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REPORT OF THE JOINT COMMITTEE.

The Joint Committee appointed on 10th February,
1944, by resolution of both Houses of the Parliament
of the Commonwealth to inquire into and report
upon—

the advisability of basing the liability for income
tax for each financiul year on the income of that
year, or of adopting any other method of avoid-
ing the hardship which may arise under the
present system of basing the linbility for income
tax for cach financial year on the income
of the previous year—

has the honour to present the following report:—

2, As announced by the Prime Minister in Parlig-
ment on the 15th Qctober, 1043, arrangements were
made for the Committec to function during the recess,
pending formal constitution by resolution of the ouse:
on the re-sssembly of Parlinment. In secordance with
that areangement, the Commnittee met on six occasions,
namely, the 13th, 14th and 15th December, the 10th
and 11th January, and the 9th February.

3. The Committee considered a number of reports
prepared by taxation offieials under the direction of the
Commissioner of Taxation. .\ report by the Taxation
Advisory Committee dealing with relief from inevine
tux in enses of death or substantinl reduction of income
was also considered,

4. Under the present system of taxation, income tax
is bosed on the income of the previous year, and not
on the income of the current year, out of which it is,
in most instances, paid. In- d\c ease of an egmployee,
ulthough deduction is wmade from each payment of
salary or wages, the deductions ave applied in payment
of the tax on the salary or wages earned in the previous
year. In the case of a nowemployee, tax based on the
Income of the previous year is payable in onc Jump
stum during the current year. In either case, if the
taxpayer’s income ecases or is reduced by death, retire-
ment or other cause, payment of tax on the higher
incomne of the previous year may become, under present
high rates of taxation, a serious financial burden.

5. The munner in which this problem has been dealt
with in the Tnited States of Amneriea, Canada and the
Chited Kingdom, and the methods proposed for dealing
with it in Australia, ave discussed in this report,
Reference will also be made to plans considered and
rejected by the Committee.

INTRODUCTION OF PAY-AS.YOU-EARN
TAXATION IN OTHER COUNTRIES.

6. Outlines of the methods of pay-as-you-carn taza-
tion adopted in the United States of .Ameriea, Canada
and the United Kingdom are set out in Appendices 1,
2 and 3. The essential features of the plans are as
follows,

UNITED STATES OF AMERICA,

7. Prior to the introduction of pay-as-you-carn tasa-
tion, tax was paid in four equal quarterly instalments
in the year following the year of income ended 31st
December.  The instalments were self-nssessed by the
taxpayer on his sctual income of the previous year.
Under the pay-as-you-earn plan, tax will eontinue to
be paid by the non-employee in four equal quarterly
instak but the instal will now be based, not
an the actual income of the previous year, but on the
taxpayer’s own estimate of what his income and tax for
the current year will be,

S. After the year of income has ended and the tax-
payer knows what his actual income was, he wilt
calenlate the tax payable on that income when lodging

his return and adjust the instalments made with the
tax finally payable. Only this adjusting payment will
b made outside the year of income,

9. For employces, deductions from wages will take
the place of quarterly instelments, and when the em-
ployee lodges his return at the end of the year of
neome, the ouly additional payment neeessary will b
the smount (if any) by which the deductions madr
are less thau the tax on the income as fiually detw-
mined, If the deductions cxceed the tax finally detri-
mined, refunds will be made.

10. The changeover to the new system was made in
1943, Under the old system, tax on 1942 incomte was
payable in 1943, while, under the new system, tax on
1043 income is payable in 1943, TIn general, 75 pr
cent. of the tax on the lower of the two years was
cancelled, The uncancelled 25 per cent. was made pay-
able in two equal parts on 15th Mareh, 1944, and 135il
Mareh, 1945,

SANADA,

11, In Canada, prior to 1042, the major part of
tax was paid in one lwmp sum threc monthy after the
close of the year of income ended the 31st December.
As in the United States of Americn, the tax was self-
assessel by the tuspayer on his actual income of the
previous year. Rates of tax were substantially increased
in the middle of 1942, and taxpayers were required to
make advanee payments, either by instahnents or
deductions from wages, ou the new rates in the latter
half of 1942, As a vesult, by the end of 1042,
Cangdian taxpayers had paid ‘the whole of their
linbility in respeet of 1041 income anud approximately
one-half their liability in respect of 1942 ineome.

12, Pay-as-yon-carn tasation was introduced early
in 1943 by making payments in 1943 relate to tax on
the income of that year. The: outstanding balance of
tay on 1942 income of approximately 50 per cent,
was cancelled except in the case of investment income
in excess of 8,000 dollar-, where no eancellation was
made but payment of the remaining onehalf was
deferred until the death of the taxpayer,

13. Under the new system of pay-as-you-carn taxa-
tiom, non-cuployees will pay four quarterly instalments
a_year based on the taxpayer's own estimate of what
his income and tax will be for that year. Employees
will not be required to make instalment payments, but
will have deductions made throughout the year from
their wages, After the end of the year of income, all
tuxpuyers wilt lodge a return, und either pay, or receive
u refund of, the difference between the instalments
puid or deductions mede in the year of income and
the tax actnally payable on that income. This adjust-
ing payment will be the only part of the tax in respect
of any year’s income which will be paid outside that
year,

UNITED KINGDOM,

44 In the United Kingdom, pay-as-you-carn taxa-
tion is at present to be applied only to weckly wage-
cearners, und deductions made during the year of income
ended the 3th April will be adjusted egainst the tax
actually assessed on that income. Recent adviee has
been received that the scheme will be extended to cover
all Schedule “E™ taxpayers, i, taxpayers deriving
income in the form of sularies, fees, wages, pensions,
&e. In introducing pay-us-you-carn taxation, account
was taken of the fact that deductions for manual
weekly wage-earners commenced two months in advanee
of the close of the year of income, and deduetions for
non-manual weekly wage-carners commenced five
months in advance ‘of the close of the year of income.



Thuse advance payments will be aecepted in full satis-
faction of the tax on the income of the transition year,
und the balance will be eancelled,

PLANS CONSIDERED AND REJECTED BY
THE COMMITTEE.

13, Comment will now be made on those plans which
were considered but vejocted by the Committee. Out-
lines of these plans are set out in Appendices 4, 5 and 6
of this yeport. Broad festures of ench of these plans
will be separately discussed,

REDUCED INCOME RELIEF PLAN,

16. This plan was submitted in a report of the Taxa-
tion Advisory Committee prepared at the request of the
Treasurer, to deal specifieally with the following
matters raised in Parlianent :—

(¢} the exemption from tax of income derived by
a deceased person within twelve months
prior to his death; and

(b) the relief or excinption from tux of taxpayers
whose incomes suffer a sudden serious
decline on gecomnt of retirement from em-
ployment or auy other cause,

15, The Advisory Committee rccommended that
income derived: within twelve months prior to death
should be exempt from taxativn where the net value of
the cstate did not exceed £1,000, and that the exemp-
tion should diminish as the estate exceeds £1,000, and
vanish when the estate has a value of £11,000 or over,

I18. In regard to declining incomes, the Advisory
Committee recommended that, wheve a taxpayer estab-
lished that, owing to his retirement from his oceupation
or uny other eruse, his taxable income had been per-
manently reduced to less than two-thirds of tho taxable
income of the previous year, a deduetion should
be allowed from the taxable income of the previous
year to reduce it to an amount equal to the
reduced taxable income, This relief would be given
in full only where the reduced taxable ineome
wats less than £1,000, and the relief would diminish
progressively as the yeduced taxable income exceeded
£1,000, and vanish at £5,000,

19. The Advisory Committee reported that, in the
ovent of the rdoption of a. pay-as-you-carn system of
taxation, the speeial treatment recommended would
not be neccessary.

20. We considered that the requirements that the
income hiad to be reduced by two-thirds, and that the
reduction had to be permnnent, would prevent the
gronting of relief in many cases-of deelining inecomes
where relief was desirable.

21, Possible varintions of the plan which might
vrercome these disadvantages were examined, but we
same to the conclucion that, although the plan reason-
ably met many of the eases it was designed to meet,
it could not be made to cover alf cases of hardship
arising from fluctunting income.

OPTIONAL WAGES TAX PLAN.

22, Consideration was given by the Committee to
a plan whick was intended to obviate the lodgment of
returns and: issue of assessments in respeet of the
majority of employees. TUnder a pay-as-you-earn
mwethod uf taxation, deductions in the ease of employees
would be made at current rates on current earnings.
The total amount of deductions made during the year
of income should, in the majority of cases, closely
approximate the amount of tax payable,

23, Tnder the optional wages tax plan, returns would
be 1eqaired only from those elasses of employees whose
deductions would not approximate to the tax aetually

payable on their income, namely, employees with non-
wage income in excess of £10, employees in receipt of
salary and wages from more than one employer, and
employees from whom, for any other reason, tax was
not deducted at the source. It was alse not proposed
to apply the plan to nny wage-carner receiving £10 o
week or over,

24, Although the tax payable on the year's income
would closely approximate to the deductions made
from thoso employees not required to lodge returns,
there would be cases where the differences would be
substantinl beeause of casual employment, seasonal
oceupation or lieavy medical expenses, Provision was,
thercfore, made under the plan for o taxpayer not
otherwise required to lodge u return, to do so vohm-
tarily and obtain any rcfund (not less than £1), which
might be due to him.

25. The Committee considered that the precision
which would be necessary at the present high rates of
taxation, in fixing a deduction seale which would per-
mit of finu! deduction at the source, would make the
senle unduly complex and create difficulties for
employers. Further, the Committeo considered that
considerable confusion would result in the minds of
employces as to whether they were liablo to furnish a
return or not, and it was felt that, if certain classes
of taxpayers were granted exemption from lodging
returns, other taxpayers (particularly employees with
property income) might be encouraged to avoid their
liability to lodge returns,

INSTALMENT PLAN FOR NON-EMPLOYEES.

26, An instalment plan for non-employces was. con-
sidered which followed the principle of the plans
adopted in the United States of Ameriea and Canada
in respect of this class of taxpayer. The plan provided
for payment by periodical instaiments during the year
of income, of tax based on the taxpayer’s own estimate
of what his income would be. The taxpayer would also
be required to caleulate the approximate tax payable
on his estimated income. For this purpose, the depart-
ment would supply rate schedules from which the
caleulation could be made.

27. A return of the aetual income derived would be
lodged after the end of the yenr of income, and an
assessment issued as at present. Instalments of tax
made during the year would be applied in payment
of the tax as finally assessed, any deficiency being met
in cash, and any excess refunded,

28. The Australian taxation system  contains
features designed to provide smooth graduation in
rates, differentiation between personal exertion and
property inconie, recoupment of losses of prior years,
application of averaging to primary producers, and
allowances for mauny items of a concessional nature,
such as medier] expenses, life assuranco and rates and
taxes on the taxpayer’s residence. There are also:
speeial provisions relating to the taxation of interest on
Commonwealth loans. The taxpayer does not make
self-nssessment of the tax payable by him as in the
TUhnited States of America and Canada, but awaits the
issue of an assessment by the: Taxation Department.

20. The Australian system does not readily lend
itself to sclf an iderable confusion for
taxpayers might vesult if it were ndopted, particularly
a3 Australian taxpayers have not had prior experience
of self:aacessment.

30. In any event, whether or not the instalment
plan for ployees i idered desirable,
extra staff, accommodation and machines required for
the receipt and accounting of instalme t payments
from non-employees are, on the informati  before the
Committee, nnobtainable at the present time,




PLAN RECOMMENDED BY THE COMMITTEE.
31, After reviewing the plans ‘submiucd to it, the
that lowing

Committes deoided to the
plan should be adopted,

32. Under the plan, tax for any financial year will
finally be based on the income of that yoar. The
Committes is impressed with the difficulties which
result uader the present system for taxpayers whose
incomes fall. Such taxpayers are required to mect,
vut of their reduced income, tax on the higher carn-
ings of the previous year. This fall in income might
arvise through illuess or unemployment or from
fluctuntions in seasonal and trading conditions.

33. The difficulties referred to may arise in an
acute form at the end of the war, and for this reason,
the Committec ds that the prop plan
be adopted without delay and applied ‘to income
derived from the 1st July, 104f,

34. Speciul provisions will be necessary to cover the
period of transition from the basis of the previous
year to the basis of the current year, ‘The provisions
recommended are set out after the operation of the
plan has been deseribed,

35. The application of the proposed plan to em-
ployees and to non-employees will be discussed
separately, as different methods are proposed in
respeet of each elass of taxpayer.

EMPLOYEES.
86, The plun recommended for employees is as
follows :—

(«) Tax will be collected at current rates on
income of the current year by deductions
at the source from salary and wages,

(4) Every cemployer employing ten or more
persons will be required to form a group
and make deductions from snlary and
wages in cash instead of stamps, Other

nploy will be permitied to form
groups if they so desirc.

() The use of stamps will be restricted to

ploy of ploy not  regi d
under groups.

(d) Returns will be lodged and assessments
issued after the close of the income yenr,
in order that the amount of tax payable
can be finally determined.

(¢) Group certificates or stamps representing
deductions made to the end of the year of
income will be applied in payment of the
tax as assessed, any deficiency being met
in cash, and auy excess refunded.

(f) Any stamps presented in respeet of the
period from the end of the year of income
to the date of their presentation with the

will be h d for an
interin stamps receipt, pending appliea-
tion in payment of tax on receipt of the
assessment to be issued in the following
year.

Presgnt Deoucrion Systest.

87 At the present time, deduetions ave made from
employces either by cash under & group scheme or by
stamps. The total deductions made from an em-
ployee up to any date may be represented either by a
group certificate issued by the employer or by stamps
accumulated by the employee from cach pay.

38. Deductions are made from employces over the
period extending from_the 1st April of onme yenr to
the 31st March of the mext year. This will be
referred to in this report as the deduction year.
Deductions up to the 31st March, i, the end of the

deduction year, ave_applied to_meet the tax assessed
on the income of the year ending the previous 30th
June,

89, If the assessment in respeet of that incomte year
is received prior to the 31st March following, the
employee may use all deductions up to the end of the
deduction year to meet the assessment, If the deduc-
tions are inadequate, the balanee must be paid in
cush, If the deductions are more than sufficient to
meet the pssessment, any balanee is refundable, and
un exemption from further deductions is given until
the end of the deduction year.

10. If the assessment is received after the 31st March,
only dednetions made up to the 31st March may be
applied to meet it. Tf these deductions are deficient,
the balance must be made up in cash, whilst, if the
deduetions up to the 31st Marel are greater than tho
tax assessed, the excess is refundable. Even if, at the
time the employeo receives the assessment, he has to
his eredit deductions mado after the end of the dedue-
tion wyenr, these deductions ecamnot, in general, be
upplied towards meeting that tax. The deductions for
the peried from the 81st March to the date of payment
of the assessment, ie., in the new deduction year, arve
retained by the department and are held to meet the
following yenr's tax, Meanwhile, the employee is issued
with a certifieate of credit for deductions held in this
way, on which interest at 2 per cent, is allowed.

Aparrarion 10 Prorosep Pran,

41, The Committee considered whether the dedue-
tion year ending on the 31st Mareh could be continued
under the proposed plan. If this were done, the dedue-
tions made during the deduction year commencing, on
the ‘Ist .April wonlkd be applied to mmect the tax sssessed
on the income of the year commencing on the following
Ist July. Thus the deduetions made from the lst
April, 1044, to the 31st March, 1945, would be applied
to meet the tax assessed on the income of the year, 1st
July, 1044, to 30th June, 1945,

42, The Committee folt that the deduction year
should conform exactly with the income year under any
plan whereby current tax would be assessed on the
enrrent year’s income. If the deduction. year com-
menced on the 1st April, a wage-earner who entered
employment on the 1st July \\'olﬁd only have available
nine months’ deductions from which to meet the tax
on the income of the full year ending on the following
30th June. Morcover, the Committee was of the opinion
that a proposal which required an employee to com-
mence paying tax three months before he commenced
to carn the income on which the tax was based could
not be justified. It would also be a discrimination
agninst employ as pared with ploy

43. T'he Committec, therefore, recommends that the

deduetion year be based on the year 1st July to 30th
June. The deductions therefore will cover the same
period as the income year. Deductions made during
the income year will, in the great majority of cases,
closely approximate the tax us finally assessed. Dedue-
tions made during the income year will be applied
in payment of the tax finally assessed on the income
of that year,
. 44 Certificates of exemption from deductions will,
in the majority of cases, no longer be issued, since it
will not be known until the end of the income year
whetber the s dedueti

pay are: ient to meet
the tax on the income of that yenr.

ArzoosrioN o¥ Denuorions.

45. At the time the final assessment on the income
of the previous year is received, deductions will have
been inade from the taxpayer in'xespect of the current
income year. These deductions cannot, lowever, be



applicd in payment of the nssessment applicable to the
previous income year, It will be necessary, thercfore,
to alloeaie the deductions, which have been made from
the taxpayer up to the date of assessment, between the
previous and the eurrent income year, This allocation
will be achieved automatically Tor employees whose
deductions are mado under a groap scheme, by pro-
viding that the employer should, in general, issue a
group certificate showing only the deductions made up
to the end' of the previous income year.

46. In the case of employees using stamps, however,
allueation will e more difficult, ns it will he necessary
to identify the stamps issued in eacl income year and
to exchange those issued in resnect of the current income
year for an interim stamps receipt. This interim
stamps veceipt will be retained by the employee and
presssted by bim in part payment of the assessment
for the eurvent year.  Eacl year it will be necessary
for the department to issue o further interim stamps
reevipt for stamps presented by the employee which
have been delivered to him after the end of the previous
incomo year.

47. Tt is because of this difficulty in Jealing with
stamps under the plan, and of other existing disadvan-
tages, that the proposal is iade that the use of stamps
be restricted, and that alf employers employing more
thun ten persons should be requived to adopt the group
scheme,

48, s stated in paragruph 40, an empluyee at pre-
sent receives 2 per eent, interest on deduetions repre-
sented by a certificate of credit. Tt js considered that
nw interest should be allowed on interim stamps receipts
Lecanse they merely represent deductions made cur-
rently during the year of income.

Barcier Issvr or AsspssMBnTs,

49. Tt should be noted that, siuce, by the end of the
income year, all the deductions available to meet the tax
i that income will have been made, it will be possible
fur the department to start issuing assessments as soon
as practicable after the reecipt of the return, At present
the issue of assessments is deferved as long as possible
to give employees an opportunity to accumulate suffi-
cent deductions to meet the tax,

0. The position of the employee with income other
than sulary and wages will be diseussed after the posi-
tion of the non-employee has been dealt with.

NON-EMPLOYEES,

51, Under the plan proposed for non-employees, tax
for the current year will be based on tlie income of that
yenr, and will be collected during the income year by
menns of a provisional tax based on the income of the
previous year. The provisionul tax will be finally
adjusted in the following year after the lodgment of
return showing the actual inecome derived. Thus in
each year there will be an adjustment of the previous
year’s provisional tay, together with provisional tax in
respeet of the income of the current year,

32, The provisionsl tax plan will provide a basis
for fixing the amount of tax to be paid each year, with-
out the ity for any self- or Jod, of
periodieal instalment statements. Fhe provisional tax
plays much the same part for the non-cmiployee, as do
the deductions made from the employce. In both
cases, the amount paid during the year of income is a
first approximation to the tax finally payable, and is
adjusted in the following year by the issue of an assess-
ment.

Basis or Carounatiox or Provisioxar Tax,
53, Tnder the plan the provisional tax will be
calenlated at the rate of tax applicable to the current
year, but on the taxable income of the previous year

8

aud subject to the rebates on the concessional allow-
ances of the previous year. This will be so whether
or not it is known at the time of assessment of pro-
visional tax that the income or concessional allowances
ave different in the eurrent year. Similarly, in the
cuse of a primary preducer, the average income
applicable to the provious year will be ndopled for the
provisional {ax of the eurrent year.

54. Lhe result will be that unless there has been n
change in rate, the provisional tax for the current year
il be the same amount as the final tux for the previous
sear. This will be simple for the taxpayer to follow
and will not involve a defniled explunation on the
assessment notice.

53, Tle caleulation of provisional tax on amounts of
tasable income and subject to concessional allowances
different from these adoptad in the final assessment of
the previous year, would nceessitate, in effect, two
assessinents cach year, ‘The department would be
unable to undertuke such additional work without 2
cousiderable increuse in  accommodation, staff and
cquipment, sceing that there are at presout about
2,000,000 taxpayers, of whom approximately 25 per
cent., or, say, 300,000 are non-employees.

Variariox or Provisionar Tax,

36, Ln these cases where o final assessment of any
year is amended for any reason with consequent varia
tion of tax, the provisional tax included in that assesse
ment will also be varied.

57. In the event of a change of rates in any year,
it will be necussary to take such change into account in
fising the amount of prosisional tax to be assessed in
that year, Thus the provisional tax will be different
{rom the fingl tax of the previous year.

58. With the present high rates of taxation, it is
not Jikely that a change of rates would be effected by
means of a simple perecntage variation of existing
vates, In order to avoid the necessity of making a
complete double calenlation jn respect of cach non-
wpluyee in the year of change—firstly, for the final
s of the previous year, and, secondly, for the pro-
visional tux of the current year—it is considered that
the approximate percentage of the variation in rates
applicable to the particular amount of tax should be
upplied for purposes of provisional tux. As the pro-
visionnl tax would be arbitrary, an approximate ealeu-
fation should mect requirements where a. change oceurs
in rates, seeing that the provisional tax will be subject
to adjustinent when the tax is finally assessed in the
following year.

Errrer or Frucruarine INcods

59, Where the income of a nom-employee remains
steady,, the provisional tax plan will result in the pay-
ment of a provisional amount of tax which will closely
approximate the amount of tax as finally determined.
However, many incomes are of n fluctuating nature
and it is necessary to give consideration to the effect
of such finctuntions,

60. Where incomes rise, or concessional allowances
deerense, the provisional tax for any year will be less
than the tax finally assessable on the income of that
year. ‘Thus there will always be a delay in payment of
tax in respeet of rising incomes or deereasing con-
cessional allowances,

61. Conversely, where incomes fall, or concessional
allowanees inerease, the provisional tax will be greater
than the tax finally assessable on the income of the
year. The taxpayer will thus have over-paid tax whick
will not be adjusted until the following year,

62. To the extent that the provisional tax plan
results in a delay in payment of taxation in the case
of rising incomes, the higher correet amount of tax




not being, collected until the year following that in
which it is derived, the defect in the plan cannot be
avoided under present conditions. Similarly, where
with o falling income provisional tax is over-assessed
until finally adjusted in thg year suceceding that in
which the income is earncd, the taxpuyer must, in
general, be prepared under ‘the plan to make such
temporary over-payment.

Corrorion Axp Recovery o ProvistoNat. 3

68, The tax for each year, comprising the provisional
tax for the current income year, togother with the
adjustment of tax for the previons year, will be paynble
in one amount on the date shown on the notice of
assessment issued during the income year. The date
for payment of provisional tax will thus be partly in
arrears and partly in advance of the earning of the
income.

64, To ensure recovery of provisional tax, it will he
necessary to provide in the Act that provisonal tax
ig tax due and payable on the date specified i the
Notice of Assessment., This will enable the operation
of the existing machinery of the Aet for collection and
recovery of tax.

65, It is also considered advisable to provide, in the
section of the Aet desling with extensions of time for
payment of tax, that the fact that the assessment
includes a provisional amount of tax which may be

greater than the tax to be finally sssessed, shall not,.

of itself, be a ground for the granting of an extension
of time for payment of tax,

Wiese o Persox Cpases 70 vp 4 Taxvaver

66, An assessment of provisional tax may have been
made without knowledge of the fact that a taxpayer
has censed to derive assessable income, such as on
donth or retirement., Tpon the department becoming
aware of the facts, arrangements could readily be made
either for the issue of a fina) assessment adjnsting the
provisional tax, or for the deferment of payment of the
whole or part of the provisional tax, pending the issue
of a final assessment. Thus there wonld not normally
be any problem under the provisional tax plan when
person ceases to be a taxpayer,

Wurnre 4 Persox First BecoMes o Taxrarer,

67, Unless special mrangements were mede, the pro-
visional tax plan would fail to provide, in the following
vespeets, for non-employees who derive assessuble
income for the first time:~—

() In the first income year provisional tax would
not le assessed, as. the return of income
would not be furnished until after the end
of that inconme year;

() In the sccond income year the nom-employee
would be required to pay both the finnl tax
on the first year'’s income and the pro-
visional tax on the second year’s income;
and

(¢) The provisional tax in respeet of that second
year would not represent a full year's pro-
visional tax if the income of the first year,
on which it was based, was the income of
part of a year only.

68. The Committee reccommends that in the first in-
come year in which a pl derives b
income of an amount which he estimates would
esceed the taxable smount, he should be required
to furnish by the 31st March of that year, an interim
return showing the income derived by him during that
income year up to the date of furnishing the return,
and the estimated jneeme for the balanee of the income
year,

69. The requirements in the interim return respeet-
ing detnils of income and deductions should be kept
to 2 minimum. No penalty by way of additional tax
should be provided for non-lodgment of the interim
return secing that it would be g requirement imposed

-on a limited number of taxpayers who may be unaware

of their liability, nor should any penalty be imposed for
nnder-estimation of iucome, in view of the diffienlty of
estimation of income in the first year of business,

70. It should, however, be an offence for a non-
employee to fail to lodge the return, so that the
department could prosceuts a taxpayer before a court
and claim a cowrt fine whenever the circumstances
warranted such action,

71. Tho interim return form should make provision
for the insertion of the date on which the taxpayer

1 to derive ble income, and for the
taxpayer’s estimate of the amount of a fnll year’s
income.

72, On receipt of the interim return the Com-
missioner will assess the amount of provisienal tax in
lime to pamit of payment before the end of the income
year.

73, On receipt of the normal return furnished by
the taxpayer after the end of the income year, the
Commissioner will make the final assessment on the
fixst yenr’s income. He will deduct the provisional tax
assessed in the first year and add the provisional tax
payable for the second year. He will base the pro-
visionn] tax for the sccond year on the taxpayer's
cestimate of the income of a full year.

ExaMpLe or AsSESSMENT uxper PhrovisioNarn
Tax Prax.

74, Appendix No. 7 sets out examples of—

(a) the information contained in a notice of
assessment under present praetice;

(b) the information which will be required under
the provisional tax plan, nssuming that
there has been no alteration in rates; and

(c} the information which will be required under
the plan if there has been an alteration in
rates applied approximately in ealenlating
the provisional tax.

75. It will be seen from the Appendix that two
additional items of information will be set out in the
notice of assessment, namely—

(1) the provisional tax caleulated in respeet of
the previous year; and

{2) the provisional tax calenlated in respect of
the current year.

76, As regards (1), the amount will be readily
available from the assessment for the previous year.
As regards (2), the mmount of provisional tax will be
the same as the normal tax ealeulnted in the assessment,
except where a change in rate necessitates a recaleule-
tion.

EMPLOYEES WITH OTHER INCOME.

77. Special provisions are necessary to deal with the
employee with income other than his salary or wages.
Seeing that deduetion is not made at the source on such
other income, he should be subjeet to provisional tax
on that other income, ss in the ease of the non-
employee.

78. As to the amount of other income which would
make it worth while to issue a provisional tax assess-
ment, it is considered that wherever an employees
return shows more than £50 of income other than
salary or wages, an assessment of provisional tax
should be made.

79, Where the other income is derived from property
sonrees, the amount of tax applieable thereto will, in
general, be readily ascertained, Where, however, the



other income consists, like the salary and wages, of
income from personal exertion, a separate ealeulation
of tax will be necessnry to determine the amount
applieable to the other income. As the ealeulation is
required for the purposes of a provisional tax which
will be finally adjusted in the succeeding year, an
approximate caleulation should be sufficient and would
save detailed caleulation,

80. It is considered, therefore, that provision should
be made in the law that, where an employee derives
other income not subject to deduction at the source, the
Commissioner may assess the approximate provisional
tax on that other income. Lxamples showing the
manner_in whieh such a provision might operate are
et out in Appendix No, 8.

COMPANIES.

81, The Committee considered that the proposed
plan should not be applied to companies for the
following reasons:—

(a) A company has continuity of oxistence,
apart from its proprietors,

(b)) A company gonerally mskes provision ont
of its income to meet the tax payable on
that income, whereas the individual
usually expends his income, as earned, on
personal requirements and family com-
mitments,

() A company normally has nssets with which
to meet tax lability on liquidation, whereas
the individual, on termination of employ-
ment; frequently is without assets with
which to meet tax on the income of the
previous year.

86, Deductions made in the year commencing on the
1st July, 1944, will relate fo the tax payable on the
income of that year, The Committee recommends that
cmployees be relieved of 75 per cent. of the tax on the
income of the year ended the 30th June, 1944, and that
the balance of 25 per cent, of tax in respect of that
year’s income be made payable in the year of assess-
ment, namely, the year ended 30th June, 1945, Suffi-
cient’ deductions will normally have been made in the
period from the 1st April to the 30th June to meet
this tax Hability,

$7. Non-employees cannot be placed in any better
position than employces, and the Committee, therefore,
considers that they should also be made liable for the
25 per cent, assessment on the income of the year
cended 30th June, 1944, and that the remaining 75 per
cent, of the tax should be cancelled. Since nom-
employees will not have had this tax dedueted, it is
proposed that, in order to avoid undue hardship in
making the payment, it should be spread over the three
years ended 30th June, 1945, 1946 and 1947, 8} per
cent. being payable in’ each year. Even if the tax-
payer’s income should decline seriously, this payment
will be & much lighter burden thau the present require-
ment that he should pay, in the year of declining
income, full tax on g previous year’s high income.

88. An cmployee deriving income in addition to
salary or wages will already have had deductions made
from the salary or wages during the period from the
1st April to the 30th June, 1044, These deductions
should be suficient to meet the 25 per cent. tax on the
salary or wages portion of the income. The tax on the
remainder of the income will be spread over three
years where sueh other income exceeds £50.

89. Appendix 9 shows tables setting ont for tax-
payers on various incomes and in varions family

(d) In many instances, part of the income
derived by o i d by

13 rep
stoek in irado_and ook debts whick will
not be received in cash until the following
year, In respeet of most individuals, the
income is received in the income year.
§2. Tt should be noted that in the United States of
Americe and Cannda companies are still assessed to
tax on the basis of the previous year’s income.

TRANSITION ADJUSTMENTS.
CaxoeLration or Tax.

83. Under the existing system, tax would be pay-
able in the financial year 1944-45 on the income of
the year ended 30th June, 1944, TUnder the proposed
system, tax will be payable in the financial year
194445 on the income of the year ended the 30th
June, 1945,

§4. It becomes. necessary, therefore, to determine
whether the transition should be effected by relieving
taspayers of liability to tax in respeet of the income
of the year ended 30th June, 1044, either in whole
or in part.

85, The Committee had regard to the fact that, of
the 2,000,000 persons now liable to pay tas, approxi-
mately 1,500,000 are employees, At preseni the
deduction year in respeet of these employees ends on
the 31st Mareh, as explained in paragraphs 38 to 40.
By the 30th June, 1944, they will have had deduc-
tions made from salary nnd ‘wages of approximately
35 per cent. of the tax payable under the present
system for the financial year 1044-45 on the income of
the year ended 30th June, 1944, The amount of the
deductions made in this period will be about
£15,000,000. Revenue requirements would not permit
either of the refunding of this amount or of the cessa-
tion of deduetions for one quarter of the yoar,

circumstances, tax payable at present rates, and the
additional amount which will be payable in each of
three years by non-employees, viz, one-third of the
23 per cent. asscssment,

90. It ig to be noted that, in meking the transition,
the Tnited States of Amerien, Cannda and the Tnited
Kingdom were not prepared to cancel 100 per eent, of
the tax on the income of the transition year and gecept
one year’s toX in respeet of the income of two years,

Wixpracs IncoyE,

91. The possibility must be considered that the
income of the year ended the 30th June, 1944, may be
abnormally high. This may arise either from true
windfalls of income or from manipulation of stock
vulues, deferment of expenditare, &, Taxpayers whose
income is inflated in this way would, if no special pro-
visions were made, recgive the benefit of an abnormally
great amount of eancellation of tax.

92. In the normal ease, taxpayers will be assessed at
23 per eent. rates on the income of the year ended the
30th June, 1944, ie, the equivalent of taxing them at
full rates but allowing a rebate of 75 per cent. of the tax -
on_that year's income. The Committee is of the
opinion, however, that, where the income of the year
ended the 30th June, 1944, exceeds £500 and exceeds the
income of the year ended the 30th June, 1943, by more
than 20 per cent., special provisions relating to cancel-
lntion shonld be applied. Tn such cases taxpayers
should be allowed a rebate of 75 per cent. of the tax
assessed on the income of the year ended the 30th
June, 1948, with the addition of 20 per cent,, in lieu of
the rebate of 75 per cent. of the tax on the income of
the year ended the 30th Fune, 1944.

93. Where, in such eases, taxpayers derived a very
low or no taxable income in the year ended the 30th
June, 1943, it should be provided that a rebate of at



least 75 per cent, of the tax on n £500 personal exertion
income should be allowed. In no ease, however, should
the rebate be greater than 75 per cent. of the tax on the
income of the year ended the 30th June, 1044,

94, The Committee considered that a further pro-
vision should be made that, where the rebate of 75 per
cent, is to be calculated in respeet of income other than
the taxable income of the year ended the 30th June,
1844, and the Commissioner is satisfied that the income
on which the rebate is to be calculated does not repre-
sent a pormal year's income, he may determine what
would be a normal year's income and allow 2 rebate on
the amount so determined. Tf the taxpayer is not satis-
fied with the Commissioner’s determination, he should
have the vight to apply to the Board of Referees con-
stituted under the War-time (Company) Tax Assess-
ment Act, for an inerease. Any decision of the Board
of Referees should be final. A determination by the
Commissioner or the Board of Referces should not,
however, allow a rebate greater than 75 per cent. of
the tax on the taxable income of the year ended the
30th June, 1944,

95, In those cases where the income of the year ended
20th June, 1944, was unduly high, the C

AFPPENDIX No. 1.

Uxirep States oF AueRica TAXATION SYSTEM,

Drior to the adoption of pay-ns-you-earn taxation, the
United States taxation system provided for the asscssment of
fax on the basts of the income derived by the tuxpayer durlag
the previous calesdar year, Return forms. for cach calendar
year were lodged on the 15th March following, and tax pay-
able on thet income was calenlated by the taxpayer and puid
in four equal instnlments, the first with the return, and
succeeding  instalments on the 15th June, September and
December.

ADOPTION OF PAY-A8-YOU-EARN TAXATION.

2, In June, 1043, a pay-as-yon-carn system was adopied,
to apply to income derived during the calendar year 1843.
The principel features of the plan are:—

(a) For salary and wage-carners (exclusive of easuals,

. ke.), n 20 per cent. * withholding” deduction is

made by ewployers from the pay of ewmployees.
Prescrilled exemptions are allowed for dependants,
on production of certificates on the lines of the

P by emp to
employers in Australia,

{b) Taxpayers who are exempt from withholding, eg.,
casuals, business incomes (cxclusive of farmers),
investment incomes, or taxpayers for whom with-
)u.z]('ling is inadequate hecause the 20 per cent.

considered the possibility of basing the 75 per cent.
rebate of tax on the income of the year ended 30th
June, 1945, but deeided that the income of the year
ended 30th June,"1943, was preferable for the following
reasons i—

(a) Since the income of the year ended 30th June,
1943, has slready beon returncd, it is beyond
the. power of the taxpayer to manipulate it
in his favour.

(b) The taxable income of the year ended 30th
June, 1043, is known, while if the income
of the year ended 30th June, 1945, was
teken as a basis, it would be necessary to
defer making a final adjustment until that
income was known,.

(¢} There ig no reason to beliove that the varia-
tions jn income between the income years
ended the 30th June, 1944, and the 30th
June, 1045, would be different from those
between the income years ended the 30th
June, 1943, and the 30th June, 1944,

(d) In any case where the Commissioner and the
Board of Referees have power to determine
a normal year’s income, they will be able
to take into account the incume of the year
ended 30th. June, 1945, in making that
determination.

AFPPRECIATION,

96, We desire to place on record our appreciation
of the valuable assk dered by the C igsior
and officers of the Taxation Department in preparing
all available information and setting out impartially
the administrative advantages and disadvantages of tho
various proposals submitted for our consideration.

a

rate i3 too low (e.g. a single man with
an fncome over 2,700 dollars, or a married man
with an income over 3,500 dollars), are requived
to pay tax by instalments' on the current ycar's
income in the current year itself, The method by
which this s done is by the puyment of four equal
quarterly instalments on the 15th March, June,
September and December. These instalments, instead
of being based on the previons year's income as
formerly, are now Dbased on the taxpayer’s own
esthnate of what his income in the current year
will be, This estimate is required to be made by
the 16th Mureh, and may be revised cach quarter
at the election of the taxpayer.
(e) Farmers have until December each year to estimate
the current year’s income and pay the tax.

3. The 20 per cent. withholding tax deducted from salaries
and wages must be paid to the Treasury cach quarter. All
deduetions are made by cash by the employer, and no tax
stamps are used. Employers are required to furnish each
employee, once a year or upon termination of employment,
with a statement of the amount withheld, Employers are
also required fo furnish to the Collector of Inland Revenue
@ return for emch calendar year, which must include the
duplicate copies of statements fssued to employees showing
the amount of wages paid and tax withheld therefrom during
the entire calendnr year.

4. All taxpayers must lodge a return of the previous years
income and self-nssessment of tax on that income, by the
15th March, and show the amount of tax paid, either by
withholding or by instalments, in that year. Any balance of
tax owing must be paid with the return,

8. For taxpayers who are liable to make quarterly instal-
ments, the 15th March return must also show the estimated
income for the current year and caleulation of the tax on that
income. This serves ng the basis for instalments to Be paid
during the current year,

G, If a taxpayer underestimates his tax by more than
20 per cent. (333 per cent. in the case of farmers) a penalty
of 6 per cent, (flat} of the difference between the total tax
and the total estimated tax is imposed.

TRANSITION ADJUSTMENTS,
7. On the ndy;.»‘tinn of pay-as-you-earn taxation in 1943, the

97, Senator Spicer, dissents from the d
tions in this report #f so far as they limit cancellation
] ¢ of the year ended 30th June,

. B, CHIFLEY (Chairman).
H. L. ANTHONY.

%;k 3. A. SPICER.
/ﬁ- smefit House,

Canberra,
10th February, 1044,

P were made for the adjustment of each
individual’s tax liability :—

(a) Caucellation of 75 per cent, of the tax on 1042
income where the tax on 1043 income cxeceds the
tax on 1042 income.

() Cancellation of 75 per cent, of the tax on 1843 income
where the tax on 1942 income exceeds the tax on
1M3 income.

(0) Where the tax in the lower of the two years did not
exceed 07 dollars, the whole amount of tax up teo
50 dollars was cancelled,

8, The uneancelled amount of the lower year’s tax, namely
25 per cent,, was made payable in two cqual instalments on
the 15th March, 1944, and the ]15th March, 1045, special
windfall provision was also made whereby the taxpayer was
required to pay any amount by which the tex on the lower
of 1042 or 1943 iucomes cxceed @ notionel amount of tax



Lnsed on 1042 rates on the highest of several prior years, to
which is added 20,000 dollara of income. The taxpayer is
given five years lo pay this additionn) amount of tax,
CoMPANIES.
9. Companies have not. been brought within the provisions

of pry-as-yowearn taxatfon, which is Iimited to personal or
individual income taxes,

APPENDIX No. 2.

CANADIAN TAXATION SYSTEM.

Prior to 1040, the Canadian taxation system provided for
the assessment of tax on the hasis of the income derived Ly
the taxpayer during the previous.enlendnr year, Return forms
for each calendar year were Jodged on the 15th March follow-
ing, and tax paynble on that incomo was caleulated by the
taxpayer, and paid cither at the time of lodgment of return, or,
alternatively, one-third on the 31st JMarch, and the balance,
plus interest at 5 per cent, at amy time up to the 3lst
August, No deductions were made from salary or wuges,

Depterions ¥rod Sarany axp Waars,

2. Deduction at the souree from salary and wages first com
menced fn 1940, when the National Defense Tax was imposed
al flat rates. Tn 1042 the rutes of fax were increased, and the
Xational Defense Tax was merged with the ordinary income
tax. Deductions were made by the employer after taking
inte necount the status and dependauts.of the employee.

3, Employers were required to pay to the Trensury the
deductions made from salary anl wages within one week of
vach pay day. Employers were also required to furnish fo
onch employee a statement of the amount of tax deductions
made up to the end of the year,

ADOPTION OF UAY-AS-YOU-EARN TSXATION,

4. Cannda ndopted the pay-ns-yon-earn plan in 1043 to
apply to income derived from the st Jamary, 1043, The
prineipal features of the plan are:—

(a) For snlary and wage earners (i.e., taxpaycrs receiving
more than three-quarters of their income from
salary or wages), deduction is made nt the source,
hased on current rates designed {o be approxi.
mately equul to the tax payable on the income of
the year, allowance heing made for dependants.

(&) Taxpayers other than cmployees as dellned in (a}
above, and farmers, are required to pay tax by
instalments on the current year’s income in the
current year itsell. This is done by the payment of
four quarterly instalments of 20 per cent, 25 per
cent,, 25 per cenl. aud 30 per cent, on the last
day of Narch, June, September and Deecember.
These instalments are hased on the taxpayoer’s own
o timate of what his income and tax in the eurrent
year will e, The instalments may he reduced by
the amount of tax, if any, deducted at the source
from galary or wages.

{c) Farmers will niake o single pryment ut any time
during the year of income representing two-thirds
of the scMf-asseased tax hased on an estimnte of the
eurrent year's income.

3, All tuspayers must lodye a return of the previous yenr's
mncome pl self-assessment of tnx on that income by the 3lst
March, and show the amount of tax paid, either by deduction
from salary o1 wiges or by instnlments, in that yenr. Auy
balunee of tax owing must be paid with the return.

6. A penalty is imposed on any tax short paid by instal-
ments, ealenlated at the rate of 5 per cenl, per annum for
the period from the end of the year of income to the date of
jusue of assessment.

TRANSITION ADTUSTMENTS.

7. Nates of tax in Caundn were substantinlly increased in
Jdune, 1042, Phese increased rates were to apply to the
income year 1042, but instead of the previous praetice of
requuning payment after the end of the ineome year, deductions
from salary and wages were increased from the st Septem
for, 1042, to the new level of rates. Other taxpayers were
required to pay quarterly instalments on the 15th Oetober,
1042, and the Iath January, 1943, These quarterly instal
wments were each equal fo onequarter of the fax on the If41
weome caleulnted at the incrensed rates.

8. As a_vesult of {his arrangement, taxpnyers had, by
January, 1943, discharged the whole of the tax o 1041
income and. approximately onehalf of the tex at the
mereased rales on 1042 income. When puy as-you-carn taxa
tion was introduced in March, 1043, 50 per cent. of the tax on
1142 income was aceepted in fnll discharge of the tax Tinbility
for thet year.

10

9, Fifty per ceut, of the tax on 1042 income was not,
lhowover, neeepted ns full discharge of the tax on investment
income in excess of 4,000 dollara. Payment of the remaining
one-half of this fnx was deferred until the death of the tax-
puyer.

L CopaNIzs,

10. Compnnics have not been brought within the provisfons
of pay-ns-you-earn taxation, but they are required to pay the
tax based on the previous year's income by monthly instal-
ments, 8iX of which fall within that income year, and six
nfter the close of the Jncome yenr.

APPENDIX Xo. 3.

UNITED KINGDOM TAXATION SYSTEM.
PRESENT SysTEM oF TAXATION, |

), At the present time manus) workers are assessed each
half-year, the first assessment being, on wages earncd from
the Gth April to the 5th October, and the second nssessment
i wages carned from the Oth October to the 5th April

2, The tax on the wages of the firet six months from the
Gth aApril to the 5th QOctober is collected from the wages of
the months commencing the following February, while
the tax on tho wages of the second wix months from the 6th
October to the fth April is collected from the wages of the
wis months commencing the following August.

4. The year of income covers the period from the 6th April
of one yenr to the 6th April of the following year. As
wullections of tax assessed in respeet of the fivat six months
of the yenr of income commence in the following February,
i, two months bofore the close of the year, there s a g
uof ten months in collections.

4. In the cnse of other weekly wage-carners (clerks, typists,
&e.), the deduction of he
As the year cnds on
reven months,

nx an 8
the 6th April, the Iag in colicction is

¥

ADOPTION OF DAY-AS-YOU:
A system of p ¥ 1 taxation will o
opeinte in the United Kingdom on the 6th April, 1044, Tax
deductions mude after thut date will bo in reapect of the
current year’y income, The system will apply to weekly
wage-cnrhners only.  (Sinee proposed fo extend pay-ns-you-
earn {axation through the whele range of Seliedule ¥ tax-
payers.)

TANATION.

1

TRANBITION ADJUSTMESTS.

G, At the close of the year cnded the 5th April, 1044,
manual workers will have );\nid two-tweliths of their tax for
that year while otlier weekly wage-earners will have paid
five-twelfths,

7. Under the new syatem weekly woge-carners will not be
sequired to pay the balutieo of the Nability in respect of the
year ended the 3th April, 1944,

New DEDUCTION SYSTEM.
8. A new deduction system will be adopted, under which
the amouut of tus due from the wage-carner on tle total
amount of wages paid up lo date will be ascertained by the

employer at the end of every week. The amount of fax will
be ealenlated by allowing agninst such total amount of wages,

the proportionate yart of the personal reliefs due to the tax-
payer for {he whelo year. The amount of tnx to be deducted
n any partienlar week will be the tax due on the aggregate
Wiges up to and including that week. less tho tax alvendy
deducled In the provious weeks of the year.

4. Tach wage-carner will be given a code number by the
Inland Revenue Authorities to indieate the allownnces and
reliefs due o him, and the code number for each of his
tmployees will be yotified to the employer Lefore the begin.
ning of the year.

10, The employer will he supq]ied with tax tables showing,
for each code number, the cumnlntive tax on any given aggre-
zate of wages up to the end of ench week of the year.

11. The ciitployer will be required to keep o tax deduction
eard for each employee showing, in respect of ench pny dey
for the year, the wages paid, the gross mmount paid to cack
dute, the totnl tax due wp to cach date and the amount of
tat dedneted or refunded at ench date. The tax dedueled by
{he employer must be remitted monthly to the Collectar of
Teses, The tnx deduction curd for each employee will he
forwavded to. the Taland Revenue Authoritics after the end
of the year.

ASSESSMENT oF Tax,

12. After the end of the year, the employee will lodge the
usual annual veturn and claim for allowances, Tax will he
assessed on the basis of this return. If a balance of tax is
fouud to: be due by the employee, hie will not he required to
mike a dirveet payment, but the coding of the following year
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will be adjusted eo us to increase the deductions by the
amount of the ax., A coding
adjustiment will be mode if the tax deducted excceds. the
finul linbility, unless the employee desires immedinte repay:
ment.

APPENDIX No. 4.

REDUCED INCOME RELIEF PLAN.
The Taxstion Advisory Comnnittee furnished a report to
the Treasurcr upon the following matters:—

{a} The suggestion ihat ecction 217 of the Income Tax
Asseaament, Act should be amended to provide for
exemption from tux of income derived by a deccased
person within twelve months prior to death,

{4y Whether provision should be made i the Income
“fux Assessment Ach for relief or exemption from
tax in respect of taxpayers whose incomes swifer
« sudden serious decline on gecount of retirement
from cmployment or other eauses.

Eszamrrion ov IncomE Reckivin Pmon 1o Dramt.
2.1t way pointed out by the Advisory Committee in its
report that iucome derived by a person in the year of his
death, to the extent that it had been retained by him or
invested, heenme corpus of his catate, The nsscts of o
deceased person usually inelude his total aceumulation of
income up to the date of his death, The income of previvws
years would, generally, have been subject to jucome tax.
Therefore, the Advisory Committee could not sece any reason
why different treatwent, as regards imcome tas, shouwld be
aceorded the income of the yenr in which a taxpayer dics,
xeepl on the ground of hardship,

3. 1t was thought by the Advisory Committee that some-
thing should be done to relicve the position where the
estate funds are small. Beuring in mind that the object
is to alleviate hardship, it was thought possible to specify
o nuximum sunt and to provide thit if the net funds of
the estate excceded that sum, special treatment should. not
be accorded, but such taxpuyers showld be left to pluce
their case before the Hurdships Board coustituted under
seetion 265 of the Aet.

4. The Advisory Committee considered that, having regard
W the weight of taxes upon citizens generally, complete
exemption of the income derived during the twelve months
prior to denth should not be allowed where the net value
uf the estato excecds £1,000,

5. They therefore yecommended that—
fa} Where the net value of the estale does not excecd
£1,000, the irustee should be relieved from pay-
ment of tax on income derived by the deceased
during the twelve months prior to his death.
(b) Where the net value of the estate exceeds £1,000.
the cxemption should diminish progressively and
vanish when tie net value of the estate is
,000.
REDUCTION OF INCOME OWING To RETIEMENT oOR
Orner CAUSES,
6. The Advisory Committee considered that specinl treat-
went, within eertnin Jimits, should be accorded to a taxpayer
who eatablislics that, owing to his retirement from his
aceupation, ov any other eamse (but wob including disposa)
w chinge of assets), his taxable income has been permanently
vedueed to less than two-thirds of the faxeble income of
the previgus year, after excluding from the latter any income
received by him from sources from which le does mnot
wiunlly receive incowe.
7. The speeinl treatment recommended was na follows:—
{a} Where the reduced taxable income does not exceed
£1,000, o deduction should he allowed from. the
taxabie income of the previous year to reduce it
to an amount equal to the reduced tuxable income.
(b) Where the reduced taxable income exceeds £1,000,
the deduction should decrease progressively until
it vanishes at a reduced taxable fncome of £5,000,
RELATION OF PLAN TO PAY-AS-YOU-EARN TAXATION
8. The Advisory Committee reported that, in the event of
tho adoption of a Pay-as-yow-earn system of {axetion, the
speeinl treatment recommended would not he neeessary.

APPENDIX No, 5.
OPTIONAL WAGES TAX PLAN.

This plan was designed to deal only with the problems of
pay-ag-yowearn taxation of employees. Pay-ns-you-ears
taxation for ploy would be i under some
other method.

F875.—3

2. It provided for the collection of tax at the suuree at
current Tates on current earnings from all employees, lhe
chief feature of the plan would be to dispense with the lody-
nent of annual returns of income by employees except in
certain eases,

Courursory Loposext oF ReTunss,
3, Returng  would e requived from the
employees:—

(@) Those in receipt of sulary and wages in exeess of
£520 per annun.

() Those in receipt of salary and wages, irrespretive of
the amount, wlho derived income in excess of £10
from other sources.

(¢) Those in receipt of salary and wages who incurred
allowable expediture in deriving their income, aml
whoso weekly tax was based upon an amount less
than the gross amount of salary and wages,

(d) Those in receipt of salary and wages from nore than
one employer in respeet of any week.

(¢} Those from wlom, for any reason, tax was nob
deducted' at the source,

following

OrrioNar LonGMENT of RETURNS.

4. Employees, other thun those mentloned in the preceding
puragraph, would not be vequired to lodge returns, but every
employee would have the option of furnishing a return to
permit of & finnl adjustment of tax where, due to easual
employment, scasonul occupation or any other virewmstances,
hig tax paid at the source excceded the tax puyable on a
return for the year of income by more thun £1.

ScaLe o WeEKE: Devuerioxs,

5, A scale of weekly deductions, based on the annual
amounts of tax paynble after allowmg for a concessionul
rebate of tax on £10 to cover small amounts of medienl
expenses, &e., would be ) ihed for the use of
waking weekly deductions of tax,

6. Provision would also be mude in the scule for a rebate of
tax to be allowed from the weekly tax in respect of other
ional all such us dep &e,, shown in o
declaration to be furnished by the cmplu?'ee to0 his emplo;
The scale would show the amount of weekly tax after nllow
 vebute for ench unit of £10 in the total of such coneessional
allowauces.

DECLARATIONS 1Y EMPLOYEES,

7. An- cmployee would lodge u declaration, in duplieate,
with hiis employer where he claimed n concessional rebate for
any of the following annuzl recurring items:—

{s) Dependants provided for in the Act,

{b) Tremiums for lifo assurance, and puyments to super-
annuation funds or friendly socioties.

(e} Annual mombership subseviption to an associntion or
union.

{d) Rates und faxes on non-income producing property.

8. The employce would set out in his declaration the
amotnt of each sueh item for which & rebate was clained by
him, He would also insert the total of those items nud ihe
mumber of wnits of £10 each in that total, The declaration
would be furnished ns at the 30th June cach year. A fiesh
decluration wonld be required within fuurteen days after uny
variation in' the items claimed.

9. The employer, by reference to the seale, would deduct
the weekly tax appropricte to the number of units set out m
the declaration, e wonld forward one copy of the declnru-
tion o the Taxation Department which would chech the elahm
und wotify the employer of any variation necessary.

REMITTANCE oF TAX Y EMproyers,

10. An employer registered for pay-roll tax purposes, Le.
one who pays more thon £20 weekly in wages, womld by
required to remit monthly to tle department the mmount of
tax deducted, unless the Commissioner otherwise directed.

11. Any other employer would be required to pirehnse one
or more stamps for the total tax deduction showy on his pay
sheets,  These stamps would be printed in two parts, one part
to bo attached to his pay sheets, and the other rurf, attached
to & schedule to be forwarded to the department half-yearly.

TAx DEpUCTION CERTIFICATES.

12. In no case would stamps be delivered to an omployee.
Where required, the employer would furnish an employee onece
® yenr, or upon termination of service, with a statement of
wages poid and tax deductions made,



APPENDIX No 6.

INSTALMENT PLAN FOR NON-EMPLOYEES.

The following, plan of pa; you-carn tnxation for nou-
employees Was prepared on the prineiples of the plans adopted
in the United Statex of Ameriean and Canada in respeet of
nom-emplayees:—
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SELF-ASBESIMENT 0F TaN.

6 Yor purposes of self-assessment, a wseale would be
supplied to the taxpuyer, which would enable the eslenlation
of the npproximnte umount of tax payable. Such a scale
would provide for personal esertion, property and vomposite
incomes, as well ns the varioys: rebutes,

NUMBER oF INNTALMENTS,

Nov-EMPLOYEES OTHER TIEAN PRIMARY AMp
OMPANIES,

2. The plan ns regards income derived by persous (esclud-
iog primary producers awd' companies} from sources other
than salary and wages, provided for—

{u) Payment by periodical Instabments during the year
of fucome of tax based on estimuted iucome and
ealeulated in accordance with a preseribed scale;

(b} Todgment of return and issue of nssessment after
tle end of the year of income as at present, and

(¢} Inatalments of tax pnid during'the year of income to
hie upplied in payment of tax as finally nssessed,
uny deficiency heing met in cush amd uny excess
refunded,

3. It would be an essentinl requirement of the plan that a
taspayer should—

()} cstimate his jncome with reasonuble avcurncy;

() moke o caleulntion of the tax payable on his esti-
wated income, and

(o) remit the mmennt of the tux so ealeulated to the
Department in the year of income hy periodiesl

instalments,

ESTIMATE OF INCOME.

4 The taxpayer woull make an estimation of income based
ou the fucome of the previons yenr, adjusted by any variations
which lave actually taken place and which would be reflected
i the smount of income of the whole year,

5. Provision would he made for o penalty where the tax-
puyer's estimate of jncome falls short by more than 20 per
cont. of the income ns finally returned: ‘The pennlty would
be jmposed at the rate of 5 per ceit, flat on the antount of
tax underpaid a8 a resnlt of the under-estimation of income.

i. tux would be paid by three Instriments during
the year of income on {he lust day of September, Jununry
and May. The instalnents in respect of cach year would: he
kept separate, and, in nddition, the taxpayer would be
1equired to make au additionnl adjusting payment of any
amount by which the instelments for n year fell short of the
tax 18 nssessed by the Departiment on the income of that year.

DPersoNs LIsuiE 1o PAY TAX By INSTALMENTS,
8. The following persons would be required to puy tux by
periodical instnlments:—

() An employee deriving income in excess of £30 other
than his sulury or wages, where that other income
is not subject’ to deduction ut the source,

(6} Any person, othier thuu an employee, who is Tuble to

v tax,

0. Partnerships and' timsts would thus not normally be
vequired to pay instalments,

Dnrestary PRODUCERS.

16, Perconn  priwarily and  principally carrylug on the
iness of primary production would only be required to pay
nstalments on the 31st January and 31st May, each of
ouc-third of the estimated ta The remaining one-third:
would be payable upon assessment after the end of the year
of income. In addition, primery producers would be allowed
n 334 per cont, margin for wnder-estimation of income.

COMPANIES.
1L The plan would not be applied to companies but they
would be: required to pay normal and super tex by three
instalments in the year sueceeding the year of income, instead
of in one amount ns at present.

APPENDIX No. 7.
PROVISIONAL TAX PLAN FOR NON-EMPLOYEES.
‘Tho following examples set out tho information required'in the Notico of Assessmont for & taxpayor with £1,000 Personal Exertion

Incomo and £200 Concossional Allowances :—
{d) Present Notice of Assessment—

Ausossiont for tho financial your 1945-1040 {based on inconto of the year onded 30th June,. 1935)— £ e d
"Tuxsblo Incomo £1,000, Personal Exertion at 85,3d. . - . - 366 8 0
Lest Robatos, £200 at 85.3d. .. . - . . 71 20

Tox Payable .. . . . . . .- . .. 38 6 0

(B) Provisional Tax Plan—No Alteration in Rates—

Assessment for tho financial year 10441945 (based on income of the year ended 30th June, 1945)—

"Paxablo Income £1,000, Porsonal Exortion nt 85.3d, . . . . o .
Less Robates, £200 at 85.3d. .. .o . . . .. . . o
Tax e . .. . o . o . .

Less Provisional Tax lovied for 1044-1045 (assumed). . .- . . .
Adid Provisional Tax for 1045-1046, i.c., tax payable as shown above . . . .-
Amount Payable .. . . . . . . .- .-

(C) Provisional Taz Plan—All

I Rates Applied App

Asscasmont for the financial year 1944-1945 {baged on income of tho year ended 30th June, 1045}—

Taxablo Income £1,000, Personal Exortion at 85.3d. . . . .

ZLess Robates, £200 ab 85.3d. ..

Tax . . .. .- . .
Less Provisional Tax loviod for 1044-1045 (assumed) .. . . .

Adit Provisional Tax for 1046-1046, Lo, tax payablo, 8s shown above, plus. 7 per cont. (assumed) for
nereaso in rates . . . . . . . . .

Amount Poyablo .. .
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APPENDIX No. 8.

PROVISIONAL TAX PLAN FOR EMPLOYEES WITI OTHERINCOME.

T follow g vanmples llustrato how tho Provisional Tax Plan wonld be applied to an employee who hied Incom, exccoding £30,
from sources outside ki cmployment :—

() Where the income consiats of sulary plus property incone.

—_— Personsd Exertlon, Property. Total,
£ ad £ ad £ ad
;Ivfuumcnl‘jur 1944-1015 (bascd on income of the year ended 30th June,
84h)—
Income . . .- - . .- . 200 £L000 0 0
Rate . . - . . . . 86,3l 106.65d. .
. d. £ ad
Tux .. . . . . . . .. 28t 6 0 2 8816 0 33 20
Less Provisional Tax for 1044-1046 .. . . . o 80 00 80 0 0
) 816 0 203 2 0
Add Provisional ‘Tax for 1845-196 .. . . . - 816 0 8816 0
Amount Puyablo - .. - . .. " as118 0
Nolee—Fmployee. woukl make payment with—
- (@) Gmllp certificato m July, um, 10 .mu- June, 1945 .. . 248 10 0% .
@) Cash .. " - M 13219 0 38108 o
(b) Where the income consisls of salary plus business profil,
—_— Personal Bxertlon. Troperty, . Total,
£ ad £ e d i £ ad
Assexsment for 1944-1045—
In £
Solary . . . .- . . 800
Profits . . .o . . . 200
-_— 1,00 0 0 . 1,000 ¢ ©
Rate . . . . .- . . 85eld. . .
£ .
Tax . . . 356 8 0 . . 365 8 0
Iaaa Pru\mlonnl Tax (or H!N—HH-) . . .. .- w13 0 . 613 0
28815 0 . 28816 ¢
Add Provisionul Tax for 1945-1040 {£200 at approximate rate of 74.) 0 00 . 70 0 0
Amount Payable . . P . - 36816 0 . g 368 16 0
Note—Employee would make payment with—
(@) Gmllp ccrlll'en(c th July, lﬂ{-l. to 'loth Juie, 1945 .. . . 24810 0* .
(b) Ca . - . - N 10016 w816 0
(¢} Where income consists of sulary, busincss profils and properly income.
—_— Ferional Exertlon. Property. Total.
£ &d £ ad £ ad
Assesament for 1044-1016—
Ingome— £
Salary . . . . . . 800 |
rofits . s . . . . 200
—_— 1,000 0 0 . 100 0 0 L1060 0 O
Rato .- e . .o . . . 87.8455d, 109.6727d. .
! £ sd, s 4
Tax .. . o L. . . . . 368 0 0 46 14 0 41114 0
Less Provisional Tax for 1044-1046 .. . . .o 6 00 4 00 n: oo
208 0 0 114 0 200 14 0
Add Provisional Tax for 1045-1940 (£>'00 persotial exortion at 7s. 3.4
£100 proporty at actual rate) . .- .- . 210 0 4514 0 18 4 ¢
Awmount, Payablo . . . . 370 10 0 47 8 0 43718 0
Note.—Employee would make payment with-—
(@) Gmup Certificate lst Julv, mu, to 30th Junc, mr . .- . 248 19 0% =
(b} Ca o - o - - 108 19 © 718 ¢

 Bolng 52 weekly deductlons of £4 156, 9d. cach as shiown in the prescribed scale for a weekly wage of £16 70, 8d (L.e., £300 per annum).
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APPENDIX No. 9.

TRANSITION YEAR TAXES.—AMOUNTS PAYABLE BY NON-EMPLOYEES.
(8) T'azpayers without dependants.

Income from Ferzonal Kxertlon. Incoms frow Property.
Actual Inwone.
Tax at Prescut Tranuition Tax B} per Tax at Prescnt Transtion Tox 8 per
Raies, cent, £or tiireo years, Rates, cent, for thres years,
n {2) @) ) (8}
£ £ £ £ £
100 . o - .- . . . .
13 .. . . o 0.0 10.6 0.9
200 . R . i 1.8 31,9 1.8
250 .. o . .. 3.1 40.1 3.3
300 .. m . . 4.0 63.3 3 5.3
35 .. . . . 6.3 89.2 T4
400 . " . e 7.9 115.2 9.6
500 .. . . o 136.7 114 167.0 14.0
600 .- . .. 178.7 14.9 221.6 18.5
800 . . . 265.4 22.1 3310 . 27.8
1,000 . . .. 3554 i 29.6 444.0 37.0
- 1,600 . . .. 619 52 766 [
2, .. . . . 951 70 1,159 97
3,000 . . . .. 1,747 146 2,020 169
5,000 .. .- .. . 3,630 204 3,830 818
10,000 . . .. 8,155 680 8,465 705
20,000 .. " . . 19,405 1,450 17,705 1,476
40,000 . o .- 35,905 2,002 36,205 3,017
(b) Tazpayers with Dependunts—Income from Personal Exertion.
Martled Taxpayer.  Mastted Taxpayer with Ono Child. [3Martted Taxpayes with To Children.
Actusl Incume, ° N
o reecnt | TANSIONTAX | oo ot progone | APASMONTAX | g oo Ppescnt | Jramaition Tax
BE | stpegiolr | AT | el | TR | sy
1) ] @ &) v}
£ 5 £ £ £
00 .. . . - .- . .
150 .. .. - 3.6 0.3 . .
200 .. . “ N 10.9 0.9 0.2 .
B0 .. . . . 18.3 1.5 0.0 0.2
300 .. .- . . 36,7 3.1 Ly 14
350 . 53.0 4.5 3.1 2.6
400 . 71.8 6.0 4.6 3.9
500 . 100.3 2.1 Tt 8.7
600 - 140.0 12,4 10.5 8.8
800 . 232.2 1.3 17.3 16.6
1,000 .. .- .- 310.9 26.7 24,4 285.2. 23.8
1,600 . .- .- . h78 48 53 45
2,000 .. . . . 908 kil 72 852 72
3,000 .. .. . . 1,702 142, 138 1,650 137
5,00 .. . - .. 3,485 200 287 3432 286
-
L)
Printer, Canberra.
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