includes among losses and 
outgoings interest paid in respect of money borrowed and used in the production of income whieh 
is not exempt from tax and interest actually paid on any mortgage of residence. Tasmania has 
similar provisions with regard to interest on borrowed money used for purposes of the business, 
and both those State Statutes provide that where interest charges are payable to persons residing 
beyond the State, the person paying same will be deemed to be the agent of the person entitled 
to receive same and liable to pay Income Tax thereon. 

4S1. Witnesses referred to many forms of expeuse which they contended should be allowcd 
under Losses and OutgoingR, or should be allowed to a greater extent than at present. Some of 
these forms of expense are-

(1) Legal Expenses.-The Commonwealth Department of Taxation allows certain legal 
expenses as deductions. The principle which, it is stated, guides the Department is whetber 
the expense is (in the words of Section IS) " actually incurred in gaining or producing the as.~es.~ahle 
income." We are informed that among -the legal expenses allowed are those ineurred hy way 
of cost of suing for rerovery of trade debts and charges for adviee upon interpretation of contracts. 

Among the expenses not allowed as deductions a1'e
(a) Costs in actions against the Department. 
(h) Costs in prosecuting or defending actions for breach of contraet.. 
(c) Costs in proceedings before Arbitration Courts or similar tribunalM. 
(d) Costs in libel or slander actions. 
(e) Expenses incurred in the preparation of leases, mortgages, transfers, &c. 

'rhe disallowance of these items was the subject of n,lUch complaint. Many witnesses urged 
that all legal expenses should be allowed as deductIOns, and contended also that some at 
least of the disallowed items are expenses" incurred in gaining or producing the income." A 
further consideration was that, if some of such expenses cannot strictly be considered to he 
" incurred in gaining or producing the income," they are incurred in " protecting" the income. 
The Act does not specify protection of income as a ground for deduction of an expense, but the 
evidence disclosed a widespread opinion among commercial men and others that expenses 
legitimately incurred for protection of income should be deductible. In some cases it is difficult 
to draw the line between gaining or producing and protecting income. For example, it was urged 
upon us that the expenses of actions for breach of contract (whether the taxpayer is the plaintiff 
or the defendant) should be allowed, on the ground that. the protection of income should be 
regarded as the direct equivalent of the production of income. The same argument may be 
used with more or less force in relation to other judicial proceedings. (Some expenses of an 
occasional character, and which are incurred solely for the protection of income, for 
example, the expenses of transferring starving stock ~rom one ~~strict to allot~er, the cost of 
hiring country, &c., are, and always have ~een, .recoglllsed as legltunately.deduetlble.) ~not!ler 
item of legal expense frequently referred to III eVidence was that of proceedmgs uefore ArbitratIOn 
Courts, Wages Boards, &c. At present no deductions on this account are recognised. 
Representatives of employers stressed the view that these expenses a~se out .of 8tatu~ry 
obligations. and that it would be only reaso~able to r,egard them as Illcurred III produCl~ 
income. Items such as the cost of preparation of leases, mortgages, transfers, &c., are III 

ordinary businesses quite infrequent" but, where they occur, it seems reasonable that they 
should be treated as business expenses and cOll8equently included among deductions. As 
shown above, the departmelftal practice already reco~nises some expenses incurred in the 
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protection of income as properly deductible. In our opinion, this recognition should be 
extended to all cases where the Commissioner is satisfied that legal expenses have been incurred 
bona .fide for the protection of income. 

Legal expenses are specifically deductible from assessable ineome under the State 
Statutes of Victoria (Section 19 (1)) and Queensland (Section 13 (1) (X)). The Queensland 
provision is limited to legal expenses incurred in collecting debts owing to persons in business 
or in preparation of leases or in connexion with any award relnting to the taxpayer's business 
or ineurred in drawing up agreements for the sale or purchase of goods or service agreements 
with employees. The only limitat4m in the Victorian Act is that the legal expenses shall have 
been incurred in produeing income. The Statutes of other States contain no provisions 
expressly allowing the deduction of legal expenses from assessable income. 

(2) Removal Expenses.-Among commercial witnesses who referred to this subject, 
there was unanimity of opinion that expenses incurred in necessary removals from one place 
of business to another should be regarded as permissible deductions. At present, the practice 
of the Department is to disallow such claims. Business removals usually occur from one of two 
causes--either the expiry of the lease or the necessity for obtaining more suitable premises. 
To these may be a.dded occasional temporary removals due to alterations or reconstruction of 
premises to which it is intended to return. It seems to us that these expenses may be regarded 
as incurred with a view to gaining or producing income, and on that ground are properly 
allowable as a deduction. 

(3) Alterations to Buildings, Plant, &c.-The cost of fitting up of leased premises, 
alterations to buildings, &c., is, we are informed, not generally regarded by the Department as 
an allowable deduction, since it is usually in the nature of capital expenditure. Where that is 
clearly the case, in our opinion no alteration of the departmental practice can be recommended. 

(4) Cost _ of New Machinery, Replacements, &c.-Requests for the inclusion of tills 
expenditure as an allowable deduction came specially from representatives of farmers. The 
Department, we are informed, considers all such expenditure to be clearly capital expenditure, 
upon which no deduction can be permitted. In this case, as in that dealt with in the preceding 
paragraph, we do not recommend any alteration of the present practice. 

(5) Deduction of 5 per cent. Capital Value of Agricultural Holdings.--'l'he suggestion was 
lIIade that farmers be allowed to deduct 5 per cent. of the capital value of their holdings. 
The argument in support of this suggestion was t.hat., where a faflller leases land, he is allowed 
to show the rent a.s a deduction; but, where he is the proprietor, no deduction is allowed, though 
(it is said) he is in effect paying rent equal to the current rate of interest upon the capital 
value. The Act indeed embodies a provision which is practically the converse of the 
claim under consideration, as under Section 14 (e) a taxpayer is required to include in his 
assessable income 5 per cent. of the capital value of land, &c., owned and used or used rent free 
by hinlself for the purpose of residence or enjoyment. The case of the farmer using his own 
land for cultivation is said to lead to an anomaly, as an owner of such land may also lease adjoining 
lands and be allowed deduction of the rent of that portion of his farm, while receiving no deduction 
in respect of the proportion owned. However, we regard expenditure in the purchase of land as 
capital expenditure, and, for that reason, cannot recommend any deduction of the nature 
luggested. 

(6) Cost of Netting and Eradication of ·Pests.-The cost of netting is treated as capital 
expenditure, except in the case of netting used for repairing. With regard to the eradication 
of pests, the practice is to regard expenditure under this heading as capital expenditUl'e if at the 
time of purchase the land is encumbered (for example, with prickly pear), with the consequence 
that no deduction is allowed. Expenses of maintaining the land in the inlproved condit.ion are 
allowed. In these eases we consider the department!!1 practice to be consistent with the general 
scheme of t.he Act., and do not recommend any change. 

(7) Subscriptions to Trade Associations, Agricultural Shows, &c.---This is an instance 
where sOllle part of t.he .claim put forward by \~'itlll'sses i.B a.lready recognised by the Department
for example, subscrlptIons to Trade Protection ASSOCIatIons are allowed, also subscriptions to 
Tmde .Journals, but U'\)t subscriptions to Trade A~sociation8. except to the extent to which the 
subscript.ions are regarded as defraying the cost of business functions performed by the associa
tions ?n behalf of ~heir mell1ber~. l\Iany ~raders, it wa~ s~ated, are contiJ.1ually called upon to 
subsl"nbe to or furmsh free material for agr~c~tural 8!ld slJuilar shows, and It was urged that this 
should be ~e!lard~d as an e~pense of advertlsmg. It. IS not at all dear that expenses of this kind 
al"e advel"tIsmg III the Ol'dlllary sense, unless as a result of the subscription or donation the 
bus!n~~ of the finn. is in some way promin~ntly brought before the public. Expenses of 
exhlbltlUg aL all Agncultural Show are recogrused as a bUSllless outgoing. The departmental 
practice under this heading. in our opinion. is as liberal as can fairly be required. 
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(9) Cost 0' Preparation 0' Taxation Retuml.-Witne.!8e8 stated that in very many instancES 
taxpayers find it necessary to employ accountants or others outside their own staR to pn'pnre 
Income Tax returns, and it was urged that aU such expenses should be regarded as deductible. 
It was admitted that in many cases the auditor of the business prepares the returns, and, in such 
cases, the fees for auditing, which are allowable deductions, include the cost of preparation of the 
returns. In our opi!lion the cost of preparation of taxation returns Ihould be allowed. 

(9) (:ost of Issue of and Discount upon Debent\lres.-Company representatives urged that 
the cost to a company of tlteyreparation and issue of debe.ntures, and also discount which sometimes 
has to be allowed to subscnbers of debentures, should be deducted from assessable incollle. Tho 
two claims may be looked at separately. The preparation and cost of is"ue of deucnturcs 
is the cost associated with a loan of money. While no income may result in the year 
of issue, the expense of the issue appears to be a legitimate business expense, for which, 
in our opinion, provision might reasonably be made, to enable it to be treated as I' 
deduction from assessable income. The question of the discount upon debentures is on 
another footing. Neither this nor the cost of issue are at present treated as allowable 
deductions, but the discount may, we think, be fairly regarded as an addition to the interest 
payable for the borrowed money, and as interest paid is a deductible charge, it would seem con
sistent to allow the discount also. 'l'here is, however, this objection, that if the whole of the discount 
be allowed in the year of issue, it may, by lowering the rate of tax upon the total income, have a 
disproportionate effect upon the amount of tax payable. n would, therefore, be reasonable to 
divid" the amount of discoun* over _ period no* ,xcee~ing *he ~urrency pf the debentures, and allow 
as a deduction in each Y9lU of the period ihe il!\lIlual p~oportiol1 of the whole amllunt. In the case 
of interminable debentures or debentw:1loS having a lo~g I?eriod of currency, an arrangement should 
be made with th, Comm,issionef as to ~ re~nabl\l per~od OV~ wll~ch th(! deductions should \le 
distri bu ted. 

(10) Interest on Borrowed Money.-Wher\l a trader borrows money for the purp081lil of 
his business by way of overdraft or otherwise, he is allpwed to deduct interest. Representations 
were made to the Commission that persons whose income is derived from salary or wagell are at 
a disadvantage as compared with'traders in. this r(!spect, that, if the salaried taxpayer borrows 
money-say, to meet medical expenses-he is not permitted to treat the interest paid as a deduction 
frpm assessable income; whereas the trader, though borrowing for the Same purpose-for example, 
by way of overdraft-may include the interest as. interest paid on account of business 
obl,igatlOns, and thereby escape tax. The Department allows interest as a deduction to non
traders in cases where there is some taxable return from the investment of the borrowed money, 
Where the investment is in the natw:c of a continuing business, the whole pf the interest is allowed 
as. a deduction. If in any cases trad(lrs act as suggested by witnesses, inequities would arise, hilt, 
in our opinion, no l\lmedy can be suggest,4 w~ch would ~ot l;Je likely tll create anol1lalies at lel'st 
as soril/US as ~hos\l whicl1 it woqld C\ll". 

(11) Interest received from Government LI/ana.-A repl'6ll6ntative of a large iinaucial 
institution urged that interest received from Government loans (in addition to those whi"h by 
Statute are tax-free) should be allowed as a deduction from assessable income. We are unable 
to recommend this concession. 

(12) Losses of Original Subscribers on Sale of Commonwealth War and Peace Loans.
It was urged that original subscribers to Commonwealth War and Peace Loans invariahly find 
that a loss is incurred if it becomes necessary to realize their bonds in the open market. The 
suggestion was made that any losses 80 incurred should be treated as a deduction from assessable 
income. We are unable to recommend this ~oncession, 

(13) Interest upon Deposits in lJanks and. savings ge!lllraUy.--.A, correHpondcnt who d~l 
not present himself for oral examination suggested that, as a matter of puhlic policy, with a view 
to encouraging the growth of capital, and thereby· providing the mcalls of cmpluymcllt ami 
production, interest derived from deposits in banks or other financial in~titutiolls should be freed 
from Income Taxation. This suggestion is part of a larger question pre-_ented to us hy l'rof"H"oriul 
witnesses, who took the view that additions to capital constitute the most important form of 
production, and that, as capital in the community is only built up by what is ~av('c1, th!' polil"J 
of taxing authorities should be to treat all savings as non-taxable in the year ill whi(·h they aeemc. 
A special ease of this nature frequently urged by accountants and company representatives is 
that of the undistributed profits of companies. Witnesses suggested that, if a ('(Jlupany 
distributes say 60 per cent. of its profits of the year and retains the remaining 40 per cent., the 
profits so retained will allllost cNtainly he used in such a way as to stimulatc pJ'Odudion awl 
lead ill subsequent years to iuclea:;ed taxable ill("ome. We do not feel justified in accerting the 
wider proposition nor in recommen~ing the specific ",clusion from assessable income 0 interest 
on deposita or of the undistributed profita of companies. 
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482. Crown telgeholdi.-fncrlasicl Rental due to Re.Ap~flilsedlent-How d6ductibie.

General Order No. 1011, issued by the Conullonwealth Commis8lOher, states the practice of his 
Department in respect of this matter in these terms :-

"The rental of a Crown leasehold was re-appraised, the increase dating back 
to four years previously. The taxpayer sought to deduct from each of the previous 
years' inoome the increased rent payable retrospectively for each year. 

" It was deddlld that the rent could OIl1y be dedul'ted in the year of actual pa yinl'iit, 
since the increlLRe was not.in fact incurred in the previous year. It was incurred in the 
income year as an ontgoing. in that year measured in amount only by a newly-created 
liability extending to certain previous years." . 

488. Opinions placed before us differed as to whether the practice laid dtiwn m the Ol'der 
cited is the cortect one, or whether the deduction should bel made proportionately. from each 
prevlOlts yeat's iI1come, as claitned by thli taxpayer quoted in th.at Ordet. Which method would 
be more favorable to the taxpayer would depend upon the relative al1101l1its ti£ taxable mconie in 
the various years in question. thE! inchlsloIi of the whole of thE! amouht of the rent retrospectivelY 
chatgetl, as a deduction in a year in which ineotrte .was large and tate o£ tax consequently high; 
would considerably reduce the taxpayer's burden. On the oth& hattd, if the year in which paytnetit 
W:SS. made ~as a year of loss, or ?f ¥latively low inco~e, an oppositli efiMt would. be produced, 
Kimilarly, If thE! amount were dIStributed over thE! varlOU~ yeats (but of coUtse With less effect, 
the amount m each case being less) the effect 011 the tate in sollie Caslls would be favorable, in 
others unfavorable, to the taxpayer, but the effect wotIld bt! less, the attJoiillt lit each Jeat being 
less. 

484. It will be seen from paragraph 490 that ill discussing section 18 (1) (b) of the Act we 
have taken the view that any Slim refunded on IWcoUiIt of previous oVlitcharge of tax should be 
related to the year of otigiMllIsBeSSlUetJt, alld we pointed out in that paragraph that in the case 
whete thE! Comtnissionet opens an aSSeSSlllElnt of a preVious yelir fot the! pllrpose tif making an 
additional dEllIIatid, that demand is related bllck to the ye!tt of original IISSElssmenb. 

485. In our opinion that principle is sound, not only witli regard to demands arid refunds, 
but also with regard to the case now under discussion. 

486. We teccllnnteild all altetatioI1lJf the present practice of the Department to provide that, 
where retrospective incteased rent charges upon a Crown leasehold are levied, the taxpayer should 
be allowed to deduct the increased rent ftOll! each of thli years to Which the increaSe applies, any 
necessary adjustments being til!tde accordingly, the same! principle w apply Whete the rent charges 
are retrospectively decreased. 

487. Section 18 (1 ) (b) reads-
• • • . there shall be deducteu-

" All rates and taxes, including State and }<'ederal land taxes and State income 
taXI aotually paid in Australia by the taxpayer during tha year in which the income 
was tereived, but not including any tax paid under this Act but including the amount 
of war-time profits tax payable in Australia in respect of any part of the income: 

" Provided that when It taxpayer receives a. refund of the whole or part of any of 
the taxes mentioned in this section the amount of such refund shall be brought into 
account as income in the year in which the refund is received; " 

488. SOllle witncss('s urged that this sub-section should be amended tu include among the 
deductions the alllount of the COllllllonwealt h Income Tax. l"onsideration of this suggest.ion 
shows that its adoption in the ('olllllloll\ve"lth Act would le8d to all absurd position, and we 
have no hesitalion in dismissing the luggeati"n. 

J 

~9. Another ehange suggested was tlHtt the alllollilt of COllllllonwealth Land 'l'ax paid 
should 1.1' III\OW('<1 aM a de<1ut'tioll fwm tilt' COlllm(~IWenlth lU"ome TaXI and not, as at prescnt, 
frolll the uss"Sliable inoome. We are unable to support this suggestien. It will be noted on 
tllferenec to paragraph 8 that N.,w South W"les is the only ::ltMe in wliieh the Frueral Land Tax 
is not allowru as a d"ludioll from assessable income. We have elsewhere st.resscd the advantages 
whkh aUm·h to uuiformity ill the various Income Tax Assessment Acts of the C{)Jlunonwealth 
nud the 8t'lt~. tn dle sn~gt'sted nniform Act for the COllllllonwealth and State lncome Tax 
:\"~"""lIIellt, whit·l! wa~ l)rep"re~1 hy the l'?n{crence lJ~ COullllOllWeal!~ and States taxation ofli~ers 
ml\lan·h, l\Jl7, l'l'<.iera Lawl rax (abo Htate Laud fux) Will:! speelheally allowed as a deductIon. 
We concur in ilie opinion that tho allowance is one which should be made. 

C.I2361-2 • 
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490. It will Le observed that under the proviso to this sub-section any sum refunded on 
ac("ollut of previous overcharge of tax must Le brought into account as income in the year in 
which the refund is received. This sometimes leads to a result very unfavorable to the taxpayer, 
inasmuch a,s the rate of his tax in that year may be considerably greater than that of the year 
in which the overcharge was made. In a converse case--that is, where the Commissioner re-opens 
an assessment of a previous year for the purpose of making an additional demand-that demand 
is related to the year of original assessment. This appears to us the proper principle to apply, 
and we recommend that the proviso in question be amended accordingly. 

491. The State Statutes on the subject of this sub-section are as follows :-
New South Wales.-The Income Tax Act allows deduction from assessable incolUe of the 

rates and taxes (except State Income Tax) imposed by Acts of the State Parliament or by any 
authority constituted by any such Act. 

Victoria.-The Victorian Act includes among deductions all taxesrayable under any Act 
of the Parliament of Victoria except the Income 'rax, also the amonnt 0 Land l'ax paid to the 
COIlUllollwealth upon land situated within the State. 

QueelUiland.-The Queensland Act allows as deductions all rates and taxes (except 
Commonwealth and State Income Tax) and also the amount of Commonwealth Land 'rax paid 
in respect of land situated within the State .. 

Smah Australia.-All rates and taxes paid in earning income within the State, except 
State Land and Income Taxes. The State Act includes a provision for deduction of the 
amount of Income Tax, including War-time Profits Tax imposed by the Commonwealth Acts, 
so far as they affect income or war-time profits arising in South Australia. 

Western Au.stralia.-In Western Australia rates and taxes, including State and Federal 
Land Tax and Federal Income Tax, are allowed as deductions, but not State Income Tax. 

Tasmania.-AIl rates and taxes (other than Income Tax, State and Federal, and State 
Land Tax) are allowed as deductions. A taxpayer resi~ in the State is allowed to deduct the 
amount of Income Tax paid elsewhere upon income derived from a source outside the State and 
assessable under the State Ac.t. A deduction is also allowed of any amount paid elsewhere by 
way of Land Tax in respect of land from which income on account of mortgage is derived. 

492. Section 18 (1) (c) reads-
. . . . there shall be deducted-

" Every premiUll1 or SUll1 paid by the taxpayer- on the insurance on his own life 
or that of his wife or children or for a deferred annuity or other like provision for hiM 
wife or children or in respect of any fidelity guarantee or bond which such taxpayer is 
required to provide in the exercise of his business : 

" Provided that in no case shall any deduction be allowed under this paragraph 
beyond the SUll1 of Fifty pounds in the aggregate or for any premiUll1 or Bum paid in 
respect of any such insurance, annuity, or other provision effected outside Australia; " 

493. There was some criticism of this sub-section in the evidence, on the ground that it 
gives a preference to a particular form of saving-that is, life insurance-and that this form of 
saving is not open to everybody, as some persons are rejected by the insurance companies. With 
regard to the latter point, a witness in· one State informed us that the experience of the largest 
life insurance company operating in that State was that about 6 per cent. of applicants for life 
insurance are rejected for physical reasons. 

494. Another point in relation to the sub-section was that of the amount to be allowed as a 
deduction, which under the present Act is £50. Some witnesses suggested that this amount 
should be increased, while in one or two cases its decrease or abolition was suggested. The same 
amount is allowed as a maximum deduction in all the States except South Australia and Tasmania. 
In those two States no deduction is allowed on account of life insurance premiums. 

495. The figures published by the Commonwealth Conunissioner of Taxation in his Seventh 
Annual Report show that of the total deductions made under this sub-section about ~wo-thirds 
are in respect of taxable incomes not exceeding £400. 

496. The form of saving with which life insurance was most often contrasted was that of 
Savings Bank deposits, and some witnesses urged that such deposits should be placed upon the 
same footing as life insurance premiums. In our opinion, life insurance may be distinguished 
from other forms of saving in that:-

(a) It provides inImediately after payment of the first premiUll1 a financial protection 
for the taxpayer's family, which would probably be attained through other 
forms of saving only after the lapse of many years during which savings were 
continually being made. 
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(b) It is usually not possible to withdraw the whole of the moneys invested in this 
way dllTing the currency of the insurance, nor is the process of obtaining the 
surrender value under a life policy as simple aa the withdrawal of deposits 
froll1 a bank; and, partly upon this ~round and partly because of the 
sentiment associated with life insurance, It is very much more likely that life 
insurance once entered upon will be continued than that a· deposit will be 

. allowed to remain and be continually added te through 1\ long term of years. 

(c) It is not open to the same abuse as would be Savings Bank or other deposits 
for such deposItS might be made immediately before the end of the financial 
year, for the purpose of claiming a deduction in the Income Tax Return, and 
then be withdrawn in whole or in part early in the new financial year. 

497. The British Commission on the Income Tax (1920) said on this subject :-
" Souud reasons may, we think, be found for the action of the State in singling 

out this one form of thrift for preferential treatment. . . . The distinguishing 
feature of life insurance, which probably accounts for what would otherwise seem to be 
nu unfair preference, is that by no other meaus can the less wealthy tnxpayer, who has 
no accumulated capital in his earlier years of productive effort, secure a proper provision 
for his dependants. Viewing the matter in a broad and national way, we consider that 
this reason is sufficient to justify the State in looking with favorable aspect upon life 
insurance and in treating income that is saved and applied in this manner with special 
indulgence. " 

l?or t.he above rcnsons we recommend the retention of the sub-section in its present form. 

498. Section 18 (1) (d) reads-
. . . there shall be deduuted-

" sums expended for repairs to or on that pnrt of nny property occupied for the 
p1ll'pose of producing income or from which income is derived or is deemed to have been 
derived, and for the repnir of machinery, implements, utensils, rolling·stock and articles 
employed by the taxpayer for the purpose of producing income; " 

499. The evidence with regard to this sub-section does not suggest the necessity for any 
change, aud we therefore re~ommend its retention. 

500. Section 18 (1) (e) reads-
. . . there shall be deducted-

" such sum as the Commissioner thinks just and reasonable as representing the 
diminished value per centum by wear and tear, during the year in which the income 
was detived, of any machinery, implements, utensils, rolling-stock and articles used 
by the taxpayer for the purpose of producing income, such wear and tear not being of 
a kind that may be made good by repairs: 

Provided that where a deduction has been allowed under paragraph (d) of this 
section the Connllissioner shall take into consideration the sum allowed under that 
pnragraph in determining the sum to be nllowed under this paragrnph : 

Provided further that where in any business income is set apart by the 
taxpnyer by way of a fund t9 cover depreciation under any of the hendings mentioned 
in this paragraph, the amount 80 set apart for the yenr in which the income was derived 
shall, subject to the approval of the COI.nmissioner, be the sum to be deducted for 
depreciation; " 

fJOl. All the State Income Tax Ayts, except that of South Australia, make provision for 
depreeiation of plant and machinery, nud in each cnse that depreeiation is based upon the 
diminishing value. The Victorian Act allows, subject to the approval of the Commissioner, 
the nmount set apart by tho taxpayer for depreciat.ion to be the sum to be deducted on that 
accouut. In South Austrnlin the Statute does not provide for depreciation, but for replacement, 
t.o tlu: extent of allowing deduction of the cost of any implements, utensils, or articles 
employed for the purposes of the trade, where supplied" in substitution of others which have 
become 'usele8s from wear. and tear." Among the States the Queensland Act alone allows 
dl~preciation on account of buildings, bores, wells, nnd dams. The Westeru Australian and 
Tasmaninn Acts expressly provide that in no case shull any depreciation nllownnce be made for 
buildinl:,'S. 
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502. On the queation of allowanoea for depreciation, a considerable volume of evidence 
was tendered. Very much of this evidence, however, turned upon the question of the rates 
allowed, which were generally characterized as insufficient. The sufficiency or otherwise of rates 
of depreciation is a matter with which we do not feel called upon to deal. The Commonwealth 
Commissioner has issued a comprehensive list of rates of depreciation, and similar but less 
extensive lists are available in some of the States. While refraining from any attempt to revise 
the Commonwealth list, we are ef opinion that taxpayers thould have the right to go to the Board 
of Appeal in all cases where they are dissatisfied with tbe rates fixed by the Commissioner. 

503. Apart from the question of rates, the chief question discussed in the evidence is that 
of the basis upon which depreciation should be allowed. The Commonwealth" Order" upon the 
subject prescribes the diminishing value as the basis, and provides further that, subject to the 
approval of the Commissioner, the allowance made in the books of the taxpayer may be accepted 
as the sum to be deducted for depreciation. A theoretical objection not without weight 
urged against the basis of diminishing-value is that machinery, for example, loses value at an 
increasing rate as it approaches exhaustion, and, further, that the diminishing-value basis provides 
allowances which are greatest when the need is least, and least when the need is greatest. 'fhere is, 
however, evidence to show that the diminishing-value basis is the one adopted by the great 
majority of taxpayers for the purposes of their own accounts. The basis of cost value, with 
regular yearly percentage reductions on account of depreciation, had its advocates. 'I'his basis 
has the great advantage of simplicity, but that may be said to be its only advantage. :From the 
e.dministrative point of view, the cost basis is frequently inapplicable, owing to the absence of 
reliable records in the hands of the taxpayer. 

504. 1'he British Commission on the Income Tax (1920), while recommending the adoption 
of the diminishing-value basis, recommended also that a taxpayer be given the option of using the 
cost-price basis where he is able to satisfy the Department that he has kept the necessary records 
to enable that basis to be applied. We do not contider ii necessary io include luch an option in 
Australian Acts, and recommend the retention of the diminishing-value basil. 

505. One other prominent feature of the evidence was the suggestion, often repeated, that 
depreciation should be allowed in respect of buildings and fences. In one State-Queensland
such an allowance is made at the rate of 1 per cent. upon the diminishing value, which means 
that the life of a building. is regarded as almost indefinite. Elements in the consideration of 
the question of allowing depreciation in respect of buildings are that, while the structure as such 
may suffer some deterioration from age, its efficiency as an income-producing asset for the purposes 
of a particular business may for a long period suffer no diminution, and its capital value may 
increase. In Great Britain depreciation is allowed with regard to buildings IISed for the purpose 
of housing machinery in motion. The ground for the allowance in that case is that the buildings 
are exposed to the additional wear and tear caused by vibration. The British Commission, 1920, 
was urged to extend the allowance to all buildings, including private residences. They, however, 
thought proper to take into consideration the increase in the capital value of the buildings which 
frequently arises from the" development or growing prosperity of certain districts," and Opposed 
the extension of the allowance to classes .of buildings other than those already provided for. In 
considering wasting assets, however, the British Commission recommended that some allowance 
should be made for structures (excluding dwelling houses and cottages) whose estimated life falls 
short of 35 years, and "whose utility is co-terminous with the duratiou of the commercial 
undertaking to which they belong." 

506. As shown under the previous sub-section (d), the Common wealth Act, following in this 
respect the Acts of the States, makes allowan('~ for repairs. In our opinion, this provision is all that 
is reasonably necessary in respect of both buildings and fences, and we therefore do not recommend 
the specific inclusion of those items as the subject of depreciation allowance. In tile case of dams, 
wells, and underground tanks, we are of opinion that the position is fairly met by the allowance 
of the cost of labour employed in their maintenance. 

507. Obsolescence.-One other matter dosely rl'lated [.0 deprel'iation may be mentioned under 
this hcading--that is, an allowance for obsolesceJ.lce. A reprl'Sentative of " titate Chamher of 
Manufactures urged upon us that a special allowance for obsolellCence should be made in cases where 
it is found necessary to discard machinery or equipment. This was urged partly on the ground that 
the absence of such an allowance tends to deter manufacturers from" s('fapping" machinery which, 
in the interests of the community, as well as of the particular business, should be replaced by 
newer and more effective equipment.. TIle witness was unable to gllote any parti"uiar cases in 
which the retention of obsolete machinery could be directly attributed to the al,sence of an 
allowance for obsolescenc'e, but thought that the granting of such an allowance would be B: stimulus 
to users of machinery in the direction of installing at an earlier date than they otherwl.8e would 

• 
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the newest and most efficient machines. Such an allowance is made under the British Act to the 
extent of the ditIerence between the value to which the machine has been written down fop 
Income Tax purposes and its "scrap" value. It may be argued, as against the contention of the 
witness quoted, that, if there is any loBS to the owner of the machinery through obsolescence, it 
it is a loss of a capital nature, and, further, that machinery is not likely to be scrapped unless 
there is good reason to believe that the introduction of improved machinery will result in inoreased 
profits. There is also the point that very frequently a change is made not for the purpose of 
installing an improved type of machine, but because a machine of greater capacity for QU~ut 
is required. In such cases, of C'l1use, it is probable that the selling value of the m;l,chinl) 
discarded would be sufficient to prevent any material loss. We do not feel justified in recom
mlndin, a special allowance for obBolescenctl. 

508. Replaoements.-The Commonwealth practice allows the cost of replacements inrespect 
of oertain article8, e.g., bedding, linen, crockery, &c., in hotels and boarding houses, and hospitals. 
The prinoipla applied appears to be that cost of replacement will be allowed in cases where an 
allowance for depreciation or for repairs would be inapplicable, either on account of the nature 
of the article or the impossibility of exercising any check. The practice should, we think, be 
continued. 

509. Waiting Assets.-Jn the determination of what constitlltes taXable mcome, the 
COQllnonwealth Income Tax Assessment Act, to a limited extent, recognises the principle of 
the deduction from assesBable income of an allowance in respect of the wastage or depreciation 
of income-producing assets-for BXalUple, Section 17 of the Aet, which deals with the income 
derived from mining operations (other than coal mining) provides :-

"(b) the capital expended by the person carrying on the mining operations in 
necessary plant and development of a lUining property from which inoome has been 
received (less the distributed and undistributed income derived by that person prior 
to the financial year in and for which income tax is being levied) shall be divided by the 
estimated number of years during which payable mining operations may be expeoted 
to continue under normal conditions, and the quotient thus obtained shall, in addition 
to any other deductions allowed by this Act, be deducted from the income; 

.. (bb) as an alternative to the deduction allowable by the last preceding 
paragraph, there ~4aU, at the option of the taxpayer, be deducted so much of the income 
of the financial year as is expended in that year for development or is appropriated fOf 
development (the cost of which is not deductible under section eighteen of this Act) and 
for new plant: . 

" Provided that any of the money so appropriated which has not been expended 
for that purpose at the end of the year in whieh it was appropriat.ed shall be liable to 
tax as ilWOnle of that year l 

if Provided further that no deduction under paragraph (e) of 8ub-s~otion (1.) 
of section eighteen of this Act shall be allowed on any new plant to which this paragraph 
applies." . 

510. Section 18 (e) provides thll>t in calculating the taxable income of a taxpayer there shall 
be deducted from the total assessable income such smn as the Commissioner thinks just and 
reas9nable ~ representing the diminished value per ceutum by wear ap.d tear during the year in 
which the income is derived of any machinery, implements, utensils, rol\ing-st~ck, and articles 
used by the taxpayer for the purpose of producing income. 

511. Section 20 (i) provides that-
" where it is provad to the satisfaction of tha Comlllissioner that any taxpayer 

(being the lessee under a lea~e Of the ll,S&ignee or transfeflle Qf a lea~e) hll>s paid any fine, 
premium or foregift, or considerll>tion in tha nature pf 11> fine, premiJllll or foregift for a 
leaS!l Of a ¥6Uewal of a lease, or Il,n alllOunt for the assigument or transfer pf a lease of 
premises or machinery used for the production of inc~me, the Commissioner may allow 
as a deduction for the purpose of arriving at the income, the amount obtained by dividing 
the sum so paid by the nmnber of years of the unexpired period of the lease at the date 
the amount was 80 paid." 

• 512. Beyond the instances covered by sectipns 17, 18 (c), and 20 (i) the Act does not 
reeogni8e as an allowable deduction from assessable inc~me any provision for the amortisation of 
the capital value of an asset that wastes in the product,ion of income . 

• 
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513. The theory underlying the claim for an allowance in respect of the depletion or 
wastage, by whatever term known, of illl'omc-producing a.,,~ets, i8 that tnxable incollle does not 
properly arise till after due provi~i(Jn haR "een made for the return of the original capital expendtl<1 
or invested. This would neeessarily involve an annual charge again8t the al!Se:;gable income of 
such amount-q as will in the aggregate eq1\al the original outlay by the time the value of the as.~et. 
is exhausted. 

514. The view has been advanced that as the principle of making an allowan(',e in respect 
of wasting assets is rel'ognised in the Income Tax Act, the applil'lltion of that principle Rhould he 
made general. 

515. Thc British Hoyal Commission on thc Income Tax 1920 realized the diflieulty whieh 
frequently attemls the attcmpt to tran,latc sound theoretieal principles into practice. They 
stated in the section of their i{eport dealing with the subject or Wasting As.qets :--

" On a theoretically perfect basis of assessment, it is possible tllO.t regard should 
be had, not only to the wastage of the material asset whence the income elllerges, but 
also to changes in its value occlUring during ita usc." (Par, 183.) 

" We think that in that practical world which alone can be considered for the 
purposes of taxation, the income which represent-~ the taxable faculty is not a mat.he
matical abstraction but that net receipt which, in the hands of its possessor, is usually 
regarded as income, that is to say, as a receipt out of which current expenditure may be 
met, subject possibly to some general saving, but not (either in theory or practice) subject 
to any specific appropriation for the replacement of the capital which is used in earning the 
income, and which over a long period of years may waste in such usc." 

516. The British Commission found it impossible to make any general recommendation 
that from the income produced by any asset allowance should be made for the amortisation of its 
capital value. They, however, in the further consideration as to what would be a reasonable 
allowance to make from income arising from a wasting asset, arrived at the conclusion that there 
should be a time limit to the recognition of wastage. Their recommendation was that no allowance 
should be made when the life of the wasting asset is estimated to be 35 years or longer (admittedly 
an arbitrary limit), and that consequently assets with a shorter life should receive an allowance 
dependent on the time by which their life falls short of 35 years, such allowance to be the sinking 
fund payment necesssary to amortise the capital cost of the asset over its agreed life less the sinking 
fund payment which would be necessary to amortise the capital cost if the life of the asset were 
35 years. 

517. Another recommendation made by the British Commission was that no allowance 
should be granted to incomes arising from wasting assets which consist of the proprietorship of 
natural resources in Great Britain. 

518. The impossibility in many instances of accurately estimating the life of a wasting 
asset led the British Commission to suggest the necessity for making revi~ed estimates of the life 
of an asset from time to time. 

519. The modification of the abstract principle to which the llriti8h Commission were 
driven in an attempt to devise practical applications are shown in the three preceding paragraphs. 
We are impresseQ. with the same difficulties, and have therefore sought a solution of the problem 
of making adequate allowance from taxable income in respeet of wasting assets which, while in 
the main doing substantial justice, will avoid involving both the taxpayer and the Department 
in complexity and uncertainty. • 

520. Income-producing assets (other than live stock) may for the present purpose be 
divided into three classes, viz. :-

(1) Material assets construe-ted or manufactured, such as buildings and machinery. 
(2) Material assets consisting of the natural resources of a country, snch as land and 

the mineral deposits it contains or growing timber thereon. 
(3) Immaterial assets, such as an interest in a lease, a franchise over roads, patent rights, 

&c. 

521. With respeet to assets included in Class 1, we are of opinion that suitable allowance 
for depreciation or wastage can be made under Seetion 18 (1) (e) of the Act. In paragraph 506 
of this Report, dealing with that sub-section, we have expres~ed the opinion:-

• (1) That the provision for allowance for repairs in Sub-section (d) of Section 18 ef the 
Commonwealth Act is all that is rea80nably neccssary in re.qpect of buildings 
and fences • 

• 
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(2) That, in the case of dams, wells, and underground tanks, the position is fairly 
met by the allowance of the cost of labour employed in their maintenance. 

(3) That there is no necessity for a specific allowanc.c in respect of thc diminut,ion of 
value arising through obsolescence. 

522. W:ith respect to as.~ets included in Class 2, we ar~ of opinion that, if the .attE:mpt were 
made to proVlde in the Income Tax Act for an allowance ill respect of the amortisatlOlI of the 
capital cost in all cases, three factors should present almost insupemble difficulti~s. These factors 
are :---

(1) The great uncertainty which exists in most instances as to the life of the asset. 
This uncertainty is much greater in the case of assets included in this class than 
in the case of those included in Class 1. 

(2) The eqnaltmcertainty which attaches to the re.~idual value of the asset. 
(3) The administrative difficulties which lie in the way of a periodical recomputation 

of the life of the asset. 

52:!. A mining property may be taken as an example of a wasting asset which presents the 
difficulties indicated. It is often impossible with any degree of certainty to fix its mineral-producing 
life; in consequence, any sinking fund provided for the amoltisation of its original capital cost 
would have to be based upon an estimated expectancy of life mutually agreed upon hy the Taxation 
Commissioner and the taxpayer. Experience might prove that the estimate arrived at was wide 
of the mark. Where such was the case, in order to do justice either to the revenue or to the 
taxpayer, revised estimates would have to be arrived at from time to time, and adjustments 
made in respect of tax paid or payable. Again, if at the end of the agreed-upon period of life 
it should be found that the asset was still of income-producing value, its residual value might 
be equal to or greater than its ori~inal cost, in which case the Taxation Department would be 
justly entitled to claim consideration for the over-allowance made in respect of wastage. On 
the other hand, if before the end of the agreed-upon period of life the asset were found to be 
exhausted, the taxpayer would be entitled to an adjustment by way of refund. In addition to 
these considerations, we have already alluded to the special provisions made in the Act uuder 
Section 17 in respect of the amortisation of the capital expended in necessary plant and in 
development ot a mine. 

524. Sir Josiah Stamp, in the Newmarch Lectures for 1919, recognises both the 
theoretical correctneBB of the claim for an allowance in respect of wasting aBBets and the 
difficulties which surround the application of the principle which underlies that claim. He 
states :-

"The taxation of capital may be carried out in various ways. It may occur 
in an irregular way in the course of taxation of income, where income is so defined as 
not to exclude every capital element. If no exemptions exist in the income tax for a 
wasting asset, like a leasehold, we have taxation of capital mixed up with taxation of 
pure income, and this may generally be justified if the receipts are being used as though 
they were income. The practice as regards such allowances in the income tax is varied, 
and the evidence before the Royal Commission on the Income Tax has shown that the 
question is an extremely diHicult one." 

525. When dealing with the economic effects of taxation as distinguished from its incidence, 
Sir Joshh Stamp said:-

" If you get an anomaly such as is said to attach to the non-allowance of wasting 
assets, it may be a severe burden at the beginning, but, provided the rate of tax does not 
greatly alter, the industry may, so to speak, disperse the burden in the course of time, 
and return nearly the ordinary rates of remuneration upon capital and enterprise. 
Remedying the anomaly late in the day may possibly be little less than a present to the 
existing generation." 

526. Consideration of the practicaldiHiculties which surround the attempt to give full 
e1Iect to the principle of the elimination of every capital element from taxable income (the 
theoretical correctness of which is not challenged), and the fact that Sections 17, 18, and 20 of the 
Commonwealth Income Tax Assessment Act allow deductions from assessable income in respect 
of the wastage of the aBBets therein specified, have led us to the conclusion that no general extension 
of the Act in this connenon is necessary or desirable. We are, however, of the opinion that, in 
addition to the recommendation we have made in respect of purchased annuities, provision should 
be made in the Act for the allowance as a deduction from assessable income of the sinking fund 
payment necessary to amortise the capital cost of immaterial assets the intere.~t8 in which subsist 
for a fixed term. 
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"27. Section 18 (1) (I) reada:-
• • • • there shall be deducted-

" the sum a.ctua.lly expended by the taxpayer for food, and fOf rent of qUllriers, 
provided for an employee (other than a member of the taxpayer's own family under the 
age of fifteen years) who is employed exclusivllly in a bllsille8ll yielUing all iO<'oll\e to the 
taxpayllr: 

Provided that where a taxpayer provides quarters for suoh employet's in IIny 
property in respect of which the taxpayer returns as income Five per ('('utllln 011 the 
capital value of the'property, the proportion of such income found hy the ConllniR.,ionl'f 
to be applicable to the quarters so provided shall he deducted ;" 

It was shown in evidence that many taxpayers are unahle to state the actual sum expended 
by them for food supplied to employees. In such cases the Commissioner allows an amount of 
20s. per week. It was contended that this allowance is insufficient. On thiR cpwstion of faet 
it seems clear that a taxpayer has the right of appeal to. the Board of Appeal. W. do 
not consider any change in the sub-section is required. The only State Statuh\S which conblin 
any similar provision are those of Victoria and Queensland. The Victorian Act allows as a 
deduction the value of food provided for any employee. The Queensland Act has a similar 
prov!sion, and, like the Commonwealth Act, includes an allowance in rf'~p('ct of quart.ers 
proVided for I}ny employee, 

528. Section 18 (1) (g) reads ;-~ 

• , • • ther, shall be dedu.cted-
" Payments not exceeding Fifty pounds in the aggregate, made during the year 

in which the income WIIB derived by a taxpayer who is in receipt of salary, wages, 
allowances, stipends, 01' annuity to superannuation, 8ustentat.ion, widows' or orphans' 
fund established in Australia or any society duly registered under any I<'riondly Hocietills 
Act pf the Cpmmonwealth P1' a. State ;" 

We see no reasOn for lliniting the concessloDAI deduction speeified in this sub-section to 
"a taxpayer who is in receipt of saIary, wages, allowances, stipend, or annuity." Wo, therefore, 
recommend the amendment of the sub-section so as to make the deduction apply generally, 

529. The New South W!!.Ws Statute permits a deduction of any payment!! made undor the 
Civil Service Act of 1884 or the Railway Sllrvants' SUp\\fllJlnuation Act of 191O, " or any similef 
payment," without limitation of amount. The Victorian Aet contains a provision very similar 
to that of the Commonwealth. The /!mount is limited to £50 in any year. 'I'he provision in the 
Que!)nslanq A!lt is almost identical with thl1t of thll Commonwealth, including 11 limitation to 
¥&Q. In South A\lstra.lia., Western Australia, and Tasmania there i~ no proviHion of the kind. 

530, Section 18 (1) (h) reads~ 

• • • • thenl shall bl! deduotad~ 
f' (i) payments made or gifts purohased and forthwith presented during the 

continuance of the present war to any patriotic flmd est.abllAhed in any part of the 
King's Dominions or in any couIltry in alliance with Great Britnin for any purpose 
connected with the present war, if the making of the payments or the purchase and 
presentation of the gifts is verified to the satisfaction of the Commissioner; 

'I (H) contributions made to the Department of Repatriation or to any public 
authority for the plll'pose of being )landed over to the Department of Repatriation: 
. "Provideq t)J.e v~~lle Qf the contribution, if in jcind, shal1 hll verified to the. 
satisfactiop. of the CQrmJli~~ioner; ami 

"(iii) gifts exceeding Five pounds each to publio charitable institutions in 
Australia if the gifts are verified to the satisfaction of the CommiBBioner ; .. 

(j31, The War l)/lvw.g enqllq. the operation of 8ub-claUl!6 (i) of this 8ub-section is exhal18ted. 
'fhe evidence in relation tQ t)li~ sub.section was all in raspect of BIIb,c\ause (iii)-gifta to public 
chll,itllble institutions, The views of witnesses upon this provision varied greatly. Some 
I\dvocateq the abolition of th~ clause and some its amendment to include al1 charitable gifts 
whether /lbove or below £5. A IItr~ng objection to a provision of this character is that it affords 
a cOllcession to thl! taJl:pllyer, vafYing in value according. to his position upon the scale of 
(tf/lduated rates, but whatever that position may be. thee eJlect of the sub-section is to make tho 
gllneral body of tllxpayers cOl'\tributors of a proportion of the individual's charitable gift. 
AsIluming that an individual makes a gift of £50, then, if his rate cif Income Tax is 
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11. in the £1, the general body of taxpayers may be Raid to contribute £S 101. of the 
£50. If, however, the donor has an income taxable at 81. in the £1, then the general body of 
taxpayers may be said to contribute £20 of the amount of the gift. These extreme 
differences in effect of the provision as between one taxpayer and another, and the doubt we 
entertain that the concession has had any appreciable effect in stimulating private benevolence, 
lead UI to thl conclusion that it is not in the general interest of the publio thai thi, provision be 
retained. We therefore luggest its omission from the Aot. . 

532. The State Acts of New South Wales, South Australia, Western Australia, and Tasmania 
contain no provisions similar to ~at of the above sub-se9tion. The Victorian Act allows a 
deduction of any sum over £20 contributed to certain public institutions wjthin Victoria. The 
Queensland Act permits a deduction of-

(a) any cash donation not less than £2 to any approved Queensland patriotio fund 
and 

(b) money contributions to any approved charitable institution. 

533. Section 18 (1) (i) reads-
• • . . there shall be deducted-

"five per centum of the total amount paid in the year.in which the income is 
derived in respect of calls on the shares of a company carrying on operations in 
Australia: 

.. Pro~ded that the total amount of calls paid in the year in which the income is 
derived shall be deducted in the case of calls on shares in a miuing company or syndicate 
carrying on mining operations in Australia: " 

534. The provision in this sub-section which allows as a deduction from assessable income 
the total amount of caUs paid on shares in a mining company or syndicate was evidently inserted 
It8 a means of affording through the Income Tax Act some direct encouragement to the mining 
industry. We do not interpret our terms of reference as directing us to inquire into the present 
position of that industry nor into the necessity for the continuance of such encouragement through 
the Income Tax Aot, and therefore make no rlcomm,ndation with regard to this provision. 

535. The provision allowing a deduction of 5 per cent. of the total amount paid in any 
tax-year in respect of calls upon company shares generally ill one the purpose of which is not so 
easily seen. Nor have we been able to gather any clear reasons for its inclusion from a perusal 
of the speeches made in Parliament when the proviaion was passed, Techuically there is a 
distinction (though no essential difference from the point of view of the payor) between 
amounts paid as application and allotment moneys aud amounts paid as calls. There was 
evidenoe that In 80me cases companies are now applying the term "Calls" to application and 
allotment moneys with a view to the shareholder obtaiuing the larger deduction. It does not 
appear that there ie any necessity to stimulate company formation by a concessional deduction 
from Income Tax of this nature, and we suggest that this provision might well receive careful 
consideration, with a view to its omission from the Act, ~ 

536. The only State in which the Inoome Tax Statute contains any provision similar to 
that of the above sub-section is Victoria. The Victorian Act allows mining calls as a deduction 
if the mine is sitllated in Victoria. With regard to companies other than mining, there is a 
provision in the Victorian Act permitting the deduction of calls paid upon shares in certain 
reconstructed companies, whiCh, ill th!l opinion of the Statll Commissioner, are of no market 
value. This provision, which dates back to 1893, ia a relic of the" boom" period, and applies 
only to certain companiCII specified in an Act called the Re~rmstructed Oompatli6S 4.ct 1893. 
Operll,tion of the provision is probably Bltbll,ustlld, or neady so. The Victorian Act .(lontaina a 
further provisioll, p.Uowing as p. deduction any calls or contributions made by a taxpayer upon 
sbarllS of a compp.ny which is in liqttidation. 

537. Section 18 (t) (j) (amounts p&.id to a fund to provide benefits, pensions. or retiring 
allowances to e1Ilployees).-NC! changQ is r'c9mmended in this s\lb-section. 

538. SeetioR 18 (1) (k) (allowanoe for children).-Reoommendation on this subject w~s 
made in the Commission 8 First Report. and the Income Tax Act has been amended in accordance 
with that recommendation. 

539. Section 18 (1) (I) (commission for collecting income}.-No ~bang. is recommended. 

540. Section 18 (1) (m) (interest on mort.gage of site "f taxpayer's resid~nce).--NC! chan,. 
is recommended. . 
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541. Section 18 (1) (n) reads-
. . . there shall be derlueted---

" the alllual Slllll necp.~sary to recoup t.he ('xpenditurf' on improvellll"nts m:lrle 
under covenant with ·the Ip .• sor on land by a les..ee who has no lennnt rights iu the 
improvements. The deduc.ti0!1 under this paragraph shall be n!I('crtuined by divi,ling 
t.he nmount expended on t.he Jmprovement~ by the h\'!..ee by t.hf' numher of VI''''''' in 
the unexpired period of the lease at the dnte the improvements WC'I"C' etTllet.ed." . 

542. Several witnesses suggested that this sub-section should be amencled to allow of t.ho 
deduction of sums expended by a Ic..see on improvements made not under covenant. rhe 
position of such expenditure is, in our opinion, quite different from that upon improvellwnts 
made under covenant. It seems reasonable to treat thj~ expenditure 11'< l'apitnl expendi. 
ture and to assume that it would be incurred hy the les .• ee only if he saw his wny 
to recoup himself before the expiry of his lease. It would he inadvi~able, if the deduetion 
of such expenditure were contemplated, to allow t.he whole of it to he ueducte,l frolll onc 
year's income, and there might be difficulties in administration if the deductioll W('rc 
made in annual proportionR, espeeially if a change of ownership o(,"nrrl'd during the currell('y 
of the lease. To allow a de(luct.ioll to a lessee ill respect of the ('oat of all improvement, 
which can be of value to him only during currency of the lea~e, while no burden is for taxlItion 
purposes east upon the lessor to whom the reRidual value of the illlProvement ellures ilK a brnclit 
on expiry of the lease, alRo provides opportunity for collusion injuriou~ to the mvenue. We do 
not feel justified in J'ecommending the amendment of the sub-section, as suggested by witnesses. 

54a. Deduction of Losses where more than one Business is carried on.-Section 21 reads-

"(1) Where a taxpayer either alone or with other persons carries on or is interested 
as a partner in more than one business, the income (if any) from which 
would be taxable, and makes a profit in one or more of snch businesses, and a 
loss in another or others, the taxpayer shall be entitled to deduct the SUIll of 
the losses from the SU\11 of the profits. 

(2) Where a taxpayer, having an income derived from property, carries on one or 
more businesses, either alone or otherwise, and makes a net loss thereon, 
the loss shall be deducted from his income derived from property in calculating 
his taxable income. 

(3) Notwithstanding anything contained in Section 13 of this Act, sub-section 
(2) of this Section shall apply to any taxpayer who is on active service." 

544. We are of opinion that this Section should be amended so as to make it clear that a 
loss made on anyone or more businesses caITied on by a taxpayer either alone or otherwise shall be 
deducted from any other income he may have, and that, when that income consists partly of 
income from personal exertion and partly of income from property, the deduction shall be made 
in the first place from the income from personal exertion, and, when the amount to be deducted 
exceeds that income, the excess shall be deducted from the income from property. We recommend 
amendment of the Section to make that clear beyond doubt. 

545. Interest on Tax Overpaid.-The lodgment of an objection to an assessment or the 
fact that an appeal against the assessment is pending does not relieve the taxpayer from 
payment of tax upon the due date. There are many cases where a taxpayer lodges an 
objection against the as:;essment, but for various reasons, though the matter does not 
lead to an appeal to the Courts, no final decision is reached for some time. In tllis and all 
other cases where tax is paid, and it is afterwards found that an over-aRSessment has been made, 
it was suggested by a number of witnesses that the Department should allow interest from the 
date of payment until the date of refund. The fact that the Act provides a " penal tax" of 10 per 
cent. of the tax unpaid for failure to pay within the prescribed time was adduced as an argument 
in favour of the claim. It is to be remembered, however, in this connexion, that Section 43, 
w~ich imposes this penalty for failure to pay tax" before the expiration of the time specified in 
Section 41 or such further time as may be allowed by the Commissioner under Section 42 ", also gives 
the Commissioner discretionary power in any particular case to remit the whole or any part of the 
additional tax imposed by way of penalty, a discretion which, the Commissioner states, is freely 
exercised. Obviously a partial remedy for the grievance complained of would ~e fonnd in the 
pI'ompter issue of decisions by the Department. As a matter of the apparent eqUity of the case, 
it is difficult to reject the claim for interest on tax overpaid. A recommendation on the subject 
will be found in paragraph 546 of this Report, dealing with Section 33 of the Act. 
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545(a). Amended Assessments-Time Limit for Issue.-Section 33 reads-
',' (1) The C{)mmissioner may at any time make all such alterations in or addit.ions to 

any lIBBessment as he thinks necessary in order to insure its completeness and 
accuracy, notwithstanding that Income Tax may have been paid in respect 
of income included in the assessment: 

Provided that every alteration or addition which has the effect of 
imposing any fresh liability, or increasing any existing liability, shall be notified 
to the taxpayer affected, and, unless made with his consent, shall be subject to 
objection. •• 

(2) '\Vhen any alteration in an assessment has the effect of reducing the taxpayer's 
liability, the Commissioner may refund the taxpayer any tax overpaid: 

Provided that, where the alteration in the assessment is due to an 
application by the taxpayer, no refund shall be given, if the application has 
not been made within three years after the payment of the tax." 

546, Many witnesses complained of the absence of any limitation of time upon the Department 
in issuing amended assessments under this Section, and urged that the Department should be 
limited to the same extent as the taxpayer is limited by the Section in respect of the time within 
which applications for refunds must be made. Two positions may arise in relation to the issue of 
amended assessments some time after the issue of the original assessment. Firstly, where the issue 
of the amended assessment is due to the failure of the taxpayer to place t.he Department in possession 
of all the material facts upon which to base a complete assessment. In this case we do not 
recommend any limitation of time upon the Departmental action. Secondly, where the Department 
has from the beginning been placed in possession of all the information necessary for the 
compilation of a complete and accurate assessment, but has issued an imperfect assessment. In 
this case we recommend that a limit of three years be imposed upon the Department as the 
period within which an amended assessment may be issued. If such an amended assessment 
discloses an overcharge by the Department in tlie original assessment, in our opinion, the taxpayer 
should receive interest at a prescribed rate. Similarly if, in the circmnstances of the first case, an 
under-payment by the taxpayer has occurred, he should be required to pay interest at the 
prescribed rate. We are further of opinion that the provision limiting the taxpayer's right to 
refund of tax upon alteration in his assessment due to an application made by him within three 
years after the payment of the tax should not be held to govern those cases in which such appli
cation is based upon a departmental ruling not previously available to the taxpayer. For a 
recommendation on this subject see paragraph 590 of this Report. 

547. Period for Payment of Tax.-Section 41 (1) reads :-
" Income Tax shall be due and payable thirty days after the service by post of 

a Notice of Assessment." 

It was pointed out to us tllat the period of 30 days specified in this section between the service by 
post of a Notice of AS8essment and the payment of the tax is in many instances inadequate, owing 
to the irregularity and infrequency of the delivery of mails in distant parts of the Commonwealth, 
and that taxpayers are frequently liable to penalty for late payment of tax through no fault of 
their own. In our opinion, such cases should be met by allowing a longer period for payment than 
30 days. 

048. We recommend that the sub-section should be amended to read:-
" Income Tax shall be due and payable on a date to be named on the notice of 

Assessment, not being less than thirty days after the service by post of su('h Notice." 
549. Compliance with Income Ta" Law before issue of Passports.-Section 41 (3) reads :-

" Whenever the Commissioner has reason to believe that any taxpayer establishing 
or carrying on business in Australia intends to carry on such business for a short time 
only, he may at any time and from time to time require the taxpayer to give security 
by way of bond or deposit or otherwise to the satisfaction of the Commissioner for the 
due return of and payment of income tax on the income derived from the business." 

We had official evidence that the Department has had effective assistance from the Commonwealth 
Passport Department in tracing persons who were leaving Australia, and a proposal was submitted 
that the existing law should be amended by requiring the production of a certificate from the 
Taxation Department that the taxation laws have been complied with, before a passport is issued. 
While not favouring this suggestion in its entirety, we are of opinion that it would not be 
unre~so~able to require any -perso.n. not .being a resident of the Commonwealth, on maldng 
applIcatIOn for a passport authonzmg hiS departure from the Commonwealth or on making 
a pplication for his passport to be "ise or indorsed for the journey to any place beyond the 
Commonwealth under the Passports Act, to produce a certificate from the Taxation Department 
to the effect that no objection is offered by the Department to the isSue of the pllBBport or to its 

• 
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msa or indorsement. Such a practice would not neceasitate in every ease the payment of the tax 
before the is.~ue of Bu!'h !'(>rtifi!'ate, but, where a taxable income la disclosed, would permit of 
the Department satisfying itself by acceptance of 8!'Curity or ot.herwise that the tax liability will 
be duly discharged. 

550. Payment of Tax in Instalments.--Section 42 reads :-
.. Tbe Commissioner may in such cases as he thinks fit-

(a) extend the time for payment, as he con..~ders the circumstances warrant, or 
(b) permit the payment of tax to be made by instalments within such time as 

he considers the circumstances warrant." . 
Various suggestions were made in the course of evidence as to payment 01 Income Tax in 
instalments. Some witnesses favoured quarterly, others half-yearly payments. The majority 
were of opinion that interest at a moderate rate should be charged to cover the added cost 
of collection. The advocates of the change considcred that suoh a provision, whether made 
of general application or applicable at the option of the taxpayer, would greatly reduce the 
number of applications for special extension of time for payment of tax under Section 42. 
In dealing With the representations made to us on the subject, we have taken into consideration, 
in addition to the added cost of administration, the fact that few ofthe assessments under the 
Income Tax Act are made payable in the first half of the financial year. 'rhe change of 
system, if made general, would mean that at least half the total revenue from Income Tax 
would nO.t be coUected till after the close of the financial year. This would, in the initial 
year at least, occasion dislocation in the public accounts. It does not appear practicable or 
desirable to require returns by taxpayers to be sent in earlier than at present, nor t~ demand 
payment of the tax in the first half of the financial year. In view of these considerations, and in the 
absence of any generally expreased demand for alteration in the present method, also for the reason 
that in our opinion the provisions of Section 42 are adequate to meet individual cases of 
difficulty or hardship, we are not prepared to recommend the change lu~gested by witnesses. 

551. Late Payment of Tax-Penalty.--Section 43 reads-
"If the Income Tax or additional Income Tax pa~able on an amended asseasment 

is not paid before the expiration of the time specified in Section 41 of this Act, or 
such further time as may be allowed by the Commissioner under Section 42 of 
this Act, additional tax amoWlting to 10 per cent. of the tax unpaid shall be payable 
in addition by way of penalty: . 

.. Provided that the Commissioner may, in any particular case, fot reasON which 
in his discretion he thinks sufficient, remit the additional tax imposed by wily of penalty 
or any part thereof." 

552. A large number of witneases protested strongly agalnlt what they collllidered the 
oppressive severity of the above Section with l'ega.rd to the penalty impoiled fOf any late transmission 
of Income Tax, and it was very generally suggested that any percentage penalty shQ\lld be at a 
rate per annum of the tax unpaid, instead of an absolute 10 per cent. of the whole tax, as at present. 

553. We understand that in practice the Commissioner allows a reduction of the prescribe4 
10 per. cent., Ilccording to the lapse of time after the d\le date at which the tax is actually Pllld. ' 
There ill, however, no scale of which the public is aware IIccording to which the matter is adj\lllte<I. 

554. If! our opinion. a rate per cent. per annum should bll prescribed in lieu of th, preaent 
absolute 10 per cent., and we recommend that the rate be 10 per cent. per annum. In w.a"ml 
this recommendation, we do not recommend any limitation upon the discretion !lOW ,pVIl!l.to the 
Commissioner to remit the penalty or any part thereof. 

555. Penalty for Failurt: Or J'ieglll~t to fl!mi~h an Income fa! Re*urn.-.'5ection 58 of tbe 
Commonwealth Income Tax AssessIlwnt Act constitutes (inter alia) the failure or neglect to duly 
furnish a return an offence. the penalty for which is fixed at not less than Two pounds nor more than 
One hundred pounds. 

15156. Complaints were made to ns as to the undue severity involved in many ca8e8 by the 
inlliction of the minimum penalty. Amongst representations reoeived by us on the subject was 
one fr.am the Chairman of the Metropolitan Bench of Stipendiary Magistrates ip. Sydney, who 
addressed us in the following terms :-. 

" A large number of C88e8 in New South Wales come before the Metropolitan 
Magistrates in Sydney, in which defendants are charged with neglecting to furnillh 
Income Tax retums. In many of. these cases the actual tax for which they lue liable 
is very small, in a number of cases under One pound. and in 8 number of others under 
Two pounds. Many of the defendants are working girls, and poor .people~ quite 
unaccustomed to filling up Income Tax retUmB. Persons engaged In. Illerical .or 
professional work have no idea how hard it is for persona in other walks of life to ~ 
or oomply with the requ~ements of the Income Tax Assessmenta Acta, or how difliclllt 
it is for them to fill in returns . 

.. Two pounds, with costs added, is in itself an important matter to psople with 
small ~comes, or with large responsibilities, and the infliction of this penalty is in IIOme 
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a&S88 positively oruel. To deprive magistrates of any discretion in the infliction of a 
minimum penalty is to deprive them of power to make any allowanoe for accident, 
incapacity, illness, or poverty in respect to offenders, all of which reasons are frequently. 
justly offered as an excuse for neglec~ to. comply with lili:e law.. . . . 

" I think the record of penalties m the Metropolitan District of Sydney mdICates 
that the Metropolitan Magistrates inflict most substantial fines on persons who are 
careless or wilful in neglecting to make returns, more particularly in respect to educated 
persons whose incom~ are substantial, and f,?r this very reason to £o!c~ the impositio!I 
of a fairly large fine m the ase of poor and Ignorant persons as a mmlIDum penalty 18 

not only wrong in principle, but tends to crea~ a just d~scon~nt .whic~, if possi~le, 
should be avoiiled. The State Acts allow Magistrates a discretion ID fixing. penalties, 
and the contrast between the State and Federal procedure is not understood by the 
illiterate public, and adds to the prevailing sense of injustice. 

" I strongly recommend that the infliction of penalties should be left to the 
discretion of the Magistrates. If necessary, jurisdiction in respect. to offences of this 
?ature might be confined to Stipen~llry, Polioe, and Special Ma~istra~, which w~u1d 
msure a procedure based on experience, and would prevent the lllpollltion of noIlllhal 
fines in more serious offences." 

557. We recommend that the Act be amended so as to provide that the minimum penalty 
for the offence of failing or neglecting to furnish a return be either a nominal amount, say 2s. 6d.; 
or be left to the discretion of the Magistrate. 

558. Taxation of Wages at the SourcI.-Many witnesses put forward the suggestion 
that the system of taxa.tion a.t the source should be extended to wages, deduction 
being made by the employer from ea.ch "pa.y." The principal reason adduced for the 
suggestion was that, in the opinion of the witnesses, a large number of wage-earners, 
particularly those whose habits are nomadic, escape taxation, partly by failure to render 
returns, and partly by assuming different names in diiIerent localities. It was stated that this 
applies specially to shearers, sugar-cane cutters and, to a less extent, wharf-labourers. Another 
reason put forward in support of the proposal was the opinion that all persons earning should 
contribute something towards the cost of the State, and that the most convenient method would 
be by collecting the tax in small sums out of each payment of wages, and making it compulsory 
for employers to deduct the tax when ma1:ing payments, the employee to receive stamps to the 
value of the amount deducted, such stamps to be accepted as evidence of payments, and to be 
produced later on for the purpose of clainIing any refunds which may be due when the total 
mcome for the financial year has been ascertamed. Further, it was urged that the deduction 
from wages is the easiest possible method for the workmen, as the small amounts deducted from 
tinIe to time would hardly be felt, while a demand for the aggregate tax after the close of a 
financial year is often embarrassing. 

559. A similar method of taxing workers was urged before the British Commission on the 
Income Tax 1920, but that Commission found that opinion amongst the wage-earners themselves 
was strongly against the deduction of tax from wages by employers. The Commission felt that, 
so long as such an opinion exists, the adoption of any such method would be inIpracticable; but 
if a change in view occurred, the Commission was of opinion that the method of deduction of tax 
from wages would be desirable. At present the British Income Tax Act contains special provisions 
for the assessment of weekly wage-earners and for the collee-tion of tax. The system is shortly 
stated by the British CommISSion as follows :-

.. The wage;earner cO.mpletes a sinlple form of ~turn at the end of the first quarter 
of the year, ou whICh he claims any abatement or fUUllly allowances or expenses to which 
he may be entitled; and the employer at the end of each quarter makes a return to the 
Inspect.or of 'l'axes of the actual payments made by hinI to ea"h employee during that 
quarter. The assessments are made quarterly by the Inspector, subject to a right of 
appeal to the General Commissioners; and at the end of the year, when the total liability 
of the year can be correctly ascertained, there is, if necessary, an ~justment of the four 
quarterly assessments, followed by repayment where due, whether 01' not the wage-earner 
makes a fonnal claim." 

. 560 .. Among the witnesses hellrd by us, some were of opinion that a tl .. t rate should be 
lUlpoo;ed upon wuge-earners to be deducted by the employel' without any u(ijustment when the 
total incoule of the year has been ascertained. 

561. Other witnesses, however, recognized the justice of treating wage-eul'llers in the same 
way as other taxpayers-that is, making them finally liable for tax at the rate appropriate to 
their net inl'On141 for t.he year. This, of comse, would mean that at the end of the year a wage
earner from whose wages tax had been deducted at a Hat rate would have to make a return or 
statement showing his total incollle from all 1IOUl'C6S, and forward the stamps or other evidence 
of the amoont. of paymen~ deducted by the employer, with a view to "establishing & claim to any 
refund or rebate to which he might be entitled. 
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. 562. W.e have no Jlesi~tion ~ sa~g t~at the proposal to ~x wages at the sOllrn~ ClIllllot 
tall'ly be consldereJ except III c~nl11llctlon with a system of adjustments whkh will have j,he 

, effect of finally imposing tax only to the extent justified by the total taxable income for the year. 
563. Not much evidence was received with reg.ud to the attitude of employers towards 

such a proposal, but generally the impression conveyed was that employers would be unfavol1Lhlc 
to the assumption of such a responsibility as the proposal involves. 

564. The extent to which tax is lost owing to the absence of any such Re\l('lIle is a matt.cr 
upon which no reliable estimate can be given. The Federal Commissioner of 'l'axation, in his 
Seventh Annual Report, estimates the a11llualloss of tax by evasion, including the fuilure to make 
returns, at not less than £300,000. Even if this were a fairly accurate estimate, there is no 
indication of the proportion due to failure on the part of wage-earners to l'ecognise their 
responsibility towards the Revenue. 

565. As to the revenue benefit likely to be derived from introduction of a system of taxing 
wages at the source, the Federal Commissioner in his Seventh Annual Heport points out that 
expensive machinery for adjustment would have to be set up, and sums up his comment on the 
proposal in these words :-" I incline to the view that it would not pay unless the present minimulll 
rates of Income Tax were considerably increased." 

566. While so much is doubtful as to the extent of evasion practised by wage-earners; 
while the proposal to compel employers to deduct tax from wages is unfavorably regarded by 
both employers and employees, and while the net yield is so uncertain, we do not feel justified in 
recommending the taxation of wages by the method suggested. 

[For reasons stated in an addendum, see page 175, Commissioner Jolly does not MuhtlCribo 
to this section of the Report. He also dissents, see page . 

From the recommendation contained in paragraph 475 of this section of the Report, 
()ommissioner Mills expresses dissent. See page 177. 

From the recommendation contained in paragraph 471 of this section of the R~port, 
Commissioner Duffy expresses dissent. See Reservation re Casual Profits, page 143 of the 
Second Report.] 

SECTION XVII. 

ADMINISTRATION. 

567. Decentralization.->The administration of Income Tax, both hy the COlIlmonwealth 
and by State authorities, is highly centralized, the business being conducted wholly from ollices 
in. the capital cities. So far as the Commonwealth is concerned, many matters, wherever arising, 
must be referred to Melbourne. 

568. This is in marked contrast with the British method, which is decentralized to a very 
great extent. The early conception of the British Act was indeed a local administration, with 
hardly anything more than a general supervision, not amounting to positive control, exercised by 
a central body. The extent to which administration is localized in Great Britain may be realized 
from the statement of fact that there are 725 divisions, in each of which an unpaid body known as 
the General Commi~sioners has considerable powers, partly as an aSRessing body, but chiefly as 
an appellate body. There is also a wide distribution of ollieers directly responsible to the Board 
of Inland Revenue, who are called Inspectors of Taxes. The districts in which these oIficers 
exercise their authority are not always co-terminous with those of the General Commissioners, 
and, in practice, owing to the continually increasing complexity of Income Tax law, the functions 
of the General Commissioners have come to be largely exercised by the Inspectors. The extent 
to which the purely appellate functions of the General Commissioners are pl~S8Ulg into the hands 
of the Inspectors, subject to formal sanction by the Commissioners, is shown by fignres quo~ed 
in the Report of the British Commission 1920, which shows that of 67,796 a8se~smen~ .whICh 
were the subiect of adjustment, only 1,263 were actually heard as appeaL~ by the CommlS8loners, 
the remaining 66,533 cases having been settled between the taxpayers and the Inspectors of 
Taxes. 

569. The desirabilitv of some decentmlization in the Australian admilli~tration was urged 
by a number of witnesses. • It was suggested, for example, that officers of the Taxation Department 
should, at times to be advertised in the local press, visit country tewns, where they would be 
available for consultation for the purpose of rendering assistance to taxpayers. Both the 
Commonwealth Commissioner and the Commissioners in the various States have expressed 

• themselves as favorable .to this proposal. The Commonwealth Co~ssioner has perRonally 
visited some centres and made himself accessible to taxpayers, With,. ~e understand .. very 
satisfactory results. Other officers of the Commonwealth Department VISit. centr~s ~utslde the 
metropolis but their work has generally been contined to the conduct of mvestlgatlOns. The 
State Com:nis9ioner of Queensland informed ns that he has on occasions visited the northern towns 
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of his Htate, and ha.~ been able in the course of a few days' visit to bring to a conclusion matters 
which perhaps would have been almost impossible of settlement by correspondence, and in any 
case could not have heen determined in tbat manner without great dclay. 

570. It cannot be said that the present administrators, Commonwealth or State, favoured 
in evidence the establishment of permanent Branch Offices in country centres, but this is a 
development which perhaps might come later, if more can be done in the way of temporary 
visits to overcome the difficulties which many taxpayers feel owing to their remoteness from the 
administrative centre. In respect of the ConilllOU\vealth, the Commissioner states that his difficulty 
with regard to this, and many other matters, has been and still is inadequacy of staff. ]<'or the 
purpose of visiting country centres:it is clear that ()Illy well-trained officers of reasonably high 
statu8 and invested with real authority can be employed if the taxpayer is to be most effectively 
assisted and the administration protected. 

571. In our opinion, it would be very much in the interests of the taxpayers if the 
Commi8sioners, both Commonwealth and Stat{l, could arrange for periodical and duly advertised 
visits by responsible officers to country centres for the PUl'Pose of assisting taxpayers with 
iilformation and, as far as possible, of settling disputes. 

572. Many witnesses urged that efforts should be made to mininlize the difficulties which 
occur owing to the number of cases which are referred by :I!'ederal Deputy Commissioners of 
Taxation to the Central Administration. It was not merely the fact of such reference which was 
complained of, but it was stated that long delays frequently occur in obtaining decisions upon 
the matters so referred. We recognise the necessity for maintaining uniformity of practice in 
a).l States, and that this involves reference to the Central Authority on all questions having more 
than an individual or local significance. Witnesses in many' cases expressed the opinion th~t 
matters are referred which should be capable of final determination by the Deputy Commissioners. 
We have no data by which such an opinion can be tested, but, to reduce the difficulties complained 
of to the lowest limits-

573. We recommend-
(1) That the widest possible powers be delegatea by the COllmlOnwealth Commissioner 

to his Deputies. 
(2) 'I'hat the Deputy Commissioners be encouraged to avoid reference to the Central 

Administration except upon questions of principle which have not previously 
been the subject of a ruling by the Commissioner. 

(3) That every effort. be made to reduce the delays which in a number of cases occur 
in the Central Office in determining questions submitted by Deputy 
Commissioners. 

574. Stall and Stall Accommodation.-'l'he Commonwealth Commissioner of Taxation has 
represented to us that he has found many difficulties in retaining a competent,staff, largely owing 
to the resignations of a number of senior officers who found it to their interest to enter into business 
as Accountants and Taxation Experts. 

575. The Commissioner's view is that his control, from the point of view of classification 
and rates of salary, should be complete, instead of, as at present, being in the hands of the Public 
Service Commissioner. In our opinion, the terms of our reference do not justify such an intensive 
and extensive inquiry as would be nece..~sary before any sound judgment could be reached upon 
such a question, which obviously may affect not only one Department of the Government but all 
Departments. We arc quite clear that we have no mandate to inquire generally into the control 
of the Conunonwealth Public Service, and wo are equally clear that any reeommendations which 
lnight be made from the point of vicw of the necessities of a particular Depaitment would 
necessarily have far-reaching effects and repercussions upon other Departments. 

576. Another matter brought before us by the Commonwealt.h Commissioner was that of 
the accolUmodation for his staff. At the Commissioner's request, we inspected the offices occupied 
by tJlC Deputy l!'ederal Commissioner and his staff, both ill Melbourne and Sydney, and could 
form no other opinion that that in each case the staff was working under ext.remely bad conditions, 
due chiefly to overcrowding. In our opinion, such conditions militate against efficiency. 

u77. It should hardly need emphasizing that officers engaged in responsible and often 
diflkult duties should work under conditions conducive to health and comfort. The conditions, 
as we saw t.hem ill MclbolU'llc and Sydney, fell so far short of a reasonable standard in both respects 
that the efficiency of the work must be seriously impaired. There was, MoO in Oill' opinion, an 
evident lack of suitable aceommodation for confidential interviews between taxpayers aud officers 
of the Department. 

u7H. We are aware that the q~est.ioll of "liiee al'l'Ollllllodation is receiving attention at 
the hands of the Government, and it is obviously not a subject upon which any detailed 
recommendation should be made by us; but we wish to place upon record our opinion that the 
conditions now exist.ing and affecting an impOltant percentage of the taxation staff of the 
Commonwealth should be materially improved. 
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579. omce Orderl.-A passing reference ~aa made in l'aragra~h 146 (First Report) ·to 

the early i~sue (as announced in the Federal Taxation Cotnnussioner s evid~nce) of the drpl\tt. 
mental rulings and interpretations affecting taxpayers as being likely to reduce the volume 
of disputes between taxpayers and the Department. 

580. In the administration of so technical a measure as the Commonwealt.h Income 'j'aK 
Assessment Act; questions of interpretation necessarily arise from time to time. The 
Commissioner's rulings upon matters of doubt and difficulty determine the Department's pradiel'. 
and are expressed and embodied in what are known as Office Orders. These Orders are eirculat('li 
amongst the Branch Offices of the Department in the various States for the gllidam'e of the 
Deputy Commissioners, in order to secure uniformity of practice througholit the Commonwealth. 
The cancellation of an Office Order or the substitution of a new ruling may be the tesult of I1n 
altered opinion formed on reconsideration by the Commissioner in the light of fuller informatioll, 
or, as is sometimes the case, may be due to the decision of an appellate COllrt affe<·ting the 
question at issue. It may be assumed that the CommiSllioner is in many instances guided in 
the decisions expressed in these Orders by the advice of the Crown Law Officers. 

581. The greatest possible publicity should be given to these Office Orders, and ('opies 
should be made promptly accessible to all taxpayers, so that none need be prejudiced through lack 
of information. In our opinion, it should be the invariable practice of the Department to apply 
interpretations to all taxpayers affected thereby, so that the Department may be free from even 

. the suspicion that those who are better informed as to the Department's decisions receive more 
liberal treatment than those who are ignorant of them. Another eBSentia! in our opinion is that 
all decisions of the Commissioner, whether or not due to thejudgment or finding of any com~etent 
court or Board of Appeal, should be made to apply to all assessments affected thereby ID the 
current year of assessment, even though such application may involve the iBSue of a number of 
amended assessments. 

582. It is a matter of regret that the volulIlinou» Office Orders relating to the COllllllon
wealth Income Tax Assessment Act, over 1,000 of which are in existence, have not yot been 
codified and made available to taxpayers. . . 

583. It has been complained before us that, owing to the non-publication of the Oflice 
Orders·and the consequent ignorance of taxpayers of Departmental decisiol18, amounts have been 
paid in exceBS of those properly payable. It is said that this is true, not only in respect of OfficI.' 
Orders now current, but also in respect of some Orders· which, after governing the practice of the 
Department for a time, have been cancelled. 

584. In a few instances publicity has been given to Departmental interpretations and 
practice-either through the public press or by publication in the Commissioner's Annual 
Reports to Parliament-sufficiently to establish their value to taXpayers in the preparation of 
Income Tax returns and in understanding of the law, and to demonstrate the importance of 
such publicity from the point of v-iew of equitable administration of the Act. If this be true 
in respect of the relatively few Office Orders to which publicity has been given, it is to be 
reasonably assumed that similar advantages would attach to the publication and circulation ut 
the large number of decisions yet unpublisheq. Those decisiotlS are. probably unknawn ootside 
the Department except to the taxpayer!! ttpon whose assessments the decisions were based. 

585. Early in the course of our inqniry. we asked the }I'ederal Commissioner of Taxation 
to produce for our information and guidance the current Office Orders, and the request has been 
repeated more than once. These Orders were promised as SOQll as they could be made available, 
but, with the exception of Borne 30 Orders of comparatively recent date. we are still without the 
desired information. 

586. We fully appreciate the difficulties which the Conuni~siuner has experienced ill 
endeavonring to present the information to us in the form in which he felt free to do so, and in 
which he considered it would be most helpful to us--that is with the elision of personal references 
to individual taxpayers which the Commilssioner stated occur in a large number of the Orrlers aM 

originally issued ~Ol Officers' use, and with the ?lllissi?n of all obsolete Onle.rs.. The delay in tIle 
compilation and lSSue of the volume of Orders III attributable by the COnllll1$8lOner to the IOMs of 
competent and responsible officers through death and resignati?n, and th.e .necessity for ~8!li.gning 
other duties to those members of the staff who were engaged ill the reVlBlOn and compilatIOn of 
the Orders. We regret that the CommiBSioner has not found it possihle to make the Orders 
available, as throughout our inquiry, and particularly in our critical examination HlldJe(ailcd 
study of the sever~l sections of the. Act, our investiga~ion in m~ny iIllltall~etl. would II.Hve been 
rendered both. easter and more frUltful had we been ill possession of procllle informatIOn a8 to 
Departmental practice of th(. natnre and in the form supplied iD the Office Orders,. 
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587. The prompt publication of a handbook on the War-time Profits Tax-to whatever 
criticism it may be open in matters of detail-was a praiseworthy effort on the part of the 
administration to make that speciaJly complex measure intelligible to the general body of 
taxpayers. 

588. We have also noted with satisfaction the recent publication by.: the Department of 
a handbook explanatory of recent amendments of the law which were recommended in our First 
Report. These amendments include the introduction of the averaging system to be applied to 
the Income Tax Assessments of primary producers . 

•• 
589. Both these publications may be regarded as evidence of a desire on the part of the 

Department to afford information and assistance to taxpayers. But, in our opinion, more needs 
to be done. . 

590. We tberefore reeommend-

(1) That the existing body of Office Orders affecting the general practice of the 
Department be published at the earliest possible moment, and be· offered for 
sale to the public at a moderate cost. 

(2) That all such Office Orders subsequently issued be made accessible to taxpayers 
as soon as issued. 

(3) That, with a view to securing wide publicity, the daily press in each capital city 
be furnished with copies of all such Office Orders as soon as issued. 

(4) That all such Office Orders be purchasable at each Commonwealth Ta.x&tion 
Office at a moderate cost. 

(5) That facilities be provided free of charge at each Commonwealth Taxation Office 
for the perusal by taxpayers of all such Office Orders as are operative. 

(6) That all such Office Orders be made to apply to all assessments affected thereby 
relating to the current year of assessment. . 

(7) That, when the promised volume of Office Orders is published, a public notification 
be made that within twelve months from the date of publication (or such further 
period as the Commissioner may allow) auy taxpayer may apply for an alteration 
of his assessment for any previous year, where the application is based upon an 
Office Order the contents of which were not available to the taxpayer at the time 
of the original assessment. . 

(8) That, to meet cases where a claim for refund of tax would be apparently sustainable 
under any Office Order which had been cancelled before the publication of the 
volume of Orders, for twelve months after the publication of that volume such 
cancelled Orders shall be available for perusal by taxpayers at the Taxation 
Office in each capital city, and that during that period taxpayers shall have 
the same right of application for alteration of their assessment for any previous 
year arising out of the provisions of any such Order as they would have in respect 
of published (current) Orders. . . 

SECTION xvm. 
TAXATION OF INTEREST ON STATE GOVERNMENT SECURITIES AND THE INCOME 

OF STATE ORGANIZATIONS. 

591. The Federal Commissioner of Taxation, in his Seventh Annual Report .(page 60), 
makes the following statement under the above heading :-

.cc The High Court judgment in the case of The Amalgamated Society of 
Engineers 11. The Adelaide Steam-ship {lo. Ltd. has raised the question of the power of 
the Commonwealth to levy Income Tax on-

(a) interest paid by State Governments or State Government instrumentalities 
u'p0n borrowed money, and 

(b) the·mcome of a State instrumentality, e.g., a State Savings Bank. 
Hitherto, Income Tax has not been levied in either case. The judgment ia being 
studied f01; the purpose of determining whether any change of practice is now necessary." 

0.1236'-3 • 
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592. The Commissioner, in evidence hl'fore "8, Raid that, undpr the judl!'lII<'nt of the Hi!(h 
Court in the case of D'Emden 1'. }'edcler- - ,. 

. ' 

" It was held that the States could not tax interest UII COllllllonwflalth 10Iln~, 
and the implication was drawn from that that the COllllllollwralth could not tux intert'st 
on'State loans. The High Court has made it dear now, I think ri.e .. ill the 1~Ili\inet',"" 
case above cited], that the Commonwenlth c.an tax those loans. At allY r.\t .. , T IIm 
BO advised-that that powl'r exists." . 

593. It may be pointed out that the pow .. r of the ('Ollllllollw~alth to I,r"hihit the illl\,,,sitioll 
by a State of Income Tax upon interest dl'rivNI from 11 COlllmonw('alth security iK dl'fll1itch' 
expressed in Section 52H of the C01mnonwealtlt Inscribed Stock Act 1911-18, which remls;. . . 

" The interest derived from ~tock or Treasury Bonds shall not hp lial,le to lneolll" 
'I.'ax under any law of the Commollwealth or a ~tate unlesg the intere~t is opclared to hp 
so liable by the prospectus relating t.o the loan on whic.h the int.erest is payahle." 

Apparently no reciprocal power on the part of a Htate exists to prohihit the ('Ol11l1lollwt'alt.h fmlll 
imposing Income Tax upon interl'st derived from Htate s('ouritiPJ!. 

594. In 1920 the Queensland Parliament enacted a provision bv way oE alll"'H!rncnt of the 
Income Tax Act, Section 7 (12), under which the intprest upon an isslle of Commonwealth Bonds 
which under Section 52n ahove quoted was intender! to be free of ~tatc Income Tax \I'as mad .. 
indirectly taxable by the State. This effel·t followed from the requirement I,f the AlllelHlill~ 
Act that t,he amount of interest from such Commonwealth securities should he ineluded ill 
assessable income for the pnrpose of determining the rale of State Income Tax, although tax WIIS 

not levied upon that part of the income consisting of the interest in question, Action WI\S 

instituted in the High Court by the Commonwealth against the State of Queensluml, claiming 11 

declaration that the State provision in question was invalid, so far as it related to income arising 
from debentures, &c., issued by the Commonwealth Government. The High Court held thllt t.he 
provisions of Section 52B above quoted are within the powers of the Commonwealth Parliament 
and that the Queensland Amending Act was in contravention of that section, auo therefoTP invaliil .• 
(See the Commonwealthv. State of Queensland, 29' C.L.R., page 1.) 

595. If, then, it be held that interest on State Uovernment securities or on securities i~sue(l 
by a State instrumentality would be taxable under the Commonwealth Iucome Tax Assessment 
Act, unless specially exempted, it is important to consider the more obviouR effects which woulil 
follow the exercise by the Commonwealth of the power to tax sueh interest. 

596. Acco.r:ding to the latest available information, State Guvernmellt deLts at aUtlt ,J UII", 

1921, amounted to £458,408,000, but, in order to arrive at the amount the interest UpOll which 
would constitute the aggregate income whieh would be brought into the taxable field for the 
first time if the Commonwealth, possessing the power to tax interest on State securitif's, Ilecided 
to exercise that power, there would have to be deducted from this sum, first, an amount of 
£67,393,886 loaned to the States by the Commonwealth. There would also have to be deducted 
an amount represented by the face value .of the total Government securities held by illstitntioll._, 
such as Friendly Societies, Provident Funds, Religious Bodies, Charitable lustitlltiolls, wh08C 
'incomes are now exempt by Statute from Commonwealth Income Taxation, and State Savings 
'Banks, whose incomes aTe now exempt by executive direction. In the aggregate the amollnt to 
be so deducted must be very considerable, which, however, it is imposRihle frolll any availahle 
data to estimate without allowing for a considerable margin of error. 

597. The amount of State securities held by the ~a.rious :;tate Savings Banks at :lOth June, 
1921, aggregated £66,871,719. As a rough estimate, we assume the sum invested in Government 
securities by other institutions (such as are indicated above), whose incomes are at present 
exempt from taxation, together with the alllount held by persons whose individual IDcomcs are lIot 
taxable, to be an amount of £24,143,295, .which is equivalent to rather leSl! than 7~ per cent. of 
the securities, after making the specific deductions referred to. On this basis it may be assumed 
that ,approximately £300,000,000 of State securities are held by taxpayers who at pre~cnt are not 
called JlPQll t9 illclude in their assessable iIlCOl1lSl the interest derived from these Recll,riti"H, the 
average rate upon which at 30th June, 1921, was 41 per cent. 

598. It is impossible to estimate other than roughly what, the revenue effect would~be)f 
LJ:.i.S interest were brought within the area of Commonwealth Income Taxation. The lln('ertainty 
isdne chiefly to the absence of this class of income from so many returns. 
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5!!!.I. The rates of tax payable if this class of income 'became taxable would necessarily 
vllry eon~iderably in the case of individual taxpayers other than companies (to whom a fiat rate 
of 2~. 8<1. in the £ now applies), but ill our opinion the average rate of tax applicable may be assumed 
t<J be a bout lB. 6d. in the £. At this rate, on the assumptions prevIOusly made, the revenue 
gain would be £931,500*, as indicated by the following figures :-

Total Rtate Debts at 30th June, 1921 
Deduct amount (n.) loaned by the Conunonwealth 

to the States 
(b) held by State Savings Banks .. 

t. 

£67,393,886 
66,871,719 

Ileduct estimated IIlllount held by institutions (other than Savings 
Banks) whose incomes are exempt from taxation, and by persons 
whose individual ineome8 are not taxable, say 

Int~rest upon £.'300,000,000, at Jk per cent., equals £12,500,000. 
Income Tax upon £12,500,000, at Is. 6d. in the £1, equals £937,500. 

£458,408,900 

134,265,605 

324,143,295 

24,143,295 

£300,000,000 

(jOU. But effects other than those relating to COllllllonwealth revenue would unquestionably 
arise if illtercst ou State securities were brought within the ambit of Conunonwealth income 
taxation. 

tio\, The llUIUUllit)- from COllllllonwealth income taxat.ioll hitherto enjoyed by holders of 
i-;tHtc Uovernment securities in respect of the interest thereon has necessarily increased the 
hnrdcn upon taxpayers who do not hold such securities. The change, therefore, would have as 
one rcsult the lightclIing of that burden and its transfer in pa.rt at least to the owners of State 
()ov~rnll1ent securities. 

tiO:!. From the point of view of a Btute, an lInfavorable effect would ensue, inasmuch as 
the lHurl:et value of its current securities, and, in flotation of future loans, the prices tendered or 
amounts offered, would be affected by the imposition of the taxation. The same effect would 
no doubt follow upon the introduction of any new income taxation affecting interest upon securities 
issued at a timc when 110 Income Tax was leviable nor in immediate contemplation. There is 
also the cOllsideration that in some States loans have been issued with the undertaking that the 
interest ~hall be free both of Commonwealth and State taxation. So far as Commonwealth 
tuxation is concerned, this, in our opinion, need not be regarded as a challenge to any 
Commonwealth power, but as the assumption by those States of an obligation to indemnify the 
h"ldcl's of their stock against any COlllmonwealth tax that might be imposed. It may be (a.~ 
to this we have no information) that any such assurances to the investing public have been given 
>18 the n'sult of arrangements l'etween the Conunonwealth and the States. 

(j0:3. If, further, it be 1H"ld that the income of State organizations-Ior example, State 
i-;1L\"i~lgs llanks--would he taxahle under t!le Co~nlllonwealth Income T:\x. ASI!essment Act, unless 
Hpecmlly exell\pteil, the question necl'ssarlly arIses as to whether a dL~tmctIon should be made 
between lllterl'~t OII State secllIities, which reaches the hands of llldividuals or of companies, 
and the profits of, say, a State ~avillgs Bank, which do not enure to the benefit of any individual. 
This distinction is apparently rl'cognised III some of the exemptions enumerated in Section_11 
of the Commonwealth Income Tax Assessment Act. 

CONCLUSIONS. 
604. Interest upon State Securities.-We are not aware of any sound principle of taxation 

which would be infringed by tl,e taxation (by the Conunonwealth Parliament) of interest upon 
louns i",ued by a State or a I'tate instrumentality in the hands of debenture-holders; but the 
(Iucstioll of the exerriHe of COlllillonwealth power of taxation upon such interest is so involved 
with the relations of the COllln-onwealth and the St41tes (as the authorities between which the 
whole legislative power of the people of Australia is distributed) that we do not feel justified in 
making a positive recommendation as to whether that power should or should not be exercised. 

605. Income of State Instrumentalities.-As to the incomes of State organizations, we 
may rel'all that (in para. 450) we have reconunended the retention of the existing exemption from 
taxation of the mcolUl'.~ of llIunicipal corporations and other public authorities. That 
recommendation applies with perhaps an added -emphasis to the incomes of organizations which 
are more directly those of the State. -

... NIlTE.-Thia does not include reoqt·oue which might reault from the tu.:&tioD of interest npl)o Joaos iBlued by State SaYiDp 
Bank .. 



in oonoludingthis, our Third Report, . 

We have the honour to be, 

Your Excellency'8 most obedient eervant4!, 

S. E. JELLEY, Secretary. 

Melbourne, 21st July, 1922.' 

w. WARREN KERR, Chairman. 
JOHN JOLLY.· 
J. G. FARLEIGH. 
W. T. MISSINGHAM. 
JOHN THOMSON. 
S. MILLS. 
lit B. DUFFY. 

• (Signature 8ubject to Addendum appended). 



no 
ADDENDUM BY COMMISSIONEll lOLLY. 

I am not able to either indorse or challenge many matters dealt with in Section XVI. of 
this Report, and my signature is therefore attached subject to the explanation which follows:-

The primary duty of this Commission "to inquire into and report upon the incidence of 
Commonwealth taxation," cannot be fully discharged unless the members make exhaustive 
inquiry into eve~thinR: relating the" matter, manner, measure, method, and time" of the tax 
payment. The' incidence" of a tax may be regarded as extending beyond, but it certainly 
mcludes, .. the fall," .. the impact," .. the percussion" of the tax on the persons from whom it 
is exacted, and to understand the incidence, there must be studied not only the nature, strength 
and direction. of the bolt shot from t40 legislative enactment, but also the accelerating, retarding, 
directing, and other influences, economic and administrative, which deflect its course or affect 
its final fall upon different classes of taxpayers. 

Many of these influences must be searched for outside the taxing Act, and in the Common
wealth system, some may be looked for in the regulations, the interpretations of its provisions and 
the rulings on principles and practice which are adopted by the administration, most of 
which are expressed in a series of japers issued privately at regular intervals and known as 
.. Office Orders." The necessitr an value of such rulings and interpretations in the general 
understanding and clear u.dmiD1stration of an Act, which is not only technical itself, but impinges 
upon many difiering interests involving accurate discrimination is evident, and was appreciated 
by your Commissioners, who at one of their earliest sittings (15th November, 1920) asked for 
these orders, and were assured by the Federal Commissioner of Taxation" I have no objection 
to the Commission having these office orders confidentially, but I do not wish them to go any further 
than the Commission. I want the Commission to know everything, but there are certain things 
I do not think should go beyond the Commission." An assurance was given to him at once that 
they would be accepted and treated as confidential. At a later stage of the same sitting it was 
disclosed that the Commissioner had in contemplation the issue of a handbook containing in 
abbreviated form the gist of these rulings and interpretations, or of such of them as had survived 
and were still operative: .. I have had that in mind for about three years, but I have not had an 
oPJ.>ortunity of putting it into practice. I have made a start on them twice." (See Melbourne 
EVIdence, p~e 352.) 

Meantime what has been taking place 1 Disregarding for the moment other Acts which 
have their own series of orders, the Commissioner informed us that over & thousand " general 
orders on the interpretation of our [income tax] laws have been issued to all officers for their 
guidance in making assessments-they contain everything that you [the examining Commissioner] 
have in mind, and in some cases they are rulings that have not been referred to the Crown Law 
Authorities. (See Evidence.) 

As knowledge and exyerience grow, some of the rulings are from time to time superseded 
by others, in some of which it is confessed that the method laid down in the earlier ruling has been 
found to be ultra vires, and must therefore cease to operate, being superseded by the altered method 
of the later order. This later order may contain instructions to the staff that excessive assessments 
previously made under the erroneous ruling are to be revised and amended only if a taxpayer 
makes demand for it; but that the Department is not to itself initiate any revision or amendment. 
A taxpayer who receives secret information that an amended order has been issued could demand 
revision of his assessment and secure the ~dvantage of the new order, but the great majority of 
taxpayers, kept in ignorance of the new order whose wider circulation has been prohibited, naturally 
fail to apply for the benefit of a right, of whose existence they have no knowledge and which the 
Department had previously disallowed. As a consequence "the people perish for lack of 
knowledge." Such inequitable star-chamber proceedings arouse revulsion in the mind of any 
lover of justice, more particularly if the concealment be deliberate. In regard to opinions contained 
in these office orders the Federal Commissioner of Taxation informed the Commission-" The 
public does not give us the benefit of their opinion and I do not think the Department Ihould give 
the public ita opinion." As events show, this Commission has also been treated with aloofness. 

Several requests for production of these orders or of the promised code evoked some 
temporizing reason for non-comjlliance or delay; the first definite refusal by the Commissioner 
was oontained in a letter dated 24th August, 1921, in which he wrote :-

" Referring to your letter of 19th instant, intimating that, after review of my 
evidence before it, the Royal Commission on Taxation has decided to repeat its request 
to be supplied with copies of Departmental Orders issued in connexion with Income Tax, 
I have to repeat my statement in evidence on the subject, namely that these orders are 
not yet in a form in which they may be published for general information, or be supplied 
to the Royal Commission. 

"Too many of the orders consist of statements which appeared in taxpayers 
returns, and which were circulated to officers for their guidance in dealing with sirniJar 
cases. Section 9 of the Income Tax Assessment Act forbids my divulging these facts, 
except for the purpose of carrying out the Act • 

.. I am unable to divulge them to the Royal CommiS&ion." 
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Notwithstanding that the failure to furnish the rulings in any form was increasingly felt 
to handicap its work, the Commission exercised great forb<>aran('e: hut at 8 sittilltr nttpn,I,'d I.\" 
the Commissioner, exactly nine months later-{)n 24th May, 1922-he was H,k(',l hy it~ t ~I,ainllan- : 

"I would like to ask you thi~-Would it be helpful at a\l to the ('''1lI1Ili"ion if t hp 
, orders were made available to us for reference or inspeetion ?" 

And replied- . 
"No, Apart from the faet that they are misleading, the bulk of (.I,e 01',1"1"' ('ontlli" 

details of taxpayers' affairs. That is the difficulty I mentioned t.o tlw COll\llIiH<i,'n. 
It is necessary to reduce-the orders to mere statements of a legal positioll or H position of 
fact. That was.the work I undertook myself: but so many othPl' thin"" ('rowd(,fl in that 

:.': theyhad to beheld in aheyance." . . n 

They have be~n " in abeyance" for five years. How lJIuch long!'r are they to remuin •. ill lllwyam"':' 
W~ are no,~ III the second half of 1922, so thut though eon('cption took place five nllrs Il~O, tl ... 
process of 'evolution is still incomplete, awl who knows what agony of protnH·tp,j travuil 11111,1 

intervene before its work is perfected ? . 
..Yet these are the very orders which, during that period, have heen awl afe no\\' Ij('ill~ 

'{ issued to all officers for their guidance in making assessrnentA," including every us~e"'()r, wlwthel' 
he. be a perman~nt or a temporary officer. So misleading are they that, we lire in cfl'('l't told, thpy 
qould not be a safe guide for the members of this Commission, who have spent the gr('ater Fait r,r 
two years in the close study of prohlems of taxation; but these same " mislt'"di,,~ .. onlen< Hr,' 

given to the neophytes of the Department as their !'ad" IJ/rCU1/1. to he consulter! on ,,11 "'TasionK of 
dolibt al1d followed as au authoritative guide in assessing (some, hut not all) taxpa),<'"" IlL"'i,io", 
of tbe British Board of Iuland Hevenue, by whom the Income Tax A,t is ",hllini,t<:I·"'1. aI'(' 
promptly made availahle for puhlic information, and in the Pnited Sta({'" of A'lIl'l'il'a tI,e 
" Ordinances" containing departmental interpretations, rulings, digests of ca,s!'''. &c.. an' 
published openly at a nominal charge (a yearly suhscriptioll of two ,Iollars entitling till' sllhsl'l'ilJ('r 
to. !leopy of every order issued) and Illay at ollce reach all interetited persons, tlt"ir tliS.'Plllinatioll 
Qeiilg assisted by reprints in trade journals and the pnhlie prC'H of the ('!)UntT)'. TI'l'illll'ortallf'(' 
Q~ ~)lch frank and open puhlication has long be<'1l reeognised. A "enlury and a-half "go Adalll 
Smith wrote :- -

" The tax which each individual is bOlmd to pay ought to IJC cl'rl "in awl not 
arbitrary. The form of payment, the manner of payment, the (l'wntity to hp plli<l 

. ought all to be clear and plain to tI,e contributor and to every Otlll'f pl'r"JIl." 
~d so generally had the principle been reeognised by modern tnxill~ aulllOritil'~ tJ",t ill le' flit 
years Professor Bastable wrote (Puhlic Finance, page 419) :-

" Of high importance in earlier times, l,ut now requiring les:l cllJplw,j." owing to 
its general observance, is the canon that' taxation should be certain.' 'Y!'en arbilrary 
power was able to alter imposts at its will, the uncertainty connected \\i'!, . he ,](,lIIalld~ 
of the tax-collector was a great aggravation of the cvil of the heavy IJlI' d .. 1\>; illll'Oo('(1. 
That the citizen in his dealings with public officials shouItl he under t he I'll le of Het t11~d 
law, not of caprice, is not only a financial but an important constitutional J.l;tXilll." 

Whatever reasons lllay be advanced by it~· servallt~ for refusing to circ\llatf~ departmental 
rulings and interpretations of the Act for the guidance of the public, what. jn,tiiieation is there 
for the refusal to place the fullest information before this Commission, hy whO'll H"ur"IlCe was at 
an early stage given, that evidence conveyed in confidence would be treated .'s cOllli,jputial, and 
who also suggested that anything of a strictly personal kind disclosing the affain of any identifin hIe 
taxpayer should be erased from the file of Office Orders before it left the Depart [Ilent. 
. The difficulty in makillg the orders available to the COllllllission is sta1 ed to be .. the bulk 
of the orders contuin details of taxpayers' affairs." " The bulk" cannot lHeun leRq thall hulf ; 
it usually implies more. The writ€r has been informed that not one in ten- llOs.,ibly a hout oue 
in 50-of them contains such. confidential details. If so, the i~sue of 90 per cellt. or more of tb':1I1 
would not involve infringement of Section 9 or any section of the Act. 
, In Australia the concealment practitied has engendered ('crtain ('viJ", arnollg thelll tlH' 
flagrant iujustice that taxpayers who have connl1unicative friends in the Department have 
benefited, while innocent ignorance lIOt so befriended has heen buffeted. The injuries are 11' .llC th~ 
leRs because the injured are also dmgged and unconscious of the seriousness of their injuries. 
. Because the Commission has been exeluded from information as to the principles adopted 
and the rulings followed by the Department, indispensHble to the creation of reliable opinion on the 
nianyquestions of ,letail which contribute to the understanding and appreciation of t.he inr:j,lcllt;l' 
6f the· tax, I' am unable to eit.her commend, condemn, or critieisl' what is frequently namer1 t h,· 
"present practice of the Department" in ref('relwe thereto .• ~ly eolleagues have felt-thUlwlr 

.perhaps less acutely than I-·anu referred in paragraph 586 to the rlisllbilitieH ullller ",hidl tile 
Commission laboUJ'ed, in consequence. "The present practice of the Department," which 8hould b,· 
as well known and open to all as the King's highwa)', is in t.he circumstances a terra i'If'oglllla 
to 'all but the few init.iated, and I eannot ('onsent to lead or be led hlindly thrm1!!h it. I alII 

consequently uuable to suhscribe to Sect.ion XVI. of the Report. 
• • i JOHN JOLLY. 
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RESERVATION. 

Paragraph 475 of the RepoTt. 
I regret j,hat I am unable to concur in the opinion expressed by the majority of the 

('ollllni"ion in the above cited paragraph of the Report. It may be questioned whether that 
"pinion is cunsistent with the principle of the recommendation of paragraph 471, and, further 
it (I"parts from the rule of practi('e observed hy the Taxation authorities of the Commonwealth 
and of all Stales except Victoria, that income in the hands of a beneficiary is regarded as income 
from pcrSfJnal exeltion or income froll1 property, according to its dasRification at its origin in the 
hanfjg of th" lru.tce. For example, the profits of a business carried on by the taxpayer are 
j".axed as income from personal exert:on. Hence, if a business is conducted by a trustee, the 
profits of the ImHines8 would in the hands of the trustee he classified as income from personal 
exertion, 811(1, if a share of the profits is payable to It beneficiary, he would be taxed under that 
da.qsification. As above stated, this is the practice throughout the Commonwealth, except in the 
State of Victoria. In that State a claim was made by the Commissioner of Taxes upon a 
hcnefi.ciary l"c~('i viug income derived from a buSiness carried on by trustees, for tax at the 
mt" npplical,le I" in('ome from property. The claim was disputed, and the matter came before 
the COllrts and eventually was carried 011 appeal to the Privy Council. The Privy COlIDCil, 
1'0nJirming the Judgment of the Supreme Court of Victoria, held that income does not change 
its charactl'r for t.axation purposes when passing from t.he hands of trustees to those of 
ben~ficiaries. The Victorian Income Tax Act was subsequeutly amended to render this decision 
nugatory, In my opinion it is desirable that income should for taxation purposes retain its 
character when passing from the hands of a trustee to those of a beneficiary. 

S. MILLS. 

l'l'illl.,:d allt! l'ubli"!Il,d ("l' (lit' UO\'&ItNMt:!'i'r ~Jr tll;~ C01UIO:SWKUTH of AU51'R.U.IA by AL86KT J. MULLKTT, 
Government Prmh'l" for the State of Victori •. 
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COMMONWEALTH OF AUSTRALIA. 
•• 

FOIIRTH REPORT OF THE COMMISSIONERS. 

To His Ezallency th6 Right Htmorable HENRY WUJJAM, BARON FOBSTER, G Member 
of His Majesty', Most Htmorable Privy Oouncil, Knight Gt-and 0'088 of tM. Most 
DistinguiIJhed Orrkr of Saint Michael and Saint George, Gooemor-GmerQl and 
OUlTV/rl,Q,nMr-in-OhieJ of the Oommonwealth of AttSttaUG. 

lIUy 11' PLEASE YOUR EXCELLENCY: 

'We, the Comlttissioners appointed by Royal Letters Patent to inquire into a.nd report 
upon the incidence of Cornmollweath taxation, and into and upon a.ny amendments which are 
necessaJ.Y 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 ta-

(1) The equitable distribution of the burdens of taxation; 
(2) The harmonization of Cominonwealth and State taxation j 
(8) The giving to primary produoers of special consideration as regards the assessment 

of Income Tax, particularly in relation to 108888 resulting from adverse weather 
conditions; and 

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

'ha'\'e the honour, in con~inuation of our First, Second, and Third Repiirts, dated respectively 
27th October, 1921, 13th April, 1922, and 21st July, 1922, to report hereunder upon the following 
8\lbjecte eoming within the TerlttS of Relerenoe ;-

(19) Land taxation; 
(20) Relation of present Report to previons Recommend.ation with regard to 

harmonization; 
(21) Suggested elimination of " Seoondary Taxpayer" ; 
(22) Should rates be progressive or proportional ; 
(23) Taxation of Crown leaseholds j 
(24) Should there be di1Ierentiation in taxation between urban and rurallandll. 
(\!5) Definitions as to Value. . 
(26) Establishment of Land Valuation Bureau. 
(21) Board of Appeal. 
(28) Relief Board. 
(29) Offioe Orders. , 
(30) Comments on \tarious Sections of the Commonwealth Land Tax .Aasessment A~. 
(31) Midland Railway Company of Western Australia . .. 



180 

SECTION XIX. 

LAND TAXATION. 
607. Some witnesses who appeared before us favoured the abolition of all other forma 

of taxation in favour of the imposition of a Single (Land) Tax. Others, while conceding the 
reasonableness of Land Taxation either by the Commonwealth or by the States-eome favouring 
one course and some the other-held that it is economically unsound and politically inexpedient 
for both Taxing Authorities to levy concurrently a tax upon land. There were others again who 
failed to see any justification, under normal. conditions, for the imposition of Land Taxation by 
either Commonwealth or States. 

608. A witness representing the United Graziers Association of Qneensland challenged the 
continuance of Land Taxation in Australia on three specific grounds, viz. :-

(1) That the tax is economically unsound, in that it singles out one form of wealth 
for taxation, while other forms of wealth are free from any such burden; 

(2) That Land Taxation ignores the principle of ability to pay; 
(3) That land is held in Australia mainly as a means of livelihood, and therefore 

corresponds with the tools of trade of a workman. 

609. On the other hand, the advocates of Land Taxation with equal conviction and 
definiteness advance reasons in justification of the tax. 

Such reasons were stated by the Right Hon. W. A. Watt, P.C. (then .state Treasurer), 
who, in moving the second reading of the Victorian Land Tax Assessment Bill in 1909, quoted 
with approval the following remarks of Mr. Ure, then Lord Advocate of Scotland :-

"First, I would say that land differs from all other forms of property in this, 
that its existence is not due to its owner;· secondly, it is limited in quantity; thirdly, 
it is absolutely essential to existence and production; and, fourthly, it owes its value 
exclusively to the presence of the market created by the activity of the commUnity." 

In addition to the essential difference, thus concisely expressed, between land and all other 
forms of property, which is commonly regarded as warranting an impost upon it, further justifi
cation for taxation of land is found in the protection which the State affords to ownership, and 
in the fact that the increment in land values is always largely due and often wholly due to the 
activities of the community and not to the special exertions of the land-owner. 

610. Whatever estimate may be formed as to the relative weight of these conflicting 
opinions, we have felt constrained to view the position from a practical rather than from a 
theoretical point of view. The Land Tax is with us. If the taxation of land were abandoned, 
the present revenue necessities of Australia could not be met without the imposition of other 
forms of taxation which !night be open to greater objections and involve difficult and undesirable 
financial readjustments; both private and public. Our study of the general position confirms 
us in the opinions expressed in our recommendations respecting the harmonization of Common
wealth and State Taxation. It is our unaltered conviction that in the adoption of those recom
mendations lies the solution of the difficulties of the present complex and dual systems of Land 
Taxation. 

Note.-It is to be noted that in this paragraph and in paragraphs 631, 632 and 660 (1) 
the expressions of continued adherence to recommendations already made in 
the section of our Second Report on the subject of Harmonization of Common
wealth and State Taxation (paragraphs 249 and 250) are to be read in the case of 
Mr. Commissioner Jolly as referring to the recommendations made by him in 
his reservation. (See Second Report, paragraph 256.) 

611. Commonwealth Land Tax-Twofold Object.-The passing of the Commonwealth 
Land Tax Assessment Act in November, 1910, marked the entry of the Federal Parliament into 
the field of direct taxation. Reference to the debates in Parliament on the Bill appear to justify 
the conclusion that th", Government, in introducing the meaaure, had a twofold object in view, 
viz., the breaking up of large estates and the raising of revenue. . . 

612. The then Prime Minister (Right Hon. Andrew Fisher,P.C.),in the course of his second
reading speech on the Bill in August, 1910, said-

" Unimproved value taxation is a sound principle, and, while the incidence will 
tend to break up large estates and help to develop the country from an economic point 
of view without any other embarrassing conditions, it is a proper kind of taxation for 
the purpose of raising Commonwealth revenue." 

On the ground that the Bill waa one which, thOftgh nominally a taxation measure, was in reality 
one of Land Settlement policy, its constitutionality was questioned during the debate in 
Parliament. 
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613. In 1911 the validity of the law was challenged before the High Court in what is known 
88 the Osbome case. Two of the various grounds of objection taken to the Land Ta:& Assessment 
Act 1910 and the Land Ta:c Act 1910 were-

(2) That the Acts are not in substance an exercise of the taxing powers of the 
Commonwealth, but an attempt to regulate the holding of land in the 
Commonwealth which, it is contended, is extra 'Vires the Parliament; and 

(3) That the Acts, either together or separately, are in contravention of Section 55 
of the Constitution. 

The Court unanimously held that the Act as a whole was valid. 

Griffith, C.J., in the cours:"of his Judgment, remarked:-
" In support of the second objection-that is, that the Acts are not in substance 

an exercise of the power of taxation-it is contended that the real purpose of the so-called 
taxation is not so much to raise revenue as to prevent the holding of large quantities 
of land by a single person. There is no doubt that that may be the consequence of the 
imposition of a progressive Land Tax, and it may well be that that indirect consequence 
was contemplated and desired by the Legislature. But, as was pointed out by this Court 
in R. v. Barger, although it is a frequent result of taxation to bring about indirect 
consequences which could not practically or could not so easily be brought about by 
other means, yet the circumstance that taxation has such a result is irrelevant to the 
question of the competence to impose the tax. In my opinion, these Acts are, in substance 
as well as in form, Acts imposing taxation, although there may be some provisions which 
may be open to objection upon other grounds. That objection therefore fails." 

614. Official Explanation of the Policy of the Federal Land Tax Acts.-The Dominions 
Royal Commission (which in the course of its inquiry sat in Melbourne in 1913), before leaving 
England received evidence in which the policy of the Federal Land Tax Acts was attacked. The 
late Mr. G. A. McKay, then Federal Commissioner of Land Tax, submitted a memorandum to the 
Commission in Melbourne which purported to set out the reasons that actuated Parliament in 
passing the measure into law, and criticised certain suggestions made for the amendment of the 
Acts by English witnesses. . 

615. In the course of his memorandum, Mr. McKay stated :-
." Admittedly, the graduation method deals more severely with the owner of the 

largest landed estates. The reason for the discrimination against him is twofold. 
There is the primary object of securing from those deemed best able to bear the impost 
the revenue needed to meet the growing financial necessities of the Commonwealth in 
conntllrion with defence and social betterment schemes. A secondary, but very important 
object is to facilitate settlement. It is considered to be opposed to the best interests 
of Australia to permit large aggregations of land in the hands of a few, that are fit for 
occupation by the many. The expectation of the authors of the Act was that those 
subject to the la.rgest tax would be induced to escape the burden by disposing of their 
lands. In the three years the tax has been in operation, over £20,000,000* worth of land 
(unimproved value) has passed into the hands of persons who are not taxable under the 
Federal law. ' . 

" The principle of graduation in taxation is not new. It has long been applied, 
and with much greater severity, in connexion with Probate Duties. The basic reason 
is social rather than economic. The view is held by the present dominant party in Federal 
politics that the ownership of land in very large estates is opposed to the best interests 
of the Commonwealth. The scheme of taxation was therefore designed to give the large 
land-owner the alternative of surrendering part of his large estate or paying more heavily 
for the privilege of holding it. 

" The reasons for the higher rate applicable to the land of absentees are' broadly 
that the revenues earned in Australia are sent out of Australia, though, in common 
with other property in Australia, the land of absentees benefits by public expenditure 
and is protected by the machinery of Australian Law. Also in certain instances the land 
is held without adequate development while participating in unearned increment due 
to the elIorts or enterprise' of other persons and of the Governments of Australia . 

.. It should, however, be remembe;ed that no 'company or joint ownership or 
trustee, as such. can be dealt with 88 an absentee.t 

.. I have already mentioned that over £20,000,000 worth of land (unimprOVed 
value) has passed out of the field of Federa.1land taxation since the inception of the Act. 
The whole of these alienations cannot reasonably be claimed 88 evidencing the increased 
settlpment of lands. . 

• Later infonna.tiOlllboWl that up to 30th June. 1919. the amount; ilapprozimate1, £77,!60,OOO. 
t F<o "*mmmond •• ioIl of the Oommiaoion with rogord. to A_tee OomproDieo, ___ 133 . 

• 
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.. Many families have subdivided their joint interests 80 88 to secure the advantage 
of lower rate of tax and se,Parate deduction for the individual share. In these case. the 
total ownership remains virtually the same. 

" Other joint ownerships, such 88 partnerships, &c., have followed a similar COUf8e 
for similar reasons. The Federal law permits the joint working of land without a~gre
gating the interests for taxation purposes, excepting in the C88es where the land 18 an 
asset of the partnership. 
. "Some absentees sold their Australian lands in the fear that the tax would 
seriously lower their income and that they might be subject to the penalties in the law 
provided for default. 

" Some land-owners, whose holdings were heavily mortgaged and whose inoome 
provided little or no margin over their interest charges, were unable to pay the tax and 
got rid of their holdings. ' 

"In many cases, however, in anticipation of the tax, and during the period it 
has been in operation, land has passed from the large to the smaller ownership by ordinary 
processes of sale. 

. " In some notable cases, the tenants in large estates were permitted by the owners 
to purchase on favorable terms. The rate of sale has diminished since the inception 
of the tax. In the first year of the tax £11,500,000 worth of land (unimproved value) 
passed out of the taxable field. In the second year the amoUnt receded to £9,000,000 
and for the first nine months of the third year to £2,000,000, or an estimated total of 
£3,500,000 for the whole year. 

". The reduction, in my opinion, has been caused by-
(1) The passing out of the taxable field of those who feared the incidenoe of 

the tax, such as many absentees ; 
(2) The completion ·of the schemes of apportionment of joint owners and 

families who previously were jointly taxable; 
(3) The lessening reserve of large estates where the margin of difference between 

tax and net revenue, after providing for interest charges, &c., was small ; 
(4) The general condition of the money market, which precluded speculative 

dealings in land, and even interposed obstacles in the'way of persons 
who desired bank or other financial assistance in purchasing land for 
occupation; 

(5) The persistence of good seasons, which made it easy for land-owners to 
continue to earn such revenues that the payment of the tax was not 
difficult. Even in cases where the burden has been felt, the land-owner 
has been willing to pay rather than break up a holding which he may 
have owned for many years and to which he may have a sentimental 
attachment. 

" The tax undoubtedly is preventing the accumulation of land in large estates, 
and its general effect is in the direction of inducing subdivisions of the estates now held." 

616. General Scope and Incidence of the Land Tax.-Tax on a graduated scale is charged 
on each resident, joint ownership, trust estate, company, or institution not specifically exempted. 
The tax operates where the interests in land amount to £5,000 or over of unimproved value, except 
in the case of an individual absentee owner, who is taxed upon the aggregate unimproved value 
of his interests in land, with no exemption. 

617. Land Tax is due and payable each year on an appointed date, as to which not less 
than one month's notice is given by publication in the Government Gazette. 

618. No deduction is allowed in respect of the amount of any mortgage on the land, a 
mortgagee being expressly exempted from tax on his interest under the mortgage, unless he has 
entered into possession of the land and has remained in possession for three years. Even in that 
case the mortgagor continues to be liable for payment of the tax as primary taxpayer. 

619. For the protection of the revenue, if the Commissioner is of opinion that a land-owner, 
in his return, has understated the unimproved value of his land to the extent of 25 per cent. or more, 
the Commissioner may apply to the High Court (constituted by a single Justice, w~ose ~ecision 
is final and without appeal), and the Court may declare that the Commonwealth 18 entItled to 
acquire the land. As compensation, the owner is entitled to receive an amount based on the 
" improved value of the land, obtained by adding the fair value of improvements to the unimproved 
value stated in the owner's return, plus 10 per cent. of that improved value by way of allowance 
tor compulsory dispossession." 



620. The Act provides that, where a taxpayer has become bankrupt or insolvent, or has 
suitered such loss that the exaction of the full amount oftax would entail serious hardship, or that 
by reason of drought or adverse seasons the returns from the land have been seriously impaired, 
a Board, consisting of the Commissioner (who acts as Chairman), the Secretary.to the Treas~, 
and the Comptroller-General of Customs, may release the taxpayer, wholly or ill part, from his 
liability. 

621. "Interests" in land include freehold interests, leasehold interests, and beneficial 
interests under trusts. . 

622. The aggregation in one assessment of all interests in land held by anyone person or 
entity secures to the revenue the 'C!ollection of tax at the highest rate applicable in each case. 

623. The scheme of the Act involves in a number of cases the placing of liability to taxation 
upon two taxpayers in respect of the same land, one being called the primary taxpayer and the 
other the secondary taxpayer. Examples are-

A partner's undivided interest in land owned by a partnership as primary owner 
(Partners are S~c~ndarr Owner~, Section 38 (3) (4) ). . 

A shareholder's undiVlded mterest m land owned by a company as pnmary ownet 
(Shareholders are Secondary Owners, Section 39). 

A beneficiary's un4ivided interest in land held under trust for him and others (Trustees 
are Primary Owners; Beneficiaries. Secondary Owners, Section 33). 

The owner of the legal estate in land is the primary taxpayer, the owner of an equitable 
estate in the same land. secondary taxpayer (Section 35). 

624. The Commissioner of Taxation explains the provisions with regard to primary and 
secondary taxpayers thus :-

" Where the primary tax;payer is not exempt, the land qr interest in land is always 
included in his assessment, as he is the legal owner (Section 35). The secondary taxpayer 
is an owner either at law or in equity or by special provision in the Act, and the interest 
is included in his assessment for the purpose of ascertaining the rate of tax payable 
on each £1 of taxable unimproved value held by him (Section 11). If his rate of tax 
is less than the rate of tax paid on the interest in the land by the primary owner. the 
secondary owner receives a rebate of the ;part of his own tax which is proportionate to 
the doubly assessed interest included in his assessment. But if his rate exceeds that of 
the primary taxpayer, the rebate to the secondary taxpayer is limited to the ·part of the 
primary owner's tax which is proportionate to the secondary owner's interest in the 
primary owner's land (Sections 43 and 43A). The primary owner never receives a 
rebate." 

625. The effect of the scheme of primary and secondary taxpayers is to cause the rate of 
tax payable by the secondary taxpayer to be raised,· because, in determining his total ownershi'p 
and the rate of tax applicable thereto, there is added to the value of his severally owned lands his 
pro'portionate interest in the lands of the primary taxpayer (e.g., a company or a partnership of 
which he is a member). Where the rate of tax payable by the secondary taxpayer is higher than 
that of the primary taxpayer, the former is under the further obligation (inherent in the scheme) 
of having to pay in respect of his interest iif. the primary taxpayer's land the difference between 
the lower rate payable by the primary taxpayer and the higher rate imposed on himself. 

626. In the case of sales of land, the buyer is liable to the tax as primary taxpayer so soon 
aa he has obtained possession of the land, and the seller is liable to assessment as a secondary 
taxpayer until possession of the land has been delivered to the purchaser and at least 15 per cent. 
of the purchase money has been paid. The Commissioner has power to exempt the seller i1 he is 
satiafied that the agreement for sale has been made in good faith and not for the purpose of evading 
the payment of tax and that the agreement is still in force. 
. 627. Aa a protection to the revenue against attempts to evade the tax by persons who 

formally dispose of their interest in land. but actually retain full oontrol of the land. Section 42 
of the Aot provides :-

.. Notwithstanding any oonveyance, transfer, declaration of trust, settlement, 
or other disposition of laiid, whether made before or after the commencement of the Act, 
the person making the same shall, 80 long as he. remains or is in poss~on or in receipt 
of tlie rents and profits of the land, whether on his own account or on account of any 
other person, be deemed (though not to the exclusion of any other person) to be the 
owner of the land." 

• Tbla _ 80& apply la the _ of OIl ._ .... whooe tota.I m_to m land do not •• ooed £6.000, ... _ ......... wed at. 
ea. _ of Id. m the £\ OIl 0"'1 £1 of unimprevod ni .. up to £6.000, the onmption of £6,000 allowed to _dent lond-ownon noi boinc 0li0_ .. .-_ 
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628. Section 40 of the Act provides that two or more companies consisting of eubstantially 
the same shareholders shall be assessed as one company. It also provides that companies are 
dee~ed to consist substa~tially of the same shareholders if not less than three-fourths of the paid-up 
'capital of each of them 18 held by or on behalf of the shareholders of the other. Shares in one 
company held by or on behalf of another company are deemed to be held by the shareholders of 
the last-mentioned company. 

629. Within a time prescribed by regulation a taxpayer may lodge an objection against 
an assessment for consideration by the Commissioner, and, if dissatisfied with the decision of the 
Commissioner, may appeal therefrom to the Court, or alternatively he may lodge an Appeal direct 
with the Court. 

630. AB might be supposed from its scope (including as it does both the valuation of land 
and the assessment of tax thereon) and its general complexity, the Commonwl'alth Land Tax 
Assessment Act has given rise to a great deal of litigation. A fruitful source of dispute between 
taxpayers and the Department. not always resulting in litigation, is the question of valuation. 
Should our recommendations respecting the elimination of the " secondary" taxpayer from the 
scheme of the Act (See paragraph 638) and the entire sep'aration of land valuation from the 
Taxation Department (See paragraph 714) be given effect, It is anticipated that not only will there 
be the gain of greater simplicity in the law, but that the occasions of friction between taxpayer. 
and the Department will be much less frequent and that the cost of administration will be materially 
reduced. 

SECTION XX. 
RELATION OF PRESENT REPORT TO PREVIOUS RECOMMENDATIONS WITH REGARD 

TO "HARMONIZATION." 
631. In our Second Report (paragraphs 249-50) we recommended, among other things, 

that the power to impose Land Tax should, subject to certain reciprocal act.ion, be exclusively 
vested in the States, reserving however the over-riding powers of the Commonwealth in case of 
War. While that was recommended 1!.8 part of the ultimate and permanent solution of the 
question of ".Harmonization," we also recommended that an agreement be entered into between 
the Commonwealth and States providing, inter alia, that during a provisional period the imposi
tion and collection of Land Tax be reserved to the States. Notwithstanding these recommendations 
we have felt it our duty to report in some detail upon the present Commonwealth Land Tax Law 
and upon matters of principle affecting the construction and working of Land Tax Statutes 
generally .. 

632. We desire to emphasize, however, that the discussion on these matters is not intended 
to suggest in any way a departure from the opinions expressed in those recommendations, which 
have indeed been strengthened by the further consideration we have given to the subject. 

633. If the recommendations referred to in paragraph 631 be adopted and, among other 
changes, the imposition and collection of Land Tax be exclusively in the hands of the States, lome 
of the suggestions in the succeeding Sections of this Report should, we submit, receive consideration 
by State Authorities. * If for any reason the adoption of those recommendations be deferred, the 
suggestions should, we submit, form the basis of an amendment of the Commonwealth Law. 

SECTION XXI. 
SUGGESTED ELIMINATION OF "SECONDARY" TAXPAYER. 

634. The Commonwealth Land Tax ABsessment Act differs from the corresponding State 
Statutes in some important features, particularly in its imposition of tax upon land at progressive 
rates instead of at a. flat rate', such as is adopted in the majority of the States. The consequent 
aggregation of interests in land for the f,urpose of taxation, the introduction into the Act of the 
scheme of " primary" and" secondary 'taxpayers, the mode of assessment in the case of joint 
ownership, and other arbitrary provisions, lead to complexities which have been the subject of 
much complaint on the part of many witnesses. With regard especially to the provision relating 
to joint ownerships, an \lxperienced solicitor in a communication to the Commission remarke ;-

" The result of importing a purely artificial system is seen in the extraordinarily 
difficult provisions and the great litigation that has ensued. So diffiCl~t are these 
provisions and the decisions thereon that there must be _very few tramed lawyers 
throughout Australia who hav:e grappled with and understood them. I should think 
that there is no other such difficult set of provisions in a.ny other Taxation Act, or, indeed, 
in any other modem Act in the world. (In the old days the same result followed wher
ever artificial systems of conveyancing or legal procedure were in existence. When 

. these absurd systems were done away with, we arrived at the simplicity of the Torrens 
Real Property Acts and the comparative simplicity of Supreme Court procedure). The 

• Some of the suggestions iD. the Report are bued UpoD proviaiona of the Commonwealth x.nd Tax A .... ment Aot whioh IN ..... 
from the _ding State A .... 
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existence of these complicated clausel! in the Federal Actr-especially 811 it is a Taxation 
Actr-causing worry and expense to so great a number of people, is itlleif a state of things 
that ought to be remedied." 

635. In our opinion, it is very desirable that the present complex provisions of the Act 
should be superseded by a simpler system. Perhaps the greatest simplification possible as the 
result of the adoption of any one alteration of the Act would arise from confining taxation eitherto

(a) legal ownership, or to 
(b) equitable or beneficial ownership 

of land or of interestll in land, thus eliminating the " secondary" taxpayer. 
636. We have given careiloll consideration to the desirability of selecting one or other of 

these criteria as the sole test of liability to taxation under the Commonwealth Land Tax Assessment 
Act. The adoption of either would have important results upon the revenue, and in either case 
modes of avoiding the incidence of the tax (some of which are available under the present law) 
would present themselves to taxpayers. 

637. The legal ownership basis is open to the further objections that in some cases it may 
cause serious hardship, and that, in the numerous cases where legal ownership and beneficial 
ownership are not uruted in the same person, liability to taxation arises from a purely technical 
relation to the subject land. 

638. Equitable or Beneficial Ownership Basis Recommended.-W. are unanimoua-in recom
mending the adoption of equitabl. or beneficial ownership of an estate or interest in land as the 
101. basis of liability to taxation, for the following reasons :-

(1) It is simple. ItIl underlying principle is readily understood. 
(2) It is a natural basis. It does not rest upon technical title, but upon beneficial interests. 
(3) It is more equitable than either the dual scheme of the present Act or the legal 

ownership basis taken as the sole test of liability to taxation. 
(4) It tends to prevent avoidance of the tax by means of technical expedients. 

639. A Company to be deemed Sole Beneficial Owner.-An examination of the different classes 
of cases to which any such test of liability to taxation must be applied shows that there is at least 
one instance in which exceptional treatment is desirable-that is, the case of Companies. 
Consideration of the practical difficulties and complexities which would be inseparable from the 
method of taxing directly all beneficial interests of shareholders in Companies. have led us to the 
conclusion that, while applying the principle of beneficial ownership as far as practicable, it will 
be found desirable to treat a Company owning land as the solc entity to be taxed in respect thereof, 
and not to regard the individual shareholder's pro'portion as constituting a taxable interest, either 
separately or in aggregation with other landed mterests. In support of this view, it may be 
pointed out that itll adoption will considerably shorten and simplify the present procedure on the 
part both of the Department and the taxpayer. The aggregation of all interests in land represented 
by shares held in Companies with other landed interests frequently involves a series of elaborate 
calculations, adding materially to administrative cost and often disclosing only a very trifling 
liability to tax or an absence of such liability. 

640. According to statistics published in the Seventh Annual Report of the Commissioner 
of Taxation relating to the assessment of landed interestll as at 30th June, 1918, the additional 
revenue due to the inclusion of share interests was in the cast' of resident taxpayers £11,156, 
and in the case of absentee taxpayers £1,079. The collection of this comparatively small amount 
probably involved a disproportionately heavy cost of administration, lInd certainly occasioned a 
considerable degree of trouble to the Companies and individuals affected. 

641. The present Commonwealth Act taxes a Company on the aggregate unimproved 
value of its lands, and also requires each shareholder for the purpose of taxation to add his individual 
proportion of the Company's land to any other land which he possesses, and con~equent thereto 
necessitates intricate calculations and adjustmentll for the avoidance of double taxation. The 
adoption of our suggestion to treat the Company as the only entity to be taxed in respect of ita 
land would involve some revenue loss, but much less than the loss which would be entailed if the i 
beneficial interestll of shareholders were taxed, to the exclusion of the Company, which would i 
be the legal (and assumed beneficial) owner. A Company owning lands of considerable aggregate I 
value may consist of a large number of shareholders whose individual interests in respect of such, 
land would not bring them within the taxable field. To this generalization there may be a few
it must be a very few-exceptions where, of the majority of the shareholders each owns iDlVvidually 
more land and is subject to taxation at a higher rate than the Company. In most cases the revenue 
would suffer if, in the case of a Company, the taxation of the beneficial interestll of shareholders' 
displated that of the legal interests of the Company, and if it be an object of the Act to break up l 
all large aggregations of land, irrespective of whether such lands are owned by one person or by al 
partnership, or by a Company or ot!- T corporate body including many persons, that object would' 
be partially defeated if lands ownea by a Company were not taxable m its hands. 
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642. Lessor and Lessee.-Under the beneficial ownership basis, the separate interests 
of Lessor and Lessee would be determined. The Lessor's interest would be ascertained by 
deducting from the total unimproved value of the land the value of the Lessee's interest (if any). 
The Lc:ssee's interll!'t (if any). w~uld be the ditI~rence between the rent payable and the 
ascertamed economIc rent, capltabzed for the unexpIred term of the Lease at the prescribed rate 
of interest. The ditIerence 80 ascertained would be additive to the unimproved value of any 
other interest in land held by the Lessee, and, if the total of those interests exceeds £5,000 (the 
amount of exemption), the Lessee will be taxable on the excess. . 

643. Trust Estates.-In the case of Trust Estates in which the Trustees are now assessed 
and liable in respect of Land Tax as if beneficially entitled to the land, the beneficiaries only would 
be assessed and taxed in respect of their individual interests. 

644. Joint Owners.-The application of the principle of beneficial ownership or interest 
seel118 to us to involve also a radical alteration of the Act in res:pect of the provisions relating to 
joint owners, which provisions have been among the most fruitful ID litigation of all those embodied 
in the Statute. The term" Joint Owners" under the Definition Clause includes not only those 
who have a technical joint ownership, but also those who own land in common, whether as partners 
or otherwise, and persons who have a life or greater interest in shares of the income from the land. 
This definition is read as including shareholders in Companies. We have already given reasons 
(see paragraph 639) for the exceptional treatm!lnt of Companies. With regard to other forms of 
joint ownership, no practical difficulty would arise in the adoption of the beneficial ownership basis. 

645. Dual purposes of Act-The Parliamentary Debates at the inception of the Common· 
wealth Land Tax indicate that the taxation was not introduced wholly for revenue purposes, 
but was intended to etIect the subdivision of large estates, and thereby, as was hoped, to increase 
settlement in country districts. 

646. Effect of AdoptiolJ of Beneficial Ownership Baaia.-The principle of taxing beneficial 
ownership or interests only, which we recommend, will, we recognise, have an etIect both upon 
the revenue aspect of the Act and upon its operation as a means of promoting the subdivision 
of large estates. 

647. With regard to revenue, we think the effect of the adoption of the principle will be to 
cause reduction; but we are not in possession of adequate data for the compilation of an estimate 
of the extent of that reduction. 

648. If the Cornmonwealth desires to maintain the revenue from Land Tax at the present 
level, it is obvious that any reduction in tax due to the adoption of an altered principle could 
be met by reducing the exemption, by increasing the rates, or by a combination of those two 
oourses. 

649. The practice of the Commonwealth. Taxation Department is to require returns from 
all land owners possessing land of an unimproved value of not less than £3,000. If the 
exemption were reduced to that amount, at which point the progressive scale of rates would begin 
to operate, the effect would be, not only to bring into the field of taxation a large additional value, 
but to increase the amount of tax payable on all sums in excess of £5,000, the present exemptioD. 
This latter etIect will be seen from the illustrative figures shown in the followmg table :-

Total Unimproved Value. 

£ 
3,010 
4,000 . 
5,000 
5,010 
6,000 

10,000 
20,000 
35,000 
50,000 
75,000 

200,000 

Tu "I~ PleBent Exempt.loD of 
£6,000. 

£ •. d. 

.. 
o 010 
479 

26 7 9 
112 10 0 
325 0 0 
637 10 0 

1,380 11 1 
6,06210 0 

Ta. U Eumpt.io1l Reduced to 
&8,000. 

£ 8. d. 
o 010 
479 
9 4 Ii 
956 

14 10 0 
40 1 1 

135 1 1 
360 17 9 
686 14 5 

1,452 0 0 
6,137 10 0 

650. On the present scale of rates and with the present exemption, when the unimproved 
value reaches £80,000 (taxable value £75,000 in the case of a resident owner), the rate on the last 
£1 is 9d., and the.average rate is 5d. If the owner is an &;bse!ltee, as no exemption is allo,:,"ed, the 
taxable value is the whole £80,000, the first £5,000 of which IS taxed at a fiat rate of Id. ID the £ 
and the balance at the progressive rate. . In that case the rate OD the last £1 is 10d., and the average 
rate is 5.6875d. 
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aliI. F~om the point of view of the .. breaking up .. effect of the Land Tax legislation, 

the adoption of the beneficial ownership basis, in com,Parison with the present Act, would probably 
lessen the pressure to some degree, but would not WIthdraw that pressure, as individual interests 
other than shareholding intereste would still be aggregated. Compared with the beneficial 
ownership basis, the legal ownership basis might cause a greater reduction in revenue, as it appears 
to offer larger facilities for legal avoidance of the tax, but it would probably have a somewhat 
stronger influence in causing the subdivision of estates. 

SECnON XXII. 
SHOULD RATES BE. PROGRESSIVE OR PROPORTIONAL? 

652. There is one IU!pect of the rates question upon which some comment may be . made, 
and that is IU! to whether rates should be progressive or proportional, i.e., flat. The practice 
of the Australian States in this respect is not uniform. Four of the States impose a Land Tax 
at fiat rates, while the other two have progressive rates. The rates in the several States are :-

New South Wales· The rate is Id. in the £1 on the unimproved value. 
Victoria The rate is id. in the £1 on the unimproved value; minimum 

Queensland .• 

South Australia 

Western Australia 
TlU!mania .. 

tax 2s. 6d. 
The rates are progressive, commencing at Id. in the £1 where 

the taxable value is less than £500, and rising to 6d. where 
the value is £75,000 and over. Agricultural land of less 
value than £750 and "undeveloped" land are taxed at 
special rates. 

The rate is Id. in the £1 on the unimproved value, but there 
is an additional charge of Id. in the £1 upon all land the 
unimprOVed value of which exceede £5,000. 

The rate is Id. in the £1 on the unimproved value. 
The rate rises from Id. in the £1 on the unimproved value up 

to £2,500, increlU!ing by successive steps to 21d. in the £1 
at and above ail unimproved value of £80,000. 

653. Except in South Australia and TlU!marua, certain amounts of unimproved value are 
exempted from taxation :- . 

New South Wales The amount exelllpted is £240. 
Victoria • • The amount exempted is £250, but this exemption is on a 

Queensland .. 

diminishing scale for every £1 of value in excess of £250, 
so that when the value is £500 or over no exemption is 
allowed. 

The amount exempted is £300; but the exemption is not 
allowed to a company or an absentee. 

Western Australia The amount exempted is £50. 
654. It will be seen that the balance of practice in Australia is in favour of land taxation 

at flat rates, also that in the States where a flat rate is levied the maximum amount of exemption 
is £250. The exemptions seem to be based on the practical view that the cost of collection may be 
greater than the tax where the unimproved value is small. 

655. It may be assumed that, where progressive scales exist, the tax has been devised, 
not solely for revenue purposes, but in part to brin~ about subdivision of estates. If revenue is 
the only reason for imposing a tax upon land, then, ID our opinion, the simpler method of a flat 
rate should be adopted. In this connexion it may be remarked that Land Tax is of the nature 
of a Capital Tax, and differs essentially from Income Tax, since it is levied independently of the 
existence or amount of any return from the land, and also from the fact that the value of the land 
owned is a much less reliable measure of ability to pay than is the amount of income. Where, 
however, the breaking up of estates is an important object of the tax, progression appears necessary, 
at least in a Commonwealth tax. In a State Land Tax it would be less necessary, because other 
means to produce the same effect are open to State Legislatures, which under the Constitution 
are not at present open to the Commonwealth Legislature. 

656. Whether the Commonwealth progressive Land Tax has sufficiently achieved its 
purpose in causing the subdivision of estates is a question upon which we have not adequate 
evidence to justify expression of a positive opinion. In the opinion of certain witnesses who 
appeared~ before us, the subdivision of estates has been carried far enough. It WIU! pointed out 

• la New South WaJ. the State direotJy collects Land Tax from certain freoholda within the Westem DivWon only, the general 
pro'rillODl of &be S ..... t...d Tu AIaeoem ... , A., being .... poDded in ........ ' oIlaode ai'ua'" within Sbireo or MUDioipali_ in wbioh ... 
ill 10_ b,,,,,, ......... $hori'1 upon $h. UPimprovod oapiW nl .. oIlaode, and at. • ta'" of ... & 1_ \ban Id. in u.. £1. 
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that there are numerous areas in Australia which at present can be profitably worked only in large 
blocks, and that enforced subdivision within those areas would have a detrim~ntal rather thlln 11 
beneficial effeet on settlement. A New Zealand Committee which recently reported on the question 
of Land Taxation. expressed the opinion that in that Dominion, where a progr('(!sive Land Tax 
has been in operation since 1893, the breaking-up effect of the tax has been carried to the point lit 
which further action would be injurious to the country, and it recommends a reversion to taxation 
at a flat rate. 

657. Apart from the question of the desirability of causing the subdivision of large estates 
by the imposition of Land Tax at progressive rates, there is the question whether necessity exists 
for the continuance of a progressive tax in order to prevent the re-aggregation of land to a large 
extent in the hands of individuals. Where lands which are suitable for closer settlement have 
been subdivided and have beeome occupied by a farming community, there is in our opinion little 
danger that the cessation of progressive land taxation would result iD. the rc-accumulation of large 
areas in the hands of individuals. . 

658. We have been officially informed that up to the 30th June, 1919, an aggregate 
unimproved value of approximately £77,250,000 had passed out of the taxable field. It is not 
suggested that this result is attributable wholly to the operation of the Land Tax. Other forces, 
e.g., the tendency to division of lands when devolution occurs under wills and settlements and the 
inducement to sell in subdivision when good prices are obtainable, would be operative even if there 
were no Land Tax, although a progressive Land Tax adds impetus to such movements. 

659. One effect of an alteration from a progressive scale of Land Tax to a proportional 
or flat rate would be to relieve taxpayers who are on the higher grades of the scale as to aggregate 
value. On the figures appearing in the Seventh Annual Report of the Commissioner of TaxatIOn, 
it would seem that to produce by a flat rate, while maintaining the present exemption of £5,000, 
the same amount of revenue as that now raised through Land Tax, would require a rate of about 
3ld. in the £. If the exemption were reduced to £3,000, a flat rate of about 2fd. would produce 
about the same revenue. If a flat rate of 3ld. in the £ were adopted, taxpayers having land of a 
taxable unimproved value of less than £46,875 would pay more than they do at present, while 
upon unimproved values exceeding that sum the tax would be less. For example, a taxpayer 
whose land has a taxable unimproved value' of £18,750 would pay I!d. in the £ more than he now 
does, while a taxpayer whose land has a taxable unimproved value of £75,000 would pay lld. in 
the £ less than at present. The following Table gives further examples of the tax which would be 
payable on lands of certain unimproved values if flat rates were adopted in lieu of the present 
Commonwealth progressive scale. It will be noted also that the Table shows that a rate of id, 
in the £ upon unimproved values without any exemption would produce approximately the same 
revenue as is now raised by the progressive tax :-

LAND TAX PAYABLE By RESIDENT OWNER. 

I. 2. I 3. I ,. I •• 
Total or TuP-.yable. 

AlIJpgate &·lulIoriul. 
Amount of I I Vnlmproved Under preaeot At Ftat Rate of At }'Ia.t Rate of At Fll1t Rate 01 

Value of CommoDwealth. Sid.ln the £. with 21d. tn the £ with Id. in UtO £ with 
land. Mt. £5,000 Exemption. £3,000 Exemptlon. DO Exemption. 

---~----' ---.--.~---- --- .. 

£ £ s. d. £ s. d. £ N. n. £ 11. (1. 
1,000 · . · . . . 4 3 4 The Tax in Column 2 i. "alculated upon the 
3,000 · . · . . . 12 10 0 rat .. current prior to the imposition in 1918 
3,010 · . · . 0 2 4 12 10 10 of the Sur-Tax of 20 per cent. This Sur· Tax 
4,000 · . · . 1J 9 2 16 13 4 has now been repealed. 
5,000 · . · . 22 18 4 20 16 8 The present Commonwealth Revenue from 

10,000 26 7 9 12 18 4 80 4 2 41 13 4 Land Tax i. about £2,200.000. A Hat rate 
11,727 38 1 9 98 2 1 100 0 0 4817 3 of 3!d. in the £ with the plO.cnt e"emptiou 
11,857 38 6 0 100 0 0 101 9 9 49 8 1 of £5,000 or a Aat rat. of 2jd. in the £ with an 

A 14,683 61 3 8 141 4 3 133 17 4 61 3 7 exemption of ea,ooo, or a flat. rate of Id. in 
18,817 100 0 0 201 911 181 4 9 78 8 1 the £ with no exemption. would produce 
20.000 11210 0 218 15 0 194 15 10 R3 6 8 about the same revenue as a.t present. The 
24,000 159 7 9 277 1 8 240 12 6 100 0 0 estimate of revenue at the rate of- Id. in the 
30.000 243 1 1 364, 11 8 309 7 6 . 1~5 0 0 .£ is Based on an ag~n~gate unimproved value 
40.000 418 1 1 510 t! 4 423 19 21 166 13 4 of occupied land. iD Australiao! 1500,000,000. 

B 40,724 432 5 0 520 19 6 432 5 1 169 13 8 (Scc Knihb.· .. Private Wealth of Australia, 
50.000 637 10 0 656 5 0 538 10 10 208 6 S 1915 ".) 

C 51,875 683 1111 683 11 11 560 0 6 216 2 11 The (Joints wlH~rc the tax reacheH £100 at 
60.000 901 7 9 802 1 8 653 2 6 250 0 t) the respective :r'n.tj~S are for oomps.ative 
70.000 1.209 14 9 947 18 4 767 14 2 291 13 4 purpo .... only; similarly at points A. B, C. 
75,000 1.380 11 1 1.020 16 8 825 0 0 312 10 0 (;omparisons are made where the rates of 

100.000 2.312 10 0 1,385 8 4 1.111 9 2 416 13 4 Cohlmn. 3. 4. and 5 intersect tho8(l in exist-. encc . These comparisons are shown iD black 
type. . .. 
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660. In the pracucal solution of ihe question raised in this Section of our Report, threi 
positions may arise. . . 

(1) The CODlIllonwea.lth and the States may determme to adopt the recOJIllllendation we 
have already made as to the e.ilooation between them of subjects of direct taxation. Un~er the 
scheme of "Harmonization" outlined in our Second Report, the States alone would Impose 
Land Taxation, in whioh event we are of opinion that the tax should be levied at a flat rate. We 
have already indicated that the States have means other than those open to the Commonwealth 
by which they can foster closer land settlement within their borders. Unless these means prove 
ineffective, we sel no justification for thl imposition of progressivl rates in Land Tax. . 

(2) The CoDlIllonwea.lth lllIloi determine to oontinue the imposition of Land Tax, Wlth the 
present dual object of raising revenue and the further breaking up of large estates. In such 
eventuality, as already indioated (paragraph 655), it would be necessary, in our opinion, to adopt 
a progressive scale of rates. 

(3) The CODlIllonwealth may determine to continue the imposition of Land Tax for revenue 
purposes only, on the ground that no further legislative impetus to the subdivision of large estates 
by the Commonwealth is necessary. In this event, it is our opinion that Land ITax should be 
levied on the basis 01 a nat rate. 

(SECTION xxm. 
TAXATION OF LESSEES' ESTATES IN CROWN LEASEHOLDS. 

661. Under the Land Tax Assessment Act, as passed in 1910, Lessees' interests in Crown 
Leaseholds were not included as taxable intereste on land. The amendment of the Act in 1914 
brought those interests within the scope of the taxing provisioDJI, and assessments have been issued 
from year to year since that amendment became operative. The CollllUissioner of Taxation 
in his Seventh Annual Report states that the tax has remained outstanding under a vefbal direction 
given by the Right Honorable W. A. Watt, P.C., when CODllllonwealth Treasurer, pending an 
investigation by a Royal Commission into the Taxation of Lessees' Estates in Crown Leaseholds. 
The Commjssioner of Taxation has recently (August, 1922) informed us that the Treasurer's 
direction has not since been varied, and that the amount of tax outstanding in respect of Lessees' 
interests in Crown Leaseholds is now considerably inexce88 of £1,000,000. The Royal Commission 
referred to was appointed in December, 1918, with the following Terms of Reference :-

(a)..:To. inquire into the incidence of that portion of the Commonwealth Law which 
unp0863 a tax upon the owners of leasehold estates in Crown Lands; 

(b) To report whether such tu has been arranged upon an equitable basis, having regard 
to the fa.ct that ueehold lands are subject to tax as provided by the Common· 
wealth Law; 

(c) To report whether 110mB other method of taxation of leasehold estates in Crown 
Land& should be adopted, and, if so, what that should be i 

(d) To report generiUly upon such tu and its application. 

662. Subject to certain changes in detail, that Commission (whioh consisted of three members) 
reoommended that in general ihe taxation of Crown Leaseholds should be continued. This was 
the opinion of the majority, one member dissenting on the ground that the taxation of Crown 
Leaseholds is undesirable, in view of its reaotion upon the policy of the States in relation to the 

. occupation of Crown Lands. • 

663. The present Commission in its First Report (paragraph 178), referring to the matter, 
whilst atating that there are Bubstantial grounds for not diacriminatinlJ in ta.n.tion between 
interest iI~ freeholda and interest in leaseholds, postponed fuller discU8lUon of that issue until 
the question of Land 'I'aution as a whole could be dealt with. The argumente adduoed before the 
Royal Comlnission on the Taxation of Crown Leaseholds have been to a large extent repeated 
with ampJifications and added emphasis during the present inquiry. . 

664. Statutory Dui. of Land Valuation.-Under the Commonwealth Land Tax Assessment 
Aot, it is necessary to ascertain the freehold value of lands for the purpoae8 of taxation. That 
~alue, when determined, beco~es the foundation for com,Putation of the taxable interest (if any) 
III the leaeehold. The best eVldenca of freehold values 18 to be found in the records of sales of 
similar lands, if properly analyzed and due allowance made for forced we or other special 
circumstanoes. 

665. It was argued on behalf of Crown Leaseholders that, even after tnaking all allowanclls 
for 8U~ D1atter~ 118 diatance frorn m.arket, defeetive meltDJI of trallBit, ditlio1llty or exoessive cost of 
remoVlng s~o~k In. tim!, of drought, extra cost of lllallagem~nt owin~ to .Iow carrying capacity o~ t~e . 
country, dimmutioll ID value of stock due to comparatIve UDJIUltability of the land, &c., It 18 
. F.l2011.-2 
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practica!ly impo.BBible to determine freehold ,:alue, upon which rests the computation of the 
taxable mterest m a leasehold. Indeed, some wltnessPB go so far RS to say that. Crown Lpaseholdll. 
apart from the live stock and improvement.q (if any) upon them, have no definit.{' vltlne at al!. 
This contention appears to have arisen largely out of the practice followed in sal PR of pa.qt,oral 
leaseholds. Such sales are very commonly upon the" walk-in-walk-out" basis. the price being 
frequently expressed in a lump Bum or in terms of the unit of sbeep or catt.le upon the holding, 
the improvements and the value of tbe lease being included in the lump sum or price per h{'.ad. 
In these circumstances, the notion may have arisen in the minds of some pastoralists that these 
lease., have no value capable of being stated in terms of freehold value. This is ;particularly the 
case with regard to cattle country, which is frequently held in immense areas on which the improve
ments effected are of small value, and in the event of a continued drought the owners often abandon 
the holdings. In some of the States, although the law does not specifically recognise any right to 
abandon with a consequent ceBBation of liability, there is a provision (for example, in New South 
Wales) under which the leases may be surrendered on giving twelve months' notice, and it 
appears that in other States the practice is not to demand rent after a vohmtary surrender. 

666. Another reason leading some pastoralists to regard the idea of freehold value as 
inapplicable to leasehold areas, particularly the more remote areas, is that much of the grazing 
country held under lease from the Crown would remain unoccupied if occupation were permissible 
only on terms of purchase. 

667. Individual cases were cited in evidence in which it appeared that tax was being assessed 
upon Crown Leaseholds which, for certain reasons, perhaps of a transitory character, had practically 
no taxable value. That there is, however, in the aggregate, a large margin between the Crown 
rents paid and the economic rent, seems sufficiently demonstrable from :-

(1) The established policy of the States to encourage the occupation of State lands 
by charging low rentals ; -

(2) The extent to which Crown lessees sell or sub-lease their leases, for the most part, 
presumably, with some advantage to themselves; and 

(3) The assessed and outstanding tax upon Lessees' interests in Crown Leaseholds 
throughout Australia. This amounts to over £1,000,000. This tax is still 
being assessed in many instances upon the Lessees' own valuations.. Even if 
the Departmental valuations were liberally discounted, the figures would disclose 
a large aggregate taxable interest. 

668. Effect on State Policy.-One of the three members of the 1919 Commission on Crown 
Leaseholds (dissenting from the opinion of the majority) expressed the opinion (as indicated in 
paragraph 662) that Crown Leaseholds should not be subject to Fedar!!l Land Taxation. This 
opinion was based on the general ground that taxation of such areas tends to react unfavorably 
upon the State policy of settling the remoter Crown Lands in a permanent mauner. The 
dissenting member, who was the President of the Land Appeal Court, New South Wales, probably 
had in mind the special circumstances of what is known as the Western Division of that State. 
A succession of droughts about twenty years ago had led to very !;teavy losses, and the 
abandonment of large areas in that portion of the State seemed imminent. Following the report 
of a Royal Commission, the State Government constituted a statutory body known as the 
Western Lands Board, which has since administered the Crown Lands within the Western 
Division. The policy then instituted was, by low rentals, long terms of lease, and a liberalizing 
of conditions, to encourage the holding and re-stocking of that country. 

669. Separate Aggregation urged.-One of the princiJ;lal complaints made both to the 1919 
Commission on Crown Leaseholds and to the present CommisSIOn was that the aggregation of interest 
in Crown Leaseholds with other interests in land, freehold or leasehold, causes hardship to land
owners and incidentally affects adversely the State policy of settling Crown Lands under a leasehold 
tenure. 

670. On these grounds a number of witnesses urged that for the purpose of land taxation 
interests in Crown Leaseholds and other interests in land should be separately aggregated, and that 
the statutory exemption of £5,000 should be allowed in both cases. This view was supported 
by the Commissioner of Taxation, but, in answer to questions by the present Commission, he 
stated that his opinion was based, not upon any principle of taxation, but only on the ground that 
the non-aggregation of Crown Leasehold interests with other interests would probably have some 
effect in encouraging the settlement of Crown Lands. The evidence given before us by State 
officials in the two States most interested in this question was to the effect that there is a large 
demand for the leasehold lands of the Crown, only the most inferior lands being comparatively 
negleoted. In some cases lands come into the hands of the Orown either by resumption in. 
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accordance with the terms of leases, or by abandonment. In such cases, fresh Lessees are often 
obtainable without much delay, owing to the existence of improvements which the incoming 
Lessee can secure at a cost much below the replacement cost. 

671. Revenue Ellect.-It was officially stated to this Commission that-
.. The estimated loss of revenue from Land Tax by separately assessing Lessee.~ 

Estates in Crown Leaseholds from other lands of a taxpayer and allowing in each separate 
assessment a statutory exemption of £5,000 is £100,000." 

672. Anomalies Created.-One of the difficulties in the way of the proposal to except Crown 
Leases from aggregation with other interests is that there are certain cases ID which the adoption 
of such a course would create new anomalies and place neighbouring taxpayers in positions of 
relative inequity in respect of taxation. For example, immediately adjoining a Crown Leasehold, 
there may be a private leasehold area of country similar in size and carrying capacity to that of the 
Crown Leasehold, and it would obviously be an anomaly if the holder of the private leasehold 
were compelled to aggregate all his holdin8s, leasehold, and freehold, while the Crown Lessee 
were allowed to segregate his leases from his other land holdings for the purpose of determining 
the rate of tax to be paid. .. 

673. The effect of this anomaly woUld be heightened in cases such as those stated to us by a 
witness of great experience in conriexion with Crown Lands in New South Wales. This witness 
stated that, on ODe side of a river which forms part of the boundary of the Western Division, 
privately-owned lands have a rental value up to about 5s. per sheep-area; while, on the opposite 
side of the river, within the Western Lands Division, the maximum rental chargeable under the 
Statute is 7d. per sheep-area. The Chairman of the Western Lands Board stated that within the 
Western DivislOn about 1,000,000 acres are of quality similar to the privately-owned lands referred 
to-that is, are worth approximately 5s. per sheep-area. 

674. After careful consideration of the 'question of the taxation of Lessees' interests in 
Crown Leaseholds, we are unable to discover any principle of taxation upon which such interests 
should be relieved of Land Tax, if other interests in land are taxed. We are, therefore, of opinion 
that the question of exempting Lessees' interests in Crown Leaseholds from taxation must be 
oonsidered wholly from the point of view of policy as between the Commonwealth and the States_ 

675. Segregation of Lessees' Interests.-We are also unable to recommend the assess
ment of Lessees' interests in Crown Leaseholds separately from other interests in land of a taxpayer 
and the allowance of the statutory exemption in both assessments. Such a course would, as h3ll been 
indicated, not only involve a heavy loss of revenue and create new anomalies, but would, in our 
opinion, be inconsistent with the general scheme of a progressive or graduated tax. 

6';6. We may add in this connection that, in view of the evidence 3Il to the demand for Crown 
Leaseholds (see paragraph 670), it does not appear that the imposition of the Commonwealth 
Land Tax upon Lessees'interests in such leases can be regarded as having had any sensibly 
adverse effect upon the States' policy of settling Crown Lands. 

SEcnON XXIV. 
SHOULD THERE BE DIFFERENTIATION IN TAXATION BETWEEN URBAN AND RURAL 

LANDSP 

677. In the Commonwealth Land Tax Assessment Act no distinction is made between 
cit.y and country lands. The Act was clearly designed by its framers to discourage large individual 
aggregations of land. The reasons which may justify the" breaking up " of large country estates 
can scarcely be said to apply with equal potency in the case of city lands. The question naturally 
arose in the course of our inquiry as to whether, in the interests of the community as a whole, 
any good purpose is served by the" breaking up " of valuable city estates. 

678. Evidence was submitted to the effect that, under the influence of the presellt Land Tax, 
city blocks of high value are being subdivided, with the inevitable result that in many instances, 
and particularly·in the capi1;al cities of the Commonwealth, buildings are being erecledon narrow 
frontages! thus. pl:ev~ting the !Delusion of those architectur~ and other features which shoUld 
charaoterize bmldmgs ID the mam thoroughfares of a modem city. . 
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679. One Witness said :-
" The Act as passed only ret'o):(ni~!'s 88 an evil lar!.re holding". While it is true 

that on an average the small owner u~es his land more effectively than the Iltr~ owner, 
I deny that large holdings are necessarily all evil, and contend that ~ubdivision in the 
case of valuable city properties is unde_irable in the int~rest8 of the !,lImmunity Bnd that 
intha same interestl! aggregation is desirable. 

" From the economic point of view the building on a site consi~ting of only a 
narrow frontage is undesirable; too large a percentage of the space is necessarily used 
for IIIIlm walls, passages, st!lircllSes, lift wells, sanitary convenience.~ !lnd c-IIretaker's 
quarter$. Within reasonable limits, as to buildings on extremell valuable sites, the 
larger the site the more economical use will be made of it, the archltl!<'t will find lighting 
and ventilation easier, and only such a proportion of floor space will be used for main 
walls, passages, staircases, lift wells, sanitary conveniences, caretaker's quarters as is 
reasonable. The public have 1\ vital interest in no discouragemllnt being given to the 
effective use of city properties; the more economically and effectively they are used the 
cheaper will the rents of shops and offices in the city tend to be." 

680. A similar opinion was expressed by-another witness, who in the COUI'Ke of his evidence 
said:-

"I understand that it has, of couree; been regarded a8 an eminently desirable 
thing that the city should have fine imposing buildings; yet the tendenoy now in all 
the cities is fol' buildings to be put up on !UUTow frontages, and of course there is .. latge 
amount of IiIpaoe wasted in passages, lift wells, and 80 on, But that iij done to avoid the 
payment of heavy taxes," 

681. However much the tendency referred to by the two witneSEles above quoted is attd
butable to the operation of a progressive Land Tax (and other factors certainly operate), we do 
not consider it practicable to differentiate in Commonwealth Land Taxation between city and 
country lands. 

SEcnON XXV. 
DEFINITIONS AS TO VALUE. 

682. Improved Value.-The definition in the Commonwealth Land Tax Assessment Act 
reads :-

" , Improved value,' in relation to land, mSIillII the oapitalsum which the fee..simple 
of the land might be expeoted to realize if offered for SILl" on luoh reasonlLble term. and 
oonditions as IL bcmd fide seller would require." 

This definition which, in our opinion, is satisfactory, is practically identical with that of the 
Statutes of New South Wales, Victoria, and Queensland, although the Victorian Act contains a 
provision that the land should be regarded as unencumbered by any Lease, Mortgage7 or other 
charge thereon, a condition which seems to be implied in the definition of the Commonwealth and 
the other two States named. In the Acts of South Australia, Western Australia, IUld Tasmania, 
the term is 'not specifically defined. In Westem Australia the terms "Improved land" and 
" Improvements" are defined. The Western Australian definition of "Improvements" is in 
the nature of an enumeration of the improvements which are recognised. The Tasmanian 
definition of " Improvements" is more general in character, and includes improvements effected 
for the benefit of the land, though outside its boundaries, by the Crown or hy any statutory 
public body, if the owner or occupier has made a ~ireot contribution towards t~e C~8t of ~u~h 
improvements. ThEl payment of rates and taxell 18 not deemed to be a contnbutlon Wlthin 
the meaning of this definition. . 

683. The New Zealand Valwtion of Land All'!e'ndment Act 1912 also contaill8 a. provision 
simila~ to that of the Tasmanian Act, which enables cognizance to be taken of improvelllentl! 
effected out~ide the subject land, if the owner has made a. direct contribution towards the cost 
of the works. The question of including such a provision under the Commonwealth Act is 
discussed under the heading below, "Unimproved Value," paragraph 684. 

684. Unimproved Value.-The definition in the Commonwealth Land Till[ Aasessemnt 
Act. J;eads :- . 

" 'Unimproved value', in relation to land, meRlllI the capital sum which the 
fee simple of the land might be expected to reR~ if offered ~or sale on e~ch reasonable 
terms and conditions II.!!l a bonti foie seller would requite, as.summg that the Impro~ments, 
if any, thereon or appertaining thereto and made or &eq1llred by the owner or hiS prede
cessor in title had not been made." 
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The definitions in the Acts of New South Wales and Queensland are the same as that of the 
Commonwealth, and there is little difference in effect between the Commonwealth definition and 
that of the Acts of Victoria, South Australia, and Western Australia, though in those States matter 
is added, either for the purpose of enumerating the improvements recognised or for other purposes 
of a local character. 

685. It will be seen on reference to the Commonwealth definition that it specifies improve
ments (if any) upon the taxable land or "appertaining thereto." It is understood that in this 
form the definition excludes improvements not actually upon the taxable land. The exclusion 
of such improvements has been represented by a number of witnesses as harsh and unfair. It 
has been stated, for example, that.a land-owner, whether as a contributor to the capital cost of 
works constructed by the Crown or a public body or otherwise, may expend money in improvements 
such as drainage, water channels, bore sinking, &0., which, though outside the taxable land, are 
as important to the working of that land as if situated within its boundaries. The New South 
Wales Valuation of Land Act 1916 contains a provision relating to this matter, which reads as 
follows :~ 

" 58 (2). For the purposes of this section on ascertaining the unimproved value 
of any land there shall be a reasonable deduction for profitable expenditure by the owner 
or occupier on visible and effective improvements (if any) which although not upon 
the land have been constructed for its drainage, for its protection from inundation, or 
otherwise for its more beneficial use." 

As pointed out in paragraph 683, relating to improvements, the New Zealand Statute, as allo that 
of Taemania, is wide enough to allow of improvements effected outside the boundaries of the 
taxable land being taken into account. 

In our opinion, it is reasonable that such improvemellts, when eltected either wholly or in 
p.rt •• the resuU of direct expenditure or contribution of money by the land-owner or his predecessor 
in title (other than by payment of rate. or similar oharges) should be tr8ated!ill the-same way as 
improvemel1tl IIlteoted upon the land itself. -

686. The difficulties which frequently arise in dealin~ with claims for deduction on account 
of non-structural improvements effected many years preVIOusly, led some witnesses to suggest 
a sharp limitation of the classes of improvements which should be recognised. For example, the 
Valuer-General of New South Wales was of opinion that "improvements" for the purposes of 
Land Tax Assessment should be litnited to Improvements, structural or otherwise, effected by the 
OWller and still in exist~nce, and effective structural improvements constructed by the owner's 
predecessor in title. The effect of this suggestion, if adopted, would be that, apart from improve
ments effected by the present owner, none but structural improvements woUld be recognised. 
It will be Seen from paragraph 685 that we do not endorse the limitation suggested. 

687. Value of Improvemenk.-The definition in the Commonwealth Land Tax Assessment 
Act reads: ---

" 'Value of Improvements', in relation to land, means the added value which 
the improvements give to the land at the date of valuation irrespective of the cost of 
the inlprovemente: Provided that the added value shall in no case exceed the amount 
that should reasonably be involved in bringing t.he uninlproved value of the land to its 
improved value as at the date of assessment." 

The Statutes of New South Wales, South Australia, and Western Australia do not define the term 
.. Value of Improvemente ". The definition in the Queensland Statute is identical with that of 
the CODllUonwealth, and the definition in the Victorian Act is similar in effect, but it excepts 
-vineyards, orchards, hop gardens, and lucerne pastures from the proviso that the added value shall 
in no cflSe be deemed to exceed the cost of such improvements &8 at the date of assessment. The 
proviso to the Commonwealth definition has been the subject of criticism, and it has been contended 
t.hat the Act should be amended by the repeal of that proviso, which was added to the Commol!-
wealth Act in 1912. The Second Annual Report of the Commissioner of Land Tax, referring to 
the amendment which added the provillo in question, states :-

"This amendment was oonsidered necessary to place the interpretation 'Clause 
r"lating to the value of impro\Tements beyond misoonoeption. 

"The alteration of the wording of the definition does not in any way vary the 
principle of the former definition, but it is probable that claims for excessive deductions 
as a restllt of improvements will be obviated by more clearly defining the legal position. 

" The amendment fixes as the maximum consideration the amount reasonably 
i/lVolved in bringing the land to its improved condition and value as at the date of 
assessment. " 

In our opinion, the limitation of added vallle IIItlected by the proviso is reaaonable and necessary. 
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688. It may be added that in New Zealand a similar limitation formed part of the definition 
of "Value of improvementa" in the Valuation of Land Act until 1912, when it was repealed. 
The only explanation of that action which has come to our notice is in these terms :_ 

" As this definition had the effect of ipcreasing • unimproved value ' at the expense 
of • improvementa " it was . . . superseded." 

This seems rather a statement of necessary effect than of reasons for the change. 
68H. By a coincidence, it was in the same year (1912) that the Commonwealth definition 

was amended by adding the proviso which imposes the limitation. 

SECTION XXVI. 
ESTABLISHMENT OF LAND VALUATION BUREAU. 

690. Section 17 of the Commonwealth Land Tax Assessment Act reads :--
"17.-(1.) The Commissioner may, if, as and when he thinks fit, make or cause 

to be made valuations of any land. 
"(?) The C~mmissioner may. obtain and use as valuations, or for the purpose 

of preparmg valuatlOns, any valuatIons made by or for any State or any authority 
constituted under a State." 

691. Under the present system, the valuation of land for the purpose of Commonwealth 
Land Tax is effected by a staff of valuers directly supervised in each State by a Chief Valuer, but 
all ultimately responsible to the Commissioner of Taxation. Many wituesses were of opinion 
that a separation of the two functions of valuation and assessment is desirable. Two reasons were 
particularly urged in support of this opinion :-

(1) That" the Departmental interest is in every case to secure the greatest possible 
amount of revenue", and that the Valuer is therefore continually under the 
temptation to maintain or increase values beyond what he might otherwise 
consider reasonable. 

(2) That a widespread belief exists that officers charged with the administration of 
the Taxation Act may interfere with the valuations for the purpose of increasing 
tax. 

692. With regard to (I), certain cases were cited which had been decided in the Courts, 
and in which valuations made by the Department had been very considerably reduced. These 
were put forward in support of the argument that valuation should be independent of the 
administration of the Taxation Acts. On the other hand, one witness gave ~articulars of eleven 
New South Wales cases decided in the Supreme Court or the High Court, iD which the values 
contended for by the taxpayers were increased by nearly 50 per cent., the values adopted by the 
Courts being within about 3 per cent. of the Departmental assessmenta. 

693. As to (2), it was stated in the evidence of the Commissioner of Taxation that such 
interference does not in fact occur, and that, being charged with the general administration of the 
Act, he is bound to insure that valuations are carried out in accordance with the indications or 
express directions of the Act. Representations by taxpayers frequently lead to a reference back 
to the Valuer for further report upon some point as to which the taxpayer contends that insufficient 
"ttention has been given, or that a mistaken view has been taken. Sometimes these are simple 
questions of fact, e.g., as to whether there are, say, 100 miles of fencing, as shown by the taxpayer, 
or 80, as shown by the report of the Valuer. More often the issue is one which does not admit 
of any purely arithmetical, solution, but depends upon judgment, experience, and a capacity 
to determine the weight of evidence. The Commissioner stated that in no case does he over-ride 
the final opinion of the official expert, though it is understood that, within the small limita which are 
generally recognised as covering the probable margin of error, he may concede something to 
considerations urged by the taxpayer. 

694. Recommendations of the Crown Leaseholds Commission.-The Royal Commission on 
the Taxation of Crown Leaseholds 1919 recommended the establishment of a .. Valuing Branch" 
under the direction of a Valuer-General for the Commonwealth, the Commissioner of Taxation 
not ta-

.. be entitled to vary the valuation or the 8cheme of valuation, excepting in 80 
far as is necessary to secure conformity with the Law. He should be charged, however, 
as at present, with this latter responsibility, namely, the securing of conformity with the 
Law." 

It' may be remarked that, according to the evidence, the Commissioner limita hi8 control over 
actual valuations to the securing of conformity with the Law. 



195 

695. Valuation of Improvements.-Differences of opinion between the taxpayer and the 
Department on questions of valuation most frequently turn upon estimation of the value of 
improvements, especially of non-structural improvements. The clearing of land is perhaps the 
most di1licult anel t.hc most frequent instance. Such clearing may have been effected man~ years 
before the date of inspection and by a predecessor in title of the present owner. It may be unpos
Bible to ascertain the cost of the clearing and t,he necessary attempt to determine the present added 
value given to the land by that work frequently leads to differences of opinion between the taxpayer 
and the Department. ' 

696. The New South Wales Valuer-General expressed the opinion that perhaps 90 per cent. 
of the discussions between the Vah~E:r and the owner would be eliminated if the Act were amended 
to provide that all non-structural improvements should be left out of co~~eration. ~he L~nd 
Valnation Act of New South Wales (referred to in the next paragraph) limits the coDSlderati.on 
of improvements (e.g., drainage) which may benefit a particular piece of land, but which are outs~de 
its boundaries, to visible improvements, and the Valuer-General from his experience would deSll'e 
to go further and limit the deduction made for the purpose of taxation to structural improvements 
only, except where the non-structural improvements had been effected by the present owner. 
He instanced the comparatively frequent case of two persons acquiring adjoining portions of land, 
one of which was originally timbered and the other plain. Assuming the present value of each 
portion to be the same, say £5 per acre, the owner in one case is allowed a deduction on account 
of the improvement of clearing, while the other is not, with the consequence that, for land of the 
same present value and productiveness, two adjoining owners pay different amounts of tax. Many 
other witnesses, however, were emphatically of the opinion that the exclusion of non-structural 
improvements would be unjust and would cause much hardship. We concur in that opi~ion, 
subject to the allowance on account of the improvements being confined to the limits prescnbed 
by the proviso to the definition of "Value of improvements", section 3. 

697. New South Wales Valuation Act.-In New South Wales an Act called the Valuation 
of Lands Act was passed in 1916, setting up a Department of Valuation under a Valuer-General, 
whose duty it is to effect a valuation of all the lands within the State. 

698. It may be interpolated here that the State of New South Wales has at present a very 
small interest in the revenue aspect of land taxation, its Land Tax Assessment Act ha,ving been 
suspended as from the date when, on the passing of the Local Government Act 1907, the taxa~on 
of lands was handed over to local governing bodies. One exception from this general snspeDSlon 
exists within the Western Lands Division, where there is a small area of freehold still subject to 
the State Land Tax, from which a tax revenue of about £2,000 per annum is derived. 

699. The Valuer-General is charged with the preparation of a Roll showing the unimproved, 
the improved, and the annual value of the whole of the privately-owned lands in the State, and so 
much of the Crown Lands as the Valuer-General deems advisable. The Statute provides that 
the Roll of the Valuer-General shall be the basis for all State and Local Govermnent taxation, for 
rates collected by such bodies as the Water Supply and Sewerage Board, Fire Brigades 
Conunissioner, &c., and for advances upon mortgage by the State Savings Bank Commissioners. 
'1'he Act also expressly provides that the valuation on the Roll shall be the basis for compensation 
in the case of land resumed for any public purpose. The Roll is open for public inspection, and 
upon payment of a prescribed fee any person may obtain a copy of any valuation. Although the 
Act was passed in 1916, it was explained in evidence that circumstances arising out of the War 
had restricted the activities of the new Department, the staff of which, however, is now, being 
gradually augmented. Up to the present, valuations have been completed of practically the whole 
of the Metropolitan Area and of a few Country Shires. 

700. The Valuer-General stated that there is a difficultY in securing thoroughly capable 
Valuers. Wherever practicable, such Valuers are chosen from men having local experience, and 
the intention is to retain a Valuer in one district until the valuation is completed, and, if possible, 
after that date, when the Valuer's work would include all special revaluations and the permanent 
upkeep ~f the Roll. Any land-owner may on payment of the prescribed fee obtain It fresh valuation 
at any time. 

701. Practice in Other States.-In Victoria about 90 per cent. of alienated land and all 
unalienated land having water frontage or road frontage has been valued for the purpose of Land 
Tax. In Queensland, South Australia, and Tasmania valuations have been made for that purpose, 
and in 'festern Australia such a valuation is now in progress. 

702. Use of Valuations by Local Authorities.-In Victoria and Queensland, Land Tax 
valuations are used to a very small extent by local authorities_ In South Australia, twelve out 
of thirty-four Municipal Corporations have adopted or framed their estimates upon the Land Tax 
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values. In Western Australia. Rates Boards and Municipalities make use of tlle values in 
some cases. We were informed that when the valuauons are completed. legislation will 
be introduced to provide for their use by local authorities. In Tasmania, the Departlllental 
values cannot strictly be considered to be adopted by local autllorities. but the Act on 
which looal assessment Rolls are prepared provides tllat in no cue shall the annual value 
be fixed at lesa than 3 per cent. of the capital value as shown by the Roll in force untler 
the Land Valuation Act 1909, which is the Roll used for State Land Tax purposes. Thl' 
Departmental valuations are accessible to the public in Victoria, Queensland, South Australin. 
and Tasmania, without charge. In South Australia, on application by the public, copies of th" 
official valuation are supplied at 8. ch8.rge of 4d. per folio of seventy-two words, and in 
Tasmania on demand at a fee of lB. In South Australia and Tasmania it is said that the valuation 
registers are largely resorted to by the public, but we &re informed that tlley are not mut'h used 
by the public in the other States. 

703. South Australian Bill.-Qn 16th August, 1921, a Bill was introduced into the South 
Australian Parliament, providing for the establishment of a Valuer-Genera)'s Department somewhat 
similar to the New South Wales Department. The Bill, however, was not passed. 

704. New Zealand Act.-An Act similar in most respects to that of New South Wales with 
regard to valuation of lands has been in operation in New Zealand for about 25 years. 
The system upon which both the New Zealand and New South Wales Acts are founded-that 
is, the ins!;itution of a body controlling valuations for all purposes, and independent of Taxation 
Departments-was advocated by a number of witnesses. The ostensible reasons for luch 
advocacy (see paragraph 691) are, in our opinion, largely based]upon a miltaken view of what 
actually occurs under Departmental control. 

705. Valuation Bureaux.-At the Premiers' Conference in 1916, and at a Conference of 
Tax8.tion Officers in 1917, resolutions were pasaed to the eflect that valuations should be 
conducted by one independent body. We have given careful consideration to the suggestion for the 
establishment of an independent Valuation Bureau, whosa valuations would be available for use 
by both Commonwealth and State Authorities for purposes of Land Taxation, asaessment of 
Probate Duties, resumption of land by tire Crown, municipal rating, advances on Mo~age by 
Savings Banks, and for other purposes. 

706. We do not recommend the creation of luch a Valuation Bureau by the Commonwealth. 
The great majority of land holdings in Australia are of an unimproved value below the amount of 
the Commonwealth Land Tax exemption (£5,000), consequently, the Commonwealth has at present 
no direct interest in by far the greater number of valuations that would have to be made even 
if those of relatively small value which are included in Commonwealth taxpayers' returns for the 
purpose of aggregation be taken into account. Again, an important purpose for which the 
valuations of a Bureau would be used is that of municipal rating, which is remote from Common
wealth interest. We have been informed that for the purposes of the Estate Duty Assessment 
Act it is the practice of the Commonwealth to accept the State Departments' valuations of penonal 
estate. This suggests that the Commonwealth might (subject to the conditions indicated in 
paragraph 712) accept the States' valuations of real estate for all purposes of taxation. Further
more, if the recommendation we have already made as to the conditional retirement of the 
Commonwealth from the field of Land Taxation and Estate Duties be adopted, the creation and 
continuance of a Commonwealth Valuation Bureau of the nature contemplated would not be 
justified. 

707. Economy and Convenience.-From the point of view of economy, the difference 
between the cost of valuations effected by State Bureaux or by a Commonwealth Bureau 
valuing lands for all purposes throughout Australia would perhaps not be very great, but, from 
the point of view of convenience, State organizations must be regarded as the more appropriate 
instrumentality. Figures submitted to the Conference of Taxation Commisaioners showed that 
the number of valuations (of unimproved value) required for State taxation purposes by the States 
as compared with the number required for similar purposes by the Commonwealth was in the ratio 
of about eleven to one. Again, a Valuation Bureau which had no power to determine the very 
large number of valuations required for rating purpOSeII by Municipal and other local governing 
bodies would be too limited in range to justify its separate and independent existence. The fact 
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that the source of all the powers exercised by local governing authorities is a State Parliament 
and that a State Parliament alone h88 power to compel acceptance by those authorities of any 
land valuations further supports the view that for practical reasons State Valuation Bureaux 
would be preferable t.o a Bureau created by the Commonwealth. 

On the whole, in our opinion, there is adequate ground for endorsing the views of those 
witnesses who urged that State Bureaux in preference to a Commonwealth Bureau should be 
entrusted with the duty of making valuations of land for taxation and an ot.h~r public purposes 
of the Commonwealth and the States. . 

We therefore recommend that there be created under State Statute in each State a Land 
Valuation Bureau entirely separate and distinct from any Taxation Department, whose sole function 
would be the valuation of the occupied lands within the States. 

708. We are further of opinion ihat the Commonwealth, in the exercise of the power already 
conferred upon the Commissioner undel' Section 17 (2) of the Commonwealth Land Tax Assessment 
Act, should adopt the values of the several State Land Valuation Departments for the purposes 
of Commonwealth Land Taxation. 

709. Such a proposal is in harmony with the resolution passed by the Premiers' Conference 
held in December, 1916, which is as follows :--

"That this Conference reaffirms the desirability of uniform valuation for 
Commonwealth and State purposes being adopted as early as practicable, and that the 
necessary legislative or administrative steps in that direc.tion be taken by the States." 

710. The proposal found further indorsement by the 1917 Conference of Taxation Officers. 
In a memorandum submitted to that Conference, the present Commonwealth Commissioner of 
Taxation wrote :-

" It is olear that the public affected by land valuations for purposes of Land Tax 
are anxious to have one valuation for both Commonwealth and State." 

Mr. E. J. Sievers (the New South Wales Valuer-General) addressed the Conference in the 
following ternlS :-

" I cannot bring myself to believe, as the result of the discussion at this Conference, 
that it is possible for anybody but the States interested to economically and satisfactorily 
prepare a valuation Roll of the lands of the Commonwealth, showing the improved. 
unimproved, and annual value. 

" I cannot urge too strongly the necessity for the Valuation Bureau contemplated 
by the Premiers' Conference being a purely Valuation Department, coloured by no 
ulterior object of tax, resumption, or duty of any kind. 'fhis aspect would be fatal to 
its success. 

" I see no possible method of divided responsibility, i.e., the State accepting the 
Federal valuation of lands of £5,000 unimproved capital value and upwards, and the 
States doing the balance-the objection is too obvious to need explanation-if, for one 
reason only, two sta:ffs are traversing the same oonntry, the one picking out small holders. 
the other' big men • ". 

711. These authoritative opinions encourage the expectation that, in view of--

(1) the very generally expressed de.~ire that the duty of valuing land should be entrusted 
to some statutory body other than the Taxation Department. and . 

(2) the decreased aggregate administrative cost which the proposal ensures, 

the several State Parliamcllts will consent to pass the necessary legislation constituting in each 
State a Land Valuation Department. 
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712. In our opinion, in order to render the vllluations of the several State Land Valuation 
Departmenta acceptable to the Commonwealth as the basis for Commonwealth Land Taxation. 
each State Act should embody common definitions of " Improved value." .. Unimproved value," 
and" Value of improvements." To ensure practical uniformity in method. it would also be 
nec:'essary for each to adopt common rules and formulm for the guidance of \' aluers. Such 
.united action on the part of the States, together with suitable agreement between each State and 
the Commonwealth as to division of cost, would, in our opinion. not only remove any .erioua 
objection to the scheme by the Commonwealth. but would result in greatly diminished cost to both 
Commonwealth and States. and remove one of the most fruitful sources of friction between 
taxpayers and the Taxation Departments, both Commonwealth and State. 

713. We do not regard it as essential that any Valuation Bureau whose valuations are 
to be used for purposes of Commonweslth Land Taxation should be under Commonwealth control. 
provided that the valuations used are made under common definitions and common rules. and that 
the Valuers employed are. as they would be, under one responsible control in each State. If the 
Commonwealth Taxation Department adopta the valuations of the State Departments. it would 
be desirable that periodical conferences be held between the several Valuers· General and other 
responsible officers. At such conferences difficulties would be discussed. and common action. 
where deemed necessary. agreed upon. This should. in our opinion, result in a high degree of 
uniformity of method throughout the Commonwealth. 

713A. Statements made by the Commonwealth Commissioner of Taxation in his Memo
randum to the Conference of Taxation Commissoiners. 1917, seem to indicate that he did not 
foresee serious difficulties in this connection. After discussing the then existing financial difficul
ties to the States in undertaking valuations for all public purposes, either Commonwealth or State. 
Mr. Ewing went on :-

" If the States did this work, and the Commonwealth desired to use the valuations. 
the Commonwealth and the state Valuers-General in the State could scrutinize the valua
tions to see that the valuers had done their work in accordance with the law. If the 
Commonwealth did the work for the State, similar conferences would enable the State 
to be satisfied that the work had been properly done. Under this scheme the Common
wealth would have a Valuer-General who would see that Commonwealth valuations in 
all States were kept on the strictest uniform lines. This is done, in a measure, at present 
by_conferences of Commonwealth officials." 

714. We recommend-

(1) That each State Parliament pass the necessary legislation constituting a Land 
Valuation Department or Bureau whose valuations shall be used for purposes 
of Land Taxation, Probate Duty, and such other purposes as may be prescribed. 
(The valuations might also be used for· purposes of resumption of land by the 
Crown, Mlmicipal rating, advances by Savings Banks, and for use by trnstees 
and private persons). 

(2) That in each State Act constituting the State Land Valuation Bureau there shall 
be embodied common definitions of "Improved valu.," .. Unimproved valu .... 
and" Value of improvements" (see paragraph 712). 

(3) That,' in order to ensure uniformity in practice. the several State Valuation 
Authorities agree upon the adoption of common rules for the guidanc. of 
Valuers. 

(4) That for all public purposes in which land valuation is required. the Commonwealth 
accept the valuations of the several State Land Valuation Bureaux 10 

constituted. 

715. In our opinion, these recommendations, if given effect-

(1) Will meet the widely held and not unreasonable desire for the entire separation 
of Land Valuation from the administration of Land Tax Statutes . 

. (2) Will effect by a suitable division of cost between the Co~onwealth and various 
State authorities substantial economy by preventmg the present costly 
duplication. 

(3) Will not create a difficulty in the matter of the transfer at any time of Land Taxation 
from the Commonwealth to the States. 
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SECTION XXVU. 

BOARD OF APPEAL. 

716. The evidence submitted on the question of the appointment of a Board of Appeal 
under the Land Tax Assessemnt Act disclosed as great uDADimity of opinion in support of the 
proposal as that manifested in relatWn to the establishment of a similar Tribunal under the Income 
Tax Assessment Act. We are satisfied that the reasons justifying the constitution of the Income 
Tax Appeal Board are equally cogent with respect to the appointment of a Board of Appeal 
under the Land Tax l\ssessment Act. 

717. Under Section 44 of the Land Tax Assessment Act a taxpayer may appeal against 
any assessment by the Commissioner to the High Court, the Supreme Court, or a County or District 
Court of a State, or such other Court as is specified in that behalf by proclamation, on the ground 
that he is not liable for the tax or any part thereof, or that the assessment is excessive. There is a 
natural unwillingness on the part of many taxpayers to incur the delay, trouble, expense and 
publicity of legal proceedings against the Taxation Department. In the administration of so 
technical and complex a measure as the Land Tax Assessment Act, many grounds of dispute 
between the taxpayer and -the Department must inevitably arise. We are of opinion that if 
taxpayers were given aCcess to an independent Tribunal (having a simple and inexpensive 
procedure) for the settlement of these disputes, it would do much to allay the existing irritation 
and discontent on the part of taxpayers. 

718. The following extracts from our First Report in respect of the Board of Appeal under 
the Income Tax Assessment Act are quoted as being equally appropriate to a Board of Appeal 
under the Land Tax Assessment Act :-

"151. 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. It is considered that it should be the duty of the Commissioner to forward 
an objection to his decision to the Board when requested to do so by any dissatisfied 
taxpayer within 30 days of the receipt by him of such request." 

"153. The parties should have t.he right to appear before the Board in person, 
or by representative." 

"154. With a view to discouraging appeals to the Board on unimportant issues 
or on frivolous or unreasonable grounds, it is suggested that the appellant should be 
required to deposit a prescribed fee at the time of lodging an appeal. In the event of 
the Board considering the appeal frivolous or unreasonable, the Board shall have the 
power to order the forfeiture of the whole or part of the fee." 

719. We are also of opinion that the functions now exercised by the official Board commonly 
referred to as the Relief Board constituted under Section 66 of the Land Tax Assessment Act 
shonld be exercised by the Board of Appeal. For specific recommendation hereon, see section 
of the Report headed" Relief Board" (page 199). 

720. It may be pointed out that, if effect be given to our recommendation that a Land 
Valuation Bureau be established by each State (see paragraph 707), there is little doubt that 
each State Act constituting such a Bureau will provide for the creation of a Valuation Court or 
other Tribunal for the purpose of dealing with appeals against .. aluations made under the Act, 
to that extent replacing any Appeal Board appointed under the Land Tax Assessment Act, though 
appeals on all other matters arising out of assessments would still be within the jurisdiction of 
the Appeal Board. 
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721. We therefore recommend---
(1) That the existing Taxation Appeal Board appointed und .. r the Income Tax 

Assessment Act and any subsequel1t or additional Board of Appeal similarly 
appointed be empowered to hear and adjudicate in matters of appeal und!'r t.he 
Land Tax Assessment Act. 

(2) That it shall be competent for the Board of Appeal to adjudicate (in respect of 
Land Taxation) upon matters which involve questions eith!'r of law or of fact: 
that in respect of questions of fact the Board's dedRion shall be final, but that 
in respect of questions of law an appeal should lie from the Boa.nl to the High 
Court or to tne Supreme Court of a State. 

(3) That in those instances in which (prior to the constitution of the Board of Appeal) -
(1) notice of appeal to a Court has been given In accordance with Section 44 

of the Act, but the case has not come on for helLring ; 
(2) objection against assessment has been lodged, but no decision has been 

given by the Commissioner, 
the Act should provide that taxpayers shall have the option of transferring 
their appeal or objection, as the case may be, to the Appeal Board. 

SECTION XXVIII. 

RELIEF BOARD. 
722. In recommending in our First Report the appointment of 8. Board of Appeal under the 

Income Tax Assessment Act, we also recommended that the functions now el[ercised by the official 
Board, commonly referred to as the Relief Board, constituted under Section 64 of the Act cited, 
should be exercised by the Board of Appeal. That recommendation was based upon a considerable 
volume of evidence. A Board consisting of the same members as the Relief Board under the 
Income Tax Assessment Act, is constituted for the same purposes under a similar section (Section 
66) of the Land Tax Assessment Act, and the evidence given in connexion with that Act was even 
more emphatically in favour of the change recommended in paragraph 162 of our First Report. 
which reads :-

" 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 Seotion 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 numerons and strong expressions of a 
desire on the part of the public that applications under Section 64 should be decided 
by a Board, the members of which are independent of Commonwealth 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 afford 
to give the time 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 delays, a number of specific instances were submitted to the 
Commission, and, although the Department showed in a general reply that these are 
sometimes due to the taxpayer's failure to supply information promptly. there was clearly 
a considerable residue of cases in which the taxpayer was not the cause of delay." 

723. We recommend 'that the Board of Appeal (see paragraph 721) bl also given the powers 
now exercised by the Relief Board constituted under Section 66 of the Land Tax AssISlment Act. 

SEcnON XXIX. 
OFFICE ORDERS. 

724. In our Third Report, pages 170-1, we drew attention to the faet that the numeroUl! 
Office Orders relating to the Commonwealth Income Tax Assessment Act had not yet been codified 
and made available to taxpayers, and we recommended the pUblication of those Ordet8. for the 
benefit of the public at the earliest possible moment. The reasons which jlllltify the public is'!lle 
of the Office Orders in the case of the Commonwealth Income Tal[ Assessment Act apply With 
equal force to the publication of Office Orders issued lmder the Land Tax Assessment Act. A 
large number of t?ese Orders. have been made a vaila ble to the C?m~i88ion, and were of conside~ble 
assistance to us ill our detailed study of the Act. Our exammatlOn of them confiJ?Il8 the Vl~ 
expressed by a number of witnesses, that the publication of the Orders would be ID tbe public 
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interllllt. Many of the Orders, as supplied to us, contain the names of the taxpayers upon whose 
cases the Orders were based. These names ahould, in our opinion, be deleted before publication 
of the Orders. Our recommendatious (paragraph 590, Third Report) in respect of Income Tax 
Office Orders, appear to U8 appropriate also in respect of the Orders issued under the Land Tax 
Assessment Act. 

725. We therefore recommend, in respect of the Orders issued and to be issued under the 
Land Tax Assessment Act :-

(1) That the existing body of Office Orders affecting the general practice of the 
Department be publiahed at the earliest possible moment, and be offered for 
sale to the publi()&t a moderate cost. 

(2) That all such Office Orders subsequently issued be made accessible to taxpayers 
as soon as issued. . 

(3) That, with a view to seeming wide publicity, the daily press in each capital city 
be furnished with copies of all such Office Orders as soon as issued. 

(4) That all such Office Orders be purchasable at each Commonwealth Taxation Office 
at a moderate cost. 

(5) That faoilities he provided tt'8e of charge at each Commonwealth Taxation Office 
for the perusal by taxpayers of all such Office Orders as are operative. 

(6) That all such Office Orders be made to apply to all assessments affected thereby 
relating to the ourrent year of assessment. 

(7) That, when the volume of Office Orders is published, a public notification be made 
that within twelve months from the date of publication (or such further period 
as the Commissioner may allow) any taxpayer may apply for an alteration 
of his assessment for any previous year, where the application is based upon 
an Office Order the contents of which were not available to the taxpayer at the 
time of the original assessment. 

(8) That, to meet cases where a claim for refund of tax would be apparently sustainable 
nnder any Office Order which hll8 been cancelled before the publication of the 
volume of Orders, for twelve months after the publication of that volume, such 
canoelled Orders shall be available for perusal by taxpayers at the Taxation 
Office in each capital city, and that during that period taxpayers shall have the 
same right of application for alteration of their assessment for any previous year 
arising out of the provisions of any such Order as they would have in respect 
of publiahed (current) Orders. 

SEcnON XXX. 

COMMENTS ON VARIOUS SECTIONS OF THE COMMONWEALTH LAND TAX 
ASSESSMENT ACT. 

Section 3.-(Dermition Section.) 
726 ... Absentee. "-The treatment of an absentee less favorably than a resident for the 

purpose of taxation is a common feature in Taxation Laws. The method of marking the distinotion . 
varies in different Statutes-for example, in the New Zealand Land Tax Act 1917, an additional 
rate of 50 per cent. is imposed upon absentees; a similar percentage increase is imposed under the 
Western Australian Act; in South Australia the additional peroentage is 20 per cent.; in 
Queensland no speeific percentage is added, but, if the unimproved value of an absentee's interest 
exceeds £300, no exemption is allowed. The Commonwealth Act, Section 11, which, in the case 
of a resident, prescribes an exemption of £5,000, allows no exemption in the case of an absentee. 
Some differences of opinion have been expressed as to the necessity or desirability of taxing 
absentees' interests in land at a higher rate than those of residents. While there is something to 
be said in favour of relieving absentees of this additional taxation on the ground that the investment 
of their ca~ital in Australia is beneficial to the country, ill our opinion, the maintenance of some 
distinctioll ID taxation between an absentee and a resident is justified on the general ground that 
a resident is of greater importance and value to the country than an absentee investor. 
Whether the differentiation should be effectuated by adding a percentage to the rate of tax, or 
by reduction or removal of the exemption, or by both, is a question to which we have given 
consideration, and, in our opinion, the balance of advantage lies with the method adopted by the 
Commonwealth Statute. 

727. The tax charged under the Land Tax Act of 1914* on the unimproved value of. all 
the land owned by an absentee is, for so mnch of the value 118 does not exceed £5,000 (at which 
point the taxation of residents begins), at a flat rate of id. per £. Above £5,OUO the rate on 
the first £ is 2 ·1/18750d., and there is a uniform increase of 1/1875Od. on each additional £ of 
value up to £80,000, npon the excess of which a flat rate of 10d. in the £ is payable. 
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728. The effect of the present exemption in favour of the resident taxpayer is that the 
absentee pays 1d. more than the resident taxpayer for every' of unimproved value. 

729. The following table shows the differences in tax between an absentee and n resident 
at various points of unimproved value :-

£ 6,000 
£ 10,000 
£ 
£50 
£8 
£ 

25,000 
,000 

0,000 
100,000 

£ 200,000 

-

l"nlmr"-l\1'd \'lIln(". 

.. .. .. 

.. .. .. 

.. .. .. 

.. .. .. 

.. .. .. 

.. .. .. 

.. .. .. 

Tax Pa)"dhll". 

i 
Hr R(lItidf'nt, 

I 
h~' Abllt>nt.c-to. 

£ 8. d. £ 8. d. 
4 7 9 29 7 9 

26 7 9 i 68 1 1 
172 4 5 i 276 7 9 
637 10 0 

I 
845 16 8 

1,562 10 0 1,895 16 8 

I 2,312 10 0 2,729 3 4 
6,062 10 0 6,895 16 8 

I 
I 

Jom'iWIC n1 T,,:.: 1·"~1\hll' by IIn "boo .. "tN' Il~ "'tDlJ'l!,rd 
wUta (.bll' l'd!l'Ablt" h~- • lLo'llI",'nt, 

-
Amount uf w('.IUUu. I"'f'('f:1I1A4lt' of ID~. 

£ •.. 4. 
26 0 0 573'66 
41 13 4 1118'05 

104 3 4 60'77 
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I 333 6 8 21 '33 , 
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I 833 6 8 13'73 

All increases of tax shown m the above table represent Id. in the , on the total unim
proved value. 

730. Companies not deemed Absentees.-The Act at present provides (Se<,-tion 39 (4) ) that: 
" A company .hall in no C88e be deemed to be an ab.entee, but any of tho .hart'holder. who are 

abseutee •• hall be separately .... e ••• d anrlliablc as aboent ..... " 

If our proposal in respect of Companies be adopted, viz., that a Company be deemed the beneficial 
owner and sole taxable entity in respect of its lands (see paragraph 639) and the present 
differentiation between resident and absentee taxpayers be maintained, as we suggest it should 
(see paragraph 726), we consider that Companies to the exten' to which they may be equitably 
regarded as being absentees should be taxed as luch. If, for example, one-fifth of a Company's 
shares are held by absentees, then in respect of the same proportion-one-fifth--of the 
unimproved value of its land the Company shonld be deemed to be an absentee and be t.axed at 
the absentee rate. 

731. In giving effect to our suggestion, no difficulty would ariBe in the case of a Company 
all of whose shareholders are either residents or absentees. A Company owning land of an 
unimproved value of £80,000, all of whose shares are held by residents of Anstralia or a 'l'erritory 
under the authority of the Commonwealth, wonld pay on £75,000 (taxable value)-

£75,000 at 5d. (average of progressive rates), £1,562 10s. 
A Company owning land of the same unimproved value, all of whose shareholders are absentees, 
wonld pay on £80,000 (no exemption being allowed)-

£5,000 at Id. (tlat rate) £20 16 8 
£75,000 at 6d. (average of progressive rates) 1,875 0 0 

Total £1,895 16 8 

732. The following examples will illustrate the proposed method of taxation of a Company 
having both resident and absentee shareholders :-

In " A " Company 50 per cent., in " B " Company 90 per cent., and in " C " Company 
20 per cent. of the shares are held by absentees, and each company owns land of 
the unimproved value of £80,000. The tax may be calcnlated thus-

£ 8. d. £ 8. tl. 
" A" Company, if taxed as resident, wonld pay (as shown 

above) 1,562 10 0 
50 per cent. of its shares being held by absentees, 

additional tax wonld be chargeable on 50 percent. 
of the unimproved value of its land, i.e., on 
£40,000, at Id. per £1 166 13 4 

"B " Company, if taxed as resident, wonld pay 
90 per cent. of its shares being held by absentees, 

additional tax wonld be chargeable on 90 per 
cent. of the unimproved value of its land, i.e., 
on £72,000, at Id. per £1 

" C "Company, if taxed as resident, wonld pay .. 
20 per cent. of its shares being held by absentees, 

. additional tax: wonld be chargeable on 20 per 
Cent. of . the unimproved value of its land, i.e., 
Qn £16,000, at ld.per £1 • . • • • • 

1,562.10 0 

300 0 0 

1,562 10 0 

6613 4, 

----

1,729 3 4 

1,862 10 0 

1,629 3 , 
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733. We recommend that, to the extent to which shares in a Company owning land are held 
by absentee Ihareholdere, as at the 30th June of each financial year, the Company be chargeable 
with tax at the rate applicable to an absentee. 

734. If for any reason it be found inadvisable to adopt this recommendation, as, for 
example, because of the cost or difficulty of administration, we are of opinion that, as an 
alternative, a Company registered outside Australia should be deemed to be an absentee and be 
chargeable with tax at the rate applicable to an absentee. 

735 ... Owner. "-If the recommendation made in this Report as to the adoption of 
" beneficial ownership" as the test flf liability to taxation be adopted, the present definition of 
" owner" will require modification. Some cb.!lnge will probably be necessary also in the definition 
of the term " joint owners." 

736 ... Improved value," .. Unimproved value," .. Value of improvements." For comments 
on the definitions of these terms see " Definitions as to value," page 192. 

737. Secrecy.-Under the Incume Taz Assessment Act 1915-18 provision is made for a 
declaration of secrecy by every officer before entering upon his duties or exercising any power 
under the Act. Witnesses commented unfavourably upon the absence of any such provision 
from the Land 'rax Assessment Act. In the event of the establiHhment of independent Valuation 
Bureaux the value of separate parcels of land would be available for public information. To 
such disclosure of the official valuation only of separate parcels of land no objection can reasonably 
be offered; but we consider that stringent precautions should be taken to prevent the leakage 
from the Taxation Department of information, either as to the aggregate land holdings of a 
taxpayer or other matters affectin~ his financial position. Provision should be made for the 
communication of official informatlOn to State Taxation Authorities who are authorized by 
legislation to reciprocate. 

738. With the exception indicated, it is in our opinion desirable that taxpayere' affairs with 
regard to Land Tax be heated confidentially, as in the case of Income Tax, and we recommend 
that the Land Tax Assessment Act be amended accordingly. 

739. Exemption.-Secticin 11 (2) (b) reads:-
.. (2.) The taxable value of all the land owned by a person is • 

(b) in the o •• e of an owner not beiug an ab.ente&-the balanoe of the total sum of the unimproved value 01 
, each parcel of the land, after deducting the sum of Five thousand pounds:' 

740. In a case which came before the High Court in 1911 (Bailey v. Federal Comniissioner 
of Land Tax, 13 C.L.R., 302) it was held that a taxpayer who owns several parcels of land is not 
entitled to a deduction of £5,000 from the value of each parcel, but to one deduction of £5,000 
from the sum of the values of the several parcels. Some witnesses complained of the obscurity 
of the wording of this Sub-section, and 

741. We recommend that consideration be given to this complaint, with a view to t.he 
substitution of wording likely to be more generally underst.ood by taxpayers. 

742. Amount of Exemption.-'1'he amount of thc exemption specified in this Sub-section, 
£5,000, was referred to by a number of witnesses. Some, while preferring the tot.al abolition of 
Land Tax, contended that, while land is taxed, there should be no exemption, or that a small 
exemption only should be allowed, that exemption to be fixed at the point at which it becomes 
profitable to collect the tax. Others were of opinion that, in case any amendment of the Act 
for the purpose of maintaining or adding to the revenue from Land Tax be needed, the means to 
be employed should be the reduction of the present exemption to say £3,000. So long as the 
Commonwealth and States are both imposing Land Tax, a high Commonwealth exemption such 
as the present is of iniportance to the States as leaving exclusively to them the considerable 
percentage of the total unimproved value in each separate ownership which lies below the sum 
of £5,QOO. We have been unable to ascertain any special reasons for fixing the amount of £5,000, 
except a;pparently a general idea that it is only when a greater sum than this is represented by one 
ownership that any national significance attaches to th!l fact, or that the possession of land u.p 
to that amount is regarded as reasonably necessary to insure a living to the owner. On principle, It 
would seem that, if revenue only be the objeot of a Land Taxation Act, there is no case for providing 
any exemption at all, though in a Federation such as thato of Australia there may be a case for 
lel1ving sOllle part of the taxable field exclusively to the States. On a general view of the question 
the Commission has already recommended in its Second Report (paragraphs 249-50), that, subject 
to ce~ain reciprocal action, the imposition and collection of Land Tax should be wholly a State 
funotion. . 
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743; If, however, no lreciprocal arrangement be found practicable at pr ... nt and the COUl

monwealth oontinues the imposition and collection of Land Tax on a graduat~ scale of rates, 
we are of opinion that the present exemption should b, retain.d for the reaeons :--

(1) That to diminish the exemption would reduce that part of the taxable field at 
present exclusively occupied by the States. 

(2) That with~ .~aduated scale of rates the effect of diminishing thtl tlXemption would 
be to Snllt some of the burden from the large land-owner to the relatively 
small land -owner. 

744. Seetion 12 reads:-
" Land Tax shall he charged on land as owned at noon on tha thirtieth day 01 June immediately preoedillll ,he 

financial year in and for which the tax i. levied: . 
" Provided that an owner of tI,e mnd who, before the thirtieth day of September, On. thousand nine hundred 

and ten, has sold or agreed to •• 11 or conveyed part of the land or ha. Bold or a!ll"'ed to .ell or conveyed all the land 
to different persons, Bhall, if the Commissioner ill satisfied that the ... 1. agreement or oonveyance was bo,,' filk and DGt 
for the purpo •• of evading the payment of land tax, be .eparately aB .... ed for the year ending on the thirtieth day of 
June, One thousand nine hundred and cleven, iD .eopeot of the mnd 10 .old or agreed to b. Bold or convoyed to any 
one perBon, and be charged with mnd tax iD r .. pect of that mnd aa if it were the only land owned by him." 

745. W(reeommend a minor alteration in this Section by substituting the word "midnight" 
for the word" noon." There seems no special reason why a change of ownership actually occurring 
at any hour on the 30th June should not be recognised 118 occurring in the tax lear clo8l1lg on that 
day. The suggested alteration Was recommended by the Couference 0 Taxation Officer. 
1917. It would bring the Act into line with the Queensland Land Tax Assessment Act 1915, 
Section 12. 

riiI 746. The operation of the proviso to Section 12 is exhausted, and the proviso might there-
fore be repealed. 

747. SBotion i3.-This Section enumerates the lands which are wholly exempted from 
taxation under the Aot. We have carefully considered each clause of the Section, and are in 
general agreement that the Section should be retained. We are of opinion, however, that 
Sub-clause (d), which exempts :-

.. all mnd owned by any building society regiBtered as 11 building I!Ociety under any A.ct or .tltate 
Act, not being land of which the BCciety has become owner by forecloBure of a mort~age." 

lacks justification. We have endeavoured, but without suocess, to l180ertain the reason for the 
inolusion of land owned by a building society as a subject for exemption from taxation. 

748. W. recommend that Clause (d) of Section 13 be repealed. 

749. Section 15, which deals with the furnishing of returns by taxpayers, will need eQnae
quential alteration if our recommendation with regard to Section 12, that is, the substitution of 
the word "midnight " for the word " noon", be adopted. 

750. The Commissioner of Taxation in his Seventh Annual Ueport points out that the Act 
does not at present give the Commissioner power to call upon a person who is not a taxpayer to 
make a return of the land owned by him. Such a power is given in relation to the Income Tax 
Assessment Act. We agree with the Commjss\oner'~ opinion that a provision conferring that 
power should form part of the Land Tax Assessment Act, and 

751. We recommend that the Act be amended accordingly. 

752. Section 17.-This Section deals with valuations, as to whioh see " E8tabliHhm~nt of 
Land Valuation Bureau," page 194. 

753. Section 20.-ln his Seventh Annual Report, the Commjssioner of Taxation pointed 
out that the Act, while making provision for the issue of an amended assessment, ma.kes no 
provision as to the time within which the increased tax due on the amended &8ses81nent 18 to be 
paid. The present practice is to allow sixty days' for such payment, and . 

754; We recommend that the Aot be amended to provide for the payment being made 
within that period. 

755. Section 21 (1) reads:- . 
"21.-(1.) Where the COIDmissioner 'h1l8 a ...... ed any p.foon upon the returJl sent in by him, without 

makUlg or obtaining &Ily iDdependent valuation. the COIDmiBsionor, so SQon thereafter a. is cODverucntly pr"""tlc~ble, 
'but not after the expiration of two years from the date of the assessment, if from VaiU&tlOll8 wad. or obtullled 
1>1 him or other informatioJl in hie po ..... ion. h. finda that the a .. easment oDght t~ have been for a greater amount, 
may alter the a .... Bment accordingly, aB from the date when the asse .. ment was mad •. " 
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756. A difficulty in administration has been found to arise under this Sub-sllction which 
has been stated to us by the Commissioner of Taxation in the following terms :-

"Whilst the Department has extensive powers to enable it to arrive at proper 
valuatioUB, it is limited by the law to a period of two years from the date of making an 
assessment on owners' values, within which the Department may apply an official 
valuation which would have the efiect of causing an owner to pay additional tax. 

"This provision operates to cause unnecessary -expenditure in -administration. 
For example, if an owner has adhered to his own value in each annual return furnished 
by him, notwithstanding that the Department has applied an official and higher valuation 
to the assessment in any.,ear in the interim, and notwithstanding that the land-owner 
may have tacitly accepted the official valuation, the Department could not apply its 
official valuation to a later year without depriving itself of the right to further increase 
the assessed valuation for that later year if evidence of sales indicated a higher value. 
In such cases the Department must consider, before making an assessment for the later 
year, whether or not a further examination of the values in the ownership might result 
in a further increase in the valuation. If an increase is indicated, but not demonstrated 
at the time, it would be necessary for the Department to make its preliminary assessment 
for that later year upon the owner's values as declared to in his return, notwithstanding 
that he has tacitly accepted the former official valuation. 

This necessity of the Law produces confusion to both the Department and the 
taxpayer. There is thus full justification for amendment of Section 21 (1.) of the Land 
Tax Assessment Act, 80 as to provide that, if the Department make an original assessment 
upon its official valuation, which has been explicitly or tacitly accepted by an owner, 
it should be deemed for the purposes of the Section to have assessed the person under 
the return sent in by him, without making or obtaining any independent valuation." 

The Commissioner has explained to us that the difficulty chiefly arises where several parcels of 
land, perhaps situated in diHerimt States, are included in one return, and the Department has 
not had an opportunity of making an official valuation of all the parcels. In our opinion, the 
Department should in such cases have a period of two years within which to revise the assessment 
in respect of those parcels originally assessed on owners' values, and 

757. We recommend that the Act be amended accordingly. 

758. Where the assessment is made wholly on owners' values, the Act now gives the 
Department two years within which an amended assessment may be issued. 

759. Where in respect of any parcels the assessment is based upon an official valuation, 
no right of re-assessment is required in respect of the year to which the assessment applies, except 
by way of correction of ascertained errors. 

760. Section 23 reads :-
23.-(1.) The production of any assessment or of any document under the hand of the Commissioner purporting 

to be a copy of an a88essment shall-
(a) be oonclusive evidenoe of the due making of the &88 .. srnent; and 
(b) be conclusive evidence that the amount and all the particulars of the a .... sment are correct, except 

in prooeedings on appeal against the assessment, when it shall be prima facie e,idence only. 

(2.) The production of any dooument under the hand of the Commissioner, purporting to be a copy of or extract 
from any return or a .. eBBment, shall for all purposes be sufficient evidence of the matter therein set forth, without 
producing the original. 

761. In his Seventh Annual Report, and in evidence before us, the Commissioner pointed 
out that:- . 

" Under the Act as it now stands, it is necessary to produce the assessment made 
when proceedings are taken for recovery of tax, and any other documents or extracts 
required to be produced must be certified to by the Commissioner. 

It is considered that a copy of a Notice of Assessment certified by either the 
Commissioner, the Assistant Commissioner, or .Deputy Commissioner, and documents or 
extracts similarly certified would be sufficient. It is also necessary, in order to cut out 
unnecessary work, delay and expense caused by the present state of the Law. 

This will bring the Act into line with the Income Tax Assessment Act." 

We concur-in the Commissioner's opinion as to this Section, and 

762. W. recommend that the l:lection be amended to give efiect to that view. 
F.l2011.-3 
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763. !,if. Tenan&a.--s.ction 25 reads :-
. .. 25.-{1.) Th~ owner of any freehold estate le .. than the fee-simple (other than an estate of freehold arising by 

. Virtne of a leaae for life under a leaae or an agreement for a lease) shall be deemed to be the owner of the fee-simple, to 
the exclusion of any person entitled in reversion or remainder: 

Provided that, for the purpose of the assessment of a legal tenant for life of land, without power to .ell, under 
a oottlement made before the first day of July, One thousand nine hundred and ten, or under the will of a testator who 
died before that day, the unimproved value of the land shall be caloulated upon the basis of the rent which he obtaina 
for the land, or which, if he let the land. he ought reasonably to be able to obtain; so that the unimproved value of the 
land shall be taken to be equal to the unimproved value of land owned in fe ... simple which would produoe the same rent; 
and for the purpose of this section rent, in the csee of improved land, meana so much of the whole rent a. bear. totha 
whole rent the porportion which the unimprOVed value of the land bears to the improved value. 

(2.) In this section" tenant for life" includes
(a) a tenant for the life of another ; 

(b) a tenant for his own or any other life whose estate isli.ble to cease in any event during that life;" 

764. This Section WOB the subject of criticism by several witnesses, including the Commis
sioner of Taxation. Unofficial witnesses contended that the provision of the Section is inequitable 
seeing that a tenant for life is OBsessed OB if he were the absolute owner. In the first year of the 
Commonwealth Land Tax, life teIllUlts were taxed upon the b8Bis of capitalization of the rent 
received (or which should have been received) for the expectation of life of the life tenant. Great 
administrative difficulties were experienced in connection with this provision, and the only suitable 
solution appeared to be the amendment of the Act to its present form, which throws the whole 
responsibility for payment of tax upon the life tenant, to the exclusion of any person entitled in 
reversion or remainder. The suggestion that this fails in equity is based upon the view that a 
tenant for life has not the whole interest in the land, and that the interest of, say, a remainder-man 
may be not only an ascertainable, but also a saleable asset. For the practical purpose. of admin
istration of the Land Tax Assessment Act, however, we consider that the difficulties attaching to 
any attempt to relieve the tenant for life of his present liability to tax with a view to transferring 
such liability to the remainder-man or reversioner are so great as to preclude us from recommending 
any amendment of the Act for that purpose. 

765. The proviso to Section 25 was altered in 1911 by confining it to the OBsessment of 
a legal tenant for life_ This, however, hOB itself created an anomaly for which there appears to 
be no justification. The Commissioner of Taxation hOB put the COBe to us in these words :-

" A distinct anomaly exists in the more favorable treatment by the Act of legal 
life tenants of land without power to sell as compared with equitable life tenants when 
the interest of the former hOB arisen under a settlement made before 1st July, 1910, or 
under the will of a testator who died before that date. Such a legal life tenant is assessed 
on the capital value of the annual rental of the land for his expectation of life, whilst the 
equitable life tenant is assessed on the full unimproved value of the land proportionate 
to his interest. It is submitted that there is no substantial ground for this discrimi
nation," 

This statement deals clearly with the point of discrimination between one class of life tenant and 
another. The broader question of the unequal incidence of the proviso is stated in a 
memorandum written in 1915 by the then Commissioner of Taxation, Mr. G. A. McKay, and 
quoted in evidence by the present Commissioner :-

" The proposed elimination of the proviso which confers the benefit upon legal 
life tenants is suggested because there is no valid reason for the benefit; particularly 
as it discriminates between legal and equitable life tenants. Equitable life tenants as 
a rule have less control over land than legal life tenants, and yet they are assessed on the 
full unimproved value of the land, whereas legal life tenants are OBsessable on a lower 
value than the unimproved value, i.e., on the capital value of the rent of the land for 
the period of their life. There is no good reason why either legal or equitable life tenants 
of land should receive preferential treatment over the ordinary owner. There has been 
very great difficulty experienced in administration in determining whether a life tenant 
is a legal or equitable life tenant." 

The present Commissioner of Taxation, Mr. R. Ewing, informs us that he concurs in the 
opinion expressed by his predecessor that the proviso to Section 25 should be repealed. 

766. We recommend the repeal of the proviso. 

767. Section 26 reads:-
.. 26. The holder of land under a purchase or a right of purchase from the Crown upon conditiona, under ~he law. 

of ;. State relating to the alienation or disposition of Crown land., .hall be deemed to he t~e owner of th. land if all the 
conditions other than the payment of purchaoo mon'- have been fulftlled, but not otherwue. 
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768. In the case of Osbome '11. The Commonwealth (12 C.L.R., 341), Griffith, 0.1., said :-
.. Section 26 deals with the holders of land with a right of purchase from the 

Crown, a form of tenure well known in Australia, and particularly in New South Wales. 
A person who holds a certificate of fulfilment of the conditions has a marketable title 
practically equivalent to a grll,}lt in fee, subject to payment of the balance of the purchase 
money. He is substantially the owner, and Section 26 says that he is to be deemed to 
be the owner for the purpose of the Act, just as is a mortgagor." 

769. It may be observed that the great majority of holders of lands wider the tenures 
dealt with by Section 26 hold less than £5,000 of unimproved values, and consequently would 
not be taxable. Where, however, the holders would otherwise be taxpayers the Section affords 
provisional exemption in respect bf such lands until the holders reach the position in which they 
are entitled to a Crown Grant on payment of the balance of the purchase money. 

770. The provisional exemption thus allowed may have been based on two grounds
First, that it avoids interference with the settlement policy of the States, and second, that as a 
matter of practice it would be difficult or impossible to determine the amount of the holder's 
interest in the land, while there are unfulfilled conditions of residence and improvement. . 

771. The existence of the Section in its present form is not, in our opinion, inconsistent 
With the basis of beneficial ownership, which we recommend. 

772. Section 27 reads:-
.. 27.-(1.) The owner of a leasehold estate in land, under a lease made or agreed to be made alter the oommence

ment of this Act, not being a lease made in pursuance of an agreement made before the oommencement of this Act, 
ahall be deemed (though not to the exclusion of the liability of any other person) to be the owner of land of an unimproved 
value equal to the unimproved value of his estate: 

Provided that where the owner of a lea.ehold estate ha., within five years previously, been the owner of a freehold 
eatate in the land he shall be asses.ed and· liable to land tax a. if he were the owner of the fee-simple. 

(2.) He shall be en~itled to deduct from the tax payable by him in respect of the unimproved value of his estate 
an amount equal to the Bum of-

(a) the amount which bears the &Bme proportion to the tax payable in respect of the land by the owner 
of any freehold estate as the unimproved value of the leasehold estato bears to the unimproved value 
of the land, and 

(b) the amount which bears the asme proportion to the tax payable in re.pect of the unimproved value of 
any precedent lea.ehold estate as the unimproved value of the leasehold estate bears to the unimproved 
value of the preoedent leasehold estate. 

(3.) Notwithstanding anything in this seotion, where the owner of the fee simple is exempt under section thirteen 
or forty-one of this Act from taxation in respeot of the land, or the lease is a lease from the Crown, a leasee of the land 
shall be a.sessed and liable for land tax a. if the lease were made b.fore the commencement of this Act and not otherwise. 

(4.) For the purposes of this s.otion-
(a) the unimproved value of a lea.ehold estate means the present value of the annual value of the land 

calculated for the unexpired period of the lease at four and a half per centum, according to calcula
tion. based on the prescribed tables for the calculation of value. ; 

(b) the annual value of land means four and a half per oentum of the unimproved value of the land: 
Provided that the Commissioner may from time to time, if he thinka fit, alter the rate per centum upon which 

the oaloulations in this section are based; and 
(c) the owner of a leasehold .state includes the le •••• of land for life und.r a lease or agr •• m.nt for a lease." 

773. This Section, which deals with leases entered into after the commencement of the 
Act, has been the subject of much criticism during our inquiry. It has specially been" contrasted 
unfavorably with Section 28, dealing with leases made before the commencement of the Act, as 
the lessee coming under Section 27 is taxed at a higher rate than he would be if the lease had 
come under Section 28, and there is also the anomalous position that the rebate of tax allowable 
to the lessee on account of the tax payable by the lessor is dependent upon whether the lessor 
is not taxable, or, if he is taxable, upon the rate of the lessor's tax. The first point, that is, the 
difference in tax to a lessee according to whether he comes under Section 27 or Section 28, was 
illustrated to us by a witness thus :- Section 27. Section 28. 

Unimproved value of land leased £10,000 £10,000 
4l per cent. 450 450 
Rent reserved, £300 (not allowed as a deduction under 

Section 27) .. .. .. .. .. 300 

Unexpired term of lease, 5 years. 
Multiplier, as per prescribed table, 4,488. . 
Lessee's estate, Section 27-£450 X 4'488 = £2,019. 
Lessee's estate, Section 28-£150 X 4'488 = £673. 

£450 Difference £150 

If the rent reserved under the lease in above cases had been £450, the Lessee's estate 
. under Section 27 would still be £2,019, but under Section 28 it would be nil. 

In our opinion the method of valuation of a lessees' interest embodied in Section 28 is the 
onl:r. one consistent with Bound principle and we recommend its adoption to the exclusion 01 the 
arbItrary method 01 Section 27. 
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. 774. ~ith regard to the second point, the Commissioner of Taxation supplied us with 
some illustrations of the anomaly that the tax of the lessee under Section 27 is relatively great or 
small according as the lessor's rate of tax is greater or leas than the leasee's rate of tax. The 
CommiM,oner expressed the opinion that an amendment of the Act, which would remove this 
an0!'laly, would expose the revenue to 10M, owing to the opportunity it would give for 
aVOidance of tax by entering into fictitious leases. We are 01 opinion ,ha, the prenn' anomaly 
should be removed. This removal would follow the adoption of beneficial ownership as the sole 
measure of liability to taxation. 

775. Proviso io Section 27 (1.) (para. 772).-It can hardly be contended that this proviso 
bears the impress of equity, since it strikes at transactions entered into in good faith and for valid 
reasons equally with those the sole purpose of which is avoidance of tax, and which may be subject 
to some secret arrangement the efIect of which would be to leave the control of the whole estate 
in a transferror, as if he had never executed the transfer. In a mauner which, though simple 
for the purpose of administration, is perfectly arbitrary, the proviso places liability for Land Tax 

.as owner upon a person who may for years have ceased to be an owner for every purpose, legal 
and beneficial. A case which arose under the Commonwealth Income Tax Asseasment Act, and 
which deals with the principle underlying this part of Section 27 of the Land Tax Asseasment Act 
(Deputy Federal Commissioner of Taxation, Appellant, and Thomas Purcell, Res{londent, 29 
C.L.R., 464), may be referred to. In that case, the owner of certain pastoral properties executed 
a Declaration of Trust in favour of himself, his wife and his daughter, apportioning the income 
of the properties in equal shares between the three persons named. It was claimed by the 
Commissioner of Taxation that the Declaration of Trust was invalid as against the claim for 
Income Tax. In the course of judgments in the case, the judgment of Griffith, D.J., in Waterhouse 
tI. Deputy Federal Commissioner of Land Tax (17 C.L.R., 665) was quoted thus:-

" It is hardly necessary to point out that a lxma fide alienation of land for the 
purpose of escaping liability to taxation incident to its ownership is not an evasion of 
Land Tax." 

In the joint judgment of Gavan Duffy and Starke, J J., it was stated :-
" The Commissioner insisted that the declaration, if in form it created a trust, was 

in fact a mere sham-a device whereby property belonging to the settlor is made to ap-pear 
to belong in equity to some one else in order to escape taxation. Undoubtedly, if the 
Commissioner could establish this position, the respondent would be assessable as the 
absolute owner pursuant to Section 10 of the Act, and not merely as a trustee. The 
question is one of fact. The Chief Justice found that the declaration was not a sham, 
and that the respondent did in fact intend by the document to benefit his wife and 
daughter, although he had present in his mind, and was to some extent infiuenced by 
the fact, that the disposition would reduce the burden of taxation. The learned counsel 
for the Commissioner stressed this latter part of the finding, but the right of every man 
to dispose of his property, if he can, in a way which will relieve him of taxation, and for 
that purpose, has been recognised by the highest authority (Simms tI. Registrar of 
Probates (1900), A.C. 333). . . . The Commissioner next contended that, even if 
the declaration evidenced a real, genuine, and valid transaction, yet it was struck by 
Section 53 of the I'1UXYTft8 Tax .dssessment .dct 1915-16. * If the argument be sound, the 
assessment is of course unimpeachable. It is therefore essential to consider the true 
construction of Section 53. The Section, as the Chief Justice says, does not prohibit 
the disposition of property. Its office is to avoid contracts, &c., which place the incid~nce 
of the tax or the burden of tax upon some person or body other than the person or body 
contemplated by the Act. If a person actually disposed of income-producing property 
to another so as to reduce the burden of taxation, the Act contemplates that the new 
owner should pay the tax. The incidence of the tax and the burden of the tax ~ll 
precisely as the Act intends, namely, upon the new owner. But an~ agree!'lent which 
directly or indirectly throws the burden of the tax upon a person who IS ~ot liable to pal 
it, is within the ambit of Section 53. It follows, from what we have said, that there IS 

no contravention of Section 53 in the 'present case." 

• Section 63 (Income Tax Assee8ment Act).-" Every contmct, agreement or arra~ment made or entered into. in writ~ or verbal, 
wbether before or after the commencement of this Aot. lbaU, so far ae it hna or purporta to have the purpoee or effect of m any way, 
directly or indirectly-

(a) altering the incidence of any m('.eme tax; or 
(b) relieving any pel'BOD. from liability to pay any income ta:l or make any return; or: 
(c) defeating, evading or avoiding any duty pr liability imposed OD any pereon by tb18 Aet; or 
(d) preventing the operation of this Act in ""y _poet; 

be ._ute1, void, lnat without prejudice 10 i'" ftIidi'Y iD anyother ... poet or Ior ... y other ~ n 
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The case of Simms tI. Registrar of Probates was a decision of the Privy Council upon an 
appeal from the Supreme Court of South Australia. In the course of the judgment of the Privy 
Council it was said :-

" It does not appear to their Lordships that an examination of the decisions in 
which the word" evade" has been the subject of comment leads to any tangible result. 
Everybody agrees that the word is capable of being used in two senses: one which 
8ug~ests underhand dealing, and another which means nothing more· than the intentional 
aVOldance of something disagreeable. . . If the thing which constitutes evasion 
is some contrivance between two or more persons, that is a substantial subject of 
inquiry with easily-defined limits. The question whether an apparent transfer is 
also a real one is a question which occurs not very rarely, and on which the 
evidence of actual dealings by the parties can usually be brought to bear. But 
if we are to dive into the motives of a person acting by himself, and to find out 
whether a desire to avoid a tax, which probably everybody thinks desirable per se, was 
when he gave away property, a doininant motive with him, or a substantial motive, or 
a minor motive, or any motive at all, that is an inquiry of a vague and indefinite kind." 

776. it has been suggested that an equitable amendment of the proviso under discussion 
would be to add such words as :- - . 

"unless the Commissioner is satisfied that the transaction was not effected 
primarily for the purpose of avoiding Land Tax." 

but for the reasons just quoted from the judgment of the Privy Council, we are of opinion that the 
inq.uiry that the Commissioner would be compelled to make in such a case would be what the' 
Pnvy Council calls" an inquiry of a vague and indefinite kind," and one which is hardly likely 
to be satisfactory. In our opinion it would be better to leave the question to be decided by proof 
that the transfer is in effect a real one, independently of whether the motive or one of the motives 
for the transfer is avoidance of tax. In cases of the kind there is always a degree of protection 
to the revenue afforded by the "general reluctance of mankind to part with their property to
others," and, in our opinion, subject to inquiry, where deemed necessary, into the reality of the 
transaction, there should be no attempt to assess a person to Land Tax (as in the proviso) as if he 
were the owner of the fee-simple in cases where he has actually divested himself of his ownership 
-that is, the principle of beneficial ownership should have full sway and the Revenue authorities 
should be satisfied with inquiries, where considered necessary, into the reality of transfers of property, 
without attempting to make liability to tax depend upon difficult and unsatisfactory inquiries into 
motive. 

777. An ambiguity in the proviso to Section 27 (1.) has been pointed out by the Commis
sioner of Taxation in his Seventh Annual Report. If the opinion just enunciated with regard to 
this proviso be given effect, there would be no need for action with regard to that ambiguity. 
The Commissioner points out that the expression in the proviso "five years previously" may 
mean either five years previous to the date of assessment or five years previous to the date of the 
lease, and suggests that the word "previously" in the proviso be omitted and that there be 
inserted the words "previ'!u8 to the date when he became lessee of the land." 

778. If the proviso is to be retained, the amendments suggested by the Commissioner to 
remedy the ambiguity should in our opinion be enacted, except that the period of five years should 
be shortened to three years. 

779. While we have discussed this section at some length, we must point out that the 
adoption of the scheme we recommend, that is, to base taxation solely upon the possession of a 
beneficial interest in land, would remove the necessity for the section. 

780. Section 28 reads:-
"28.-(1.) The owner of a fre.hold estate in land who or who.e predecessor in title has before the commencement 

of this Aot .ntered into an agreement to make or granted a leas. of the land shall, for the purpo •• of his asseasment 
under this Act, be entitled, during the ourrency of thel ... se, to have the unimproved value (if any) of the I .. se deducted 
from the unimproved value of the land. . 

(2.) Th. owner of a leasehold estate in land, under a lease made or agreed to b. made before the oommencement 
of this Act, shall he deemed to b., in respect of the land, the owner of land of an unimproved value equal to the unimproved 
valu. (if any) of his estate; but if h. has, before the commencement of this Act, entered into an agreement to 
make or granted a lea •• of the land, he shall he entitled. during the currency of that leaee, to have the unimproved value 
(if any) of that lea •• d.ducted from th. unimproved value of his estate: 

Provided that where the O~I1er of the I .... hold ..tat. has, within thr.e year. before the commencement of this 
Aot, been the owner of a freehold estate in the land, h •. shall b. ass .... d and liable to land tax as if hislea8ehold .. tat. 
had been under a lea •• mad. after th. oommencement of this Aot. 
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(3.) For the purp ..... of this section--
(a) the unimproved value of a lease or I .... ehold eatate in land meall8 the value of the amount (if any) by 

which four and a half per centum of the unimproved value of land exceed. the annual rent reserved 
by the lease, calculated for the unexpired period of the I .... e at four and a half pill oontum. according 
to the calculatioll8 based on the prescribed tablea for t.he calculation of valu .. : 

Provided that the Commissioner may from time to time. if he think. fit. alter the rate per centum upon 
which the c.lculationa in this section are based : 

(b) rent. in the case of a leas6 of improved land. meana so much of the whole rent as boars to the whole rent 
the proportion which the unimproved value of the land at the date of the I .... e bore to the improved 
value: 

Provided that, where onerous conditions for constructing buildinga. work •• or other improvements 
upon the land. or expending money thereon. are imposed npon the l ... ee. or where any fine. premium. 
or fore-gift. or consideration in the nature of fine, premium. or fore-gift. is payable by the 1 ...... the 
Commissioner may a ..... the amount (if any) which ought. for the purpose. of this section. to b. 
added to the value of tbe rent in respect thereof. and the value of the rent shall be d .. m.d to be 
increased by that amount accordingly; 

(c) the owner of a I .... ehold eatate includea the I .... e of land for life under a le8.e or an agreement for a 
lease. " 

781. The proviso to sub-section (2.) is in our opinion objectionable and should be eliminated. 
Where it operates it measures the unimproved value of a lessee's estate by an arbitrary method 
which. as indicated in paragraph 773, should in our opinion be removed from the Act. 

782. The general scheme of Section 28 is not inconsistent with the principle of beneficial 
ownership, which we recommend as the basis of taxation. The principal criticism of the Section 
by witnesses turned upon the question of "onerous conditions" in the proviso to Sub-section (3.) (b). 

-In a case arising under this sub-section. it was held by the High Court that :-
" A covenant in a .lease of Crown land for mining purposes requiring the lessees 

during the term of the lease to employ in the construction of works or in· mining 
operations on or under the land a number of able and competent workmen and miners, 
was an onerous condition for expending money upon the land." (The Coal Cliff Collieries 
Ltd. 11. Federal Commissioner of Land Tax (1917) 24 C.L.R., 197.) 

The Commissioner of Taxation informed us that insuperable difficulties were encountered 
in the attempt to compute the amount of deduction on account of the " onerous conditions" in 
this case, with the result that no deduction could be made. It has been suggested that "onerous 
conditions," for the purposes of the sub-section, should be defined as including all those conditions 
of a lease which involve any limitation in the use of the land by the lessee; but, in our opinion, 
the term .. onerous conditions" in Section 28 should be confined to obligations to do lomething 
byway of an improvement of the leased property, which-

(1) will enure to the benefit of the landlord; or 
(2) may be reasonably regarded as a substitute for rent, or may be reasonably converted 

into terms of rent; or 
(3) will involve an expenditure on the part of the lessee, the effect of which will be 

to maintain or increase the capital improved value of the land. 

We recommend amendment of the Act to secure that result. 

783. We do not consider it inconsistent with that recommentiation that rates and taxes 
attached by law to the ownership or possession of land and paid by the Lessee in relief of the 
Lessor and in accordance with a covenant in the Lease should be regarded as equivalent to rent and 
therefore, like rent, to be taken into account in fixing the unimproved value of the Lessee's 
interest. No deduction is at present allowed on this account, but 

784. We recommend an amendment of the Act to allow such a deduction. 

785. In Section 28, as in Section 27,41 per cent. of the unimproved value is the percentage 
prescribed for the purpose of determining the economic rent. Under Section 28 the taxable 
interest of a Lessee is the amount, if any, by which 4! per centum of the unimproved value of the 
based lands exceeds the annual rent reserved by the Lease. This amount is capitalized for the 
unexpired period of the Lease at 4! per cent. It was contended by witnesses appearing before 
the Crown Leases Commission, and also before the present Commission, that to adopt 4! per cent. 
as the factor of capitalization in this case puts the taxpayer at a disadvantage and is inconsistent 
with the facts of the average primary producer's position. It was stated that a Crown Leaseholder, 
for example, is entitled to expect a return of not less than 10 per cent. (some witnesses put the 
percentage much higher). The CommiSllioner of Taxation,in his evidence before the Crown Leases 
Commission, expressed the opinion that the rate for capitalization should be about 51 per cent. 
Iiut not exceeding 8 per cent. The effect of increasing the percentage used as the factor of 
capitalization is to decrease the taxable interest .of the Lessee and consequently the Lessee's 
tax. The Crown Leases Commission, being of opinion that the 41 per cent. basis is 
" inequitable," recommende.d that a basis of about 8 per cent. should be used. 
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786. The question can only arise when the rent payable by a Lessee is less than the economic 
rent. In that case the position is that the total estate or interest in the land is divided between 
the.Lessor and the Lessee. It seems to us, therefore. that when the proportions of the total 
interest in the land respectively vested in the two parties and expressed in terms of rent are to be 
converted into their capital-value equivalents the same percentage-factor of capitalization should 
be used in e~ch case; otherwise the treatment of the matter will be determined by the introduction 
into the calculation of an inappropriate element, namely, that of tax-concession. to the Lessee. 
The desire to make a tax-concession to the Lessee is intelligible, but it appears to us illogical to 
attempt to efiect this result by applying difierent rates of capitalization to the two parts into 
which the total economic rent of a.piece of land happens to be divided. 

787. There are two further objections :-First, that if the Lessee's interest is to be capita
lized according to the rate of the net profit which the Lessee expects to make as a result of carrying 
on business upon the land (and this is the basis put forward by the advocates of this course) the 
standard is varying and uncertain; second, that the course proposed would give a tax-concession 
to the Lessee at the direct expense of the Lessor (where the Lessor is taxable) ; but this, we suggest, 
is contrary to sound principle. Exemptions and deductions from tax are legitimately made only 
at the expense of the whole body of taxpayers. By the course proposed, one person, the Lessee, 
would, improperly as we think, have his tax decreased at the direct expense of another person, 
the Lessor. It may be said that it is in respect of Crown Leases where the Lessor (the State) is 
exempt from tax that the proposal is made. That is true, but the method seems more manifestly 
inappropriate as a means of giving a tax-concession if it is proposed to be made only where there 
is a taxable Lessee but no taxable Lessor. 

788. We have carefully considered all that has been advanced on this subject, and are 
unable to see any valid reason for recommending a factor of capitalization difiering from the 
factor used as the percentage of unimproved value adopted for the purpose of determining the 
" economic rent." At present. this is. 41 per cent. The evident intention is that the prescribed 
percentage shall have a close relation to the average return derivable from sound investments. 
We do not recommend any change in that rate, for the re&lion that we have not received any evidence. 
pointing definitely to the need for such a change and supplying us with reasons for adopting some 
other specific rate. We consider, however, that any change in that percentage might reasonably 
be made from time to time upon the recommendation of the financial advisers of the Common
wealth. 

789. Section 29.-This section as amended in 1914 contains the provisions under which 
the taxation of Lessees' interests in Crown Leaseholds is authorized. (For discussion upon that 
subject, see" Taxation of Lessees' Estates in Crown Leaseholds," page 189). 

790. Sections 31 and 32.-Thl:se sections provide in efiect that a Mortgagor shall be. the 
taxpayer in respect of the land represented by the Mortgage, the Mortgagee only incurring liability 
for tax when in possession of the mortgaged land, and even then the Mortgagor is deemed to be 
the primary taxpayer, and the Mortgagee in possession the secondary taxpayer. The Mortgagee 
in possession is not liable for tax if his possession began before 1st July, 1910, nor in any case 
until a period of three years after he has entered into possession, except where the Mortgagor fails 
to pay the tax during that period, in which event payment by the Mortgagee is required, but that 
payment is deemed to be made by him on behalf of the Mortgagor. Under the scheme we recom·· 
mend of taxing beneficial interests in land, in our opinion, the mortgagor should, while his possession 
is uninterfered with, ba regarded as tha sola taxpayer. If, on tha other hand, a Mortgagee enters 
into possession, he should, in our opinion, from ~he day upon which he takes possession, be deemed 
&0 ba tha lola taxpayer. 

791. We recommend amendment of the Act in accordance with that opinion. 
792. Section 33 reads :-

33.-(1.) Ally person in whom land is vested as a trlllltee shall be assessed and liable in respeet of land tax as if 
be were beneficially .ntitled to the land: 

Provid.d tb'at where h. is the owner of different land. in .everalty, in trust for different beneficial owners who are 
not for any reason liable to be jointly assessed, the tax so payable by him aball be ,",parately ........ d in respect 
of each of those lands : 

PI ovid.d also that when a trustee is also the benefioial owner of other land, he shall be ,eparately a ..... ed for 
that land, and for th.land of which h. is 8 trust.e, unless for any reason h. is liable to be jointly a ...... d indep.ndentlv 

. of this aeotion. . 
• • • • • • • • 

(2.) A trustee sball in no case b. deemed to b. an absentee; but any of the beneficiaries who are absentees aball 
be soparately assessed and liable as abs.nt .... 

This section will need amendment if the beneficial ownership basis for taxation be adopted, 
as recommended. In that case a trustee, who as such is now made liable to Land Tax as if he 
were beneficially. entitled to the land, would be wholly relieved of that liability. If, however, 
a trustee were also a beneficiary, he would be liable as beneficiary to the extent of his beneficial 
interest, but not t B trustee. 
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793. Section 35.-This section provides that the owner of an equitable estate or interest 
in land shall be assessed and liable in respect of Land Tax as if he were the legal owner of the 
estate or interest. A further provision is that, where there is an equitable interest, the owner 
of the legal estate shall be deemed to be the primary taxpayer and the owner of the equitable 
estate the secondary taxpayer. This .ection will need amendment or may become unnec188ary 
if our recommendations with regard to the beneficial ownership basis of taxation (see paragraph 
638) and with regard to Section 25 (see paragraphs 763-766) be adopted. 

794. Section 36 reads :-
36.-(1.) Land owned by a married woman for ber sole and O6parate use shall be liable to wesement and taxation 

.s if she were unmarried. 

(2.) Where-
(a) a husbond hos directly or indirectly tronsferred land to or in trust for his wife. or 
(b) a wife has directly or indirectly transferred land to or in trust for her husband. 

(they not being judicially separated). the husband and wife .hall. unl ... the Commi8l!ioner is .. tisfied that the transfer 
was not for the purpose of evading land tax, be deemed to be joint owners of all the land owned by either 01 them: 

Provided that this sub-section shall not apply to settlements made before the thirtieth day 01 September. One 
thousand.nine hundred and ten. 

Sub-section (2.) of this section was declared by the High Court to be invalid-Waterhouse 
t!. Deputy Federal Commissioner of Land Tax (South Australia (1914) 17 C.L.R. 665). 

795. In vi.w of that d.cision, the .ub .... ction should b. r.p.a1.d. 

796. Section 37 reads :-
37.-(1.) Where, before or after tbe commencement of thi. Act. an agreement has been made for the .. le 01 land. 

whether the agreement has been completed by conveyance or n_ 

(a) the buyer shall be deemed to be the owner 01 the land (though not to the exclusion 01 the liability 01 any 
other person) so .oon a. h. has obtained p080688ion of the land; and 

(b) the O6ller &hall be deemed to remain the owner 01 the land (though not to the exclusion of the liability 
of any other person) until p0888ssion of the land ha. been delivered to the purchaaor and at least 
fifteen per eentum of the purchase money has been paid: 

Provided that the Commissioner may exempt the .eller from the provisions of this section. if he is soti.fied that 
the agreement for sale has been made in good faith, and not for the purpose of evading the payment of land tax. and 
that the agreement is still in force; as to all which matters the decision of the Commissioner shall be final and con
elusive. 

(2.) In estimating the amount of purcha.e money which has been paid; all money-
(a) owing by the purchaser to the seller, and oecured by any mortgage or charge on the land; or 
(b) lent to the purchaser by the seller; or 
(c) owing by the purchaser to any other person, and directly or indirectly guaranteed by the seller. 

shall be deemed to be unpaid purchase money. 
(3.) When by virtue of this section the buyer and seller of anyIand"are both liable far land tax in re.pect thereof 

the buyer shan be deemed to be the primary taxpuyer, !Lnd the seller to be the secondary taxpayer; and there 
shaH be deducted from the tax payable by the .elIer in respect of the land such amount (if any) a8 is nee ••• ary 
to prevent double taxation. 

797. During our inquiry this section has been criticised by witneSBes as unnecessarily 
continuing for an undefined time the concurrent tax-liability of two persons, namely, the buyer 
and the seller, where an agreement has been made for the sale of land. It will be seen that, while 
the buyer is deemed to be the primary taxpayer, the seller is for taxation purposes deemed to 
remain the owner of the land (and secondary taxpayer) until possession has been given to the 
purchaser and at least 15 per cent. of the purchase money has been paid. The Commissioner is 
given discretion to exempt the seller from the provisions of the section under specified conditions, 
and his decision in the matter is made final and conclusive. It was urged upon the Commission 
that the delivery of possession by the seller should, as under the Queensland Act, be accepted as 
a sufficient test of the transfer of liability to taxation. It is stated that many transactions occur 
in which possession is given to the purchaser, although either no payment on account of the 
purchase money has been made, or, as in the more common case, a proportion of the purchase 
money less than the 15 per cent. prescribed by the Act has been paid. 

798. We recommend that the section be amended to provide that where-
(1) possession of the land has been delivered to the purchaser, with the right to 

receive the rents and profits, and 
(2) not less than 10 per cent. of the purchase money has been paid, 

the purchaser should be treated· as the owner, and the seller's liability to taxation should be 
deemed to have terminated. 

799. In cases where the Commissioner declines to accept the contention of either of the 
parlies that these conditions have been fulfilled, we recommend that the party aggrieved by such 
decision be entitled to appeal to the Board of Appeal (see paragraph 721). The evidence shows 
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the practice of the Department to be to release the seller from liability to tax it the buyer has 
obtained possession of the land and hasJ~:d some part of the purchase money, though it be less 
than 15 per cent. The Act apparently 'ts of the exercise of the discretion of the Commissioner 
in such a way as (in a proper case) to relieve the seller from liability to tax, even though no part 
of the purchase money had been paid. To meet exceptional cases, the' provision conferring such 
discretion should in our opinion be retained. 

800. Sub-section (3.) of the above section should disappear if our recominendation with 
regard to the beneficial ownership basis be adopted. 

801. Section 38 reads- •• 
38.-(1.) Joint owners of land shall be asseBBed and liable for Iand.tax in accordance with the provisions of 

this section. 
(2.) Joint owners (except those of them whose interests are exempt from taxation under section thirteen or 

section forty.one of this Act) shall be jointly aBBessed and liable in respect of the land (exclusive of the interest of any 
joint owner 80 exempt) as if it were owned by a sin!!le person. without regard to their respective interests therein or 
to any deductions to which any of them may be entitled under this Act. and without taking into account any land 
owned by anyone of them in severalty or as joint owner with any other person. 

(3.) Each joint owner of land shall in addition be separately aBBeBBed imd liable in respect of-
(a) his individual interest in the land (as if he were the owner of a part of the land in proportion to his 

interest). together with 
(h) any other land owned by him in Beveralty. and 
(c) his individual interests in any other land. 

('.) The joint owners in respect of their joint assessment shall be deemed to be the primary taxpayer. and each 
joint owner in respect of his separate &BBeBBment to be a secondary taxpayer; and from the tsx payable in respect of 
his interest in the land. by each joint owner under the last preceding sub·section. there shall be. deducted such amount 
(if any) as is necessary to prevent double taxation. 

(5.) Joint owners .hall in no case be deemed in respect of their joint assessment to be absentees; but any of 
them who is an absentee shall be separately assessed and liable. under this section. as an absentee. 

(6.) Thia section shall not apply in the case of joint owners who have made partition of their interests since 
the thirtieth day of Jun •• One thousand nine hundred and ten. and before the thirtieth day of September. On. 
thousand nine hundred and ten. 

(7.) Where. under a settlement made before the first day of July. One thousand nine hundred and ten. or under 
the will of a teststor who died before that day. the beneficial interest in any land or in the income therefrom is for the 
time being shared among a number of persons. all of whom are relatives of the settlor or testator by blood. marriage. 
or adoption. in such a way that they are tsxable as joint owners l'nder this Act. then. for the purpose of their joint 
assesoment as such joint owners. tbere may be deducted from the unimproved value of the land. instead of the sum of 
Five thousand pounds as provided by paragraph (b) of sub·section (2.) of section eleven of this Act. the aggregats of 
the following sums, namely ;-

In respect of each of the joint owners who hold an original share in the land under the settlement or will-
(a) the sum of Five thousand pounds. or . 
(b) the Sum which bears the same proportion to the unimproved value of the land. after deducting the 

value of any annuity under section thirty·four of this Act, as the ohare beam to the whole. 
whichever i .. the leBB ; . 

Provided that. where the same persons have a beneficial interest in land or in the income therefrom under more 
than one settlement or will or under a settlement and will, they shall be jointly &BBessed in respect of the whole of their 
interestH under the settlements or wills or settlement and will, and there may be deducted in the joint assessment from 
the unimproved value of the land comprioed in the joint a ..... ment. instead of the sum of Five thousand pounds as 
provided by paragraph (b) of .ub·section (2.) of section eleven uf thio Act. the aggregate of the following sums. namely :-

In respect of each of the joint ownero who holds an original share in the land being jointly &BB088ed
(a) the totsl .um of Five thousand pounds. or 
(b) the sum which bearo the same proportion to the unimproved value of the land after deducting the value 

of any annuity under section thirty·four of this Act 89 the share bearo to the whole. 
whichever is the leos. 

(8.) In this section ... original share in the land" meauo the share of one of the persons opecified in the settlement 
or will as entitled to the firot life or greater intereat thereunder in the land or the income therefrom, or to the first such 
intereot in remainder after a life intereot of the settlor or after a life intereat of the wife or husband of the settlor or 
testator. 

802. The term " joint owners" used in this section is defined thus by Section 3 :-
" Joint owners" means persons who own land jointly or in common, whether as 

partners or otherwise, and includes persons who have a life or greater interest in shares 
of the income from the land." . 

Perhaps the most numerous and important group of persons whose interests are governed by this 
section is that of shareholders in Companies. This long and complicated section, which has been 
the subject of much litigation, will practically disappear from the Act if our recommendation 
with regard to beneficial ownership as the basis for taxation be adopted. In the case of joint 
owners in the strict sense, that is, persons who have an undivided interest in land and are not 
tenants in common, in our opinion the interest of each joint owner for the purpose of the Land 
Tax should be ascertained by dividing the total unimproved value of the land by the number of 
joint own81'S. 
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. 803. SU9-~tion 7 of this section places joint beneficial owners in trust estates where the 
mterest arose pnor to the inception of the Act, 1st July, 1910, in an advantageous position in 
regard to the tax as compared with other joint owners. The Commissioner of Taxation informed 
us that-

" It is understood that the provision was inserted because it was contended that 
joint beneficial owners under trust deeds could not sell the land and thns assist in breaking 
up big estates. There is, however, a way by which beneficial owners can obtain power 
to sell (consent of Court), 80 that no real reason exists for the discrimination between 
joint beneficial owners in trust estates and ordinary joint owners." 

In our opinion, this discrimination cannot be fully justified, and we recommend the repeal of 
Sub-section 7. • 

• 
804. Section 38A confers upon a specified class of persons a somewhat similar privilege to 

that conferred by Section 38 (7.). In our opinion, this discrimination also cannot be fully justified, 
and we recommend the repeal of the section. 

805. With regard to recommendations for the repeal of Section 38 (7.) and Section 38A, it 
should be pointed out that if our recommendation (paragraph 638) of beneficial ownership as the 
801e test of tax-liability be adopted, the net combined eHect of the recommendations will be not 
to diminish any exemption which can now be claimed under Section 38 (7.) or Section 38A, but, 
where the amount claimable under those sectious is less than £5,000, to allow that sum to be 
claimed. It is important to note that what is now a privilege granted to restricted classes of 
joint owners would then become the right of all joint owners. 

806. Section 39 reads- . 
39.-(1.) All lalid owned by a company shall be deemed (though not to the exclusion 01 the liability 01 the 

company or 01 any other persons) to be owned by the shareholders of the company as joint owners, in the proportion. 
of their interests in the paid-up capital of the company. 

(2.) The provisions of section thirty·eight of this Act shall apply accordingly (but so that the assessment and 
liability of the company shall be in lieu of the joint assessment and liability under sub-section (2.) of that section), 
and the shareholders shall be separately assessed and liable, and entitled to deductions, in accordance with that section. 

(3.) The term "shareholder," in this and the next following section includes all persons on who •• behalf a share 
in the company is held by a trustee or by any other person. 

(4.) A company shall in no case be deemed to be an absentee; but any of the shareholders who are absentees 
shall be separately 888essed and liable as absentees. 

(5.) A company shall be deemed to be the agent in the Commonwealth for the purposes of this Act for an 
absentee shareholder in respect of his interest in the company. 

807. We have recommended above (paragraph 639) that for practical reasons Companies 
shall be treated in an exceptional manner-that is, by regarding a Company as beneficial 
owner and sole taxable entity. If that recommendation be approved, amendment of Sect.ion 39 
will be required. 

·808. Section 41 reads-
41.-(1.) Land owned by a Mutual Life Assurance Society (not being land of which the society is mortgagee 

in possession, or which the society has acquired under or by virtue of a mortgage) shall not be liable as against this 
society or its policy-holders, to assessment or taxation under this Act. 

(2.) For the purposes of this section, a Mutual Life Assurance Society means any assurancc society all the profit. 
of which are divided among the policy-holders. In the case of a society which has shareholders who are entitled to 
receive a share of the profits of the society, a proportion of such land owned by the so .iety, corresponding to the 
proportion of the total assurances of the society which is represented hy its Australian policies, shall not b. liable as 
against the society or its policy-holders to assessment or taxation under this Act. 

809. Land owned bya Mutual Life Assurance Society is not exempt from Land Taxation 
under any of the State ActS. Its exemption under the Com~onwealth Act is c~early.a questi?n 
of policy, perhaps based on the ground that the payment of life assurance premIUms IS a speCial 
form of thrift which, in the general interests of the community, it is desirable to encourage, not 
only by the exemption granted under the Income Tax Assessment Act of amounts up to £50 
paid as premiums on life policies, but by exempting from Land Tax the lands of suc~ societies. 
Should it be decided to continue the exemption, thete seems no reason why the sectIOn should 
not disappear and the provision fonn part of Section 13. We are unable to lee any justification 
for the exemption applying in any degree in the case of Proprietary Life Assurance Societies. 

810. Section 42A reads-
42A. Where land i. occupied, controlle:!, or used by a person who is not the owner and there is no lease or 

agreement for a lease for a definite term in respect of the occupancy, contro\, or user of the land, the person occuPying 
controlling, or using the land shall be deemed to b. the lessee for life of the land and shall be 888essable as prOVided 
in section twenty-seven of this Act: 

• Provided that the Commissioner may exempt the person occupying, controlling, or using the :mnd from the 
provisions of this section, if he i. aatisfied that the arrangement is of a temporary nature, 18 to which matter the 
decision of the Commissioner .hall be final and conc!tunve. 
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811. Where1and is occupied as contemplated by this section, as the interest of the person 
occupying, controlling, or using the land is of so indefinite a nature, in our opinion the whole 
liability for payment of tax should be imposed upon the actual owner 01 the land. If this were 
likely to cause any hardship, it would be within the power of the owner to put an end to the 
occupation or to arrange for a lease in accordance with which the interests of the lessor and 
lessee would be separately estimated for purposes of taxation. 

812. Section 43 reads---
43. Where under this Act-

(a) any person is deemed to beothe secondary taxpayer in respect of any land or interest; and 
(b) it is provided that there shall be deducted from the tax payable by the secondary taxpayer, in respect 

of the land or interest, such amount (if any) as is nece .. ary to prevent double taxation, 
the amount of the deduction (if any) shall be the lesser of the following amounts :-

(a) the amount of tax payable in respect of the land or interest by the secondary taxpayer; or 
(b) the aggregate of the amounts of tax (if any) payable in respect of the land or interest by the primary 

taxpayer and by any precedent secondary taxpayer: _ 
Provided that the secondary taxpayer shall be ass .... d and \isble in respect of the land or interest, notwithstanding 

that the primary taxpayer is exempt from taxation in respec.t of the land or interest, or that there is no primary 
taxpayer in respect of the land or interest. 

813. If our recommendation with regard to the beneficial ownership basis be adopted, 
this section will become unnecessary. An important element in our consideration is the 
simplification of the Act by the abolition of the complex scheme of primary taxpayers and 
secondary taxpayers. The proviso to this section deals with cases where the primary taxpayer 
ill' exempt from taxation in respect of the land or interest or where there is no primary taxpayer 
in respect of such interest. There are instances, exemplified by Glenn's case (20 C.L.R. 490) 
in which land is vested in a trustee, but at a given time there is no person entitled in equity to 
an estate of freehold in possession of the land. In such cases, as was held by the High Court in 
the case cited, the trustee is entitled to the whole of the estate in possession, both legal and 
equitable, and under the beneficial ownership basis would therefore be the sole taxpayer. 

814. Section 44.-This section contains provisions as to appeals to the High Court and 
other Courts. Attention is invited to the section of this Report headed "Board of Appeal" 
(page 198). 

815. Section 45 reads---
45.-(1.) The fact that Bn appeal is pending shall not in the meantime interfere with or affect the assessment 

appealed from; and land tax may be levied and recovered on the aasessment as if no appeal were rending. 
(2.) U the assessment is altered on appeal a due adjustment shall be made, for wMch purpose amounta paid in 

exces. shall be refundsd, and amounts short paid &hall be recoverable as arrears. -

816. The Land Tax Assessment Act, unlike the Income Tax Assessment Act, contains 
no provision for the lodging by a taxpayer of an objection to assessment, although the Regulations 
provide for that course. Under the Income Tax Assessment Act the lodging of an objection is 
the first step to be taken by a taxpayer who is dissatisfied with the Commissioner's assessment, 
and if ~e Comm!ssioner, after .c?nsi?era~ion of an objection, disall?ws. it, e~ther wholly?r in 
part, wntten notICe of the deCISion IS given to the taxpayer, who, if dissatisfied, may Within 
42 days request the Commissioner to treat his objection as an appeal and to forward it to a Court 
(named by the taxpayer) or to the Board of Appeal. , 

817. The insertion in the Land Tax Assessment Act of similar provisions will, we assume 
follow the adoption of our recommendation under" Board of Appeal.". ' 

818. In the course of his evidence, the Commissioner of Taxation informed us that 
frequent representations had been made to him with regard to the harshness of a strict application 
of the section to.the extent of co~~elling payment of the.t?tal tax assessed, although a bona fide 
appeal was pending. The C~mnusslOner expressed the ?Pl:lli0n ~at B:mendment· of the Act might 
r~onably be made, to prOVide that, where the qomDllBSI~~er IS satisfied that th~ appe~ is not 
frivolous, payment of the tax may be deferred until the deCISIon of the appellate tnbunallS given. 
The Commissioner went on to say that such a provision should not, in his opiuion, be extended 
to mete objections to. assess~ent by a taxpayer which are not followed up by an. appeal to a 
Court or other prescnbed tribunal, as the Department had had unfortunate 'expenence in two 
States, where the office was flooded with objections by taxpayers which, in many cases, were not 
properly stated, and in a great number of instances were not followed by any further action on 
the part of the objectors. 
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819. We recommend that it be provided that a taxpayer, when lodging an objection to 
assessment, should be required &0 pay tax upon the amount whicb be admits is taxable, or 75 per 
cent. of tbe tax assessed, whichever is the greater. 

820. If the Commissioner on consideration disallows the objection, and the taxpayer does 
not within the prescribed time exercise his right of requiring the objection to be treated as an 
appeal, the taxpayer should be required at once to pay the balance of the tax, with interest at 
a prescribed rate. If, however, the taxpayer requires the Commissioner to treat his objection 
as an appeal and forward it either to a Court or to the Board of Appeal, in our opinion the 
payment of the balance of the tax claimed should be allowed to await the decision of the Court 
or Board. If the tribunal determines any balance of tax to be payable, the taxpayer should be 
required to pay such balance within 30 days of notification of the decision of the tribunal and 
also to pay interest thereon at a prescribed rate. 

821. Extension of Time for Payment of Tax and Payment by Insialmenls.-In his Seventh 
~ual Report, page 13, the Commissioner of Taxation pointed out that-

"The Act as it now stands contains no direct provision empowerin~ the 
Commissioner to extend the time for payment, or to allow the' tax to be paid by 
instalments, though that power is assumed and used." 

Such a power is conferred upon the Commissioner by the Income Tax Assessment Act, and 

822. We recommend an amendment of the Land Tax Assessment Ad giving a similar 
power to the Commissioner under tbat Act. 

823. Section 50 reads-
50. Every person who fails to pay the amount payable by him in respect of land tax before the expiration of 

thirty days after it has become due shall be liable by way of additional tax to a further amount of ten per centum on 
the amount of the tax : 

Provided that the Commissioner may in any partioular oase, for reasons whioh in his discretion h. thinka 
sufficient, remit the additional tax or any part thereof. The Commissioner shall furnish to the Treasurer annnally, 
for preeentation to Parliament, a report of all such remissions with a statement of the reasons therefor. 

824. This section does not fix a time within which any additional tax imposed under its 
provisions shall be paid. 

825. We recommend that any additional tax levied under this section be made payable 
on a date to be named in the notice, being not less than 30 days after service by post of notice 
to pay, and tha.t, in the case of non-payment, penalty at the rate prescribed for non-payment 
of the original tax be levied. Where there is failure to pay tax within the prescribed time, the 
section provides a penalty of 10 per cent. This, in our opinion, should be varied to correspond 
with our recommendation in the case of Income Tax, as set out in paragraph 554 of our Third 
Report, which r.eade :- . 

" In our opinion, a rate per cent. per annum should be prescribed in lieu of the 
present absolute 10 per cent., and we recommend that the rate be 10 per cent.· per 
annum. In making this recommendation, we do not recommend any limitation upon 
the discretion now given to the Commissioner to remit the penalty or any part thereof." 

826. Refunds-Time within which Application may be made.-The following is quoted 
flomthe Seventh Annual Report of the Commissioner of Taxation :-

.. It is desirable to bring the Act into line with the Income Tax Assessment Act 
on the question of refunds desired by the taxpayer. , 

The Conference of Taxation Commissioners agreed that no refund should be 
made on a taxpayer's application unless it is made within three years after the payment 
of the tax. This proposal was incorporated in the Income Tax Assessment Act, and 
it is considered that a similar provision should be incorporated in the Land Tax 
Assessment Act. The reason for this decision was that the taxpayer should be able 
to discover an overpayment within three years of having made the payment, since he 
has only his own assessment to attend to." 

827. We recommend amendment of the Land Tax Assessment Act as indicated by the 
Commissioner, with an additional provision of tbe nature indicated in paragrapb 546 of our Third 
Report, which reads :-

" The provision limiting the taxpayer's right to refund of tax upon alteration 
in his assessment due to an application made by him within three years after the 
payment of the tax should not be held to govern those cases in which such application 
is based upon a Departmental ruling not previously available to the taxpayer." (See 
also recommendation under" Office Orders," page 199.) 
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828. Sectioll 59 reads-
1i9. If within three yoan after any land tax has been paid it is discovered that too little in amonnt has been 

paid, the taxpayer liable for the tax ohaU forthwith pay the defioiency : 

Provided that nOthing in this eection ohall operate to limit or affect the liability of the taxpayer or any other 
per1lOD noder .... tiOD fifty·three of this Act. 

829. We rec:ommelld amendment of this section to allow the taxpayer 60 days within which 
to pay the amount originally shod paid. 

830. Section 65 reads-
•• 65.-(1.) The Commissioner may by notice in writing ftquire any per1lOn, whether a taxpayer or not, to attend 

and give evidence before him, 0' before any officer authorized by him in that behalf, concerning any land or assessment, 
and to produce all books documents and other papers whatever in his custody or under his control relating thereto. 

(2.) The Comniissioner may require the evidence to be given on oath, and either verbally or in writing, and for 
such purpose he, or the officer so authorized by him, may administer an oath. 

(3.) The Regu1ations may prescribe scal .. of expenses ,to ,be allowed to persons required under this section 
to attend. 

831. The Commissioner has pointed out to us that obstructive tactics have been adopted 
in several cases to prevent the Department obtaining information to be placed before the Court 
with a view to assisting it to arrive at a proper judgment of the value of land. Fuller powers 
to obtain information are necessary, and the Commissioner suggests that Section 65 (1.) be 
smended to read :-

1. The Commissioner may by notice in writing require any person whether a 
taxpayer or not 

(a) to furnish him with such information as he may require; and 

(b) to attend and give evidence before him, or before any officer suthorized by 
him in that behalf, concerning any land or assessment, snd to produce s11 
books, documents, and other papers whatever in his custody or under his 
control relating thereto." 

We endorse the recommendation of the Commissioner in this respect. A consequential amendment 
of Sub-section (3.) will be necessary so that it shall spply slso to persons affected by the proposed 
smendment of Sub-section (1.). 

832. A consequential amendment will also be necessary in Section 68 (a) by inserting 
after the word .. return" the words .. or information." . 

833. Section 6S-Relief Section.-For recommendation relating to this section see heading 
.. Relief Bosrd " (paragraph 723). . 

SECTION XXXI. 
MIDLAND RAILWAY COMPANY OF WESTERN AUSTRALIA. 

834. Oral evidence on behalf of the sbove Company, supplemented by a volume of 
documentsry informstion, was submitted to the Commission. So far as the fscts presented by 
the Company can be considered as being directly relsted to taxation, they centre round the 
Company's view that in the special circumstances of its case, Commonwealth Lsnd Tax, and, 
to a less extent, State Land Tax, operate harshly. After an analytical examination of the 
documents submitted and careful consideration of the other evidence, the Commission has come 
to the conclusion that its Terms of Reference do not empower it to make a direct recommendation 
upon the special claims submitted by the Company. 

835. The fact should be mentionedTthat representations on behalf of the settlers upon 
the Company's lands in Western Australia were also made to the Commission, but those 
representations msy be regarded as indirect rather than direct-that is, they did not express 
any grievance of the settlers themselves in relation to Land Taxation, but suggested an amendment 
of the definition of "Unimproved value," which, in their opinion, would relieve the Company, 
and indirectly lead to an improvement of the position of the settlers. (For recommendation 
with regard to" unimproved value," see Section of this Report" Definitions as to Value," page 192.) 
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836. In order to prevent any misconception as to the relation of this Report to our 
Second Report, in which we dealt with the HarmonUation of Commonwealth and State Taxation, 
we wish to invite attention to Section XX. (page 184 of the present Report), and to state 
explicitly what is there implied, namely, that some of the recommendations m this Report must 
be regarded as alternative only, since they will be rendered unnece88&lY if the recommendations 
of the Commiss:on on "HarmonUation " ("econd Report, paragraphs 249-50), or those expi:essed 
in the Reservation of Mr. Commissioner Jolly on that subject, be given efiect. 

In concluding this, our Fourth Report, 

We have the 'honoUf_ to be, 

S. E. JEIJ..EY, Secretary. 

Melbourne, 3rd November, 1922 

Your Excellency'. most obedient Servants, 

w. WARREN KERR (Chairman.) 

JOHN JOIJ..Y. 

J. G. FARLEIGH. 

W. T. MISSINGHAM. 

JOHN THOMSON. 

S. MILLS. 

M. B. DUFFY. 
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The n ... mberi"ll of the pagll8, p"'ag""p,,", and 
appen.di<:& oontin .... the numberi"ll of the 
Fwd, Second, Thi,d. and Fourlh RepOT"'. 

cmfMONWEAIJTH OF AUSTRALIA. 

FH'TH AND FINAL REPORT OF THE COMMISSIONERS. 

To "is Excellency the Right Honorable HENRY WILLIAM, BARON FORSTER, a Member 
oJ His Majeflty'B Most HMJprable Privy Oouncil, Knight Grand Oross of the Most 
Distinguished Order oJ St. M ichael and St. George, Governor-General and 
OommwniJer-i'/l-Chief of the Oommonwealth of Australia. 

MAY IT PLEASE YOUR EXCELLENOY: 

We, the Comnllssioners appointed by Royal Letters Patent to inquire into and report 
upon the incidence of Commonwealth taxation, and into and upon any amendmentB 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 relat~on to 
objections and appeals, 

have the honour, in continuation of our First, Second, Third, and Fourth Reports, dated 
respectively 27th October, 1921, 13th April, 1922, 21st July, 1922, and 3rd November, 1922, to 
report hereunder upon the following subjects coming within the Terms of Reference :-

(32) Estate, Probate, and Succession Duties. 

(33) Commonwealth Estate Duty Assessment Act. 

(34) Brief Summary of Probate and Succession Legislation in the Several States. 

(35) Estate or Succession Duty, which form should be adopted? 

(36) Amount Exempted from Duty. 

(37) Differentiation-Consanguinity. 

(38) Graduation. 

(39) Property passing under SettlementB. 

(40) Joint Interests. 

(41) Corporation Duty. 

(42) Board oUppea!. 

(43) Office Orders. 
(44) Anomalies arising under Commonwealth and States' Scales of Rates. 

(45) Miscellaneous. 

(46) CommentB on Varions Sections of the Commonwealth Estate Duty Assessment Act. 

(47) Entertainments and Amusements Taxation. 

(48) War-time Profits Tax Assessment Act. 

One of our colleagues, Mr. John Thomson, resigned early in November, 1922. We were 
thus deprived of the advantage of Mr. Thomson's assistance in the preparation of this our Final 
Report. 



SECTION XXXII. 

ESTATE, PROBATE, AND SUCCESSION DUTIES. 

838. Taxes of this character take two forms, the more common of whioh may be called an 
Estate or Probate Duty, inasmuch as it is an amount levied upon the total of an estate of a 
deceased owner, as distinguished from a tax upon the value of a beneficiary's interest. In this 
form it is very ancient, as there is evidence that Death Duties of this kind were collected in 
Egypt as far back as the 2nd century B.C.· 

839. British Estate Duty.-During the feudal period in England, feudal lords commonly 
exacted contributions upon the devolution of property at the death of the tenant. The earliest 
statutory tax upon estates of deceased persons in England was levied under an Act of the year 
1694. This tax came to be known popularly as the Probate Duty. At first it was merely a 
Stamp Duty of 5s. upon each Probate or Letters of Administration. Fifteen years later, the 
first attempt was made to impose the tax with reference to the value of the prol?erty, but only 
personal property was made taxable. It is a coincidence that the Statute imposmg the present 
British Estate Duty was passed exactly 200 years after the Statute above mentioned, namely, in 
1894. The Statute of 1894 was of great importance, for the reason that it extended the tax to 
real property, which for 200 years had escaped this form of Death Duty, and also because it 
embodied a complete scheme of graduation, with a correlative aggregation of interests. 

840. The history of British Death Duties, however, is not exhausted when the story of 
the imposition of tax upon the estates of deceased persons has been told. In 1796 an Act waa 
passed imposing a tax which came to be known as the Legacy Duty. The tax was levied-

"in respect of the acquisition by collaterals and strangers of property through the 
testacy or intestacy of its deceased owner." 

The tax had reference to personal property only, a second Bill for the taxation of real estate on 
similar lines having been withdrawn in view of the opposition which developed. The Act of 
1796, which, it will be seen, is in the nature of a tax upon beneficiaries rather than upon the estate 
of a deceased person, is still part of the group of Statutes in Great Britain regulating the so-called 
Death Duties. In 1853 a Succession Duty was imposed, which also, like the Legacy Duty, is a 
tax upon beneficiaries, and which extended the taxation of beneficiaries' interests to real property. 
The present British Death Duties are levied under three Acts, namely, the Estate Duty Act of 
1894, which imposes a tax upon the total value of a deceased estate, and the complementary 
Legacy Duty and Succession Duty Acts. 

841. The following table shows the rates of Estate Duty now levied in Great Britain. 
These rates are imposed on the total net value of the estate, and are not subject to any 
deductions on account of the degree of relationship to the testator of the beneficiaries :-

Where the Net; Prbudpal Value 01 the BItat.e-
Bate of Duli PH 

Where the Net I"rIDclpal V.lu, of the B,nte-
Rate of nut, S-..... ctDl, 

Kz ........ ADd doee not esaee4- B:r.ceede- ADd do. DOt e .. cee4-
---

I. £ £ £ 
100 .. 600 .. 1 150,000 .. 175,000 .. 17 
500 .. 1,000 .. 2 175,000 .. 200,000 .. 18 

1,000 .. 5,000 .. 3 200,000 .. • 225,000 .. 19 
5,000 .. 10,000 .. 4- 225,000 .. 250,000 .. 20 

10,000 .. 15,000 .. 11 250,000 .. 300,000 .. 21 
15,000 .. 20,000 .. 6 300,000 .. 350,000 .. 22 
20,000 .. 25,000 .. 7 350,000 .. 4.00,000 .. 23 
25,000 .. 30,000 .. 8 4.00,000 .. 450,000 .. 24-
30,000 .. 40,000 .. 9 450,000 .. 500,000 .. 25 
40,000 .. 50,000 .. 10 500,000 .. 500,000 .. 26 
50,000 .. 60,000 .. 11 500,000 .. 800,000 .. 27 
60,000 .. 70,000 .. 12 800,000 .. 1,000,000 .. 28 
70,000 .. 90,000 .. 13 1,000,000 .. 1,250,000 .. 30 
90,000 .. 110,000 .. 14 1,250,000 .. 1,500,000 .. 32 

110,000 .. 130,000 .. 15 1,500,000 .. 2,000,000 .. 35 
130,000 .. 150,000 .. 16 2,000,000 .. .. .. .. '0 . . 

, • See TAl 2"~ 01 CllpUal. Boward ud WUlaD. Waterlow and 80nI Ltd., Lou4oa Wall, LoDdoD, 101'. W ••• "10 ladebMd to tbe IAIU ~e 
.... art for otbu lIlIonnatton iD tbll eeotloD with regard.to Bdtllll and OcmUDmtal ne.&b DaUee. 
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842. The following table shows the rates of Legacy Duty and Succession Duty now levied 
in Great Britain :-

BeI.UonahJp ol tb, Beneficiary (or U1e PeI'llOD of nearer OORIlADgulnlt.y whom. be baI matrled) to the Pencm from. whom &be 
BflDeJlt. la dulved. 

1. Husband or wife .. 
2. Lineal ance.tor. or ieBue . . . . 
3. Brothers or .isters or their descendants . . . . . . 
4. Brothero or oiotero of the father or mother or their descendants .: .. 
11. Brothers or Riotera of a grandfather or grandmother or their deacendants .. 
6. Other collaterals.or strangers . . • • . . . . . . . . 

" 

" 

} 

Ratell of LeKac7 Duty 
and 8uoceu1on Duty. 

1 per cent. 
1 .. 
5 .. 

10 .. 

843. Inheritance Taxes in the United States of America.-The following particulare 
concerning the general scope of the American Inheritance Taxes are culled from a contribution 
upon the subject by Mr. John Harrington, Inheritance Tax Counsel of the Wisconsin Tax 
Commission, published in Volume LVIII. of the Annals of the American Academy of Political and 
Social Science (March, 1915). 

844. The Inheritance Tax in the United States of America is of comparatively reoent 
ongm. Since the adoption of this form of taxation by the State of New York in 1885, it has 
extended rapidly, and now forma part of the taxation system in about four-fifths of the States of 
the Union. 

"The Wisconsin law is modelled upon the New York law, as it existed prior to 
1911, and is fairly typical of the laws prevailing in most of the States. Its salient features 
may be briefly summarized as follows :-

.. The tax is in.1egal theory upon the transfer or the right to receive the property 
of the decedent, not upon the property itself. But the tax is measured by the amount 
of property passing to the beneficiary, and is made a lien upon such property, and a personal 
~harge against the executor and the beneficiary until paid. A tax is imposed not only 
upon the transfer of property by will or intestate law, but also upon any transfer by 
deed, grant, bargain, sale or gift made in contemplation of death of the grantor, vendor 
or donor, or intended to take effect in possession or enjoyment at or after such death. 

The primary rate is 1 per cent. when the transfer is to husband, wife, children, 
father or mother; It per cent. ' to uncles, aunts, nieces and nephews; 3, 4 and 5 per 
cent. to relatives further removed, according to degree of kindred; and 5 per cent. to 
strangers in blood, corporations and other organizations, except municipal, religious, 
charitable and educational corporations within the State, which are exempt. 

The above primary rates apply to the first 825,000 received by the beneficiary. 
The next 325,000 bears a rate of one and a half times the primary rate; the next 
$50,000 twice the primary rate; the next $400,000, two and a half times the primary 
rate; and all above $500,000 three times the primary rate. Thus it will be seen that a 
distant relative or a stranger in blood will pay 15 per cent. upon the excess over a 
half-million dollare that he may receive. 

An exemption from the tax is allowed of 310,000 to a widow, $2,000 to each of 
the other relatives named in the first section, 3500 to those in the second section, and 
lesser amounts to more distant relatives, down to SlOO to those in the fifth cl688. These 
exemptions are taken out of j;he first 325,000. 

The Inheritance Tax is imposed and colleoted during, and as a part of, the settlement 
of estates in the County or Probate Courts, and is usually paid by the executor and 
charged against the share which he is required to pay over to each beneficiary upon 
such settlement." 

In answer to the question-' .. If a decedent lived in one State and owned property in another 
State, to which State should the tax be paid 1 .. Mr. Harrington writes :-

.. Quite early in the administration of the law it was decided that, if the property 
is real estate, the tax is due to the State where the land is located. This rule has been 
affirmed repeatedly, and has received general acquiescence. ' 

Where, however, the foreign property is pereonal, it was early held to follow 
the residence of the owner and to be taxable in the State where the deceased had his 
domicile. But numerons States held that the property was taxable ID the State where 
located, and in such cases the same property was subjected to double taxation. After 
eliminating all real estate, and all pereonal property located in the State of the owner's 
domicile. the property so subjected to double taxation is relatively unimportant in amount 



and not"sufficient in any sense to serve &8 a basis for condemnation of the law. Nevertheless 
possible double or multiple taxation is a problem of sufficient moment to demand the 
careful attention of students and legislators. . 

The recent amendment to the Wisconsin Law (Section 1087-11 SuIrsections 3-8 
Statutes of 1913) is intended as an important step toward the elUcination of doubl~ 
taxation, without surrendering the right to tax the transfer of securities repreAenting 

" Wisconsin corporate property. It provides in substance that the stocl'"!!, bond and other 
securities of a non-resident decedent shall be subject to the Inheritance Tax in this 
State at a value. proportionate ~ the value w~ich"the Wisconsin assets of the corporation 
bear to the entll'e assets. It 18 true that thiS law does not cover the entire situation 
nor have its admjnjstrative problems been fully worked out. ' 

Argument is frequently made on behalf of the Inheritance Tax as an economic 
measure, designed in some degree to reduce ' swollen' fortunes. There is no basis for 
such argument; and a State tax heavy enough to have that effect would probably drive 
much of the liquid capital out of the State, and prevent capital from coming in." 

845. Frequency of Successions-Limit of Tax in relation to.-There has been much discussion 
as to the average interval between any two successions to property, and, while the average 
duration of a generation of inheritance has commonly been taken at about 30 years, the exceptions 
from the averag~ are so impo~nt tha~ several c~untries have adopted provisions under ,,:hi~h 
the Estate Duty 18 reduced, or 18" not leVIed at all, if a second successIOn to property occurs Wlthm 
a short specified period. For example, in Great Britain, if property consisting of land or a 
business passes on death a second time within five years, substantial allowances are made in 
the Estate Duty, according to a sliding scale ranging from an allowance of 50 per cent. where the 
second death occurs within a year of the first death down to 10 per oent. where it occurs more 
than four years later than the first death. In the United States, under a law of 1918, no tax 
is oharged upon a second succession if oocurring within five years of the succession upon whioh 
Estate Duty has been paid. Similar provisions exist in !Wme other "countries-for example, 
Germany, Chile and Japan. 

Australian Statutes contain no provisions of the !Wrt. While such allowances are 
appropriate where Death Duty is levied in the form of an Estate Duty, there is, in Our opinion, 
little justification for their adoption where a Succession Duty in the form we recommend 
(paragraph 897) is levied in lieu either of Estate Duty or of a combination of the two forms of 
Death Duty. 

It may, of course, happen that" quick" successions occur, involving in each case the transfer 
6£ the whole estate of the deceased to one person. In those circumstances, an allowance on 
account of the rapidity of sllccession would be equally appropriate, whether the Duty levied were 
in the form of Estate Duty or of Succession Duty; but the circumstance that the whole estate 
passes in each case :to one person is unlikely to occur except in cases of small estates, where the 
tax would be at a lower rate. 

846. Life Tenants and Remaindermen.-Computation of respective interest&.-For the 
purposes of the assessment of Estate Duty in Australia, the practice is to use actuarial tables 
for determination of the values pf the respective interests where property devolves upon one 
person for a life tenancy wi~h re~ainder over. .In France,. with a view to ~imp~city, the 
respective interests are determm,:d m accordance With an arbitrary scale appro~matmg to. the 
results obtained from computatIOns based upon the average expectancy of hfe at vanous 
periods. The French taple is as follows :-

Age of Uanfruotuary. VaJUft of I1everllO'll. 

Not exceeding 20 •• 7/lOths of the whole property .. 3/1Otbs "I tbe whole property 
Over 20 but not exceeding 30 6/1Oth. .. .. .. 4/1Otb. .. .. 

.. 30 " 
40 5/1Oth. .. " 

.. 5/1Oth. .. .. 
.. 40 .. .. 50 4/10ths .. .. 6/1Otht! .. .. 
.. 50 .. 60 3/lOth. .. .. .. 7/1Otb. .. .. 
" 

60 .. " 
70 2/10ths .. .. . " 8/1Otb• .. .. 

" 
70 1/10tb .. .. 9/1Oth• .. 

847. Although the French table is simple, it is open to the objection that the interyals 
. 'of ten years within which no change in the proportion of value occurs are 80 !ong that seno~8 

inequities may J arise which cannot arise under the method of calculatIOn adopted ID 

Australia. 
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SECTION XXxm. 
COMMONWEALTH ESTATE DUTY ASSESSMENT ACT. 

848. This Act came into force in December, 1914, and under it Duty is levied and payable 
upon the net value, as assessed under the Act, of the estates of persons dying after the com
mencement of the Act (Section 8 (1) ). 

849. In determining the net value of an estate, all debts due and owing at the time of 
death are allowable deductions, if the deceased person was domiciled in Australia (Section 17). If 
the deceased person at the time of death was not domiciled in Australia, the deductible debts 
are debts due and owing to persons resident in Australia, or contracted to be paid in Australia, or 
charged on Australian property (Section 18). Allowable deductions include Probate and Succession 
Duties payable under any State Act, but do not include voluntary debts or funeral or testamentary 
expenses (Section 3). 

850. Duties lawfully paid in any place outside Australia in respect of any part of the estate 
outside Australia are deductible from the Duty assessable under the Act (Section 8 (7». Under 
an Amending Act passed in October, 1922, deductible debts now specifically include Federal and 
State Land and Income Taxes which become due and payable after death and within one year 
after the payment of Duty on any assessment under the Act (Sections 2 and 3). 

851. The rates of Duty chargeable under the Estate Duty Act 1914 are :-

Where t.he Tot.a.1 Value of the Estate after deducting aD Debt.a- Duty 11 payable at tbo Rate per cent. 01-

Exceeds One thousand pounds and doe. not exceed Two One pound 
thousand pound. 

Exceeds Two thousand pounds. , , On8 pound, with an additional percentage of one-fifth of 
a pound for every One thousand pounds or part of One 
thousand pounds in excess of the sum of Two thousand 
pounds, but 80 that the percentage shall not exceed 
Fifteen pounds 

Duty is levied at two-thirds of the above rates on so much of the estate as by will, intestacy, gift 
inter mtJ08 or settlement passes to the widow or children or grandchildren of the deceased person 
(Section 8 (6) ). 

852. For the purposes of the Act, the estate of a deceased person comprises :-
(a) His real property in Australia (including real property over which he had a general 

power of appointment exercised by his will). 
(b) His personal property, wherever situate (including personal property over which 

he had a general power of appointment, exercised by his will), if the deceased 
was, at the time of his death, domiciled in Australia. 

(c) His personal property in Australia (including personal property over which he had 
a general power of appointment exercised by his will), including all debts, 
money, and choses in action receivable or recoverable by the administrator in 
Australia, if the deceased had at the time of his death a foreign domicile 
(Section 8 (3) ). 

(d) Property (a) which passed from the deceased person by any IJift inter vivos or settle
ment made before or after the commencement of this Act within one year before 
his decease, or, being property comprised in a settlement under which he was 
tenant for life, the life interest of which was surrendered by him to the 
remaindermen within one year before his decease; or . 

(b) In which he had a beneficial interest at the time of his decease, 
which beneficial interest, by virtue of a settlement or agreement made by him, 
passed or accrued on or after his decease to, or devolved on or after his decease 
upon, any other person (Section 8 (4) ). 

Property (real or personal) which is devised or bequeathea or passes by gift inter 'Vivos or settlement 
for religious, scientifio, charitable or publio educational purposes, is exempt from Estate Duty 
(Section 8 (5) ). 

~3. ,Ev:ery administrator is required to lodge a full and co~plete return of all the estate ~ 
Australia Wlthm three months'of the death of the deceased person m respect of whose estate he 18 

administrator (Section 10). 
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.In. the event. of an. &dmini~trator failing to furnish the necessary return, or of the 
~mDlllSloner n~t bemg satISfied With the ret~ made by an &dministrator, the Commi ... ioner 
18 empowered to IBSue a default 8.88eBSment, agamet which, however, an appeal may lie (Section 16). 

854. The Act. permits of the adoption by the Commonwealth, for the purposes of the Act, 
of the value of dutiable estate aB aBBeBBed for Duty under a State law in respect of the same 
estate (Section 14). 

To meet special cases in which the dutiable value of an estate is not fairly ascertainable, 
the CommiBSioner is authorized to compound the Duty on 8uch terms aB he thinks fit (Section 19). 

855. The CommiBBioner may within one year after the last payment on account of Duty 
make such alterations or additions to an assessment aB he thinks necessary to insure accuracy 
(Section 20 (1) ). 

If an amended aBBe8Bment discloses liability for additional Duty, the &dminietrator is only 
liable in respect of such additional Duty to the extent of any property then under his control, 
or which can be legally applied by him for the purpose, unle8B ID. the first instance he had been 
guilty of fraud or grOBS negligence, in which case he is held personally liable for the additional 
Duty (Section 20 (2) and (3) ). 

If an amended aBBessment discloses an overpayment of Duty, the Duty paid in excess of the 
amount payable is refunded by the Commissioner (Section 20 (4) ). 

856. Objections against aBSe8Bments may be made in writing within 30 days after 
service by post of the notice of aBBe8Bment, or within a further 30 days at the discretion of the 
Commissioner (Section 24 (1) ). 

An administrator who is dissatisfied with the Commissioner's decision upon his objection 
may within 30 days after receipt in writing of that decision appeal to the High Court or the Supreme 
Court (Section 24 (4) ). 

If the original assessment has been reduced by the Commissioner after considering the 
objection, the reduced aBSeBBment shall be the one appealed against (Section 24 (6) ). 

Where an aSSe8Bment is based solely upon aBSe8Bment made under the law of a State, there 
is no right of appeal against the Commonwealth assessment, unle8B an appeal haB been made 
from the State a8Be8sment (Section 24 (8) ). 

Appeals do not entitle an administrator to defer payment of Duty (Section 25). 

857. Duty aBSessed is payable within thirty days after the service by post of the notice 
of asseBSment (S"ection 29). 

The Commissioner may extend the time for payment of Duty or accept payment thereof 
by instalments, upon receipt by him of security for payment of the Duty, and provided the Duty 
is paid within a period of two years (Section 30). 

A penalty of 10 per cent. of the Duty unpaid is imposed if Duty is not paid within 30 days 
after service by post of the notice of assessment (Section 31); but the Amending Act of October, 
1922, gives the Commissioner discretionary power to remit the penalty or any part thereof-the 
latter provision having retrospective effect to 1st July, 1921 (Section 4). 

858. Duty asseBBed under the Act is made a first charge upon the estate in priority over all 
other encumbrances, and any disposition of the estate or any part of it is prohibited until the Duty 
thereon has been paid, or until the Commissioner certifies tliat he holds security for the payment 
of the Duty sufficient to permit any specified part of the estate to be disposed of (Section 34 (1) ). 
Contravention of this Frovision of the Act renders an administrator peraonally liable for the Duty 
(Section 34 (2) ). 

859. Section 35 of the Act sets out the manner in which an administrator shall apportion 
the Duty payable in respect of an estate (exclusive of 80 much of the estate aB is exempt from 
Duty) among the beneficiaries :-

(a) The Duty shall in the first instance be apportioned among all the beneficiaries In 
proportion to the value of their interests j and 

(b) Where there are any beneficiaries under the will each of whom takes only specific 
bequests or devises of a value not exceeding Two hundred pounds, the Duty 
which under paragraph (a) .of this section wo~d be payable in respect o! t~e 
interests of those beneficl&lles shall be apportioned among all the beneficl&nes 
in proportion to the value of their interests : . 

Provided that for the purp08e8 of this section the value of the interests 
of the widow or children or grandchildren of the deceased shall be reckoned at 
two-thirds of their assessed value. 
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eeo. The Act permits the Commissioner to arrange for separate assessments of the Duty 
payable in regard to the respective interests of the beneficiaries in any separate properties, or in 
any defined portions of the same property, as he considers reasonable (Section 36 (1». The Duty 
so separately assessed is thereafter charged solely upon the separate estate in respect of which it has 
been assessed. Payment of any Duty so separately assessed will free the part of the estate in respect 
of which the Duty was assessed from any charge for unpaid Duty separately assessed on any 
other portions of the estate (Section 36 (2) ). . . 

861. The Commissioner may register any outstanding Duty as a charge on property registered 
with the Registrar-General or Registrar of Titles of any State (Section 37). In the event of the 
non-payment of Duty by the final dmte fixed for payment, the Commissioner may apply to the 
Court for an order for the sale of a portion of the estate sufficient to satisfy the Duty (Section 39). 

862. The Act gives the Commissioner or any officer authorized by him the right of full and 
free access at all times to all lands. buildings. places. books. documents. 8ic.. for the purposes of 
the Act (Section 44). 

863. The Commissioner may by notice in writing require any person to attend and give 
evidence on oath before him or before any duly authorized officer concerning any estate or 
assessment (Section 45). 

864. The Act prescribes vari~us maximum penalties for the following offences :-
1. The obstruction of any officer acting in the discharge of his duty under the Aot 

or the Regulations. 
2. The failure ()r neglect to duly furnish a return. 
3. The refusal or neglect to attend and give evidence when required. 
4. The making or delivering (knowingly and wilfully) of any false return. 
5. The under-statement of the value of an estate with intent to defraud. 
6. The evasion of assessment or Duty by fraud or wilful act. default or neglect. 

The Act constitutes the two last-named indictable offences. and prescribes a maximum 
penalty of £500 or imprisonment for three years (Sections 46. 47. and 48). 

SECTION XXXIV. 
BRIEF SUMMARY OF PROBATE AND SUCCESSION LEGISLATION IN THE SEVERAL 

STATES. . 

865. New South Wales.-Duty is oharged on all estate in New South Wales whether 
real or personal. The following property ~ subject to Duty. viz. :-

Property-
(a) disposed of by will or settlement containing trusts to take effect after death; 
(b) comprised in any gift made within three years before death; . 
(0) passing under any settlement by which an interest or benefit is reserved to the 

deceased for life. or for the life of any other person or for any period determined 
by the death of deceased or any other person. or by which deceased has reserved 
the right to restore or reclaim any property or the proceeds of the sale thereof; 

(d) comprised in any gift made at any time of which possession and enjoyment has 
not been assumed by the donee; 

(e) comprised in a donatio mortis causa. made at any time; 
(j) which deceased has at any time caused to be conveyed to or vested in himself and 

any other person jointly so that the beneficial interest therein passes or accrues 
by survivorship to any person; 

(g) in which the deceased or any other person had an interest limited to cease on 
death of deceased. unlas5--

such disposition was bond fide made or effected within [sw] three years 
before death and-
bona fide possession and enjoyment was assumed immediately upon 
disposition and thenceforward retained ; 

(h) consisting of money payable under any policy of assurance which has been kept up 
by decessed for the benefit of a b~eficiary ; 

(t) consisting of any annuity or other interest provided by deceased to the extent 
of the beneficial interest accruing by survivorship or otherwise on death of 
deceased; 

(J) in respect of which deceased had general power of appointment; 



(k) which on death passes to any other person by virtne of: any agreement made by 
deceased to the extent by which the value exceeds any consideration receivable 
by the estate of the deceased under such agreement; 

(I) which deceased has within three years before death transferred to or vested in a 
private company in consideration of shares or other interest therein ; 

(m) Specialty debts secured over property in New South Wales; 
(n) Shares held at time of death in any company or corporation carrying on business 

in New South Wales. 
866. Valuation is made as at the date of grant of probate, and all interest, &c., accrued 

up to that date is dutiable. 
867. Estates under £1,000 net value are not liable to Duty. Over that amount the Duty rises 

by grades from 2 per cent. to a maximum of 20 per cent. on a net value of over £150,000. Where 
the net value of estate passing to widow, children or grandchildren does not exceed £5,000 and 
the deceased was domiciled in New South Wales, Duty is payable at half the rate otherwise 
payable. 

868. Interest at ~ per cent. is payable on the amount of Duty outstanding, and is 
calculated from six months after death up to date of payment. . 

869. Victoria.-Duty is payable on the real and personal estate of a deceased person situated 
in Victoria. Bequests to charities are exempt. Property passing under gifts inter vivos made 
within one year of death is dutiable, as is also property the subject of any gift inter vivos whenever 
made if possession was not immediately entered into by the donee and thereafter. retained 
continuously to the entire exclusion of the donor. Any property to which the deceased was 
originally entitled, and which he voluntarily causes to be registered jointly in the names of himself 
and any other person so that part or the whole of the beneficial interest passes to the survivor, is, 
to the extent of such beneficial interest, dutiable. Duty is charged on all property over which 
the deceased had a general power of appointment; on property passing under conveyances 
and assignments made with intent to evade payment of Duty, and on property passing under 
settlements containing trusts to take effect after the death of the settlor. Property given by 
way of donatio mortis causa is also dutiable. 

The estate is valued as at date of death. 

870. The rates of Duty are as follows ;-
(a) Where the estate passes to strangers by ,vill or to certain relatives by settlement-

Under £200 Exempt 
Exceeding £200 but does not exceed £300 I! per cent. 
Exceeding £300 but does not exceed £400 . . . . 2 per cent. 

&c., reaching a maximum rate of 10 per cent. on estates exceeding £20,000" 
(b) Where the estate passes to widow, wid'ower, ancestor or descendant-

Under £500 . Exempt 
Exceeding £500 but does not exceed £1,000 2 per cent. 
Exceeding £1,000 but does not exceed £2,000 . . . . 3 per cent. 

&c., reaching a maximum rate of 10 per cent. on estates exceeding a net value 
of £100,000. 

871. Queensland.-Probate Duty is charged in respect of every grant of probate or letters of 
administration made in respect of the Queensland estate of a deceased person at the following 
rates, viz. ;-

If the net value is less than £300 
If the net value is more than £300 

Nil 
For every £100 or part thereof, £1 

872. Probate Duty is payable only on the personal estate which comes into the hands of 
the executor or administrator. 

873. Succession Duty* also (which is not limited to personal estate) is payable as follows;-
Where the aggregate successions amount to less than £200 .. Nil 
Where the aggregate successions amount to £200 but do not exceed 

£1,000 2 per cent. 
Where the aggregate successions amount to more than £1,000 but do 

not exceed £2,000 3 per cent. 
and thence graded to-

Where the aggregate successions amount to more than £27,500 
but do not exceed £30,000 . . . . . . . . 8 per cent. 

Exceeding £30,000, 8 per cent. plus! percent. for each £5,000 or part thereof, but not 
to exceed 15 per cent. 

• see also paragraph 884. 



Where the property passes to wife or lineal issne the Duty charged is ;-
Where the total value of the estate-

Does not exceed £500 Nil 
Exceeds £500 but does not exceed £2,500 One-half prescribed rates 
Exceeds £2,500 but does not exceed £5,000 .. 'rwo-thirds prescribed rates 

and where the successor is not a stranger in blood but is other than the wife or husband or lineal 
issue the Duty charged is ;-

The prescribed rates plus one-half, but not to exceed 15 per cent; 
and where the successor is a stranger in blood the Duty charged is ;

Double the prescribed rates, but not to exceed 20 per cent. 

874. Duty is charged on realty situated in Queensland and on all personalty. Every 
disposition of property by reason of which any person becomes entitled to property or the 
income therefrom after the death of some other person is regarded as a succession. The interest 
accruing to a survivor under a joint tenancy is a succession. A person deriving a general power 
of appointment upon the death of another is regarded, when he exercises this power, as the 
successor to the property. Dispositions accompanied by a reservation of a benefit to the grantor 
confer a succession, as do also those made to take effect at periods depending on death or made 
for the purpose of evading Duty. Duty on realty is payable by four half-yearly instalments, 
and may be paid in advance, subject to a discount of 4 per cent per annum. Gifts inter 
vivos made within two years of death are dutiable as successions. 

875. For Probate Duty an estate is valued as at the date of grant of probate; but for 
Succession Duty as at the date when the succession takes effect. 

876. South Australia.-Death Duty in South Australia, unlike that of other States, takes 
the form of a true Succession Duty, similar to that levied in Great Britain. (See also para. 884.) 
Real property in South Australia and persona.! property wherever situated is dutiable if the 
deceased person was domiciled in South Australia. Duty payable outside the State on any 
property not situated in South Australia may be deducted from the Duty payable thereon in 
South Australia. Duty is payable in addition on-

(a) property passing by donatio mortis causa ; 
(b) property accruing to any person under a settlement containing trusts to take 

effect after death of the settlor or any other person; 
(c) property accruing to any person under a deed of gift made within three months 

prior to death of the donor; 
(d) property the subject of any conveyance or assignment made with intent to evade 

the payment of Duty, and in this case at double rates. 
The valne for Duty is determined as at date of death of testator. 

877. The rates of duty are as follows;-
(1) On property passing to widow, widower, descendant and ancestor

If the net present value is-
More than £500 and less than £700 .. It per cent. 
More than £700 and less than £1,000 2 per cent. 

and so on irregularly, reaching a maximum of 17! per cent. at a net value of 
£200,000. 

Provided that if the person taking is the child under twenty-one or the 
widow of the deceased, Duty is charged at half rates if the whole of the estate 
is valued under £2,000. 

(2) On property passing to brother, sister, descendant of brother or sister, or any other 
blood relative-

If the net present value is-
Under £200 I per cent. 
Over £200 and less than £300 I! per cent. 

&c., reaching a maximum rate of 17! per cent. at a net value of £50,000. 
(3) Where property passes to a stranger in blood, Duty at the rate of 10 per cent. is 

payable where the net present value of the estate is less than £10,000; if 
between £10,000 and £20,000, at 15 per cent.; if over, £20,000, at 20 per cent. 

Slightly different rates are payable on property passing under a settlement or gift inter 
tJWo., though the maximum and minimum rates are the same. • 

F.18112.-2 
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878. Western Australia.-Duty is payable only upon the real and peI80Dal property in 
Western Australia. The rates are-

On an estate of a net value not exceeding £500 .. . . • . 1 per cent. 
On an estate of a net value exceeding £500 and not exceeding £1,000. . 2 per cent. 
On an estate of a net value exceeding £1,000 and not exceeding 

£2,500 .. .. .. .. .. .. 3 per cent. 

and so on irregularly to a maximum of 10 per cent. at a net value exceeding £20,000. 

879. Where property passes to parent, issue, husband, wife, and issue of husband and wife, 
resident and domiciled in Western Australia, Duty is payable at half of the rate otherwise payable. 
Property the subject of a gift by way of donatio mortis cau.m is also subject to Duty under this 
Act. Where property passes under a settlement made at any time and containing trusts to take 
efiect after death or by a deed of gift made within six months of death, this is subject to Duty. 
It may be noted that, with regard to settlements and gifts inter vivos, if the settlor or donor 
was domiciled in Western Australia, personal property situated in Western Australia only is 
dutiable. Property conveyed or assigned with intent to evade Duty is taxable at double rates. 
Certain charitable bequests are exempt. For Duty purposes, the estate is valued as at date of 
death. 

880. Tasmania.-The State Act applies to the estates of all deceased persons leaving real 
property in Tasmania or its dependencies and personal property wherever situated if the deceased 
was domiciled in Tasmania and personal property in Tasmania only if the deceased was domioiled 
elsewhere. Property passing under a settlement or under a deed of gift made within three years 
of death is dutiable. Any necessary adjustment of Duty must be made within three years of 
:filing of accounts. Property conveyed or assigned with intent to evade the payment of Duty-is 
dutiable. Any conveyance, assignment, &c., shall be deemed to be made with intent to evade. 
Duty if it is to take effect on the death of the person making it. Property the subject of a 
tlmimio mortia causa is dutiable. . 

881. The rates are as follows ;-

(a) When the value of the property of the deceased person, settlor or donor aa the 
time of his death-

Exceeds £500 but does not exceed £1,000 •. 2 per cent. 
Exceeds £1,000 but does not exceed '£2,000 . . 21 per cent. 
Exceeds £2,000 but does not exceed £5,000 • • . . 3! per cent. 

and so on irregularly to a maximum of 10 per cent. on net value exceeding 
£92,000. 

(b) Where the property accrues to-
(1) Widow, widower, descendant or ancestor, at above prescribed rates. 
(2) Brother or sister, or child of brother or sister, at double the prescribed 

rates with a maximum of 10 per cent. 
(3) Persons beyond the third degree of consanguinity or strangers in 

blood, the Duty is 10 per cent. throughout. 

882. Northern Territory.-The South Australian Ia.w applies in this Territory, but is 
administered by the Co~onwealth. 

SECTION XXXV. 

ESTATE DUTY OR SUCCESSION DUTY-WHICH FORM SHOULD BE ADOPTED? 

883. Definition of Terms.-In some Statutes dealing with Duties leviable upon the estates 
of deceased persons the terms " Estate Duty" and" Succession Duty" are rather loosely used. 
In this Report, the term" Estate Duty" is used as meaning a Duty which is levied upon, anct is 
measured by, the aggregate taxable value of the es~te of a deceased ~w~er. The term 
"Succession Duty" is used as meaning a Duty which, whether . or not It mcludes ~ther 
E\lements, is levied upon, and is measured by, the taxable value of the mterest of each benefiCIary. 

• 884. British and Australian Legislation.-As pointed out in paragraph 840, the. Brit!sh 
taxation of estates of deceased persons is of • dual character-that is, a Probate Duty 111 I~Vled 
upon the estate as a whole and a Succession Dnty is leYied upon the interest of ~h bene.fiCllll1I 
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The Commonwealth Estate Duty is similar to the English Probate Duty in that the tax is levied 
upon the total taxable value of the estate. This is true also of all Australian States except South 
Australia. In Queensland, the scheme of taxation is somewhat similar to that of Great Britain
that is, a Probate Duty is charged upon the whole estate, subject to a small exemption, and an 
additional tax (the rates of which are graduated according to the total value of the estate) is 
levied upon the interests of beneficiaries. This latter tax is called a Succession Duty. It is 
not, however, a Succession Duty in the sense in which we use the term, inasmuch as the rates 
are determined by the value of the whole estate and not by the'amount of the individual bequest. 
The effect of the dual provisions in the Queensland Act is to impose two Estate Duties, since the 
so-called Succession Duty, which is really an Estate Duty in its incidence, is increased by 1 per 
cent., the uniform rate of the so-caned Probate Duty. In South Auatralia, under the Succession 
Duty Act, the tax levied is a Succession Duty in that it is levied upon the interest received by 
each beneficiary and the rate does not depend upon the taxable value of the whole estat!! of the 
testator. . 

885. New Zealand Legislation.-In New Zealand, the scheme of taxation is similar to- that 
of Queensland. Under the Death Duties Act 1909, and amendments thereof, an Estate Duty 
is levied on the .. final balance" in excess of £1,000 of the estate of a deceased person. 'In 
addition, a duty called Succession Duty is imposed in respect of every interest acquired or 
possesaed by any person as the .. Successor" of the deceased. For further details as to rates, 
etc., see paragraphs 942, 943. 

886. European Death Duties,-The form of Death:Duties in Europe is described in the 
following extract from the" Taxation of Capital," Soward and Willan :-

.. In the majority of foreign countries (where the grant of representation as 
understood by us, [i.e., in Great Britain,] is unknown, and where also there is hardly 
anything to be found analogous to our system of settlements and trusts), taxation by 
means of Death Duties is most usually effected through the agency of a single tax, in 
the nature of an acquisition duty, which more often than not, entirely ignores the 
administrator or testamentary executor, and looks to no other ,Person than the 
beneficiary himself for the payment of duty in respect of the acquisitIOn by him of his 
share of the property forming part of the estate of)ts deceased owner." 

In Holland and Belgium, however, special Transfer Duties upon the estates of deceased persons 
supplementary to'Succession Duties are levied. . 

887. Basic Coneept.-A Death Duty in the form of an Estate Duty is the most obvious 
type, and historicaJly appears to have been the mst to be adopted. It has often been regarded, 
theoretically, as founded upon the conception that, when an owner of property dies, the State 
naturally asserts itself as its custodian and disposer. Mr. Gladstone, speaking in the House of 
Commons in reference to the action of the State in such a case, said :-

., The carrying property in perfect security over the great barrier which death 
places between man and man is perhaps the very highest achievement, the most signal 
proof of the power of civilized institutions . . • . . and an instance 80 capital 
of the great benefit conferred by law and civil institutions upon mankind, and of the 
immense enlargement that comes to natural liberty through the medium of the law, 
that I conceive nothing more rational than that, if taxes are to be raised at all, the 
State shall be at liberty to step in and take from him who is thenceforward to enjoy 
the whole in security that portion which may_be bona fide necessary for£the.public 
purpose." (Ibid_) 

This statement was niade in connexion with the British Succession Duty Act of 1853, which is • 
real tax upon successions, but (as already pointed out) is a tax additional to a Probate or Estate 
Duty, the basis of which latter tax is the value of the whole estate_ So far as any question of 
principle is deducible from Mr. G1adstone's speech, it wonld seem fair to make the deduction 
that the mode in which the State shonld preferabJ,y impose its tax is by means of a true 
Succession Duty and not by means of an Estate Duty. 

888. What principle should govern the choice between these two methods of taxation ot 
the estates of deceased persons ?-This is a question of some difficulty, and the absence of a settled 
theory on the subject is illustrated by the way in which the taxation has developed in Great 
Britain during the last 200 years. (See" Eetate, &c., Duties," paragraphs 839 and 840), 
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889. The view has sometimes been put forward that a charge upon the total estate of a 
deceased person is a means by which the State collects tu&tion, the payment of which, either 
through inadvertence or deliberate evasion, had been avoided during the lifetime of the deceased. 
This view, however, depends for its efficacy upon the assumption that there is a widespread 
evasion of taxation, particularly of Income Tax and Land Tax. In our opinion, no firm theory 
could be built upon such an assumption. Another view is t·hat which regards Death Duties as 
justified en the ground that they provide a means of taxing accretions of capital which may have 
escaped in whole or in part from-any contribution to the Revenue through the anuual taxes. 
This can, however, apply only in a limited proportion of cases. 

890. Relative Simpliciiy.-An Estate Duty, in addition to its greater obviousness, is &aid 
to possess the merit of being somewhat more simple in administration than a Succession Duty. 
That view must, however, be largely discounted under modern legislation, which, by the varying 
degrees 'of rates and of exemptions based upon differing degrees of consanguinity, goes far to 
place both Succession Duty and Estate Duty on the sanle plane as to administration. If any great 
advance in simplicity is. sought, it could be attained only by omitting provisions which are 
intended to secure a higher degree of equity. The simplest form, of course, would be a flat rate 
upon the net amount of a deceased person's estate, with no exemptions and no allowances in 
respect of consanguinity. Most people, however, would view such a proposal as disregarding 
the facts of life and as running counter to the ideas of family conscIOusness and of family 
responsibility, which Me highly developed at the present day. 'fhere is, in our opinion, no doubt 
that the general sense of manJ..-ind favours the levying of Duty at reduced rates where property 
is passing into the hands of thOlle who had a right to look to the deceased owner for material 
support. 

891. Retrospective ProvisioDl.-In Queensland, where the Duty, though called a Succession 
Duty, in reality plll'takes largely of the nature of an Estate Duty, the Statute governing the 
conditions under which the Duty is leviable exhibits in remarkable degree the extent to which 
the idea of taxing the property of a deceased person may inspire a Legislature to what may be 
called retrospective action, in order to prevent property from escaping taxation. Such 
retrospective provisions, though not actually CIll'ried to the same extent as in the Queensland 
Act, are common in Estate Duty Acts, that is, provisions having the effect of including within the 
dutiable estate property which, in form at least, and often in reality, had heen severed from that 
estate at some time before the testator's death-for example, it is common to declare that gifts 
inter vivo. made within twelve months or some other period prior to the testator's death, Shall 
be regarded as forming part of his estate for purposes of taxation. 

892. Succession Duty-Reasons for preferring.-In our opinion, a pure Succession Duty 
should be preferred to Estate Duty or to a dual scheme of Estate Duty, plus Succession Duty, 
for the following reasons :-

(1) An estate may generally be taken as having paid, during the process of 
accumulation, its proportionate share of such taxes a.~ Income Tax, Land Tax, 
and other chMges incident to the acquisition and possession of real and 
personal property. 

(2) Tax is more properly leviable upon the person w 1)0 acquires a new interest than 
upon the mass of property left by a person for distribution, possibly among 
many. 

(3) The trend of modern thought is in the direction of taxing a person in respect of 
his interest in something of value rather than of taxing the th~ of value 

. irrespective of its ownership or the destination of any benefiCIal interest 
derivable from it. 

(4) A true Succession Duty enables tax to be levied so as to avoid the harsh anomalies 
which inevitably arise under an Estate Duty-for example, under an Estate 
Duty the amount of tax leviable in respect of a particular legacy or benefit, 
88y of £5,000, may vary greatly according to the total aggregate value of the 
estate, as the following illustrations show:-

(a) A son (perhaps already well off), receives £5,OOO-a11 his 
mother's estate. He pays- . 

Victorian Duty 
Commonwealth Duty 

£200 0 0 
58 6 8 

£258 6 8 
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(b) A daughter, wholly dependent, receives £5,000 from her father's estate, 
valued at £21,000 net. She pays

Victorian Duty 
Commonwealth Duty 

£310 0 0 
166 13 4 

£476 13 4 

(c) A niece receives £5,000 from the estate, valued at £21,000 net, 
uncle on whom she was wholly dependent. She pays

of an 

Victorian Duty 
Commonwealth Duty 

£500 0 0 
250 0 0 

£750 0 0 

If in the cases (b) and (c) above the total value of the estate 
were £72,000, and the amount received by each of the three 
beneficiaries as above were £5,000, the Duty would be-

Total E~tatf1. 

(a) £5,000 
(h) 72,000 
(c) 72,000 

Sl1ccession. 

£5,000 
5,000 
5,000 

Tax payable. 

£258 6 8 
850 8 9 

1,112 0 0 
(5) A Succession Duty is simple in principle, as the acquisition of a new beneficial 

interest or of an addition to capital resources as the result of a testamentary 
disposition or its eqnivalent affords a clearly understandable basis of 
taxation. 

(6) A Succession Duty, which is a Duty not only charged upon, but also measured 
by the value of the interest devolving upon the taxpayer, rests upon a basis 
of equity which is absent in the case of an Estate Duty. 

893. Life Interest-Taxation of, under Estate Duty and under Succession Duty.-
Under a Succession Duty Assessment Act, a position which frequently arises is that 
of an estate being left, say, to a widow as life tenant, with remainder over. A situation 
of that kind is dealt with under an Estate Duty Act-for example, the Commonwealth 
Act-by computing the value of the two interests, that is, the life estate and the remainder. 
This, however, has no effect npon the actual Duty collected, which is measnred by the 
aggregate value of the estate; is leviable at once; and is payable by the administrator 
and not by any beneficiary. {Tnder a Succession Duty, in the form which we recommend, the 
only interest taxable in such a case at the time of the testator's death would be the life interest. 
Any interest arising at the termination of that life interest would be treated as a succession then 
arising and taxable in the hands of the beneficiary. 

894. Estate in Remainder-When should Duty be paid ?-Where a testator devises 
his estate first by way of life interest, with remainder over, it is clear that the 
remainderman derives title, not from the life tenant, but from the original testator. 
The question arises as to whether the Duty to be paid by the remainderman when 
he becomes entitled in possession to his succession should be based on the value of the 
property a~ the time of the testator's death or at the dl'te of termim1tion of the 
intervening life estate. Under the South Australian Succession Duty Act, the Duty is 
charged on the value at the time of testator's death, but that Act differs somewhat from the 
British Succession Duty Act, in that the administrator, and he alone, is made liahle for the Duty 
whereas under the British Act the principal liability to payment of Duty rests upon the Successor, 
while the administrator has a secondary liability imposed upon him for the purpose of the protec
tion of the revenue, or, as may often happen, for purposes of convenience. Under the Queensland 
Act, Duty is imposed on the value at the time that the succession takes eliect in possession, and 
this, in our opinion, is the correct principle. There would perhaps be some convenience in the 
payment of the Duty in the first place by the administrator, and, in the case of the first interest 
in possession under a will, probably that would commonly be done as a matter of arrangement 
between the beneficiary and the administrator; but, as we have indicated above, the duty to 
be paid by the remainderman is a future obligation. 

895. Revenue Effect of Change from Estate Duty to Succession Duty.-Of all the taxes 
affecting propeft:y, Estate Duty or Succession Duty is, in the nature of .things, the least 
susceptible of accurate annual forecast. No revenne officer can estimate upon any fixed principle 
the amount likely to be derived from such Duties, so many of the necessary factors being 
unknown. 



896. If Duty is imposed as a BllOOe8Ilion Duty, and if the eame amount of revenue ae at 
present is required to be raised, existing Bcalee of rates, which are applied to the aggregate value 
of an ~tate, would need review, as obviously the la~er number of taxpayers under the 
Succe5Slon Duty system. would be. c~argeable upon 8UccesSj(~ns of comparatively moderate value. 
That system, however, ID our oplDlOn, rests upon the eqUltable bases of taxing the individual 
on the beneficial interest in possession acquired by him and of using that interest 1\8 the meaeUle 
of the tax. In those fundamental respects it is more soundly baeed than is an Estate Duty. 

897. We recommend, for the reasonlstated in paragraph 892, and more particularly on the 
grounds of equity of incidence and simplicity of principle, that existing Duties levied upon the nei 
aggregate value of the estate of a deceased person be superseded by a system of Succession Duti'l-

1. Levied upon and measured by the taxable value of the interest of each beneficiary . , 
2. Payable by the beneficiary (Successor), either directly or on his behalf by the trustee 

or executor; 
3. Due and payable at the time when the Successor or any person in his right or on his 

behalf becomes entitled in possession to the succession or to the receipt of 
the income and profits thereof; 

4. Based upon the value of the property at the date of death of the testator, if the 
Successor then becomes entitled in possession, or, if there is an intervening 
estate, upon the.value:of.the_succession at the termination of that estate. 

SEcnON XXXVI. 

AMOUNT EXEMPTED FROM DUTY. 

898. The question of a general exemption, 80 keenly debated by witnesses in connexion 
with Income Tax, was not prominent in the evidence taken in relation to Estate Duty. This 
may be due to the fact that the witnesses were, almost without exception, professional men
managers of Trustee Companies, Solicitors, Accountants, and others--who deal with matters 
arising out of Estate or Succession Duty in a fiduciary capacity only. But the questions of the 
nature, amount, and of the persons or class of persons entitled to any exemption, are vital 
questions to those who are affected by the tax. 

899. Three types of exemption may be enumerated:-
(1) A continuous exemption-that is, a specified sum which, irrespective of the total 

net value of the estate, is allowed as a deduction from what would otherwise 
have been the taxable value of the estate or succession. An illustration is 
the exemption allowed under the Commonwealth Land Tax legislation under 
which tax is levied upon unimproved values of land owned by a taxpayer only 
if those values exceed £5,000, and only in respect of the values in excess of 
that amount. 

(2) A conditional exemption.-An illustration is the exemption allowed in respect 
of the Commonwealth Estate Duty, under which, if the net value of an estate 
does not exceed £1,000, no duty is levied, but, if the net value exceeds £1,000, 
duty is levied upon every £1 of the total net value. This type of exemption 
has beeli adopted by all the Australian Legislatures except that of Westem 
Australia, but, as pointed out in paragraphs 982-985, it produces anomalies. 

(3) A vanis~g exemption - that is, a specified amount, say ~50G-which. if it 
. constltutes the whole of the net value of an estate, remalDS untaxed; but, 

if the net value exceeds £500, the exemption diminishes in accordance with 
a prescribed scale, until it reaches the vanishing. point-for example. if the 
exem{>tion diminishes by £1 for every £1 by which the value exceeds £500 
then 1£ the total value were £750 the exemption would be £250 and tho 
taxable amount £500 ; but, if the value were £1,000 (which in that case would 
be the vanishing point). the whole amo~nt would be taxa~le. This case ~ay 
be regarded as a variant of No. 2.. There 18 no example o~ t~1l! type of exempti~n 
in Australian Estate or SuccesslOn Duty Acts, though It IS not uncommon 10 

Acts dealing with Income Tax. 

Variants to all ~f these types would be found in exemptions expressed in terms of duty ~nd n!lt 
in terms of value of Estate or Succession. We do not know of any examples of such vanants ID 

actual practice. 



. 900. Australian Legialatures have adopted varying provisions with regard to the exemp-
tioos under Estate or Succession Duty Acts. . 

The following table exhibits in brief form the provisions now operative ;-

LocW ...... 
Am ... , 

Xame of Pl'tncl", Act. Nat1Jl\!l dI. ERDlptJon. .. Per!mll1!:ntttl~d to "'_. 
ExemptioD. B:l:eqt.ptlOD. 

£ 
Commonwealth B.klU Duly A .... """'" Conditional exemption- 1,000 All 

Act No. 22.1914, •• that is an amount which 
.. is exempt if the total 

taxable value do .. not 
exceed that amonnt. hut 
which. if that amount 
is exceeded, doea not 
apply to any part of 
the value of the Estate 

New South BlMnp Dutiu Act .. .. .. 1.000 All 
Wales No. 47.1920 

Victoria Administration IIfId .. .. .. 200 All 
Probate Act 1915 .. .. .. .. .. .. 500 Widow, Children. 

Grandchildren 
Queenoiand Succusion IIfId Probate .. .. .. 199 All 

Duliu Act 1892 .. .. .. .. .. .. 500 Widow, Children. Probate duty of 
Grandchildren 1 per cent. is 

aloo payable 
on the perso-
nal propert, 
in all esta tea 
exceeding £300 
in value 

Sonth Aus- Succession Duliu Act .. .. .. 499 Widow, Widower, 
tralia 1898 deacendant, 

ancestor 
Tasmania DfJtIfl48td PM.OtIB Baum. .. .. .. 500 .. 

Duliu Act 1915 
Weatern Aua- Adm ..... trat1on Act 1908 No provision .. . . 
. tralis .. 

• J'or de4D1Uou of UlII term , .. I*rasraPb 890. 

", 901. Australian Provisions.-It will be seen from the above Table that the following is 
the position with regard to Exemptions from Tax under the law of the Commonwealth and that of 
the several States . 
. ' 902. Commonwealth.-The Commonwealth Estate Duty Assessment Act allows an exemptioll 
~ U,OOO in the form that, where the total value of the estate does not exceed £1,000, no Duty 
iscbrged. 

903. In New South Wales, if the deceased was domiciled in that State, an exemption of the 
same amount (£1,000) as under the Commonwealth law is allowed. 
: '. 904. In Victoria, in the case of property passing under a will or intestacy to the widow or 
'child, or under a settlement to the widow, widower, a descendant or ancestor, no Duty is charged 
if the value of the estate does not exceed £500; and, in the case of property passing under a will 
'to other relations or stranl(ers, or under a settlement to other relations, no Duty is charged if the 
value does not exceed £200. 

905. In Queensland, no Succession Duty is charged where the value of the estate does not 
exceed £199; nor in respect of property passing to the widow, children, or grandchildren where 
the value of the estate does not exceed £500. 

906. In South Australia, no Duty is charged upon a succession taken by the widow, widower, 
a desoendant or ancestor, if the total value of the succession does not exceed £499. This 
exeulption from Duty is not extended to property taken by other persons. 

907. In Western Australia, there is no exemption to any class of beneficiaries . 
. '", 908. In Tasmania, no Duty is charged where the net value of the estate does not exceed 

£500. . 
909. Exemptions granted under the Commonwealth and State laws, as particularized 

·.ill the foregoing paragraphs, are all in the form that, if the total net value of the estate .• (or 
succession) exceeds the amount of the' exemption, Duty is charged upon the total net value. 
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910. Type of Exemption Recommend,d.-In our opinion, ibe type of exemption which moul. 
be adopted is a .. vanishing exemption," rather than an exemption continued throughout the 
whole range of values. The foundation principle of an exemption, more or Ieee imperfectly 
expreeeed in Income Tax or Estate or Succession Duty Statute. which contain exemption 
provisiona, is the dependency of the taxpayer upon the income or capital benefit received. 

911. In IncOme Tax there is only one possible means of measuring Buch an allowance-that 
is, directly or indirectly exempting from taxation any income not exceeding a certain sum. (For 
the purposes of this paragraph, it is unnecessary to consider whether the exemption is or is not 
continuous). In an 'Estate or Succession Duty, the recognition of the great BOClal fact of family 
relationahip, with its implications of expectancy and dependency, has led to the adoption of a 
second means, less direct, but hardlY less effective, of granting what is virtually an exemption for 
certain privileged beneficiaries. In the case of an estate of moderate amount (and Buch estates 
form a large proportion of all those coming within the range of Estate Duty), and especially in 
an estate which is wholly left to the widow of the deceased owner, the recipient of the estate or 
succession is commonly dependent wholly or in great part upon the provision for the future which 
the net capital value of the estate supplies. While dependency is an element, and an important 
element, in the consideration of an exemption, there are practical and also theoretical difficulties 
in the way of exempting from duty an amount which at a reasonable rate of interest would provide 
a means of livelihood in perpetuity. One great difficulty would be the question of revenue. Under 
an Estate Duty of what may be called the standard type, that is, where the Duty is levied upon 
the whole amount of the estate, the revenue difficulty would exist but would be less than under 
other forms of Death Duty. Under a Succession Duty, which is designed to fall directly upon 
each beneficiary and to be measured by the extent of each beneficial interest, the revenue 
question might easily become acute, if any attempt were made to secure to each beneficiary 
an exemption from Duty in respect of an amount which would return in perpetuity an income 
of, say £100. ' 

912. Two other objections may be noticed-first, that, if dependency is to be the basil 
of exemption, then strict proof of the financial position of each beneficiary would be required. 
The necessary investigation might often be difficult and unaatisfactory from tlie point of view 
of the Revenue authorities and irritating and inquisitorial from the point of view of the taxpayer. 
The second objection is that, in the cases where dependency is absolute and earning power is small, 
non-existent, or impossible to estimate, liberality towards the taxpayer could not be expected to 
go further than to exempt an amount, the interest upon which wouldlrovide a small income for 
the period coyered by the expectancy of life of the person conceme , and not an income in 
perpetuity. If the taxpayer, say a widow, had attained a certain age, she would in many cases 
be entitled to the Old Age Pension, and this would constitute a material set-oft to any claim for 
exemption based upon absolute dependency. 
, 91~. In the great majority of cases where the estate is small, complete dependency is 

'confined to one or more of those who constitute the immediate family. Where the estate is not 
small, there may also be dependency, but the amount of benefit received may be so large that the 
case will be properly.met by appl~g t~e method of a diminis~ ex.emption. Apart from any 
other finanClal capacity, the succeSSlOn Itself, to the extent to which It exceeds the sum beyond 

'which the exemption begins to diminish, affords a measure of capacity to besr tax. The closes' 
degree of family relationship is the safest guide to the classification of the group which should 

'receive the highest or the ohly exemption from Duty, or, if not exempted, should pay Duty at the 
lowest rate. 

914. As to the allocation of an exemption, we are of opinion that the uemptioD .how. 
, apply only within the most favoured group, Class 1, that is, widow or widower and lineal ancnton 
or issue (including adopted and illegitimate children). As to the amount 01 exemption, WI con,id. 
ibatthe widow of the deceased owner of an estate should be treated more liberally than oiber. comin, 
within Class 1. (See paragraph 924). 

915. We recommend-
(1.) That, in the case of the widow of a deceased owner of an estate, the amonnt to 

be exempted from Duty should be £1,000. 
(2.) That, in the case of all others coming within ClaBBl, the amount to be exempted 

from Duty should be £500. 
(3.) That, in both cases, the exemption be a "vanishing" exemption, diminishing 

by £1 for each £1 by which the succession exceeds the amount of the 
exemption applicable. 

Theeftect would be that, in the case of the widow, the exemption would cease altogether 
at, £2,000, so that, if the amount of the 8uccession exceeded that sum, the whole amount would 
be taxed. In the case of any other person coming within Class I, the exemption would cease at 
£1,000;' so that, if the amount of the 8ucceasion exceeded that sum, the whole amount would 
be taxed. 



SECIlONXXxvn. 
DIFFERENTIATION - CONSANGUINITY. 

. 916 .. The ~mbodiment in le~lation of the idea that Estate or Suc~o~ Duties should 
be dillerentia,ted m amount according to the nearness or remoteness of relationship of the benefi
ciaries to the testator dates back at least 2,000 years. 

917. In Greai Britain, where, it should be noted, there is both an Estate Duty leVied upon 
the total value of the estate of a ·deceased person and also Legacy Duty and Succession Duty, 
the dillerentiation under the Legacy Duty and Succession Duty Acts is in accordance with the Table 
given in paragraph 842. It will be seen from that Table that the rate levied upon strangers and 
distant relatives is 10 per cent., while upon the most favoured class, which includes husband or 
wife, lineal ancestors or issue, the rate is only 1 per cent. The very high degree of dillerentiation 
in this case may perhaps be accounted for by the existence also of ari Estate Duty, with rates 
ranging from 1 per cent. to 20 per cent. 

918. Under the Commonwealth Estate Duty Assessmeni Act, preferential rates are pre
scribed in respect of so much of the estate as passes to the widow, children or grandchildren of 
the deceased. In these cases, two-thirds of the ordinary rates are charged. 

919. In New South Wales, one-half rates are charged on property passing to the widow of 
the deceased or to any of the children under 21 years of age, but thIS provision applies only where 
the assessable value of the estate does not exceed £5,000, and where the deceased owner was at 
the time of his death domiciled in New South Wales. 

920. In Victoria, dillerentiation in favour of the widow and children is effected thus :-
If, under a will or in an intestacy, the only persons entitled are

the widow, or 
the widow and children (which term includes grandchildren), or 
the children 

of the deceased owner, the estate is taxed on a scale much lower than that which is applied to 
other cases. Further, if, in the case of property "devised or bequeathed" to the widow and 
children, or widow or children, the total value of the estate in and out of Victoria does not exceed 
£2,000, and the persons named are the only beneficiaries, or if they are not the only beneficiaries, 
the total value of their shares does not exceed £2,000, duty is levied at half the rates of the lower 
scale. . .. . 

921. In Queensland, the widow or lineal issue pay Succession Duty at half rates (*) where 
the total value of the estate (not of the succession merely) does not exceed £2,500, or two-thirds 
of the ordinary· rates where the total value of the estate exceeds £2,500, but does not exceed 
£5,000. In each case the reduced rates are applied only where the" predecessor" was domiciled 
in the Commonwealth. 

922. In South Australia, the Schedule divides beneficiaries into three classes. The' first 
class is composed of the widow, widower, descendant or ancestor of the deceased person. The 
rates range from 11 per cent. on successions of values from £500 to £699, to 171 per cent. on 
IUccessions of £200,000 and upwards; values below £500 are not dutiable. It is provided that 
.. where the person taking is the child under twenty-one years of age or the widow of the deceased, 
the duty shall be charged at one-half the foregoing rates, if the net present value of the whole of 
the estaie of tha deceased is under £2,000." This proviso, which makes the application of a 
Ipecially privileged rate upon a succession dependent ilpon the value of the whole estate of 'which 
the succession may be only a part, constitutes an exception to the general scheme of the South 
Australian Act, which bases the tax upon the value of the succession. 

The second class of beneficiaries ccnsists of brothers and sisters of the deceased person, 
descendants of a brother or sister, and any person in any other degree of ccllateral ccnsanguinity 
to the deceased. In this class, values under £200 are dutiable at 1 per cent. (there being no 
exemption), and values above £200 are rated in accordance with a scale which rises to 171 per 
cent. upon values of £50,000 and ul?wards. 
. The third class of beneficiarIes consists of strangers in blood to the deceased person. In 
this class, values under £10,000 are dutiable at 10 per cent; values of £10,000 and under £20,000 
at 15 per cent. ; and values of £20,000 and ut>wards at 20 per cent. 

It will be seen that there is dillerentiation in favour of beneficiaries in Class 2 as ccmpared 
with Class 3, and in favo~ of beneficiaries in Class 1 as ccmpared with both the other Classes • 

• 
• 'I'MI &... Mt.ffHt tIl8 ~te Dut,. "trbleb la eharpd a' a .. , rate at 1 per ... , 1IfOD. DenOD&I propert, ODI,.. wt..r. ....... ___ .... ,... 

.. 2 .,..,.......... ............... • .uar. .......... afteraUcrwlDa.a. ....... oI .......... DMr. 



922.&. In Western Australia, half rates are charged in respect of 80 much of the estate as 
passes to persons who are bollli fids residents of and domiciled in Western Australia and 
occupying towards the dece8lled the relationship of parent, issue, husband, wife, or issue of 
husband or wife . 

. . 922B. In Tasmania, a scale of rates is prescribed, applying to property p~ to a widow, 
wi~9~er, d.escendant or ancestor of the deceased person. Double the rates ID that scale 
ate charged in respect of property passing to a brother or sister or descendant of a brother 
or sister or any person in any other degree-not beyond the third degree--of collateral 
coneanguinity to the deceased person. Where property p_ to a persoD in anr degree 
beyond the third degree of consanguinity to the deceased person, or to a stranger m blood, 
thllfe is a uniform rate of 10 per cent., which, on estates ex{'eeding £500 in value, and 
pol; ex~eding £1,000, is five times the rate applied in the case of widow, &C. (the most favoured 
elass) ; on estates exceeding £5,000 in value, and not exceeding UO,OOO, is two and a half timfll 
that rate; and OD estates exceeding £20,000 in value, and Dot exceeding £100,000, ill twice that 
~8tei 

922c. While the question of a general exemption or exemptions to p&rti.cular cl&8888 of 
beneficiaries is dealt with under the beading" Amount Exempted from Duty," Section XXXVI, 
the. full effect of any differentiation can hardly be appreciated, unless the amount, if any, 
granted by way of exemption, is also borne in mind. For particulars of thess exemptions see 
paragraph 900. 

923. Of the two methods adopted in Australian Acts for effecting differentiation, namely :
(a) By prescribing a scale applicable to ths least favoured classes. and prescribing 

some fraction of this scale for the more favoured class or classes: or 
(b) By prescribing a scale for the most favoured class, and prescribing multiples of 

this scale for the less favoured class or classes, 
we prefer the former method. 

924. W. recommend that the Duty-whether it take the form of an Estate Duty, 88 at 
present in force in the Commonwealth and most of the States, or of a Succession Duty, 88 we recom
mend (paragraph 897)-be differentiated in accordance with the following Icale :-

1 , 
3 

. 

.. 

. Widow or widower and lineal ancestors or issue, including illegitimate children aud children 
formally adopted .. .. .. .. .. . .. .. " 

Brothers and SISter. Bnd their descendants 
All othera 

SECTION xxxvm. 
GRADUATION. 

_' .. ~JuII .-
60"10 
80"/0 

100"10 

925. The principle of graduation, as applied to Income Talt. W88 discussed in Section XI 
;of our Second ReI!ort. The same principle. more or l~ regula~ in its application, h88 been 
generally adopted ID the all!lessment of Estate and SUCCeBSlon buties. 

f. .. 926. Attention has already been directed (Sections XXXII-XXXV) to dilferencee ill 
the basal conceptions of the Death Duties levied in Australia and other Ilountries, . some 
taking the form of a simple Estate Duty. some a simple Legacy or Succession Duty and 
others a blend of both. Differences. also occur 88 to the classification of the beneficiaries who are 
privileged to pay less than the normal rates which are chargeable to strangers in blood; and as 
to the proportion or scale of the privilege allowed to the several favoured cl888eB. The latter 
q~estiona are discussed under theheadi,ng" Differentiation-Consanguinity," Section XXXVII. 

. 927. Practice in Aus1ralia,-ln the following paragraphs the graduated scales of the various 
.AJ!.stralian Acts are briefly reviewed. Except where otherwise indicated the references are. to 
·the scales of rates applying to the least favoured persons. 

. 928. COPllllonwealth..-Upon an estate of. a net valus not exceeding £1,000 no Duty is 
1evied, and upon 8!ltates of net values from £1,001 to £2,000, Duty is levied on every £ of ths net 
v81ue at the rate of 1 per cent.· Graduation begins to operate when the net taxable value of an 
-state (after d~ducting. all .debts and State frobate Or Su~ion Duty) exceeds £1,000. J.t. a 



value of £1,001 the rate (applicable to the whole estate) is 1 per cent., and rises by step. of '2 per 
cent. at each increase of £1,000 in the net value of the estate, until at £71,001 it reaches 15 per 
cent. 

929. So far as estates of values from £1,001 to £71,001 are concerned, the scale has, in 
effect, a basic rate of tax of '6 per cent. (corresponding to the basic rate of Income Tax mentioned. 
in paragraphs 347 to 350 of our Second Report) upon which is superimposed a scale of rates 

. graduating between these values by a series of unvarying steps of '2 per cent. net at each increase 
of £1,000 in taxable value. Each estate (the value of which is not a precise multiple of £1,000) 
bears the rate of Duty applicable to the next succeeding multiple of £1,000, up to and not 
exceeding £72,000, at which pome' graduation is superseded by a fiat tate of 15 per cllnt. 

930. The rate of Duty under the Commonwealth Act on the highest £ of the taxable value 
of estates between £1,001 and £2,000 is 1 per cent. The rate from that point rises regularly 
with each increase in value of £1,000 or part of £1,000 till it resches 29.4 per cent. on the highest 
£ of an estate of the taxable value of £71,001. On each succeeding £ thereafter the rate is 
uniformly 15 per cent. The reason that the maximum rate on the highest £, as mentioned in 
this paragraph, is 29.4 per cent., and not 30 per cent., as might be expected, is that the zero of 
the Commonwealth scale is at the point represented by Minus £3,000; and, when the line of 
taxable income is reached, the progression has a value of '6 per cent., as indicated in paragra'ph 
929. '1'here is thus a sharp regression in rate of Duty at £72,000, on the highest £ of which 
the rate is 29.4 per cent., while on each succeeding £ the rate is 15 per cent. 

931. The average rates of Duty run from 1 per cent. on estates of taxable values between 
£1,001 and £2,000, suddenly springing to 1.2 per cent. on the whole value of an estate of £2,001, 
and rising thence with each increase of £1,000 by 69 regular steps each of'2 per cent., till at 
£71,001 it reaches 15 per cent. On each succeeding £, the rate is uniformly 15 per cent. On 
all estates over £71,001 in taxable value, the highest rate and the average rate are the same, 
namely, 15 per cent. . 

932. Each increase in rate of Duty is by the Act made retrospective to the first £ of net 
value, with the result that sudden and spasmodic increases in the Duty payable characterise the 
movement, as the following examples, typical of many othocs, exhibit:-

On An }:",tato Tbll Rat~ ot And the Duty U tho ElItate The Rate of And the Duty Baking 6bt I: •• cttve Ih1\J' 
of th!l be £1 Greater Duty OD the whole on tbe L~ SlD~I.' 01 

Taxablo Value of Estate Duty la Amountll to In Value, Yla Eatate la A"'-to TAP V. ue 

£ ~il I. I. % I. I. 
1,000 NU 1,001 1'0 10 10 
2,000 1'0 20 2.001 1'2 24 * 10,000 2'6 260 10,001 2'8 280 20 

20,000 4'6 920 20,001 4,.8 960 (0 

50.000 10'6 5,000 60,001 10'8 11.402 1011 
71.000 14'8 10.608 1l.001 11,'0 10,660 14~ 

933. A method which yields such results is clearly inoorreot in theory, and in practice may 
offer an undesirable inducement-to officials, to augment values so &8 to bring the e.tate over the 
£1,000 mark, thereby increasing the Duty out of proportion to the inorease in value; and to 
administrators, to keep the value just under the £1,000 mark. The last item in the iQregomg 
table shows that, under the existing scale-

On an estate valued at £71,000 the Estate Duty is £10,508. 
On an estate valued at £71,001 the Estate Duty is £10,650. 

The addition of £1 in value at that point involves an additional Duty of £142. 

934. New South Wales.-Upon an estate of a net value not eltceeding £1,000, no Duliy 
is levied if the deceased owner was at the time of his death domiciled in New South Wales. On 
an estate of a net value exceeding £1,000 left by a person domiciled. in New Sl)uth Wales, allli 
on an estate of any value left by a person not so domiciled, the rates of Duty ascend in steps 
representing increases of estate value of at first £1,000, then £2,000, then £5,000, q,nd tinlllly 
£10,000, from 2 per cent. on an estate of the taxable value of £5,000 to 20 per cllnt. on an 'Q8tllte 
exceeding £150,000. The rapidity of increase in rate is ~eatest in the oase of the smaller estates ; 
less in the case of estates exceeding £20,000; and least III the case of estates exceedin~ £140,000. 
Under the Income Tax Act of New South Wales, the rate of tax on any £ of income Is futed; it 
is not influenced by any question as to whether it forms part of a total taxable income of £150 
or £150,000; but under the Estate Dutr Law of that State the rate of Duty chargeable on the 
final balance of an estate of any value 18 made retrospective to the first t. The difference is 
fundamental; the effect of the Estate Duty plOvWon la to greatly inoreal8 beY9nd the nominal 



240 

~he effective rate of J?uty ,on the highest £. of the taxable yalue. This will be readily seen by 
:reference to the followmg table, the first three columns of whlch are taken from the Third Schedule 
of the New South Wales Stamp Dutiu Act 1920:-

1. I ~ I I. t. t. 

"l1.li Balaaoe of PAtace. 
Ratt! per Celltum Value 01 Blltate. Street'''' nas, OD , ... UI ..... &. of Du')', 

Bzceedlq. Xol E~lIdlQl. 

£ £ £ £ e. tl. 
1,000 5,000 2'0 5,000 2 0 0 
5,000 6,000 2'1\ MOl 2Ii 0 11 

10,000 12,000 5'0 10,001 ro 1 0 
25,000 30,000 8'0 25,001 125 1 7 
70,000 .7:1,000 12'5 70,001 350 2 11 

106,000 ,110,000 16'0 105,001 5211 3 2 
1110,000 .. 20'0 150,001 750 4 0 

, 935. As the value of an estate 'increases from the first £. of any step up to the limit of the 
step to which .the same nominal rate of Duty applies, the effective rate of Duty on the highest £. 
recedes-in effect the rate of Duty is by turns sharply accelerated and slowly regressive; it moves 
by fits and starts, a movement which is neither scientific or equitable, and may offer the same 
possible inducement to both tax gatherer and taxpayer as has been mentioned with regard to the 
Federal Estate Duty. 

936. There are four points at which the rapidity of increase in rates changes; thus:-

OD .tatel 
O?tr ,be Value of. 

£ 
1,000 
5,000 

10,000 
20,000 

140,000 

Uader t.he Value of. 

£ 
5,000 

10,000 
20,000 

140,000 
150,000 

The rate is uniform at 2 per ceut. 
The rate ascend. by t per cent. at each interval of .. .. .. .. .. .. .. .. .. 

£1,000 
2,000 
11,000 

10,000 

and at each change it is to a pitch flatter than the preceding range; just the reverse course to 
that underlying the theory of diminishing utility of increments of wealth. 

937. Vic:toria.-Estates, the value of which, after deducting debts, does not exceed £200, 
are exempt under the Victorian Administration and Probate Acts, but on estates exceeding that 
figure 'Duty is chargeable in respect of the whole value at rates varying by 29 steps of dissimilar 
height and irregular scope from 1.5 per cent. on an estate valued between £200 and £300 to 10 
per cent. on an estate exceeding £20,000. The scheme is irregular and exhibits inconsistency 

. and inequity throughout its movement .. 
938. Queensland.-When the net value of the estate of a deceased person exceeds £300, 

,there is payable a Probate or Administration Duty at the rate of 1 per cent. Superimposed upon 
, this is a Succession Duty which is levied on the net value of the estate after deducting the Probate . 
Duty. The rate of Succession Duty is not determined by the amount of the individual succession, 
but-

" for determining the rate of Succession Duty there shall be aggregated so as to form one 
estate the value (after deducting debts) of all property whether situate within or without 
Queensland and passing on such death." 

Successions under £200 are exeml?t and from that point Duty at 4 per cent. rises by irregular 
steps to £55,000, at which point It reaches an average of 20 per cent On each succeeding £. the 

'rate is Uniformly 20 per cent 
Though named a Succession Duty, the basis of assessment is rather that of an Estate Duty, 

and as such the scale shows defects in form similar to those exhibited by the scale of the New 
South WaleS Act. 

939. South Australia.-In this State there operates a Succession Duties Act, under which 
on the net present value of the property inherited from a deceased person by a stranger in blood 
to such deceased person there js charged a Duty of:-

• . 10 per cent. if the value of the inheritance be under £10,000 ; 
15 per cent. if it be £10,000 and under £20,000 ; 
20 per cent. if it reach or exceed £20,000. 
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These rates are based on the net value of the property passing to the individual beneficiary, and 
are not influenced by the total value of the estate of which such property is a part, but they show 
the same objectionable characteristics as have already been referred to in regard to other Acts. 
For example, a succession of £9,999 passing to a stranger in blood will carry a Duty of £999 18 0 
but if the value of the property be £1 in excess of that figure, it is at £10,000 
chargeable with a total Duty of 1,600 0 0 

the increase of £1 in value increasing the Duty by £500 2 0 

940. Western Australia.-Without exempting any portion of the taxable value of the estate: 
of a deceased person, the rates of Duty commencing at 1 per cent. on estates not exceeding £500 
rise at irregular intervals by dissimilar steps. The intervals range from £500 to £2,000, and 
the increases in rate from 'Il per cent. to 1 per cent. The maximum rate is 10 per cent., which 
applies where the net value of the estate exceeds £20,000. 

941. Tasmania.-Estates of less value than £500 are exempt; all in excess of that sum: 
are chargeable at rates rising in unequal steps at varying intervals from 2 per cent. on estatea 
exceeding £500 and not exceeding £1,000 to 10 per cent. on estates exceeding £92,000. 

942. Practice in New Zealand.-Under the Death Duties Act of 1909, and subsequent 
amendments, Estate Duty is levied upon the net value of all property of a deceased person which 
is situated in New Zealand at time of death and exceeds £1,UOO. If the net value of the Estate. 
does not exceed £10,000, any interest passing to the widow up to £5,000 is free of duty. Front 
1 per cent. on Estates between £1,000 and £:&,000, the rate rises by increments of 1 per cent. ,at 
each step up to 20 per cent., which is reached when £100,000 is passed, the steps at the lower stages 
being 3 of £1,000, then 3 of £2,000, followed by 8 of £5,000, and finally 5 of £10,000 each. 

943. Additional thereto there is payable Succession Duty.by any person who acquires a: 
~eneficial interest in the Estate of a deceased person. In the case of a total strangei, the scale 
IS :-;-

Succession not exceeding £500 
" exceeding £5UO and not exceeding £20,00U 
" exceeding £20,000 

No duty 
10 per cent. 
20 per cent. 

Relatives of the deceased are grouped into five classes, from that of a widow (who is allowed a 
total exemption from Duty if the value of the Succession does not exceed £10,000), through' 
minute classification to .. relatives of the deceased in any degree not more remote than the 
fourth," each grade being allowed substantial concessiolls on the rates chargeable to more distant 
relatives or to total strangers, • . 

944. Practice in Great Britsin.-The Death Duties in Great Britain include Duties which 
are equivalent to both Estate Duty and Succession Duty. 

945. Under the former, Duty is chargeable on the whole of the n~t value of the estate of 
the deceased, at rates which, commencing at 1 per cent. on estates valued between £100 _ and 
£500, rise regularly by increments of 1 per cent. in steps which vary from £500 to' £200,000, 
the rate being in all cases retrospective to the fil'st taxable £ of estate value. On higher values, 
the increment in rate is more rapid, and the steps larger, till a maximum of 40 per cent. on estates 
exceeding £2,000,000 in net value is reached. 

946. Additional to Estate Duty, there is chargeable on individual successions Legacy or' 
Succes..~ion Duty, differentiated according to the degree of consanguinity of the successor to the 
deceased, and rising from 1 per cent, on the net amount of the individual succession in the case of 
husband or wife (the most privileged cla.ss) through five classes to 10 per cent. in the case of the 
least privileged class. The total Duty chargeable on a succe.~sion of £5,000, passing to a person 
in the least favoured class, varies aceording to the total net value of the estate, as illustrated in 
the following Table :-

VIlI\ll' of Sucl'tlMlou 
I 

'st·, ".loo of Blt.w Ruu· of SU('('N.,IOD at Total Duty 
, 

~ual to JlC"r CllJD&' \'alnlll of Stll'f'ellllon . .f't!r I~ducttb" IWItate ............ Eltato 1)ul.y. 
j)ut~·. 

ill per eent. .Amount. on SUcoeMloD • 
, 

£ 0' 
10 £ £ £ £ % 

5,000 8 5,000 4,850 486 635 12'1 
10,000 4 5,000 4,800 480 680 IS'6 
20,000 6 5,000 4,100 410 170 16'4 
80,000 8 5.000 4.600 460 860 11'2 
60.000 10 5.000 4,500 450 950 19'0 

100,000 14 6,000 4,300 480 1,130 22'6 



947. Sc:alea 01 Ratea.-Lack 01 Guiding Principle.--The 8('&11'8 of rutes rnelltioneti in tbt> 
preceding paragraphs are shown graphically in Appendices 11, 12, and 13. One looks in vain 
among ~he~ for an ~xpression of systematic treatment in acc~rdance with accppted principles of 
graduation ID taxation; they are all more or less spasmodic and unmarked by unv d"finite 
guiding principle. . 

948 .. Rat?o 01 Suc~e.ssions to Estates.-In the absence of s~tisti~8 exactly in point, there is 
room.f~r diverSity of opinIOn as to the.ave!age number of successlOns mto which estutes generally 
are divided, and probubly the proportion In the case of very large estates will differ from that in 
~he case of small es~ates. We have assumed: for the pUry08es of this Section, that the ratio generally 
1& 2 ~r 2t snccesslODl! to one estate. This assumption was reached after con~ideration of the 
Irtatisties in the Seventh Annual Report of the Commissioner of Taxation, pp. ~U::l·3. It is there 
shown. that 75 per cent. of the total. number of estates pa:ying Commonwealth Estate Duty in the 
finanCial year 1919·20 were of a dutiable value not exceeding £5,000. Of the estate,; within that 
group, a very large. proportion (probably 80 per cent.) would pass as single Burcel<.'lions, i.e , the 
:w~ole to one person~ each case .. ~O per cent. of 75 per cent. equuls 60 per cent. of the whole. Then, 
If It be assumed that In the remammg 20 per cent. of estates below £5,000, and in all estates above 
that value, the average number of successioDl! is about 4, the average number of sllcces~ions in all 
estates would be from say 2 to 21. If 31 successioDl! be assumed as the average in estates in the 
seeond group, the a.verage for all estates wQuld be exactly 2; while, if 4! successions be taken as 
the ave~age of the second group, the a.verage for all estates would be exactly 2l. In many estates 
there might be a number of smalllegaeles to servants and others, but these would have no material 
inllu. ence upon the position and may be left out of consideration. }!'or the purposes of the subsequent 
diacussion and illustration, we have thought it desirable to consider the two ratios of the 
.verage number of successioDl! to each estate mentioned above. 

949. Estaie Duty-Value-Groups.-Regard must also be had to the Duty payable at present 
by estates within various value-groups; see the following Table, the figures of which are for the 
year 1919-~O:- . 

Dutiable Value of .\&teII. Percentage In Pt'rccntaRt' 01 Dut.y 
Number. Bad1 Grade of Duty Paid ID Bac.h GradE'. m Each Orade hJ 

Total Number. Total Duty. 

£ 
Under £5,000 .. 3,714 711'5 77,924 5'0 
From £5,001 to £25,000 .. 1,137 
Above £25,000 .. 

22'S 301,975 20 
.. 131 2'7 1,089,683 74'5 

- - -
- . 4,982 lOO £1,469.582 lOO 

. The above figures indicate that a change from an Estate to a Succession Duty would affect 
the revenue with greatest force in·respect of estates in the third gronp, i.e., those above £25,000 
in value. A tabulation of the numbers of estates coming within each group is of partial aSllistance 
only in endeavouring to arrive at the probable effect on revenue of the recommended change. 
The influence of the preponderating Duty paid by the small number of large estates must be a 
potent factor. Data for an accurate estimate could be obtained only by means of a laborious 
investigation, and we did not feel justified in asking the Commissioner of Taxation to undertake 
that investigation for the purposes of our Report: 

950. In a scheme of graduation under which the ra~e on the. hig~est £ of tsx~ble value 
would reach, but not exceed, 15 per cent., the corresponding cUlml1latlOn of ascent l1l rates of 
Succession Duty would be reached at £18,000, on the assumption that the averllge estate is divided 
into 2 Buccessions, and at £14,400 (which, for convenience, may be repluced hy £15,000), if 
the average estate be regarded as divided into 21 successiolls. 

951. In the cases of Estate and Succession Duties as of Income Tax, an important subject 
for study is the Duty carried by each individual £ of taxable value; for, whatever Le the total 
value of the estate, each £ in one estate should carry exactly the same Duty as the corresponding 
£ iD. every other estate. 

952. Regression in the Commonwealth Scale.-In the scale of the present Commonwealth 
Estate Duty, while the prescribed (that is the average) rate on an estate of the t.axable value of 
£72,000 is 15 per cent., the Duty on the highest £ is nearly 3~ per cent. (exactly :l9'4 per cent.) 
and at that point the rate suddenly drops to 15 per cent., which 18 the mte on each £ above £72,000. 
The position is identical with that commented upon in our second Report (parag;aph 3:ltl), whe~e, 
after quoting similar regressive rates in the Income Tax Scales of Queensland, \h8tem Australia, 
and New Zealand, we said that those scales show-

.. drops which are in each case a reversal of the principle applied throughout 
the whole range of the graduated scale-for.progr~s8i~n in the rates of tax ther~ is 

. substituted (probably unintentionally) regreSSIon which 18 usually regarded as an unjust 
mode of tuation." 



953. In the Schedule of the Commonwealth Land Tax Act, passed prior to the Estate 
D~ty Act, and in the Income Tax Act, passed subsequently, regression has been avoided·.in 
continuing the line of Tax beyond the graduated scale. Under the Estate Duty Act, as at present, 
the nominal rate and the average rate never exceed 15 per cent.; and it might be inferred from the 
form of the Rates Schedule that the attention of Parliament was concentrated upon the .question 
of the point at which the progressive increase of the average rate should cease. 

954. To avoid regression, and also to avoid the imposition of a rate in excess of 15 per cent. 
upon any part of the taxable value of an estate, two courses would be open ;- , 

. (1) To retain, as in the .p,resent Conunonwealth Scale, a value of £72,000 as the ternlinal 
. point of the progression, but to reduce the present rate of progression by one-half. 

The result would be that the rate on the highed £ of an estate of £72,000 
would be. 15 per cent. Applying that percentage as a Hat rate, to such part 
of the value of an estate as exceeds £72,000, then, however great the estate, 
the rate on the highest £ would reach but never exceed 15 per cent., and the 
average rate, while continually approaching, would never quite reach 15 per 
cent. . 

At a value of £144,000, the average rate would beil'40 per cent. 
.. .. £216,000, .. .. ..' '12'60 .. 
" .. £360,000, ,,' .. .. 13'56 .. 
.. .. £1,008,000, .. .. .. 14'48 .. 

(2) To terminate the present progressive scale of the Estate Duty Act at £36,000 
(where the rate on the highest £ is 15 per cent.), and impose a Hat rate of 15 
per cent. upon every £ of value in excess of £36,000. If this course· were adopted 
then, however great the ,estate, the rate on t~e high~t £ would reach. but never 
exceed 15 per cent., and the average rate, while contmualIyapproachmg, would 
never quiUj reach, 15 per cent. 

At a ~alue of £72,000, the average rate would be 11'40 per cent. 
.. .. £144,000, .. .. .. 13'20. .. 
.. .. £218,000 .. .. .. 13'80 .. 
.. ' .. £360,000, .. .. .. 14'28 .. 
.. .. £1,008,000, .. .. .. 14'74 .. 

. 955~ To avoid regression and also to avoid altering the present progressive scale of the 
Estate Duty Act, it would be necessary to alter the flat rate imposed upon such part of the value 
of an estate as exceeds £72,000 to 30 per cent., which at £72,000 is the rate on the highest £. 
Then, applying that percentage, however great the estate, the rate on the highest £ would reach, 
Dut never exceed. 30 per cent., and the average rate, while continually appl'Oaclling, would nev~ 
quite reach 30 per cent. For example, assuming 30 per cent. had heen so adopted, then, ;-. 

At a value of £144,000, the average rate would be 221 per cent. 
.. .. £216,000, .. .. .. 25 .. 
.. .. £360,000, .. .. .. 27 .. 
.. " £l,008,000" ,. " 29, .. 

If with a maximum rate of 15 per cent. on the highest £ it were decided to t6l'minate the 
progression at some poinhther than £36,000, the necessary adjustment could be made by Hattening 
or steepening the line of ascending rates. If it were desired to carry the progression to & point 
at which the rate on the highest £ would he higher than 15 per cent., another point for the 
termination of the Scale would, of course, have to be selected. 

956. Determination of MaxiJnum Rate a Question ef Policy.-We refrain from expressing 
an opinion as to Whether, in Estate or Succession Duty, a graduated Scale carried to the point 
at which the average rate is 15 per cent. (which involves a rate of 30 per cent. on the highest £, 
as in the present Commonwealth Schedule) is too high or too low. That is a question to be decided 
~Qnl time to time, according to the needs of the revenue and the extent to which it is considered 
necessary or prudent to exact tribute from successions to private wealth passing at death, whether 
that tribute be levied by one Authority only or by two Authorities as at present. 

957. Form of Rate Scale.-Having regard to equitable incidence and productiveness of 
the Duty, convenience in use and ready adaptability to varying requirements, a regularly graduated 
scale easily understood, delicately adjustable, and admitting of easy calculation of Duty, should 
be chosen. Such a scale would be represented by a 8traight line which, starting at the point 
representing zero value, would ascend regularly and uninterruptedly with each increase of £1 in 
taxable value of a Succession up to the net value chosen as the limit of progression, and beyond that 
limit would be continued by a fiat nte on 10 much of the value of the Suecession as exceeds the 
chosen limit. 



958. Graphical IDustratioD.-For the purposes of illustration we show (on the graphs, 
Appendices Nos. 11, 12, and 13) the lines of average rates under Buch a scale. These lines may 
conveniently be referred to as "standard .. scales. 

958A. Rul" for Computation of Duty.-The simple arithmetical rules for computation 
of Duty may be expressed thus ;-

(A) If the ascent be to 15 per cent. on the highest £ at £15,000-
The standard rate of Duty per cent. on the highest £ of taxable value of any 

Succession is found by inserting a decimal point before the third last integer. 
The result is the standard rate per cent. expressed in pounds and decimals of 
one pound-thus ;-

On the highest £ of a succession of £13,746, the" standard" rate of 
Duty per cent. is 13·746. 

The standard average rate of Duty per cent. on every £. of the taxable value of 
any Succession is found by werting a decimal point before the second last 
integer. The result is the" standard" average rate per cent. expressed in 
shillings and decimals of a shilling-thus:-

The" standard" average rate per cent. on a succession of £13,746 ia 
137·46 shillings, or a small fraction over 6·873 per cent. 

Note.-The" standard" average rate of duty is one-half of the 
rate on the highest £ at every point within the scale of graduation. 

(B) If the ascent be to 15 per cent on the highest £ at £18,000-

The standard average rate of Duty per cent. on every £. of the taxable value of 
any Succession is found by inserting a decimal point before the last integer. 
The result is the standard average rate per cent. expressed in pence and 
decimals of a penny-thus:-

The" standard" average rate per cent. on a succession of £13,746 is 
1374·6 pence, or a small fraction over 5·7.27 per cent. 

Note.-The "standard" rate of Duty per cent. on the 
highest £ is found by doubling the average rate-in this ca.ae 
11·454 per cent. 

959. IDustrative Tables.-In Appendices Nos. 15 and 16 are Tables showing the opera
tion of these scales in a wide range of examples, compared with the scale under the present 
Commonwealth Estate Dq.ty Act. 

960. The Duty chargeable on Successions of varying taxable values is shown in Appendix 
No. 15, where a limit of 15 per cent. on the highest £ with an average rate of 7·5 per cent. is reached 
at £15,000; and in Appendix No. 16, where a limit of 15 per cent. on the highest £ with an average 
rate of 7·5 per cent. is reached at £18,000. To these are added supplementary Tables showing 
the results where a limit of 30 per cent. on the highest £ with an average rate of 15 per cent. i. 
reached at £30,000 and at £36,000 respectively. 

961. In these Appendices there are shown in-

Column A-The aggregate taxable value of estates of deceased persons; . 
.. B-The rates per cent. of Estate Duty under the present Commonwealth Act; 
.. C-The Duty now payable on each estate; 
" D-The equivalent value of each succession on the assumption of an average 

.. 

.. .. .. 

.. 
" 

of 21 (Appendix No. 15) or 2 (Appendix No. 16) successions to each 
estate ; 

E-The average rate of Succession Duty applicable on the scale above 
described; 

F-The rate per cent. on the highest £. ; 
G-The Duty which would be payable on each Succession; 
H-The total Duty payable in respect of the assumed number of Successions 

to an estate ; 
I-The percentage which H bears to C ; 
J-The amount by which the duty at present payable under C would exceed 

that payable under H. 



962, Mo'" CJf ADjusting Scale to Varying RlltJuir.ments.-As was pointed out in paragraphs 
340/61 (Second Report'l there are several waye in which a Scale ~f it be adopted as ~ standard) 
may be adjusted from time to time to vatying requirements:-

(A) Duty tn~y be levied at a pereeIitage over or at a percentage under the StJandartl 
Beale; f1i _ -. 

(B) A ftted Sum (such 118 the basic rate of 5d, in the Commonwealth lilliomi! To) 
may hi! added to the tate per eent; !In the vruue ef all Suceessio'ne; thUs raising 
the rate of Duty uniformly, irrespective of the Standard rate of Duty applieable 
to thll Suooession*; ot , , 

(0) A fiXed sum may b~ fleduo~ from the rate per clllit.,·thus lowenng the rate of 
Duty uniformly, the converse process of B; or 

(D) The range of graduation in&y be extended to highet rates on Successions of greater 
- value j or ' , 

(E) The range of graduation may be restricted to lower rates on Successions of less 
value, the converse process of D; or 

(F) At the point where gradUation stops, the rates may be continued on a more or less 
sharply progressivei flafl of tegtes8rVe liiId. 

h should be added: that the su'alee outlined in this Repott 118 " standards" are mnch steeper 
th.nth, BOal. of the present COHI:IOOrtwealth Estate Duty. _ 

s'ECn614 ~. 
PltdPERTY PA~ING UNDER SETtLEMENTS. 

063. Onder the Commonweaiti). Act, '!I'here property the ~ubjec~ of a settlement passeS to a4r 
person as the resuft of trusts or dispositi(,lIls in the settlement taking eHect orllf after tile death ot the 
settlor or &Oy other person, it is dutiabie if the settiement was m&de 'lri1lhin onll year before £lie 
settlor's death. 1~ one important ~peet, }lowey~! the CqlllJlloJ;lWeaith 4,ct diffe~ hOlD: ~he A<;f.e 
of all the States,m that the State Acts bnng WIthin th.e dutiable ar,la all prope).'ty passmg under 
the ope~ation 6£ trusts_ or dispositions in a settle!Dent :which take effect a{Mr the de~tJi., of 
the settlor independently of the date of. the settlement. :in any scheme ~,£ Death DU~les, 
it seems necessary, if, the scheme is to be comprehensive and consistent, that, where there 
is a dispositio~ of property taking ~f£ect, aftef _ the death of a settlo\: or other person, 
such property sfujuld be deemed taxable, whether it passes through the' operation of a \vil'f or 
codieil, or througIl ~he 6peratien ot a Deed havmg de effeiJt of a testame'ntary disposition.. on 
this genetat view', it see!b8' therefore mat nO" d'istiiictioli sli:oulci bil made- between a will arid: a. 
Ilettletn1!nt, where' 'both opetate ~ tli'il' Iilttn$ way, tli.at- is; wli~re' the settileuiel\.t m in effect a 
testamentary dispositioli' . 

. 964. W 8 tecO"ritnh!n:d maf fh~ COYnn\oYiWeal'£ti Act b.r aDie~de.r to conform Wit~ th~' geheta~ 
principle ot Deatl1 Duti'e$ and witll, tl1e' ~6ts of ~IT the stafa bY' tlio'de'tinit dutiaJllt all ptop>6rfy 
which pas$8S ulidei" , tJ.'llst of 4'iSP6siltio'li id " settlelI\'ent takin'~ elYe'ee atte'! 111. tlea-ffl cif me-sefflcir 
Ill' of anY' other person n'8'Jn:ecf i'd" allf settftli'llent, whetb'el' the settl'tlnitn'f Iill fuadd' WithiIi 6B\! yea'r 
of the settlor's death or at any earlier period. . 

S'£C1tO'NXl.. 
JOINT INTERESTS. 

961}. WheM 84't inileresirin l'IiM eStail& ill held jointly by bwo: or more Pe186Ds', the law attaChes 
to that mrm of tenure the im~t :right of sUriivi>fship, I!O that;, wn.ere'1lil.ere &1.'e two joint 
tenBl!lf..ll and ODe' dies, the survivor BecomeS OWl!lel' oi the whole estate. The- same effect folioWjl 
wh~re ther& jg, a joint own~'8li.ip of p6!f1OB.al property. Un~e~ the CommOBwealth Act~ the- benefit 
whiclt' accrues tJ& the tIUrVlvor or BIll'VlVOJ!8' of two- 01' more Joint ilenll.n1ls' 11M not been treMled &It a 
taxable'intJerest, thouga. it is so under some' of the State Act&, as also undllr the BTitish-Suoces3icm 
Dmy Act 1853. The relev&Ot section of that Act reads as follows :--. 

. "Where' any perBOBB shaG, at or after the time appoihbed for the colllJll.ell.cement 
of thllt A~b, haw any p!O~x:ty Veste~ jn; theJi!.~ jointly" by ~ny tJitleliolJooruerrin'g Ol!:~lleni 
11' stHloes81Onl' any benefiouu'm&rest m subh- property, abCl'Ulllg.- to. any of them by 8\llVlvOl'
~l shall be deemed to be a succession j and every person to whom &Oy such· ~ 

accrue. ebBll be deemed! to- be- the successor ;, ana the pers~ uPQnYlhose death such 
accruel' sItaIl· talre place' 8JNill. be deemed, to be the predt!lleB8ot; _d,- where &Oy persons 
~~r the Jame- BPpOW.teti for' tihe oolnml!nootnent of. this Act !!utllI tJak,r any succession 
JOUltly, they shall pay the Duty, if any, chargeable there6n by thi$' Act in proportion 

F .181111.-3 
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i.? their respective interests in the 8u~sion ~ and any ben@cial interest in such succes
SIOn, accrumg to any of them by s1lrVlvorship, shall be deemed to be a new succession 
derived from the predecessor from whom the joint title shall have been derived." ' 

Upon the principle which governe our recommendation (paragraph 964) with rpgard t.o settlements 
wnenever made, containing trusts or dispositions taking effect upon the death of t.he settlor w~ 
are of opinion thai the beneficial interesi which accrues by lurvivorship to a lurviving joini te~ant 
should be treated as a taxable interest. We recommend iliai ihe Ad be amended to ellect that 
purpose. 

This would be applicable whether the scheme of the Act is that of an Estate Duty, as at 
present in the Commonwealth Act, or of a Succession Duty, which is the fonn we recommend 
Death Duties should assume. 

966. The principle of this recommendation is partly covered by the proposed amendment to 
Section 8 (4) (a) of the Act, which, however, is not sufficiently comprehensive to cover the whole 
ground. 

SECOON XU. 
CORPORATION DUTY. 

967. The question of applying the principle of Death Duties to corporations which 
undpr their charter or constitution have perpetual succession, was discussed in Great Britain 
for many years before legislative action was taken to impose taxation upon the property 
of such corporations. It was first proposed that the tax should be payable on the capital 
of corporately-owned property at stated periods, say every 25 or 30 years, representing the 
average interval between successions to pro~erty. The difficulties in the way of such a scheme 
led to the substitution of an annual Duty which by the British Act of 1885 was fixed at 5 per cent. 
upon the net annual income. It is said that the revenue derived from this tax has been 
disappointing, the highest point having been reached in the year 1915-16, with a figure of £62,000. 
The rate of 5 per cent. as originally fixed has never been increased, and apparently is much too 
low in comparison with the Death Duties imposed upon privately-owned estates. The Estate 
Duty, for example, now rises by a graduated scale to 40 per cent. of the taxable capital value. 
Australian Legislatures have not, so far, enacted any Statute imposing a charge upon 
corporations, having the same specific intention as the British Corporation Duty; that is, as a 
substitute for some form of Probate or Estate Duty. 

968. There is, no doubt, a continually increasing volume of property, both real and personal, 
passing into the posse..osion of corporations, or (to use a more familiar term) public companies, and 
that fact appears to have satisfied British legislators that there is a theoretical and practical 
justification for the imposition of a tax of the nature of an Estate Duty UpOJl such companies. 

969. As a means of preventing too great accumulations of land under conditions inimical to 
free alienation (and this perhaps is one of the principal reasons which induced the British J.egislature 
to impose the tax) a Duty payable once in a generation, as was first intended, seems a much les8 
powerful instrument than a progressive Land Tax. When, to avoid serious practical difficultics, 
it is found necessary (as was the case in Great Britain) to impose the tax in the form of an annual 
levy upon income, its potency as an instrument for effecting a dispersion of interests in land is 
obviously dirninisned almost to vanishing point. 

But, apart from this aspect, does the theory of such a tax, which rests upon the assumption 
that property held by a puhlic company escapes taxation of the nature of Estate or Succession 
Duty, bear analysis! Is not thought upon the subject, in England at least, influenced, perhaps 
nnconsciously, by facts of history which are not facts of to-day 1 

970. During the prolonged historic struggle to freE! a large proportion of the total area of 
arable land in England from the control of "the dead hand," it was the fact that unless the 
corporations (largely ecclesiastical) which held the land could be directly taxed by way of 
an Estate or Succession Duty, their property would escape such taxation altogether. But the 
passage of the yeara has brought an entirely di1ferent situation. The property of corporations 
or companies is represented to-day by shares or stock widely distributed among th~ p~blie, 
and, as forming part of the estate of the owners at death, that property comes penodioally 
within the range of Death Duties. 

971. It may be said that a corporation as such is not affected by the taxation of the 
individual ownem of its shares or stock. That is true, but, in our opinion, a corporation tax in 
the nature of or in substitution for a Death Duty can be justified only on one of two grounds, 
!lamely:-

(1) That such taxation is necessary to prevent the holding of land out of use or the 
using of it otherwise than in a manner profitable to the community, or 

(2) That unless the corporation is itself directly taxed by way of Death Duties ~he 
land or other property it holds will not come within the range of Death Duties 
at all. 
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As to N~. ~" we have already submitted that a Land Ta~ is.a more efiecti~e method of ~ducing 
the 8ubdiVlSlon of large landed estates. As to No. 2, as mdicated above, m efiect p~8Ct!Cally all 
property held by corporations, except that held for religious, charitahle, or other public purposes, 
and for that reason exempted from Death Duties, is now taxed through the Death Duties imposed 
upon the estates of indiVIdual owners of interests in corporations, and its taxation in the hands of 
the corporations also would be a double taxation. 

972. For the reasons above stated, we are of opinion that neither in theory nor on practical 
grounds is it desirable to attempt the imposition of a Corporation Tax in the nature of a Death 

Duty. 973. Under modem Company Law or by virtue of special Acts of Parliament, corporations or 
companies enjoy special privileges, and if it were thought necessary to impose some special tax 
upon them, additional to the taxes to which they are now subJect, it would seem more appropriate 
to impose something in the nature of an annual License Fee. At present the power of the 
Commonwealth to deal with the matter in that way is incomplete. 

SEcrION XLD. 
BOARD OF APPEAL. 

974. In our First Report (page 29) we recommended the constitution and appointment of a 
Board of Appeal for the purpose of hearing taxpayers' appeals from assessments under the Income 
Tax Act. By an Amending Act of December 1921, Buch an Appeal Board was constituted. 
The members of that Board have since been appointed, and the Board is now in operation. 

975. In our Fourth Report (page 198), dealing with Land Tax, we recommended that the 
existing Taxation Appeal Board, appointed under the Income Tax Assessment Act, be given 
the necessary powers to deal with appeals arising under the Land Tax Assessment Act. 

976. Under the Estate Duty Assessment Act, the present provisions with regard to objections 
and appeals contained in Section 24 allow an administrator to lodge with the Commissioner an 
objection in writing against an assessment, stating fully the reasons for the objection. If the 
~mmissioner disallows the objection wholly or in part, the administrator may appeal to the 
High Court or to the Supreme Court of a State. 

977. In our opinion, the functions of the Board of Appeal should be extended to admit of itt! 
hearing appeals arising under the Estate Duty Assessment Act. That action would, we think, 
be justified for the same reasons as have been stated in support of our recommendations with 
regard to the Board of Appeal under the Income Tax Assessment Act and the Land Tax 
Assessment Act. The Estate Duty Assessment Act, like the Land Tax Assessment Act, 
is highly technical, and many questions must arise between taxpayers and the Department 
which taxpayers would be glad to have the opportunity of referring to an independent 
tribunal, such as the Board of Appeal, having a simple and inexpensive procedure. We think 
that, generally, the rights of taxpayers and the powers and duties of the Board of Appeal 
for the purposes of the Estate Duty Assessment Act should be similar to those which we have 
recommended in relation to the Income Tax and Land Tax Assessment Acts. 

978. We therefore recommend-
(1) That the existing Taxation Appeal Board, appointed under t.he Income Tax 

Assessment Act, and any subsequent or additional Board of Appeal similarly 
appointed, be empowered to hear and adjudicate in matters of appeal under 
the Estate Duty Assessment Act. 

(2) That it shall be competent for the Board of Appeal to adjudicate upon matters 
which involve questions either of law or of fact; that in respect of questions 
of fact the Board's decision shall be final, but that in respect of questions of 
law an appeal shall lie from the Board to the High Court or to the Supreme 
Court of a State. 

(3) That in those instances in which (prior to the constitution of the Board of 
Appeal)-

(1) Notice of appeal to a Court has been given in accordance with Section 
24 of the Act, but the case has not come on for hearing; 

(2) Objection against assessment has been lodged, but no decision has 
been given by the Commissioner; 

the Act shall provide that taxpayers shall have the option of tr&D/lferring 
their appeal or objection, as the case may be, to the Appeal Board. 

It is intended that the above recommendations shall apply whether the taxation to be 
levied ~es the form of an Estate Duty, or, as we recommend (paragraph 897) the form of a 
SuccessIOn Duty. 



SECTION XLm. 
OmCE ORDERS. 

979. In connexion with the Income Tu, we J"POOIDlXIIjnded in our 'Ihlrd Heport, pugee 110-1 
that the Office Orders relating to that Act should be published for the benefit of the publia at 
the earlieat possible moment. A similaor recommendation waa made in our Fourt,h Report, page 
200. in respect of the Orders issued under the Land Tax Assessment Act. 

980. All the evidence taken by the Commission upon the several Direct-Taxation ActA! 
administered by the Commonwealth, and our own examination of snch of the Orders as were 
made available to nB, have satisfied 118 that it would be greatly to the publie advantage to have 
aooess to all Office Orders issued m relation to those Acts as soon 118 they ale issued. 

981. We recommend,.in respect of the Orders issued and to be issued under the Est.ate 
Duty Assessment Act :-

(1) That the existing body of Office Orders affecting the general practice of the 
Department be 'published at \he earliest possible moment, and be offered for 
sale to the public at a moderate cost. 

(2) That all such Office Orders subsequently issued be made accessible to taxpayers 
as 80011. all issued. 

(3) That. with a view to securing wide publicity, the daily Preaa in each C&pitalwty 
be furniahed with copies of all such Offille Orders as 1I0OI1 as issued. 

(4) Thai all such Otliee Orders be purchasable al; each Commonwealth Taxat.ion Oflioe 
11.1; a moderate cost. 

(5) That facilitiea be provided free of charge at each Commoowealth TaxatiOll, Office 
m the. perusal hy taxpayers of all wch Office Orda:s as &Ie operll.tive. 

(6) That all such Office Orders be made to apply to all aasesements affected thereby 
relating to the current financial year. . 

SEcnON. XUV. 
ANOMALIES ARISING UNDER COMMONWEALTH AND STATES' SCALES or RATES. 

9$2. In th.e Commonwealth and. the State Acts anomalies a.rise from the fact that. while in 
e.vel)' case (except that of Western Australia) estates belDw a certain value are not 1a.xed, the taxis 
levied OIl the whole estate if exceeding that amount. Similar anomalies appear where marked 
c~es. in tates.oeem or where. preferential deductions are reduced or dillappea.t, the effect being 
to. increase the. J;ates a.t. nrious Btages of value in a 8udd611. and irregular m 8JJuet. 

983. Under tlie Commonwealth Act, estates not exceeding £1,000 ill value are exempt from 
taxation, but, as too State tax: is a.l1o-wed as a deduction from tAe amaunt taxable ),y the 
COmmonwea.lt.lt and illS the Sta.tes' rates vary, the CaID.lIlIJIlwealth tax l>egins to operate ai differlIDi 
points of value acooJ'ding to the State in wlUch Probate is granted, all tlie following exam~.8 
show:-

At lowest ra.tes (nearest relatives), the point at which the ComUlonwealtk tax begins 
to operate is-

Wasr. P.obate is granted in New South Wal. £1,011 
Where Probate is granted in Victoria, SoI:lth AWJalia., and 

Weetem Australia £1,016 
Where P~OOa.te is pallted ID Queemaland and T_1lia £1,026 

At highst rate& (dill1!ant ,eb.tm& and strangers m bleed), the point at which the 
Commonwealil! tu bep to operate is-

Where Probate is granted in New S.outh Wales £1,021 
Where Probate is granted in Western Australia £1,031 
Where Probate is granted in Victoria £1 ,042 
Wh.ere Prohate is graated m QueeMi'a.nd . . . . £1,076 
Where P1>0ba.te is graated m SolttTt AUBtrah alld Tasmania £1,112 

An added it in value at these points entails a tax under the Commonwealth Act-
At lowest rates.,. of £6 13 4 
At hig)lest ~atl:s., of £IQ 0 0 

and. .,.h.en combined with the State taxes the- added £1 in value causea incrllll8eB in taxation-
At IowilSt rates. tangiDg ttQm . . £6 13. 7 to. £6. 14 Q. 
At highest rates, ranging from .. £10 0 6 to £10 2 2. 
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98(. With the exception of the highest rate in TlUlmania, which is 10 per cent. throughout, 
1111 the State rates &re graduated in Cl steps "-though varying in scale in different States. This 
form of _le produces an anomalous increase of Duty wherever the Cl step" occurs. The most 
pronounced of these are shown below :-

"' .... Additional Duty to 
CaUIC of Aoomall?UB Increue of Du'y. SlAte. !la .... Value. Tu. be PllId for the 

£1 Added V &loo • 

• • £ £ B. d . £ •. d. 
r~OWeAt •• 1,000 Nil 

. 
1,001 10 0 i 10 0 2 Exemption £1,000 
6,000 60 0 0 
5,001 126 0 6 76 0 6 Preferential ratea cease, and at the same 

Npw South Walea point an iner .... e occurs in the _le of 
ratee, the higher rate then being applied 
to the whole amount 

Highest 1,000 Nil .. Exemption £1,000 
1,001 20 0 6 20 0 6 

Lowest •• 600 Nil 
601 5 0 2 5 0 2 Exemption £500 

2,000 30' 0 0 
2,001 66 12 8 3612 8 Secondary preferential deductions 

Victoria .. cease and there is also aD increase in 
the prescribed prefereutial rate 

Highest 200 Nil 
201 3 0 • .. Exemption £200 

Lowest .. 300 Nil 
301 3 0 B S 0 2 Exemption from Probate Duty 
500 li 0 0 
601 10 0 5 5 0 Ii Suoceasion duty commences 

2,1iOO 62 10 0 .. Secondary preferential deductions are 
reduced 

Quoenslnnd 2,501 8011 9 18 1 9 Preferential rate. reduced by one-sixth 
11,000 172 4 5 
5,001 250 0 0 77 15 7 Secondary preferential ratea cease 

Highest 199 Nil 
200 8 0 0 8 0 0 Exemption £199 
300 12 0 0 
301 111 1 0 3 I 0 Probate Duty operatea 

Lowest .. 499 Nil 
500 3 15 0 3 15 0 Exemption £499 

1,999 2919 8 
2,000 80 0 0 50 0 4 Secondary preferenti$1 deductions 

oease, and there is also an increase in 
South Australia the prescribed preferential rate 

Highest 9,999 999 18 0 .. 
10,000 1,500 0 0 500 ~ 0 } Heavy increases in rate. (5 por cent. in 
19,999 2,999 17 0 .. each case) 
20,000 4,000 0 0 1,000 3 0 

Westem Australia .. .. .. .. .. No pronounced increas94 

Tasmania .. .. Lowest .. 1100 Nil 
1101 10 0 11 10 0 11 Exemption £500 

, 
",01'&-Whl!ftI tbe word .xempUoo. a.ppe&l1Il11ld UuI value doeI no' e~d t.b.e amoua*'toepUoned It I1 So be UQ{ientood DO !lot,. Is clwpd, but. when 

toll" value eJ:ooodll that IUUount Duty J. abal'pl1 Ob the tot.a.1 valut'. . 

By Ill" term "Illoood ... ..,. prot.,reotlal dednuUon" Is meant 8.n alloWl\uOll tlndor whlob certain bonuDcllarld, havlnl a olOBtl rolaUollBhlp to the testator, 
8to not. ollly Cb8r!l:od Duty UPOD a lo .... er tcaJe of ratelthau tohat preaorlood for otllor beneHcl:uloa, but abo, In addition, whare ",e toW amount. of too .t.u.to 
doetl not excood a IJ'IO('lBed aUlOuut, are ch&rp-i8o proportion only (laY one balf) of the rat('s of the lower scale. ' 

FlIl1l1l' InforIMtloD .. IiO OommoowealLb and State dutlol, IUld as to the oomblned afloct 01 tho&e Dutlea In variOUt sratfll, wUl be fouQd In .lppendJooR 
NOI. 10 and lOa. 

985. The figurtlll in Appendix No. 10 show that upon estates not exceeding £1,500 in 
value the Western Australia.n rates are the lowest, and the Tasmanian rates are the highest. (In 
this COUlment the rates referred to are the highest rates in the respective scales, that is, those charged 
in respect of beneficiaries who a.re either distant relatives or strangers in blood.) Upon values 
of £7,500 and upwa.rds, the Western Australian rates are the same as those of Victoria; and upon 
values of £30,000 and upwards are the same all those of Victoria and Tasmania. The nlll.ximuru 
effective percentage of the combined State and Commonwealth taxes is reached with regard to 
('states in Victoria, Western Australia, and Tasmania at the value of £80,000, the combined ra.te 



250 

at that point being 23'50 per cent. The highest effective percentage of the combined taxes occurs 
in the case of estates in Queensland, where a percentage of 32'85 is reached at a value of £100,000. 
At the highest point of value shown in the Appendix, £200,000, it will be seen that the percentage of 
combined Commonwealth and State taxes 18 in the case of estates in Queensland 32'85' estates 
in New South Wales and South Australia 32'00, and estates in Victoria, Western Austr.ilia, and 
Tasmania 23'50. 

. 986. In reading Appendix No. 10, it should be remembered that variations in the 
Commonwealth Duty in the different States arise from the fact that the State Duty is deducted 
from the taxable value upon which the Commonwealth Duty is levied. 

987. Further, with regard to South Australia, it should be noted that the figures in Appendix 
No. 10 are comparable with those of other States only on the assumption that each estate passes 
to one Successor only, the Duty in South Australia being not an Estate Duty, but a Succession 
Duty (see paragraph 884 of the Report). 

988. Appendix No. lOA has been compiled to show the percentage of combined 
Commonwealth and State (South Australia) taxes to the total value of the estate in cases where 
the total estate passes either as a whole to one Successor or respectively to 2, 4, or 6 successors. 
The figures in the Columns relating to Duty payable where the estate passes t{) one Successor 
only are the same as those shown in Appendix No. 10. 

SECTION XLV. 

MISCELLANEOUS. 

989. Date at which Valuation for Probate purposes is required to be mad e.-Under the 
Commonwealth Statute and the Statutes of all the States except New South Wales, the value 
of an estate for purposes of payment of Duty is taken as at the date of death of the testator. 
In New South Wales the valuation is required to be made as at the date of grant of Probate. 

990. There is sometimes a considerable interval of time between the death of a testator 
and the grant of Probate, and as, for the purposes of the Commonwealth Duty, the executors 
are required to have valuations made as at the date of death of the testator, the requirement of 
the New South Wales Law operates to cause considerable additional expense and inconvenience, 
as a second valuation' is often necessary. Complaint was made by witnesses, particularly witnesses 
representing Trustee Companies, of the hardship so caused. Those witnesses were unable to 
suggest any reason for the lack of concordance of the New South Wales Law on this point with 
all other Estate Duty Laws in Australia. 

991. We are unaware of any objection to the adoption of the course followed by the other 
States and by the Commonwealth, and bring the matter under notice in the hope that it may receive 
consideration by the proper Authorities. 

992. Valuations made for One Authority-Acceptance by Another Authority.-It was 
strongly urged by witnesses that a valuation for Probate which has been accepted by one Auth?rity 
(either Commonwealth or State) should also be accepted by the other. Instances w.!'re given 
where valuations made on behalf of the State and on behalf of the Commonwealth differed 
considerably. As the State Probate Duty is invariably paid first, and the Commonwealth, in 
some States at least, accepts State valuations of personal property, it would seem that State 
valuations of real property should also be accepted, thus avoiding the anomaly complained of 
(See paragraph 1027.) 

993. Grant of Probat&-Practice in States not uniform.-It was represented to us that, 
in one detail afiecting convenience and expense, the practice in regard to the Grant of Probate 
is not uniform in the various States. For example, in one State the Affidavits in regard to 
Probate are lodged with: the Registrar, who deals with the matter at the minimum of cost and in 
due course issues the Probate, while in an adjoining State it is necessary to employ Counsel to 
appear before the Probate Judge and move for the grant of Probate. 

•. 994. In our opinion, the simplest and least expensive method which is found practicable 
should, in the interests of the community, be generally adopted. 
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995. Re-Sealing of Probates.-Complaint was made by a number of witnesses of the large 
expense caused in obtaining a re-seal of Probate in States other than the State in which Probate 
is granted. Instances were given by way of illustration-for example, in one case where Probate 
was obtained in Victoria, the testator had possessed 100 shares in a Public Company in South 
Australia, the gross value of the asset being £67 105. Od. The cost of re-sealing the Probate to 
enable the Executor to transfer the asset was £20. In another case, in respect of shares 
worth £150 in a Company registered outside the State in which Probate was obtained, the cost 
to the Executor was over £40. . 

It is, in our opinion, very desirable that such expenses should be reduced to a minimum. 

996. In our Second Report; ·paragraph 249, we recommended, as part of a permanent 
scheme for the allocation of direct subjects of taxation between the Commonwealth and the States, 
that the power to impose Probate or Succession Duties should be exclusively vested in the States. 
Assuming that such an allocation be made, it would, in our opinion, be of the greatest value to the 
Australian community if the States agreed upon a lIniform Act, and also if each State accepted the 
values shown on the Probate granted by any other State, subject only to a simple and inexpensive 
form of registration. 

997. Taxation Dependent upon the Location of Documents of Title.-In the case of docu
ments of title such as Mortgages, Scrip, &c., the amount of Estate Duty payable under existing 
State Laws may depend upon the physical location of the documents at the date of the testator's 
death. For example, if the Mortgage Deed of property situated in New South Wales is in Victoria 
at t,he time of the testator's death, Duty is payable in both States. This also applies in the case 
of Scrip and similar documents. This dual taxation has been the subject of serious complaint 
by witnesses during our inquiry, and has been the subject also of adverse comment by economists, 
in relation to a similar practice in the United States. 

In our opinion, action should be taken to prevent double taxation of this kind. 

998. In the case of a Mortgage Deed, the location of the land within a particular jurisdiction 
ahould, we think, as between one State and another, be decisive upon the question of the Authority 
to whom, and to whom only, Estate Duty should be paid. 

998A. Another instance of Double Taxation under States' Legislation.-Section 103 of the 
New South Wales Stamp Duties Act (No. 47 of 1920) provides that-

(I) The estate of a deceased person, whether domiciled at the time ~f his death in or 
out of New South Wales, shall also be deemed to include-

(a). • • • 
(b) every share and all stock held by such person at the time of his death in 

any company, corporation or society, whether registered or incorporated 
within or out of New South Wales, and carrying on the busmess of 
mining for gold or other minerals as defined in the Mining Act 1906 
in New South Wales, or of treating any such minerals, or the business 
of pastoral or agricultural production or timber-getting in New South 
Wales; 

(c) every share held by such person in any corporation, company or society 
having a share register in New South Wales for any purpose whatever. 

998n. Section 4 of the New South Wales Oompanies (Death Duties) Act 1901 makes it 
obligatory, under penalty, for every company incorporated outside New South Wales which carries 
on the business-

(a) of mining for any minerals in New South Wales; or 
(b) of pastoral or agricultural production or timber-getting in New South Wales, 

to make application to the Registrar for registration of an office of the company in New South Wales. 
In the event of the death of a member of any such company, the company is required by Section 7 
of the same Act (which provides a llenalty for non-compliance), within six months from the day 
when the probate or letters of administration are notified to or lodged with the company, to furnish 
to the Registrar a return giving the name and address of such member, and other particulars, 
including the number, description, and value of the shares held by such member at the time of 
his death. 

9980. Estate Duty on such shares is made payable by the company, which may deduct 
the amount so paid from any moneys payable by the company to the personal representatives 
of the deceased member in respect of the shares or stock, or may recover the amount by suit or 
action from such representatives. In such cases, and in cases arising out of Section 103 (1) (c) 
above cited, if the ownership of the shares was in (say) Victoria, the interest would be liable t() 
taxation in that State also. 
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. ~98p. Th.e .Qqe6JU!land SucoeuioA and Probata PutW 40t 1892 ,hmmdlllllnt Act of 1895 
hMlII~r prpVl~lOll/llio tholle of thll New South Wale8 Act, in caees where ahare or other intert'sts 
ot A company incorporated in Queensland appear in " branch ,egister (outside Queensland) of 
the c0!ppany. Those provisions are applicabla " although thlI testator or intestate may not have 
h II<l W. domicile in Queen~land . • • ." 

. 998E. Legislative pwviBions ~ch all those aboVll cited. entail a fOl1Xl of double taxutiul\ 
~~ch appears to us to be devoid of justification. It is necessarily very unequo.l in its incic1PIlI'c i 
~t 18 regarded by taxpayers as unjust, and appears as an arbitrary exercise of State power whidl 
18 rell.dered possible by the existence of epeoial and statutory fOl1XlS of property. 

W. recQm.mell4 that aotiClI\ bl! takell to pnvent double taxation of thi, kind. 

SECllON XLVI. 

COMMENTS:ON VARIOUS SECTIONS OF THE COMMONWEAl.TH ACT. 

999. Seetlon 8 (Definition Section)-

!' A4mlnlstraIQl" fII0411t IIny ~%""uto. to wholl1 pl'llbatll of " will i~ grante<l. QO allY paropn to wh"'n lettert of 
admini.trl'tiPIl, wit" pr ";thout " 1riU .Mex.'" ~ grantl!4. I'nd alae al)Y person who, by virtue of any 
administrlltion, becomes entjtle4 to a~iJter, tIIkO ollar~ of, Qr beoom~ r~eiv.r of, anl plOperty of 
a d_ed persqll : 

. .A. depa.rtmentru BuggesiiPll WIIJ lIubmitt.ell to III th*t 1;he Ilelbutiol\ he "m!'lldeq by the 
addition of the words :-

.. "1)4 inolud .. IlIly pe1'8011 who tak .. poeaeuioll CIf Q, IlItemleddl .. with the pMpert,' CIf " deceased 
person "nd any persoll required by the Commi~~ion.f to !urpish 11 retUfl) in respept of property received by him 
from a de ... "sod person within one year before the death of tbat pefBOlI." . 

In his Seventh Annual Report the ColD.llliJBio~er (If 'l;UlI,tion explaw the Jleoel!Sity fOf th, 
PtQPQse(i I\me~dmellt thus :~ 

.. In the administration of the Act it b,.a bean found that the definition of t admlniatrator' iI IlDt wide 
8IIough to cover all the persolll who mllY ban ~""rge Or ppaa .. aioll CIf the .. tate I>f a deo04sed pe .. on. It do .. 
not exteud to persons who b'lve received gifte of property from the teetlltor ";thil) twelve monthe prior to 
his death, "Ithough such property forms part of the dutiable .. tatll of the deOMsed. It would I)ot cover the 
case of a person who took upon himself to administer any part of tb~ de~ed'~ .. tatl! without authority to 
do ao., 

The Act lIt present only requires "n administrator, a. thereill defin.n, to lodge returns under the Aot. 
,As stated above, oertl!in persons who may have taken pOlltrol of portjo~ of the .. tate of the de""""p,d are not 
regarded as administrators, and a .... therefore. not bOUlld by the obligatione laid on administrators by the 
Acl . 

ABy person who has taken control of auy part 01 the d_sad's estate is tU Jack) 8n lIdministrator, 
and b. slloqid, b. bOlllld l>y the 1l'1lI' Qhlillatilllll! l1li 1111 !!AmiIliltkl!tQr. 

It is ~nsidered that the definitioll of • administrator' should be extende4 to cover those persoll8, 
&Q thllt 1111 1I~IIOSSl\l'.jIt fQr Illlty ill resPlICt of thll ea!aw h~lIdl.4py ~"em ClIIIpe I"a4. against them." 

Without comment upon the verbal form of the pwposed amendment, which no doubt will 
be revised, we consider the suggestion a "88onabIa ona and recommend its acceptance, except 
aa to the specified period before decease, which will (if OuJi recommendation in f6l!pect of SecttQn 8 
(4) (a) be adopted) become two years instead of ol,1e. 

1000. "Debts" includ .. probate alld ~ucceesiOIl !dut.i .. payable under anylStete Act, but do .. not include 
voluntary d.bte , . 

This definition should be read in conjunction with Sections 17 ~d 18, which, aa amended 
in October, 1922, by the addition of the words under]jne4, now read respectiyely;-

l7, For th~ pllrpose of a~8llllsipg tlj.e val,!e fOf dllty of tPe estate "f al)y perso" dying after the co,!,' 
mellcemel)t of this Act, all debt,. due and owing by the dec_ed a~ the time of his death and Federal and 

State J,and ani! Inoome Tax .. whioh beoo/lleduewal!d"payable "fter hi! ~th and witbin one year "fter th~ 

payment of duty on any ....... ment UIlder this Act •• ball be deduotlld from the grooa value of the /I8I ... ahl~ 

estlltl! if tba dec.,..e4 was at thl> tjIlJe pf l).is fleath 4Pll)icije4 ill A.l!stralia. 
1.8, If t\ul dece~ was at the ti/ll.Q of hie J/Ilat!> JII)t Il.omi.ciled ~ ,4.ustrlllia ~"e del>~ which lJIJI,y 

be deducte<l from the graBS v,alue Of the ...... ""'b!e .. ta~ "hall lie debtA! due ",nd owing to persons !'eIIidpJlt in 
Australia, or eontI;locted to be paid in Australia, or ch"rged ou"prpperty situate in Austratja. and Federal and 

State Land and Income Tax .. due an., payable '!ot the time of hi? cleath or which become due and pavab!! 

after hi. death and within one year after the payment of duty on any a ..... meut IIl!-der this 4ct. 
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The Commonwealth Commissioner of Taxation informed ns that it is proposed to amend 
the present definition of .. Debts" so as to limit the deductions allowed in respect of Probate and 
Succession Duties payable under any State Act to Duties paid on the estate dutiable under the 
Coml)lOnwealth Act. 

We concur in that prpposaJ. 

1001. Secrecy to be imposed OR Departmental Officers. The IncomeTQg; Assessment Act 
1915--18 provides that every officer shall make a declaration of secrecy before entering upon his 
official duties or executing any power or duty conferred or imposed ~m him under the Act, and 
imposes a maximum penalty of Two hundred and fifty pounds upon any officer who makes a 
reoord of or divulges Ilny infurmation relating to the affairs of a person e;!l:cept iD. the 
performance of his duty under the Act. 

1002. In our Fourth Report (paragraphs 737 and 738) we commented upon the absence of 
any such provision from. the Lan~ Tax Assessment Act. We expressed ~he opinion th&t,. with 
the exceptaon of the offiCial valuataon: only of separate parcels of land (whICh would be available 
for public information if Independent State Valuetion Bureaux were established), it is desirable 
that taxpayers' affairs with regard to Land Tax be treate.d confidentially, as in the case of 
Income Tax, and recommended the amendment .of the Land Tax Assessment Act accardin~ly. 

1003. In recommending the inclusion .of secrecy pravisiollIl in the Estate Duty Assessment 
Act, the Commissioner .of Taxatian painted aut that recent prosecutians by the Department 
had emphasized the necessity .of having suitable secrecy pravisians in all Acts ILdminiswred by 
him. In his .opinion, ~uch provisians wauld not only be in the interests of .office discipline, bu~ 
wauld assist in pratecting taxpayers fram exploitatian. 

1004-. W. r,~omPl.n. that the A.ct be amended-
(1) Ta include snitable pravisians enforcing the obligatian of secrecy npon officer. 

in all matters relating to the affairs .of an estate. 
(2) To pravide far the ~upply of infarmatian ta other Commanwealth Department!! 

(if required_ for any public purpase) and ta State Taxatian autharities. 
(Sectian 13 .of the Act alrel1dy pravides fOl the making .of arrangelUents wit4 
State Taxation al:!thorities for the supply by them .of infarJ1latian ta the 
Commanwealth Cammissioner). 

1005. $pctiClQ 8, Sub..sectipn (3)(a) reil-ds ;-
(8.) )Qr tile purp~ .. of thj, .tot tha eatat!> of a deo"4&Ocl. P&14on QODl.pri ... -~ 

(q) ~i. Hal prpperty in Austral~. (inclwi.ing ",~I property ever whioh he h"d a general power of 
appointment, II-'<erciaed by his will) i . 

This sub-sectian pravides that praperty aver which a deceased persan had a general pawer 
.of appaintment which he has exercised by his Will shall form part of his dutiable estate. This 
is a comman rrovisian in Estate Duty Acts. The Cammissianer .of Taxatian has suggested an 
amendment 0 the Suh-sectian to include property in which the deceased person had a heneficial 
interest together with a limited pawer .of appaintment exercisable by will. 

We are not satisfied that the suggested amendment ta include a limited pawer .of appaintment 
can be jUl!tified, unless ;l?assibly from a Revenue paint .of view, tbat is, in order to prevent some 
j1ppar/!n~, but not re.a) hlPitatiau bein~ placed upan a general pawer .of a,ppointment in order ta 
&YQid puty. A limited pawer pf appamtment may of ~OUrse b~ a pawer which can bll exercised 
Qnly in .. qirectiQn entirely Cj)utrary to the desi1'es of the donee of the power. There is also the 
passibility from the Reven~ point of view (this difliculty is the converse .of the .one mentianed 
aboy/!) that, if a praperty aver which a testatar had a limited power .of appaintment is mad, 
dlltiable, the limits maybe sa wide that the pawer will be almost, if not qUIte, as valuable as a 
general pow. er .of appaintme. nt. The question whether a decell/led person having a limiwd pawer at 
appointment had aJ.<;o a beneficial interest in the property tp be appointed cannat, we think, b$ 
regarq,ed Il-S a determiniJlg f~tor. The Sauth AWjtralian {SUCWisiun Dutil3$ Act 1893 Qontains ill 
Sec0an ~ ~ prpvision fequiring the administra,tor ta include in the staWUJlmt to be supplied to thAt 
~glStrar :-

.. Th.e /let p ..... nt value of any property given 1;0 IUl unoertain person; Qr on an uno.rta.in event, inoluding 
property over whioll a opecial PQ,...r of '!ppoj!ltment is given, suoll value 1;0 b. estimated ... if ouoh prop.rty 
hd been given by way ot veoted rernain<ler to a pertain person." 

1006. The British Succe.5siOfl Duty Act 1858 has a provisian (Sectian 4) makillg dutiahle as a 
" succe.'lSian " any property passing as the result .of the exercise .of a limited power .of appaintment. 
From the point of view of_an Estate Duty Act such as that of the Commonwealth, we are unable 
to recommend the inclusion of luoh a provision, although in our opinion it would not ba out of 
place in an Act imposing a Succession Duty upon the basis which we recommend (paragraph 897). 
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1007. Section 8, Sub-section (4) reads:
(4) Property-

• 
(a) which p85sed from the deceased pel1lOn by any gift ''''er'''''''' or ,ettl.mont made before or after 

the <"mm.ncemont of this Act within one year before hiB d-e ...... or, being property oom
prised in a settlement nnder which he was tenant for life, the life interest of .. hioh was 
surrendered by him to the remaindermen within one year before hiB d ...... e; 01 

(b) in which he had a beneficial interest at the time of hia d_, which beneficial intoreot, by 
virtue of a settlement or agreement made by him, paased or aoorued on or .. ftor hia dooea .. 
to, or devolved on or aftor hia decease upon, any other pel1lOn, 

shall for the purposes of this Act be deemed to be part of the .. tate of the person eo dooeased, 

The Commissioner of Taxation has suggested an amendment of these Sub-sections. Under 
Sub-section (4) (a), Duty is levied in case of surrender within one year of death on the total value 
of any property which is the subject of a life interest held by the testator, whether such life intef('st 
was created by the testator or not. n is proposed io amend Sub-clause (a) by inserting after 
the word "settlement" in the fourth line the words :-

.. or agreement made by him. or by him. and lome other person jointly." 

This would be in accordance with the provisions of the British Succession Duty Act and 
the Victorian Administraticm and Probate Act 1915. 

We recommend that the Act be so amended. 

1007A.-The period, one year before decease, specified in Sub-Section (4) ((I) is the same 
as that specified in the Acts of Victoria and South Australia. In New South Wales and Tasmania, 
the period is three years, in Queensland, two years, and in Western Australia, six months. 

We recommend that a period of two years be adopted, and that the Commonwealth Act 
be amended accordingly. . 

1008. n is also proposed to amend Sub-clause (b) to provide for the payment of Duty on all 
life interests held by the testator and created by himself, whether held by him at the date of death 
or surrendered within the period prescribed within which gifts inter vivos are rendered dutiable. 
The necessity for some such amendment is illustrated by a case which arose where a person settled 
on himself for life certain property with remainder to his daughter. On his decease the Department 
sou9ht to include this property in his taxable estate, on the ground that it came within the terms 
of Section 8 (4) (b) of the Act as being property in which the deceased had at his death a beneficial 
interest, which devolved upon another person. The CommiSllioner was ac1vised that the 
Departmental claim could not be maintained, as by the settlement made during his lifetime the 
testator had created two interests, his own'life interest and the absolute interest of his daughter. 
Upon the settlor's death, no interest passed to the daughter. It was simply a case of one interest 
ceasing and another independent interest arising in possession. 

1009. We endorse the Commissioner's suggestion and recommend an amendment 01 Section 8 
(4) (b) to provide for payment of Duty on all life interests held by a testator and created by himself 
whether held by him at the date of death or surrendered within the period prescribed within which 
gifts inter vivos are rendered dutiable. 

1010. A further addition to Sub-section (4) recommended by the Commissioner is one to 
provide for the taxation of property which was taken by the donee under gif*O whenever made by 
the deceased as donor, of which bona fide possession and enjoymeni was not assumed by the donee 
immediately upon the gift and thenceforward retained to the entire exclusion of the donor or of 
any benefit to him by contract or otherwise. The words in heavy type in the preceding sentence 
indicate the amendment proposed. This provision originated with the English Estate Duty Act 
1894, Section 2, and appears also in the Victorian Administration and Probate Act 1915. An 
illustrative case which arose under the latter Act was one in which a testatrix twelve months before 
her death had given to her three sons portions of the land owned and worked by her, each portion 
being surrounded by other land of the testatrix. Upon the same day upon which the land was 
so transferred, each of the sous executed a lease to the testatrix for five years of the land given to 
him, a fair and reasonable rent being reserved. After the gifts, the lands given continued to be 
in the actual physical occupation of the testatrix and to be worked by her with her other lands 
in the same way as before the gifts. In that case it was held that t,he land so given was chargeable 
with the Duty payable under the Victorian Act as though part of the estate of the testatrix. (Lang 
t); Webb, 13 C.L.R. 503). The object of the proposed amendment of the Sub-section is to protect 
the .J:evenue against arrangements to defeat the Act by colomble transactioD,'!. 

We approve of the principle of the suggestion, and recommend amendment of the Aci 
accordingly, 



255 

1011. The Commissioner of Taxation suggests the insertion in Sub-aection (4) of a provision 
under which interest receivable from money on deposit shall be deemed to accrue from day to day 
and inter(;st accrued to the date of death of a testator or person dying intestate shall form part 
of his estate.' • 

We concur in the suggestion and recommend amendment of the Act accordingly. 

1012. U this amendment be adopted, it should also be made clear that interest payable up to 
the date of death shall be deductible from the gross value of the estate as a debt. 

1013. Section 8, Sub-section (5) reads:-
(5.) Estate duty shall not b~ r... ... ed or payable upon 80 muoh of the estate as is devised or bequeathod 

or passes by gift inter Vil'08 or settlement for religious, scientifio, charitable or publio educational purpos.,". 

The Commissioner of Taxation suggests that this Sub-section be amended by adding at 
the' end the words " within Australia", the effect of which will be to subject to tax any part 
of the estate of the deceased person which passes to a religious, scientific, charitable or public 
educational body outside Australia. The question whether this result could be attained under 
the Section as it stands was argued before the High Court in the case of Jackson and Another, 
Appellants, and the Federal Commissioner of Taxation, Respondent (27 C.L.R., 503). In that 
case it was held by the majority .of the Court (Knox, C.J., lsaacs and Starke,. J. J.-Rich, J., 
dissenting) that the exemption' given by the Sub-section in favour of devises, &c., for charitable 
purposes is not limited to such charitable purposes as have operation in Australia, but extends 
also to charitable purposes which are being carried out abroad. The Commissioner informs us 
that the restriction to charitable and other purposes within Australia was undoubtedly intended. 

In our opinion, this is a reasonable restriction, and we recommend amendment of the Act 
to make that restriction operative. 

1014. Section 8, Sub-section (6.) reads :-
(6.) In respect of .0 much of the estate 88 by will inte.tacy gift inter vi.08 or .eltlemont passes t<l the 

widow or children or grandchildren of the deceased e.tate duty .hall be ass .... d and payable at two-thirds of 
the rate wMch would ot.herwise be payable. 

The Commissioner of Taxation suggests an amendment of this Sub-section to provide that 
the reduced rate payable in respect of so much of the estate as passes to the widow, children or 
grandchildren of the deceased shall not a:pply in cases where the benefit taken by those relatives 
of the deceased does not accrue to them Immediately, but only after the interposition of a prior 
terminable interest. The question arose in Victoria in the case of In 1'6 Davidson (23 A.L.R., 
415), in which Mr. Justice Cussen ruled that the privilege granted by the Sub-section to the widow, 
children or grandchildren by the reduction in the rate of Duty payable in respect of their interests 
shonld not be lost, even though a prior estate was interposed before their enjoyment began. The 
Commissioner's suggestion that this privilege as to Duty should be withdrawn where any prior 
interest intervenes, so that after the termination of such intervening interest the widow's share 
should be lessened by the full rate of Estate Duty, does not command our sympathy. It appears 
to us clear that the Parliamept intended that full rates should not be charged in respect of the 
interest of a widow, child or grandchild, and if, for any reason, the beneficial enjoyment of an estate 
by any of these persous is deferred, that in our opinion is not a sufficient reason for making a 
further inroad by taxation upon their interest. 

In this case, we recommend that any privilege as to rates accorded to near relations be not 
atTected by the interposition of a prior estate. 

1015. The Commissioner 'of Taxation further suggests that the privilege as to a lower rate of 
Duty should apply only where the :privileged person (widow, child or grandchild) is at the date of 
death of the testator domiciled within Australia. This suggestion also fails to commend itself to us. 
In our opinion the test should be family relationship. Domicile outside Australia at the material 
date may have arisen not from choice, but from circutnstances outside the control of the parties 
a:liected, and we do not think that they should be deprived of the privilege now afforded by the 
Act. 

1016. Other questions arise in connexion with the consideration of affording priVilege in 
respect of tax to persons holding certain relationship to the deceased. For example, there may be 
considered the case of adopted children. In some State Acts there are provisions under which a child 
who has been adopted with the formalities prescribed by a Statute dealing with the matter is deemed 
for the purpOSl'S of Estate or Succession Duty to be a child of the person whose estate is subject 
to Duty. It seems to us that this is a reasonable provision. Most frequently adoption, 
in accordance with sllch a provision, takes place in the case of mamed couples who have no children 
of their own, or who, if they have children, adopt others who have some degree of relatiouship to 



them or are the children of intimate friends. Whether in those circumstances or otherwise, there 
is an assumption of parental responsibility towards the child 80 adopted, and a complinnc~ with 
the la,,- governing adoption, which, in our opinion, justify placing the adopted child, for the 
purpose of preference, in the same position as a child bom of the marriage of the adoptive parents. 

We recommend, therefore, that, where a child has been adopted in compliance with the 
formalities in any State Law, 8uch child should be regarded lorlhe purpose of Es~te Duty .. coming 
within the privileged CI8S8. 

. 1017. Another ease ia that of illegitimate children. The question as to how iIIt'gitimate 
children should be treated for purposes of Estate or Snccession Dut.y has been debated in Great 
Britain at intervals, and often with strong feeling, for more than 100 years, and private members 
have more than once attempted to secure the plll!sage of Bills to assimilate the ratoE',s of JA'gucy and 
Succession Duty in the case of illegitimate children to the rates affecting legitimate children, but 
so far without success, the position still being that an illegitimate child iB for the pUrpCBIlI of 
Estate Duty treated as a stranger in blood and taxable at the highest rate. In Hanson'. 
" Death Duties," page 667, after quoting various cases, it ia said :-

It would seem, therefore, that legitimated children are not ... trenge.. in blood. .. , but pay 
Succession Duty at the same rate as if they had been originally legitimate. Rut it app ..... to be otbenri .. 
when the children, though Mlmowwdged by the father III hi, Datural c'bil1ren; Bre not legitimated. (AtkiD' 
son tI. Anderson, 21 Ch. D. lOO). 

In New Zealand, the Death Duties Ad 1909, Section 19, pr~vide8-
For the purposes of Succes.ion Duty illegitimate relationship ahall be recognised .... equivalent to 

legitimate relationship in all cues in which tha 81100_ ia entitled, OD the inteetaoy of Iha <Ioo .... od, to 8uc.ceod 
by virtue of that illegitimate relationship to any part of the estate of the'dacBaood, or 'would h,vo' boop 10 
entitled if the dec .... ed had died intestate. • • • -

In Tasmania the Deceased Persona Estates Duties A~ 1915, Schedule (2), Part 11., provides 
that :-

Where the person taking the property is an illegitimate child of the decoasod porson or .. I t,h •• ..ttlor or 
donor or of any person making any such instrument, the Dntyin respect oftbe property HO tekpn Hh~ll be char~"d 
at the aame rate as if such ohild we ... legitimate. 

1018. We are informed that in all the States Acts have been passed providing that, in tho 
case of illegitimate children, subsequent marriage of the parente has the effect of legitimating the 
children. For purposes of State Estate or Succession Duties, presumably no <1.uestion arises 
where a subsequent marriage of the parents has occurred, but the question of illegitimate children 
whose parents have not married is left open except'in Tasmania. It will be seen from the 
provision quoted from the Tasmanian Act that, 80 far as Estate Duty is concerned, the question 
of whether there has or has not been a subsequent marriage of the parents is not taken into 
account in that State in determining the status of the child. 

1019. We recommend adoption of a provision similar to that in force in Tasmania. 

1020. Another relationship whieh may he considered is that of a widower. In Great Britain 
,and also in South Australia and Western Australia, a widower is for purposes of Death Duties 
placed in the same category as a widow. The Victorian Act makes a similar provision where 
the benefit to a widower has arisen as the result of a settlement, but apparently not where it ariBee 
under a Will. In our opinion, it is reasonable that • surviving husband or wire should be treated 
in the same way lor purposes of Estate Duty. 

lO21. Section 8, Sub-section (7.) reads:-
(7.) All duties lawfully paid in III1Y place ontside AUl!tralia, in _poot of any part of the estate .itu.le 

outside AuatraJia, lIl8y be deducted from the duty to whio4 t~e eatate io liable under thill Act. 

The Commissioner of Taxation points out that it has sometimes happened that the Duty 
payable outside Australia in respect of part of the estate which is assessable in.~ide Australia has 
exceeded the proportion of the Australian Duty which is attributable to that part of the estate. 
In some cases, under the. Act as it stands, the result has been that the allowanr,ss in respect of the 
Duty paid outside Australia have entirely wiped out the Duty assessable in Australia on the 
whole estate, and thus exempted the estate from Australian Duty. 'I'he Commissioner suggests 
.. that the law should be amended so as to limit the deduction in such cases to the proportion of 

,the Duty payable in Australia or outside Australia (which is applicable to the doubly taxed 
part), whichever of the two is the less." . 

We endorse that suggestion and recommend a consequent amendment of the Aet. 
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1022. The CommjMioner of Taxation suggests a further amendment by the insertion after 
Section 8 of a provision to meet cases in which transfers for valuable co1lSideration have been made 
by the testator within one year of his death, but in whicb the consideration is less tban the true market 
value. The present definition of " gift imer vivos" excludes tIansactions in favour of lxmd fide 
purchasers for valuable consideration. Nothing, however, is said as to the adequacy of the 
consideration. In some State Acts, provision is made for treating the difference between the 
consideration actually paid in such cases and what is deemed to be adequate consideration as part 
of the taxable estate. The euggestion of tbe Commi!l8ioner is that a similar provision should be 
inserted in the Commonwealth Act. 

1023. We IUppOri that suggtStion and ncomm~nd.insertion of ~ suiiable provisio~, B~bject 
to our recommendation (paragYaph 1001 A) for substitution of a penod of two years m lieu of 
the prseent period of one year. 

1024. W1u1e approving of the principle of the suggested;provision, we are of opinion that 
the question of the adequacy or otherwise of consideration paid in such cases is one upon which a 
taxpa)'er should have the right or appeal frllm the Commissioner's decision to the Board of Appeal. 
(See section. of this Report headed .. Board of Appeal "). . 

1025. SecUoD 10 (:I.) reads:-
10.-(1., For tile pu.rp<>ee of _m.llt aDd levy of eatate_duty evvy adminiatrator .haII, uoept ... 

preIIClIibtMl. withiD the p~bod potiod, p .. p ..... uel inmiah iD tb.e pr....mbed lorm and at tb. p.-ribed place 
• otatem ..... ~g fmh a full and complete retura of aD tha .. tate iD. Auatralia 01 the d.c ..... d person in 
respeot of whoae eatate he is tha administrator. 

Th, Commillliooer of Taution luggests ihe omission from thia Sub-seciion of the word, 
~'in Australia". The efiect of the omission of those words would be to place upon the 
administrator the duty of furnishing a statement showing the whole of the estate of the deceased 
person. This might. in many eases include, for example. real property outside Australia, and in 
this respect Beems to us to go too far. By common consent of civilized nations, the taxation of 
real property is governed by the Laws of the country in which the property is situated. 

ID our .piDien. it Ihouli lie sufficient if the ."0 to lie 'urtlished by an administrator 
COIIIpn.. what is requirlMl by SectioB 8, Salt .. ection (3.). 

1026. Section 11 reads;-
11. Th. Commillllion.r may r.quire suoh further or oth.r r.turns as h. d.olD8 .neoea.arY for tb. full 

and complete ....... ment and ooll'ection of the cfttty .... ...,.bl. undoT this Act, and may permit the adminis
trater or otber person interested to make alter.>tiono in any return lodged, upon th .. ComrrriBsioner being 
aatisfied ... to the neceasity loT the alteration. 

The CommiBBioner of Taxation suggests that this Section be amended by omitting the words 
" such further or other returns" and inserting the words "any person to furnish such returns". 
At present, Ullder Section la. returns can be required only from any person who comes within the 
definitioo of the wm "administIator", and thia. has been fOlmd too nllt~ow for efiective 
.dmmietration. ,See paragraph 999). The Commissi,oner in evidence lI&id, iD explanation ;-

Th. ides of the plOposed amendm.nt ia that there should be pOmlr to caD upon any person for a r.turn 
if tWot penoa hao eoatMI of any part • the .. _ "hlch would be dllti&bl.. It is not intend.d te r.quire .an 
~,. III seli.oit<>r who IIad. had .., die w4th aa .. 1Iate to fIlmiBh ... twrn., beeallSe they Ill&y not b. in a 
p...m- la d<>.... S.vera.I ...... ha ... bappeDild .. hiob. ha.ve driv.n ua into .iIia pesi,tioD. PersoJl8 have giv.u 
away tbe whole of tbeir eatate within .. very is ... mootho of theu. deatb, b ..... c ..... we had, I think, the 
eatate W&8 divided aboolutely amongst the m.mbers of the family, and th ... waa uothing l.ft to put into any 
teotalWlllt&r7 4eoum .... t. Thare """ no exeoWior er administrator.. We had .... body from whom w. could 
get. a rerum. It 1088 ,. dutiable eotaw only because of the giflB having takOll place within the time limit of 
on" year. There WIIjI nobody roopoDlll"I. for making a r.turn. 

W. recommend ilie proposed amendment of the Section. 
A con.sequential amendment of Seotioo. 12 will be reqUired. 

, 

1027. Seetioft 14 reada:-
14. In.......u.g duty in aocerdonoe with this Act, the Commission.r may if h. thiuks fit adopt, ... far 

118 it extend., tbe value of dutiable .. tate as _essed for duty under a State law in respect of the same .. tate. 

This 8ec1liOB enables the 00rnmiestoner to ad()pt aB far 8& it extenchl the value of dutiable 
e~tate as assessed for Duty under a State Law. The evidence shows that this provision is availed 
oJ: by the CommQJ\wealtll Deparlment with regard to th~ value of per_I estate, but with rel1ard 
to real estate the Commonwealtll reliee upom. VlIluatiODB made by it& offitJe1"1> fOJ the purpos~ od' 
Land :r~. I~ this connexion .. attention is invited to paragraph 706 (Fourth Report). The 
ComrnlBSloner inforlllil us that In some States the COlIlrnonwealt~ valuation of lands is used by 
the States for the purposes of Estate Duty. If arrangements De made for the Commonwealth 
to adopt. vaItmtiOllll of Itmd by State Authorities for the purposes of the- Land Tax Assessment 
Act, we ~ume that the State vafuatiOlllJ would be adopted also- for the parposes of any Estate 
or SUcceBBlOD. Duty AS9e1lement Act. (See pa.rs.grapli. 992).. .. . 



1028. Section 16 reads:-
16.-lf-

(a) .nyadministrator mak ... de/ault in furnishing .ny return; or 
(b) the Commissioner is not sati6.d with the return mad. by any administrator; or 
(c) the Commissioner h •• r .... on to b.liev. that any .. tat. (though no return h .. 1"'''11 !umi.l",,!) 

is dutiable, 
the Commis.ioner may make an ...... ment oftheamount on which, in his judgmont, duty ought to be Io,,;e.\. 
and the .. tote shall be liable to duty thereon. except .0 far .. the amount is. on .ppeal. shown to be .xlIoosivo. 

The Commissioner of Taxation suggests certain amendments of this Section, 'partly 
conse9,uential upon the proposed amendment of Section 11 and partly by substitution of the 
word 'person" for the word" estate" in the clause near the end of the Section, where it is said :
" T~e es~ate s~all be liable to Duty thereon excep~, &c." This proposed substi~ution, taken in 
conjunctIOn WIth the proposed amendment of SectIOn 11, and WIthout explanatIOn, left it open 
to be inferred that a person might be called upon to pay Duty who had no beneficial interest in 
the estate. The Commissioner informs us that is not the intention, but that liability to Duty 
will on,ly rest upon a r,erson who comes within the definition, as proposed to be amended, of the 
term" administrator '. The Act, however, seems to us to be somewhat defective on this point, 
and we recommend that an amendment be made for the purpose of declaring explicitly that 
an administrator shall be liable for I;>ayment of Duty to the extent only of the property or funds 
actually received or disposed of by him and available for that purpose. This is not an uncommon 
provision in similar Acts, and, in the Commonwealth Act; Section 20 (3.), the liability of an 
administrator for certain additional or increased Duty is definitely limited, except in cases of fraud 
or gross negligence, " to the extent of any property then under his control or which can be applied 
by him for payment of such Duty."· , 

1029. Section 17, as amended by Act No. 34 of 1922 (for text of the Section, see 
paragraph 1000). 

In connexion with a somewhat similar provision in the New South Wales Stamp Duties 
Act, particulars were supplied to the Commission of a case arising in that State of a pe1'8on who 
died mtestate in the year 1922. The facts, as stated by the solicitor who acted for the estate, 
are as follows :-

At the time of his death, the Federal As.e .. ment for Income Tax for the y •• r ending 30th June. 1921 
had not been received, but w .. issued in l'IIay this year (1922) and .mountsd to the sum of £2.600, in addition 
to which there will be a further a ...... ment up to the dats of his d.ath, whioh will probably .mount to another 
£1,000. . 

There is .lso a Stots Income Tax of £47188. 7d., making a totol of s.y £3,M7 18s. 7d. 
I brought the o .. e under the notice of the Coloni.l Tre •• urer. who referred it to the St.mp Commis

.ioner. Hi. reply is th.t the m.ttsr w .. referred to the Crown Solicitor. who .upported his (the Commis

.ioner'.) oclltsntion that Federal .nd Stots Income Tax which h .. not been .sse.sed before the date of the 
death is not. debt actually due and owing by a dece •• ed .. t the time of hi. death, and oOll8equently is not" 
debt for which allowance c.n be made in terms of Section 107 of the Stomp Duties Ao~. 

This view w ... upported by l'IIr. Langer Owen, on the ground that Section 41 of the Federal Income TU:JJ 

As .... ment Act 1915-18 state. that" Inocme Tax. ohall be due and payable 30 d .. y •• lter the service byp08t 
of a notice of ...... ment." Section· 44 of the .ame Aot .totes that Inoome Tax .hall be deemed, when it 
becom .. due and payable, to be a debt due to the King, &0." 

It will be seen that reference is made both to the Federal assessment and also to the State 
assessment. Section 17, as indicated in paragraph 1000, was amended during the year 1922. 
H seems open to doubt- whether the Section as amended will completely meet the complaint of 
the witness, ,and we recommend that the matter be further considered with a view to making 
provision for adequate deduction in such a case, if it be considered that the recent amendment 
would be inadequate in similar circumstances. It is in our opinion desirable also that the 
State Act be amended. (See also reco=endation; paragraph 1056). 

1030. Section 18, as amended by Aot No. 34 of 1922 (for text of the Section as amended, see 
paragraph 1000). 

If, in view of the facts stated above in reference to Section 17, U b. found necessary to amend 
that section, presumably a similar amendment of Section 18 wiU be made. 

1031. . Section 19 read!!:-
19. Where in the opinion of the Commisllioner any estota is of such a nature or is 80 disposed of or 

oiroumstonced that the value thereof is not fairly ascertoinable under this Aot, he may ocmpound the duty 
on ouch property on such terms as he thinb fit, and may give a discharge to the .dministrator or to .n y other 
person intereetsd in the property upon payment of the duty aooording to suoh ocmposition. 
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In the caee already cited (Ita re Davidson, 23 A.L.R., 415), Mr. Justice Cussen, after quoting 
Section 19, went on to Bay :-

In .uoh a """. th.re would appear not to h. an ...... m.nt striotly Bo-called .ither of valu. or of Duty, 
but po .. ibly the Duty, after an agreement for composition, would be .. payable." Perhaps the Section provid .. 
for 081 .. of partial adminiatre tion. 

This judicial comment is brought under notice with a view to consideration \)f some suitable 
amendment of the Ad • 

. 1032. Section 20 reads:-
20.-(1.) The Commissioner may, within on. year after the l88t payment on aecount of duty on any 

a ..... m.nt, make allsuoh alterations in or additions to the ... eoam.nt 88 he thinks nec08sary in ord.r to ineure 
ita compl.t.n ... and accuracy. 

(2.) Ev.ry alteration or addition which has the .ff.ot of imposing any fresh liability, or increasing Bny 
existing liability, shall b. notifi.d to the adminiatrator affected, and nul .. s made with his oonsent shall b. 
subject to appeal. 

(3.) An adminiatrator Bhall ouly b. liable for suoh additional or incr .... d duty to the extent of any 
property then·under hie oontrol or whioh can be applied by him for payment of Buoh duty, unless it is owing 
to any fraud or grosB negligence on his part that the prop.r amount of duty W88 not paid in the firat inetanc., 
in whioh cas. he shall be personally liable for the additional or inol888ed duty. 

(4.) If the alteration in any a ..... ment made by the Commission.r under this seotion h88 the .ffect of 
reduoing the duty payable on the .. tate, the Commission.r shall refund the duty whioh has been paid in excess 
of the amount payable on th. altered ..... sment. 

The Commissioner of Taxation has s~gested an amendment of this Section so as to permit 
of the amendment of an assessment at anr time, together with the collection at any time of Duty 
short-paid. It will be Been that the SectIon, as at present, fixes a limit of one year after the last 
payment on account of Duty on any assessment as the period within which the Commissioner 
may alter or add to an assessment. We do not think it reasonable that the right of the 
Commissioner to amend assessments should in all eases be unlimited as to time. In paragraph 
546 of our Third Report, dealing with Income Tax, we recommended, in reference to a similar 
matter, that, where the issue of an amended assessment is due to the failure of a taxpayer to place 
the Department in possession of all the material facts upon which to base a complete assessment, 
no limitation of time be imposed upon the Department. In cases where the Department has 
from the beginning been placed in possession of all the information necessary for the compilation 
of a complets and accurats assessment, but has issued an imperfect assessment, we recoIrimended 
that a limit of three years be imposed ilpon the Department as the period within which an 
amended assessment may be issued. 

1033. We recommend that, in these latter circumstances, a period of Two years from the 
date of the furnishing 01 the return by the administrator be fixed as the limit within which an 
additional or amended assessment may be made. 

1034. We also recommend thaUhe same period be fixed as that within which the taxpayer 
.hall have the rigM to claim a refund. 

1035. To meet the case where, after the estate has been distributed, Duty is found to have 
been short-paid, the Commissioner suggests the insertion of a provision in the Act to authorize the 
collection of Duty short-paid from the beneficiaries to whom the property has been distributed. 
Some difficulties may occur ~ .cases, for exam!?le, where beneficiaries are out of the jurisdiction, 
or where a trustee, after retammg money suffiCIent to pay the tax, has absconded. The principle 
upon which the Commissioner's recommendation rests is, however, reasonable, and we recommend 
amendment of the Act to provide for the collection of short-paid Duty from the beneficiaries to whom 
the Duty should have been apportioned by the administrator, in accordance with the directions 
(if any) of the Will, or otherWISe as prescribed by Section 35. 

1036. Section 22 reads:-
22.-(1.) Produotion of any ...... ment or of any dooument und.r the hand 01 the CommissioMr pur

porting to h. a oOPY of an ...... ment shall-
(/J) b. oonolusive evid.Dce of the due making of the ass08llment; and 
(b) be ~onoluaive .evidence that the !""ount and all partioul~ of the a .. eoament are oorreot, except 

m prooeedings on appeal ag&lll8t the assessment when It ahall be prim4 facie .videno. ouly. 
(2.) Th. produotion of any document under the hand 01 the Commission.r purporting to b. a copy of 

or extract from any return or aeoeoament shall for all purpoeee be .uJlioi.nt evidence of th. matter therein 
set forth, without the produotion of th. original. 

The CommillSioner of Taxation suggests a.mendment of this Section-
(a) by inserting in Sub-section (1.) thereof after the wonla cc production of any" the 

words .. notice of .. ; 
(b) by inserting in Sub·section (1.) thereof after the word" Commissioner" the words 

" Assistant Commissioner or a Deputy Commissioner" ; 
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(c) by omi~ting ~~ Sub-.section (L) thereof the words U ooFY of an aseeaament .• 
and msertmg m their stead the words .. copy of a notice of &aee88!Il61it .. ; 

(d) by inserting in &b-Bection (2.) thereof after ihe word .. Commissioner" the words 
" Assistant Commissioner or &. Deputy Commissioner"; and 

(e) by inserting in Sub-section (2.) thereof after the words .. from any return or" the 
worde" notice of"_ 

. . The amendments 80 suggested are, in our .opinion, desirable, and will bring the Act into 
line Wlth the Income Tax Assessment Act, and Wlth our recommendation, paragraph 761 Fourth 
Report, rela.ting to the Land Tax Aaseumenli Act. ' 

We recommend that the amendments above indica£ed be include" in the Act. 

1037. Section 24. If ow: IeCOmmendatiooa wiill rega.rcl to Board at Appeal (page 247 of 
this Report) be adopted, thie section will need to be re-caat. 

1038. Section 24 (8) reads:-
(8.) Notwithstanding anything OOIIteiMd m thia lectiOll, where the 811m11meut made by the Commia

IIianer ia baeed 80Iely 1!J'fln _OIIte made under tire law' at " ~, 8D appeal shaU IIOt lie from II1lch 
__ t vnlesa an &ppeal _ been made from tire State .. esameut upon whioh the __ ment under thi. 
Aot is based. 

The CoIlllllissioner suggeSted an amendment of this Snb-eeetion to provide for its applioa
tion to cases where th~ Commonwealth- assessment is based partiaDy npon an assessment made 
wwler the Law of a State; the prohibition agaillst appeal to apply in that case to that part only 
of the 88I!e88ment which ill based on a State &SSeIISment. 

1039. In 0Ul" opinion, thlt Sub-section abouJd Ilot be &mend.er, but should b. repealed', tor 
tu following reasons :-

(1.) That any rela.tiollB .existing between. two independent Woxing authoritiee shonld not 
affecj; any taxpayer's rights of appeal againat the decision of either. 

(2.) 'fbat, where a taxpayer beeomes unable to proceed by way of appeal against the 
State &IIsessment, owing to some aecidental delay in giving notice, he should 
not be thereby deprived! at hilt righ~ of appeal against the' assessment of a 
dillerent authority. 

(3.) _That if, &11 we recommend m, ihis :Report, a taxpay& under the CommoD.wealth Act 
be given a right ()f appeal 1;& a Boa.rd of Appeal<, it;, it very undesirable' thall he 
should be deprived of that right in eonsequence of something that oce1ltred 
between him and a State authority. 

(4.) That, &11 at present State rates are geneIallly Dluchhlgher than those of the 
Commonwealth, it is unlikely that a taxpayer will fail to appeal againat 0. 

State assessment if he thinks he has good grounds- for such an appeal. 

It has been suggested that, if the Sub-section be omitted. the omission. might lead the Common
wealth Department to incur further expenditure upon staff in order to value through their own 
officers personal property in the estates of deceased persons, in lieu of accepting as at present the 
State vaIuations for such property. It doea not seem to us necessary or desirable that such 
a result should follow r as ~tate valuing officers would no doubt be available as witnesses. if 
required, in support of the· valuations made by them and adopted by the Commonwealth 
Department. 

1040. Section 25 reads :-
(1) The faet tbat an appeal is' pending shall not in the meantime interfere with or affect tbe .... 08.

mont appe.aled from; and duty may bel_vied and recove~ on the osaessment 88 if no appeal were pending. 
(2) If tbe .... sessment is altsred on appeal .. due &d! ustmentshall be made, f"" whICh purpose amount. 

paid in e"o_ shall be refunded and amounts sbort paid shall bereooverable 811 arre.",. 

This Section corresponds with Section 39 of the Commonwealth Income Tax Assessment 
Act and with Section 45 of the Commonwealth Land Tax: Assessment. Ac'-

1041. The Section provides that, where an administra.tor has given notice of appeal against 
an assessment, Duty !lll1.y belevied and recOvered as if noappea.I were pending. . It may fJ;equently 
oeew: thail, fu:~m· causes entirely-beyond! the' control of the taxpayer, coDSlderable time may 
elapse between the giving ~f the Commi~oner'8 decision on. an obJection and the h~ring by 
the Court of an appeal agamsli that decunon. It may also- happen that Duty amountmg. to a 
considerable sum has been paid' within the thirty days after the service by post of the notice of 
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the original a.ssessment, 88 required by Section 29 of the Act, and that the Court on appeal may 
alter the assessment in the taxpayer's favour. While Section 25 provides that in such a case the 
amount of Duty found to have been paid in excess shall be refunded, there is no provision for 
the payment by the Department of interest upon the Duty paid in excess. 

1041. In paragraphs 818, 819, and 820 we discussed a similar position arising under the Land 
Tax Assessment Act, and are of opinion that the provision there recommended should be included 
in the Estate Duty Assessment Act or in any Succession Duty Act which may replace that Act. 

We therefore recommend that it be provided that a taxpayer, when lodging an objection, 
should be required to pay tax upon the, amount which he admits is taxable, or 75 per cent of the 
tax assessed, whichever is the greater. 

We are also of opinion that the procedure recommended in paragraph 820 in respect of 
the Land Tax Assessment Act should be followed in respect of an Estate or Succession Duty 
Assessment Act. 

1043. It may further be pointed out that there is sometimes considerable delay in the giving 
of the Commissioner's decision upon an administrator's objection. We are officially informed 
that delay is often occasioned by the peculiar difficulties raisf;ld by the objection, and that in such 
cases the discretionary power of the Commissioner or Deputy Commissioner to extend the time 
for payment of Duty is frequeDtly exercised. 

10·14. Sections 25 to 28. Some consequential amendments of these Sections will be required 
if provisions be inserted to enable taxpayers dissatisfied with the Commissioner's decision to appeal, 
not only to a Court, but to the Board of Appeal. (See" Board of Appeal," page 247.) 

1045. Section 31, as amended by Act No. 34 of 1922, reads:-
SI. If the duty is not paid ... provided by .ection twenty-nine of this Aot or .uch further time ... ;. 

provided by aection thirty of this Aot, additional duty amounting to ten per oentum of the duty unpaid shall 
be payable in addition by way of penalty. 

Provided that the Commi .. ioner may, in any particular ca.e, for r_on. whioh in biB di.oretion be thinka 
sufficient, remit the additional duty impo.ed by way of penalty or any part thereof. 

In our Reports with regard to Income Tax and also with regard to Land Tax, in dealing 
with a similar provision, we have recommended that the penalty Duty of 10 per cent. be altered 
to 10 per cent. per annum. . 

We recomJlJ8nd a similar amendment of the Estate puty Assessment Act. 

1046. Section 35 reads:-
35. Subject to any dilIerent disposition made by a testetor in his will, the duty payable in respect of 

an .. tate, "xcluBive of .0 muoh of the estete a. is devised or bequeathed or pa .... by gift ir&lel vivos or Bettle
ment for religious Bcientifio ohariteble or public educational purpo •••• shall be apportioned by the administrator 
among t.he person. benefioially entitled to the estate. in tbe following manner ;-

(a) The duty shall in the first instence be apportioned among all the beneficiaries in proportion to 
the value of their interests; and 

(b) where th.re are any beneficiaries und.r the will eaoh of whom tekes only Bpeoifio bequest. or 
devis .. of a value not ""oeeding Two hundred pounds, the duty which under paragraph (a) 
of this aeotion wonld be payable in respect of the interests of those benefioiaries shall be 
apportion.d among all the beneficiaries in proportion to the value of their interests. 

Provided that for the purposes of this Beotion the value of the int .... ts of the widow or ohildren or 
grandchildren of the deceased .hall be reokoned at two-thirds of their ....... ed value. 

This Section was discussed at length by Mr. Justice Cussen in the case of In re Davidson, 
already cited, paragraph 1014. The difficulties of the Section pointed out by Mr. Justice Cussen 
may perhaps be partly due, as he suggests, to the fact that :-

In.tead of an elaborate •• t of provisions in whioh an endeavour iB made to provide for various OIIBee, 
an attempt iB made to state the matter in a few words. 

We suggest that the Judgment in the case in question be considered, with a view to amendment of 
the Act. 

1047. With regard to the Section generally. it may, however, be pointed out that, if our 
basio recommendation for a change in the scheme of the Act by the substitution of a Succession 
Duty for an Estate Duty be adopted, the necessity for the Section will disappear. 

1048. Section 37.-The Commissioner of Taxation has suggested an addition to this Section, 
the effect of which would be to prevent the Registrar-General or other proper officer of a State from 
removing the charge from the register until he had received a certificate from the Commissioner 
certifying not only that arrears of Duty had been paid, but also that all costs of the charge had 
~een met. We understand that the costs are only sm811 fees payable under the State Acts. If 
lt be thought neoessary to amend the Act for the purpose of enacting explicitly (what now seems 

F.18112.-4 . 
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impliclt.in the Sect:ion) that the RegistrB! s~all not remove the charge from the Register until he 
has received a certificate from the Commissioner that arrears of Duty have been paid, we see no 
objection to inclU8ion of a requirement that the certificate should cover also payment of costs, by 
which we mean the State fees payable by the Commonwealth. 

1049. Section 44 reads:-
44. The Commissioner, or any officer authorired by him on that behalf, .hall at all tim .. have full and 

free access to all land., buildinga, placea, booka, documents, and other papers. and to all regi.ters of deed. or 
documents of title. for the purpose of valuing or inspecting any .. tate or of ascertaining the ownership thereof 
and for any of these purposes may make extracts from or copies of any Buoh book •• documents or papers. 

The Commissioner of Taxation suggests the amendment of this Section to enahle the notice 
in writing to be given, not only by the Commissioner, but also by the Assistant Commissioner or a 
Deputy Commissioner, and also to widen the scope of the Section by extending the powers it 
confers to any of the purposes of this Act. 

We endorse these admlnistrative Buggest:ona and recommend amendmeni of the Ad 
accordingly. 

1050. Section 45 reads:-
45.-(1.) Tbe Commissioner may by notice in writing require any person to attend and give evidence 

before him or before any officer authorired by him in that behalf concerning any .. tate or a ..... ment. and to 
produce all booka. documents and other papers whatever in his custody or under his control relating thereto. 

(2.) The Commiaaiorier may require the evidence to be given on oath. and either verbally or in writing, 
and for Buch purpose he. or the officer BC authorized by him, may administer an oath. 

The Commissioner of Taxation suggests amendment to enable him to require any person, 
whether a taxpayer or not, to furnish him with such information as he may require, and to attend 
and give evidence, &c., as in the Section. 

We recommend the suggested amendment 

1051. Section 47 reads:-
47. Any person who-

(a) faila or neglects to duly furnish any return as and when required by this Act or the Regulationa 
or by the Commissioner; or 

(b) without just cause shown by him reius .. or neglects to duly attend and give evidence when 
required by the Commiosioner or any officer duly authorized by him. or to truly and fully 
answer any qu .. tiona put to him. or to produce any book. document or papers required of 
him by the Commissioner Or any suah officer; or 

(c) knowingly and wilfully mak .. or delivers any false return. or m~ke. any false answer. whether 
verbally or in writing. in relation to any matter or thing aliectin6 the liability to or exemption 
from .... eaament under this Aat of any .. tate ; 

shall be guilty of an offence. 
Penalty: One hundred pound.. 

The Commissioner of Taxation proposes an amendment of Sub-clause (c) of this Section 
by the omission of the words" knowingly and wilfully". This would bring the Section into line 
with a similar provision of the lncmne Taz Assessment Act 1922. A further suggestion of the 
Commissioner is to provide that the penalty shall not be less than £2 nor more than £100. In 
view of the considerable amounts generally involved in Estate Duty assessmen s, we see no objection 
to this minimum penalty. 

1052. Further amendments proposed by the Commissioner by way of addition to Section 
47 are as follows:-

(2.) A prosecution for an offence against paragraph (a) or (c) of Sub·section (1) of this Section may 
be commenced at any time. 

The proposed Sub-section (2.) is identical with Section 66 (2.) of the In<:mne Taz Assessment 
Act 1922. We see no objection to this provision. 

1053. A proposed Sub-section (3.) is similar to Sub-section (3.), Section 66 of the In<:mne Tax 
Assessment Act 1922, but the latter provision refers to a further Section in which the punishment 
is a pecuniary penalty. We see no objection to this proposed amendment, subjec; to the adoption 
of our recommendation with regard to the amendment of Section 43. 

. 1054. A proposed Sub-section (4.) is identical with the provision in the Incmne Tag; 
. Assessment Act 1922, Section 66 (4.), and is in our opinion a proper limitation upon the operation 
. of Section 47 (c). 
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1055. The Commissioner of Taxation suggests the insertion of a new Section, to read as 
follows:-

47A. Notwithatanding anything oontained in the preceding Section, any person who

Ca) failB to include any ..... ta in any return; or 
Cb) includee in any return aa a d.bt an amount which waa not actually due and owing, or in respect 

. of which no liability had accrued, at the time of death, except ratee, tax .. and duti.s payable 
under any Commonwealth or State Act, 

ahall b. liable to pay by way of additional duty the amount of One pound or double the Duty which would 
have been evaded if the asse .. ment had been based on the return lodged, whichever is the greater, in additio," 
to any additional duty which may beoome payable by him in accordance with Section thirty-one of this Act: 

Provided that the Commissioner may, in any particular case, for reasons which he thinks suffioient, 
remit the additional duty or any part thereof." 

With regard to Sub-clauSe (a) of the proposed new Section, we consider its operation should 
be limited to cases where an administrator failed to include in his return a statement of assets of 
which he had knowledge. It is not infrequent, particularly with regard to gifts inter vivos, made 
before the testator's death, but within the time limited by the Act which makes such gifts dutiable, 
for the administrator to be ignorant of the existence of assets at the time when he prepares his 
return. If without unreasonable delay after the discovery by him of the omission he informs the 
Commissioner of Bssets not previously returned, in our opinion he should not be subject to any 
penalty. 

1056. With regard to Sub-clause (b), if the inclusion in question weJ:e the result of imperfect 
information, for which the administrator was not responsible, in our opinion he should not be 
subject to any penalty or additional Duty. In the proposed wording of this Sub-clause, it is in 
our opinion necessary to make clear that obligations in the nature of debts, which may be said to 
have arisen before the death of the testator, although amounts were not actuaUy payable at that 
date, should be regarded as debts which the 8dministrator is entitled to dedud from the gross 
value of the estate. 

1057. Section 48 reads:-
48. Any person who-

(a) with intent to defraud, in any r.turn und.rstates the value of any eatate, or 
(b) by any wilful act default or neglect, or by any fraud, art or contrivance whatever, .vadea a ..... • 

ment or duty, 
shall be guilty Q! an indictable oftence. .. 

Penalty: Five hundred pOllIlcla or imprisonment for three years. 

The penalty prescribed by this Section is in the alternative, namely, a fine of £500 or 
imprisonment for three years. It is observed that in the Income Tax Assessment Act 
1922 provisions have been inserted rendering a person against whom a pecuniary penalty has been 
adjudged liable to imprisonment on failure to pay such penalty. But neither in the Commonwealth 
Income Tax Assessment Act nor in the Commonwealth Land Tax Assessment Act is there a 
provision similar to the imprisonment penalty of Section 48 of the Estate Duty Assessment Act. 
The provision of imprisonment as an alternative penalty in a Taxation Act is by no means 
univetsal, and where it exists imprisonment is rarely, if ever, imposed. 

1058. With regard to the Estate Duty Assessment Act, the Commissioner of Taxation 
informs us that the question of retaining the penalty of imprisonment wiU be reconsidered. 
Unless there are strong reasons for its retention, which have not been disclosed to us, this provision 
should, in our opinion, be eliminated. 

1059. At this point, we wish to draw special attention to the fact that, if our recommendation 
for the substitution of Succession Duty in lieu of Estate Duty be adopted, a complete re-drafting of 
the Act will probably be necessary. It has not always been possible, if it had been desirable, to 
indicate, in our comments upon the present Act, what changes, in our opinion, would be necessary 
if that basic change were made. 

SECTION XLVII. 

ENTERTAINMENTS AND AMUSEMENTS TAXATION. 

1000. Commonwealth Entertainments Tax Assessment Act.-The Commonwealth Entertain
ments Tax Assessment Act was assented to in December, 1916, and was brought into operation 
on the 1st January, 1917. The Act relates to the imposition, assessment and coUection of a 
tax upon payments for admission to entertainments. 



1061. The general administration of the Act is vested in the Commissioner of Taxation (Sec
tion 4) 'Yho (under Section 5) may delegate to the Assista~t Commissioner ~ll or any of his power 
or functions under the Act (except the power of delegatIOn). That Section also authorizes the 
Commissioner, in relation to any particular matter or class of matters, or to any particular State 
or part of the Commonwealth, to delegate necessary powers to an., other person (Section 5). This 
authority has been exercised in favour of the Deputy CommiSSIOners of the several States. 

1062. The Commissioner is required to furnish annually for presentation to Parliament a 
report on the working of the Act, in which attention is to be drawn to breaches or evasions of the 
Act (Section 6). 

f- 1~ , 1063. Rates Payable.-The rates payable under the Entertainments Ta:& Act 1916 were 
altered under Amending Acts in 1918, ID 1919, and again in 1922. The rates payable 
under the respective Acts are as follows :-

Year la 
wbleb Aet 

wuP&Med. 

1916 

1918 

1919 

1922 

1st January, 1917, to 
11th November, 
1918 

12th November,1918, 
to 30th November, 
1919 

1st December, 1919, 
to 1st October, 
1922 

Pa)'IDe'IR for Urn,",. (euIadhIrI .... .....,.. 01 Ta). 

Exceeding sixpence and not exceeding 
one shilling 

Exceeding one shilling 

Not exceeding oneehilling, emepting 
paymente not exceeding threepence 
for the admilIaion, OD Saturdays 
between the hours of twelve o'clock 
noon and six o'clock in the afternoon, 
of children apparently nnder the age 
of twelve years 

Exceeding one shilling 

Not exceeding /ivepence for the admis
sion to a continuous place of enter
tainment of per80DI apparently over 
the age of sixteen years 

Sixpence.. •. .. .. 
Exceeding sixpence, but not exceeding 

one shilling 
Exceeding one shilling 

2nd October, 1922 One shilling •• 
(still in operation) Exceeding one shilling 

_01 Tu. 

One penny 

One penny for the first shilling and 0118 

halfpenny for every sixpence or part 
of sixpence by which the paymen* 
exceeds one shilling 

One penny 

One penny for the first shilling and one 
halfpenny for every sixpence or pan 
of sixpence by which the paymen' 
exceeds one shilling 

One halfpenny 

One halfpenny 
One penny 

One penny for the /irst .hilling and one 
halfpenny for every sixpence or pan 
of sixpence by which the payment 
exceeds one shilling 

One penny 
One penny for the first shilling and one 

halfpenny for every sixpence or pan 
of sixpenoe by which the payment 
exoeeds one shilling 

1064. Definitionl.-In Section 2 of the Act the following definitions occur :-

" Admissi0I?-" means admission as a .svect~tor. or one of ~n ~udie~ce, and includes 
a.umsslOD for the purpose of particlpatmg m 1lJly exercISe m which the payment 
for admission entitles him to participate ; 

" Entertainment" includes any exhibition, performance, lecture, amusement, game 
or sport for admission to which payment is made; 

" Payment for admission" includes any payment made by a person as a booking fee 
for admission, or by a peraon who, having been admitted to one part of a J>l~ce 
of entertainment, is 5ubse'l.uently admitted to another part thereof for MmlSSIOn 
to which a payment involvmg tax or more tax is required ; 

" Proprietor" in relation to any entertainment includes any person responsible for 
the management thereof. 
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1065. Obligations of Proprietor.-Section 8 provides that no person shall be admitted for 
payment to any entertainment where the payment is subject to tax except with a ticket stamped 
with an unused stamp denoting that the proper tax has been paid; or, III special cases, through 
a barrier which automatically registers the numbers of persons admitted. To obviate the 
necessity for observance of either of the above rules the proprietor may ma.ke arrangements 
with the Commissioner (or Deputy Commissioners) for furnishing return of payments for 
admission, provided that he has given security up to an amount and in a manner approved 
by the Commissioner for the payment of the tax. 

In all cases where a proprietor collects tax froIll the public he holds it as property of the 
Commonwealth (Section 8 (2) ), a.iJ.d the tax, if the amount is less than £50, may be recovered 
from the proprietor (without prejudice to any other means of recovery) summarily as a civil debt 
(Section 10). . . 

1066. Clubs, &c.-ln some cases annual payments made by members of Clubs, 
Associations or Societies cover only the right of admission to a series of entertainments. In 
such a case tax is charged on the lump sum. Where the payment covers other rights, the 
Commissioner decides what f0rtion represents payment for admission to entertainments and 
charges tax thereon (Section 1). 

1067. Exemptions from Tax.-Payments for admission to entertainments are exempt from 
tax when it is shown to the Commissioner's satisfaction :-

(a) that the whole of the takings thereof are devoted to philanthropic, religious or 
charitable purposes, without any charge on the takings for any expenses of 
the entertamment; or 

(b) that the entertainment is of a wholly educational character (any question on that 
point to be determined, in case of difference, by the Commissioner); or 

(c) that the entertainment is intended only for the amusement of children, and that 
the charge is not more than sixpence for. each person (under the Entertain
ments Tax Amendment Act 1922 tax is now levied only on payments for admission 
(excluding the amount of tax).of one shilling and upwards); or 

(d) that the entertainment is provided for partly educational or partly scientific 
. purposes by a Society, Institution or Committee not conducted or established 

for profit (Section 12). 
1068. Refunds.-Tax may be refunded to a proprietor where the Commissioner is satisfied 

that the whole of the net proceeds of the entertainment are devoted to philanthropic, religious 
or charitable ,Purposes and that the expenses of the entertainment do not exceed 50 per cent. of 
the gross receIpts. Where the gross receipts of sl1ch an entertainment are dinJinished as the result 
of adverse clilIlatic conditions so that the expenses exceed 50 per cent. the tax may be refunded 
(Section 13). 

1069. Entertainments for Patriotic Purposes. -The CoJIUD.il!sioner of Taxation in his Sixth 
Annual Report (page 130), dealing with the financial year 1915-16, states-

" Under the wording of Section 13 all entertainments for patriotic purposes are 
dealt with. Claims have been made for treatment under this heading of entertainments 
arranged by associations of returned soldiers for the benefit of their own associations, 
but they have not been allowed, as it cannot be said that the object of one organization 
for the mutual protection and benefit of its members is patriotic within the generally 
accepted meaning of that word." 

" While Section 13 indicates that tax must be collected and then refunded if the 
expenses of the entertainment have not exceeded 50 per cent. of the receipts, the 
Department does not administer it in that way. It requires promoters of entertainments 
coming within the classes mentioned in the Section to register the entertainments, and 
obtain exemption from tax, subject to the condition that tax will be paid if, upon produc
tion of properly attested accounts, the Department finds that the expenses have exceeded 
50 per cent. of the receipts. This arrangement is found to work excellently, and to save 
time and expense to the Department and the public." 

1070. In his Seventh Annual Report, dealing with the financial ytars 1916-17 to 1919-20 
(page 212), the Commissioner further remarks, in feference to this Section-

" In October, 1919, the Honorable the Treasurer, however, approved of refunds 
of tax in respect of entertainments for-- . 

(1) 'Welcome Home' or other such functions held on the return of soldiers; 
(2) The purpose of raising funds for erecting Memorial Halls or other buildings 

for the use of returned soldiers. 
To Becure a refund promoters must submit with their application evidence showing 

that the proceeds of the entertainment are to be used for the purpose for which such 
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entertainments are held, i.e., the proceeds have been definitely Bet aside for the building 
of Memorial Halls or Club Rooms, and that this money cannot be used for any other 
purpose. The amounts claimed are checked with the original returns mude to the 
Department, and if found correct the claim is certified and then forwarded to the 
1'reasury for pa ymen t." 

1071. Rigbi of Entry.-8ection 14 provides that any officer authorized by the Commis
sioner may enter any place of entertaimnent at any reasonable time to see that the provisiollB 
of the Act and the regulations prescribed thereunder are being complied with. The Act provides a 
maximum penalty of £20 for the offence of preventing or obstructing the entry of an authorized 
officer of the Department (Section 14). 

1072. Offences and Penalties.-If any person is admitted for payment to any place of 
entertaimnent in contravention of the Act, the person admitted and the proprietor are each guilty of 
an offence. The maximum penalty in the case of the former is £5 and of the latter £50. In 
addition, the proprietor is made liable for the unpaid tax (Section 15). 

Section 16 enumerates a series of indictable offences (such as forging a die or stamp, fraudu
lently mutilating any stamp with the intent that any use should be made of any part of the stamp), 
the maximum penalty for which is imprisonment for fourteen years. 

Other indictable offences constituted under Sections 17, 18, and 19 respectively involve 
iability to penalties of imprisonment for seven years, three years and one year. 

Power is given under the Act, on information given before a Justice of the Peace on oath, 
to search the premises of any person suspected of being guilty of an indictable offence and to seize 
any machinery, implements or utensils applicable to the commission of such an offence (Section 20). 

Section 21 authorizes the framing of regulations under the Act and the prescribing of 
penalties not exceeding £50 for any breach of the regulations. 

1073. British Entertainments Duty.-The Finance (New Duties).A.ct 1916, which imposed 
Duties in respect of admission to entertainments, became operative in respect of these Duties on 
15th May, 1916. . 

The Duties levied under the Act were the following :
Where the payment, excluding the amount of 

the Duty does not exceed 2d. 
A halfpenny 

Exceeds 2d. and does not exceed 6d. .. 
,,6d. " " 2s. 6d. 
" 2s. 6d. " " 5s.. . 
,,5s. "" 7 s. 6d. 
" 7s. 6d. " " 12s. 6d. 
" 12s. 6d. " " 

One penny 
Twopence 
Threepence 
Sixpence 
One shilling 
One shilling for the first 12s. 6d. 

and one shilling for every 10s., 
or part of 10s. over 12s. 6d. 

1074. Successive alterations in the above rates were made under the Finance Acts of 1917, 
1918 and 1919. The rates fixed by the Finance.A.ct 1919 came into force on 1st October,1919, and 
are as follows :-

Where the payment, excluding the amount of A halfpenny 
the Duty, does not exceed 2!d. 

Exceeds 21d. and does not exceed 4d ... 
,,4d. "" 41d. 
,,41d. " " 7 d. 
,,7d. " " Is ... 
"la. ".. 2s. .. 
,,2s. ".. 3s. .. 
,,3s. "" 5s. .. 
,,5s. "" 7 s. 6d. 
" 7s. 6d. " " 10s. 6d. 
" 10s. 6d. " " 15s. 

" 158. " " 

.. One penny 
One penny and a halfpenny 
Twopence 
Threepence 
Fourpence 

.. Sixpence 
Ninepence 
One shilling 
One shilling and sixpence 

. . Two shillings 

. . Two shillings for the first 15s., 
and sixpence for every 5s., or 
part of 5s. over 15s. 
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1075. The Ccmlmonwealth Entertainments Ta:t; A88essment Act 1916, the Stndh Australian 
Stamp Act Further Amendment Act 1916 (so far as it relates to Amusements Duty), the Tasmanian 
Amusements Duties Act 1916, and Part Ill. of the New Zealand Finaooe Act 1917 (relating to 
Amusements Tax) are each modelled largely on the lines of the Imperial enactment. 

1076. Some ot the provisions of the British Act which difier materially from those of the 
Australian Acts may be briefly referred to-

Exemplions.-The British Act provides---
1. That any question on the point of an entertainment being of a wholly educa

tional character shall be determined, in case of difference, in England, 
by the Board of Education; in Scotland, by the Scotch Education 
Department; and, in Ireland, by the Lord-Lieutenant. 

2. Entertainments Duty is not charged on payments for admission to any 
entertainment where the Commissioners are satisfied that the entertain
ment is intended ouly for the amnsement of children, and that the charge 
is not more than 2d. for each person (1921 Act). 

3. Duty is not charged in respect of an entertainment provided by a Society or 
Institution not conducted or established for profit, which has been founded 
with the object of reviving national pastimes, in furtherance of that object. 

4. Duty is not charged in respect of an entertainment if the Commissioners are 
satisfied that It is-

(a) Provided by a Society which is established solely for the purpose of 
promoting the interest of the industry of agriculture, or some 
branch thereof, or the manufacturing industry, or some branch 
thereof, or the public health, and which is not conducted for 
profit; and 

(b) Consists solely of an exhibition of the products of the industry or 
branch thereof, for promoting the interests of which the Society 
exists, or materisls, machinery, appliances or foodstuffs used in 
the production of those products, or of articles which are of 
material interest in connexion with the questions relating to the 
;public health, as the case may be. 

PenaIlies.-The British Act provides that if any person acts in contravention of or fails 
to comply with any Regulation made under the Act, he shall be liable in respect 
of such offence to an excise penalty of Fifty pounds. 

1077. South Australian Amusements Duty.-Part 10f the Stndh Australian Stamp Act 
Further Amendment Act lIH6 imposes Stamp Duties in respect of admission to amusements. 
Section 21 of the Act provided that Part 1 (relating to the Amusement Duty) should expire 
on the 31st December, 1917, but this Section of the Act was repealed- in November, 1917, 
and Amusements Duty continues to be levied and collected as follows :-

Where the payment, excluding the amount of Duty-
(1) does not- exceed threepence . . . . One farthing 
(2) exceeds threepence, but does not exceed 

sixpence One halfpenny 
(3) exceeds sixpence-for every sixpence or 

fractional part of sixpence of such payment .. 
Members' or season tickets 

One halfpenny 
One halfpenny for every sixpence 

or fractional part of sixpence of 
the price of such ticket 

In 'cases where properly constructed barriers or mechanical contrivances which 
automatically register the actual number of persons admitted through or past 
such barriers or contrivances as the means of gaining admission to an amusement 
are permitted to be used in lieu of duly stamped tickets, Duty at such of the above 
rates as may be applicable upon the total of the returns made by the promoter 
of such amusement calculated as though the numbers registered had been tickets 
issued. 

1078. Several of the provisions of the South Australian Act relating to the Amusements 
Duty were embodied without alteration in the Commonwealth Entertainments Tax Assessment 
Act. which was enacted some two moths later; but the following provisions in the South 
Australian Act may be compared with the corresponding provisions in the Commonwealth 
Act:-

Definilions.-Section 5 of the South Australian Act contains the following definitions :-
cc Admission U means admission as a spectator or one of the audience, and le payment on admission H includes 

any payment made by a person who, having been admitted to one part of a place where an amusement is 
held. is 8ubsequently admitted to another part thereof for admission to which a payment involving dutv or 
more duty is required; . 
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.. Am~ent" meaD8 ~m_ent (including, though without limiting the meaning of that term, concert, 
reCital, l~ure, reading, e!,~~inment of the atage, cinematograph or other picture .bow, dancing, boxing, 
horse-!&CIng, or other exhi~ltlon, performance, amU8ement, 8p0rt, game, or contest of any kind whatsoever) 
to which persons are adDlltted for payment; and .. admission to an amU8ement" includes admiMion to 
any place in whicb tbe amusement is held; 

.. Promoter," in relation to any amU8ement, includes the person, company, corporate body, or .osociation having 
the .superintendence or management of the amusement, and &\eo incladee the agent, trustee, manager, or 
comDllttoe of any such person, company, corporate body, or .... ociation reepeotiv.ly, and also includes 
any person reeponsible for the management of the amusement. 

Exemptions,-Section 10 of the South Australian Act reads as follows :-
10. (1) Where, upon application being made by the promoter of any amusement to the Commissioner prior 

to the giving of such amusement, the Commissioner is satisfied-

(a) that the whole of the gross talrings or the whole of the net prooeeda of Buch amU8ement are to be devoted 
to charitable, patriotic, religioll8, educational, or ecientiJic purposes, and 

(b) that the estimated expenses (if any) to be incurred in connexion with Buch amusement are reasonable, 
he may give to such promotor a certificate under his band exempting BUch amwement from the payment of amusements 
duty, and such certificate shall be evidenoe that amusements duty is not chargeable on payments made for admiMion 
to such amusement. 

(2) If the estimate of expenses to be incurred in connexion with such amusement is exceeded, any .. rtificate 
granted under sub-section (1) hereof with respect thereto may be declared by the CommiMioner to be null and void, and 
thereupon-

(a) the exemption hereby granted shall .. ase, and 
Cb) the promoter to whom the same was granted shall be liable to • penalty not exceeding Twenty Pounds, 

unie's he satisfies the Commissioner that such ex .... could not reasonably bave been foree.en. 

(3) Amusements duty shall not b. charged on payments for admission to any agricultural, horticultural, 
ftoricultural, poultry, dog, or other like show. 

Penalties.-Section 20 of the South Australian Act provides that any contravention 
of or failure to observe an.v provision of the Act shall be an offence, and that every person guilty 
of an offence for which no specific penalty is prescribed shall be liable to a penalty not exceeding 
£50 or to imprisonment for a period not exceeding twelve months, 

Section 18 (2) of the South Australian Act provides that any regulation made under 
the Act may fix penalties not exceeding in any case the sum of £10 for any breach of the so.me or 
any other regulation. . 

107ll. Tasmanian Amusements Duty.-The Tasmanian Amusements Dutie8 Act 1916 (assented 
to on 23rd December, 1916) was amended by the Amusements Dutie8 A1mindmenl Act 1917 (assented 
to on 8th February, 1917) in order to bring the measure into closer harmony with the 
Commonwealth Entertainments Tax Assessment Act and to facilitate the collection of the Duty 
by the Commonwealth. Under the existing arrangement specifically authorized by Section 5a of 
the Tasmanian 1917 Act, the whole of the tax leviable under both the Commonwealth and 
Tasmanian Acts is collected by the Commonwealth, the portion belonging to the State being then 
handeij, over without any deduction for the expense of collection. In consideration of this arrange
ment, the services of the State police in the way of supervision, &c., are given free of charge. 

10eO. The Rates Schedule of the Tasmanian Act is as follows :
Amusements Duty shall be payable as follows :-

1. Where the payment, excluding the amount of Duty-
(I) does not exceed sixpence One halfpenny 
(2) exceeds sixpence, for every sixpence or One halfpenny 

fractional part of sixpence of such 
payment 

2. Members' or Season Tickets One halfpenny for every sixpence 
or fractional part of sixpence of 
the price of such ticket 

1081. It is only necessary to refer to the principal remaining points of difference between 
the Tasmanian and the Commonwealth Acts :-

ExemptioDs.--The Tasmanian Act, which includes as exempt from Duty payments for 
admission to (amongst others) any amusement where the Commissioner is satisfied that-

" the amusement is provided for partly educational or partly scientific purposes 
by a Society, institution or Committee not conducted or established for profit," 

also provides that-
.. Where it is proved to the satisfaction of the Treasurer of the State tha~ ~he 

!lmusement is provided by any bond fide local registered band for the purpose of ralsIDg 
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funds for the maintenance of such band, the amount of amusements duty charged on 
payments for admission to such amusement shall be paid by said Treasurer to the pro
moter." 

Regulations.-Penalties.-Section 29 of the Tasmanian Act provides (as in the case of 
the South Australian Act) that any regulation made under the Act may fix penalties, not 
exceeding in any case the sum of £10, for any breach of the same or any other .regulation. The 
Commonwealth Act, as previously mentioned, authorizes the prescribing of penalties, not 
exceeding £50, for any breaches of the Regulations. 

1082. New Zealand Amusements Tax.-The rates charged when the New Zealand 
Amusements Tax came into force on 1st November, 1917, were altered as from 1st January, 1922, 
to the following :-

Where pIlce charged for admission does not exceed Nil 
ninepence 

Where price charged exceeds ninepence, but does 
not exceed three shillings and sixpence 

.Where price exceeds three shillings and sixpence 

One penny for every shilling or 
part of a shilling 

One penny for every shilling or 
part of a· &hilling, together with, 
ID addition to the amount of 
tax calculated as aforesaid, the 
sum of one penny. 

1083. Criticism by Witnesses.-The main criticism against a tax of this nature was voiced 
by Theatrical Proprietors, whose view was expressed thus by a representative :-

" My contention is that the Amusement Tax is a • Class Tax,' that it is unfair in 
its incidence. It is the only business whose customers are taxed for purchasing its goods. 
The reason why I maintain it is unfair in its incidence is that it only affects but a limited 
portion of the inhabitants. A great proportion of the population take their amusement 
ID other forms and are not taxed. It has affected the attendances in the cheaper parts 
of the theatre, but, whether this is so or not, or whether the public can afford to pay it, 
is beside the mark, and in no way justifies a • Class Tax.' " 

1084. Complaint was made to the Commission by representatives of Country interests as 
to the delay in obtaining registration under the Commonwealth Act, especially in the case of 
the more remote districts, but this has since been rectified by enabling registration to be effected 
with local Postmasters. 

1085. Evidence was submitted by representatives of certain Musical Societies in support 
of their claim for immunity from tax under Section 12 (d) of the Act, on the grOlIDds that their 
entertainments were provided for partly educational purposes, and that their Societies were not 
conducted or established for profit. (Under the departmental interpretation of the Act as 
expressed in Office Order No. 209 such entertainments are taxed). 

1086. A suggestion was made by one witness, who was the Secretary of a Musical Society, 
that a new sub-clause should be added to Section 12 of the Act, to read as follows ;-

.. (e). That the entertainment is provided wholly or in part for musical education 
or for the promotion or cultivation of love of music, or to raise funds for any of such 
purposes by a Society, institution or Committee not conducted or established for profit." 

1087. We are of opinion that the principle upon which liability to tax should be determined 
in the case of a Musical Society is alrea~y expressed with sufficient clearness in sub-section (d) of 
Section 12, under which exemption from tax is granted in the case of an entertainment which is 
provided for partly educational purposes by a Society, institution or Committee not cenducted or 
established for profit. 

1088. In cases arising under this lub-section, taxability rests upon questions which, if 
forming the subject of dispute, might, in our opinion, be suitably referred for final decision to the 
Board of Appeal. 

1089. Comments on Suggested Amendnients of the Commonwealth Entertainments Tax 
Assessment Act.-We are officially informed that amongst the amendments which have been 
recommended to the Government are the following :-

(1.) To amend Section 2 (Definition of " Admission" ) to make taxable payments for 
articles supplied by a proprietor for the purpose of the enterta.inment-auch as 
skates. 
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If it is, as we assume, suggested that a payment for the hire or use of articles supplied by a proprietor 
should be made taxable, we think the suggestion a reasonable one, provided ihat luch payment, 
together with the sum paid for admission, amount to at least the prescribed minimum payment for 
admission upon which ~x is levied. 

(2.) To widen the definition of .. Proprietor" so that persons who apply for registration 
of an entertainment cannot later claim not to be the "proprietors" .,f an 
entertainment and therefore to be not liable for the tax. 

We consider the suggestion a reasonable one, subject to the right of an applicant to withdraw from 
liability upon giving notice within a prescribed time prior to the entertainment. 

(3.) To provide for the full amonnt of any security bond becoming payable to the 
Commissioner on breach of conditions of the bond. At present only the tax 
can be retained, which cannot be ascertained if the proprietor refuses to make 
returns. 

We do not approve of this suggestion. In our opinion the secarity furnished in accordance with 
Section 8 (1) of the Act should be regarded as in the nature of an indemnity. The arbitrary forfeiture 
of the full amount of the security bond because of failure to furnish a return might in many cast's 
mean the infliction of an unduly severe penalty. The failure or refusal to furnish a return will, 
we consider, be adequately met by empowering the Commissioner to issue a default assessment, 
as suggested in the succeeding paragraph. 

(4.) To enable the Commissioner to make a default assessment in certain cases, this 
being a power given in all other Commonwealth Taxation Acts. This power 
is necessary where proprietors refuse or neglect to furnish returns or furnish 
returns obviously incorrect .. 

We concur in this suggestion. (See recommendation in preceding paragraph). 

(5.) To exempt from tax entertainments for the purpose of erecting or furnishing 
memorial halls, club rooms and other similar buildings for Lhe use of returned 
soldiers, provided-

(a) that no political purpose is to be served by the entertainment; 
(b) that the entertainment is not for the benefit of persons other than 

returned soldiers or their dependants. 

We concur in this suggestion. 
(6.) Power is sought to make it an offence to fail to pay to the Commissioner within 

seven days after an entertaiument the tax collected. In a recent actual case, 
the tax collected was not paid to the Commissioner, but as there was no evidence 
of a criminal offence prosecution had to be dropped. A severe penalty (£100 
or twelve months' imprisonment) is suggested. 

We consider it reasonable that failure on the part of the proprietor of an entertainment to remit 
tax collected to the Commissioner within a reasonable time should involve a penalty by way of fine, 
in addition to the tax. 

In this connexion, Regulation 47A, which came into operation in March, 1919, appears to 
afford the necessary protection to the revenue. The Regulation reads-

" Any proprietor who, without lawful excuse (proof whereof shall lie upon ~), 
fails within seven days after the close of an entertainment, to pay to the CommisSIOner 
the tax due in respect of the entertainment shall be guilty of an offence. Penalty: 
Fifty pounds." 

(7.) It is proposed to insert a section relating to secrecy and non-production of official 
documents BinUlar to that found in other Commonwealth Taxation Acts. 

We concur in this suggestion. 

1090. Note.-We desire it to be understood that while SUbmitting recommendations for 
amendment of the Commonwealth Entertainments Tax Assessment Act (the continuance of which 
may be a temporary necessity), we adhere to the view already expressed in our Second Report (para. 
graph 249) that, as part of a scheme for the allocation of subjects of direct taxation between the 
Commonwealth and the States, the power to impose Land, Probate or Succession, and Entertain
ments Taxation (the existing forms of direct taxation other than that of Income Tax) should ~e 
exclusively vested in the States, subject only to the overriding powers of the Commonwealth 1D 

the case of war. 
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109l. Board of Appeal.-In our opinion, the functions of the exi~tin~. Board. of Appeal 
(appointed under the Income Tax Assessment Act) should be extended ~o admit of Its hea~mg app.eals 
arISing under the Entertainments Tax Assessment Act. Such extensIOn ?f the Board s functions 
would, we think, be justified for the same reasons as have been advanced ID support of our recom
mendations with regard to the Board of Appeal under the Income Tax, Land Tax and Estate Duty 
Assessment Acts. 

1092. Consideration of Objections.-The main objections raised against an Entertainments 
Tax briefly swnmarized are;- '. 

1. That from its nature, while certain forms of amusement and recreation are made 
contributory to the revenue, others are necessarily free from any such contri
bution; and 

2. That the forms of amusement and recreation subject to the tax are essential to 
the mental, moral and physical well-being of the community, and should there
fore be encouraged or at least countenanced rather than penalized by the 
imposition of any additional charge in the form of tax upon their patrons. 

1093. With regard to the first-named objection, as to the partial application of the 
imposition, in our opinion that is not a conclusive objection as it would obviously not be 
practicable to apply a tax of this nature to all forms of amusement or recreation. 

1C94. With regard to the second objection raised against the tax, viz., that the forms of 
amusement and recreation subject to tax are of special value to the community, and should 
therefore be encouraged rather than penalized, any assumption that the imposition of the tax 
has tended to discourage participation in these forms of amusement and recreation would seem 
to be rebutted by the facts available to us. . For example the statistics published in the Seventh 
Annual Report of the Commissioner of Taxation, supplemented by later particulars furnished 
by the Department, disclose the following information ;- . i' ~~ ,.if:' 

1st July, .. .. .. .. 

Period 01 CollectloD. 

1917 to 30th June, 1918 
1919 
1920 
1921 
1922 

1918 .. 
1919 .. 
1920 .. 
1921 .. 

Total Number AdmiMloDl. 

32,375,389 
66,174,994 
95,866,621 

101,286,921 
101,092,221 

Tntal TIIo:l. 

£ •• tl. 
238.396 12 1 
354,652 19 4t 
651,317 3 Ut 
643,800 0 0 
674,931 0 0 

1095. Probable Revenue Effect of 1922 Changes in Rates.-The particulars furnished of the 
Commonwealth Collections of Entertainments Tax for the year 1919-20 in Schedule No. 5 of the 
Commissioner's Seventh Annual Report disclose the fact that over one-fourth of the total amount 
of the tax for that year was paid in respect of prices of admission (excluding tax) of less than Is. 
This would suggest that the recent amendment in the rate of Tax (see paragraph 1063) will, 
upon last year's figures, involve an arulUal reduction in Revenue of at least £150,000. 

1096. Entertainments 'i'ax-Should it be permanent ?-As a War-time measure, the Enter
tainments Tax met with but little opposition, as it did not seem unreasonable that those who had 
time, inclination and means to indulge in certain forms of sport and amusement should be required 
to contribut.e to the national funds. It is significant of an altered attitude towards Commonwealth 
Taxation of this nature that a Bill to repeal the Act was passed by the House of Representatives 
in 1921, though it was defeated in the Senate. 

1097. We regard an Entertainments Tax in the scheme of National Finance as being in the 
nature of emergency legislation, the repeal of which should be con,idered as soon as the public 
finances admit. While it is apparently freer from administrative difficult.ies and is less costly to 
~ol~ect th~n other fo~ms of d!rect taxation, on economic ground~ it is open to the obiection that its 
mCldenre IS necessarily partial and uneven. It has not been III force sufficiently long nor have 
t.he conditions under which it has operated approached nearly enough to the normal' to enable 
us to express a confident opinion as to its social effects. ' 
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SECflON XLVUI. 
WAR-TIME PROFITS TAX ASSESSMENT ACT 1917-1918. 

10!'~. This Act applies re to the profits of any business arising up to the 30th June, 1919." 
The operation of the Act, therefore, was exhausted some time before the commencement of our 
inquiry, except in respect of outstand!ng or uniss!led assessments. Early in our investigation we 
learned that the number of outstandmg and urussued assessments was very considerable. The 
diffi~ulties of anministration of this highly complex Act may be gauged from the fact that (as we 
are mformed) even at the present date, January, 1923, the issue of assessments has not been 
completed. . 

1099. The Act provides-
re 27. (1) There shall be a Board or Boards of Referees to be appointed by the 

Governor-General. 
(2) The Board of Referees shall consider such cases as are referred to it by the 

Commissioner and as are prescribed." 
No ~oard of Referees was, however, appointed, and this omission was e. subject of complaint 

by many Witnesses. 

1100. In view of the number of still unsettled cases and unissued assessments under 
the Act, we recommend that the Board of Appeal constituted under the Income Tax; Assessment 
Act 1915-1921 be given similar powers of adjudication in relation to matters arising out of the War
time Profits Tax Assessment Act. 

If this recommendation and the similar recommendations in respect of Land Tax, Estate 
Duty, and Entertainments Tax be adopted, the result will be that the Board of Appeal will be 
empowered to act in relation to matters arising out of all the Taxation Acts administered by the 
Commonwealth Commissioner of Taxation. 
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W. T. MISSINGHAM. 
S. MILLS. 
M. B. DUFFY. 
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APPENDq No. 10 (A). 
(See Paragraph 984 of the Report'.) 

SOUTH AUSTRALIAN SUCCESSION DUTIES AND COMMONWEALTH ESTATE DUTY. 

LOWEST RATES (NEAREST RELA.TIVER). HIGHEST JlATES (DISTANT RELATlVBS AND 8'I.H.ANGEll8 
IN DJ,OOD). 

Amouut of Duty payable when B-!tate pa'!5e3 iD Equal Sbaro. to- Tax Payable to-- Amount of Du', payable wheu Estate p&.38ellu BqualSIlares to-

ODe Succelsor. Two SIICCt'YOr.. Four Succe!l8OrI. SIx: Succel.50fI. Ooe Succeuor. Two Succeaaon. Four Suceeuors. Bb: 8uccetllOn. 

£ •• d. £ s. d. £ I. d. £ I. d. £ •. d. £ 6. d • £ I. d. £ I, d, 
80 0 0 60 0 0 30 0 0 .. State .. .. .. .. .. 200 0 0 200 0 0 2'00 0 0 200 0 0 
12 16 0 12 18 8 13 2 8 13 6 8 Commonwealth .. .. .. .. .. 18 0 0 18 0 0 18 0 0 18 0 0 

92 16 0 72 18 8 43 2 8 13 6 8 Combined Taxes .. .. .. .. .. 218 0 0 218 0 0 218 0 0 218 0 0 

4'64 3'647 2'157 0'667 P"cantag. Combined Tax .. to Total Vol •• 01 Estate .. 10'90 10'90 10'90 10'90 

250 0 0 200 0 0 150 0 0 100 0 0 State .. .. .. .. .. .. 500 0 0 500 0 0 500 0 0 500 0 0 
50 13 4 61 4 0 61 14 8 62 5 4 Commonwealth .. .. .. .. .. 72 0 0 72 0 0 72 0 0 72 0 0 

300 13 4 251 4 0 201 14 8 152 6 4 Combined Taxea .. .. .. .. .. 672 0 0 572 0 0 672 0 0 572 0 0 

8'013 5'024 4'035 3'045 P •• cant",. Combined Taxes to Total VII .. 01 Estate .. 11'44 11'44 11'44 11'44 

750 0 0 500 0 0 400 0 0 300 0 0 State .. .. .. .. .. .. 1,500 0 0 1.000 0 0 1.000 0 0 1.000 0 0 
160 6 S 164 13 4 166 S 0 168 2 8 Commonwealth .. .. .. .. .. 264 0 0 216 0 0 216 0 0 216 0 0 

910 6 8 664 13 4 666 8 0 468 2 8 Combined Tues .. .. .. .. .. 1,764 0 0 1.216 0 0 1,216 0 0 1,216 0 0 

"103 8'647 5'864 4'881 P .... nlap Combined Taxes to Total ValUI 01 Estate .. 17'04 12'1' 12'18 11'11 

1.800 0 0 1.600 0 0 1,000 0 0 900 0 0 State .. .. .. " .. .. I. 4.000 0 0 3,000 0 0 2.000 0 0 2.000 0 0 
633 11 • 642 13 4 557 6 8 685 14 8 Commonwealth .. .. .. .. .. 60S 0 0 680 0 0 766 0 0 766 0 0 

2.333 17 • 2.642 13 4 1.557 6 8 1.485 14 8 Combined Taxes .. .. .. .. .. 4.608 0 0 3.680 0 0 2,766 0 0 2,756 0 0 

11'864 10'213 7,m 7'429 P .... ntage Combined Taxes to Total VII .. 01 Estate .. 23'04 18'40 13'78 13'78 

4.000 0 0 3,600 0 0 3,000 0 0 2,000 0 0 State .. .. .. .. .. .. S.OOO 0 0 8,000 0 0 6,000 0 0 4,000 0 0 
1.872 0 0 1.90U 6 S 1.973 6 8 2.077 6 8 Commonwealth .. .. .. .. .. 2,240 0 0 2,240 0 0 2.616 0 0 2.808 0 0 

6.872 0 0 6,541 6 S 4.973 6 8 4.077 6 8 Combined Tax. .. .. .. .. .. 10,240 0, 0 10,240 0 0 8,616 0 0 6.808 0 0 

14'88 13'853 12'433 10'193 Ptrcentage Combined T_ to Total VaI .. at Estate .. 25'80 25'80 21'28 17'02 

6,600 0 0 6,000 0 0 5,_ 0 0 4,500 0 0 State .. .. .. .. .. .. 12,000 0 0 12,000 0 0 9,000 0 0 .,000 0 0 
4,058 8 0 '.164 0 0 4.222 8 0 4,366 0 0 Commonwealth .. 

" .. .. .. 4,S96 0 0 '.bOO 0 0 6.508 0 0 5,ii08 0 0 

10,658 S 0 10,104 0 0 9.622 8 0 8,866 0 0 Combined Taxes .. .. .. .. .. 16,896 0 0 16.896 0 0 14.608 0 0 14.608 0 0 

17'764 16'64 16'037 14,m Perctntage Combined T_1a Total VII .. at Estate .. 28'18 28'11 14'18 14'1' 

11,000 0 0 11,(100 0 0 9,noo 0 0 9,000 0 0 Stnto .. .. .. .. .. .. 20,000 0 0 20,000 0 0 20000 0 01 1.5,000 0 0 
8.700 0 0 8.900 0 0 9,100 0 0 9,100 0 0 Commonwealt!l .. .. .. .. .. 12.000 0 0 12,000 0 0 12,000 0 °1 12. i5() 0 0 

21,700 0 19,900 18.100 IS,IOO Combined TIU- 0 0 0 0 0 0 0 0 .. .. .. .. .. 32.000 0 0 32,000 0 32,000 0 o I 27,750 0 0 

21'70 19'90 18'10 "'10 Percentago Combined Taxa te Total VII. If Estate .. 32'00 32'00 1 32'00 I n,n 

Total 'falne 
o'&ta,I', 

£ 
2.000 

6,000 

10,000 

20,000 

40.000 

60,000 

100,000 



Total 
Value of 
Eftate. 

APPENDIX No. 10. 
(SEE PARAGRAPH 984 OF THE REPORT.) 

COMMONWEALTH AND STATE DEATH DUTIES. 
-----------------..,.---

LOWEST RATES (NEAREST REU.TIVES). HIGHEST RATES (DISTANT RELATIVES AND STRA"GERS IN BLOOD). 

Probate granted 1- Tin Payable to-- Probate granted In- v~::'a:' IJt 
------·--.I-----------------~-------.I--------~-------- I--------~--------~------------------,--------~--------I F~u. 

I I
south Australia. I I'south Australia'/ 

New South Victoria. Queensland. (See also Ap I Western Tasmania. New SOlltb. Victoria. QureDslaud. (~·ee also Ap· WC8~crn Tumanla. 
_______ W_a_l_e~ ___________ , ________ pendix~o .. OA.), __ A_u_st_r_8_1i_3_. _1 ______________________ W_al_C~ __ , ____ . __ -I-________ pendix )\0 •• O.~.)I--A-u-str-a-I-la-·-I-------.I----

£:: s. d. ! £. 8. If. £. 8. d. £ 8. d. £O.. d. t· •. d. £... d. £O.. d. I £ 8. d. £ 
200 

£ •. d. 
., .. 100 .. state •.••••.... 800 2000 

£ $. d. 
:l 0 0 

£. •. d. 
20 0 0 

. . . . . . . . Commonwealth. . . • . . • . . . . • 
1---.-.---1----.-. ---1---1- 0--0+---.-. --I Combined Taxes •. •••• " 8 0 0 --.2-0--0-0-1----2-0-0-- ----20--0-0-1 

0'50 

The Dut!es payable at lo\!~"'t <" .. tea to the undermentioned States at points wbcl'c increased 
rates ()\l~r .. te arc worthy of notJl!e :-

----:- ----I --:---- -! .\ddjtj~; 
I·;.tlit.., \' Rat" of ~r..x. , Ta",l'"yal>l". I to be lmld for the 
\ .hll'. , I £1 added Value. 
~ .------ ·_------_·\-·---1 

\"i(:tnrb~ 

queooah.ud (Probate aUti 8I!c~,'.;
~jOD Dut!es com')iHl;,i1j 

NllIth .\\I.!r9oll .. 

.£ I per cent. . £... d. 1 
;,.000 1 ,,0 0 I) i 
~,OOl' 21 12;; 0 11 I 
~,OOO li ;\0 0 0 
:!,OOl :1;; 66 12 8 
2,500 z~ 62 10 0 
~,aol ;l, 80 11 11 
5.000 ;I~ 172 " (j 
!>.OOl 5 250 1 H 
1,999 H 29 111 8 
2,000 4 80 0 IJ 

-' - ----------.----.---------'------.:-.-----'--

£ •• d. 

18 1 

77 16 7 

50 \I 

Percentage Combined TillS to 
Total Value of .. ,tat, 

4·00 10·00 1·00 10'00 

2500( 0000' 600 5000 

,;:~ .1-4.:iA-·--~ 1-' '-:-O-o-I·--5:-~.-~-0-

~ Duties l>ayable at hlfthellt r .. tes to I·be Stale llt SOllt.h A"it,rall .. ",'. t!w \lIliuts III;'"re 
h)CI"",~d ratrs opr.l"ate arp wo-th~' of notice :----.,...-----_._, 

KtltIl Iot\ V ».In~_ Rate of Tax. 

-----_._------\-
t 'per ClIlDt. 

9.999 10 
10,000 1~ 
\9.999 16 
l!O,OOO fO 

I Tax Payable. 

1----··-·------1-
. f. N. d. I 

999 ~s 0 
1,li00 0 0 
'.!.m17 I' 
4.000 0 0 

, 

AddltlonM Duty tB be 
paid for the £1 ad4tld 

Valnu. 

£ ,. tl, 

000 ~ (] 

1,000 :l (I 

.--.-~---------. -----

1,000 



· :;;J~' ~ ~ lA" ~ ' U Jt • t ..... '" , \7 ' 

"'~~" r' -.--r--' ~---r------· '---~-~~------~--r---,-~<~~1~~'----~~~---.--~---r--7----r------'-~--4_'--~~~-.----~-.-------.-.----.-------r--'-~:~- --r------.-------r~TnITnr.~--. 
, ~. per pt"1CA! ! i ! f It I ; , t-H-t-H-H+-Hpente pe,. 
(i ~cnt pe,..t I It! .). I H-t-H-t-H-i--H rer.£ cent 

~ ! ~ 
! 

-:'~' COMMONWEALTH OF AUSTRALIA -- ~~--~'~~'~~ ______ ~ ____ -4 __ ~~"" __ +-______ ~ ____ ~ ______ -+ __ ----~ ______ ~~f-MM~110 
45 ----·-- R~O~Y.~A~L ____ COM~~M~IS=S~~~N~.~I,~~I, _=ON~ __ ~TA~XA~r~ION~-----

, 
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40 
Ayera~ Rates of Deat" DutiJ .. "1 CreatBntai" & AustralClsia, 

40 

100 f--------t-----l 

f-++++-b-.t-+++-H -I+ji-t++++-++-H-+H+++-I'-++-t+t-· j 

-H+++H-H-H-t-lWm.=tmt-mm-mt· --'-m-+~m=t~ I 30 
70~~~~~~~~~~~~W~L~·~-~~~~----tl -t------~----'--j------~------+------+--~-+~------r------r------+-----~------~--~--r------+------T-----~ ~o j 

) 
- , 

1 1+t+ti++mw+l=j:tw~~'1- -'-H-I-++++I 

25 6O~~~~1t~~~~tti±tttt~------~-------+-~-4--~------4---------~-----+-------1--______ ~----~-------+~-----r------~~----+-------~----~------_+-------~----~ 60 25 
/" 

1-H-++ ++++-H-l--t-f''F!.H-++; 

22* 
t-+-+t++t-H-++-IFFH-·· H-+-I- H 

'L ' • 

'---'.....- '~tQ"'c:/d"1"Sc,,'''' imJioc:rtul i" "Reporl" (S~tic" XXXVIII) 'j'/ 

~i 5O~~~~t~.a~~I~· ~~~~~~t+.B~~~t~-~t-~~4_:2--·-----r------~--------r----~~ -4-------+-------r----~~------+-----~r-----~-------+-------r------~------r-----~-------T-------r------;-----~ 30 

I V~ioj vYeetert? ~uotral·o cmd 1:<S,....,c" .. ia 10 10 

71 

5 

-+-++-il-H-l 
, , 
I 

2O'~~++~~~··-~-u~~------_r-------4_------+_--~' ~r_----~.------~------4-------+-----~r-----~------_+------_r------~------r_----~------_+------_r------1_----~20 I 

H:;WI-,;t-H-++-~,.k-s---r 
15 - b.'",_,...,.,.,."f -.~ 

1i\:IH~~.p.;"""",, ~it ~J2_ 

10~H+H+~--~~------~--.--_+------4---~' -4------+_----_+------~~--~----~r_--_+~----~------+------+------r------r----~------~----~----~ 10 
5 

::T~2 ~ J 1- ~ - I- &- i l ----T- . i J. I I LAXABU t l VALUE 1 ; 1 L l ~ I I l: . RAt .. 
I.....-_-L-_____________ . __ • _____ . _____________________ -=~ ______________ ~.::...:.::.::.::.::._------------t--==--......;..;.-----.....:...;...----..:..;.--------".!..------'-'-------'------~"-'-----------'-~ __ ---, 

I 



per I pence 
centlper£ 
~5 I 

--COMMONWEALTH OF AUSTRALIA-.-
• 

ROYAL COMMISSION ON TAXATION 

---Ap-p-end ix No 12---

Average Rates of Death DutJes,Oreat Britain'& Australasia, 

(Enlar~ement of base of Crap-h ... A~pendix ! No'!1) 

pence per 

~!gfffEfr~E~§fBi~~~~~------jr------t------t------t------t_N~·~e~~Z~eil.~'a~n~d----!------t------t-----~per£cent ~H1+H'-IH- T - 2)5 

80 
52~ 

I ~fB·~T1TI"~~~~'~~~tl+ ~-i I::J±1 +-l., I L I i I H~+-r++++-H 80 
r---~------+-------~~~~-~I~~~~~~~~~~~~ti±rrqTI±tttin+----~----~----4-----+-----~----~--~-----+-----+----~ . 

! ~~ 

30 70 
27\ 

25 160 

22\ 
50. 

20 

17i 40 
[ijU~~UD~~~~~~~~~~~~~===t~~~~==r=~-~! ~~~r~-~"~~I--~I~~~~~ff~Q~ue~en~sT'~~nd~~~~~~::lf::~5020 '0' SoutbAus ralia i I New Sou1" Wales Se SouthAustralia 

1--++-+-++-+-+-+ ~1--++-~~++--+-++-j~ "i---- I 

, 

22~ i I 

15 
i=+t-r;r--ttH"-~ ..¥-t-t-rl--t-t-L.!=1--+-t-I--+-.... --l-, Commonwealth 

12~ 50 

10 

I 

I 

pe .. pen.... ~ 8 
c .... t per£ ~ S 
RATES 

Q Cl § 8 g Q 

I 8. 
VALUE I 

c 

I ~ ~ Cl 

!-TAXABLEi 
c 

g. go 
£ ~ ~ 8- £ ~ ~ ~ ~ r.. ~ ~ ~ 

--. ~: . ·!r . : . f . liv A~fh~ __ 
~-~ , .$ . '-- .:f • ~~------=-
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. APPENDIX NO~-I.:f.-
, 

TAllLB comparing the Duties payable under the present Commonwealth Estate D .. 
payable under a Succession Dnty, as described in paragraph 897 of Report, 

Tbe Table (BO far as it relates to Succession Duty) asBum_ 
1, An average 012, success(ODS to each estate ; 
2, A progressive scale of rate. terminating at a value of £15,000, at which. pOl~ 

7,5 per cent, and the rate on the highest £ is 15 per cent; , 
3, The application of a fiat rate of 15 per cent, to 80 much of the value of a successIOn a. exc"_ 

A. I D'I c. I D. • 

PrseDt COlnmonnalLb £eta'" Duty. 

Tnable .-
vll.lur. of 

Taxllble R.te luc(4:!I8ioD, 

vahllJ of ,or AmClUnt 01 that Ill, 
D1It)'. value In Blltate. oraL. Column A 

divldf'd 
by2f· 

£ £ ., d. ! 
2,000 1'0 20 0 0 800 " 
8,000 1'2 36 0 0 1,200 .. 
4,000 1'4 56 0 O. 1,600 .. 
5,000 1'6 80 0 0 2,000 .. 
7,000 2'0 140 0 0 2,800 .. 

10,000 2'6 260 0 0 4,000 .. 
15,000 3'6 540 0 0 6.000 .. 
20,000 4'6 920 0 0 8,000 .. 
25,000 5'6 1,400 0 0 10,000 .. 
80,000 6'6 1,980 0 0 12,000 .. 

°34,365 7'0 2,61\ 14 10 13,746 .. 
36,000 7'8 2,808 0 0 14,400 .. 
87,500 8'2 3,075 0 0 16,000 .. 
50,000 10'6 5,300 0 0 20,000 { 15,000.t 7 '6} 

5,Ooo.t 16 
60,000 12'6 7,660 0 0 24,000 { 15.000.t 7 '6} 

9,000.t 15 
70,000 14'6 10,220 0 0 28,000 { 15,000 At 7'5} 

13,OOO.t 16 

72,000 16 10,800 0 0 28,800 { 16,000 •• 7'6} 
13,AOO at 16 

75,000 16 11,250 0 0 30,000 { 15,Ooo&t 7'6} 
15,000.' 15 

100,000 15 15,000 0 0 40,000 { 15,000 •• 7'6\ 
25,000 at Hi 

125,000 16 18,750 0 0 50,000 { 15,000.t 7 '5} 
35,OOO.t 15 

150,000 15 22,500 0 0 60,000 { 15.000.t 7'6} 
45,OOO.t 16 

200,000 15 30,000 0 0 80,000 { 15,OOO.t 7 '5} 
65,OOO.t 16 

500,000 15 75,000 0 0 200,000 { 15,000 at 7·5} 
18.').000 at 16 

1,000,000 15 150,000 0 0 400,000 { 15,000 •• 7'6} 
385,000 •• 15 

E, I v, I 0, 

BUCOIlIIIIloD Duty. 

Average Ratoper 
mto per cent. on Amount 01 Duty 
cc-nt. on hhtheat £ OD each 8uccesslon 
value In In CoIUDlD value, Column D. 

ColumnD. D, 

£ ., d. 
'4 '8 3 4 0 
'6 1'2 7 4 0 
'8 1'6 12 16 0 

1'0 2'0 20 0 0 

1'4 2'8 39 4 0 
2'0 4'0 80 0 0 
3'0 6'0 180 0 0 
4'0 8'0 320 0 0 

5'0 10'0 600 0 0 
6'0 12'0 720 0 0 
6'87 13'76 944 15 3 
7'2 i4'4 1,036 16 0 

7'5 15'0 1,125 0 0 
9'37 16'0 1,876 0 0 

10'31 16'0 2,~76 0 0 

10'08 15'0 3,076 0 0 

11'09 16'0 8,195 0 0 

11'25 16'0 3,376 0 0 

12'19 16'0 4,875 0 0 

12'76 16'0 6,376 0 0 

13'12 16'0 7,8711' 0 0 

13'69 15'0 10,875 0 0 

14'" 16'0 28,875 0 0 

\4'72 16'0 68,876 0 0 

I u, 

Total luCClOBldoD 
Duty on I'J8tate 

(0 :121), 

£ .. d, 
8 0 0 

18 0 0 
32 0 0 
50, 0 0 

98 0 0 
200 0 0 
450 0 0 
600 0 0 

1,250 0 0 
1,600 0 0 
2,367 18 2 
2,li92 0 0 

2,812 10 0 
4,687 10 0 

6,187 10 0 

7,687 10 0 

7,987 10 0 

8,437 10 0 

12,187 10 0 

16,937 10 0 

19,687 10 0 

27,187 10 0 

72,187 10 0 

147,187 10· 0 

I, 

Porcen-
""'" .r B toO. 

40 
00 
57 
62'5 

70 
77 
83 
87 

89 
00 
00'5 
91 

91'5 
88 

82 

76 

,,' 
76 

81 

86 

87 

91 

98 

98 

1. 

Am. UlIt. by 

''''' C ed, B. 
wh 

"'" 

£ 6. d. 
12 0 0 
18 0 0 
24 0 0 
30 0 0 

I 

I 
I 

42 0 0 
60 0 0 
90 0 0 
20 0 0 

60 0 0 
80 0 0 
49 16 8 

216 0 0 
°2 

262 10 0 
612 10 0 

1,3 72 10 0 

632 10 0 2, 

2,8 12 10 0 

12 10 0 

12 10 0 

812 10 0 

2,8 

2,8 

2, 

2, 812 10 0 

812 10 0 

812 10 0 

812 10 0 

2, 

2, 

2, 

•• 1I "T'I"ANnfly anomAlous d('~ of diITen!nre In tbls ruo bc!twet'n tlle amount of Elt.te Duty and Suet'eUlon Duty arlBea from thp fart thAt. nndrr 
the CQlllfuon\Vel\ltb l:state Dut.y, If the vl\luo of It.D catate rX(ecds any even £1,000, the rate appropriate to the nU" higher even £1,000 la applied. 

;-If the scale of Succession Duty he extended till a maximum rate of 30 per cent, on the highest £ is reached at 
£30,000, the Duty payable on Successions greater than £15,000 (estates greater than £37,500) compares with the Duty 
payable under the Commonwealth E.tate Duty Act as follows:-

110,000 10'6 &.300 0 0 20,000 .. 10 20'0 
60,000 12'6 7,li60 0 0 24,000 .. 12 24'0 
70,000 14'6 10,220 0 0 28,000 .. If 28'0 

72.000 16 10,800 0 0 28,800 .. 14'4 28'8 
76,000 16 11,260 0 0 30,000 .. 16'0 30 

100,000 16 15,000 0 0 40,000 

~ 
3O,ooo.t 16 } 18'76 30 
l0,0oo.t 30 

125,000 16 18,750 0 0 50,000 80,OOO.t 15 } 21'0 30 
20,000 at 30 

160,000 16 22,600 0 0 60,000 { 3O,OOO.t 16 } 22'6 30 
30,000 •• 30 

200,000 16 30,000 0 0 80,000 { 30,000 at 15 } 24'37 30 
50,000 •• 20 

500,000 15 76,000 0 0 200,000 { 3O,OOO.t 16 } 27'76 30 
170,000 at 30 

1,000,000 r6 150,000 0 0 400,000 { 30,000 at 15 } 28'87 30 
370,000 .t 30 

2,000 0'0 6,000 0 
2,880 0 0 7,200 0 
3,920 0 0 9,800 0 

4,147 f 0 10,368 0 
4,600 0 0 11,250 0 

7,600 0 0 18,750 0 

10,500 0 0 26,200 0 

13,500 0 0 33,760 0 

19,600 0 0 48,750 0 

55,500 0 0 13B, 700 0 

116,600 0 0 288,700 0 

0 94'34 
0 95'24 
0 96'89 

0 96 
0 100 

0 126 

0 140 

0 100 

0 162'6 

0 186 

0 192'6 

300 
360 
420 

432 
Equ" . 

O' 
0 
0 

0 

o 
o 
o 
o 

H •• CffdaCb 
3,700 

7,600 

11,250 

18,700 

63,700 

138,750 

0 

0 

0 

0 

0 

0 

o 

o 
o 
o 
o 



, 
" I I 4. B. 

- .l:NDLX No. 16. 

... under ~. preoent Commonwealth Estate Duty Act with th_ which wo 
JUty, 88 d~ibed in paragraph 897 of Report. 

.tea _ SlIcce8aion Dut)').a~ 
. .accessions to each 'e!tate; '--

d scale of ratea terminating at a value of £18,000, at "hioh' po:nt the average rat, 
_ l'er c:ent. and the rate on the highest £ is 16 per cent . 

.... application of a flat rat~ of 15 ~r cent. to 80 much of the value of a euooession u exoeeda £181 

c_ I n. B_ t •• I -- o_ I B_ I. I' 
, 

PI'eIJoD' CommoDwealU. 1r.t.&t.e Du\y. Bu--.oo Duty. 

Ta:uble -value 01 
IIUCCCNton, 

A_ 
Taoble Bato Amo'Onlol that b, ....... 
.. Ioeol' PO' Du'7. value In ern'. OD 
Batat.e . ..... Column A "ruue to 

divided """"'"' D. 
by 2_ 

£ £ •• d. £ 
2,000 1'0 20- 0 0 1,000 -- '42 
3,000 1'1 38 0 0 1,600 . - '62 
4,000 1'4 51 0 0 2,000 -. '88 
6,000 1" 80 0 0 2,600 -. 1'0& 

7,000 2'0 140 0 0 3,600 -- I'" 
10,000 2'8 200 0 0 5,000 -- 1.08 
15,000 8'0 640 0 0 7,600 -- 1'12 
20.000 "6 920 0 0 10,000 -- "17 
26,000 5'6 1,400 0 0 12,600 -- 6'21 
30,000 6" 1,9S0 0 0 15,000 - - 6'26 

*34,365 7'6 2,611 14 10 17,182 .. 7'16 
36,000 7'8 2,SOS 0 0 IS,OOO .. 7'0 

37,500 S'2 3,076 0 0 18,760 { 18.000 at 7'6} 7'8 
760 an6 

60,000 10'6 5,300 0 0 211,000 { 18,000 at 7'6} 9'0 
7.000 at 16 

60,000 12'6 7,560 0 0 _30,000 I 18.000 at 7'6} W'O 
\ 12,000 at 16 

70,000 1"6 10,220 0 0 35,000 I 18,000 at 7'5} 11'14 
17,000 at 16 

72,000 15'0 10.800 0 _0 36,000 1 IS,OOO at 7'6} 11'25 
-18,000 at 16 

76,000 16-0 U,260 0 0 37,600 
1 

.IS,OOO at 7'6} 11'4 
19.600 at 15 

100,000 1$'0 15,000 0 0 50,000 t 18,000 at 7'5} \2'3 
32.006 at 15 

,126,000 ~·O 18,750 0 0 62,600 t 18,000.t 7'6} 12'84 
44,600 at 16 

160,000 16'0 22,500 0 0 76,000 { IS,OOO at 7'5} 13'2 
57,000 at 15 

200,000 15'0 30,000 0 0 100,000 { IS,ooo at 7'S} 13'86 
82,000 at 16 

600,000 15'0 76,000 0 0 260,000 t IS,OOO at "'6} \4'" 
232.000 at 16 

Ratoe ,..er • 
G'nt, OD Amount of Duty 

"11"'" on Nocb a'llt'roMion 
Ju 'oluDlO value. CoIamu D. 

D. 

£ .. d. 
'83 4 S 4 

1'26 9 7 8 
1'66 16 13 4 
"08 28 o 10 

J'92 51 o 10 
4'17 10& 3 4 
"26 234 7 • 8'33 416 18 4 

10-42 661 o 10 
12'5 937 10 0 
14'32 1,230 1 9 
16'0 1,360 0 0 

16'0 1,462 10 0 

16'0 2,400 0 0 

15'0 3,150 _ 0 '0 

16'0 3,000 0 0 

16i1 4,IIIiO 0 8 

15'0 4,276 0 0 

1$'0 6,IGO 0 0 

16'0 8,026 0 0 

15'0 0,900 0 0 

16'0 13,660 0 0 

15'0 36,360 0 0 

Total •• ~Ion 
Duty DU dt.RW 

(0 s t). 

£ o. d. 
8 8 8 

18 16 0 
33 0 8 
61 1 8 

102 I • 208 0 8 
468 16 0 
633 6 8 

1,302 I • 1.87. 0 0 
2,460 3 6 
2.700 0 0 

1,026 0 0 

4,800 0 0 

O.301l 0 0 

7,800 0 0 

8,100 0 41 

8,650 0 0 

12,300 0 0 

16,060 0 0 

10,800 0 0 

2',300 0 0 

72,300 0 0 

.rr"I'JI'IU" AmMult 
t ... 0/ wtlll-hl 
R toO. UCHdI J 

-.. ~*,---.. 
4\-07 
52- • 
69-0 
86-0 

7:1'0 
80-0 
~7'0 
go'6 

93'0 
94'0 
94'0 
06'0 

95'0 

go'5 

83'0 

76'0 

76'0 

76'0 

82'0 

95'. 

88'0 

01'0 

06'0 

£ 11 
11 1 • • • • 
17 
1111 
271 

37 I 
51 I 
71 
86 I 

07 I 
105 

• It 
IJ 
3 

'161 I 

11 
4) 
l'i 
o 108 

160 

.~ 

1,200 

2,420 

2.700 

2,700 

2,700 

2,700 

',700 

2,700 

1,700 

~ 
i 

o 
o 
o 

o 
o 

o 

o 

1,000,000 16'0 160,000 0 0 600,000 { 18,000a' 7'S} 14'75 15'0 73,650 0 0 147,300 0 0 OS'O 2,700 

o 
o 
o 
o 

4S2,000 a. 16 
• The apparently 6nomaloUl degree 01 dlft'f'rtnC(!l In this ca&e between the amount. of Rlltate Dotyaod 8neeemoD Duty arileII from the tart t.hat, u"; 

.he Commonwealth Estate Duty. U the Value of an etltate uceellB any 8WO£l,OOO. the rakappropriate to tbe Dut bl"ber e\'eD £ltOOO~lIed'. 1_. 

If the scale of Succession Duty b. extended till a maximum rate of 30 per cent. on the highest £ is r ed at 
£36,000, the Duty payable on Succession. greater than £18,000 (estates greater than £72,000) compareo with t ty 
payable under the Commonwealth E3tate Duty Act 88 follows :- . • 

1 

37,000 8'21 3.076 0 0 IS,760 _. 7'81 15'62 1,464 16 10 2.929 13 8 95'25 146 e , 
GO,OOO 10'6 5.300 0 0 26.000 .. 10'42 20'83 2,_ 3 4 6,208 6 8 98'26 01 13 • 
60,000 12'6 7,560 0 0 30,000 .. 12'6 25'0 3,760 0 0 7,600 0 0 99'! 60 0 0 
70,000 14'6 10,220 0 0 36,000 14'68 29'\7 6,10& 8' 10,20S 8 8 90'9 11 18 • 

72,000 

76,000 

100,000 

126,000 

160,000 

200,000 

600,000 

,000.000 

.. 
0 0 0 0 100'0 Equal 16'0 10,800 0 0 36,000 .. 15'0 30'0 6,400 10,800 

H •• ceedeC 

{ 36,000 at 15 ) 1.600 at 30 

{ 36.000 at 15 } 14.000 a.30 

t 36,000 at 16 } 26,500 at 30 

16'6 30'0 6,650 0 0 11,700 0 0 10&'0 460 

10'2 30'0 B,600 0 0 19,200 0 0 128'0 4,200 

21'36 30'0 13,360 0 0 26,700 0 0 142" 7,960 

16-0 1l,250 0 0 37,600 

16'0 15,000 0 0 60,000 

15'0 18,760 0 0 62,600 

t 36.000 at 15 } 39.000 at 30 l 36,000 at 15 \ 
64.000 at 30 J 

{ 36,000 a. 15 } 214,000 at 30 
{ 36.000 at 15 } "4,000 at 30 

21'8 30'0 17,100 0 0 34,200 0 0 162'0 11,700 

24'6 80'0 24,600 0 0 .0,200 0 0 164'0 19,200 

27'84 30'0 60,600 0 0 130,200 0 0 186'6. 64,200 

28'02 30'0 144,600 0 0 289,200 0 0 192'8 130,200 

16'0 21,500 0 0 15,000 

16'0 30,000 0 0 100,000 

16'0 75,000 0 0 260,000 

16'0 160,000 0 0 600,000 

Printed ODd l'ubJiobed fot tb$ Gon .. ...,." of the CO)l()I(Ol<W&&LTll 01 Av .......... by ~n J. KULUIft, 
Ocwernmeul Prinler for &be Stale 01 V~_· 
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