1924.
NEW ZEALAND.

LAND AND INCOME TAXATION

(REPORT OF THE ROYAL COMMISSION APPOINTED TO INQUIRE INTO THE SUBJECT OF) IN NEW
ZEALAND,

Presented to both Houses of the General Aeeembly by Command of His Lxcellency.

COMMISSION
TO INQUIRE INTO AND REPORT UPON LAND AND INCOME TAX.

JELLICOE, Governor-General,

To all to whom these presents shall come, and to the Honourable WiLLiam
ALEXANDER SIM, a Judge of the Supreme Court of New Zealand ; Jamis
Brca, Esquire, of Dunedin, Retired Farmer; WirrLiam Durrus Hunr,
Esquire, of Wellington, Company-director ; (RORGE SHIRTCLIFFE, lsquire,
of Wellington, Company-director ; and THomas SHAILER WEsTON, lisquire,
of Wellington, Barrister and Solicitor : Greeting.
WHEREAS it is expedient that inquiry should be made into the present system of
land and income taxation in New Zealand in all its aspects, including the scope,
rates, and incidence of the several taxes; allowances and reliefs; assessment,
appeal and collection ; and prevention of evasion; and that a Commission of
Inquiry should report what alterations of the law are necessary or desirable, and
what effect any such alterations would have on rates of tax if it were necessary to
maintain the total yield of land-tax and of income-tax respectively :

Now, therefore, I, John Rushworth, Viscount Jellicoe, Governor-General of
the Dominion of New Zealand, in exercise of the powers conferred by the Com-
missions of Inquiry Act, 1908, and all other powers and authorities whatsoever
enabling me in this behalf, and acting by and with the advice and consent of the
Executive Council of the said Dominion, do hereby constitute and appoint you,
the said

WILLIAM ALEXANDER SIM,
Jamus Bree,

WirLiam Durrus Hunt,
GEORGE SHIRTCLIFFE, and
TroMAs SHAILER WESTON

to be a Commission to investigate and report upon all the aforesaid matters.
And, with the like advice and consent, I do further appoint you, the said

WILLIAM ALEXANDER SIM,

to be Chairman of the said Commission.
And, for the better enabling you, the said Commission, to carry these presents
into cﬁec‘r you are hereby authorized and empowered to make and conduct any
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inquiry under these presents at such times and places in the said Dominion as you
deem expedient, with power to adjourn from time to time and place to place as
you think fit, and call before you and to examine, on oath or otherwise as may be
allowed by law, such person or persons as you think capable of affording you
information as to the matters aforesaid; and you are also hereby empowered to
call for and examine all such books, papers, plans, documents, or records as you
deem likely to afford you any information on the subject-matter of the inquiry hereby
directed to be made, and to inquire of and concerning the premises by all lawful
means whatsoever.

And, using all diligence, you are required to report to me, under your hands
and seals, not later than the thirty-first day of May, one thousand nine hundred and
twenty-four, the result of your investigations, with any recommendations you think
fit to make in respect of the aforesaid matters.

And you are hereby strictly charged and directed that you shall not at any
time publish or otherwise disclose, save to me in pursuance of these presents, or
by my direction, the contents or purport of any report so made or to be made by
you. :

And it is hereby declared that these presents shall continue in full force and
virtue although the inquiry is not regularly continued from time to time or from
place to place by adjournment.

And, lastly, it is hereby declared that these presents are issued under and
subject to the provisions of the Commissions of Inquiry Act, 1908.

Given under the hand of His Excellency the Governor-General of the
Dominion of New Zealand, and issued under the Seal of that Dominion,
this first day of April, one thousand nine hundred and twenty-four.

W. F. Massgy,

Minister of Finance.

REPORT.

To His Kxcellency the Governor-General of the Dominton of New Zealand.

May 11 PLEASE YOUR EXCELLENCY,—

We, the Commissioners appointed by Your Excellency to investigate and
to report on ‘ the present system of land and income taxation in New Zealand in
all its aspects, including the scope, rates, and incidence of the several taxes;
allowances, and reliefs; assessment, appeal, and collection; and prevention of
evasion ; and to report what alterations of the law are necessary or desirable, and
what effect such alterations would have on rates of tax if it were necessary to
maintain the total yield of land and income tax respectively,” have the honour to
report as follows :—-

1. We commenced our sittings in Wellington on Monday, the 14th April, 1924,
and heard evidence there for two days. We then adjourned until Tuesday, the 29th
April, when we resumed our sittings in Dunedin. We continued in Dunedin until
Friday, the 2nd May, when we went to Christchurch. We sat in Christchurch
until Tuesday, the 6th May, when we left for Auckland, reaching there on the
morning of Thursday, the 8th May. We remained in Auckland until Monday, the
12th May, when we left again for Wellington, reaching Wellington on Tuesday, the
13th May. We resumed our sittings again in Wellington on Wednesday, the 14th
May, and continued our work there until the present time. We caused notice of
these sittings in the four centres to be advertised in the local newspapers, and we
invited considered evidence and suggestions from representatives of the producing,
industrial, and labour organizations, and other classes of taxpayers,
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During the course of our inquiry fifty-two witnesses appeared before us,
most of whom handed in prepared statements, on which they were examined, and
a number of statements and letters were also sent in by other persons who did not
appear before us. In addition to this we were supplied by the Land and Income
Tax Department with a large number of specially prepared returns.

3. During the whole of our sittings the Commissioner of Taxes, Mr. D. (. Clark,
was in attendance and provided us with valuable and necessary information. We
wish to express our thanks to Mr. Clark for the able assistance that he has given
us, and for the cheerful manner in which he provided us, as far as possible, with
all the information we required during the course of our work.

4. The mass of information placed before us was supplemented by our own
personal experience and knowledge of the subject.

INcoME-TAX.

5. In connection with the income-tax the principal question before us was as
to the imposition of the graduated income-tax on companies in the same way as if
they were individuals. A large number of witnesses expressed their opinion on the
subject. The majority of them condemned the present system of taxing companies
as unjust and as having the effect of preventing the embarkation of large amounts
of capital in new commercial undertakings. =~ On the other hand, a number of
witnesses favoured the maintenance of the present system. It seems unnecessary
for us to enter into any elaborate discussion of the matter here. The arguments
against the present system are set forth in the evidence of the witnesses who
condemned that system, and also in the report of the majority of the Taxation
Committee of 1922. The arguments in favour of the present system are set forth
in the minority report of the same Committee. We have considered the matter
carefully, and the conclusion we have come to is that the ideal graduated income-
tax is a tax upon the income from all sources of each individual, and we recommend
that the fiscal policy of the Dominion should be shaped so as to secure the abolition,
as soon as reasonably practicable, of the present system of company taxation. We
think it desirable to add that the present system of income taxation served a useful
purpose during the war and immediate post-war period, under the conditions then
prevailing, fulfilling, in addition to its natural function, the part of the linglish
excess-profits tax, and enabling an astounding amount of revenue to be raised with
a minimum of inconvenience to individuals and the general public. With a return
to more normal conditions of trade and industry the inequalities of the present
system become apparent, and it is advisable to change over as soon as practicable
to the more ideally correct system.

LAND-TAX,

6. We received a great deal of evidence for and against land-tax. The weight
of evidence was against both land-tax and graduated land-tax, and in favour of
abandoning both and substituting the graduated income-tax.

CONCLUSIONS.

The following are the conclusions at which we have arrived in connection

with the questions raised before us :—

(¢.) Land and income tax must be considered together, as they dovetail into
each other.

(b.) The graduated system of income-tax is sound in principle and necessary in

ractice.

P (¢.) In order to put the graduated principle properly into practice it is necessary
that every individual’s income from all sources (income from tax-free war loans
excepted) should be brought together in one amount, so that the graduated rate
of tax that applies to the whole income may be fixed. The graduated system of
income-tax makes it necessary that no form of income should escape from it;
otherwise injustices as between one taxpayer and another and indefensible results
generally are bound to creep in. Individuals with large incomes can now escape
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paying the graduated tax that otherwise would apply to their total income by
Investing in several sources that are each taxed separately.

(d.) The present system of graduating the income of each company as a
separate income, and charging tax accordingly, is not in accordance with the true
principle of a graduated income-tax.

(e.) Tt is wrong in principle to vary the rate of taxation according to the
source from which it is derived. All sources should pay at the same rate.
Graduation or differentiation in the rate of tax should be according to the size of an
individual’s income, and not according to the source from which it is derived. The
only exception should be income from tax-free war loans, in connection with which
the State has made a definite contract.

(f-) Many of the witnesses before us dealt with the question of whether or not
the income-tax imposed on companies is passed on to the consumer. The question
is a difficult one, and it is impossible to arrive at a definite conclusion on the
subject. It is, we think, true that the incidence of the present company tax varies
from industry to industry, and it is safe at least to say that the view held by many
witnesses that the tax is in every case passed on to the consumer is not justified.

(9.) Before a change can be made from the present form of taxation of companies
it will be necessary to have data as to the full income of each individual, in order
that a close estimate can be made of the probable yield of any suggested scale of
individual taxation. These data are not at present available.

(h.) Income-tax on the smaller individual incomes in New Zealand is on a low
scale as compared with the rates in Great Britain and Australia. It is only about
35 per cent. of the British rate, and about 55 per cent. of the Australian rate.

7.) Appendix A shows that of the total individual assessable income of New
Zealand less than 11 per cent. is held in incomes of over £2,000 a year, and less than
1} per cent. in incomes of over £10,000 a year. Any system of income-tax will
have to obtain the bulk of its return where the assessable income is—that is, from
the incomes under £2,000 a year. The individual assessable income above mentioned
does not include dividends from companies. The inclusion of these dividends
would probably make some alterations in the proportions given above.

(7.) There is a point beyond which income-tax upon individual incomes cannot
be pushed without reducing its productiveness through capital leaving the country.
A rate inducing an inflow of capital would produce a larger revenue to the State
than otherwise would be obtained.

(k.) The graduated system of income-tax makes it necessary to aggregate
income derived from land with other income for taxation purposes. KExemptions
consequent upon land-tax stand in the way of this. TFor this and other reasons
land-tax, including graduated land-tax, should as soon as possible be abolished.

(I.) The graduated land-tax was originally designed to break up large estates.
There is no evidence to show that it is required any longer for this purpose, and
there was much evidence showing that it is now preventing the development of
large areas of land requiring a considerable amount of capital expenditure to break
in. The graduated land-tax applied to business premises is a serious handicap to
trade and industrial enterprise, and serves no good purpose.

(m.) Income from tax-free war loans can neither be charged income-tax nor
be added to other income for the purpose of fixing the graduated rate on this other
income, as this would be breaking the contract entered into by the State when the
loans were issued.

(n.) There is no undertaking on behalf of the State not to vary the rate of
taxation on debentures, or any other form of income except income from tax-free
war loans. The State is thus free to tax all other income from year to year at the
same rate or at various rates as it pleases.

(0.) Alterations in the form of income-tax on the lines of our conclusions will
make it necessary to provide special machinery for taxing interests held in New
Zealand by residents overseas, either as shareholders in companies or as debenture-
holders. Companies in .which these overseas interests are held fall into two
classes—(i) those having their headquarters in New Zealand, and (ii) those having
their headquarters outside New Zealand. Hach will have to be dealt with
separately.
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(p.) We can find no reason why tenants of pastoral lands should not pay
income-tax. They paid in pre-war days. They pay little or no land-tax.

(q.) The changes in land and income tax we think necessary will take some time
to bring about. It may not be found possible to make the whole of the change in
one step, or in the immediate future.

(r.) The changes indicated in land and income tax would mean that land held
in an idle and unproductive state would pay neither land nor income tax. This would
have to be provided for.

(s.) The question of double taxation of oversea investors requires further
consideration.

(¢.) The base on which income-tax revenue is raised should be made as broad
as possible in order to lighten the weight of the tax. Every decision to free from
tax, or tax lightly, some source of income carries with it a decision to tax some
other source at a higher rate than would otherwise be necessary.

(u.) We can see no adequate reason why State and public-body trading and
public utility concerns should not be taxed as well as private enterprise. This
would broaden the base of the tax. Special provisions for taxing this source of
revenue would be necessary.

(v.) Tax-pald company debentures are not on the same footing as regards
taxation as tax-deducted debentures.

(w.) Land-tax presses heavily on land used for growing timber.

(w.) Death duties are equivalent to an addition to income-tax, and it is to be
observed that these are much heavier on moderate fortunes in New Zealand than
on similar fortunes in Great Britain. These duties act also as a check on the
aggregation of land.

(y.) The foregoing conclusions have dealt with the incidence of taxation, but
we wish to record our view that the weight of taxation is most important, and that
it is essential in the interests of the future prosperity of the Dominion that the
welght of taxation should be reduced as rapidly as possible.

RECOMMENDATIONS.

The following are the recommendations we make in connection with the
[oregomo conclusions :—

(a.) That 1eols1at10n be passed instructing and empowering the Commissioner
of Taxes, when obtaining future income-tax returns, to compel the individual to
include in his return the whole of his income from all sources, specifying the
amount from each source separately. ‘ ,

(b.) When the data asked for under () is obtained and compiled (which will be
towards the end of 1925), the question whether or not a complete change can be
made from the present system of taxing companies direct as individuals to the
system of taxing every individual upon his total income from all sources (excepting
only tax-free war loans) should be carefully considered. If a complete change is
found difficult or impracticable, then a beginning should be made by taxing
individuals in respect of the dividends received by them from companies, and
supplementing the revenue obtained in this way by a moderate flat rate on all the
profits of companies.

¢.) That the maximum rate of the graduated tax should first be fixed at a
level that will not cause an outflow of capital from New Zealand. It would be
advantageous to fix a rate which would cause an inflow of capital. This rate must
be adjusted from year to year according to financial requirements and circumstances
both within and without New Zealand.

(d.) Having fixed the maximum rate, the graduation downwards should be
on a scale that will enable the required sum to be raised, such graduation to be
made in such a way as not to be oppressive on the taxpayer of small means.

(e.) The rate upon undivided profits of companies should be approximately
half the maximum rate.

(f) 1f it is impossible without undue hardship to obtain the necessary revenue
from the sources already mentioned, then the revenue from these sources should
be supplemented by a moderate flat tax on companies, assessed upon their total
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profits. This supplementary tax should be in addition to the tax on their undivided
rofits.

P (9.) Companies registered outside New Zealand should be taxed on their total

incomes derived from New Zealand at the rate at which companies registered in

New Zealand are assessed on their undivided profits, and should also be liable in

respect of such incomes for any flat-rate company tax.

(h.) Oversea shareholders and debenture-holders in companies registered in
New Zealand should have their tax stopped at the source at the maximum rate.
The companies interested should be deemed agents for their oversea shareholders
and debenture-holders, and should be responsible for the payment of the tax.
Oversea shareholders and debenture-holders should have the right to apply for and
obtain a rebate of the difference between the maximum rate charged and the rate
that would apply to the whole of their income derived from New Zealand. No
exemption should be allowed to oversea investors in New Zealand.

(¢.) The incomes of pastoral tenants should be made subject to tax, and this
should be done vmmediately, so that the incomes for the year ending 31st March,
1924, will not be allowed to escape taxation.

(7.) That the present graduated land-tax should be abolished, and income-tax
should be paid in respect of income from land as part of the taxpayer’s income.

(k.) That any loss of revenue brought about by the adoption of the last recom-
mendation should be made up by a flat rate of land-tax on all unimproved land-
values over £2,000, with a rate below £2,000 of two-thirds of the rate above £2,000.
Present £500 and mortgage exemptions should be continued. It is thought that
3d. in the pound up to £2,000, and $d. in the pound beyond that amount, will
produce the sum at present required. In assessing income-tax no exemption
should be allowed in respect of this land-tax.

(I.) The flat-rate tax on companies referred to in paragraph (f), and the flat-
rate land-tax referred to in paragraph (), should both be regarded as temporary
taxes, to be reduced and ultimately abolished as soon as the national finances

ermit.

b (m.) In the meantime, and until the individual system of income-tax has been
brought into operation, the incomes of individuals from all sources (except tax-free
war loans) should be aggregated in order to fix the rate that should apply to that
portion of the taxpayer’s income that is taxable in his own hands. In fixing the
amount of his tax the amount of tax paid at the source in connection with his
other investments should be taken into account, but no rebates should be made
if the total amount paid, after charging the amount taxable in the taxpayers’. own
hands at the rate that would apply to that amount only, comes to more than the
amount that the tax would have been if the whole income had been taxed in the
hands of the taxpayer.

(n.) That when these land-tax recommendations are put into effect the Com-
missioner of Taxes should be empowered to assess a net income at 5 per cent. on the
capital value of any land that he considers to be either lying idle or not being
utilized so as to produce a reasonable income.

(0.) That the question of double taxation be further considered, and arrange-
ments made that will result in British capital invested in New Zealand being placed
in a position at least as favourable as in Australia, provided such an arrangement
does not put British investors in New Zealand on a better footing than New Zealand
Investors.

(p.) That in any event the favoured position of public-body and company
debentures, as far as income-tax is concerned, should be abolished vmmediately.

(7.) That if the graduated land-tax is not abolished, relief should be given in
connection with the present graduated land-tax payable on business premises.

(r.) That State and public-body trading and public-utility concerns should
be charged income and land tax to the same extent as private enterprises, and that,
for the purposes of taxation, their borrowed capital should be treated in the same
way as borrowed capital in private enterprise is treated.

(s.) That tax-paid company debentures should be put on the same footing as
tax-deducted company debentures.
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(¢.) That relief from land-tax be given to land devoted to plantations of timber-
trees and areas not exceeding 25 acres of native bush.

(u.) That a more reasonable allowance for depreciation of tramways, workers’
cottages, and other wasting assets be allowed in the case of sawmilling and mining
ventures.

TABLES.

9. The following tables are appended to this report :—

Appendix A is a table of incomes and income-tax for the year 1922-23.

Appendix B is a table showing the rates payable for income-tax under
the Annual Taxing Act of 1923 in respect of the specified incomes.

Appendix C shows the percentage of income-tax paid by the different
classes of personal income.

Appendix D contains a comparison of the income-tax payable in New
Zealand, Australia, and Great Britain.

Appendix E is a comparative statement in connection with the incidence
of land and income tax.

We have the honour to be
Your KExcellency’s most obedient servants,

W. A. Sim (Chairman). JAMEs BErga.
W. D. Hont. (3. SHIRTCLIFFE.
T. SHAILER WESTON.

Dated at Wellington, this thirtieth day of May, one thousand nine hundred
and twenty-four.
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APPENDIX B.

TABLE SHOWING THE RATES PAYABLE FOR INCOME-TAX UNDER THE ANNUAL TaxiNe Acr or 1923
IN RESPECT OF THE SPECIFIED INCOMES.

' Average Rate of Tax per " Average Rate of Tax per
ofl{at("rzfx}‘zim : £1 ogf ToTaL INCOME’; of?:?rﬁifgf B £1 0%1 Toraw .h‘rcoml:9
Amount of 1; COME of actu:ll};& Il)rf;?l bt}'iIan{iyicéllals Amount of INGOME of‘ a.ctu:rlxb; I;E,Ci:lil Ill)g' iIn(Bi‘iyic:uals
nt in Firg n Hirs
Income. Amounitn stated Oorllumn, after making Income. Amounitil stated fﬁlu m, after making
. Allowances for all Non- e owances for all Non-
First Columa. ! ta,(;able Exemptions. First Column, taxab?e Ex:rtlptions.n
£ 8. d. s, d. £ 8. d. s. d.
400 0 96 01 5,400 4 16 3 466
500 0 104 0 21 5,500 4 24 3 561
600 0 11-2 0 355 ’ 5,600 4 32 3 6-16
700 1 0 0 55 5,700 4 4 3 671
800 1 08 0 78 5,800 4 4-8 3 726
900 1 16 0 977 5,900 4 56 3 781
1,000 1 24 0 104 6,000 4 64 3 837
1,100 1 32 0 11-03 6,100 4 68 3 892
1,200 1 4 0 11-66 6,200 4 72 3 947
1,300 1 48 1 029 6,300 4 76 3 10:02
1,400 1 56 1 09 6,400 4 8 3 10567
1,500 1 64 1 1-52 6,500 4 84 3 11-13
1,600 1 72 1 22 6,600 4 88 3 1045
1,700 1 8 1 2-88 6,700 4 92 3 979
1,800 1 88 1 356 6,800 4 96 3 909
1,900 1 946 1 4-23 6,900 410 3 840
2,000 1 10-4 1 49 7,000 4 104 3 171
2,100 1112 1 557 7,100 4 10-8 3 703
2,200 2 0 1 624 7,200 4 11-2 3 634
2,300 2 04 1 691 7,300 4 11-6 3 566
2,400 2 16 1 768 7,400 5 0 3 498
2,500 2 24 1 827 7,500 b 04 3 429
2,600 2 32 1 8-86 7,600 5 08 3 434
2,700 2 4 1 945 7,700 5 12 3 438
2,800 2 4.8 1 10:04 7,800 5 16 3 443
2,900 2 56 1 10-63 7,900 5 2 3 448
3,000 2 64 1112 8,000 5 24 3 452
3,100 2 72 1 11-78 8,100 5 28 3 456
3,200 2 8 2 036 8,200 5 32 3 460
3,300 2 88 2 094 8,300 5 36 3 4-64
3,400 2 96 2 152 8,400 5 4 3 468
3,500 2 104 2 212 8,500 5 44 3 474
3,600 2 11-2 2 273 8,600 5 4-8 3 587
3,700 3 0 2 334 8,700 5 52 3 7
3,800 3 08 2 394 8,800 5 56 3 814
3,900 3 16 2 4b4 8,900 b 6 3 927
4,000 3 24 2 5156 9,000 b 64 3 104
4,100 3 32 2 576 9,100 5 68 3 11:53
4,200 3 4 2 6-36 9,200 5 72 4 066
4,300 3 48 2 696 9,300 5 76 4 179
4,400 3 56 2 7b7 9,400 5 8 4 293
4,500 3 64 2 818 9,500 5 84 4 4-06
4,600 3 72 2 912 9,600 5 88 4 519
4,700 3 8 2 10:07 9,700 5 92 4 632
4,800 3 88 2 11-01 9,800 5 96 4 745
4,900 3 96 2 11-95 9,900 5 10 4 858
5,000 3 104 3 09 | 10,000 5 104 4 971
5,100 3 112 3 1-84 10-20,000 5 104 3 328
5,200 4 0 ' 3 278 20,000 and 5 104 3 278
5,300 4 08 3 372 over

The average rate of tax in the pound of income shown as actually paid by individuals in the above table has, in
the higher incomes, been lowered through investments in debentures carrying low maximum taxes.
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APPENDIX C.

TABLE SHOWING THE PERCENTAGE OF INCOME-TAX PAID BY DIFFERENT (CLAsSES oF PERsONAL INcomEs.

Incomes. I;‘:‘:;’;;ﬁ: flfwTo;}’:‘l Percentage of Tax paid.
Under £300 . .. . . .. 18-39 0-66
£300- £399 .. .. .. .. .. 20-80 1-54
400~ 499 .. . .. . .. 12-69 316
500- 599, .. .. .. .. .. 845 368
600- 699 .. .. .. e .. 712 512
700- 799 .. .. N .. .. 4-39 4-59
800- 899 .. .. .. .. .. 311 4-40
900- 999 .. .. .. .. .. 2-30 3-76
1,000- 1,999 .. e .. .. .. 11-95 25-03
2,000- 2,999 .. .. . .. i 4-45 13-88
3,000~ 3,999 .. .. .. .. .. 2-03 8:26
4,000~ 4,999 .. .. . .. .. 1-21 587
5,000~ 5,999 .. .. .. .. .. 072 4-34
6,000- 6,999 .. .. .. .. .. 041 ) 3-22
7,000~ 7,999 .. .. . o .. 0-22 , 1-45
8.000- 8.999 .. . - - 3 021 1-20
9,000- 9,999 .. .. . .. .. 018 1-37
10,000-19,999 .. .. . .. .. 077 4-45
20,000 and over .. .. . .. .. 0-61 4-02
100-00 100-00

APPENDIX D.

COMPARISON BETWEEN INCOME-TAX PAYABLE IN NEW ZEALAND, AUSTRALIA, AND GREAT BRITAIN ON
SerLecTED INcoMEs UP TO £1,000.

T Australian Commonwealth, including
axpayer
Income. Ma;;:ﬁd,’ New Zealand. : Great Britain.
Children. Nev“{,aslgsl‘lth Victoria. Queensland. Sog::lié‘us-
£ s d £ 8 d £ s d £ s d £ s d £ s d
400 None 312 0 14 6 7 919 1 13 16 10 12 0 9 15 3 9
400 2 Nil 5 9 6 5 7 0 7T 7 8 711 2 8 2 0
400 3 Nil 1 710 3 710 415 0 513 3 5 1 3
600 None 1016 O 3419 2 21 9 2 36 17 6 26 16 8 4511 3
600 2 7 4 0 24 0 3 20 13 7 27 12 9 21 6 1 31 7 9
600 3 5 8 0 19 011 1711 9 23 7 9 1816 9 25 6 3
800 None 3110 O 59 13 2 4 5 8 67 4 6 46 6 6 86 1 3
800 2 25 4 O 48 10 4 38 10 4 56 12 10 40 16 2 7117 9
800 3 22 b 7 43 4 7 35 6 3 52 2 5 38 4 7 6516 3
1,000 None 54 0 O 83 15 11 6118 5 |103 3 5 65 17 7 126 11 3
1,000 2 45 17 8 71 9 9 55 8 11 92 8 10 59 8 1 112 7 9
1,000 3 42 1 7 65 10 3 52 7 9 86 9 b 56 6 11 106 6 3
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MINUTES OF EVIDENCE.

WEeLLINgTON : MoNDAY, 14TH APrin, 1924,
D. G. Crark, Commissioner of Inland Revenue, examined.

The Chagrman : T understand, Mr. Clark, that you have prepared a summary of the law with
regard to land and income tax as it stands at present: perhaps you would be good cnough to read
that to us % -Yes, sir. The following summarizes the law in force for the financial year ended 31st
March, 1924 .—

Land-tax.

Returns and Assessments.—For the purpose of the assessment and levy of land-tax every taxpayer
shall in each year in April furnish to the Commissioner a complete statement of all Jand in respect
whereof he is assessable for land-tax as owned by him at noon on the 3lst March in the preceding
year, together with particulars of mortgages owing on the said land. * Year” means a year com-
mencing on the Ist April and ending on the 3lst March, both of these days being included. From
the returns so made the Commissioner shall in each year make assessments in respect of every
taxpayer, setting forth the amount on which tax is payable and the amount of the tax. Notice of
agsessment shall be given to the taxpayer, and a date fixed within which he may make any objection
to the assessment.

Objection.—Every taxpayer assessed for Jand-tax may object to the assessment within the time
specified. Objections not allowed by the Commissioner may be heard and determined before a
Stipendiary Magistrate. Magistrate’s decision is final and conclusive on a question of fact, but appeal
to the Supreme Court may be made on a question of law.

Valuation of Land.—Land-tax shall be assessed on the unimproved value of the land owned by
the taxpayer, and for the purposes of the Act the unimproved value as shown on the district valuation
roll in force under the Valuation of Land Act, 1908, on the 31st March preceding the year of assessment
shall be deemed to be the unimproved value of the land on that day. Provision is made to exclude
from the unimproved value the value of any minerals, timber, or flax (other than the roots of flax-
plants). A taxpayer may for the purposes of the Land for Settlements Act, 1908, fix his own
unimproved value at an amount greater than the unimproved value computed in accordance with
the Act, by—(1) Returning it in his return at a higher value ; (2) having it entered on the subsidiary
roll in force under the Land for Settlements Act, 1908,

Scope of Tax.—In general the tax applies to every person who was the owner of the land at noon
on the 31st March preceding the year in and for which the tax is payable, land-tax to be levied on
the total unimproved value of the land so owned, diminished by certain special exemptions.

Special Exemptions and Allowances.—(1.) When the unimproved value does not exceed £1,500,
a deduction of £500 ; or when the unimproved value exceeds £1,500, a deduction of £500 diminished
at the rate of £1 for every £2 of that excess, so as to disappear at £2,500.

(2.) In lieu of the above there may be deducted, where the land was subject to a mortgage on
the 31st March, the following amount: (@) Where the total unimproved value does not exceed
£6,000, the sum of £4,000; (b) where the total unimproved value exceeds £6,000, the sum of
£4,000 diminished at the rate of £2 for every £1 of that excess so as to disappear when that value
amounts to or exceeds £8,000: Provided that where the total value of the mortgages is less than
the amount computed under (2) or (b), then the total value of the mortgages shall be deduetible in
lieu of the deduction provided by (a) or (D).

(3.) In cases where the total income of the taxpayer does not exceed £300, and where by reason
of age, ill health, or other disability he is incapacitated from further eaming, and where payment of
land-tax in full would cause hardship, an alternative deduction may be allowed by the Commissioner
of a sum not exceeding £2,500.

(4.) Where the taxpayer is a widow, having children dependent on her for support, and payment
of the land-tax in full would cause hardship, the Commissioner may allow, in lieu of the special
deductions hereinbefore provided, a deduction not exceeding £4,000.

(5.) Where land has not been improved to the extent of £1 an acre or an amount equal to
one-third of the unimproved value and which in the opinion of the Commissioner it is reasonable
shiould have been improved to that extent, the deductions provided under 1, 2, and 3 shall not be
allowed, and in addition 50 per cent. more in the rate of tax is chargeable than that fixed by the annual
taxing Act in respect of other lands. A reduced rate of land-tax is provided in respect of land owned
by a religious society held for religious, charitable; or educational purposes, the rate to be one-half of
that chargeable on other land. ‘

Native Land leased to any person is chargeable with land-tax at half the rate applicable to
European land, with a proviso that the tax shall not exceed one-fourth of the rental revenue derived
from the land. Occupiers of Native land are made the agents for the Native owner and pay the
Native land-tax. The Act empowers them to retain from the rent tax so paid. This proviso does
not apply to Native trust lands administered by a trustee.
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Ezxemptions.—Land shall be exempt from land-tax in the following cases and to the following
extent :—

(a.) Land owned by or in trust for a local or public authority :

(b.) Land owned by or in trust for a university, college, high school, or other publie
educational institution in New Zealand not carried on for private pecuniary profit :

(c.) Land owned by or in trust for a separate institution under the Hospitals and Charitable
Institutions Act, 1909 :

(d.) Land owned by or in trust for a friendly society, a registered building society, or a
savings-bank established under the Savings-banks Act, 1908 :

{e.) Land owned by or in trust for a society incorporated under the Agricultural and Pastoral
Societies Act, 1908, and used by that society as a showground or place of meeting :

() Land owned by or in trust for any company and used by that company as a permanent-
way of a public railway or tramway, or for yards and buildings used for the purposes
of the traffic on that railway or tramway :

(9.) Land owned by or in trust for a socicty incorporated under the Libraries and Mechanies'
Institutes Act, 1908, and used by that society as a site for the purposes of the society :

() Land owned by or in trust for any society or trustees and used by such society or
trustees (otherwise than for private pecuniary profit) as the site of a public library,
public museum, public cemetery, or burial-ground, public recreation-ground, or publie
garden, domain, or Teserve :

(#.) Land owned by or in trust for any society or institution established exclusively for
charitable, educational, religious, or scientific purposes of a public nature, and not
carried on for private pecuniary profit, if the land is used as a site for the purposes
of that soclety or institution :

Provided that if any such site exceeds 15 acres in extent, this exemption shall
be limited to 15 acres thereof to be selected by the Commissioner :

(4.) Native customary land within the meaning of the Native Land Act, 1909,

Specml Provisions.—(1.) Any person leasing land shall for the purposes of the Act be deemed
to be the owner of the fee-simple of such land, and shall be assessed and liable for land-tax on the
aggregate value of the leased land and any land of which he is the owner of the frechold. A deduction
of the tax payable by the owner of the freehold estate in the leased land is allowed in the assessment
made against the lessee under this section.

The above provision does not apply to leasehold estates in any land of the Crown, or in any
Native land, or any land where the lease was in existence on the 26th October, 1907.

(2.) The owner of a life estate in land shall be deemed for the purposes of the Act to be the owner
of the fee- simple to the exclusion of the reversioner.

(3.) Joint owners shall be assessed in respect of land owned by them as if it was owned by a
single person, without regard to their respective interests in the land, and only one special exemption
shall be allowed. In addition each owner shall be assessed in respect of his individual interests in
the joint estate, together with any other land owned by him in severalty, and with his individual
interest in any other land. From the aggregate assessment so made a deduction of his share of the
tax payable in respect of the joint estate is provided for.

(4.) For the above purposes the land of a company shall be deemed to be owned by the share-
holders in the proportion which their interest in the paid-up capital bears to the whole.

(8.) Joint occupiers for the same purpose are liable as if they were joint owners.

(6.) No disposition of land is effective for purposes of land-tax so long as possession is retained.

The common object of all the above special provisions is the aggregation of valuc of the taxpayers’
interests in all land owned, ou*upled worked, or used for his benefit so that the highest graduated rate
of tax may be imposed, provision being made for the credit of any land-tax paid in re9pect of the same
interests taxed in any other assessment.

General—Taxpayers are required to notify the .sale of land in any year to the Commissioner ;
failuve to do this makes them liable for another year’s tax on the same, with, however, right of
recovery from the purchaser. Land-tax may, when the assessed taxpayer has made default in
payment, be recovered from the mortgagee, the successor in title, or the tenant of the land at the
time of the demand. Provision is made for recovery of tax so paid as a debt, to retain it out of
moneys due or payable to the taxpayer, and in the casc of a mortgagee he may add the amount so
paid to the principal sum of the mortgage.

Rates of Land-tox.~—(1) Where the unimproved value does not exceed £1,000, the rate of land-tax
is 1d. for every £1 thereof ; (2) where the unimproved value exceeds £1,000, the rate is 1d. for every
£1 thereof increased by one twenty-thousandth part of 1d. for every £1 in excess of £1,000, but so as
not to excced 74%d. in the pound. Absentees are charged 50 per cent. additional. Owners of
undeveloped land are also charged 50 per cent. additiona], and no deductions by way of special
exemptions allowed (see paragraph 5, page 17.) Native land is charged at half rates. Land owned by
a religious society is also charged at half rates.

I'ncome-taz.

Income charged.—In general the tax applies to-——(1) All income derived by any person resident
in New Zealand at the time when he derives that income, whether it is derived from New Zealand or
elsewhere ; and (2) all income derived from New Zealand whether the person deriving that income
is resident in New Zealand or elsewhere, subject to the following limitations : (¢) Exemption is allowed
in respect of the income arising in and subject to income-tax in another part of the British Dominion ;
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and (b) companies resident in New Zealand and carrying on business exelusively in any of the islands
of the Pacific, not being British possessions, are assessable only in respect ut income received in New
Zealand,
*“ Assessable income 7 is defined as—-

(a.) All profits or gaing derived from any business :

(b.) All salaries, wages, or allowances (whether in cash or otherwise), including all sunis ]“('b(,lV(Jd
or IL(,cwable by way of bonus, gratuity, extra salary, or emolument of any kind,
respect of or in relation to the employment or service of the taxpayers :

(c.) All profits or gains derived from the sale or disposition of land, or any interest therein,
if the bumnem of the taxpayer comprises dealing in such property, or if the property
was acquired for the purpose of selling or otherwise disposing of it at a profit :

(d.) All profits or gains derived from the cxtraction, removal, or wiale of minerals or timber,
whether by the owner of land or by any other person : Provided that in the case of
profits or gains derived as aforesaid from the removal or sale of timber or coal a
deduction shall be allowed cqual to the cost of the timber or coal removed or sold by
the taxpayer during the income year:

(e.) Al profits or gains derived from the business of dealing in live-stock, meat, butter,
cheese, or wool, or in grain, fruit, or other crops, being the natural products of Jand
(othor than ﬁax) calrled on by any person other than the owner of that land : Pro-
vided that when the taxpayer is the owner of other land which being used for purposes
of the said business is not in itself sufficient for the full sustenance of such live-stock
or production of such other products, then the Commissioner shall assess for income-tax
only the profits derived from dealing in so much of the above-named live-stock or
products as is in excess of the capacity of the said land to fully sustain or produce :

(f.) All rents, royalties, fines, premiums, or other revenues (including payments for or in
respect of the goodwill of any business, or the benefit of any statutory license or
privilege) derived by the owner of land from any loasc, license, or easement affecting
the land, or from the grant of any right of taking the proflts thercof :

(9.) All mtorest dividends, annuities, and pensions :

() Income derived from any other source whatsoever.

Income exempted.—The oxemptions are—

(a.) The salary and emoluments of the Governor-General in respoct of his office :

(b.) The income, other than income reccived in trust, of a local authority, or of any public
authouty other than the Public Trustce and tho State Advances Superintendent :

(¢.) Income derived from sinking funds in respect of the public debt or of the debt of
any local authority :

(d.) The income of a building society under the Building Societies Act, 1908, or of a savings-
bank under the Savings-banks Act, 1908 :

(e.) The income of a separate institution under the Hospitals and Charitable Institutions
Act, 1909 :

(f.) Tncome derived by any person from any pension under the War Pensions Act, 1915 :

(¢.) Dividends and other profits derived from shares or other rights of membership in coin-
panies, other than companics which are exerpt from income-tax :

() Income derived by a person who is not (withint the meaning of this Part of this Act)
resident in New Zealand, from stock or debentures which have been issued by the
Government of New Zealand, or by any local or public authority, or by the Public
Trustee acting as the agent of a land-settlement association under the Land Settle-
ment Finance Act, 1909, and the interest on which is payable out of New Zealand :

(¢.) Income derived by the trustees of a superannuation fund :

(7.) The income of a friendly society, except so far as derived from business carried on beyond
the circle of its membership :

(k) Income derived by trustees in trust for charitable, religious, educational, or scientific
purposes of a public nature within New Zealand, or derived by any society or institu-

. tion established exclusively for such purposes and not carried on for private pecuniary
profit: Provided that if the aforesaid purposes are not limited to New Zealand the
Commissioner may apportion the income in such a manner as he deems just and
reasonable between such purposes within New Zealand and the like purposes out
of New Zealand, and may allow to the trustees, soclety, or institution a partial
exemption awmdlnoly

(1) Income derived by any owner of land in 1(‘{3])t’(t of the profits derived from the direct use
or cultivation thereof, save that this exemption shall not apply with respect to any
profits or gains, extraction, removal, or sale of minerals or timber, or dealing in
live-stock, meat, butter, &ec.

(n.) Income expressly exempted from income-tax by any other Act to the extent of the
exemption so provided.

Computation of Income.

Year and Basis of Assessment.—The year of assessment runs from the 1st April to 31st March,
the basis of charge being the income of the preceding twelve months.
Reductions.—Reduction is allowed in respect of—
(a.) Repairs of premises and the repair, alteration, or supply of implements, utensils, or
machinery used in the production of income up to the sum usually expended in any
year,
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(b.) An allowance at the discretion of the Commissioner for depreciation of such implements,
utensils, or machinery, whether caused by fair wear-and-tear or obsolescence, pro-
vided such depreciation cannot be made good by repair.

(¢.) Bad debts proved bad and actually written off in the year of income, provided that all
recoveries are credited as income in the year in which received. No allowance is made
for doubtful debts.

(d.) Interest to the extent the Commissioner is satisfied it is payable on capital emploved in
the production of the assessable income.

(e.) Five per cent. of the capital value of the taxpayer’s interest in land in New Zealand used
for the purposes of his business or for the purpose of deriving rent, royalties, or other
assessable profits therefrom (to be deducted from the income derived from the land).

(f.) In calculating the asscssable income of any co-operative company incorporated in New
Zealand and having for one of its objects the manufacture of cheese, dried milk, of
butter in so far as the income is derived from the treatment, manufacture, and sale of
products of milk, the amount paid or payable by the company during the income year
to suppliers of milk to the company so far as paid or payable in respect of and appor-
tioned among the suppliers in proportion to the quantity of milk or butterfat
supplied.

{9.) Contributions by employers to superannuation, pension, or benefit funds for employees.

{(h.) In arriving at the profits from the removal or sale of timber or coal, the cost of the
timber or coal removed or sold.

Deduction is prohibited in respect of—

(a.) Any expenditure or loss which is not exclusively incurred in the production of the
assessable income.

(b.) Any expenditure or loss recoverable under an insurance or contract of indemnity.

(c.) Payments of any kind made by husband to wife, or wife to husband.

(d.) Land-tax or income-tax.

{e.) Repairs, intorest, and other expenditure on property used for residence or pleasure or
not used in the production of assessable income.

(f.) Loss of any property by fire, storm, or accident.

(g.) Rent charged in respect of premises owned by the taxpayer.

(A.) Depreciation of leases.

Set-off Losses.—Any expenditure or loss incurred in the production of assessable income is allowed
to be deducted from the total gross assessable income from all sources, so that a net loss in one source
is in effect set against other income of the same year,

Business losses in 1923-24 and subsequent years may be carried forward and set against assessable
income for the three following years, the relief to be given as far as possible from the earliest assess-
ments within that period.

Personal Allowance, &c.——Exemption limit: Except in the case of absentees and companies the
exemption limit is £300. Personal allowances : The following are allowed---(1) £300 less £1 for every
£1 by which the income exceeds £600 ; (2) £50 in respect of each child dependent on the taxpayer
(child includes stepchild or grandchild); (3) the amount (not exceeding £50) contributed by the tax-
payer towards the support of his widowed mother; (4) insurance premiums paid in the year of
income by taxpayer on his own life for his own beneﬁt or the benefit of his wife and children ;
(6) contributions to the National Provident Fund or any superannuation fund or the insurance fund of
a friendly society. Total of these last two deductions 15 per cent. of taxpayer’s earned income, or if
total income does not exceed £2,000, 15 per cent. of his total income.

Returns and Assessmenis.—Returns are required in each year, setting forth a complete statement
of assessable income derived during the preceding year. Where taxpayer makes default in furnishing
a return, Commissioner may make an assessment of the amount on which in his judgment tax should
be levied. Tax to be pald on such assessments unless taxpayer establishes an objection that the
assessment is excessive or that he is not chargeable with tax. From the returns furnished the Com-
missioner shall in each year make assessments setting forth amount on which tax is payable,

Objection.—Every person assessed for income-tax may object to assessment within® the time
specified.  Objections not allowed by the Commissioner may be heard and determined before a
Stipendiary Magistrate. ~Magistrate’s decision final and conclusive on question of fact, but appeal
to Supreme Court may be had on question of law.

Payment.—Tax is assessed and made payable about the 8th February in each year, public notice
being given of the date of payment. If tax not paid within twenty-one days of the due date, 5 per
cent. of the amount is added by way of additional tax. Repayment of tax paid in excess of the
proper amount may be made if claimed within three years of the end of the year of assessment. A
company is deemed to be agent of all its debenture-holders, and is liable to assessment at a flat rate
on all income derived by them from the debentures. Such.assessment is distinet from the company’s
own assessment.  Provision is made for refund of excess tax paid at the source in respect of debenture
income when the rate so paid is in excess of the rate that would be payable if the debenture-holder’s
other income and his debenture income were assessed together.

Rates of Tax.—For the year 1923-24 the rates of charge which are based on the net taxable income
after all deductions and allowances are made were as follows : (1) Interest on debentures of companies,
3s. in the pound ; (2) interest on debentures of local authorities, 2s. 6d. in the pound ; (3) in all other
cases where the income (@) does not exceed £400, 1s. in the pound ; (b) exceeds £400 but does not
exceed £6,000, 1s. in the pound, increased by one-hundredth of a penny for every £1 of such excess ;
() exceeds £6,000, bs. 8d. in the pound, increased by one two hundredth of a penny for every £1 of
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such excess up to a maximum of 7s. 4d. in the pound. From the income-tax computed in accordance
with 3 (a), (b), and (¢) & deduction of 20 per cent. of the tux was made. A deduction also was made
of 10 per cent. of so much of the tax as was levied on carned income up to a maximum of £2,000
of carned income.  Life-insurance companies are charged half rates except in respect of income derived
from debentures.

Companies and Income from Companies—Companies are charged with income-tax under the
general scale in respect of their total profits, and the dividends are excluded from the income of the
shareholders. The Commissioner may, in the case of the shareholder whose total income does not
exceed £400, pay to the shareholder a sum equal to the difference between the tax paid by the company
.in respect of an amount of its income equal to the shareholder’s dividends and the amount which
would have been payable by such sharcholder in respect of the dividends if they had formed part of
his taxable income. This payment is limited so that the total payment and dividend combined shall
not exceed 6 per cont. of the total amount paid upon the shares. The Commissioner may, in the case
of companies which consist substantially of the same shareholder and which in his opinion are not so
constituted for the bona fide purpose of more effectually carrying out their business but rather in the
purposes of reducing their taxation, treat for income-tax purposes the two companies as if they were
a single company.

Partnerships.—Partners are required to make a joint return of the partnership income and a separate
reburn of the non-partnership income, but cach partner is assessable as an individual to include his share
of the partnership income. Husband and wife carrying on business together are not deemed to be
partners unless carrying on under a deed of partnership. The income of a married woman is
assessable as if she were unmarried.

Non-~resident Traders, Shipowners, &c.~—1f a landlord, mortgagee, or other creditor is an absentec,
the tenant mortgagor or other person who transmits rent, interest, or other money to him may be
assessed as agent.  Any New Zealand company exempt from income-tax is assessable as the agent
of absentee shareholders in respect of dividends or profits paid to them. Absentee shipowners or
charterers may be assessed through the masters of their ships, as their agents. The clearance of any
such ship may be withheld pendmg the payment of tax. Non-resident agents and non-resident
traders must not in respect of the sale or purchase of goods carry on business without a warrant from
the Commissioner, and arc required to pay a deposit as scourity for payment of any tax which may
be payable. A taxpayer in New Zealand who enters into a contract of insurance with a foreign
conpany or person not carrying on business in New Zealand is treated as the agent of such company
or person, and is required to pay tax assessed at the rate of 5 per cent. of the premiums.

Mining Concerns.—In the case of a company whose principal source of income is gold-mining or
scheelite-mining the taxable income is deemed to be half of the dividends paid to shareholders during
the year.

Banks-—In the case of banking companies the taxable income is taken to be a sum equal to 30s.
in every £100 of the average of its total assets and liabilitics for the four quarters of the year as
published in the Gazeite, less an amount equal to the income derived on its own account as interest
on Government debentures or stock cxpressly exempted from income-tax by any Act.

Insurance Companies—In the case of insurance companies other than life insurance the taxable
income does not include income derived from insurance business carried on out of New Zealand.
No deduction is allowed for premiums paid for reinsurance with companies not carrying on business
in New Zealand.  Receipts from such reinsurances in respect of losses are not treated as income.
In the case of a life-ingurance company not incorporated in New Zealand the taxable income is deemed
to be a sum equal to its total income from investments of any kind out of New Zealand held by or on
behalf of its New Zealand branch and from investments of any kind in New Zealand, diminished by
an amount equal to 2 per cent. of its investments in New Zealand, the income from which is not
exempt from taxation. As pointed out before, the tax payable is half the amount which would be
computed by applying the general scale to its statutory income.. The State Fire Insurance Office and
the Government Life Insurance Department are assessable in the same manner as New Zealand
companies.

COollection.—Land-tax and income-tax arc collected in one sum in each year. Land-tax in
November. Income-tax in February. Tax may be remitted direct to the office of the Commissioner,
or may be paid at any money-order post-office. The percentage of land-tax paid through post-offices
is approximately 60 per cent. The percentage of income-tax paid through post-offices 1s approximately
50 per cent. Payment of tax may be made at least three months in advance of the duc date, and
where this is done interest at post-office savings-bank rate is allowed.

LBuasion.—-As the rates of tax have tended to increase, so the temptation to make false returns
has become greater, and as in Great Britain so in New Zealand it has been necessary to institute more
prosecutions for wilful or negligent evasion. The penalties provided under the Act are substantial,
and the penalty for wilfully or negligently making false returns may be a fine not exceeding £100 and
not less than £2. In addition to the foregoing the taxpayer is chargeable with treble the amount of
the deficient tax. The work of the Inspectors outside examining books and accounts of taxpayers
provides a check on returns, and within the Department the Investigation Branch provides a check
on interest paid and interest returned, salaries paid and salaries returned, and other payments.

“Myr. Shirtcliffe.] With reference to page 19 of your statement, in relation to income-tax, subclause ()
under the heading of ““ Income exewmpted,” I gather from this that all the special trading Departments
do not pay income-tax !—They do now. The Public Trustee pays income-tax. The State Advances
Office pays income-tax. The Government Life Insurance Department has always paid income-tax ;
and the State Fire Department has paid income-tax for some years.

Docs the State Coal-mines Department %—No.
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Is that the only trading Department of the Government that does not pay income-tax —That
is so-—unless you include the Railways Department as a trading Department. The Railways
Department and the Postal Department, of course, do not pay income-tax.

What is the precise mouning of subclause (g) on page 19, which enumerates among the
exemptions from income-tax “ Dividends and other profits derived from sharcs or other rights of
membership in companies, other than companies which are exempt from income-tax 7 %—When that
clause was first inserted dairy-factory companies were exempt from income-tax; and it covered
building society dividends too.

They are exempt from income-tax —The building societies themselves are. The dividends are
assessable in the hands of the recipients. :

But is not this contradictory ¢ You exempt dividends derived from shares in companies, other
than companies which are exempt from income-tax —We exempt them. If the company itself is
liable to income-tax, the shareholder is exempt.

Thank you. It is quite clear. With regard to subclause (m) on page 19, I presume that that refers
principally to the exemption of Government loans by other Acts—loans free of income-tax % Yes.
It saves the special exemptions that are granted under any other Act.

The Chairman.] That exemption applies really in practice to the frec-of-income-tax Government
loans, does it not —Yes.

My. Shirtcliffe.] There are no other important exemptions ¢---No.

The allowance for prompt payment of tax has been done away with, has it not #—Yes; but
there is still an allowance if payment is made three months prior to due date.

Does that take the place of the old 5 per cent. 2—In a sense it does.

The Chairman.] Do many people take advantage of that provision and pay in advance ?—Not
a great many. At times some of the large institutions have a fair sum by them and they pay it in.

To get this allowance you have to pay at least three months before due date %--Yes.

M. Shirtchiffe.] I suppose a great many people took advantage of the 5-per-cent. rebate ?—Yes.

The majority +—Yes—all those that were able to pay at all.

Mr. Weston: With regard to that allowance if you pay three months before, you cannot
get 1t if you pay within the three months #—No. The due date is fixed. We do not accept such a
payment after three months.

Do you take any amount ¢ Do you take £2,000 or £3,000 %~ We confine it to larger amounts.
If & person with a small amount comes in we recommend him to go to the Post Office Savings-bank
and place it on deposit there.

Mr. Shirtcliffe.] At page 21 of your statement there is this passage : “ The Commissioner may,
in the case of the sharcholder whose total income does not exceed £400, pay to the shareholder a sum
equal to the difference between the tux paid by the company in respect of an amount of its income equal
to the sharcholder’s dividends and the amount which would have becn paid by such shareholder in
respect of the dividends if they had formed part of his taxable income ”: how does that operate ?
Is it really operative —I do not think that any concession has been granted under that provision.
There was one very strong application made to me, I remember, but it was by the shareholders of a
company that had never paid a dividend before, and I ruled the application out on the ground that
this provision was intended to relieve taxpaycers from the loss of dividend oceasioned by the Act.  As
these sharcholders had never received a dividend before they could not be held to have lost any
dividend. My ruling was not contested.

My. Weston.] You have only had onc application ?--We have had more than one application,
but, speaking from memory, 1 do not think any of them have complied with the conditions.

Mr. Shirtcliffe.] Referring to page 21, why are the two industries of gold mining and scheelite-
mining specially treated under the hcadmg “ Mining Concerns *” %—I can give no reason whatever
for that‘

They pay tax only on half of the dividends paid to shareholders ¢—7Yes.

Myr. Weston.] 1t is because they are speculative companies. It is an arbitrary method, is it
not #—It is an arbitrary method. The provision with regard to gold-mining companies was intro-
duced into the Land and Income Assessment Act in 1893, just a year after the Act started. Scheelite-
mining was included during the war. It was added to gold-mining, to encourage scheelite-mining.

Myr. Weston.] 1 think there are only three or four scheelite companies in the Dominion, and they
are not doing very well now. They have been rather a “frost ” since the war concluded.

Mr. Shirtcliffe.] Still, if they are not doing very well and are not paying dividends they will not
be asked to pay income-tax ?—No.

At page 21 of your statement, under the heading “ Insurance Companics,” there is this para-
graph : ““ No deduction is allowed for premiums paud for reinsurance with companies not carrying
on husiness in New Zcaland ”: do you know what the special reason for that was ? I notice that
the amounts received under such reinsurances are not treated as income as a set-off against that ; but
do you know why the provision was made ?—It was to bring in the net results of the whole of the
business carried on in New Zealand. By allowing the deduction of the reinsurances it was dividing
the business between the company here and the company beyond New Zealand which did no bUbIIICbb
here.

My, Weston.] The Stdto Fire Department is allowed to deduct reinsurances, is it not ?2—Yes ;
there is a special exception made in favour of the State Fire Department.

My. Begg.] What is the reason for that %—It was a State institution, and it was carrying on in
opposition to the other companies. It was intended to make it Jndo_[)endent of the other companies.

Is the clanse in question an old clause ?—Yes.

When was it introduced ?~1 think it was in the original Act.
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Had that provision anything to do with the difficulty of the State Office getting reinsurances
locally #—You mean the clause with reference to the State Fire ?

Yes ?—That provision was made when it was first assessed. There was special provision made
to allow that deduction.

Myr. Shirtcliffe.] Taking page 18 of your memorandum relating to land-tax, subclause (4) reads,
“ For the above purposes the land of a company shall be deemed to be owned by the shareholders in
the proportion which their interest in the paid-up capital bears to the whole ”: what is the precise
bearing of that ¢ You could never dream of collecting from each shareholder his proportion of the
land-tax 2—We add his share to his other land. We make an assessment on that taxpayer. There
is first of all an agsessment made on the company and an assessment made on the individual taxpayer,
and afterwards the various interests of the taxpayer are aggregated.

A landowner makes a rcturn of land. You have his figures before you. But naturally he does
not include in that rveturn his shareholding interest in land owned by companies in which he is
interested 2—No. The companies supply us with a list of sharcholders, and we divided the land of
the company in proportion to the holding of each shareholder. In many cases, of course, there is no
additional agsessment to make ; it is not worth making. But where a shareholder has other lands
that arc taxable, and also a share in this company’s land, computed in accordance with the share
holding, we add the two together. 1t is the working of the graduated tax. We add the two together
and charge the tax at the rate that the total bears, and then give credit for the proportion of the
tax that the company has paid and the tax that the individual himself has paid

The provision is only operative, I imagine, when the tax on the company’s land docs not reach
the maximum ¢—No.

If a company owns land on which the maximum rate is levied, the individual shareholder’s interest
is also added to his return ?—Yes.

In spite of the fact that the company pays the maximum rate *—It increases the rate on his
other lands. ,

Is the tax not being paid twice, then —No. We give credit for the amount paid by the
company.

Mr. Hunt.] The landowner only hears from you when his rate is higher than the company’s #¥—
Not necessarily. Tt is when the effect of the aggregation of the lands increases the amount of the tax
payable by him—the amount that would be payable if that aggregation were not made. The credit
that we give wipes out the tax on the (ompany% land, but we get the additional tax on his land by
reason of its combination with the company’s land.

The Chazrman.] You get a hlgher rate from him %—Yes.

You do not get double tax in respect of the same land ?—No.

Mr. Begg.] Has a case ever occurred which, treated in that way, might reduce his graduation ?—
We do not carry it out.

But such a case might occur %-—It might ; but the credit is only made in so far as it increases
his graduated rate. That is provided for.

Is that applied generally—I mean, in large companies, of whose business land-owning is only
a very small part ¢—Yes, it is applied generally Wherever it has the effect of increasing the land-tax
payable by the sharcholder it is put into operation.

Mr. Hunt.] Mr, Shirteliffe asked you if any of the State Departments paid income-tax, and you
instanced the State Advances Department. The income-tax that the State Advances Department
pays works out in practice at a very small thing as compared with what it would pay if it were
owned by a company, does it not %—1It is assessed under just the same provisions as a private company.

Supposing that the State Advances business were being run by a company. The whole of the
capital that the State Advances Department used would be eitheér in the form.of share capital or
debenture stock, and the company would have to pay tax on the whole interest it-collected on its
share capital and debenture-tax on the debenture stock, would it not *—As agent for the debenture-
holders, yes.

The State Advances Department pays no tax upon the capital that it uses : it only pays taxon
the profit that it makes on that capital —Yes.

The capital is tax-free ?—Yes.

Whereas in the hands of a company it would not be ?—It would be as far as the company was
concerned. 1t would be the debenture-holder,

No. The money that the State Advances nses is borrowed outside New Zealand ?—VYes.

Now, if a company borrows money outside New Zealand they have to account to you for
debenture-tax —Yes.

But the State Advances Department has not ?—But that company deducts the tax from the
debenture interest.

Not if it borrows outside New Zealand *—Yes. It only pays as agent for the debenture-holders.

Say that a company borrowed in England : the money that it raised in England would be subject
to the English debenture-tax, and it could not charge the dcbenture-holders New Zealand tax as
well 2—No.

So it works out in practice that the company would have to pay debenture-tax, while the State
Advances Department pays none #—That is so. Of course, the State Advances capital is also
taxable in England.

But not in New Zealand ?—No.

Whereas a company would be taxable in both cases ?—Yes—that is, if it had debenture capital.

And with respect to its own capital it would have to pay tax on the whole of the interest ?—In
the case of the State Advances Department the accumulated profits would be its own capital. Tt
pays the full tax on that money, just the same as a company would,
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On the whole of the interest that it collected on its own capital it would pay tax *—VYes.

So that really the State Advances tax is a very small thing when compared with what a company’s
tax would be that was doing the same business ?--No, I do not think so.

My. Shirtcliffe.] 1 would suggest that Mr. (‘Jark work out the comparison to give an illustration.
It would not take very long &—~Very well. 1 will give an example.

My. Beyg.] Is not this the great advantage that the State Advances Department has over a
company doing similar business: that it can borrow without having paid-up capital, whereas a
company cannot —Yes. It has the State guarantec.

My, Weston.] As a matter of fact, the difficulty in dealing with Government undertakings and
local-body undertakings is that their capital consists of borrowed moneys %—Yes.

And it is difficult to apply the ordinary methods of assessment or rules of assessment of income
to local authorities and Government undertakings —They could be apphed. They are applied in
England.

You would not arrive at any satisfactory results 2—They do.

We dealt with that matter on the Taxation Committee —Yes.

Take a tramway undertaking, that is carried on purely on debenture-money ?—Yes.

And if that money was borrowed in London and interest was payable in London it would be
exempt from taxation !—That is so, but the operations of the local authority would not be exempt.

The local anthority deducts its interest ?-—Yes.

That means a very big deduction %---Yes. It generally raises money at a lower rate than a private
concern can borrow at.

I ackuowledge that, but vou see the interest they pay on debentures is exempt from taxation.
The result is practically that they have not to find any money for taxation —Unless they borrow
locally.

.X’nd unless they make profits to go to reserve you have nothing to tax ?— No.

If they simply square the yard, pay their interest on debentures and make whatever provision
is necessary for sinking fund, there is no profit to tax ?—I do not know that thev often do that.
There are quite large assessments made on local authorities in England.

My. Begg.] Does the Tax Department gain or lose by the extension of municipal trading enter-
prise and Government trading enterprise 2—It loses.

Mr. Weston.] Have you ever taken out the loss that resulted to the country by the purchase, for
instauce, of the Auckland tramways by the Aucklaud City Council ¢—-No.

Would it be possible to take that out ¢-—We could give the figures.

The Chairman.] What the company paid in past years—you lose all that, do you not —That is
what we lose.

Mr. Shirtcliffe.] The position in regard to Guvernment and municipal undertakings is that all
(overnment trading Departments, with the exception of the State Coal-mines Department, the
Railways, and the Post and Telegraph, pay income-tax ?—Yes.

While, on the other hand, no municipal undertakings whatever pay income-tax, do they ?—No.

Mr. Begg.] Then the extension of enterprise by municipalities and others restricts the field of
taxation ?—Yes. That is inevitable. There was provision made in one amendment to tax municipal
enterprises. :

Myr. Shirtcliffe.] There is a distinet encouragement, then, to municipalities to set up trading
departments ?—Yes.

To the curtailment of private enterprise ?—Yes.

Mr. Weston.] With regard to the State Fire Office, that provision that they are entitled to deduct
premniums for reinsurances outside the Dominion gives them a very substantial advantage over
private undertakings ?—Yes. It was done with that intention.

It was done deliberately %--1t was done deliberately so that the Department should be indepen-
dent, of the other institutions.

My, Begg.] Could you get the date when that provision was inserted ? Was that exemption of
the State Fire Office part of the original Act, or has it been introduced since ?—It was introduced
. when the State TFire Office was first made assessable.

My, Shirtcliffe.] At this stage, Mr. Clark, you could hardly be ready with any suggestmns within
the order of reference dealing with the general question. Perhaps at a later stage you would be
ready with suggestions ?—~qu or I could answer questions now, 1 suppose.

We thought that perhaps you would hardly be ready at this stage ?—I did not anticipate your
asking me. You want me to make a statement similar to the one 1 made to the Taxation Committeo
in 1922 7

Yes 71 can do that.

Your views may have changed somewhat: conditions may have changed somewhat -—Very
slightly.

® My. Weston.] Mr. Clark may have an ideal system to place before us %—You will never reach an
ideal system

Do you ‘think this is the right time to make such a statenent 2—1 would sooner think over one
or two of the points and jot them down.

The Chairman.] Would it not be hetter for you to think it out and write it down for us —Yes.

I do not think we should ask you to cxplain the subject to us now without having prepared
yourself for it ?-—-I would rather not at this stage.

My. Hunt.] Debenture-tax is now 4s. 6d., is it not ¥—4s. 6d. in the pound on debentures issued
after the passing of the Finance Act of last session-—that is, after the 29th August of last year.

My, Weston.] What about the tax on local authorities’ debentures ¢ Is that still 2s. 6d. %-—The
rate is the same for both--4s. 6d.
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Mr. Begg.] What was the object of raising that debenture-tax to 4s. 6d. or continuing it at all ?
The original object, I think, was to permit of local bodies borrowing at a reasonable rate 2—Yes.

What was the object of continuing it —The local bodies objected to making the rate any higher
—to making the interest liable to the same tax as other interest.

Are they still wanting an advantage ¥—A special rate was made because the persons holding
local-authority debentures, as far as we knew, did not return the interest, and the local authorities
would give no help, or could give no help, in tracing them. So we had to make provision to assess
the local bodies as agents. Now we make an arrangement by which they give us the lists of
debenture-holders, and we deal direet with {hem.

Mr. Shirteliffe.] The local-body rate has now gone up to 4s. 6d. ?—Yes, both have gone
up to 4s. 6d.

My. Begg.] Would there be any great difficulty in tracing the holders of those bonds to compel
them to pay income-tax instead of a special tax ?-—No, it would not, with our present provision.

You could trace them ?—Yes.

The provision, therefore, is made or continued merely to cnable local bodies to borrow money a
little cheaper than other people can do it ?—The idea now is gradually to work it to the same rate as
the other tax-—to do it gradually—that is, any new issues are to be 4s. 6d., and it is hoped to bring
the rate of the other tax down to that. .

Would it not be desirable to abolish this debenture-tax altogether, as soon as it can be done, and
let the income be taxed in the ordinary way ?—Yes.

You conld trace that income 2---We could trace it now with our present provision.

Mr. Shirtcliffe.] T want to ask a question in relation to that paragraph on page 21 dealing with
mining concerns. I am asking it simply to illustrate what might happen if the same principle were
applied generally and income-tax were based upon half the dividend paid to shareholders. A
company might make a very large profit in one year and might pay out only a comparatively small
dividend and accumulate the rest for further development purposes or for some other purpose ?—VYes.

Therefore, as regards that year, your Department would stand to lose very substantially 2—Oh,
yes. We should lose in any year.

That would apply generally to companies if the income-tax were based in any way upon the
dividends paid #—Yes. We should lose by it.

You would lose very substantially, because the inducement would be to accumulate profits,
especially at this time, in the hope perhaps that the tax would be reduced later on ?—Yes. Take
the case of a private company—and there are large numbers of private companies: some of the
profits might never come under review for income-tax. The only way we would get them would be
by death duty.

Mr. Begg.] That did take place on a large scale, I suppose, in the years 1916, 1917, 1918, 1919,
and 1920 : they carried forward as much as possible *—No, it did not take place, because the profits
were all assessed. Whether they were carried forward or not they were assessed.

We had to pay on the profits that were apparent, of course —Yes. I find that the provisions
concerning reinsurances and the State Fire Office was made in 1917.

That was the year when the taxation of the State Fire Department was started ¢—Yes.

Was that put in as a safeguard to prevent any risk of the State Fire Department being boy-
cotted in New Zealand ?-—That was it.

Was it to give the State Fire a permanent advantage, or was it a safeguard to prevent its being
boycotted by other companies in New Zealand —It was to prevent that Office being controlled as
to 1ts rates by other companies,

Supposing the State Fire Department decided that premiums were still far too high here and
made another big cut, would there be a tendency not to reinsure for it here ?—I think so.

Mr. Shirtcliffe.] About land-tax, was anything done in pursuance of the recommendation made
by the last Taxation Committee that all lands owned by local bodies and leased for revenue purposes
should be subject to land-tax on the same basis as other lands *—No.

No action was taken ?—No.

All such lands are exempt from taxation ?—Yes.

They are on a commercial basis, just the same as private lands are #—Yes.

My, Begg.] What is the bearing of this speeial provision on page 18, section (1) of your state-
ment: *“ Any person leasing land shall for the purposes of the Act be deemed to be the owner of the
fee-simple of such land ” 2—Those special provisions were all designed to prevent the evasion of the
graduated land-tax. They were designed from cxperience of cases of evasion—where a farmer loased
land to his son, or transferred land to his son and took a lease. In other cases men formed part
of their land into a company and created a company to work part of it. That was the reason for
that provision with reference to the shareholders of companies, to which reference has already
been made by Mr. Shirteliffe in one of his questions. It is the section that provides that share-
holders shall be assessed with their shares in companies’ lands, along with their other lands.
It was caused by large landowners creating companies to work their lands.

My. Shirtcliffe.] Do you get much additional revenue from that ?—Yes, a fair amount.

I can see the reason for it now ?—Yes, that was the reason.

ALFRED SEIFERT examined.

The Chairman.] You have written us a statement, Mr. Seifert : perhaps you will read it, and
then the Commissioners will probably ask you some questions about it 2—Yes, sir, my statement in
which I have set out my opinions is as follows i —

In offering you my opinion on taxation I want you to understand that great relief has been
given to the flax-milling industry by the Act passed last session, so I am not down lere o voice my
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grievance towards the present Act, but to give my opinion generally on taxation, keeping in view
that the Act may be altered shortly, and that such an alteration may be the means of ruining the
flax industry. TFurther than that, if the flax industry is fairly treated, and other industries erushed
by taxation, the load eventually will fall on our industry. T agree with those who state that taxation
should be levied in proportion to the ability to pay, providing levying the tax docs not strangle
present industries or prevent new industries from starting. The present income-tax has the effect
of dm‘rroymg all large industries where the tax cannot be passed on. Companies have paid an
excessive amount in faxa’non ‘Why people should be penalized for co-operating for the purpose of
carrying on some industry which cannot be carried on in a small way is beyond my understanding.
Tt appears to be almost a crime to join with others to run a business, judging by the way the Income-
tax Act has been drafted. There is no way that an income-tax of 5s. 10d. in the pound can be
levied without doing serious injury to industries. T have been unfortunate through having mvy
interests pooled with others in a company. Had T kept a private business and not joined with
others T would have been much better off to-day. There was a small gain in operating by running
a large concern, but this was offset over and over again by the excessive rate placed on the larger
business. My company had to pay a staggering tax, and on the top of this the vellow-leaf disease
destroyed nearly all our flax. We had sufficient flax to keep nine machines going before the disease
came, but after that we worked two machines for some 1ime. Naturally we Jost a lot of money. You
can imagine how T fcel towards a department which, in effect, says, “ When you make a profit we
will come in and share it ”—at one period to the extent of 8. 9d. in the pound and later on to the
extent of 7s. 4d. in the pound—but when you make a loss we are not interested ; that is your
difficulty ; but, remember, if you make a profit we will come again for our share, but we are not
interested in your losses or the loss of vour capital.” As an excuse for taxing in this way it is said
the Government wanted the money. There must be come stronger reason than this, because a man
could take money dishonestly and as an excusc give the same rcason. Tt has been said that the
excessive rate must be borne by the companies because if their load was lightened others would have
to carry the extra weight. These arguments should carrv no weight, because it is not right to
crush out a few while others have a very licht burden. Even for selfich reasons the load should
be distributed so that industries should not be destroyed and the confidence of those who control
them broken, because it is apparent that the extension of present industries and the establishment
of new industries must ease the load for everybody. Tt is only natural for people to pick the line
of least resistance. The man with great organizing ability finds that by arranging his industry te
produce cheaply, and using his ahility to extend the business, a load bas been placed on him which
it is impossible to carry. TFor this reason T call the graduated income-tax, when placed on industries,
the efficiency and enterprise tax, or the good-management tax. In looking over the Official Year-
book at the importations I was struck with the amount of material imported which can only be
manufactured by large concerns. Tt would be a good thing if this material was manufactured here.
The policy of the country should be to encourage manufacturing in every possible wav. because the
consumer usually buvs 'ocally manufacturcd goods cheaper than the imported. Without local
industries the population of this country can hardly increase beyond three million. By carrying on
manufacturing together with using the land to the fullest extent it is easy to imagine our Dominion
with a population of sixteen million. Excessive income-tax means industrial destruction. Tf the
country wants to prevent a few men from becoming excessively wealthy, then this end could be
attained by putting a graduated tax on the individual. I notice in the last six years the Income-tax
Department has collected about £34,000,000. This money was taken from firms who could have
used it to a good advantage towards improving the country.

Do vou wish to sav anything supplementary to that %—All I wish to say is that T am the president
of the New Zealand Flax-millers’ Association, and that T am acquainted with many local bodies, in
one way and another. Besides that, T am interested in a large industrial concern. T have given
you mv oninion on taxation for what it is worth.

My. Hunt.l You are opposed to the taxation on companies, and you think everybody should pav
taxation individually %—To say that T am opposed to the taxation of companies is a little beyond
what T helieve, but T think a lower rate of taxation should be imposed on companies. Tt should not
be so high as to break confidence : about 3s. or 2s. 6d. in the pound should be the limit.

Do vou think that the present steeply graduated rate on companies is unfair on industries 2—
If my opinion goes for anvthing, T am sure of it. A man is always a fool to play a game when the
cards are stacked against him : to try to pay Bs. 10d. in the pound when the competition is as it is
in the world to-day is undoubtedly trving to play the game when the cards are stacked against you.
A man is foolish to continue under these conditions. Tt cannot be done. We have made money,
and we have lost money, but we hope to recover our losses, but the present rate is too big to pay.
Further than that, all successful industries are made out of the profits from those jndustries. I you
take the historv of any successful industry you will find that it has become profitable because the
veonle have only taken a fair amount out of the industry, and the additional capital has gone towards
building up the industry. .

Your business of flax-milling is a sort of manufacturing industry —Yes ; we grow the flax, and
then after the flax is matured we mill it and ship it away. Tt goes to the United States, Canada,
Fnoland, and Australia, We are in competition with manila homp produced in the Phlh'ppmo
Tslands. and sisal produced in Yucatan, and lately the Javanese have gone into the production of
gisal. Thev pay a low rate there, and it looks to me, from the wav they are increasing their output,
that they will be an important factor. We are up against, fibre produced by coloured labour,

You are not at present paying income-tax #—No,
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You would pay no income-tax even if you made a profit 2—No, not now. We have been put
on the same footing as the farmers lately, and that has very materially altered our’ position.

My, Weston.] The price of fibre is governed by world competition *—VYes, that 1s so.

So that, as far as the passing-on the amount of tax, you could not do so by increasing the price
of your fibre 2—That is so. Other people producing fibre are not affected by taxation

During the war the profits distributed by the flax-millers were very larg
but before that we had extremely low prices.

From 1916 onwards you had good ycars *—For,two years, but we did not pay out much in
dividends.

I know of one speculation in flax where the industry made enormous profits during the war %¥—
For a while we had lean years, and then we had four good years, and we have had four bad years now.
Yellow-leaf has been most destructive. In our case we had nine machines going before, and we had
to cut them down to two. There is every chance of the industry going ahead again, but one can
never be sure. We went several years without paying any dividends. We paid out one dividend
for six ycars. I do not think any of our dividends werec more than moderatc. And then this
yellow-leaf and low prices came along, and for ycars we have had no dividends. We have had to
take tremendous risks and to extend our tram-lines for somée miles, and we do not know whether it will
be a success, and if we do make a success it is taken from us.

My, Shirtcliffe.] But you are not paying anything at all now in income-tax —No, but this
Comunission is set up with a view to altering the Act.

Mr. Weston.] Your industry is one in which the prices are determined by world competition.
The whole history of the industry has been one of good years and lean years—ior a short time you would
have prosperity and then bad years would come along —Yes. The people who are in the industry
have been in it for a long time. They have had the foresight which was required to run the industry.

My. Shirtcliffe.] To what cxtent do you estimate the yellow-leaf has affected the yields: what
_percentage of the profit which you should have made has been lost through yellow-leat —Our land
had no value except to be converted into grassland. We have adopted a new way of cutting, and
we were only working two machines, and then we went back to three, four, and five, and we have now
six, and we hope to again get nine machines working. It is costing a great deal more to cut the flax.

May we take it that the yellow-leaf has accounted for the major portion of your losses ¢—Yes,
but we do not pay any income-tax. Our balance-sheet shows a loss.

Had it not been for the yellow-leaf disease in all probability you would have shown reasonable
profits #—In all probability. We cannot run the industry without having its ups and downs. But
then when we make a little it is taken from us at a staggering rate. Our ncighbours are making a lot
of money because their concerns are smaller. A few people joined me with their capital, and I have
run their concern, and because of that co-operation I am suffering injury.

Mr. Weston.] Could you not form a partnership and then be on the same footing as & single
trader #—I think I would prefer it to be a company.

Mr. Shiricliffe.] You hope that you are going to get rid of the yellow-leaf disease—there are
signs of it disappearing ?—Yes.

And you hope to get your nine machines worklnw again %—VYes.

And with a little better market you will be in & Good position ?—Yes.

And then you will be in a very fortunate position under the present legislation #—VYes. 1 am
not complaining about the present Act, but this Commission is set up to consider taxation generally,
with a view to altering it.

You say that no industrial concern can possibly pay 5s. 10d. in the pound ?—That is my opinion
I consider it slow destruction that will destroy our industries.

Are you able to show that the principal industries of the Dominion are not able to pay at the
present rate ¢—1I think I am able to show that.

Here is a list of industries : 8 per cent. paid by C. M. Banks, who arc printers, publishers, and
stationery retailers and manufacturers ; Donaghy’s Rope and Twine Company, 10 per cent. —One
twine company is in competition with another.

Are they not in competition with imported twine ¢—No.

There is the Milburn Lime and Cement Company, paying 10 per cent. —That is in competition
with others. You cannot run lime-works much smaller than theirs.

I thought there was overproduction ?—The lowest size for running a flax-mill would be one strip
of 250 tons a year.

There is the New Zealand Drug Company, which pays 10 per cent. -—Well, people must have drugs.

But this company is a large manufacturing concern as well ; they control a very large industry
in this country %—Do you think the industries in New Zealand are progressing as rapldly as they
should ?

That is not the point. I want to see how far your contention applies to the industries, and that
_ is what T am trying to get at. There is the New Zealand Paper-mills, paying 73 per cent. All these
companies have fair reserves acoumulated. I cannot tell you how much they are putting by annually.
There is Sharland and Co., paying 7 per cent.; Scoullar Company, 8 per cent.; Smith and Smith,
6 per cent.; Wellington Cordial Company, 6 per cent.; Whitcombe and Tombs, 8 per cent.;
Wilson’s Portland Cement Company, 73 per cent.; Kauri Timber Company, 8 per cent.;
Leyland O’Brien, 10 per cent.; Taurangamutu Company, 15 per cent.; Mosgiel Woollens, 11 per
cent. ; Wellington Woollens, 14 per cent. This is the latest share list that I have got. Now, take
the coal companies : Hikurangi, 8 per cent.; Taupiri, 7} per cent. ; Westport, 12} per cent. ; Waipa,
8 per cent.; the gas companies all paid good dividends, and I suppose you will contend that they
pass it on %—Yes; and the lending companies pass it on. The unfortunate thing is that the big
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lending companies set a high rate in order to pay their sharecholders a dividend, and the smaller
concerns who pay no income-tax get the high rate too, and pocket the dividends.

What do you call a high rate ?—They must put up the rates to give their shareholders 5 per cent.

What do you call a high rate for lending companies —It is po.sslb]c that if we had lower taxation
the Borough Councils would be able to borrow money lower than 6 or 6} per cent. : that is about the
rate to-day.

As affecting the farming community and borrowers generally, do you consider 63 per cent. a high
rate of interest #—It is high in comparison with what we had a little while ago. '

But since that the war has had to be paid for ¢—Yes ; but a lot of these small lenders are not
paying any taxation. Take the man with £2,000 : the big lending companies st a high lending rate,
and the man with £2,000 will get an equally high rate without paying any tax. A lot of people are
collecting a high rate, but not paying anything.

Do you mean private lenders #—VYes.

That is assuming that their income does not excecd £6 a week ?—You have only to Jook through
the Year-book to sece that what I say is true.

Take the lending companies : I see here there is Dalgety’s paying 15 per cent.—that is a fair
dividend %—That is no comparison, because Dalgety’s do only a small portion of their business in
this country.,

Take the Equitable Building Society #—They have their hecadquarters in Australia.

No; it is a local company. There is also the Wellington Permanent Metropolitan Company
paying 8 per cent., and a little concern called the Manawatu Permanent paying 8 per cent. Then
there is the National Mortgage, whose business is almost entirely in New Zealand, paying Ili per
cent. That is a trading and lending company. The Wellington Investment Company paid 6 per
cent. They have to borrow all their money. Wellington Trust and Loan Company paid 6} per
cent. ; the Masterton Investment Company 7 per cent. I only put these cases before you to see whether
you still adhere to your contention that the income-tax is crushing industry and creating artificially-
high rates of interest %—Yes, I do, in spite of that. If the industries went down by half you would
still be able to read a list of companies doing well. Not long ago I saw a list of people who were in
the cotton trade in England, some of whom were making 20 per cent.

Those figures do not affect your view at all *—No, not at all; becausc I know that even if New
Zealand industries went back you would still be able to pick up a Stock Exchange list and read of
companies making big profits.

But if you could tabulate the industrial and lending companies throughout New Zealand I
think you would find the great majority of them are paying dividends after paying income-tax ?—
Yes, they can, if they can pass it on—if you are in competition with other people who are able to
pass it on.

Do you mean to say that a company in competition with others ¢an add to its costs so much per
ton and yet pay dividends after paying income-tax ?—Yes, they can, if what they arc selling is an
absolutely necessary commodity, something that the public must have.

I know the conditions of the flax-milling industry : you are up against the world’s market, but
you are not speaking of the flax industry ?—No; I used that to illustrate my point.

I am only quoting these figures to show you that the industries generally in New Zealand are
able to earry on and pay the tax and yet pay reasonable dividends; that is the view I have formed
so far 7—Yet in Victoria they are on a very much better wicket in regard to their industries than we
are here.

In what respect ¢—Taking the incrcase in the number of employces, they have increased very
much faster than our employces have increased.

I have not raised that point, but in 1916 the factory employees in New Zealand numbered 52,221,
and the wages-bill was £6,654,514, giving an average wage of £127.  In Vietoria for the same yoar
the number of employees was 113,834 ; the wages-bill was £11,036,345, an average wage per head
of only £97. So that the average wage per head in Victoria in 1916 was £30 less than in New
Zealand. Take 1921, in New Zealand the employees had increased to 68,206 ; the wages-bill has
about doubled that of 1916, giving an average of £183 per head. In Victoria the employces had
increased to 140,703 from 113,834 ; the wages-bill was approximately £21,000,000, giving an average
wage of only £152 per head, or £31 less than in New Zealand ?—That includes male and female
employees. There are a great many more women than men employed in the factories in Melbourne.

You would think that wages there should be higher, but {rom the figures I have been able to
get hold of the converse seems to be the case #—The cost of living is lower in Victoria.

If we had a lower rate of taxation you would be able to pay higher wages to your employecs ?
—No; we would expand our businesses further. There is a certain rate of wages which you must
pay. If we start losing money we cannot reduce our rate of wages. That risk is ours.

But you see that with the lower rate of taxation in Victoria they arc paying wages a long way
below what our factories are paying *—When I was in Victoria fifteen months ago I was struck with
the expansion of business and industries that was to be seen on all hands.

Apparently it has been at the expense of the employees 2—It might be that the difference in the
average wage rate is accounted for by the larger number of female employees there.

I pointed out to you that in Victoria where taxation is less than it is here the factories have
increased at the expense of the employees ¢—As 1 say, it is probably because of the larger number of
female employecs. The woollen industry has increased very considerably, and they pay better
dividends than you have read out for the New Zealand concerns.

Probably they can pay higher dividends il they pay less to their employecs. There is one para-
graph in your written statement which is somewhat obscure to me. You say, ““ Further than that,



A. SHIFERT.] 29 ‘ B.—5.

if the flax industry is fairly treated, and other industries crushed by taxation, the load cventually
will fall on our industry ”’: what does that mean %---If a certain load has to be carried, and if a certain
nuniber of industries or concerns are put out altogether, the remaining men or concerns will have to
carry the load, and then the load would not be fairly distributed.

Then the other industries are carrying your industry on its back ? - No. The flax industry has
been most unfortunate. We were singled out for double taxation. They did alter it at the finish,
They put us on the same footing as the industrial manufacturer. Before, we were paying the two
taxes.

All other industries pay land-tax %—We are paying a very solid Jand-tax.

You very laudably wish to sce an attempt to encourage manufacturing because the consumer
buys local manufactures cheaper than the imported ?—"——ch it is best to buy local machinery, for
instance.

Do you think that New Zealand is going to be an exporting country permanently ; will her
prosperity depend for all time upon her exports %-—No.

Well, for many years to come ?--One can overrate the value of the land. As a matter of fact,
in order to carry on small farming successfully in this country you must have a manufactunng
population as well as a country population. Imagine what a man would grow on a 5-acre plot, and
what you can scll to a manufacturing population. ‘What do the Hutt peoplc sell to Wellington ?

But in the meantime and for many years to come New Zealand’s prosperity will depend upon
the volume of her exports ¢—It would not take me long to work out a statcment to show that the
population of this country will be very small unless we havc a manufacturing population. If we had
a paper-mill it would employ a big population.

My. Weston.] You would not be able to run a paper-mill in this country #-—With all duc respect
I think certain kinds of paper can be manufactured in this country ; in the North Island the waste
is terrific.

My. Shirtcliffe.] Take the conditions as they are and must be for many years to come, do you
not think that the prosperity of the community in this country depends upon the volume of the
Dominion’s export trade %--To a very large extent, but it is not the only way. If we entirely rely
upon that without encouraging industries 1 think we will be carrying a heavy weight of taxation for
many a day. You also want to manufacture what can be manufactured in New / caland.

The productiveness of this country has not nearly reached its maximum; it may be doubled
within the next quarter of a century ?—1I would think that might be so.

You still think we ought to encourage industries all we possibly can %1 think so.

You also realize that if you do not sell you cannot very well buy ¢—Yes; and you cannot sell unless
you have got a buyer. What the small farmer produces must be sold to local consumers. You
cannot scll it elsewhere.

If we manufactured the great bulk of the goods we consume in New Zealand, where would we
find our markets for our exports 2—We would have a large population here as consumers.  One
thing will grow with another. You should consider that many a manufacturing industry can only
be carried on by pooling capital.

Myr. Begg.] In regard to the taxation of companies, apparently you object to it from two points
of view ; firstly, because in an industry like the flax industry you cannot pass it on ?—That is so.

And you object to it in respect of other industries because they can pass it on —Yes, because it
only makes the cost of living higher.

You think that is the effect of taxing a company that sells within New Zealand %I do, because,
as Mr. Shirteliffe read out, there has not been any decrease in the company dividends while the
taxation was high as compared with the dividends when the taxation was low. You see that they
get about equal dividends.

Mr. Sharteliffe.] That would depend upon what amount they put into their reserves.

M. Begy.] 'Jhose companies are not handicapped if they can pass it on 7—1 can easily imagine
that. Take the gas companies and the banks; the banks can put up the exchange rate in OI‘d(‘I to
get sufficient for their shareholders.

Then it is not injuring these companies ; what, then, is your objection to it #—1I have no special
objection to it, but it is putting up the cost of my busmoss We have got to make use of the banks.
1 think the better way would be to have a low graduated land-tax, which would cause industries to
revive, and the lower rate would produce more.

Do you think the taxation of companies which they can pass on ultimately recoils on a section
of the community that cannot pass it on +—I suppose it must. 1t goes round and round; but its
worst effect is that it will knock out the industries that cannot pass it on-—industries that are in
competition with other parts of the world—wool, meat, butter, pelts, and flax. We are all in
competition with the outside world, and we are bringing about artificiul conditions here, because men
must live.

You think that to the extent that it does recoil upoen those who cannot pass it on it must affect
the industries —Yecs.

You mentioned the big lendmg companies fixing the rates of interest in order to give their
shareholders dividends, do you think.the big lending companies do fix the rates of interest —I
think they do. “A man with £1,000 or £2,000 does not fix the rate, but the big lending companies
fix the rate to local bodies, and the othor people with £1,000 or £5,000 fix their rates accordingly.
They do not go any lower because they are going to be included.

Is that not rather vitiated by the Government coming in and lending moncy ?—Yes, perhaps,
but the Government cannot meet the situation.

You do not think the Government prevents the big companies fixing an arbitrary rate #—No,
because the Government cannot meet half the situation.
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But even if. they met one-third of it, it must affect the big companies. How do mortgage rates
here compare with those in Australia —A while ago it was said that they were lending there at
7 per cent., and then I saw that the Commonwealth Bank was lending at 6 per cent.

But do not the rates vary in different parts of New Zealand ?—No; the A.M.P. rates in South-
land and Auckland are about the same.

What is the current rate in the North Island *—For local bodies, about 6 per cent.

But for a mortgage *—I could not tell you, but it is about 6} per cent., I think.

On the best security they certainly vary considerably within New Zealand !—They cortainly
are lowest in Dunedin.

Mr. Shirtcliffe.] Mr. Begg asked you, Mr. Seifert, whether you thought the lending companies
fixed the rate of interest. You do not think, Mr. Seifert, that woney is a commodity like every-
thing else and its price is ruled by the economic laws of supply and demand ?—Not altogether,
because if you take off some of this taxation after giving a speecial rate for years back the law of
supply and demand does count, but when anything happens to influence it the rate will rise in
sympathy with it.

In spite of the fact that there may be plenty of money about #-—It depends apon that—-that
there is plenty of money at one time and not much at another.

It is difficult to see how any concern can fix the rate of interest when it is in competition with
similar concerns right throughout the country. The price of mouney must find its level, according to
the supply of money in relation to the demand for it ?—You would have thought that the heavy
charge for operating could not have any effect, but putting 5s. 10d. in the pound on will eventually
make that ditference. Whatever charge is put on will be reflected.

My, Hunt.] In your statement, Mr. Seifert, you talk of industries being crushed by taxation.
. I have made

that clear at the start.

In your own 1ndustry—~ﬂax-mllhng—«your price is fixed by the export price which is the world’s
Pprice, That is so.

All these other compames which Mr. Shirtcliffe mentloned arc partly Jocal companies and are
passing it on —Well, some of them. Dalgety’s have a large amount in Australia,

But the great bulk of them are New Zealand companies dealing with a local trade —Yes.

And they can pass it on ?—1I1 should say so—by those dividends.

And the fact that they are paying these dividends is proof that they are passing it on ?—VYes.

My, Weston.] Can you give me any idea of the rise in value of flax land between 1914 and
1920 ?—There is a good deal of difference in the value. It was lower in 1923 than in 1914.

Because of this disease. Between 1914 and 1920 the value of flax land went up very much.
What would you say the rise was equal to—can you give me any evidence on that point ?—1It is very
difficult, but I should say at least 25 per cent. It would be something about the same as the
purchasing-power of money. £600 would purchase as much land in 1914 as could be purchased for
£1,000 in 1920. ;

You would not say that there was a great rise in the value of land *—Not taking the lower
purchasing-power of money.

You have not got any actual figures—what about the price per acr

What would you pay for that in 1914—£20 per acre —No chance ; 11; would be 5.35.

Whether an industry could survive or not would depend upon what you valued the land at
from which you produced the flax #—Not necessarily, because if a company is allowed to lay by
considerable reserves and has its own flax, as we have, it is in a very good position.

That is the ideal state which all business men aim at—to have all their assets written down to
practically nothing. But the point I am making is this : supposing you had land that had cost you
£30 per acre, you might be able to stand taxation and keep on producing at a profit so long as you
only valued your land at £30 an acre, but if you valued your land at £50 an acre you would have
to get a greater amount of profit ¢—Yes, a greater amount of profit.

So it does not necessarily follow that this taxation would throw you out of existence, because
it might be met by simply reducing the value ——If you were prevented from working your flax
economically in a large way, and supposing you were not able to work it in a small way, then you could
sell the land for dairying. And, mind you, the taxation has alrecady had that effect. If you own
your own flax and mill—and it is not wise to carry on milling without—you must have a fair amount
of capital, and therefore yon must have some years when your balance-sheet would show a fairly
substantial profit. If that is taken away and the dairy-farmer gets off free, he can use that land for
a purpose that will not be so productive and pay a great deal more money for it than it is worth to
you. I think that could be done in our case to-day. In fact, I was prepared to do that if the high
taxation had continued. I had roads marked out on the land. 1T could sec it would be hopeless
for us to continue, although, mind you, we had been paying as much as £15 an acre in wages.
I mention that to show what the turnover is to the country. It is an exceptionally good farm
that will yield 1501b. of butterfat per acre. If you take 100 1b. of butterfat, that is £7 10s. per
acre. We were paying more away in wages than would be the receipts on a dairy farm, and yet we
were in grave danger. Had that high taxation continued I should have been compelled to put that
land into dairying.

My. Shirtcliffe.] But now, as regards income-tax, you have no grievance at all +—Well, gentlemen,
you are here to make suggestions, and if you suggested putting that load on again, which you might
do, it would put me back in the same position.

My. Weston.] You justify small taxation in your case; you say that your industry cannot
afford to pay a graduated land-tax and be subject to a progressive income-tax #—No, we cannot.
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Because in each case the big man is being hit by the land-tax and also by the income-tax ?—
Yes, that is the point. And T claim, further than that, that you want to encourage industry.
Take boot-manufacturing : it might be said that boot-manufacturers are in competition with the
imported article, but you can put a very high duty on. I say you should encourage local manu-
facture ; and the same with woollen goods.” If we manufacturcd more of our wool it would be beneficial
for the country. In England T think there are only 18 per cent. of the people engaged in agriculture,
and T believe that in America the proportion has been brought down to 28 per cent. I mention those
figures to show the immense importance of manufacturing industries in those countries. Supposing
the United States did not encourage manufacturing industries, they would not hold that 28 per cent.
of agricultural population that they have to-day, because a large number of those people engaged
in agriculture arc so engaged because there is the manufacturing population to supply. If you cut
the manufacturing population out of America there would be an immense drop in the farming
population.

Mr. Begg.] That would apply the other way round even more, would it not ? I you cut out
the agricultural population the manufacturing population would tend to fall very speedily %—VYes.
T know I cannot run my mill if I have not got raw material.

My. Shirtcliffe.] You will understand, of course, that America, as regards its manufacturing
industries. has its raw material, and it has the labour *—Yes ; but the point is this : jt manufactures.
You can hardly point to a single product that the people of America do not supply themselves with,
and yvet America can only employ about thirty millions of its people in agriculture. My point is that
agriculture alone will not employ a very large population. If this country is ever to carry a large
population a good portion of that population must be engaged in manufacturing.

Mr. Begg.] T notice you say that the Income-tax Department has collected about thirty-four
millions sterling in the last six years. We must presume that it needed that and had to collect it. And
you go on to say, “This money was taken from firms who could have used it to good advantage
towards improving the country.” We will assume that that had been collected from individuals instead
of from companies—that is, individuals would have had thirty-four millions taken from them and
the companies would have gone on without paying it directly. In what respect do vou think that
would have enabled manufacturers to establish themselves more firmly and to increase their businesses
more rapidly ?—Supposing you had a lighter load on—for instance, the woollen industry. As far as
I can see, a large part of the money that is made in a businees is reinvested to extend or improve the
business, and it would be quite casv to imagine the woollen industry employing a great many more
people than it employs to-day, and it could have taken risks that it could not take now.

Do you mean that there would be much less personal extravagance in the country and more money
put into development —No. When you take money away by income-tax and graduated Jand-tax
you are taking it away from the successful men—from the people that have got some organizing
ability and enterprise ; and it is a bad thing to take money awav from those people in excessive
quantities. To my mind, it is as bad to do that through the Tax Department as it would be for me
to go to mv cutters and take from them a larger amount of what they have earned than T should take.
You hit the successful man, because the Tax Department cannot collect money from unsuccessful
firms.

I do not think you quite grasped what I wanted to get at. We have to got assume that the
Government had to get thirty-four millions. TIf they had collected it from individuals instead of
from companies, I want to know how vou come to the conclusion that that would have been good for the
industries of this country ¥—I think it would have been good because the companies then would not
have had their funds depleted. They would have been able to build up funds to extend their
business.

You think the effect would have been that there would have heen a great deal less individual
extravagance and more building-up of the industries of the country ?—I think you are right, though
T never thought of it in that way before. But the point is that the high rate of graduated tax must
Pe taken from the successful firms. You are taking the very life-blood away from an industrial coneern
when you take awav its money. T cannot run my business to-day if I have not got capital. You
take that away and T am done.

It must be successful men that pay taxes, must it not, on any seale 21Tt is a mistake to graduate
the taxation up to a rate that cripnles them and breaks their hearts.

Mr. Weston.] You mean that the taxation has been excessive ?—VYes.

My, Shirtcliffe.] Have we had any suggestion from Mr. Seifert as to what alteration he thinks
should be made %— .

The Chairman.] T understand that what Mr. Seifert is here to support is the maintenance of the
present condition of affairs so far as the flax industry is concerned. He does not want that disturbed.
And do you not approve, Mr. Seifert, of the heavy taxation on companies *—No, I do not approve of
heavv taxation on companies.

You think the maximum should be somewhere about half a crown ?—VYes.

WELLINGTON ™~ TuEspAy,” 15THY APRIL, 1924.
D. G. Crarg, Commissioner of Inland Revenue, further examined.

The Chairman.] We shall be glad to hear"your statement, Mr., Clark 2—Tt was suggested that T
might have an ideal system of taxation"to submit. T must confess that I have not, nor do T think
that such a thing"can®be attained.™ Even if"there was universal agreement as to what™was an ideal
system, which is far from being the case, I believe that the amount of elaborate detail that would be
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required for its administration would be revolting to the average mind. C. F. Bastable, in his work
on public finance, states that the presentation of an objection to a particular tax is very impressive,
but you require to beware of the fallacy of objections. The same writer, after an exhaustive dis-
cussion of taxation, states his conclusion that the best system of taxation for modern socicties is a
mixture of direct and indircet taxes; so that in considering taxation you should consider the whole
system, and not any one part of it by itself. There is a school of thought that advoeates progressive
taxation for the purpose of correcting inequalitics in the distribution of wealth and removing social
injustices. There ig another school which admits that there are inequalities and injustices, but
contends that these should not be corrected by taxation, that taxation should be in accordance with
faculty and should be proportional to inconie as a measure of faculty. With that school I agree.
There is another system of taxation which is called by one writer on economics the cynical system.
Its views are that if in the State there is a body of wealthy taxpayers with a minority of votes and
you can tax them effectively---well, tax them ; 1f indircet taxes can be disguised so as not to be felt
by the body of the voters well, impose those taxes. To put it shortly, ©“ Pluck the goose so as to
have as little squealing as possible.” Now, I said I agree with the second school, which, while
admitting social injustice and inequalities in the distribution of wealth, objects to taxation being
used as a means of correcting these. The contention of that school is that taxation should be used
for revenue purposes only. Whl]o we have progressive taxation in our system I do not propose to
attempt to defend it on the scorc that it is for the purpose of correcting the inequalities in the
disttibution of wealth. My grounds of defence are these: that the action of indirect taxes is
regressive—that is, they fall more heavily on the smaller incomes; and to strike a balance you
require progressive taxes on income, so as to bring out a rcally proportional system of taxation, in
accordance with faculty. 1 except from that the land-tax. And, by the way, I want to say that
Bastable defines taxes as compulsory contributions from the wealth of a person or body of persons
for the service of the State powers. There is no striet quid pro quo in that. The old idea that
taxation is a return for services rendered is abandoned as impossible of application, and the measure
of taxation is practically according to ability to pay. T want you to remember that, because it will
have a bearing on something I shall say later in connection with the land-tax. I except the land-tax
from the progressive taxes. Our land-tax was introduced by the Land and Income Assessment Act
of 1891, which was based on the South Australian Tand and Income Tax Act of 1884. It was
intended that both the ordinary land-tax and the graduated land-tax should be imposed on all land
and improvements, with the exception of £3,000 of improvements. That was announced by Mr.
Ballance, who introduced it in his speech on the Financial Statement. But when the Bill was
actually produced the graduated land-tax was left on the unimproved value only, as the land-tax was
in South Australia. The idea of assessing graduated land-tax on the improvements over and above
£3,000 was abandoned. The reason for rotalmng what was really a part of the property-tax system
in the assessment of ordinary land-tax was the fear that sufficient revenue could not be obtained by
a simple land-and-income-tax system. Mr. Ballance, in the course of the debate on the Bill, excused
this compromise by saying that we were treating the mortgagee as part-owner of the land. That,
in my opinion, is a fallacy, and has led to unfortunate results. The mortgagee cannot be held to be
in any sense owner of the Jand. He merely holds the land as a pledge for his debt. It is true that
under the old English law that land was actually conveyed to the mortgagee, and he was the legal
owner ; but under our Land Transfer Act there is mercly a memorandum of mortgage on the
certificate of title, and the mortgagee is in no sense the owner. He does not participate in any
increase in the value of the land, and he does not suffer for any decrcase in the value of the land.
He merely gets his capital sum that he lent, and his interest, and should he take possession of the
land he has to account to the owner for anything that he may rcalize on the sale of it over and above
the amount of his debt. The first graduated land-tax that was imposed was on the unimproved
value of land in excess of £5,000, and ranged from }d. in the pound to 1¢d. in the pound on amounts
of £210,000 and over. That was introduced with tho express intention of bursting-up large estates.
Although I do not agrec with that principle—that is, using taxation for a social purpose—I think
that whatever justiﬁoa‘tion the persons who introduced that Act may have had it has now passed
away. As a matter of fact, the heavy graduations on the land-tax now tend to destroy the land-tax
as a revenuc-producer at all. For several years past the amount of extra tax that would be realized
by increased valuations has been just about counter-balanced by the subdivision of land and its
being split up and transferred to small holders, most of the holdings being mortgaged and therefore
exempt from land-tax. We have now made one tax of two taxes, and the one tax is progressive ;

and, with the exception of an exemption in respect of mortgaged lands, we have attained the object
at which the person who introduced the Act anm\d»——fndlnoly, to have a land-tax on the pure
unimproved value, as they did in South Australia. There the land-tax was lovied on the unimproved
value of the land, and any income from land in excess of 5§ per cent. was assessed for income-tax.
We have now arrived at that stage, with the cxception, as T say, of the exemption in respect of
mortgaged lands. These lands pay no land-tax, and there is a large amount of unimproved value
which cscapes taxation by that means. Mr. Ballance’s statement about treating the mortgagee as
part-owner and the carrying-over from the property-tax of part of the property-tax system have led
to the belief that the land-tax is a property-tax. That I disagree with. The land-tax is a tax on
the monopoly value. It does not answer to the definition of a true tax in so far as it is a payment
in a sense for value received. A man holding land is at an advantage as compared with a man who
has no land. He can hold that land idle, and it may increase in value from the efforts of the com-
munity and from no effort of his. Adam Smith says that nothing can be more reasonable than that
a fund which owes its existence to the good government of the State should be taxed peculiarly. T
see no reason for the imposition of a graduated land-tax, The element of faculty or ability to pay
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does not come into that question at all. The payment of the tax is the payment of a ground-rent
charge--payment for a peculiar privilege held by the landholder. T see no reason why, so long as a
man is putting his land to proper use, he should not be allowed to extend his operations as far as he
can, provided he is paying to the State some return for the value he receives in that charge on the
unimproved value. He should be allowed the same right to extend his business as is allowed to any
man in an ordinary business. I do not see why any distinetion should be made between the two.
We have now provision for penalizing by a 50-per-cent. addition to the tax any person who holds land
without preperly improving it. With that provision, which can be made more severe if necessary,
we do not requirc a graduated land-tax or any limitation of area. I think that should only be fixed
by a man’s ability to use the land properly. You cannot definitely Limit the area. Take millions
of acres in the South Island that were eut up into grazing-runs, some of the land running a sheep to
10 acres. And, in addition to that land, a man must have land on the low country to take his sheep
to during the winter. You eannot limit that area. And there are thousands of aeres in the North
Island that are not fit for anything but sheep-farming, which is most efliciently carried on on a
comparatively large scale. 1 do not think there is the same ground to fear undue development in
that direction as there is in business, because I think the personal element enters more into farming
than it does into ordinary business. You do not find companies as a rule developing large farms as
they do large businesses. Then, there are thousands of acres of country that are only fit for sheep-
farming, but are being used for dairy-farming. This land is running cattle, and the country is really
going back. It is not fit for cattle. Then, grain-growing is more efficiently carried on in large areas.
There is not the waste of land in subdivision, nor the number of teams required by separate owners ;
and there are many other points., Provided a man is paying a fair charge on the unimproved value,
I do not see why his industry should be limited in any way. He should be allowed to extend his
operations to their legitimate capacity. I may say that the subdivision of these large estates, which
without special charge on them, such as a land-tax, might develop into an evil, has brought about
what I believe to be a greater evil in this country, and that is speculation. That speculation has
been encouraged to a great cxtent, first by the allowance of a deduetion for a mortgage, and latterly
by the mortgage exemption. That mortgage exemption covers holdings up to £8,000 of unimproved
value, and 1t is in holdings of that size or a little larger that there is an enormous amount of
trafficking. In my opinion, that has been a far greater curse to the country than aggregation has
ever been. That is all I have to say about the land-tax. The income-tax part of my statement is
being typed at this moment and will be in my hands shortly.

The Chairman.] The better course, then, will be for us to have a discussion with you as to your
views in connection with the land-tax in the meantime. .

Mr. Hunt.] You believe in a flat rate all round by way of land-tax 2—VYes.

With an additional tax if the land is not being worked properly #—Yes. . The tax is really not
a tax at all. It is a rent charge.

Myr. Shirtcliffe.] But that is for use %—Yes.

Myr. Hunt] In addition to the land-tax, would you charge an income-tax 2—A universal
income-tax, yes.

That is, there would be a flat rate of land-tax and a universal income-tax to everybody ?—Yes.
I will deal with that later on.

Would you make any exemption from the income-tax for the land-tax that has been paid ?—
Yes. Five per cent. on the unimproved value is better than the land-tax paid.

That unimproved value : do you not think that is a problem again ?—Yes.

It is a most difficult thing, in my cxperience, to arrive at It is; but there are a great many
difficultics in connection with taxation. You just have to take a rough-and-ready approximation.

The capital value is fairly easily arrived at—much more easily than the unimproved value,
hecause you cannot see the improvements #—In many cases you eannot.

Very few farmers, T think, could make the improvements on their land for the amount that is
allowed by the Departiment —the improvements necessary to bring it from its unimproved state to its
improved state. If some means could be got of doing away with that unimproved value it would
simplify the thing very much ?---It would be a very bad thing to tax the improvements,

They really are taxed now, you know ——Yes, slightly.

To a very large extent, because the amount that is allowed for improvements is so small that not
one farmer in a hundred, in my experience, could bring his land from the unimproved condition to
its improved condition for anything like the amount that is allowed for improvements %—Is not that
a matter of adjustment ? Tt is a matter of adjustment. If farmers can produce evidence of that,
that evidence must prevail in an Assessment Court. I think a good deal of that is owing to neglect
on the part of the occupicers of land.

It is very difficult for any man inspecting land to get a picture of what it was in its unimproved
state, unless there is some unimproved land in the district, and often there is not that 2—Well, there
should be some record of the improvements and the cost of the improvements.

But those records do not exist ¢—They do in some cases.

Very, very rarely. Take underground draining, for instance; that is never seen ¢—No. Of
course, that difficulty crops up in connection with the valuation of land in England. Owners of land
in Lincolnshire wanted to claim as improvements improvements that were made by the Romans, nearly
two thousand years before. ‘

Myr. Weston.] With regard to the exemption of 5 per cent., would it not be fair to do this: to
have your flat rate of land-tax. To get over Mr. Hunt’s objection to some extent, in any case where
a farmer paid income-tax, simply to deduct the land-tax from the amount. Take a case like this:
unimproved value, £10,000. You have a flat rate of tax. Then you allow 5 per cent. of that

5—B. 5.
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£10,000 off the income. I am rather inclined to think that with a progressive income-tax it would
be a very big gain to the man who is paying income-tax ?-—~Not an undue gain.

I mean that a flat rate of land-tax on £10,000 would be considerably less than what the taxpayer
would save on the £500 that you would allow hin off his income #—-Yes, it would be less.  If we had
a flat rate of land-tax, that would get some contribution from all the farmers who did not pay
income-tax 2—Yes.

Then, the men who paid the progressive income-tax, let them simply deduet their land-tax, and
depend entirely on the progressive income-tax #—I did want to allow a little margin between the two,
because there is no guarantee that the rate of land-tax would not be increased. 1t might be put up
to 3d. or 4d. '

A flat rate might be more than 1d. in the pound ?—It might be, yes.

I do not think you ought to hit the small farmer too hard ?-- You would not hit him very hard ;
and, besides the farmer, t/hore are thousands of men living in suburban arcas—-men in employment—
who have fairly valunblu sections and ought to pay land-tax and could well afford to pay land-tax.
It would only be a matter of a pound or two, but in the aggregate it would amount to a considerable
sum.

Take suburban areas; take a man holding a suburban area of land, not making any use of it,
simply letting it stand waiting its turn for development : would you put the 50 per cent. on that ?
Yes. We would require an amendment of the Act to do that. That would be more general,
because there is more of that sort of thing going on in suburban areas really than there is in country
lands, that is where the profits of speculation are largely made, hut at present that is cut out.

Your schemv would get over this di%advantagc that big concerns that must have valuablu

Yes.

At present I suppose the tendency is for the proportion of land-tax paid by farm lands steadily
to decrease, as compared with city lands ?---1 could not say for certain. We have never taken out
the information regularly. It is always a difficult return to compile. It takes a lot of time. We
have not had the time to do it every year. Once or twice we have done it.

At present what proportion of the land-tax is paid by country lands as compared with urban
and suburban lands ?—I think, about four-sevenths,

My. Shirtcliffe.] If I follow Mr. Clark correctly, he favours a flat tax on land %—Yes.

Without any graduation ?-—Yes.

The Chagrman, ] Without any deduction for mortgages ?—Yes.

You would abolish the mortgage exemption altogether ?—-Yes.

Myr. Shirtcliffe.] And you would have no exemption ¢—You could make it £500, or, if you

wanted, £1,000. Really I think the .only exemption should be of an amount that is not worth
(*olloctmg

The Chairman.] What would that be *—£50 or £100 of value.

You would tax anything over £100, say ?—VYes.

Myr. Shirtcliffe.] Have you any idea as to what that flat rate should be under present conditions ?
—A flat rate of 3d. in the pound would bring in about £2,500,000.

You do not get anything like that at present, do you ?—No.

What do you get at present ?—-About £1,750,000 approximately. It was less last year.

Mr. Weston.] You are getting about £1,300,000, are you not —Yes, this last year.

My. Shirtcliffe.] And you say that a 3d. rate would bring in £2,500,000 ?—Yes.

Is there any nceessity to tax the land so heavily as that -—You could make your rate less.

You are suggesting a universal income-tax, are you not --Of course, at present in the higher
gradations, when you take into account also the local rates which are levied on the same valuations,
you are appropriating more than the total ground-rent. You are appropriating at the higher rates
in some districts more than the total ground-rent --that is, when the tax is combined with the local
rates, which are levied o the same basis.

I am trying to get down to the economic aspect of it—as to what rate would be necessary in
order to maintain the present return —I can give you later the approximate figures. I should say
that between 1d. and 1}d. in the pound would bring in our present land-tax revenue.

You would still rigidly enforce the 50-per-cent. penalty for land held for speculative purposes ?
—Yes.

Is that done now ?—Yes.

If a man buys a suburban property ?—Not suburban. Lands in a borough are exempted from
that provision.

But is not that where a very large amount of speculation goes on *—That, is so.

You think that suburban lands held speculatively should pay the 50-per-cent. penalty 7-—Yes.

You will give us a memorandum of what suggested rates will yvield 2 Yes,

My. Begg.] About the taxation of unimproved value, there scem to be so many difficulties about
assessing improvements. Do you think it would be unjust to put a tax on the capital value 2—Yes.

If you were not gomg to assess a graduated income-tax in addition ?-—Yes, I think in any case
it would be.

You realize that there are immense difficulties in arriving at a reasonable unimproved value —
They are not insurmountable.

One great difficulty, to my mind, is that they may alter continually : what is an improvement
to-day is not an improvement to-morrow *—That is so.

What was considered an improvement twenty years ago would to-day be considered as yuining
a property +—That can always be adjusted.
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Take an instance—land that was in good forest twenty-five years ago. An industrious man
cleared the land of it as worthless, and he was assessed, as having improved the land, we will say, to
the extent of £5 an acre by doing so —Yes.

But to-day the exact contrary would be the case: the land would bé worth £50 an acre more
with the forest on it. Do not anomalies like that vitiate the thing *—1 do not think so. You cannot
get any exactitude in a system of taxation.

This might be so inexact as to be opprossive ¢—There is no evidence of that so far.

A tax on the unimproved value: trying to arrive at what is the unimproved value ¢—1 think
we manage to get to it approximately.

The Chatrman.] Taxing on the capital value would be much simpler, would it not ?—-1t would
be simpler, but a return to the old property-tax would cause a great deal of complaint. The property-
tax tends to fall on real property eventually and the man who improves his land suffers as compared
with the man who does not.

My. Hunt.] That might have been the case with the property-tax, but now with the land and
income tax he would be exempted 5 per cent. of capital valuc, instead of b per cent. on the improve-
ments ¢ That would not compensate him for the additional tax. He would have to pay a heavier
income-tax by reason of his greater industry, and a heavier land-tax by reason of his improvements.

The Chawrman.] Is that how it would work out ¢-~The man holding the land nnimproved would
derive no income at all from it.

My. Shiricliffe.] Would not there be a little inconsistency there if you taxed a man’s improve-
ments ¢ He puts those improvements on the land in order to obtain a greater income ?—Yes.

You tax him on his income on a graduated scale *—Yes.

Would you not therefore be taxing him twice on the same investment %---Yes

There would be a system of double taxation 2—Yes.

Myr. Begg.] That is to say, taxing improvements is taxing thrift and enterprise, of course ; but in
its essence there is nothing else to tax: is not that the case 2—Obh, no. 1 do not think that. There
is a value in land that cannot be held to be created by any individual:

There is as things arc—that is, collectively created, not individually #—-Yes.

But where it is held that way you have the other penalty to hold over the man. For instance,
where he gets no income at all you propose to—we do, in fact—charge him an extra tax. 1f a man
holds land for speculation and there is no income at all from it, we tax him 50 per cent. heavier ¢—
50 per cent. would not be sufficient if you were dealing with capital values.

No; but in my experience of the unimproved value the capital value and the unimproved value
are so many pounds apart in a distriet, and it varies very little on the highly improved farm and the
moderately improved onc. That is how it works out in practice -—That is a fault in the practice
that lcqmms retedying.

It is a practice that is almost ineradicable, apparently ¢—I do not think it is.

You yourself referred to claims for exemption for what the Romans had done. That seems
pretty remote, but in practice in assessing the unimproved value in New Zealand a very much shorter
term than that is fixed for improvements -——Speaking from memory, the term fixed under the English
Valuation of Land Act for the exhaustion of improvements was thirty years.

My recollection is that some forms of improvement, such as draining, were assumed to have
cxhausted themselves in nineteen years, whereas every practical man knows that they are permanent
—they are there for ever, if properly done ?—Yes; but on the theory that the whole of the capital
is returned over a certain period, that limitation of term is best.

But is not that a rather vicious principle ¢ A man makes an improvement owing to his skill or
his expenditure of capital. The mere fact that he gets back a return does not make that not an
improvement for the future. It does not vitiate the fact that he has an improvement there which
should come off the capital value, does it 2—No, possibly not; but it is not so vicious as taxing on
the whole of your improvements as a regular thing.

Would you not have this advantage: you would know what you were doing in the one case,
and you do not know in the other 2—You know approximately. The taxation of the whole of the
improvements as a regular thing would be far more vicious than the occasional taxation of a certain
amount of improvement with the unimproved value; because your case is an exceptional case; it
is not a gencral casc.

My experience is that the case is fairly general and is becoming more general cvery year, because
the possibility of imagining what the land was like originally becomes less every year that passes.
[t is a young country, and we can to some extent get information as to what the improvements
amount to. But that is becoming more difficult every year !—It is a difficulty that was overcome
in England by a scientific system of valuation.

My. Weston.] Your principle is, How long will it take for the improvements to return you the
money you have expended in making them ? And when that money is returned, then those i improve-
ments, as it were, merge in the prairie value of the land.

Myr. Begg.] They should not merge. That is my point. The mere fact that a man has got a
roturn from his improvements does not make them any the less belong to him. Oune man will get
back a big return for improvements that cost him next to nothing. Anothu man will spend a great
deal of capital and will not get any return at all from it. That it has been done successfully in
England 1 am glad to hear. 1 did not know it had been done successfully. 1 knew it had been
done 2.-Of course, there was a great deal of prejudice in England” against it, and the method of
levying the tax was so ineflective that it did not produce sufficient to justify the (xpondwur(- That
is the reason why it was abolished.

Has it been found in practice that the penalty tax of 50 per cent. checks speculation ?—It has
not been sufficiently long in operation. It has only been started this year, and anything like that
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is started very gently. The information as to improvements is defective on the valuation rolls.
People have effected improvements and have not bothered to have them put on the rolls-—in many
cases because if they did so they would be subject to heavier local rates. If we had applied the
section rigidly this year we would have caught a lot of people, as it were, on the hop.

How does that clause work ? What is improved land ¢ What degree of improvement will
koep a man’s land exempt ?-—£1 per acre, or one-third of the unimprovod value.

You do not admit that there is any particular difficulty in arriving at unimproved value %-No,
no difficulty that is insurmountable.

In the cities, I thoroughly agree with you; but you do not think there is any special difficulty
in arriving at it even in the case of rural lands —No,

I suppose you know, from correspondence that you must have had, that there is a considerable
sense of injustice among farmers over the taxation of unimproved value ¢—There is a certain amount.

A very great deal 1 do you not find that ¢—No.

They do not want improvements taxed, but what they say is that the Department has not been
able to arrive at anything like equity in assessing the unimproved values.  And they claim that that
is true, that the weight of cvidence is invariably against them. 1t is hard to get them together, and
one man brings his evidence before the Assessment Court, and the weight that is against him is this:
It is said to him, “ Have you not fiftcen neighbours farming similar land cxtending on cither side of
your farm ¢ They have not appealed, and therefore they must be satistied.” That is what the
farmer says is the usual procedure in an Assessment Court, and he cannot get redress 2--That is
their own fault. As to the feeling of injusiice, I do not think there is any-greater {eeling amongst
farmers against taxing on the unimproved value than there is against any other tax. 1 do not
think there is any more.

You think it is just the ordinary resentnment against taxation - That is all.

My. Shirtcliffe.] To carry a little further what we have heard from Me. Begg, it seems to me there
is a great principle involved in this suggested tax on improvements. Take the case of a sheep-
farmer or a dairy-farmer: He wants his land to carry the maximum number of stock, and in order
thut it shall do that he has got to impreve his property very considerably 4-—Yes.

Take the case of a merchant in the city : He requires, in order to get his inconwe, to carry more
or less heavy stocks of merchandise. In order to carry those stocks he must have the property improved
by way of buildings and warehouses and so forth. If you tax improvements, might you not extend
the principle further and tax the stock or the merchandise out of which the income is carned ?—It
would be just as reagonable.

1t would be as logical #--Yes.

It practically means the property-tax, does it not --Yes.

A tax on improvements 2—Yes, 1 think so.

Mr. Hunt.] 1 bave just run out a supposititous case to see how it would work. 1 have set down
the land, unimproved value, at £12,000, and the improvemnents at £4,000, making a total land-value
of £16,000. Stock and plant I have set down at £4,000, making a total capital V&luc of £20,000.
A%sumlng, that the property earned 10 per cent. before tax is paid, including the owner’s labour, that
would make £2,000 total earnings. If you take the land-tax on the unimproved value at £12,000—
we will assume a flat rate of 1id.-—that would be £75. Income-tax would be payable on £2,000, less
b per cent. on £12,000-—namely, £600. That would leave a total taxable income of £1,400, omitting
exemptions for life insurance and family, and so on. The tax on that £1,400 would be at the rate of
1s. 5-6d., which comes to £102 14s., making his total £177 14s. If you suppose that instead of taxing
that man on the unimproved value you tax him on the improved value, you would levy land-tax on
£16,000 instead of £12,000. At 1id. in the pound that would be £100. The income-tax would be
levied on £2,000, less 5 per cent. on £16,000, or £800 ; so his taxable income would be £1,200. At
1s. 4d. in the pound on thdfu £1,200 he would pay £80, making his total payment in taxation £180.
So it is almost identical, is it not #—Yes, in that case; but it would vary. I do not think you can
take a stock case like that. When we take out actual cases of people with the same capital in
different occupations we find that the variations are very great.

Mr. Weston.] There are two classes we want to exempt. There is the man who has a property
of his own in the city, up to, say, £1,000—that is, including improvements. £1,000 would mean that
the working-man would be able to make .his house his own ¢—He would not nowadays.

I think he will shortly. I quite agree with you that it does run over that sum now, but we
must draw a limit, and so I set down £1,000. We must give that exemption of £1,000 to the city
man, and an exemption of £1,000 also for the small farmer. Then, if you were to have a flat rate,
you would have to provide for farmers who canie in under the progressive income-tax. It would not
be fair for them to pay double taxation, would it *—No.

I would suggest that, as it were, you take your choice. Supposing a man is making a mess of his
affairs, probably his income from the property will not be such as to make his income-tax equal the
land-tax ; but supposing the income-tax exceeds the land-tax, then tax him on his income —Why
not give the 5-per-cent. exemption, to which people have been acoustomed and which in theory
exempts the income from the unimproved value of the land.

The only thing that struck me there was that that would give too great an advantage to the man
with a big income. Supposing he has a £20,000 property and the land is worth £16,000, you would
give him an exemption of £800 ?--A man’s income has no relation to the value of the land e occupies.

I am thinking of the big farmer, the man who has probably got £8,000 *—You have got to think
at the same time of the big business man. There should be no dlﬁeren(,o in the treatment of the big
farmer and the big business man.
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My. Shirtcliffe.] 1 take it, Mr. Clark, that you are suggesting an arbitrary exemption and not «
percentage exempbion 1 you suggest an arbitrary exemption of £500 or £1,000 for land-tax ¢—-That
15 s0. The 5 per cent. exemption would be for income-tax— 5 per vent. on the unimproved value of
the land.

The Chairmen.} 1 understand, Mr. Clark, that you have also & memorandun covering your views
on income-tax : perhaps you will read that to us now —Yes ; it is as follows :—-

Income-tax.

Turning now to income-tax, that was introduced at the same time as the land-tax by the Lund
and Income Tax Assessment Act of 1891 : at first income from land was excluded from income-tax.  But
from 1916 until this year tax was assessed on income from all sources. During that period land-tax
wus assessed in accordance with the land held by any man, whether in town or country ; and income-
tax was assessed on all income, whether derived from land or from any other source, and it is o purely
personal tax—in fact, with the exception of South Australia and one or two other Australian States,
it is the only purely personal income-tax in the British dominions. | am using the word *“ personal ™
in its strict legal meaning. There are certain anomalies—I always think a taxpayer would have a
grievance if he had a perfect tax, because we would lose the use of the word “ anomaly ”—but they
are not nearly so scerious as they are alleged to be. I think most people consider it is an anomaly if
they have to pay tax and cannot shift it over to somebody else. There is one that has been brought
up and has been a good deal in (AVldencc lately—that is, the disallowance of the loss derived from onc
operation, or one set of opcra,tlons being set against the income derived from another source; and
I think the objection to that is sound, and it has been met by a recent amendment. It is a relic of the
English Act under which incomes from different sources were assessed in somewhat different ways, and
it was enacted partly with the idea of preventing a man from dissipating his income in hobbies or some-
thing of that sort.  Then there was discussion of the assessment of the tax on the single year ag
against an average year. That point has been met by the amendment allowing losses to be carried
forward, which comes into operation this year. Another point that has been raised is the differentia-
tion between carned and unearned income. My opinion of that differentiation is that it is to a great
extent sentimental.  You cannot accurately define what is carned and what is unearned. I suppose
there 18 a certain amount c¢f uncarned income in ¢very income, in a sense.  1f you take earned income
to mean income that a man can derive from his own efforts, see how it works out in the case of
professional man such as an eminent barrister or an eminent surgeon. A barrister cannot take up the
cases and earn the fees he does if he has to do the whole of the work himself. He must depend on
assistants or juniors to help him. It is the same with a surgeon. He could not perform the difficult
operations or the number that he does perform during the day without the help of assistant surgeons
and dressers, and so on. In fact, all our incomes and all our efforts are to a certain extent inter-
dependent,.and if you look at the thing logically 1 do not think you can differentiate between unearned
and earned income. The question has cropped up in connection with pensions. There is a lot of
soreness owing to the fact that pensions are treated as unearned income. In a sense they may be said .
to be carned incomes. A man has been working all his life to derive that income from pension. But
if you define pensions as earned income, what are you going to do with the man who, instead of being
able to contribute to a superannuation fund, has set aside a part of his income--invested it in
company shares or in debentures or lodged it on deposit—+to provide an income for his old age ? Or a
farmer who has been working all his lide improving his farm, who has put perhaps twenty or thirty
years into making improvements on his farm, and who sells it and invests the proceeds to keep him in
his old age 2 Each of those incomes is just as much earned income as a pension, because, after all, a
pension is strictly an income derived from an investment. The same reason applies to the assessment
of life-insurance companics. If you are assessing the man whe sets aside part of his income and invests
it on his own account, why should you not assess a combination of individuals who are merely doing
the same thing ¢ The question of the assessment of interest on mortgages has been raised too, and that
assessment has been compared with the assessment of income derived from debentures. On that point
1 think the income from debentures should be brought into line with all other income. There is always
a danger, 1 think, in making exceptions in the assessment of income-tax. 1 think you have a clear
demonstration of that in the exception from income-tax of the interest from war-loan debentures. It
has had an effect on the financial position of this country which, 1 think, was never anticipated. I do
not think it is advisable to increase the exemptions and to create further disturbance by excepting
other income from the operation of the Income-tax Act. That is a matter that is temporary. It will
adjust itself in time as these debentures are redeemed, and as the total amount of capital invested in
other directions increases in- proportion the effect will diminish and finally disappear. Then, the
deduction of the land-tax paid has been elaimed. It is considered a grievance that the deduction of the
land-tax pmd should not be allowed from the income-tax. My reply to that is that the land-tax is a

" charge against the revenue derived from the unimproved value of the land, which is supposed to be
exempted by the 5-per-cent. exemptwn and that, as a matter of fact, the holders of land in New
Zealand who are assessed for income-tax arc in a better position than they would be in Australin—
that is, under the Federal law, where the 5-per-cent. exemption is not allowed, but where the land-tax
is allowed as a deduction. Another point is that the general exemption should be decreased in the
case of unmarried taxpayers. This would in New Zealand be practically ineffective. It means
increased taxation of those who are already paying, to a greater extent than it does on those who are
not paying, and who would be brought in, and it has been the experience of all tax-gatherers that there
is such a thing as making the exemption too low. You want to look upon it not only from the point
of view of the taxing authorities, but from the point of view of the other taxpayer. There is always
a large number of those people with small incomes who can escape taxation. It is almost inpossible
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to follow them up. There are many men who come over from Australia in summer. They work icr a
certain time every year. They make at the rate of, possibly, £500 or £600 a year--or have done during
the last few years. They pay no tax directly. They can only be assessed efficiently through an
indirect tax on some article of general consumption, and on the whole we have a pretty good selection
of indirect taxes on articles of general consumption in our beer, wine, spirits, and tobacco taxes. I do
not think there is anybody in New Zealand missed when you remember the effect of those taxes.
Everybody pays something. We had an illustration of the dissatisfaction that is caused by the escape
of one taxpayer as compared with another when we first started assessing farmers. There are
thousands of them who are not liable to tax, by reason of the 5-per-cent. exemption. They did not
understand why they were not taxable. I dare say some of you know farmers congregate round sale-
yards and talk about this and that. A lot of these people boasted about not paying taxes, and this
made those who did pay feel very sore. There was a very strong feeling about it. That would be
intensified if we went down to the small incomes. Another point that has been mentioned is deprecia-
tion. Depreciation is left under our Act, as it is under all the other Income-tax Aets, to the discretion
of the Commissioner, and I think that it may just as well be left there. Complaints have been made
that the Department does not allow sufficient depreciation. The rates of depreciation were first fixed
by one of the early Commissioners in consultation with an engineer. They went round, looked at a
number of plants, and consulted taxpayers, and arrived at the old rate. That has been amended
sinco, as evidence has been adduced that the previous rates were not sufficient. The rates as at
present allowed are higher than the gencral body of taxpayers write off. Another point is that it is
contended that depreciation should be allowed whether it is writttn off or not. 1 do not think that
would be right, and 1 see there is a recommendation to that cffect in the report of the British Com-
mission. But my reason for saying that it should not be allowed unless written oft is that, on the one
hand, there are many taxpayers who do not keep proper accounts, and we have found on investigation
in many instances that depreciation has been claimed where the total cost of the plant and machinery
and buildings in some cases had alrcady appeared in the working-expenses in the return. The
taxpayer not having complete accounts we were not able to trace that until the books were actually
investigated. Then, in the case of companies, some carry the amount to a reserve fund, and leave the
assets standing in the balance-sheet at the original value. - In those cases, or a great many of them,
that is done for the purpose of obtaining the full price of the asset in the event of the undertaking being
sold. I think it is only fair th4t if a taxpayer wants depreciation allowed he should show the
genuineness of his claim by writing down his asset to what he considers the depreciated value. 1 look
upon that as a necessary proof of the genuineness of his claim. Another matter that has raised
congiderable discussion is the assessment of companies. 1 said before that our income-tax is a
personal income-tax, and we are consistent in treating the companies as we do-—namely, as persons.
It may be asked, Why do we not follow the English system ? My explanation of that is that when
the income-tax was introduced into England the position of companies was not clearly understood.
In the latter part of the cighteenth century partnerships began to develop into the form of companies,
but there was a distinet antagonism to them. There was a disinclination to admit that they were
separate entities. They were looked upon as inimical to the public interest. The practice in
Scotland was different from that in England. In Scotland a partnership was looked upon as a quasi-
personality and treated as a separate entity. It was held by the common law of Scotland that if
people advanced to such a partnership the obligation passed to the partnership itself and not to the
individual partners, and that they could ouly recover from the partnership assets. 'The position was
quite different in England. There was a strong disinclination to recognize companies as separate
entitios. They were treated as qualified partnerships, exeept, of course, in the case of chartered
companies. In Scotland for a long time it was not considercd necessary to obtain a Royal charter for
a company ; but the practice in Scotland was modified to a certain extent later, in accordance with
English practice. There was a lot of vaccilation in the treatment of companies, and it was not until
1862 that companies in England and Scotland were formally recognized as separate entities, and that
was twenty years after the income-tax came into operation, because it must be remembered that the
English Income-tax Act—the consolidation of 1918—was a consolidation of the Income-tax Act of
1842 and its amendments. When we introduced our income-tax here the position of companies was
clearly defined. We followed the South Australian Act, and we treated our companies in the same
way as they did there—assessed them as separate entities, treated them as persons. And we were
following a property-tax assessment which had been copied from America. America is the home of
the property-tax, and there, although there was a great divemity of practice, companies were
generally treated—I may say, altogether treated—as separate entities. In some cases the company
was assessed and the shareholder exempted. In other cases both the company and the shareholder
were assessed. In some cases where the company and the shareholders were in the same State the
company was assessed and the shareholders were exempted. Altogether, there was a varia’oion of
practice, but on the whole companies were treated as separate entities, as persons, and we have
followed that practice. While there is no doubt that companies have played a great part in the com-
mereial development of this last forty or fifty years, or more perhaps, and are desirable, they have
their disadvantages. The shareholders take no personal risk. They merely advance a certain sum,
or agrec to advance a certain sum, to a company. They have nothing to do with the management.
They have a general control by way of vote at the annual meeting, but the management is entirely
in other hands, and there is a risk of reckless trading. You have only to look back over the history of
company-formation and company-flotation to realize that. An outstanding instance of that in New
Zeoaland is in the Bank of New Zealand. Most of you will be quite familiar with it. A company can
afford to take a risk that a private person cannot take. An additional evil is the Stock Exchange
gambling in shares. The objections raised to the assessment of companies as separate entities are

N
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various and contradictory. On the one hand it is alleged that owing to the fact that the companies
cannot pass on the taxes they will be driven out of the business; on the other hand it is alleged that
they pass on the tax, and this is a factor in the high cost of living. In reply to the first objection, 1
would say that I know of no instances in New Zealand in which a company has been driven out of the
country by taxation. In reply to the second, I would state that normally direct taxes, such as land-
tax on the unimproved value of land or economic rent, income -tax, death duties, are not passed
on, while indirect taxes normally are passed on. Seligman, Professor of Economics at Columbia
University, states that a general income-tax on net income is not passed on, and with this 1 am
inclined to agrece. Income-tax is not a part of the cost of production, but a portion of the difference
between prices and cost of production. I think it is likely that there is a certain amount of shifting
caused by the cxistence of taxes from investments such as war-loan stock. I do not think that
shifting of the income-tax in New Zealand obtains to any great extent, if it were true that industrial
companies in New Zealand passed on the income-tax. - If they paid, one would expéot to find a material
increase in the rate of dividends paid since 1914 to compensate for the reduced value of £1. A company
paying a 10-per-cent. dividend in 1914 in order to pay an equivalent dividend during the latter years
would require to increase its dividends to about 15 per cent. I do not think that thero is any “such
increases of dividends to be found in New Zealand—in fact, an examination of the Stock Exchange
lists from 1914 to 1923 will show that the return on investments in companies’ dividends have shown
a decrease. An cxamination of the cost-of-living increase will show, I think, that they do not follow
the variation in their rate of income-tax. I am informed by the Government Statistician that the
cost of living is now at the same point as it was in 1920, although the rate of income-tax is lower than
it was then. Gas companies are quoted as cases of those who pass on the tax. The examination of
the returns of Auckland, Wellington, and Christchurch gas companies will show that this is not shown
in the dividends. I have obtained through the New Zealand Government officers in Melbourne and
Sydney some information as to the price of gas in Melbournc and Sydney, which will show that the
price has increased in both States, although the tax has not varied during the period between 1914
and 1923. A comparison of the prices of gas in Mclbourne and New Zealand will show that the price
in Melbourne reached as high a figure as in New Zealand. The rate of interest in New Zealand has
tended to be slightly lower than in Australia, so far as I can ascertain. The rate is now tending to
increase in both countries, while the rate of income-tax 1s decred%ing There 1s one point that has
been raised in connection WJth our present method of assessing companies that I must admit creates
a difficulty—that is, the fact that a wealthy man may, by subdwldmg his investments, escape a certain
amount of taxation ; and to meet that diffic ulty 1 would suggest that a similar provision be enacted
to that which ig¢ at present applied to joint owners of land, and that the income of such a person from
-all sources be aggregated so as to sccure the highest rate to which such a person would be liable to be
charged. There would be considerable administrative difficulties if the change advocated were
adopted. The rate of tax charged on individual taxpayers would require to be considerably increased.
It would require to be at least as high if not higher than the older and more highly developed countries
in which the system advocated pertains. There would be considerable loss of revenue by reason of the
fact that a considerable number of the largest companies operating in New Zealand have large numbers
of non-resident sharcholders. There would also be considerable evasions by the subdivisions of share-
holding amongst members of families, and by the incorporation of private businesses. In conclusion,
I would advocate a land-tax levied on a flat rate on the unimproved value of all land in excess of
£500, or, if thought advisable, in excess of £1,000, on the same basis as the levy of local rates, and
without reference to mortgage indebtedness, allowance for which can be made by deduction of interest
in the assessment of income. I adveoeate a general income-tax on income from all sources, including
income from land and debentures at the same progressive rates as, or similar progressive rates to,
those in use at present. 1 think that the exemption of the income from land is a retrograde step, as 1
think that it is advisable to make no exceptions whatever in the assessment of income-tax. The more
general the tax can be made the less probability, I think, there is of there being any shifting of the tax.
The tax on debentures should, I think— from the same reason—be uniform with the tax on income
from other sources. If such a system were adopted it would enable a considerable deduction to be
made in the present general rate. There is, of course, a difficulty in connection with the exemption
of the income from war-loan stock. It has been suggested that this should be aggregated with a tax-
payer’s other income in order to fix the rate, but this suggestion has been rejected by Parliament. In
the United States, where the difficulty in this connection is much greater than it is here, attempts have
been made to abolish the exemption of tax-free sccuritics, but have been rejected by Congress. Tn
any case it would take about fifteen years to bring about the necessary alterations in the law there.
It might be worth while to consider the redemption of these securities in New Zealand by the issue of
exempted securities at a slightly higher rate of interest. I belicve that the Government has power to
redeem before maturity.

Mr. Weston.] Your idea is this: that although income derived from companies should not be
assessed in the hands of the individual, yet for the purpose of fixing the rate of tax payable upon his
income, including dividends from companies, you would take his total income ?-—Yes, and give him
credit for the tax paid by the company-that is, where it would have the effect of increasing the
amount of tax to be colleeted. It would be a prevention of evasion by a person cutting himself into
several persons, as it were.

My. Hunt.] On page 32 you say: “ Taxation should be in accordance with faculty, and
should be proportional to income as a measure of faculty.” With that I agree; you mean in
proportion to the man’s total income #—Yes. .

Then, on the same page you say: “ My grounds of defence are these: that the action of
indirect taxes is rogressive--that is, they fall more heavily on the smaller incomes-—and to strike a
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halance you require progressive taxes on income so as to bring out a really proportional system of
taxation in accordance with faculty.” It looks to me as if you want, on one page, a proportional tax,
and on the next page you want a progressive tax #—-No; the proportion is in the income-tax.
Although there is a progressive income-tax, taking the system as o whole it is really proportional.

You believe in a preportional income-tax ?--Yes, provided it is not carried too far. It can be
carried too far.

Before the war we did not have a progressive tax #-We did, but it was not so accentuated.

[t was more of a flat rate, with lower rates on the smaller incomes —Not exactly.  About 1910,
as far as I remember, we had the graduated tax introduced here, and at the same time in England.

But it was ounly graduated up to a small amount; it was really a flat rate that affected the
fair-sized income ?--Well, it is a flat rate now for a man with a fair-sized income.

It was a very much lower figure ?—Yes ; about £1,600.

When this steeply graduated tax came in, what was the idea behind it 2 - To get more revenue,

Was the idea behind it that the man with the large income should pay more for each pound than
the man with the small income ?—Yes,

Now, in company taxation, with sharcholders in the company and the customers of the company,
can you see any difference in the rate paid by the small sharcholder and the rate paid by the big
sharcholder *—No.

They all pay the same - disregard the shareholders altogether.

You will admit that all the shareholders pay the same rate #—Yes. ‘

Would you admit that a large sharcholder pays less than a small one--as far as the rate is
concerned ?—No. '

Let me put it this way: you will admit that the tax paid by the company is that paid by the
sharcholder or by the customer of the company ?-—Yes.

If it is paid by the shareholders, all the shareholders are paying alike —Yes.

Now, assuming that I am a man in business making £10,000 a year out of my business, and that
I decide that 5s. 10d. in the pound is too much to pay. So I cut my business in half and put £5,000
into, say, the Bank of New Zealand. Now, the effect of that is that on my investment in the Bank
of New Zealand I am paying only the same rate of tax as the smallest shareholder ¥—Yes; but I
propose to meet that by correcting the income-tax.

But in addition to that I have reduced the tax from 5s. 10d. to 3s. 10d., so that by investing
half my capital in the Bank of New Zealand I have saved 2s. in the pound, or £500 a year *—Yos ;
but my suggested amendment would get over that.

That would put me in the position that I, a man with a large income, would be saving £500 a
year in tax %-—Yes; but that would not be so if my suggested amendment were carried out.

So that from the point of view of the shareholder the larger sharcholder is in a better position
than the smaller one, because he can get a safe return and save that amount in tax ?——Yes.

From the point of view of the customer, is it not true that a large customer can buy cheaper
from a company than a small onc-—because he buys in larger blocks 7—I do not know the practice.

Most people would admit that that is so #—Well, I find that 1 can go to companies and, without
their knowing who I am, I can buy goods at the same price from wholesale companies as is paid by
the Government. I know the prices paid by the Government.

But the larger purchaser generally gets the lowest rate. Then we arrive at this conclusion :
that the large sharcholder in a company pays no more than the smaller one, but gets certain coneces- -
sions that the smaller one cannot get ¢—You cannot say he does not pay more: he will be paying
more on his private income,

But the point I am trying to bring out is that the large sharcholder in a company pays no more
tax than the small shareholder, and by reason of his investment in a company he saves tax on his
income ?—That is so. ‘

So that the larger sharcholder is getting a greater benefit from his investment than the small
shareholder ¢-—That is so.

Therefore therc is no graduation in the tax on the company investment ?-—Oh, there is, when——

But as between the shareholders —No.

Is it not true that of the total income-tax you collect approximately 70 per cent. comes from
companies ?-—Yes, and it is tending to increase even more.

Therefore your graduated system—that was designed to make the large man pay a larger
proportion on cach pound than the small man—does not apply to 70 per cent. of the total tax you
collect 2-—Oh, yes, it does.

You admit that as far as companics are concerned there is no spread of taxation as between share-
holders, that the small and large shareholders are on the same basis in cortributing 70 per cent. of the
total tax you collect ; therefore there is no spread in the taxation in connection with the 70 per cent.
of the tax you collect —Between the shareholders there is, of course, no spread, but there is between
the companies.

S0 that the motive of this graduated tax as between individuals only applies to approximately
30 per cent. ¢—Yes. . . . ]

Now, will you admit that even in the 30 per cent. there is very little spread because of the oppor-
tunities given to the larger man of saving taxation. For example, take a man that is drawing
£10,000 a year, £3,000 of which comes from farming, £3,000 from shares in companies, and £4,000
from his own personal income and investments: he is only graduated as a £4,000 wan —£4,000 on
his personal income, and, of course, his tax on his company income would be whatever rate the
company paid.

But there he is paying no more than the smaller man ?—No,
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That means that instead of paying 5s. 10d. in the pound on £10,000 he is only paying 3s. 2d.
on £4,000, and so saving 2s. 6d. in the pound ?—Yes, that is a difficulty 1 propose to get over.

So that at the present time, in that 30 per cent. there is no graduation on perscnal incomes ?
—They are not availed of to the same extent as that.

I think they are. Well now, the English system is practlcally based on the personal income ?
—No, not now. Since the war came on they have had to depart from that.

In England the companies pay a standard rate, and they only pay that on their undivided
profits, because the shareholders adjust with the Department —Yes.

Now, the standard rate is not a maximum rate. At the present time it is 4s. 6d., but the
individual pays a super-tax on top of that of 6s.; so that the standard rate is somewhere about the
average rate of payment ?—Yes.

So that a company in England only pays on its undivided profits an average rate !—Yes;
but it pays the corporation-tax in addition. When the strain of the war came on it paid excess-
profits duty. ‘

That was & war-tax 2—Yes.

But the corporation-tax is a very small thing ?—It is comparatwe]y small, but it has caused a
great deal of complaint.

To show you how small it is, whereas the corporation-tax of this country was 70 per cent. of
your total income-tax collected, their income-tax was last year £280,000,000, super-tax £58,000,000,
and corporation-tax £20,000,000. So that it was only about 5 per cent. of the total, whereas here
it is 70 per cent. of the total. Now, you know the great objection that has been taken to the

" corporation-tax in England although it is such a small tax. I will read you a few of the objections.
After the corporation-tax was introduced, Sir Robert Horne, who was Chancellor of the Exchequer,
is quoted in the London Weekly TWmes of the 5th April last year as saying that he strongly advocated
the removal of that most unjustifiable tax, the corporation profits tax. In the Bankers Magozine
of May last Mr. Baldwin, who was Chancellor of the Exchequer at that time, is quoted as saying :
“ At the same time I feel that I must make some change in the corporations profits tax. Every one
admits that this is not a good tax. Many think that it bears exceptionally heavily on enterprise and
industry. We cannot give it up entirely, but I propose to reduce it by one-half, reducing the rate
from Is. to 6d. in respect of all profits arising after 30th June next.” That is what the then
Chancellor of the Exchequer said about the corporations profits tax, which only produced 5 per cent.
of the total income-tax: what would he say about one that produced 70 per cent. ¢—He would
probably say the same, but I do not agree with him.

Then, that same issue of the Bankers’ Magazine, in an editorial, said : “ The only small surprise
in the Budget was really that contained in the immediate halving of the corporations profits tax.
The unsoundness and inequity of that measure has, of course, been universally recognized, but it was
feared that any reliel would be deferred for another twelve months. As a matter of fact, however,
the halving of the tax only comes into operation as from the end of June, which means that the loss
to the Exchequer during the current year will be trifling, hence Mr. Baldwin’s inability to make the
remission at once. The great advantage, however, of his so doing lies in the fact that the general
intent of the Government towards the impost is clearly revealed, so that its absolute remission
within a reasonable space of time is now a foregone conclusion. That being so, we have at once the
fact, which no doubt was the object of the Chancellor—namely, of business enterprise in joint-stock
form receiving a further stimulus from the Budget statement. In fact, it was quite clear, both from
the matter in the Budget and the manner of its delivery, that stimulus to industrial activity quite
as much as actual relief to the taxpayer was foremost in the minds of those who framed the Budget.”
You think, Mr. Clark, that that opinion is wrong *—What else would you expect from that source ?
It is an interested source.

It is the Bankers’ Magazine t-~Yes. It refers to the stimulus of corporate industry: why
should there not be some stimulus to private industry ?

But there are many things that cannot be done by private enterprise—things that need a large
amount of capital # —~Why should you handicap private enterprise while encouraging the development
of corporate enterprise ?

I am just putting before you the opinions of Sir Robert Horne and Mr. Baldwin on the very
small corporations profits tax compared with your opinion on a very big one -—Yes.

Have you read the report of the Commonwealth Commission on Anstralian taxation of two
years ago ? On page 82 of their second report they dealt with the: taxation of companies’ profits
without adjustment and the exclusion of dividends from shareholders’ returns ¢—Yes.

That is the same system as we have ?—Yes.

That Commission was unanimous on very few things, but on this point they did reach a unanimous
finding. They say this: ° There is no need to traverse the arguments advanced in support of the
method under discussion, beyond saying that its comparative simplicity and greater productiveness
are purchased at the cost of so great a degree of inequity that we have no hesitation in unammously
deciding that 1t is a method that cannot be recommended for inclusion in a system of taxation
which it is intended should rest upon ‘ a sound and equitable basis.”” You do not agree with that ?—
Neither does the Commonwealth Government.

Well, the Commonwealth Government has adopted it ¢—No; they are only charging 2s. 6d. in
the pound. They are charging 1s. in the pound on total profits, and the d1v1dends are assessed to
the shareholders.

When did that come in ?—Last year. The charge is 1s. under the Federal Government and
various rates under the State Governments. The maximum fixed by the Federal Government is
2s. 6d. in the pound, and the States have the right to charge whatever rate they wish on the companies,
and the dividends are assessed in addition.

6—B. &.
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In Victoria it is 1s. %—Yes; and in Queensland it runs up.to about 3s. 9d.

But that is only where the percentage is very large *—It strikes a good many companies.
Then, the individual taxation under the Commonwealth law alone runs up to 8s. 9d. 1 will give
you a comparison of those rates with ours---that is, without the State tax.

My point is not in connection with individual taxation: you are getting the greater part of
your tax from companies -—Yes.

Now, I have here one of your returns, that for 192122, which shows that the total assessable
income from companies was £12,722,000, and that the tax was £4,515,000: that assessable income
of companies was all their income ?—Less whatever deductions there were—of 5 per cent.

So that the assessable income was the whole of their income %-—Yes.

That income was the property of the people who had invested in the companies #--No.

‘Whose property was it %It was the property of the company. The sharcholder only has the right
to participate in profits and assets .when liquidated.

The company is the property of the sharcholder —No. The holding of shares in a company
merely gives the shareholder the right to participate in the profits of the company, and in the assets
in the event of liquidation.

Well, a company is owned by its shareholders, and the shareholders can do what they like with
the company, or, rather, a majority of them can ?—Yes.

At any rate, the whole of that £12,000,000-odd was asscssable for income-tax ?---Yes.

In addition to that the total income assessable for tax was £38,438,000, and if you deduect the
£12,000,000-0dd you would leave £25,623,000 ?—Yes.

But that did not represent the whole of the returns of those persons, because the exemptions were
deducted —Yes.

And all the small incomes that had not any taxable balances were excluded ¢ Yes.

Can you give us any idea of the proportion that you excluded ?—You will get an idea from the
later report.

Could you give us roughly an idea ? I think you told us it was about half-and-half. It would
be well if we could have the total amount that was not assessable—that is, the exemptions plus the
exclusions. The total returns would be made to you when you would throw out all those that had
no assessable income at all #—We never had any information about that until we got out this return.

So that this taxable balance is less than the exemptions ¢—Yes.

But with the companies there are no exemptions —No; but then those individual taxpayers
pay heavy unidentified taxation.

But I mean to say that, after all, that £25,000,000 of assessable income was the property of
individuals who had various sources of investment, and that £12,000,000 was equally the property
of another lot of individuals ¢—That is where we differ. You are wanting the companies to blow
hot and cold. For the purpose of trade they want the privilege of corporate trading.

If these things were in England, except for the small corporations-tax, there would be no difference
between the £12,000,000 tax and the £25,000,000 —Yes; but I do not agree with that.

That £12,000,000 from companies would have the same exemptions as individuals in England ?—
No; there are variations. There are only certain persons getting exemptions.

But if I am returning my income-tax at Home I include dividends ?—If you are rcturning for
super-tax, yes.

I include dividends, and if I have not got enough to be taxed I am not taxed ?—That is so.

The dividends are no different to any other investment ¢—That is so.

But here there is no exemption on this £12,000,000, and there is an excmption of approximately
half on the personal incomes ?-~Yes; but what about the income of corporations that is not divided
in England ?

In England the undivided profits pay about the average tax of the whole community-—about
1s. in the pound corporation-tax, and that is small %—There is a good deal escaping taxation there.

In England that £12,000,000 would be treated the same as personal incomes. Here you only tax
half the personal incomes, the other half comes in for exclusions 2—VYes. '

So that you really had returns of approximately £50,000,000 from personal returns and £12,000,000
from companies ?—That is so.

That £50,000,000 from personal returns paid in tax £1,750,000, or about 8d. in the pound,
whereas the companies’ £12,000,000 paid Ts. 1d. in the pound ?—Yes, they have the larger incomes.

What I want to bring out is this: that the effect of the New Zealand system is that on the
personal incomes there is an average tax of 8d. in the pound, while on companies there is an average
tax of 7s. 1d., and on the English system they would all be alike, except for the corporation-tax ?—
Yes, and the super-tax. They have to bring in provisions to prevent evasions.

But the companies do not pay super-tax in England ?—They do under certain circumstances.
They have had to bring in provisions to that effect. If there is a certain profit undivided, the
Commissioner of Inland Revenue can assess the undivided profits as if they were dlbtl’lbuted and
charge super-tax on them.

That is only where a company has held up its profits ¢—Yes; they had to do the same in
Australia.

But the ordinary commercial company paying steady dividends pays no super-tax ?—That is
so. There is some tax escaping.

The point I wanted to show is that under the New Zealand system companies incomes pay
7s. 1d. in the pound, while personal incomes pay 8d. in the pound, whereas in England they are
almost on the same basis ?- Yes, because the higher incomes are held by the companies and the
lower ones by the individuals,
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We have got to this point: that your graduated tax designed to make the person with the

larger income pay a larger proportion of tax on cach £1 than the person with the smaller income is
quite inoperative as far as 70 per cent. of the tax collected is concerned %—No; I am applying it to
persons.
b But companics are individuals #—No. To work according to your system we could not carry it
on for any length of time, because almost any concern would be turned into a company, and they are
finding that out in other countries. They have been chopping and changing in England ever since
the war started. In Australia and in Amocrica they have been trying to change. We have been
able to carry on during the war withcut any change of taxation at all in this respect. Your
arguments about tax are really against the weight of tax.

I am not arguing in any way at all. What I am trying to do is to bring out the points of
difference. 1 want to bring out the difference between your opinion and the views held by the
authorities I have quoted, and the difference between the results obtained by the English system and
by our system. You admit that as far as individuals are concerned—leaving companies out—and,
after all, it seems to me that the legislation of the country is for the benefit of the population—there
is no spredd of the tax between individuals on 70 per cent. of the amount that you collect %—No.
I think you arc stressing that too far. 1 would not care to commit myself to that.

Can you point out where there is any difference *—No, not just now.

You further admit that it is correct—and it is correct-—that under the New Zealand system the
tax collected from companies in the year before last came to 7s. 1d. in the pound of their total
income returned, whereas the tax on the total income returned from individuals was 8d. in the
pound ?—Yes.

And that in England, on the other hand, except for the small corporation-tax, it would have been
the same ?—-Yes.

You quoted Professor Seligman as saying that tax could not be shifted ?-—Oh, no, no—a general
income-tax on net profits.

Professor Seligman’s is a pre-war book, written before this steeply graduated system came into
force, is it not ¥—Yes ; but that does not alter the principles.

And it did not apply to companies !—Here is a later writer’s that does. 1 have before me an
article in the Quarterly Journal of Economics, by Professor Adams, of Yale University, on “ Federal
Income-tax in America.”” He says here in one part: ° Business competes with business, not
owners with owners. The partnership and the corporation to a certain extent derive similar advantages
from the Government and are the source of similar expenses to the Government. 8o long as the
business world is split into many political jurisdictions and business men continue to live in one
jurisdiction and own property or conduct business in other jurisdictions, so long will there continue
to be taxes on business and business entities—meaning by business, productive capacity.” Then
he goes on to say: ‘‘ All this means in a practical sense that if the income-tax is to be maintained
as our principal tax on business it should follow in a general way the structure of the tax which we
now have. Corporations cannot be exempted and the tax confined to stockholders. Some form of
a proportional or degressive normal tax must be retained. Many plans have been devised in recent
months whereby the corporation might be wholly exempted from the income-tax, the distributed
income being taxed in the ordinary way to the stockholders. All this is logical enough as regards
that part of the corporation income-tax which may be properly regarded as the equivalent of the
surtaxes on saved income paid by individuals and in effect by partnerships. But it does not bear
critical examination, and it would not bear the test of experience, if applicd to the burden or charge
represented by the normal tax. It would split, if for no other reason, on the question of taxing the
share of the profits assignable to the non-resident stockholders.”

I do not see that that is much to the point #—He goes on to say : “ Many solutions are proposed.
(1.) A flat corporation surtax of 5 or 6 per cent., such as has been adopted in Great Britain. (2.) A flat
corporation rate, normal and surtax, of 20 or 25 per cent., the stockholder to include all dividends in
income and thereafter take a full credit (dollar for dollar dgainst his tax) of the 20 or 25 per cent. tax
which has been paid for him by the corporation. (3.) A flat or propor‘monal tax on the undistributed
profits of corporations with explicit authorization of the many forms of constructive dividends’ by
which corporations have been able lawfully to distribute profits but actually hold the funds for reason-
able use in the business. . . . All these solutions are marked by very grave defects.”

1 do not think that that is very much to the point —Yes. There is the view of a person who has
been considering the matter. He says that every one of these solutions is marked by a defect. There
are defects in the whole lot.

Supposing I come to you as a company-promoter and put beforc you a company that I want you
to put your savings into. Supposing I said, *“ This is a good industry that I am going into. Will you
put your money into it ¢ ”  You would say to me, “ The average income that comes from companics
pays ten and a half times the average income of individuals.” That is what it did the year before last.
You would say, “ Can you show me that you can pay that tax and still earn as much as I can get
outside, where I do not have to pay the tax ?” And if I cannot show you that you will not put your
money into the company, will you ¢—1I agree with you ; the tax is too heavy all round.

That shows that I have got to pass it on, and if I do not pass it on you will not put your money
in 2—This writer has somethmg to say about passing on, too.

But I think that none of these people that have written have had any expemence of the New
Zealand graduated tax ?They had a heavy graduated tax in the States. The corporation and excess-
profits duty ran up to a graduation of 60 per cent. of the net income.

But that excess-profits tax has ended now ?—There has been substituted for it a graduated
corporation-tax.
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But the corporation-tax is nothing like it #—~They had expericnce of it for several years. It was
on the companies. The corporation-tax and eXcess- profits tax ran up to 65 per cent. of the net
income. They had experience of it.

But they have wiped it out ?—Partly.

That excess-profits tax has been wiped out everywhere ¥—Yes. It was a war measure.

(The Commission adjourned for lunch at 12.30 p.m. and resumed at 2.15 p.n.)

Myr. Hunt.] You were contending, Mr. Clark, that a company is the same as an individual, but
is there not this difference : Quppmmg I am an 1ndlv1dual with an income of £10,000 a year, «md 1
object to the tax that I am paying in one direction : I must put my capltal into gome other
investment, must I not ¢—If you can.

I must invest in the country or else I must look for some outside country where the tax is less, and
as the taxes on individuals are pretty high everywhere I would have a difficulty in finding an outside
country that was fit to live in where I could invest my money. But a company is different from an
individual, because it can break up and return its capital to its original investors, or, in the case of a
new undcrtakmg being considered, the company need never be formed. The company need not
continue to exist. That is so, is it not *—It would have some difficulty in disposing of its assets. 1t
would have the same difﬁcul’oy ag the private trader. You have not complete mobility of capital, as
a matter of fact.

But if the company can dispose of its assets it can break up ?—Yes, if it can dispose of its assets.

Now we come to the ““ passing on ” point. I argue that tax can be passed on, and you argue that
it cannot be ¢-—Not to any great extent normally.

Supposing that a company has to pay the heavy tax that it pays now, which is 5s. [0d. in the
pound. It is obvious that the tax must come from somewhere. It must come out of the profits the
company would have, or else it must be passed on to its customers. It must be one or the other #—
Yes.

Your contention is that it comes out of the profits that the company would have #—My contention
is that the indications are to that effect.

Therefore the company’s profits are reduced by the amount of the tax ?—Yes.

Now, as companies are only aggregations of individuals, and as individuals need not put their
‘money into companies or leave it in companies unless they like, is it not obvious that if the tax is going
to materially reduce the profits—to reduce them below a point that the investors think profitable—
there will be a gradual shifting of capital into other investments which are not taxed so highly ¢—-If
they can do so.

And companies will not be formed to enter into a particular enterprise if investors think the, profit
is not sufficient to pay the tax and leave a margin as well —That would be so.

Then, with the gradual shifting of capital it follows that in the industries that must be run by
companies the competition will become less and less gradually ?—Yes.

As the competition grows less and less it will enable those companies that remain to widen their
margin of profit —That would be the effect of high taxation, if there is a non-taxable investment to
shift to.

Assuming that is the case, even if companies eannot now ““ pass it on,” which I think they can,
ultimately they would be passing it on through the operation of the shifting of capital and the
lessening of competition #—Yes, that is the way they would pass it on if the tax remained high and
there was a tax-free investment available. 1 have stated that already with regard to the tax-free
war-loan stock.

As such a large proportion of the capital in companies is provided by small people they have
tax-free investments. All thelr investments, or almost all, are tax-free, except companies. 1f I am a
man with £5,000 to invest, that is tax-free if I lend it on mortgage. If I put it into a business or into
a farm, as far as income-tax is concerned T am practically free —Yes, if you have no other income.
It is only the incomes below a certain minimum that are exempt from tax. All income from whatever
source above a certain-minimum is liable to tax.

Even when the tax is put on by way of a new tax, like it is now, ultimately by that shifting of
capital away from those taxed investments the competition will be lessened until they can pass it
on ?—That will be the effect if that state of things continues.

The continuation of the present system will ultimately mean——?—No—a continuation of the
present rates, not the present system.

Well, the present rates—will ultimately mean a shifting of capital until the customers of those
companies pay it ?--When I say the present rates I mean the late rates, because I am doubtful if the
other advantages of company-formation would not outweigh the slightly lesser return to shareholders.

You would not call 334 per cent. on capital & slightly less return, would you ¢ It is very nearly
one-third ¢—1I do not follow you.

Five shillings and tenpence and two-fifths in the pound is almost a third, is it not # Six shillings
and eightpence would be exactly a third ?—But all companies are not paying that.

Practically all large companies are paying it ¢—If they are making the profits, yes.

Another point. What is the reason why a small company should pay a lesser tax than a big
one ?—Because it has a smaller income. It only pays it if it has a smaller income than the big one.

Is it not a fact that if you were to take the average holding in small companies—small companies
are mostly private companies—you would find that the average holding in small companies is bigger
than the average holding in big companies 2—Probably it would be.

So that the smaller companies are another source of shelter for the man with large wealth —My
suggested amendment would meet that sort of case.

" At the present time it is so #—-Yes, without that modification.
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How would that system of yours work ?  We will suppose, for example, that a man with £10,000
8 year, or, say, with £6,000 a vear, is drawing balf of that from companies that are paying the
maximum tax and half of it from other sources. In the meantime he is only taxed at the rate fixed for
£3,000 a year, which is 2s. 6d.; he is not taxed at the rate fixed for £6,000 a year, which is 4s. 6d. #—-
It would have to be adjusted by aggregating the two sources for fixing the rate and giving credit for
the tax paid by the company, so that the balance would pay the maximum rate.

The £3,000 that he got from the company would have paid 5s. 10d. in the pound ?—Yes.

Would you credit him with 5s. 10d.2—On that part, yes.

The rate on £3,000 would be only 2s. 6d., and on £6,000 4s. 6d. ; so he would have nothing more
to pay, would he 2—Oh, yes. His total income is £10,000. :

No; £6,000. He is drawing £3,000 from taxable sources and £3,000 from a big company that is
already paying bs. 10d.%—-1 misunderstood. He would have nothing more to pay in that case. If his
income were £10,000 he would have to pay the difference between what he had paid on his private
income and the maximum rate. :

My. Weston.] It would not be fajr to give hitu a rebate. Supposing that on his company taxation
he had not paid 4s. 6d. in the pound, he ought to make it up; but he ought not to be given a rebate
if he has paid at the rate of 5s. 10d. %--No. It would have to be drawn so as to make his income {rom
outside the company pay at the rate applicable to the total of his income. That is what I was driving
at.

My, Hunt.] Suppose a man has £6,000 a year. £3,000 is drawn from a company that is
paying the maximum tax at the rate of 5s. 10d., £3,000 is drawn from taxable sources, and
the rate on £3,000 is 2s. 6d. The average rate that his whole income has paid is half-way
between the two rates—that is, 3s. 8d.?—Yes. 1 see your point. We have to work the section so as
to make that £3,000 pay at the rate applicable to £6,000. That is my intention.

Which £3,000 2—The £3,000 derived from 0uts1de the company.

Would not you set off the extra rate that his other £3,000 would pay %—No, 1 would not.

My. Shirtcliffe.] You would ignore the company rate a]together ?—VYes.

My. Hunt.] That means that he is going to be taxed worse than ever %—That man would be
taxed worse than he is now, certainly.

.Mr. Begg.] That income would be taxed twice, partly, would it not #--No. His company
income would remain at the 5s. 10d. rate. His other income would be assessed at the £6,000 rate.

The Chasrman.] On £3,000 %—Yes.

He would not pay double taxation 2—No.

My. Hunt.] There would be double taxation. Your contention is that the company is not able
to pass it on, and if your contention that it cannot be passed on is correct, then his investment in the
company is paying 5s. 10d. 2—VYes.

And his £3,000 from outside sources is paying 2s. 6d. You are going to charge him on his out-
side £3,000 at the £6,000 rate %—Yes.

Which is 4s. 6d. 2—VYes.

So, in effect, he will have paid at the £6,000 rate on £3,000, and at the £10,000 rate on the other
£3,000 —Yes.

And he cannot pass it on, so that he is paying the whole of it *—Yes.

You are going to make it worse than ever for him *—Worse for him than it is at present, yes.

Companies are being destroyed as it is. That wiil destroy them so much more. Small investors
are getting out of companies now because they can get better investments, and this will mean that
the big investors will get out too, and that will be the end of it #—-1 am throwing that suggestion out
to meet the difficulty which, it seems to me, has been raised by yourself as to the large shareholder
who escapes taxation.

You are going to penalize the large shareholder because he invests in a company I do not
know that he is penalized. He is prevented from evading a maximum rate by dividing his income
into separate lots.

No. It would be a fair thing in that case if you took him as a £6,000 man and credited him
with the over-amount he paid on his company taxation ?—That would be ignoring the company
altogether, and you could not afford to do that. No country can afford at the present time to ignore
the company as a taxation entity.

England does ¢—No.

Well, she taxes to such a small amount that it hardly counts —Well, what is all the complaint
in ]Lngland about the high taxation for ? The complaint there is more bitter than it is here.

The Legislature in Hngland thinks that the first thing to do to relieve industry is to take any
extra burden off the company #—Then why all the complaint ?

They complain about the high tax all along, and they are complaining in Englcmd that the total
tax must be reduced because it is too high ¢—DBecause it is killing industry.

Because it is killing industry ; but the tax that kills industry worst of all is an excessive tax put
on companies —That is, if the bulk of the industries are carried on by companies, of course, it will
have a more serious eﬁect but it will have the same effect on enterprise that is carried on by
private individuals,

But there is so much industry’ that you could not carry on at all unless it was done by a
company —It could be carried on by partnerships.

No #—Why not ¢

Yor this reason : a large industry must have continuity of life. A partnership means that when
a partner dies his assets have got to go out %—Not necessarily. Not now. It used to be so.

Very few trustees care to carry on a partnership #-—It depends on whether the business is good

enough or not.
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Death duties are so heavy, and those have got to come out of the partnership capital ¢—Yes.
Those are the advantages that a company has that are some compensation for the high taxes that
are paid. Those are some of the advantages that the company obtains from its formation, and it only
obtaing them as a company, as a separate entity, apart from the shareholders. Why should it seek
to evade the liabilities of company-formation ?

The Liabilities of company-formation are only liabilities created in New Zealand. They are not
created elsewhere —They are created elsewhere. They are tending that way now.

It is not so in England ¢—Yes. The corporation-tax is an cntirely new tax.

But the tendency is to wipe that out *—They will not be able to presently. They will have to
come back to it. .

They have teduced it £10,000,000 —They have reduced it, but they will have to come back to
it.

That is quite contrary to the opinion of the last Chancellor of the Exchequer #—lt may be, but
it will not be the opinion of the future Chancellor of the Exchequer. Australia had to modlfy its
company taxation this last year.

Mr. Weston.] You mentioned just now—Mr. Hunt used the words—continuity of existence as
being one of the great advantages of a company %—Yes.

Would you say that there is an unearned increment in a company’s business in just the same
way as there is an unearned increment in land—that is to say, the growth of a district or a town or
a country confers an additional valuc on a business which has a continuous life 2—I would not he
prepared to say that.

Would you not regard the goodwill of a business as in the nature of an unearned increment ?
~—Yes. That will apply to a private business as well as a company.

Would not the goodwill of a company be greater owing to the fact of its continuous existence ?—
It probably would, but I would not like to say definitely. I think it might. That is as far as 1
would care to go.

So that, as it were, there is a greater resiliency in a company’s business to withstand excessive
taxation #—Yes.

With regard to the popularity of companies, you as Registrar have all the companies under
your control now : would you say that companies are becoming less popular in New Zealand ?—
No ; rather more popular, 1 think. The number of registrations is increasing.

With regard to passing it on, income-tax is either on personal exertion or on capital, is it not ?
-—Qr on income from capital.

Or the use of capital ?—Yes.

As regards personal exertion, I presume that a man always tries to get as much as he can ?—
Yes.

So that if you put a tax on his earnings it would be difficult for him to get more than he was
getting at the time the tax was put on : that is so as a general rule 2—-Yes.

In isolated cases, as, for instance, men of great brilliancy in a profession, they might be able to
increase their chargeq shghtly to meet the increased income-tax *—If they could do that they could
do it whether there was a tax or not.

There might be some reserve for them more than there is in the case of the bread-and-butter
man. You see, the ordinary man pretty well gets the full value of his work, while the very brilliant
man may have a reserve —You are talking of the man in employment %

No, in business or a profession ?—Yes.

With regard to the use of capital, the return you get from capital tends, so far as interest is
concerned, to be the same in every industry ?—Yes.

The difference in the rates upon capital invested in different industries really is due to the
allowance for risk—insurance against risk %—Yes.

The question whether capital can pass on a tax upon its use will depend upon the amount of
capital in the country and the demand for it *—And whether it can shift to avoid the tax.

The question of taxation, per se, would not be a factor. What return you can get for capital
depends upon the law of supplv and demand—the amount of capital available for investment ¢—
That fixes the rate of interest.

And the question of the taxation upon the profitable use of it is not a factor ¢—If all capital is
cqually taxed.

Just so. For instance, as an example, in England at the present time there is an increase in the
interest payable on long—term loans *—Yes.

For Government and municipal securities 'l——Yes

There will probably be a rise, I understand, of from 1} to 2 per cent. On the other hand, for
short-term securities last year the rate was never lower. I am speaking of London ?%—I did not know
that.

It was under 2 per cent. Towards the end it ran up to 2§ per cent. With regard to English
taxation, in England the company has to find the standard rate %—It pays tax at the normal rate,
which is at present 4s. 6d. in the pound on the whole of its profits.

Not only on the dividends, but also on its undivided profits ¢—Yes, including certain interest
on fixed loans, and in paying out the dividends it deducts the tax from the recipients.

But it finds the cash to pay the taxation ?—Yes.

In addition to that it pays its company-tax of 6d. in the pound ?—6d. in the pound, but not
exceeding 1s. on the undivided profits.

So that practically, if it pays 1s. on the undivided profits, it would have to find 5s. 6d. Taking
an average, would you say that the companies are finding 5s. in the pound on all profits ¢—It would



D. G. CLARK.] 47 B.—5.

not be possible to say that. It depends on the proportion between the amount paid and the amount
retained.

At all events, the company is finding something over 4s. 6d. in the pound on the profits %— Yes,

Supposing that you were to let companies off a]togo‘rhor and assess simply on the individual, would
you be able to get the income with the present rates ?-—Oh, no. That stands to reason. You have
a certain amount of income assessed at present. If you are going to let a certain proportion of that
income off altogether—I am talking now of the taxable balance—or be assessed at a reduced rate,
you must assess the balance at a higher rate to get the requisite revenuc.

The Chairman.] What rate would you require to impose ¢—We would require to impose at least
as high a rate as is imposed in anvland or Australia—probably a higher rate, because they are older
and more highly developed countries, and they have a larger proportion of individuals obtaining
good incomes from investments than we have here.

My, Weston.] Probably the rate would be nearly doubled on incomes between £500 and £2,000 ¢
That rate would be practically double what it is at present —Quite double, I should think,

You have tested that, have you not ?—We tested it some years back.

What do you anticipate from your suggested scheme of taxation ¢ What reductions would you
be able to make in the present rates —1I think we would come to a maximum of 4s. 6d. quite easily.

It means that companies would pay a maximum of 4s. 6d. #—Yes

Which is the rate that the companies are now finding in Great Britain —On their undivided

rofits.
’ And how would that 4s. 6d. compare with New South Wales, for instance, in company taxation ?
—The New South Wales rate is about 2s. or 2s. 6d., I thmk Federal and State ; and then in
addition the dividends are assessed in the hands of the shareholders.

The Chairman.] Dividends are only assessed in the hands of the shareholders for Commonwealth
taxation, not by the State 2—No, not by the State, just for Commonwealth taxation. I had a com-
parison of the New Zealand and New South Wales rates up to £4,000 of income from property. It
showed that where ours was about £750, the New South Wales tax was over £1,100. There is a
difference of about £400 at £4,000 income. The Australian rates were set out in one of the Sydney
papers when showing the effccts of the latest amendments in the Federal Act. I can give that to you
—a comparison of the rates.

Mr. Weston.] Do you think that the rates as they existed two years ago had got to a height that
was beyond safety in taxation ?—Yes, I think so,

They had got too high ?—I think so.

So that in the interests of the Dominion it was absolutely necessary to get them down ?-Yes.

Kven if you get them down to 4s. 6d., is there any reserve of taxation for a sudden emergency %—
I think our income-tax has shown itself to be wonderfully elastic. An estimate of the maximum that
could be raised in England in income-tax before the war I saw stated at £90,000,000. As a matter of
fact, the combined income-taxes went up to over £400,000,000—in the region of £500,000,000. Ours
went up to £8,000,000-0dd.

There was an absolutely unnatural business activity—an abnormal business activity ¢—Yes.

Due to the expenditure of huge sums of borrowed money by the State —That was so.

But in normal time do you consider that a maximum of 4s. 6d. leaves much reserve ?—If we could
increage it in normal times ? No; 1 think our object should be to get lower than that as soon as ever
we can. When we had the two taxes in 1917 the maximum of our ordinary income-tax was 3s. in the
pound. The war-tax was assessed on the same graduation, with an addition, making it 4s. 6d. The
idea was that as soon as pessible we should drop the war-tax and come back to a maximum income-tax
of 3s. in the pound.

Take the case of a man at the present time who is subject to heavy taxation, and who invests in
44-por-cent. tax-free bonds. The advantage of those bonds being free from taxation is paid for by the
man investing in them in the price he gives for them ?—Yes, I suppose 80.

He says, ““1 prefer 43-per-cent. bonds free of taxation to a 6§-per-cent. mortgage ”’ ?— Yes,

My. Shirtcliffe.] That depends on the price he pays for them.

Mr. Weston.] It is allowed for in the market price ¢—Yes.

And it is the same with the price of companies’ shares : it is allowed for in the market price %—Yes.

So that although nominally he appears to be escaping taxation really that man is not —Not if he
comes to sell.

The argument that taxation cannot be passed on depends upon the same taxation being placed
on cvery branch of industry ?—Yes.

And under our present system of taxation, including that of companies, the taxation is on every
branch of industry #—Yes—well, with the exception at the present time of the income from land and
the income from debentures.

Myr. Shirtcliffe.] 1 would like to get your views, Mr. Clark. There seems to be some diversity of
opinjion as to the principle involved in treating companies as separate cntities for the purpose of
taxation. There seems to be two schools of thought, one that the companies should not be taxed as
separate profit-earning units, but that the component parts of the companies, the shareholders, should
bear the tax; the other school of thought takes the opposite view, that the companies ‘rhermolvos
should pay tho tax. 1 want to ask you it you agree with some of the advantaaes that individuals have
when they invest their money in companies. 1 am taking these questions from the Taxation
Committee’s report. When an individual is engaged in business on his own account he enters into a
liability that may exhaust the whole of his resources in the event of disaster ?—Yes.

But when he invests money in a company his liability is limited to the amount of his commitment
in the company, and his private estate is left uninjured #—Yes.
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That is one particular advantage which the shareholders in a company have ?—Yes.

Then, if a man is in business on his own account it js very difficult for him probably to get out of
that business at short notice if he wishes to ?—Yes.

On the other hand, if he is a shareholder in a company which is at all prosperous he has no
difficulty in parting with his shares : you agree that that is another advantage 2—Yes.

There is a further advantage which companies have over an individual trader : it is much easier
for a company to finance than it is for a private trader #—Yes.

A company can finance by offering debentures over their assets, but that way is not open to the
private trader. Then, the private trader has to provide for death and succession duties, but com-
panies do not have to do that *—That is so.

Apart from any other consideration the private trader is at a great disadvantage in competition
with companies owing to the aggregation of capital in a company giving it such financial strength that
it ean operate more economically than the private individual can %—Yes, it has the advantage of large-
scale operations.

Then, of course, a company presumably, in the ordinary course of things, never dies. It hasa
continuity of existence, which, as Mr. Weston was implying, gives it a goodwill that cannot attach to
the business of a private trader. So that all those advantages are something very valuable that the
investor in a company gets as compared with the individual trader —Yes.

T gather from your report that you do agree that as a matter of principle and as a matter of
cquity in relation to private traders companies as profit-carning units should be treated as separate
entities for the purpose of taxation ?—Yes.

In thinking the matter over this morning it seemed to me that to shift the incidence of taxation
from companies to shareholders might press very hardly upon individuals. Take this example, which
is a quite possible one : Take 200 shareholders each with £100 capital. Any one of them can do nothing
worth while with his £100, but by mobilizing that capital they have got a capital of £20,000, making a
profit of £5,000. Under the present system the company would be taxed on £5,000 —Yes,

And, according to your view, rightly so #—VYes.

But if a company were relieved from taxation, and it was shifted to the individuals, then the
whole of those 200 sharecholders—presuming that they have no other income of any consequence—
would escape ?-—Yes.

And your Department would lose £1,000, roughly, of income-tax that has accrued from a profit
actually earned ?—7Yes.

Have you any view as to the principal effect of shifting the tax from companies to shareholders
on individual investments, bearing in mind that ever since there has been an income-tax investments
have been made in companies with the knowledge that the companies have to pay the taxation, and
that their dividends are consequently tax-free : have you any idea of what the effect would be %1
have not considered that. You mean as regards the value of shareholders’ investments ?

Yes I do not know. If the company did not make sufficient profit to make up the tax that
would be assessed to the shareholders their share-holding would be depreciated considerably.

At any rate, there would be considerable dislocation in the value of shares —Yes.

If the contention—that T do not agree with--that income-tax is passed on, then the converse
should be true, that if the income-tax is taken off, profits should remain about the same ?—Yes.

Therefore dividends could not be increased——

My. Hunt.] Yes, they would be increased. You say the tax is not passed on.

My. Shirtcliffe.] 1 am taking your view, Mr. Hunt, that if the tax is passed on, which I do not agrec
with, then the converse of that should be true, and if the income-tax is taken off the companies, and
profits will be no greater because you have no income-tax to pass on, therefore you would do your
business on a smaller margin of profit. Then you would have no larger dividends to declare ?—
(Witness) T do not know that that is so. There is a modification of that. '

But, broadly speaking, my contention is correct, that taking the view that income-tax is passed
on, then if no income-tax is to be passed on, therefore in all probability the dividends to shareholders
would be no greater %-—Probably not. May I refer to gas companies : the dividends of gas companies
in Australia were less than the dividends from gas companies here during the period 1914--1923, though
the taxation was less on the companies there.

If that were so, if that theory is correct, then investors would be at a distinet disadvantage as
compared with their position to-day ¢—We had an illustration of that in connection with the amend-
ment to the Land and Income Tax Act, 1917, when certain directors of companies that were trading
with farmers came to the Government and asked to have their business premises exempted from the
provision of joint holding that enables us to assess the share of the shareholder in a company’s land
along with his own, because they wanted more capital, and they found that none of their larger clients
would invest by reason of the fact that the addition of the company’s share to their other land
increased the graduated land-tax by so much. That argument would apply to income-tax. That is
an actual illustration we have had of the effect. Then, you were a member of the Committee when
Mr. Phil. Nathan, in giving evidence, stated that he had tried to get a friend in Australia to invest
£40,000 in a company, but this friend would not do so because the return from the company added to
his other income would so much increase his income-tax.

Mr. Begg.] He was looking for cover to escape the tax #—Yes.

Mpr. Shiricliffe.] Then, we have got as a possible effect’ of individual investments in companies,
the probabilities are that investments would be depreciated ?—Yes.

What would be the effect upon the general body of taxpayers #—They would have to find more
tax. I do not think there is any escape from that.

The money has got to be raised %-—Yes,
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Now, from what we heard this morning one would imagine that companies were being forced out
of existence, and that there is a general reluctance on the part of business people to form their businesses
into companics. Now, curiously enough, I have a return here showing the registrations of companies
for the past few years and the new companies registered in each ycar. In 1918 there were 200
registered, with a capital of £3,055,000; in 1919 328, with a capital of £5,942,000 ; in 1920 501, with a
capital of £9,562,000; in 1921 (number not given), with a capital of £3,498,000; in 1922 417, with a
capital of £13,125,000. Now, of those registrations no less than 1,307 of the companics were private
companies, with capital ranging from under £1,000 up to £50,000 and over, and 476 were public
companies. In the last year (1922) there were 126 public companies registered, with a capital of
£11,273,000.

My, Hunt.] Those are all small companies.

My. Shirtcliffe.] They are not all small companies. In 1922 there were sixteen companies formed,
with a capital of £10,415,000. At any rate, those figures go to show that cven the present scale of
taxation is not by any means preventing the formation of new companies ?-—No.

Myr. Hunt.] No one ever said it did.

M. Shirtcliffe.] Then I misunderstood you.

My. Hunt.] No; [ said large companies. It is only the companics with the large incomes that
arc affected. The companies with the small incomes are getting off.  Small companies are being formed
by men who have large incomes.

My. Shirtcliffe.] That secems to be one of the defects of the proposals. Take all these private
companies, of which 1,307 were formed during five years, if they are relicved from taxation they may
. congist of only two or three members-——

Mr. Hunt : EBach one will be taxed on his share, added to his other income. .

My. Shirtcliffe : Only on the amount paid out in dividends : to the extent to which that company
is relieved of taxation, the profits of the company would be also relieved of taxation.

My. Hunt : No; they would be taxed on the flat rate.

My. Shirtcliffe.] T say that to the extent to which you relieve the company, the profits paid out
would be relieved of taxation.

My, Hunt.] The company would pay a flat rate on its undivided profits, and its dividends would
be added to the income of the sharcholders ?- (Witness) Yes, the flat rate would be at a lesser rate
than he is taxed on. :

My, Skirtcliffe.] T understood, this morning, Mr. Hunt, that you were aiming at the shifting of
the taxation from companies to shareholders.

My. Hunt.] Only on the dividends.

My Shirtcliffe.] However, it does seem to me that through the formation of these private companies
the payment of tax can be largely avoided.

Myr. Hunt] Tt is being avoided now.

M. Shirtcliffe.] Only as regards the rate, but the tax has to be paid on the total amount of profits
earned.

My. Shirtcliffe.] If you have got £10,000 a year, and you invest part of your capital in a small
company earning £2,000 a year, you get your dividends taxed at the lower rate *—(Witnoess) There is
another illustration. Take 4 partnership consisting of two partners. They form their business into
a company. They divide their income by drawing directors’ fees and leaving the balance in the hands
of the company ; whereas when they were partners they paid on the total net profits, including their
salaries. When they turn the concern into a company they divide that income, part of it being taken
as directors’ fees, the balance being left to the profits of the company. But you would gain more,
because instead of assessing them on the graduated rate you assess them at the flat rate, which would
be less than the graduated rate.

Mr. Hunt.] That is only the undivided profits ; you do not have the same protection that they
have in England ?~That is inoperative. Tt was tried in the United States, and to a great extent it
will be found inoperative in England. Who is to say what proportion of a company’s profits should
be retained ?

You can say that not more than one-third should be retained ?-—It would be a very grave

injustice.
Mr. Begg.] Could you not fix a schedule rate ?--No. You could not know the circumstances of

the different companies.

M. Shirtcliffe.] An instance came under my notice within the last few days. I had a balance-
sheet before me of a private business in which the paid-up capital is not more than £1,500. It is a
partnership. They made £1,500 during the last half-year #—A large part of that would be personal
earnings, salaries. They were working themselves ?

But they made their profit of £1,500 during the half-year.  They drew very little out of it them-
selves.  Their net profit was £1,500, 200 per cent. per annum. If that were a private company and
they only had to pay a flat rate and tax on their own drawings it would probably mean no tax at all.
The whole of the balance would escape taxation, except on the flat rate #—Yes,

So that a great deal of the income-tax would be lost to the Department, taking that as an
illustration ?—I1 do not think there is any doubt about that. Of course, in those sinall companies
if you take the total profits before charging the partners’ salaries the percentage of profit appears
very high, but to compare the rate of profit of a company like that with that of a large company you
must charge the partners’ salaries. That is a thing that is gencrally overlooked. Another thing
that is generally overlooked in the discussion of the question as to taxation between individuals and
companies is this: the general opinion is that an individual income is considered to be a cash
income. It may be in the case of a salaried person, but in very few others. Kven in a professional

7—B. 5.
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person’s income there is a great difference between the income that is assessed and the income that
18 actually received. It is the same with companies. When a private person is in business a great
part of his income is locked up in stock and book debts, but very few people realize that. You
frequently hear people say that they would have no hesitation in taking away from an individual who
makes a certain income a large proportion of that income, but they might take away from him more
than the cash he makes during the year. ‘

Mr. Hunt.] And destroy his earning-power for the next year ¢—Yes. It is the effect of the
heavy taxation. It applies to large businesses whether they are run by an individual or a company,
and that is one of the reasons why I do not think a company should be treated differently from an
individual. You should consider the individual in business as well as the company.

Mr. Shartcliffe.] 1t would be possible for you to make up an approximate estimate of the rates
of land and income tax, and the amounts that they produce, on the lines of this very interesting
report of yours %---Yes.

To show what the rates would be in order to maintain the present aggregate of tax ?—Yes.

You might be able to do that in the next few days %—VYes.

With regard to this question of passing on the tax, I would like to read what I think Mr. Clark
intended to read this morning. This is by Professor Adams, who says: “ The repeated charge that
business men figure income-taxes as a part of their cost and then charge the customary percentage
of profit on the increased cost basis is next to absurd. If it were true it would only be nccessary for
Congress to increage the income and profits taxes in order to increase business profits. Taxes were
responsible in only minor degree for the high cost of living. The cost of living went up before tax
rates were increased, it stayed up when tax rates were reduced, and it will come down in the future
whether tax rates be increased or reduced. The argument that © all taxes are shifted ; therefore ignore
equity and select the simplest tax,” is particularly misleading. Kven though we may be certain that
some part of the tax may be shifted or diffused in the long-run, its initial incidence is of enormous
importance. Property-taxes on buildings are shifted in the long-run, but this does not make the tax
a matter of indifference to the owners of buildings.”

My, Hunt: All my argument was that if you are going in for a special tax on an investment,
that investment will possibly cease to exist. .

Mr. Shirtcliffe: But this is not a special tax.

Mr. Hunt.] Itis a special tax on large companies, and if that tax cannot be passed on by those
large companies, then in the long-run it may be passed on to the customers, because if it cannot be
passed on immediately capital will gradually leave that investment ?--(Witness) The tendency would
be inclined to drive out the least efficient producer.

Myr. Weston.: They would economize and turn out their turnover with the same staff.

Mr. Shirtcliffe.] 1 do not agree that income-tax is passed on ?—But Mr. Hunt is quite right in his
statement. If the tax is so applicd that the capital cannot produce a sufficient return, that cannot
last for very long, and the tax must come down or the person will go out of business.

Then it resolves itself into a question of the weight of the tax ?—-Yes.

My, Weston : There is no doubt that some businesses suffer more than others because they have
not the necessary resources.

My. Shirtcliffe.] That is so. You would think that businesses like gas companies, which are
monopolies, could pass that tax on ?—The argument is that a monopolist can fix his price no mattes
whether there is tax or not. You must assume that he is getting as big a price as possible, and if
the tax is put on he cannot get any more.

Does it not come back to this: that the profits are dependent upon the old law of supply and
demand. A merchant gets the best price he can for his merchandise irrcspective of taxation. He
may be able to sell some goods at a substantial profit because conditions are so much in his favour,
but in other lines he may have to sell at cost price or less ; but on the average he sells his goods at the
market price.

Myr. Hunt: That is fixed by competition.

M. Shirtcliffe - Except in the case of monopolies. I have not been able to see any evidence
of income-tax being regarded as part of cost.

Myr. Hunt: Take your own merchandise business, which you say is no good: people will get
out of it if it is no good, as you say.

My. Shirtcliffe.] There is no sign of it.  You take a general business covering many departments :
each department is interwoven with the others ?———(Wltness) There is no absolutely free competition.

What in ?—In any trade.

Mr. Hunt.] 1 think so ?—There is no free competition in the grocery trade.

There are a certain number of wholesale articles whose prices arc controlled, but in a large
number of articles there is free competition *—I doubt it.

Myr. Shirtchffe.] Confining ourselves to conditions in New Zealand, it seems 10 me that the rate of
interest is fixed by the law of supply and demand #—Yes, 1 think it is largely fixed by that.

I was interested in the discussion just now on your suggestion that you would allocate the various
portions of & man’s income and charge him the highest rate that he is liable for, based on his aggregate
income—on that portion of his income that is carned outside investments ?-—Yes.

The point seems to be whether you should not, in so charging a man, give him credit for the tax
that the company had paid on his share of the profit, because otherwise his total income might pay more
taxation than the Department was entitled to receive on it ?--This is the section that I had in mind ;
it applies to land-tax: “ In the case of each joint owner there shall be deducted from the tax so
payable by him under the provisions of the last preceding subsection (so far as such tax exceeds the
graduated land-tax that would be payable by him if he owned no interest in any joint estate) his
share of the tax so payable in respect of the joint estate.”

5
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But take the example quoted this morning—a man receiving £3,000 from carnings and £3,000
from an investment in a company ; that would mean a total income of £6,000, which would carry a
rate of 4s. 6d. in the pound, but that would only be calculated on his £3,000 ?—-The section would only
be offeetive where the tax on his combined incomes exceeded the tax payable on the separate
assessments.

But supposing the tax payable on the separate assessments exceeded the amount that he would
be liable for on £6,000: supposing his £3,000 invested in the company paid the maximum of
Bs. 10d. #—What we do is to take the two interests and add them together, compute the tax on that,
and allow him credit for the tax paid on the separate assessment. As 1 pomted out, that would only
be effective where the amount of tax on the combined interests exceeded the tax that had been paid
on the separate interest. You would have to give the man credit for the full proportion of the tax
paid by the company.

Mr. Hunt.] The £3,000 {rom other sources paid 2s. 6-4d.; the £3,000 from the company paid
5s. 10-4d. ; so that the average tax paid by the two was 4s. 2:9d. The rate for £6,000 is 4s. 6d., so
that he would have to pay a little extra ¥—1 had better give you some examples of the working-out
of that, as illustrations.

My. Begg.] You do not propose to let him off cmv’rhm(f on account of the income-tax paid through
the company ?—1 propose to give him credit for that.

Mr. Shirtcliffe.] The Department does not want to collect a larger amount of tax than he would
livid On his total income of £6,000, no.

Myr. Begy.] You do not want to collect more from the individual than the company taxation
and his own : do you mean that you would give him a rebate —No, we would not give him a rebate.
I will have some examples worked out for you.

With regard to the companies not being able to pass on taxation, it is pretty evident from the
figures we have got of Stock Exchange quotations that a great many companies have succeeded in
keeping up their old dividends and paying the same amounts into their reserves, and still paying
from Bs. to 8s. 9d. in the pound taxation in addition ?~Which companies have %

Some companies. The market price of their sharves is as good as it was. Since taxation was
imposed on them at a higher scale they have succeeded in paying dividends on the old scale #—But
in order to pay the equivalent of the dividend paid by them before the war they should be paying a
considerably larger dividend.

They have been able to go on paying the same dividend ?——1 would not call it the same dividend.
It is the same rate perhaps.

And the taxation in addition. Well now, they must have got it from somewhere ?-—If the tax
had not been in operation they would have distributed much larger dividends. You do not find any
60-per cent. or 30-per-cent. dividends here as you do in some corporations in Kngland.

But you find substantially the same rate of profits—or, at any rate, as high—under the higher
taxation. They must have got them from somewhere. I quitc accept what you said, that companies
or individual traders do not regulate their prices by anything else than the highest they can get. I
suppose we can accept that ‘they get the highest price they can ¢—That is so. No trader is a
philanthropist : he gets as high a price as he can.

Generally speaking, that is the way prices are fixed. Well now, to pay the same rate, and the
tax in addition, they must have got higher prices than previously ’lﬁlhey did.

Somethmg enabled them to pay the same dividend as formerly %—Yes.

So, in effect, it was passed on, whether they were able to pass it on or not —My contention is that
they would have got that additional amount whether they were paying higher income-tax or not, and
if we had not taken it in income-tax it would have gone in profits.

As it happened, there was a coincidence that while the high tax was on they were able to pass
it on to somebody %—Yes ; but one of the reasons was that high profits were being made.

Myr. Weston.] It was Imllv in the nature of excess proﬁts ?—1 suggested that while there were
high rates of profit being made we should, in view of the excessive requirements at the time, make
a Teserve to meet the time when there would be a demand for a reduction of taxation, and when the
Government would be wanting moncy badly.

Mr. Begg.] In fact, you saw the time when profits were large, and you thought the Government
should get a bigger share of them. The companics did not pay it directly, but the public paid it in
their higher prices —They did——the public did pay it.

The company paid the higher tax because it was getting more profits ¢—Yes, otherwise the
company would have retained 1t for their prices would not have been any less.

In fact, they did collect the additional amount from the public %—Yes, and they had collected
it before we assessed the tax on it.

I do not follow this about the additional dividend that should have been paid. You say, “I do
not think that the shifting of the tax in New Zealand obtains to any great extent. If it were true
that industrial compdnies in New Zealand pass on the income-tax, if they do one would expect to
find & material increase in the rate of dividends paid since 1914 to (ompenaate for the reduced value
of the £1.” I do not just quite follow what was in your mind : is it that the dividend should have
increased because the currency depreciated ? The purchasing-power of the pound was not
what it was before the war, and to compensate f01 that to give the same value in dividend, a com-
pany that was paying 10 per cent. in 1914 should have pald qomewhere about 15 per cent. from say,
1916 onwards.

But did not the pound of capital depreciate as the pound of income ?—But the purchasing-power
of that dividend in the hands of the sharecholder was not the same as it was in 1914,

But he had not the same capital in the company; it had depreciated also, had it not ¢—Why
did it depreciate ? .
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Assuming that the capital is in sterling, £50,000 paid £5,000 dividends —But quite apart from
the capital, if the company was passing on the tax it would have passed on sufficient to give the
shareholders the equivalent in value of their dividends before the war.

Myr. Weston.] All your asscts would go up in value.

Myr. Begg :  Yes, certainly.

My, Weston : So that your £1 would be represented by more in capital.

My. Begg.] Some capital increased in value and some capital decreased. But a company floated
in 1916 or 1917, and getting into action right away and proceeding to earn dividends, the capital put
into the company was depreciated to the same extent as the profits t—(Witness) That would be so ;
but taking the companies that were in exis

The capital that was sunk in something that went up in value would increase, but the other
floated when the depreciation had settled would have its capital decrcased ?—1I do not know. If a
company could have sold out and divided the result of its realization amongst its shareholders at
that date, and they were content to invest that on deposit until the time of stress had passed, they
would have made a distinct gain.

1 can see that where it was a company whose fixed assets had increased in value ¥—Yes, and
where the stock had increased in value.

And a great many of them did increase in value It does not show in the returns I have there.

Mr. Hunt.] A great many of them, if they did not increase their dividends, retained their
dividends #—The only instances I know of are one or two of the banks and the flour-milling
companies.

My. Begg.] However, that deflation has taken place now, and many companies have found that
the value of their capital was not there #—DBut my point was that the sharcholders did not get the
return from their capital that they were getting before the war—the return in value.

They are not getting it yet, but still they could hardly expect to get it and yet pay 7s. in the
pound as well ¢—That is just my point.

So 1t 1s quite evident that the public generally contributed that to the companies in some shape
or form or they could not have done it #—The tax was paid out of what the company took from the
public ; but if the tax had not been charged the company would have retained it for themselves
instead of paying it in tax.

Yes. If the Department had mot taken that money the shareholders would, and the public
would have been in the same position —Yes.

The public did, under the circumstances, contribute it ?—That is not what is meant by the
persons who advocated that the tax has been passed on.

In your statenu nt you favour interest from debentures being put on the same footing as any

Wc know t}ut a great many issues were put out when the debenture-tax was 2s. 6d. in the
pound for local-body loans : would you consider it breaking a contract ¢ Would you consider it
breaking a contract if when next year’s Act is passed they were placed under ordinary rates and the
individuals charged ¢—All those contracts must be made subject to variations in the Government’s
tax.

Where a local body issued a loan with 2s. 6d., would you consider any contract would be
broken ¢—No, no more than any contract was broken when we first imposed income-tax.

So that you think it would be perfectly right and proper to abolish the debenture-tax and put it
on income #—Yes, now that we are in a position to trace the debentures.

Is there any difficulty in tracing those debentures —No, not now. The lecal body is liable
until it supplies us with a list of the debenture-holders. The debenture-holders are liable until they
advise us of any change of ownership.

And the companies the same #—No.

Would it help if these bearer bonds were wiped out of existence and inscribed stock substituted ?
—VYes.

Is there any objection to that ¢-—They are not so readily negotiable. Probably the real
objection is that they are more easily traceable for taxation.

They could not pass from hand to hand, but as instruments of security they are practically
equivalent %—Yes. The bearer bonds are usually used in the payment of ordinary accounts. With
inseribed stock that could not be done.

Would that facilitate the matter much %—As far as we are concerned as a taxing authority, it
would.

And, as far as you know the advantage would outweigh the disadvantage if they were done
away with 21 do not think it matters as long as we have the present dudnaen)ents with the local
bodies—that they supply us with a list, and the holder of bearer bonds is responsib]c for ‘the tax
until he notifies us of change of ownership.

And you could put company loans on the same footing #—VYes.

Then, I gather that you do advocate that the debenture-tax should be abolished ?—Yes.

And the income from debentures pay on the same footing as ordinary income ?—-Yes.

My. Shirtcliffe.] Do you advocate that that should be done as regards past issucs #—Yes. T make
no distinction between past issued or present and future issues.

It occurs to me that that might be construed as a breach of contract on the part of the Legislature.
In the case of some companies and Corporations it would press very ha¥dly upon the holders of the
bonds, who had invested in good faith *—The holders of the bonds of local authorities were always
liable to income-tax. They were liable to return the interest.

Only to pay debenture-tax #—No; that was quite a new thing. Prior to that they were liable to
return the interest to us and pay the tax on that i income, along with their other income. But we
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could never trace these people, and so we made the local authority liable in the same way as the
company was liable previously ; and then when the local authorities were in that position thvy were
willing to meet us and help us get the information necessary to assess the individual debenture-
holders.

But my point is that in the past ten years probably there have been very large sums invested in
these local-body and company debentures, and it would press very heavily upon the hold(‘ls of the
bonds ¢--It is not so long ago as ten years.

Well, especially during the war, we know that companies raised very huge sums on debentures #—
Yes.

Mr. Begg.] A large number of investors, I am sure, would regard it as a breach of contract.
Companies that put aside big reserves have no doubt in the last four or five years invested a lot of
money in local-body bonds with o view to escaping the very heavy taxation. These Were issued with
a maximum tax of 2s. 6d. in the pound *—Yes.

I am very glad to get y0u1 vmw that there would be no breach of contract in putting all that
interest on the ordinary ‘hasis 2L do not think thoro would, because all those contracts must be held
to be subject to alteration 0E the law relating to taxation. Otherwise you could never make
any alteration.

Myr. Shirtcliffe.] Just the same as alterations in the Customs tariff are no breach of contraet ¢—
That is so.

Mr. Begy.] Tax-free bonds you would regard in a different light, I take it %~ -With respect to those
tax-free war bonds, that was a contract entered into with the Government itself. That is in a different
position altogother.

The Chairman.] That is a contract made by the Crown itself -—Yes. The only way in which it
cai get out of that is to pay them off, and issue bonds at a higher rate of interest subject to tax.

The Government did try to convert them, did it not ¢—It has converted a number.

What amount is outstanding of frec-tax war bonds 2—1I do not know. We are taking some in pay-
ment of tax.. I have taken some to-day.

My, Weston.] The easiest way to get over the whole thing would be for the Government to take
these bonds in payment of tax and death duties 2—We have been doing so to some extent.

Mr. Hunt.] Do you take them at par 2-——No; at the market price at the time.  People are content
to pay them to us at the market price.  The case I was dealing with to-day was a case of penal tax.

My. Begg.] You mentioned that there was far more bitter complaint in England about their income-
tax than there has been here %I believe there has been.

Do you not think that that is because it is direct and people know what they are paymg——] mean,
the pill is not sugared %—There is heavy indirect taxation there, too. But the outery is made that
the heavy tax is crippling business there. The heavy tax is not on the company as a company so much
as on the individual.

Do you not think that if the same amount were collected from the inhabitants of this country in
such a way that they felt they were paying it directly as is in fact collected from them under the income-
tax therc would be a considerable amount of bitter outery here, too ?—It is direct taxation, the
income-tax here.

But it is levied in such a way that it does not press particularly hardly on the individual—that is,
the limited liability companies provide over 70 per cent. of it 2—Yes.

If individuals felt themsclves taxed to that extent dircctly, do you not think there would be quite
as bitter an outery here as in England ?—No, I do not think so. The tax would not be so heavy as it
is in England. The individual tax in England runs up to about 10s.

Is not the want of outery here as regards individual taxation partly due to the fact that they do
not know they are being given this medicine ¢ They pay indirectly—the medicine is not given to
them dircetly, it is put surreptitiously into their tea ?—(No answer).

My. Weston.] You could give us a return, could you not, showing the graduation in England ¢
What I gather is that in Im(rld,nd the graduation goes higher than ours 2—T hdt is so.

Thoro are bigger gaps befor(' you get your rise ?—Ye% and there is a defect in that.

In New Zealand a man has a much greater job to make £10,000 clear for himself than he would have
in Great Britain -—Yes. The rcason for our graduation havm(r to be steeper is that we have not got
the body of taxpayers. We have to make it steep on the compamtively lower incomes to get the
llecessary revenue.

Myr. Hunt.] It is not as steep here as in England on the lower incomes ¢—Because we start higher
up. That is why.

But even at, say, £1,000 or £1,500 it is nothing like what it is in England ¢—For that reason the
graduation starts lower down. The tax paid on an individual income in England is much higher than
it is here, and it starts much lower down.

Mr. Begg.] Could you give us a return showing the amount of debenture issues since there was a
special debenture-tax —1I will try and get that.

Both local body and company—1I do not mean ofthand ?—1 will make a note of it, and see if 1 can
get that information. We have not g got it in our Department.

You gave to Mr. Shirtcliffe a number of the advantages that limited-liability companies have, and
undoubtedly have. They all enjoy these advantages equally ¢—Yes.

Does that not seem to indicate a reason why they should pay equally, too ¢-—Individuals enjoy the
same advantages in trading, whether large or small, but the larger one pays a higher tax if he is making
a larger income.

Just 50 ; ; but the very big company with the very large income might be earning only 2 per cent.
on its capital and the small company carning 20 per eent. One is enjoying great prosperity under
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these advantages and the other is not # --Generally, where that is the case the reason for the high
percentage of the small company’s earning is that a large part is the personal carning of the directors.
There may be exceptions, but generally that is the case.  Into the smaller company’s profits there
enters a large proportion of personal carnings of the directors. It is very often a family coneern. where
all the shareholders are working in the business and directing it.

At all events, you have told us alrcady that you consider the graduation on the companies is
right #—Yes, as long as it is not too high. I think that the tax lately has been too high to continue,
and it is still too high. 1t wants reducing. '

But you are satisfied that when taxation has to be increased, increasing on the present system is
the most equitable way of doing it 2--Yes, and certainly the most efficacious way.

In the event of absolute stress and when taxation had to go up until it practically absorbed every-
thing but a baré living for the community ?—Wo did not get quite up to that. I think it was about
half-aud-ha,lf.

You nearly reached that at 8s. 9d. in the pound ?—That was on the larger incomes.

It would certainly put companies out of existence ¢----If you went for any length of time at that
rate, that is quite likely.

It would not kill an individual, but it would kill a company ?—It would kill an individual, too,
who was engaged in trade. He could not carry on a business at that rate of taxation.

We had evidence that companies are becoming more popular as a public investment %--Yes ; the
advantages of corporate formation for trading are so great that I quite expect that tendency to go on.

Is there not some indication in that that the whole weight of the taxation does not fall on the
company ?—No.

It appeared to me as an indication that by some means or other these companies were escaping
their full share ¢—No.

Oz were capable of making some one else pay for them ?—-No, 1 do not think so.

It seems unreasonable to expect that large sums of money would be put into a form of investment
in which probably the maximum tax would be imposed ?—There are advantages which counter-
balance the heavy tax. There is an expectation that the tax will not be continued at the high rates.

With regard to the rates of interest, there has been some evidence as to rates of interest being as
high in a lightly taxed country as in a heavily taxed country. There are many things that affect rates
of interest, but do you think that heavy taxation in itself, other things being equal, would tend to raise
the rates of interest ?—If the taxation was the same in all countries, 1 do not think it would affect the
rate of interest.

I mean, anywhere. 1 agree with Mr. Shirtcliffe that it must be fixed by the law of supply and
demand ; but does not heavy taxation reduce the supply #--Yes, very heavy taxation would.

So it would naturally tend to put up the rate of interest #---It would take some time to do it. The
effect would not be inimediate, and the tax would have to continue for some time to have any
appreciable effect.

But it would have that tendency ?-—I1t would, I think—-that is, by depleting the capital available
for investment.

Mr. Shirtcliffe.] Would it be possible, when you are making up that estimate of the rates required
under your proposed scheme-——you indicated just now that you thought you could bring the rate down
to 4s. 6d. as a maximum ?—1 think so.

I was hoping you would have said 3s. 6d.; but would it be possible for you to bring forward
alternate rates in order to provide for a lower maximum rate ?—-Yes, it might be.

Say, 4s. 6d. or 4s. or 3s. 6d. *—Yes.

It is the weight of the tax that the companies are really up against ¢—That is my feeling.

And it is the weight of the tax we want to get reduced ?—Yes.

Myr. Begg.] Could you give us a short statement of the practice in the Australian States, and in
Britain, and in America too, in regard to company taxation ¢--I could tell you now what it is.

1 cannot remember if you tell us offhand ¢—Very well. I will have a statement made up.

(At 4.30 p.m. the Commission adjourned, to meet again in Dunedin on Tuesday, 29th April.)

Dunupin, Tugspay, 291H Aprin, 1924.
Roberick Finen, Public Accountant, Oamaru, cxamined.

The Chairman.] You have made a study of the subject of taxation, have you, Mr. Finch ?—
To some extent.

And you have prepared a statement setting forth your views %—VYes.

Will you please read your statement ?—Yes, sir. 1t is as follows :—

My principal idea in wishing to give evidence before this Commission is to urge that the present
method of levying income-tax on companies as separate entities should be adhered to, and that no
change-over to the method of taxing the dividends paid should be made ; and to urge that the correct
time to tax profits is when they are made, and not when they are distributed. In advancing my
opinions I propose to take as a basis for my remarks the majority report of the Taxation bomnnttee
which sat in 1922, and endeavour to reply to the arguments therein advanced. Any contemplated
change in the incidence of taxation must be viewed in the light of its affect on the total revenue to
be received by the State from this particular source, for the Government would be faced with the
necessity, if it relieved one section of the income-tax payers, to increase the tax levied on the
remainder in order to maintain the total amount to be collected. The majority report, clause 38 (c),
reads as follows : ¢ The Commissioner for Inland Revenue, in his cevidence before the Committee,



R. FINCH.] 55 B.—5.

stated that, of the total capital invested in company shares of all kinds in New Zealand, one-half was
owned by people whose incomes were so small that, cven with the dividends on their shares added,
they would be free from income-tax on account of being below the exemption rate. Of the remaining
half, a considerable portion was owned by people of comparatively small means, and it would take
three-sevenths of this remaining half to bring the incomes of those who receive the dividends up to
the maximum exemption. Only four-sevenths of this remainder would be taxable, and the great
bulk of this at a comparatively low graduated rate.” Now, let us deal with this position as it applies
to the figures shown in the return of income-tax assessments for 1920-21. These figures are the latest
in my possession, and though the more recent figures will vary to some extent, still the underlying
principle is the same, and the 1920-21 figures will yield comparative results when taken in round
sums. Out of the total tax paid (£8,000,000) companics contributed £5,000,000, and other taxpayers
£3,000,000. Putting clause (c) shortly, it states that seven-fourteenths of the companies’ capital is
owned by people with a non-assessable income ; three-fourteenths is owned by those with non-taxable
incomes ; leaving four-fourteenths with taxable incomes, and the great bulk of these only at a com-
pa,rd,tlvely low graduated rate. kamg this out on the figures quotod gives us the following result :

Four- fourtoenths of the £5,000,000 is £1,400,000. This Ieave‘s a deficit of no less than £3,600,000,
which, to produce the réquired total revenue, must be added on to the other taxpayers’ contributions,
and these taxpayers, even when the rate had a maximum of 8s. 9d. ., previously contributed only
£3,000,000. Can this be contended to be within even a possibility of practical realization ¢ Turning
now to subclause (4}, it contains the following : *“ The revenue would therefore increase at the expense
of approximately 225,364 persons, and would confer a distinct benefit, by reduction of tax, on 2,636
persons. There would be a considerable -reduction in workln(r-oostq to the Department. It is
extremely difficult to form an accurate idea of the probable reduction in costs, but it should amount
to about £100,000 per annum. This gain to the Commonwealth would, howuvm be achieved at the
expense of shareholders in companits who individually would have been non-taxable, or whose rate
of tax would be less than the company’s rate.” That is the end of a quotation from the  Federal
Commissioner of Taxation when giving evidence before a Royal Commission in Au tralia. Then the
subclause goes on @ ““ Both the New Zealand and Australian figures emphasize the fact that, generally
speaking, the capital of companies is provided by the savings invested by people of very moderate
means, In this connection the members of the Australian Royal Commission, although in agreement
upon very few matters, were quite unanimous in turning down the proposal to tax vompanies at a flat
rate of 2s. 8d.in the pound the following being an extract from the Australian report on this matter:

“ There is no need to traverse the arguments advanced in support of the method under discussion,
beyond saying that its comparative s1mphclty and greater productiveness are purchased at the cost
of so great a degree of inequity that we have no hesitation in unanimously deciding that it is a
method that cannot be recommended for inclusion in a system of taxation which it is intended should
rest upon ‘a sound and equitable basis.””” Now, in spite of this definite announcement, what is the
position in Australia to-day ? The journal Accounting and Commerce of the 31st January, 1924, on
page 258, states :—

Federal Income-tax ( Australia).

The Amendment Act passed in Septémber last makes certain amendments of the law, of which
the following are the most important :—

Tazation of Dividends.—Dividends or other profits derived by a shareholder are exempted from
income-tax, except that in cases where a taxpayer, if he were to include such in his individual return,
would pay on them at a higher rate than the company pays upon them. In such cases the dividend
is assessable to the shareholder, but he will get a rebate in his assessment of the amount which the
company is liable to pay upon his dividend.

Tazation of Companies—Companies are now to be taxed upon the total taxable income, instead
of upon the portion undistributed in dividends. As explained, the dividend is to be omitted from
the assessment of the shareholder. This is a revolutionary provision, and means the recognition of
the New Zealand system despite its unpopularity in some quarters in this country. :

‘We must necessarily conclude from this that the Federal authorities, after a thorough examina-
tion of all systems of company-taxation, have decided that the .‘Ldvantages and equity of the present
New Zealand system arc such that they outweigh those of other methods. Before leaving this
quotation 1 would call special attention to the question of increase in working-costs of collection.
It we change from our present system, the Commissioner’s staff will be called on to handle and deal
with thousands of returns and investigations where they now have hundreds ; and note this: that
these additional returns in the bulk of cases would be practically non- produ(mvo of revenue, as 1|
have shown above. There would be the additional labour of checking through endless lists of share-
holders when a single taxpayer held a few shares in several companies besides having his ordinary
source of income. ' The returns themselves would also require, to be complete, to show the individual
holdings in each company to assist in making the assessment, thus making further complications to
be misunderstood by the taxpayers in making returns, with the resulting extra work in the Commis-
sioner’s office in giving explanations and instructions. If the system is adopted of the company
deducting the tax when paying out the dividend and the taxpayer having to apply for a refund, any
one with experience of similar applications to the Inland Revenue authorities in England could give
you an idea of the amount of trouble, correspondence, and cxpense which this entails, and the
extremely unsatisfactory results which finally eventuate. Clause 38 (g) gives a forecast that the
present system of taxation will prevent company formation and progress : ““ It is submitted that for
the effective carrying-on of trade and industry upon a large scale on modern lines mobilization of
capital in joint-stock companies is essential. Countries which have developed this method to the
fullest extent are in the lead so far as wealth, power, general comfort, and prosperity are concerned
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Trade and industry have grown beyond the ability of individual capitalists to deal with efficiently.”
For wyears past—and this still obtains to-day, in spite of the taxation being levied on conipanies as
separate cntities--it has been the almost universal practice in New Zealand that when the individual
has developed his business to any great extent he converts it into a company, either private or public.
This custom largely accounts for the Commissioner’s statement that 94 per cent. of all capital
employed in trade is in the form of companies and only 6 per cent. in private hands. In the face of
the forecast contained in this paragraph, new conipanies are being formed daily in New Zealand, and
continue to be registered in hundreds annually ; and I have yet to hear of any company that has
ceased to progress solely from the effect of income-taxation and not from some defect in its internal
organization or management. It was quite obvious that the reason why the large companies appeared
to be badly hit by income-taxation when the slump came was solely due to the fact that many of
them were cither overlooking or ignoring the fact that as soon as profits are made a definite liability
is immediately created to the amount of the State’s share of that profit. They were carrying on the
policy of letting the subsequent year’s profit pay the tax that had actually become a liability during
the previous year; conscquently when they made losses they had to use up their so-called reserves
to pay the tax, when the actual position was that they had previously over-distributed profits, or,
rather, that they had distributed amounts which were properly not available for distribution. Now,
this result is not the effect of a faulty incidence of taxation, but is due merely to lack of ordinary
foresight on the part of the management. Clause 38 (A): I think the argument advanced in sub-
clanse (k) that the taxation system is giving an unfair advantage to individuals over companies, when
such are in competition, cannot be treated seriously. When 94 per cent. of all capital engaged in
trade is in the form of companies, and of the remaining 6 per cent. the greater portion must be made
up of the small trader, who, for all practical purposes, cannot be mg(nded as a competitor, surely the
94 per cent. dan offectlvoly deal with the small opposition. The statement is also made that the
produce companies must cease to lend to farmers. The statement is not berne out by facts. 1 have
here the figures of a well-known company which show the following totals of book debts and bills
receivable : Mazrch, 1921, £1,288,000 ; March, 1922, £1,204,000 ; March 1923, £1,303,000. Does this
go to show that the company is ceasmg to lend to farmers ¢ Clause 38 ( ) O If the present specially
heavy tax is continued on investors in companies the result will be that these investors must get a
return from their company investments at least equal to that which they could get in other directions,
otherwise they will not invest, and will attempt to withdraw that which they have invested. If, how-
ever, a general graduated tax were placed on the incomes of all individuals, no matter from what
source derived, it would tend to stay where it was put, for the rcason that no change of investment
would enable its avoidance. Tt is clear, however, that one country cannot tax investors for a lengthy
period at a higher rate than that charuod by another country within casy reach and equally desirable
to live in or invest in.” If these arguments were sound any change in the incidence of our taxation
would have the effect, as shown by my comments on clause (c¢), that the bulk of our taxpayers would
immediately migrate to Australia. Clause 38 (k): “ Take the case of a wealthy man whose taxable
income is £10,000 a year. He pays £4,400 a year income-tax, but decides that he must avoid this,
and accordingly calls in half his investments and buys tax-free war bonds. At the present market
price these bonds will return him over 5 per cent. net, clebr of tax; but in addition to that he has
changed his taxable income from £10,000 a year to £5,000 a year, and his taxation rate from 8s. 9d.
in the pound to 5s. 9d. in the pound, so that his (‘h(mgo of investment not only brings him over 5 per
cent. on the best security the country has to offer, but saves him £750 tax on his remaining £5,000 of
income, which is equal to another § per cent. interest on his war bonds, making his net return on these
equal to 53 per cent.” This first case given deals with a matter quite apart from the question of
company-taxation, and depends wholly on the question as to whether the ‘issue of tax-free debentures
wag justified or not. Then, further on the subclause reads : “ The same cffect, but in- a lesser degree,
takes place if the same man can change half his investments to local-body debentures carrying 2s. 6d.
tax to company debentures carrying 3s. tax, or to shares in small companies carrying a moderate rate
of tax. The result is that men of large means are gradually transferring their capital to those invest-
ments where there is little or no spread between the small and the wealthy.” As regards the taxation
on company and municipal debentures, this weakness has been to some extent adjusted by the Finance
Act, 1923, section 6. Clause 38 (I) attempts to illustrate the effect of the present system of taxing
companies, and there is not the slightest doubt that some of the statements were and still are contrary
to fact. For example : ““ With income-tax standing at 8s. 98d. in the pound, it means that i order
to get the pre-war net rate of interest these companies would have to charge from 11 per cent. to
12 per cent. for loans—rates which farmers cannot possibly pay. Consequently no farmer can get a
new advance from any such concern at the present time. The companies as they collect the advances
must therefore utilize the money for other purposes, and the farmer has to do without the finance.”
Now, will any of these companies admit that they have charged their farming customers a regular
rate of 11 or 12 per cent. interest on their advances ¢ Then, again, the figures I have quoted (L})()Ve“
38 (h)—go to show that advances are not being steadily Wlthdrawn I do not propose to deal with
the minority report except to state that, with the exception of one or two small points, 1 can
absolutely endorse what it says, and in my opinion the logic of the arguments it contains has not
been and cannot be effectively replied to. In some respects I am prepared to go even further, and
will read a letter which I wrote in June of 1921 and which appeared in the Otago Daily Times of
1st July, 1921, when this question was first being freely discussed. I wrote as follows i

‘“ Speaking in general terms, there are only two classes of shareholders—(a) those who have taken
up shares when such are issued by the company ; (b) those who have purchased shares on the open
market.

«1, To deal with the small shareholder in class (b) : He has purchased shares presumably at the
market price, and this price is actually governed by the amounts paid as dividends by the company,
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aud these dividends are distributions of net profits after the company has paid income-tax. The
examination of a list of share-prices issued by a stock exchange will bear out this statement. s this
sharcholder entitled to a refund of tax, oris it not rather an attempt on his part to obtain more than
that to which he is entitled ?

“2, Turning now to the small sharcholder in class () (original shareholders)—-and this argument
also applies to the shareholder in class (b)—he has recognized that union is strength, and so he has
taken up shares with the idea of deriving benefit from combining his small sum with other amounts
in order that he may obtain a higher return from his money than he would reccive from an ordinary
small safe investiment. The purchase of shares being a speculation, he knows the risk he runs; he
knows that the company may fail, and le would then lose the whole of his venture ; and he knows
that companies are legally, in every way, separate entitics and have been taxed as such for many
years past. As he undoubtedly receives the benefits from hix share in the “ union,” so also must he
accept the disadvantages.

“For the reasons riven above, the writer contends that any amendment to the system of taxing
companies as scparate entities is not equitable, the more so because any decrease in revenue from
this source will probably have te be made up by other payers of income-tax who should not justly
be called on for such extra contributions.

“A glance at the official figures of new companies registered will give sufficient answer to the
argument that the incidence of taxation which has been adhered to for years past is having a
restricting influence on this form of business control.”

Those statements dealing with a question of fundamental principles are equally true to-day as
they were when written. I now propose to deal with some of the effects that would arise in practice
if the incidence of taxation were changed. Take the case of a company having a paid-up capital of
£550,000, made up of 300,000 ordinary shares of £1 each and 250,000 5}-per-cent. preference shares
of £1 vctoh both classes of shares being taken up under the existing law. Let us assume that this
company makes a profit of £48,000 for the year endlng 31st March, 1923. Under the present
incidence this amount could be allocated as follows :—

£
Amount of carry-forward considered safe for distribution - oo 4,750
Profit .. .. i, » .. .. .. . 48,000
Total . .. . . &.02 750
£
Income-tax, 7s. 4d. in the pound .. .. 18,000
Ordinary shares : Dividend .. o .. 21,000 = T per cent. tax-free.
Preference shares : Dividend .. ... .. 13,750 = B} per cent. tax-free.
- Total .. .. .. £52,750

We will now assume that the incidence of taxation is altered according to the ideas of the authors
of the majority report. The preference shareholders will then receive their £13,750 subject to taxation
instead of tax-free, while the ordinary shareholders will reccive £39,000—-that is, over 13 per cent.—
also, of course, subject to taxation. This result would, I have no doubt, delight the ordinary
sharcholders ; but would the preference shareholder be equally pleased ? His rate of income-tax
would be materially increased on account of the loss to the public revenues, as I have previously
explained, and in addition the rate of tax on the whole of his income, quite apart from these dividends,
would also be increased, because their inclusion would affect the graduation of his income-tax. The
wide differences of effect on the various classes of shareholders in companies is a point that has not
been sufficiently stressed and gone into. Take the case of a man with an income of £600 per annum
who wishes to invest £5,400 in the company I have mentioned. If he takes up 54-per-cent. preference
shares he will then pay, according to the present law, £15 income-tax on his whole income (£900),
and the same tax if he takes up the ordinary shares paying 7 per cent. (total income £978).  This
would give him a net income of either £885 or £963. Now, change the incidence of taxation in the
manner urged, and what is the result ?

1. If he has bought preference shares, his income-tax will then amount to £63 15s., leaving him
with £83 5s.—that is, an additional tax of £48 15s.

2. 1f he has bought ordinary shares, his income will then be—

£
(@.) Ordinary income .. .. . .. .o 600
(8.) 5,400 ordinary shares at 13 ]wr cent, . . oo T02
Total .. .. .. .. .. £1,302
Less tux . .. o . . . oo 114

£J 188 — an additional
gain of £225.

Where is the equity 2 The result would be that the preference shareholder would be penalized by
an additional £48 15s., without any additional income, while the ordinary shareholder made an
additional clear profit of £225. To my mind, it would be almost an impossibility to so frame an Act,
which must necessarily deal with general principles, to avoid creating serious injustices and inequalities

8—DB. 5.
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between classes of sharcholders, and this entirely due to that fact that a radical change-over would be
attenmpted in the incidence of taxation. Shares have been issucd under various names--ordinary,
preference, founders, bonus, deferred, and so on, and the name in itself is practically no positive
guide as to the varying conditions under which the shares are actually issued.  Another practical
difficulty that must be faced would be that of company profits available for distribution at the date
of the change-over. Would a distribution of these profits carry an additional dividend-tax, thus
paying tax twice, or how could they be so dealt with as to overcome this ¢ These profits may be called
~—Balance forward in Profit and Loss Account ; Reserves; Reserve Funds ; Dividend Equalization
Account ; and so on; and the subsequent distribution of dividend might take only part of these
and make up the balance from subsequently earned profits. Then, again, these reserves might have
been created by premiums on share issues, and so on: would these have to pay income-tax ? A
company, instead of paying out dividends, might distribute bonus shares. Would these pay income-
tax 2 A company might go into liguidation and the liquidator distribute the surplus assets by paying
what are actually fhvmlon(h on shares which might really be the result of revenue profits, capital
profits, or Ieturn of capital. What would be the position as to income-tax ¢ To sum up the
change-over, even if a fairly satisfactory general Act were passed and brought into force, the
Commissioner would be immediately faced with a fresh lot of loopholes and opportunities for
avoidance of tax, fresh injustices that would require adjustment, and so on, whereas now he has a
fairly clear-cut met thod which is familiar to the taxpayers, and he has succeeded by his various amending
Acts in closing up most of the openings through which the elusive taxpayer could eseape him. 1 do not
propose to onldrgu on these practical difficultics, because any one, by a study of the subject, could put
doubtful cases almost indefinitely before you ; but 1 say this : that the proper time to tax profits is
when they are made and not when they are distributed.  Another point for consideration is this :
the change-over would necessarily materially affeet the market price of company shares, causing
capital losses to some holders and capital profits to others. This factor alone is one which would
require very carcful consideration on the part of the authoritics if the alteration were contemplated.
If T have not made myself clear in any of the above statements 1 would be pleased to answer any
questions concerning them. In conclusion, I should like to take this opportunity of paying a
tribute to the way in which the Land and Income Tax Department is being run. Without exception,
in all the transactions I have had with either Wellington or the local Inspectors T have received fair
treatment, an attentive hearing, and the utmost assistance ; and all the officers that 1 have come in
contact with are, in my opinion, men of outstanding ability, not only in the carrying-out of their
dnties, but in retaining an open mind. Also the very wide discretionary powers which the Government
has given to the Commissioner have proved to have been placed in safe hands. T wish to deal now
briefly with one or two matters that I would urge should be altered to make the incidence of taxation
mom equitable.

. Abolition of land-tax as & means of raising annual revenue and putting on a special tax for
the purpose only of preventing under-aggregation of Jand, and to burst up any large holdings that
can profitably be subdivided. As I understand it, this was the original intention in ‘the m‘rroduc‘rlon
of land-tax, and its incidence is such that it acts inequitably when consideréd as an annual chacge.
Necessarily a land-tax must be imposed to take effect on a certain day and hour—at present it is
12 o’clock noon on the 31st March in cach year. The charge cannot be subject to apportionment in
any way, and it works out in practice thus : If a man buys land on the 30th March he pays land-tax
on it, but if his purchase is not made until Ist April he escapes tax. This is clearly incquitable, and its
nature is such that it is practically impossible to avoid it, more particularly as a reasonable method
of apportionment of a graduated land-tax has yet to be suggested.

2. Inclusion as a taxable profit of any profit made on the sale of land purchased within, say,
twelve months of such sale. This applies, to my mind, particularly as it affects farm property.
This speculation in farms, stocking up to more than the carrying-capacity and then selling out at a
profit is cssentially bad from a production point of view. The class of farmer that is wanted is one
who intends to make his profit by farming, and not by selling his farm, and under the present method
of taxation the farm speculator is encouraged, as his profit is not taxed. Moreover, each sale of the
farm at a profit makes it more difficult for the ultimate holder to farm profitably, as his overhead
charges in the way of interest are so materially increased.

Reimposing of tax on income derived from land, and taxation of this form of income exactly
as in the case of other income. I cannot sec any reason for the exemption of any annual form of
income from an annual income-tax, and now that losses are permitted to be carried forward such
taxation is absolutely sound and equitable even in the case of a fluctuating business such as farming.
As various returns of income have been passing through my hands, I have been more and wmore
impressed with the equity of income-tax on farms ag opposed to land-tax. During the slump period,
while large losses were heing made, the farmer was still called on to pay his land-tax, and sometimes
it was extremely difficult for him to do so. To-day when he (more particularly the sheep-farmer) is
doing well the amount he has to pay in land-tax is indefinitely too little when considered in comparison
with his profit. Income-tax has this definite element of justice : if you make profits you pay tax to
the State ; if you make no profits you pay no tax.

4. Taxation of all interest on debentures on the same basis as other interest. T cannot sce why
any differentiation should be made between debenture and other interest in the way it is at present.
There does not seem to be any valid reason for it. These variations in methods of assessment permit
of efforts being successfully made by some taxpayers to avoid paying their fair shares of tax to the
State, and this should, as far as possible, be prevented.

5. Donations made by business firms should be permitted as deductions from income for the
purposes of assessment. These donations are in a large measure a form of expense, in some cases as
a matter of business policy, in some as an advertisement, and in some from a sense of liberality.
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But, in any casc, I think they should be deduemble within reasonable limits, bounded by, say, a
certain percentage of the income.

6. To arrive at the graduated rate for income-tax, that all forms of income be included
dividends, tax-free debenture interest, and so on. I know that the question of the inclusion of
tax-free debenture interest has been considered by Parliament and has been turned down, but I still
state that it should be done, because a taxpayer in receipt of taxable and non-taxable income is able
to pay at the greater graduated rate on that portion of his income which is subject to taxation.

My. Hunt.] You referred to Australia as now adopting the New Zealand tax. Do you know the
rate of tax that they are charging the companies in Australia 2—1 do not. I have not scen the Act
itself. That guotation is all that I have seen.

Mr. Hunt : You know, do you, Mr. Clark ?

Mr. Clark : Speaking from memory, it is 1s. in the pound on the total profits.

Myr. Hunt: And are dividends taxable ?

Mr. Clark : Not by the Federal authorities, except where the inclusion of the dividend would
increase the rate of the shareholder’s tax. Then the State, of course, taxes the dividend and the
conpany too.

Myr. Hunt: But it is a flat rate of 1s.?

Mr. Clark : Yes.

Myr. Hunt.] You would not suggest that that is the New Zealand system, would you, Mr. Finch %
(Witness) It states in that journal that the change-over is to the New Zealand system. That is the
only authority I have for my statement.

A flat rate of 1s. in the pound is qulte different irom a graduated rate, 1s 16 not #—That is 0.

You say in your statement that ‘‘ companies were carrying on on the policy of letting the
subsequent year’s profit pay the tax that had actually become a liability during the previous year.”
It was surely only small companies that did that. I never read of a big company doing that 2—I
have seen quite a number of examples of that, in both small and fairly large companies. They
apparently 1gnored the question of income-tax. I have in mind a small company in Oamaru. They
made a loss of about £15,000, I think. They had to pay out from £6,000 to £7,000 income-tax, and no
provision had been made at all.

Then you went on to refer to the large number of companies that have been floated during recent
years as proof that companies are not unpopular as a form of investment. Of course, that report of
the Taxation Committee of 1922 where it mentions the companies was only referring to large
companies. Can you point to any large company, with a large paid-up capital, which has becn
formed in the last year or two ?—I Dbelieve there were some large companies registered last year.

But with a large paid-up capital ? It is quite a common thing for a company to be reglstered
with a large nominal capital, but they call up ounly a comparatlvely small sum. It takes a company
with a large capital to pay the maximum income-tax, does it not ?—That is so.

Did you ever analyse what these companies were that were formed ?—No, I do not think I did.

Would it be a fact that a large number of them were small private companies, formed probably
to escape income-tax ¥—I do not think so.

If a few wealthy men form a small company they escape income-tax, do they not #—In what way

Say, a company with a total income of £3,000. It is only graduated as a £3, 00() income, 18 it not #—
That is so.

It might be formed with three shareholders having incomes of £10,000 each *—Yes.

Is not that escaping taxation ?-—1It depends where they get their capital from. Those arguments
were advanced in a pamphlet that was issued, © Excessive Income-tax charged to Large Compamee
in New Zealand and its Effects.”” That argument was advanced in that pamphlet.

Myr. Weston.] Is that the Taxpayers’ Association’s pamphlet ¢—No. It 1s one that was issued
in 1921.

Myr. Shwrtcliffe.] By whom *—A number of the stock and station companies. At the bottom of
page 14 it says: °° Now, the point is that the large public company may be, and often is, owned by
a very large number of small shareholders, and the result is that shareholders of small and moderate
means pay the maximum tax fixed for the extremely wealthy. On the other hand, these small private
companies may be, and often are, owned by wealthy men. By spreading their capital amongst thesc
small companies they get off with a comparatively light tax. For example, take a man with an income
of £10,000 before income-tax is deducted, If he has to show all this in his tax return he will pay
8s. 9d. in the pound, or £4,400. If he can spread 80 per cent. of his capital amongst a number of small
companies that show an average profit of £2,000 a year cach, these companies would only pay income-
tax at an average rate of £280 each—."" That is a misstatement of fact, because you cannot have
averages in a graduated tax. It goes on: ‘“and, as our wealthy friend gets his dividends clear of
income-tax, he has not to include them in his own income-tax return. The income he has to return
is reduced to that from one-fifth of his capital, or, say, £2,000 a year, on which the graduated rate comes
to £280. The result is this wealthy man, instead of paying 8s. 9d. in the pound, or £4,400 in income-
tax, escapes with a payment of £1,400—that is, the combined tax on his small company holdings and
his own direct payment. Through spreading his capital amongst small companies he makes a clear
saving of £3,000 a year.” That is an assumption, and there are so many fallacies in it that it is
practically impossible of realization, to my mind. In the first place, the man would have to select
nine separate companies with a capital of £3,300. He would have to buy 14,900 shares at par. He
must have nine friends with each a capital of £1,700 to follow his lead and invest in the same companies
to give him control. He must select nine separate managers for these companies. He must see that
each company earns £2,000 exactly. 1f more, the rate is too high; if less, then he loses part of his
income. None of the nine companies must take any reserves, otherwise he loses income. And each
company must distribute the whole of its profits. Now, I think that such a case would be impossible.
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Mr. Hunt.] 1t 1s an extreme case, but is it not quite possible for a man with £10,000 a year to
distribute his capital amongst a number of small companies and escape a very large amount of
taxation ?—That is provided against to some extent in the Act, which leaves 1t optional for the
Commissioner of Taxes to make joint assessments when companies are owned--that is, a ccrtain

A man can be in quite a number of small companies, where the tax is very much reduced ?---Yes.
But the assumption is that a man is making his investment for the purpose of the avoidance of tax.
An ordinary individual makes his investment for the purpose of income, and when he has got his
income he uses his brains to try to avoid the tax.

He is out for net income, is he not —Yes.

Is it not true that he will take the tax into account in fixing his investments #—That is so; but
the average man, when he is speculating in shares, looks for much more than a normal rate of interest.
He expects a larger rate, and he takes the risk.

The bulk of the companies that have been floated have been small private companies: is that
not true ¢—1I believe that is true.

There have been practically no companies floated during the last two or three years with a large
paid-up capital. I do not take any notice of a large nomlnal capital, because nominal capital is not,
paid-up capital. Is not that so ?--I could not tell you. 1 have not seen the recent figures of Jarge-
company flotation.

You refer in your statement to a big company. You say: * Take the case of a company having
a paid-up capital of £550,000, made up of 300,000 ordinary shares of £1 cach and 250,000 5}-per-cent.
preference shares.” Do yvou know of any such company having been floated since the high graduated
tax came in ¢—-No.

So that all these big companies would have been floated before the graduated tax came in —
I presume so. No; pardon me. Bofore the graduated tax came in, or before the high graduated
tax came in ?

Before the high graduated tax came in ?-Yes.

When did the graduated tax come in ?—1 was under the impression that the graduated tax was
in operation before the war,

My. Hunt: Before the war it was hardly a graduated tax. It was a flat rate, with lower rates
on the smaller incomes. It wag a flat rate of 1s. 4d. in the pound as a maximum in pre-war days.
Is that not so, Mr. Clark ?

My, Clark: No; in 1910 it was graduated, but not to the same extent as at present. The
maximum was Is. 4d. in the pound,

My. Humt: And that was reached at a comparatively low income ?—Yes.

Mr. Hunt (Yo witness).] So that in practice, although the tax was graduated up to Is. 4d. ab a low
income, it meant that 1s. 4d. was the amount paid by all companies ’3 --But that is more a question
of the justification or otherwise of having the graduation, and also a question of the justification or
otherwise of having a high maximum.

But 1s. 4d. was the maximum when any of these large companies were floated —Yes.

You referred to the big profit that a company would make on its ordinary shares if this change
took place, and suggested that it would increase its dividend up to 18 per cent. Would competition
cdome in between those companies ?---Competition to a very large extent is governed by the law of
supply and demand. An ordinary trading concern fixes the price of its connnodltlu' at what it can get.

But the profit is largely fixed by competition, is it not #—VYes.

And competition between companics fixes the profit in very many concerns, does it not - ~Yes.

If the companies were going to earn 13 per cent., would it not mean that capital would immediately
flow into that very profitable industry ?--You are dwlmﬂ now with the question of the justification
of a high rate of tax.

No. What I am dealing with is the ordinary fluidity of money. Is it not true that capital tends
to leave the unprofitable industries and flow to the profitable ones %—Yes.

If companies could get a 13-per-cent. return, would not that be very profitable ¢—In that
illustration I was giving you it was only on half the capital that that 13 per cent. was made.

If ordinary shares could earn 13 per cent., would not that be a very profitable industry ?—1f you
distribute the profit that T show in that instance over the whole of the capital it is not 13 per cent.
It is only about 8} per cent.

I mean it is a very profitable investment and would tend to make more money flow in that
direction *—Not with a return of 8% percent. only.

But the 8%-per-cent. return can easily be converted into a much more profitable one on ordinary
shares, because most companies have preference shares or debentures —The question I was dealing
with there was the question of the inequality produced between the classes of sharcholders, not the
question of the increased profit that would be available for distribution over the whole of the capital.

An ordinary shareholder should receive more than a preference shareholder, should he not, because
of the risk he is taking % Yes, I admit that, but not to the extent that it would mean in a case such as
this.

But do you not think that if a company could make 13 per cent. for its ordinary shareholders it
would tend to make more capital flow into that form of industry ?—-No, I am not prepared to admit
that.

I think it would —The total profit available in a company of this nature would approximately

- average 8% per cent., which is not an abnormal return from a company investment.

That is not the average. It is a very great deal more in this case. It works out to very wvearly

10 per cent. #—Yes. Ten per cent. is not an abnormal return for a trading concern. 1 do not think

3
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that that is at all out of proportion when you consider that you can get 6 per cent. on mortgages. At
the present time T should say that 10 per cent. is quite a fair return and not an excessive return.

Can you show me the balance-sheets of any large companies now that are making 10 per cent.
on their capital and undivided profits and reserves #-—-My experience of balance-sheets is that they are
produced for the purpose of concealing th: position. The amount of undisclosed information and
the secret reserves in the business are so great that you cannot always go on the published figures as
to the actual way in which the company is being run.

That is quite true there is a great deal of 1nformat10n concealed, but I am satisfied that 10 per cent.
is not earned by large companies on the total capital that they are using at the present time #—Do
you not think that that is the result of trading conditions rather than the question of taxation ?

Trading conditions are now quite all right. Do you not think so —I do not. They are still to a
very large extent abnormal.

Why ?*—Take the trading conditions at Home and on the Continent. They are materially
affecting the position.

But in New Zealand ?- The conditions at Home affect the New Zealand conditions.

But our New Zealand conditions are fairly good just now ?—They are improving, but I do not
think they are up to pre-war standard.

In your statement you say this: “ If these arguuents were sound, any change in the incidence
of our taxation would have the effect, as shown by my comments on clause (c¢), that the bulk of our
taxpayers would immediately migrate to Australia.”” Why %—Clause (¢) refers to the question of the
increase that must be levied on the ordinary taxpayer in New Zealand, and it also refers to the fact that
Australia has apparently changed over to the New Zealand system.

How has it changed ? A flat rate of 1s. in the pound is not a change to the New Zealand system —
The statement in that journal is that it is a change-over to the New Zealand system.

That 1s. in the pound is not a graduated rate. "It is a flat rate. And that is quite different from «
graduated rate that goes up to bs. 10d., is it not *—Yes ; but if the statement contained in that journal
1s correct that Australia is changing over to the New Zealand system——

But Mr. Clark has shown that that statement is wrong. What Australia is adopting is a ls. flat
rate, as against a graduation going up to Bs. 10d. in the pound ?—Then, of course, my statement is
incorrect. I was basing it on that published statement, which was the only evidence I had as regards
the change-over in Australia.

You admit, on what Mr. Clark has said, that it is not the New Zealand system ?—Yes.

Why would these people go over to Australia ?—I1 was assuming that that statement was correct.

You spoke about the difficulty in sharcholders applying for a refund. Is it not true that
debenture-holders now apply for a refund ¢ —I had on several occasions to apply for a refund of tax on
shares issued in England and held by a trust estate in New Zealand.

I mean, in New Zealand. Is it not true that debenture-holders in New Zealand now get a rebate
of taxation ?—Yes.

Is there any more difficulty in getting a rebate with respect to shares than in respect to deben-
tures ¢—1I should say there is a great deal more difficulty, because debentures are usually issued in big
parcels, and there is a comparatively small number of issues. They are held in comparatively large
amounts, while shares are held in comparatively small amounts. If 1 had single shares in several
companies 1 would have to apply for a refund on the one share in each case. It would not be worth
while. On the other hand, debenturcs being usually held in much larger parcels, it is worth while.
Let me mention my experience with the Revenue authorities at Home in connection with an
application that I made in connection with a trust estate. The forms were sent out for me to
complete, and I completed them. They went Home and came back again, They did the round trip
five times, and finally the Revenue authorities accepted my original application for a refund. The
period covered was, I think, a year and nine months.

That is your misfortune from living in New Zealand ; but in England they have carried out he
practice for many years, and they stick to it —Yes. The position in England is that the taxpayer
Is educated to that system. In New Zealand the taxpayer is not, and you have got to commence
cducating every business man in New Zealand up to it. To do that will throw a tremendous amount
of work on the office. .

My. Clark : 1 should like to say that the system of refunding is avoided as far as possible on
debentures. We arranged to allow the local authorities to pay out in full where the taxpayer made a
declaration that his income was under £300, so as to avoid collecting and refunding again. The only
cases in which we make refunds are where the rate varies. Where the local authority gives us a list
of the holders of debentures we deal direct with them. So that colleeting at the source and refunding
is being departed from as speedily as possible, owing to the irritation caused. With regard to the
English system, one of the Committee’s reports on taxation some ycars ago commented on the fact
that tht Revenue authorities at Home were three years behind with their refunds.

My, Hunt: The system at present in force, as I understand it, is this: Say a company is
returning its list of debenture-holders to you, a declaration is made

Mr. Clark : Not now. As soon as it supplies us with an authentic list of debenture-holders we
deal directly with the debenture-holders, and they are responsible to us for the tax until they advise
a transfer of the debentures. We departed as soon as ever we could from the system of refunding.

Myr. Hunt : Could not that same system be applied to shares ?

My. Clark : We would have to deal directly with every shareholder, and every shareholder would
have to advise us of the transfer of shares. We would have to keep a record of all transfers of shares.
As far as the Department are concerned, we are not raising any objection on that point. I just wanted
to explain about the debentures.
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Mr. Hunt (to witness).] Do you believe in the system of graduated tax ¢—Within limits, yes. I
think that the graduations are too high. They go up too high. T think that the present heavy tax
on commerce is too heavy in the interests of the community.

Why do you believe in a system of graduated tax ¢ Do you think that a man with a large income
should pay more on each pound than a man with a small income ?—Of course, it is open to question,
but it seems to me to be a universal practice. It seems to have been recognized universally as the
fairer way of getting revenue for the State. The graduations apply as regards both land and income
tax. It seems to be recognized as a universal custom.

I take it you agree that a man with a large income—say, £5,000 or £10,000 a year—should pay a
larger proportion of each pound than a man with a small income %—Yes.

With respect to these company incomes, the companies are owned by individuals, are they
not ~—Yes, but it is the company that earns the income and not the individuals.

But are not the companies owned by individuals ?—Ultimately, yes.

And those individuals are large shareholders and small shareholders ¢—Yes.

Can you show me any difference in the graduation in the amount of tax paid on each pound
between the large shareholder and the small shareholder ?--1 think you are getting away from the
question, which is that a company is a separate entity. It is a new being. It is practically a person,
from a legal point of view and from all points of view. It can hold land as an individual, and as an
individual it makes profits. .

Is not the State governed for the bencfit of its people #-—Yes.

And is not the whole of the State governed and controlled in the interests of the people them-
selves ?--Yes.

The graduated system was brought into being, was it not, because it was thought that the man with
the large income could afford to pay more in the pound than the man with the small income -—Yes.

Is there any difference in the sacrifice made for State purposes by the large shareholder and the
small one ?—-I do not think that that argument-——

I want to know. Is there any difference in the sacrificc made for State purposes by the large
shareholder and the small shareholder %—1I do not quite follow your question.

' Supposing you are drawing £10,000 a year from company shares and I am drawing £10. Are you
sacrificing a larger proportion of each pound for State purposes than I am ? - 1t depends to sonc extent
on how I acquired my holding.

You have an income this year of £10,000 drawn from companies. I have an income of £10 drawn
from companies. Are you sacrificing any more of each pound of income than I am ?-—1 do not think
that that question can be answered definitely Yes or No, for this reason : that you must take into
account how the investment arose—how you bought the shares or how you came to invest your money.

The point is that you pay income-tax each year on your income regardless of how you acquired the
income. You have an income of £10,000 from shares in companies. I have an income of £10. Is
there any difference in the rate per pound that we pay on our income ¢-—The tax is paid by the
company itself.

But the company is owned by the individuals ¢ -Yes ; but the company is for all purposes, both
theoretical and legal, a separate person.

The State is run not for its institutions, but for its people. The institutions arc for the people,
not the people for the institutions ¢——Yes.

The company is owned by people—by large shareholders and small shareholders. Is there any
difference in the sacrifice that the large shareholder makes as compared with the small sharcholder ¢—
1 do not altogether follow your question.

The Charrman.] They pay the same rate of income-tax whether the income is large or small #—Yes.

Mr. Hunt.] If you are drawing a large income from interest on mortgages and I am drawing a
small one, you pay a larger amount ?—Yes.

But if our incomes are drawn from companies we both pay at the same rate ?—-Yes.

In this 1920-21 return to which you referred approximately 68 per cent. of the total tax collected
came from companies #—7Yes.

So that there was no graduation in the tax paid by the individuals as far as that 68 per cent. was
concerned : they all paid the tax at the same proportion ?—Were they all taxed at the maximum rate ?

That made no difference between the small and the large shareholders. So that of the total tax
paid in that year 68 per cent. came from companies. Those companies were all owned by wealthy
individuals and individuals with small means. There was no spread in the tax as between the large
and the small shareholders ?—You are ignoring the fact that a company is an individual.

The State is not run for companies, but for individuals. You admitted that there was no difference
between the rate of tax as between the large and the small sharcholders —Probably ; but if you had
shares in a company which paid a small profit you would pay a lower amount than a man who had
shares in a company which made a large profit.

But it is not a question between a company making a small proﬁt and one making a large profit :
4 company may be owned by small and large people, but they all pay the same rate 2—But the individual
did not earn the profit ; it is the company that earned the profit.

The incomes were earned by individuals, and those individuals had no spread in the tax, as between
them ?—1I think that is too sweeping a'statement.

Can you show me any spread in the tax in any of those companies, as between the wealthy and the
poor man %—If a wealthy man had shares in a company which made a small profit and a poor man had
shares in a company which made a large profit, then you would have an inequality ; so that you cannot
have the sweeping statement that they both pay the same rate.

Some shareholders are big wealthy men and some are small poor men. There are as many large
men in small companies as there are in big companies. Can you show me any difference in the rates
of tax men would pay because of their large or small holdings —No, there is no difference.
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The Chairman.] Is not the answer that the individual is not taxed at all 2—That is so.

The shareholders pay it only indirectly #—All shareholders in the one company pay the same
rate.

Mr. Hunt.] So that in 68 per cent. of the tax collected there was no spread in the tax taken
from the small and the large shareholder ¥—1 am not prepared to say that.

A company making a small profit may be owned by people with large incomes. The point I
want to make is, is there any difference in the rate of tax paid by the different shareholders 2—
There is no difference in the rate simply because he is a wealthy man or a large shareholder.

The shareholder is not affected at all —That is so.

In 68 per cent. of the tax collected the small shareholdcl pays the same as the big one %—That
is so.

It is true that there is no spread in the tax paid in respect of 68 per cent. of it 2—There is no
spread in the tax as between the individuals that hold the shares in a company, but that cannot
apply to the whole 68 per cent., because one company makes a big profit and pays a big tax, while
another company makes a small profit and pays a small tax.

It depends upon the size of the profit. There is no difference as between the shareholders in one
particular company #—1In each particular company, no.

So that in 68 per cent. of the tax collected there was no spread !—In each individual company
that is so.

So that it only leaves the remaining 32 per cent. of the graduated tax to apply to individuals ?
—If you ignore the fact that a company is an individual.

But a company is owned by individuals ?—But they are individuals.

It is only on the 32 per cent. that there iz any spread in the tax ?—No; I disagree with you,
because in respect of the other 68 per cent. the companies are actually individuals,

The companies are owned by individuals. You admit that there is no difference between the
rate of tax paid by the different individuals in a company ?—In the same company there is no
spread.

So that all the individuals in these companies paid the same rate of tax ¢—In each particular

‘© company, yes.

So that that leaves 32 per cent. for the graduation to apply to -—No; because there is the
other 68 per cent. The company is the one that earns the profit and the company is a separate
entity.

We admit that a company is a separate entity, but we are talking about the individuals who
have the incomes: they-have all the same rate to pay. It is only in regard to the 32 per cent.
where the individuals are graduated ?—You cannot make a striking distinction in that way, because
part of the 32 per cent. w1ll form part of the 68 per cent., because a sharcholder may be a private
individual for purposes of taxation.

But in the income paying 32 per cent. of the tax—mno company income is included in that ?—
Yes.

What company income is included in that ? On that 32 per cent. there is a graduation in the
rate of tax ?—Yes.

But is it not true that owing to the possibility of well-to-do men with large incomes investing
in tax-free securities or company shaw% with no spread they avoid graduation ?— It might be postnb]o
and no doubt it is done. As regards the tax-free securities, that is a question of policy as to whether
the Government is justified in issuing them, whereas company shares are not tax-free : the company
pays the tax. The individual does not earn the profit on which the tax is paid. The tax should be
paid when the profit is made.

Say I am a man with £10,000 a year. I invest half my capital in companies, and the income I
get from that is not taxable in my hands 2—It is possible that if you invested half your income you
might lose it.

But if T put half my capital into companies the income is not taxable in my hands ?--No.

And you admit that T do not pay any more in the pound than the smaller shareholder 2 —That
is so.

Does not that reduce my taxable income from £10,000 to £5,000 2--First of all, how was your
previous capital invested ?

Suppose I had it invested in loans or mortgages, which brought me in £10, ()OO a year, or
supposing I had it in businesses and changed my investment, realizing on my old investment: does
not that reduce my taxable income from £10,000 to £5,000 %—As an individual, you reduced your
direct income subject to taxation. _

And so the effect is that in my company investments I get the same dividends tax-free as an
individual, and I got a saving on the other investment ?—Yes.

So that T am doing better out of my company investment ?-—Yes.

can a
taxpayer pass his tax on ?—In respect of what ?

An income-tax is supposed to be placed on the individual income—that a man must pay it out
of his own resources ?—Yes, counting a company as an individual.

It has to be paid out of his own resources : because he is paying that tax he must not obtain a
larger profit out of his customers —Theoretically that is supposed to be the case, but take the
question of putting a tax on petrol or tires.

But that is a duty, which is always passed on. But take the income-tax, is that passed on or.
not 2T do not think it is. Personally I have never seen commodities altered in price through an
increase in income-tax paid by the vendor. The thing that regulates the price of a commodity is
almost¥entirely competition.
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Tt is competition. The taxable income of that year you referred to, when 68 per cent. was paid
by companies, was derived from two reservoirs of capital, one was owned by the companies and the
other was in the hands of individuals ?— Yes.

Now, the assessable income that paid the 68 per cent. was £15,341,000. The total assessable
income that year was £48,000,000, so that taking away the £15,000,000 it left £33,000,000 taxable
in the hands of individuals ?—-Yes.

That £33,000,000 in the hands of individuals paid tax amounting to £3,200,000: it paid, roughly
£3,000,000 in. tax, while the companies paid £5,000,000. The £33.000,000 paid £3.000,000 in tax,
while the £15,000,000 paid £5,000,000 ?—Yes.

The whole of the income returned by the companies was assessable 7 -Yes.

But the whole of the income returned by the individuals was not assessable 2-—That is so.

Say a man has a few shares in a company, that becomes part of the assessable income of the
company #—No, becanse what he gets from the company is a dividend ; that tax has been paid.

If a man has £100 invested in a company, that is part of the TeServoir of the company, and the
income is earned from that £100 ; so that no matter how small the contribution of the individual the
income is all assessable. But in the hands of the individual small investments are exempted ?-—Yes.

So that while that £15,000,000 represented the whole of the income from companies, the
£13,000,000 did not represent the whole of the income returned by individuals *—Not necessarily.

Well, in Mr. Clark’s evidence given before the Taxation Committee he said the non-taxable
portion about equalled the assessable income: is that not so, Mr. Clark ?

My, Clark : That is so. The figures are in that statement which you have.

My, Hunt: No; because this does not include all the incomes that have no taxable amount,

Mr. Clark : No. You have the exact figures in the printed book—page 10 of the introductory
report.

Mr. Hunt: 1 want to point out the amount of the incomes returned by individuals. This
£48,000,000 only includes those individuals who have taxable balances, but in addition there are a
large number of incomes with no taxable balances, and which are not included.

My. Clark : They are included under Under £300 > at the bottom of page 12 of the report.
£46,000,000 is the total income.

Myr. Hunt: That is the total assessable income.

Mr. Clark: It would be assessable if it were large enough. The amounts under £300 are
included there. That includes non-taxable incomes.

My, Hunt: So that the total amount was considerably more than that £33,000,000 returned by
individuals, was it not ?

Myr. Clark : The taxable income of that lot was £21,000,000.

My. Hunt: The exemptions were much more than the taxable incomes. There was £46,000,000
taxable and exemptions £24,000,000.

Myr. Clark : That includes companies. You will find on page 11 of the blue-book what you are
looking for. Persons and firms with assessable income £37,000,000, taxable £12,000,000; companies’
assessable income £8,000,000, and taxable £8,300,000.

Mr. Hunt.] Without going right down into the figures,  that £33,000,000 of assessable income,
quite apart from exemptions, returned £3,000,000 of tax, and £15,000,000 from companies returned
£5,000,000. But owing to the exemptions that £33,000,000 of income received by individuals would
be actually higher, probably £45,000,000 or £50,000,000. So that the average rate of tax was very
much higher on companies’ than on personal incomes ?—(Witness) Yes.

Now, companies are run on the investments of individuals. You need not put your money into
companies unless you like, and you need not leave it there #—If you can get it out.

You can liquidate your comapany %--Yes.

Does it not follow that if the money in one reservoir is taxed so very much more highly than the
money in another, no one will put his money into the highly taxed reservoir unless he can get an
income out of it equal to what he can get out of the other reservoir -—Yes, you use your own
discretion.

Would it not follow that the highly taxed reservoir must be able to pass the tax on by extra
profits, or else the money will not be forthcoming #—No, T do not agree. with that, because the aim
of the individual, and also that of the company, is first to make profits.

The tax must be paid by the company or passed on to its customers ?—It is paid out of the
profits that the company makes.

It is either a direct reduction of the amount available for dividends or else because of the tax
they can increase their profits and pass it on to their customers ?*—No ; it is only the first.

If it is only the first, does not that reduce the rate of profit that the shareholders will get out of
the company ?—The net result that the shareholders get out of the company is, of course, materially
affected by the tax paid by the company out of its profits ; but it does not necessanly mean that the
company is able to pass on the tax to the customer, because both prices and profits are regulated by
competition.

We will admit that, but if it pays out of its profits those high taxes, does not it reduce the
profits #-—Yes; but at the same time a company operating on a large scale can earn a greater
proportion of profit owing to its facilities with the large amount of money available than an
individual can with a smaller turnover.

But would not the profits be larger if there were no tax 2-—Yes.

And the dividends would be greater ?—Yes.

And would not that mean that more capital would flow into that industry run by the company ?—
But that opens an avenue for an individual to go into the same business,
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But are there not many industries that are so large that they are beyond the capacity of an
individual to run ?—It is more a question of the development of industries, to commence with.

Is it not true that many industries are so large that they must be operated by companics ?—
Now, yes.

You think it is true that a company pays the tax out of its own profits #—Yes.

Therefore the payment of the tax reduces the dividend, and makes those industries not so
desirable from an investment point of view as they would be if the profits were there by reason of
the tax not being paid: would not that affect the flow of capital to those industries ?—I think you
are assuming that a large company comes into being straight away

I am not assuming that at all. Is not it the case that if an industry is pretty profitable more
capital will flow to that industry ?—Yes.

1f you reduce the profits by taxing it heavily, less capital will flow to it ?—Yes. The more
profitable the return, the more people will invest in it, and the more competition will be created.

And the result of that greater competition will be to reduce the margin of profit, until the
extreme profit is not made ?—Yes.

If a flow of capital reduces the margin of profit, then if you take away capital from it the margin
of profit is widened, is it not 2—Nor necessarily.

Competition is lessened, is it not %—Yes.

Does not that nearly always mean a widening of the margin of profit #—Not necessarily.

But it generally follows %I am not prepared to admit that, because I am not sufficiently
acquainted with that phase of the matter.

Well, do you not think it reasonable that if competition is reduced the margin of profit should be
widened —1I will admit that when competition is increased the margin of proﬁt is lessened, but it
does not necessarily follow that immediately competition is lessened the margin of profit is lncreased

If the margin of profit is increased by reason of stopping the flow of capital to an industry, is not
that ‘ passing it on >’ to the customers *—If it eventuates.

Do you not think it probable it will eventuate #—No, I do not think so. It is not probable. It
is possible. I do not think the reverse is so true as a general thing as that when you increase com-
petition you decrease profits. I do not think the reverse is so true—that when you decrease competi-
tion you increase profits. Competition does not decrease if profits are going to increase.

If you have profits, we will say, of 10 per cent., that 10 per cent. is sufficiently good to attract
capital to flow to the industry and increase the competition, is it not *—Yes.

If by reason of taxes you take away, as you are doing now, nearly one-third, or say 3 per cent.,
you reduce the profit to 7 per cent. ¢—Yes,

Well, that is not sufficiently good to attract that capital, is it *—No.

Would not the effect be that competition would be reduced in that industry that is only earning
the 7 per cent. —I do not think that that can be altogether argued, because no business, practically,
confines itself to one particular line. When you get competition, the business that comes into being
18 in competition with businesses that have other avenues of profit. There are very few companies
or individuals that are actually deriving their profit from exactly the same source and no other
source.

Take coal companies, freezing companies, woollen companies: they are all doing the same line
of business, are they not *—Yes.

If a company in a particular line of industry is earning 10 per cent., you admit that that is
a good carning and it would attract competition ?-—Yes.

And that competition would result in reduced profits ?—Yes.

If the State suddenly steps in and says, “ We are going to take 3 per cent. of those profits and
reduce the earnings to 7 per cent.,” will not that have the effect of reversing the flow of capital ¥ No
more capital would go into it, and a certain amount might go out *—In what way can the capital
get out ?

By liquidating a certain portion invested in it *—But the point is that the carrying-on of the
companies or the individuals 1s regulated by the industry, by the amount of work and trading that
is available in that particular line.

That is so %—When you get your competition reducing profits, there are more people trying to
get the business. The business is always there. The trading potentialities in it are always there
in a particular line. They may be developed or reduced to some extent, but when you get a reduction
in profits through competition it is due to the fact that more individuals are competing for the same
business, and they offer more attractive terms to the person who has business to offer them.

That is to say, the margin of profit is reduced ?—Yes, when competition comes in.

And when competition slackens the margin of profit is not reduced *—It depends on what
produces the slackening of competition. Is the slackening of competition the direct result of the
narrowing of the margin of profit ?

If the margin of profit is reduced, in the Jong-run that is regarded as an unprofitable line of
business and capital ceases to flow towards it—in fact, gets away from it until it becomes profitable 2—
To some extent, yes.

1 think T have got to this point: that you admlt there is no spread on 68 per cent. of the tax
collected, and that on the other 32 per cent. it is quite possible for the people with larger incomes to
reduce their taxation by selecting investments that pay less than maximum rate; further, that we
have got a certain section of industry that is taxed very heavily, and that must mean a flow of capital
away from it. I do not think it is any use my going any further.

Myr. Weston.] Would you say that a really first-class frechold security was as good an investment
as, say, 4% per cent. tax-free bonds from the point of view of safety ¢ Would you say that it was
equally safe ?- No.

9—B. 5,
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Supposing 1 want you to invest £10,000 for me in 4}-per-cent. Government bonds, could you tell
me, roughly, what my annual income would be from that investment ?--At the present markot price ¢

Yes. Would it be, roughly, about £460 a year 2—Yes.

What could you get me on really first-class frechold investments for my £10,0( )()ﬁwhat annual
income ?—-About 6 per cent.

Could 1 take it that for all practical purposes my capital would be absolutely safe ?-- Not so safe
as in a Government security.

But what margin would be practically the same ¥ What would you allow for insurance ¢ Would
you allow } per cent., or what ?-—Do you mean on buildings or broad acres ?

I do not care. I am coming to you and asking you to invest my money and not lose any of it ¢—
Then 1 should say stick to 43-per-cent.

If you get a tax-free mchtmcn’o are you going to get that tax-free investment at such a price
as will give you the same income as an investment that is subject to income-tax —No. You will
always get a lesser income for the additional margin of safety.

You do not follow me for the moment. If you are buying a tax-free investment, will you not
have to pay more for that tax-free investment than for an investment that is subject to income-
tax ?—Yes.

Take that clause (k) in the majority report of the Taxation Committee: Is not the essential
weakness of the argument set out there this : that you can get the same annual income from the invest-
ment of the same principal sum in tax-free investments as you can get from investments subject to
income-tax ?—Yes, I agree with you.

Supposing 1 have £10,000 and I invest it in really ﬁrst-class frechold security in which I can get
50 per cent. margin at 6 per cent. That gives me £600 a year. Supposing I invest in tax-free bonds,
T only get £460 a year. 8o if I have to pay 5s. in the pound income-tax on £600 it will leave me with
a net income of £450. If I invest in tax-free bonds I also get about £450 ?—Yes.

So it works out at the same. I think we put it in our minority report very clearly. I do not
know whether you agree with this paragraph (&) on page 9 of the report: “ The rate of interest
prevailing in every country depends upon the amount of capital available therein for investment as
compared with the strength of the demand for it. The average rate of interest required for capital
in each branch of trade or industry tends to be the same after allowing for an addltlona] percentage
to cover the differences in the risk involved in each trade or industry ” 2—VYes, I agree with that
absolutely.

So that if you have an advantage in one investment being free of income-tax a man investing
in that will have to pay more for it %—Yes.

With regard to that case you gave showing the injustice that will be worked between preference
shareholders and ordinary shareholders.  Your point there is not that the company would be making
an abnormal profit, but that there would be an unfair distribution between the preference shareholders
and the ordinary sharcholders #—Yes, that is the main point I was making.

With regard to Mr. Hunt’s last point : Income-tax, in your opinion, is not passed on by com-
panies ?—1I do not think it is.

I notice this passage in the majority report dealing with freezing companies, and this was written
two years ago: “In the case of freezing companies it is quite clear that the whole of the taxation
must of necessity be passed on, and will ultimately reach the producer. Generally speaking, the
freezing industry can only be carried on by companies bearing the maximum amount of taxation,
and this is reflected to the full extent in the freezing charges.” What has been the experience of the
last two years with freezing companies #—A small freezing company was formed in Oamaru to take
over part of the New Zealand Refrigerating Company’s works on the principle of mutual co-operation
among the farmers—the producers—and as far as I can see the income-tax they will be called upon
to pay for many years will be very small.

So you are quite satisfied that, as regards the income-tax on companies, the assumption made
in that pamphlet that you quoted, issued in 1921, that of necessity the whole of the income-tax is
passed on to the consumer is quite incorrect #—In my opinion it is.

And you have had a good deal of experience, I suppose, with companies —A considerable
amount,.

My. Shirtcliffe.] I notice that in your statement you suggest that the tax on debentures should
be made to coincide with ordinary taxation %—Yes.

How would you deal with the past issues of debentures *—The issues in which the company has
agreed to pay the tax ?

Any past issues that have been put out over the Iast twenty years, if you like 2—1 would bring
those in too.

Would not that be a breach of faith with the investors who took up those debentures ? How
would you view that ?

The Chairman.] The Legislature has never promised that it will not alter the tax. It is only
where the Legislature has committed itself that you would commit a breach of faith. If you were
to tax debentures issued tax-free, that would be a breach of faith; but an alteration of the rate
would not be a breach of faith. The investor knows that he takes the risk of having the tax altered
every year.

My. Shirtcliffe.] Just the same as an hotelkeeper who pays an annual license takes the risk of
not having that license renewed ¢—7Yes.

You take that view, then, that the investor who invested in debentures ought to have realized
when he made his investment that he was taking the risk of the tax being raised ?—Yes, to some
extent. But as regards the debenture-tax, it only affects the large income-tax payer—the saving
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that is made—because under the last Act you are entitled to a rebate if you are paying at a higher
rate than you would be if your debenture interest were brought in for assessment. You are entitled
to a rebate from the Department. The flow of capital to debentures from the bigger companies to
some extent has been deliberately made with the idea of avoiding tax, and I do not think these
people’s efforts to avoid.tax deserves much consideration.

Where companies have agreed to pay the debenture -tax—you know there have been large issues
on that basis ¢---Yes.

I am rather referring to cases where investors have put their money into debentures—either
local body debentures or company debentures—and they have to pay the tax. You would not
consider it a breach of faith if the tax was raised on them ?—No; because it would only aftect the
very large holders of debentures, and these very large holders are always alive to the fact that the
incidence of taxation must be varied to some extent. It would not affect the small holder.

Towards the end of your statement you make this suggestion: ° Abolition of land-tax as a
means of raising annual revenue, and putting on a special tax for the purpose only of preventing
undue aggregation of land and to burst up any large holdings that can profitably be subdivided.”
And you go on to say: ““As I understand it, this was the original intention in the introduction of
land-tax, and its incidence is such that it acts inequitably when considered as an annual charge.
Necessarily a land-tax must be imposed to take effect on a certain day and hour—at present it is
12 o’clock noon on the 31st March in each year. The charge cannot be subject to apportionment in
any way, and it works out in practice thus: If a man buys land on the 30th March he pays land-tax
on it, but if his purchase is not made until the 1st April he escapes tax. That is clearly inequitable
and its nature is such that it is practically impossible to avoid 1t, more particularly as a reasonable
method of apportionment of a graduated land-tax has yet to be suggested.” Does not a man, when
he is buying a farm, take into account the land-tax-he will have to pay and fix his buying-price
accordingly ?—To some extent.

The Chairman.] He would know that he would make himself liable to tax. He would realize
that, would he not, and take it into consideration in fixing the price he agreed to pay ?—There you
are taking into consideration the investment of a capital sum as being portion of an annual amount
that is payable to the State.

My. Shirtcliffe.] But take your point that if a man buys on the 30th March he pays land-tax ¢—
Yes.

But if he buys on the 1st April he does not pay the land-tax for that year ?-—-Yes.

My suggestion is that if he buys on the 30th March he takes into account in his buying-price the
tax that he will have to pay ?—I do not think so. In practice the question that confronts the buyer is
whether it is a desirable property, and this question of land-tax does not materially affect the price
that he pays for the property. It may affect his decision as to the purchase of the property if his
graduated tax is to be very largely increased. But actually, as regards that particular investment,
[ do not think that in practice this question of the payment of that particular land-tax enters into it.

He shuts his eyes to it -~Yes. T have scen numbers of instances of that. They ignore it for
practical purposes. Here is a farm of a certain acreage; what is it worth per acre ? That is what
1s asked, and the question whether the purchaser is going to complete the sale on the 30th March or
the 1st April is generally ignored in practice. I have seen numbers of instances of that. 1 have
known cases where the purchaser has agreed with the vendor for the apportionment of all rates and
taxes. He has completed the sale, and then he has found that one of the parties to the contract has
got to pay the land-tax, and that cannot be apportioned.

You can only attribute that to short-sightedness on the part of the buyer #—Yes; but I do not
think that it enters into it much in practice.

I understand that you are in favour of the abolition of the land-tax entirely, except an aggregation
tax ?—VYes.

Have you any suggestion to make as to how a special tax could be put on for the purpose of
preventing aggregation *—Yes. The land-tax should only commence at a certain figure on all
properties. Or, if you wish to exclude town properties, put it on the rural properties for the purpose
of bursting up farm properties where they are suitable for closer settlement.

Would you make that a graduated tax ?-—Yes, if it is to be for the purpose of bursting up
estates, most certainly, because it would have that effect.

Apart from the question of bursting up estates, would you consider it reasonable and fair to the
whole community that a man who holds, say, £100,000 worth of land should pay a higher rate than
a man who holds £5,000 worth 2—If the tax is imposed solely for the purpose of bursting up estates,
yes. I would advocate that the land-tax be used for that purpose and not directly for the purpose
of returning to the Glovernment an annual sum for revenue purposes.

I think I see your point, but apart from the question of bursting up estates, you would have a
flat rate of land-tax above a certain minimum, whatever might be fixed ? You would have a flat
rate +-~No; a graduated rate, because the graduation would make more practicable the bursting-up
of the large estates.

Myr. Begg.] What you would like is that the exemption should be raised materially ¢—Yes.

And otherwise it should be left as it is 2—That is what it amounts to.

Myr. Shirtcliffe.] Have you any suggestion as to the extent to which the exemption should be
raised ¢ At present it is £5600 ?-—It is very small.

Have you any suggestion as to the extent to which the exemption should be raised *—No. It
would take a great deal of investigation before a fair basis could be arranged. T have not had the
figures available to go into that question.

To revert to this question of bursting-up estates, I suppose there are comparatively few large
estates now that call for bursting-up, are there not —1I do not think so.
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Has not the graduated land-tax had its effect already as regards the bursting-up of estates —'l'o
a very large extent.

Then, we may say perhaps that there is not nearly the same necessity now for a bursting-up tax
that there was some years ago *—Of course, you still have the necessity for the prevention of re-
aggregation.

Then, you would advocate the maintenance of the graduated land-tax for that purpose *—Yes,
for the purpose of preventing aggregation.

But the starting-point would require a good deal of investigation —Yes. 1t would depend to
a very large extent on the class of country you were dealing with.

Then, I notice you make some reference to the inclusion as a taxable profit of any profit made
on the sale of land purchased within, say, twelve months of such sale: is it not a fact that already
lands that are dealt in for profit are subject to taxation ¢—VYes, if purchased for the purpose of resale ;
then your profit is taxable. But take the average farmer. He sees a good property and pays, say,
£5,000 for it, and within a short time an agent comes along and brings a man who is prepared to pay
£6,000 for the property. The farmer sells and pockets his profit of £1,000 and pays no tax on it. Is
not that so, Mr. Clark ?

My. Clark.] That is so ; intent is very hard to prove.

Mr. Shirteliffe.] You would provide that he would have to pay the tax on his profit if he sells
within twelve months of purchase —Yes.

As to the levying of land-tax, you want a graduated tax above a certain starting-point ?—VYes.

I think the question of the passing-on of income-tax has been thrashed out pretty well, and T do
not want to labour the point. I suppose you would believe in this suggestion that trading concerns—
not monopolies but ordinary trading concerns—buy and sell to the best advantage. They make
all the profit that the market conditions will give them from time to time, quite irrespective of the
income-tax they may have to pay in the future—much or little. At the end of the year they have
so-much profit #—Yes.

They know that they have to provide tax for the Government, and if they are wise they will
put a reasonable proportion of their profit to reseve for the payment of tax ?—VYes.

Would you agree that that profit has been made quite independent of any question of income-
tax ?—Yes.

If there were no income-tax the profit would still be the same ?—That is my opinion.

Now, in your statement you refer to a company making 13 per cent. 1 understand that this is
just an illustration, but is it an illustration that would be likely to be met with in actual practice ?
You take the case of a company which makes a profit of £48,000 and pays in dividends to ordinary
shareholders £21,000 ; then if the incidence of taxation were altered the ordinary shareholders would
receive 13 per cent., subject to taxation. But in actual practice do you think that would work out ?
I'want your views. Do you consider that in actual practice that would work out, remembering that
individuals invest their money in companies in order to obtain actual dividends ?—Yes.

In most companies, if they had the opportunity would they not continue to pay out a reasonable
dividend of, say, 8 per cent., and place the difference to reserve ~—In practice that has been done.

Therefore the removal of taxation from the company would enable it not necessarily to pay
increased dividends to the shareholders, who would, for the time being, not, therefore, benefit by
increased dividends, but the company would only add to its resources for the future benefit of the
company —Yes.

In the meantime the shareholders might wish to sell out, and would not receive the dividends
representing the full profits made ?—To a large extent that is so.

So that it does not necessarily follow that the individual would benefit by the removal of the
tax %—No; but my illustration was given to show the possibilities. The preference shareholder
usually buys to get a certain specified rate of dividend; the ordinary shareholder takes up shares
with the idea of getting what is left. In the one case you go for a certain specified annual return,
and in the case of the ordinary shareholder he goes for the chance of getting a bigger return, but
possibly gets a smaller return. 1 was dealing with the amount that was not available for distribution
in order to show how a change in the incidence of taxation would affect inequitably the different
classes of shareholders.

But as a matter of practice, with companies who are always looking ahead to the extension of
their businesses, do you think the individual shareholder would derive benefit in the immediate
future from a change in the incidence of taxation ? Would not rather the company be led to
strengthen its resources for future needs, and ultimately for the benefit of the shareholder, if he
continued to be a shareholder ¢—Yes; but in actual practice it works out that, if a company continues
to make good profits, in distributing dividends it waters its stock. This watering of stock usually
goes to the ordinary shareholder and not to the preference shareholder.

That is, if the shareholder continues to remain a shareholder until the stock is watered —Yes.

You have evidently had considerable experience in handling balance-sheets : can you tell me,
speaking generally, whether company dividends are substantially less to-day than they were in pre-
war times ¢—I am not prepared to say.

Would you consider that, generally speaking, companies are still paying fair dividends ?—VYes,
speaking generally.

Of course, we know that there are exceptions where companies have not been paying dividends,
but you 1n1ght agree that that arises from losses that they have made quite independent of taxation -
Yes, quite independent.

Have any indications come under your notice that companies are unable to pay the tax and also
pay reasonable dividends to their shareholders ? — Due to the incidence of taxation—not to my know-
ledge. Not because of the tax, but it might be because of the trading-conditions.

5
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What would be your view as to the effect of removing the tax from companies to individuals on
the profits of the larger companies : would their profits be increased, or do you think that the com-
petition between the companies would absorb the relief obtained by the shifting of the tax ? Would
the larger companies make more profit, or.would the force of competition absorb that extra profit ?—
The change to some extent would be gradual. For several ycars they would make the same profit,
and consequently have a larger amount available for distribution because the company would be relieved
of paying its proportion to the Government. The amount would be approximately the same, but the
whole of the amount would be available for distribution, whereas part of it is now payable to the
State. It would increase competition to some extent, but the change would be gradual.

What do you consider would be the ultimate effect upon the samll trading concerns—individuals
and small private companies—of the competition of those larger companies if they were relieved of
the income-tax #—I would certainly think it would have the effect of facilitating the formation of
combines and rings and the squeczing-out of the small man.

You think that the small traders-—both private companies and individuals—would be at a great
disadvantage ?—Yes.

I think Mr. Hunt asked you whether you believed in the graduated income-tax #—Yes.

I think you agreed %—Yes.

Would you say that the necessity for the graduated tax depends upon the necessities of the
country ¢—Yes.

It is because such a large amount requires to be raised for the needs of the country to-day that
the graduated tax is enforced to such an extent as it is #—Yes; and, further, if you changed the
incidence of taxation, and the country was so unfortunately placed that it had to raise such a large
revenue again, it would have a remarkable effect upon the taxation of the individual.

If the incidence were altered, what, in your opinion, would be the effect on the present individual
taxpayers ¢—If the State were faced with the necessity for raising a large amount it would practically
squeeze the individual out as a trading unit and leave only the big companies.

But that is not my point. Under present conditions there is still the necessity for the graduated
tax. If the incidence were shifted from the company to the individual sharcholder, what would be the
cffect upon individual taxpayers generally ?—The Commissioner has answered that in his statement.

But I want your view %—I agree with the Commissioner’s view.

Mr. Hunt] Which Commissioner -+ The Commissioner of Taxes. On page 9, Minority Report,
it says : ““ The Commissioner of Taxes gave evidence that the proposed change in the incidence of
company taxation would mean that the rate of income-tax on all taxable incomes of individuals
between £300 and £2,000 would have to be at least doubled.” That is a quotation from Mr. Clark’s
evidence.

Mr. Shirtclyffe.] Mr. Hunt asked you whether you agreed that the conipanies are owned by in-
dividual shareholders. As a matter of fact, can they exercise any power as owners individually ¢
Are they not simply voters ¢—Yes ; and in practice it works out that the directors do what they like
with the company, and the individual shareholders have no voice at all. ;

So far as the actual management of the company is concerned, and the handling of the assets,
except in the case of 11qu1dat10n would you consider that the individual shareholders are the owners
of the company ?—No.

Coming to the question of the small shareholder and the large shareholder in a big company, the
small shareholder puts his £500 into the company in order to obtain what he could not possibly get
in any other way, I suppose ?—Yes.

Because his small amount of £500 will be utilized in conjunction with the larger amounst
contributed by the wealthier shareholders 2—Yes.

And it is really the assistance afforded by their large blocks of capital that enables his £500 to
get a dividend ?-—VYes.

Well, they all receive the same rate of dividend, whether it is a low or a high one #—VYes.

Do you consider that the small shareholder has anything to complain about, inasmuch as he is
getting the same rate of dividend on his money as the large shareholder, knowing that he could not have
obtained that dividend if he had not invested his money in the company ?—That is so.

Would you consider that he had anything to complain about —No.

That is, you do not consider there is any injustice, as between the large and the small share-
holder, in the present method of assessing companies ?—No.

After what you have said, I presume 1| may take it that all profit-carning units are at present
quite fairly treated by the Urdduatcd basis ?—Yes.

Now, there is just this one point. A man invests his money in a company because he thinks he
can do better in that way than by handling the money himsclf. He is attracted to a company by the
rate of dividend that he thinks he can get from it ?—Yes.

And the attractiveness of that rate of dividend must be governed by the rate he can get
outside ?—Yes.

And it follows that he does not go into the company unless he feels he will do better by so doing
than if he tried to obtain interest on his money outside ?-—Yes.

Mr. Begg.] In your evidence you stated that a company is really an individual —Yes.

But I suppose you would admit that in certain very important particulars it i3 totally different
from an actual individual ¢—Yes.

Take one particular: an individual with small capital is comparatively poor and an individual
with a great deal of capital is rich *—VYes.

But that does not apply to companies, does it ?—It depends upon the point of view from which
you look at it.
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A company with small capital may be very rich, and a company with large capital may be very
poor : that is the case is it not #—It depends upon the definition of capital. If you take capital as the
surplus of assets over Liabilities—- '

Take earning-power. Take a company with £10,000 or £20,000, which, we will say, is a small
company, but if it is earning 50 per cent. it is not a poor company, though it may be small —Yes ;
but you would not call an individual having £10,000 a-small man.

A man with £1,000 a year would be comparatively poor —No ; he is out of the stage for the
special exemption of £300, so that the incidence of taxation recognizes him.

But I mean a man with a capital of £1,000 not an income of £1,000. A man with £100,000 would
be a rich man #—Yes.

But in that respect you cannot compare companies with individuals ; they are different. A
company. with a small capital may be rich #—Yes.

Is that not one respect in which companies are quite different from individuals ?—-There is a
distinction to some extent. But take a man with small capital ; he may have a large earning-capacity
through his ability, and he becomes a wealthy man ; whereas a company may have a small capital
to start with and is exploiting some individual process and so becomes a wealthy company. In that
respect they are similar.

But what is the justification for graduating the tax upon companies according to the amount of
income ?—For the same reason that you graduate the individual according to his income and not
according to his capital.

Take the small company which is earning 50 per cent. on its capital : thatis a very rich company
from an investing point of view ?—Yes.

Another company with a huge capital may be carning only 3 per cent. : that is a poor company
from an investing point of view ?—VYes.

Why should the one pay a smaller tax than the other ¢—To some extent that is parallel with the
individual. Take the professional man without capital. A man may have a large capital and pay a
high rate of tax. Take an investor with a large amount of capital sunk in unfortunate investments ;
he pays a small rate of tax. In that respect the case of the individual is parallel with that of the
companies you referred to.

But in that case the one with the small capital and the large income pays the high graduation *—
The graduation is based entirely on income, irrespective of capltal

Talking about limited liability companies, take one earning, we will say, a very lar«re return—say,
25 or 50 per cent., as against another company with large capital that is only earning 3 or 4 per cent. :
what is the justiﬁcation of taxing one lightly and the other heavily %I think that the position is
parallel with that of individuals. Individuals may have a similar amount of capital and quite a
different earning-capacity, and their tax is in proportion to their income in each case, the same
as with companies.

Is it not the case that the individual can hardly get into that position ¢ The individual with
£100,000 will not get interest on it unless he absolutely moves away the capital altogether. He will
not have income to pay it on; but an aggregation of capital earning a very small return pays the
maximum fax —That is more a question of the unfortunate investment of that individual, I take
it, than a fault in the incidence of taxation. The individual takes up his sharss with the idea of
getting a good return from his investment. If he fails to get that return it is his misfortune. It
is not so much a question of the company being penalized by the rate being levied at a graduated
scale on its income.

The misfortune in the case of an individual would result in his paying little or no tax, but the
misfortune of the company is penalized to a large extent so long as it earns an income #—Yes.

You think the cases are quite analogous ¢—To a large extent. I think that the taxation of income
from the point of view of the unit that earns the income is the soundest basis.

Then, you think that companies should be treated entirely as individuals for taxation
purposes —Yes,

At the end of your statement you suggest that ““ to arrive at the graduated rate for income-tax
all forms of income be included—share dividends, tax-free debenture interest, and so on.” You say
that the company is the entity, is the individual, and is to pay the tax; and yet on that income in
other hands you propose to impose another tax ¢—No. My proposal is that you should include your
share dividends and tax-free interest for the purpose of getting your vraduated rate, which would
only be levied on the taxable i income, not on the tax-free income.

But if you claim that a company is an individual for this purpose, that income is done with ;
has paid its tax, and it is finished with ?—Yes.

But now you propose to add it on to other income in order to put a higher graduation on the
income of another individual altogether *—Yes.

Why should you add an income from one individual and put it on o another to increase his
tax ?—It comes back to the question of the justification or otherwise of a graduated tax; butin a case
like that I consider that the taxpayer in receipt of taxable and non-taxable income is able to pay at the
graduated rate on that portion of his income which is subject to taxation.

Of course he is able to, but why should he have to ? That income has already been taxed on a
graduated scale in the hands of another individual ?—1I do not agree with that, because this is only a
portion of what has been taxed.

But it is not his. The individual that earned it has already paid the tax on it ?—Yes, and I propose
that the ultimate recipient of this should not pay the tax on it.

It is practically the same thing. You use that to put up his graduation on what is left #—Ves.

Because you recognize that the company-tax is not giving you a proper graduation on private
incomes —No, that is not the reason.
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What is the reason ?—The reason is that he is in a position to pay it.

That is hardly a reason !—The same thing applies to the justice or otherwise of a graduated tax.
The man with a large income is deemed to be in a position to pay more per pound than the man in
receipt of a small income.

But that part of his income bas already paid the maximum ?—That part, but not the remainder.

Take the case of a taxpayer who has a total income of £3,000; he draws £2,000 of that from
dividends and £1,000 from other sources. Presumably the company he has invested in has paid
maximum tax, Wh1c}| would mean some £580 probably. At present he would only have to payfhis
income-tax on £1,000 %-—VYes.

About £60. From his carnings income-tax has already been paid by the company %—The
company’s earnings.

It is his earnings after he gets it, and the tax has been paid beforehand. My point is that in that
case that total income in the company’s hands and his own under these circumstances will pay a great
deal more than the highest maximum graduated tax ?—-I do not so regard it. You take that particular
company. He may get £2,000 as the dividend. Actually his proportion, if you divided all the
available profits, might be considerably more. The dividend he receives, to my mind, cannot be
regarded as having paid tax itself. It is what is left over after tax has been deducted from the
company’s earned profit.

That is profit that comes to him, that £2,000 *—VYes.

You do not regard that as having paid tax ¢—No.

Well, why not tax it again ! You do regard it as having paid tax, surely ?

The Chatrman : Tax has been paid in respect of it by the company. That particular income
has not paid tax, but tax has been paid in respect of it by the company when paying on
its total profits.

Mr. Begg.] Yes, that is what I mean. Tax has been paid; therefore you do not want tax
collected again from that particular man, but you want that to be used to raise the graduation on
the balance of the income ?-—Yes.

Why t Is not that practically collecting tax again ?—I do not so regard it.

It seems to me the distinction is a little difficult. The total tax paid on that £3,000-—we will say
£3,500, because tax has been paid in respect of it altogether ; but the total income-tax paid in respect
of that individual’s income will certainly be greater than the graduation on £3,000 if it is paid straight
out, will it not *—1I do not quite follow you, but I think that what you say is correct. You are
assuming that the company has paid tax at the scale of £10,000 and the individual, we will say,
would pay at the scale of £3,000. Naturally with the graduated scale he would pay at a higher rate
on £10,000 than on £3,000.

But the total tax collected will be greater than the graduated tax on an income of £3,000 —Yes,
if it 18 at a higher graduation.

If the company paid on the maximum grade ¢-—Yes,

So that more income-tax than a £3,000 income ought to pay will have been paid on that particular
income ?—1I do not quite follow that.

Myr. Clark : That would depend on how the thing was calculated. If you gave credit for the
amount of the tax paid by the company, it could not be more than the maximum graduation on the
man’s total income would bring.

My. Begg :  The recommendation made is that ‘ to arrive at the graduated rate for income-tax
all forms of income be included—share dividends, tax-free debenture interest, and so on.”

My. Clark :  But that implies, as is done in all those cases, a credit for the tax already paid.
It is applying the principle that we apply to the land-tax now. That I take to be Mr. Finch’s
proposal—that we apply the same principle to the income-tax that we apply to the land-tax in the
case of joint ownersip. It would merely ensure that the man would not pay less than the rate that
his total income would produce.

Mr. Begg (to Witness).] But does not this rather interfere with your theory of the company as an
individual 2 If it is a separate individual you have nothing more to do with the income from it.
You tax it, and that is the end of it ?—As regards taxation on an income, yes.

You have repeatedly said that the ¢company is an individual 2—Yes.

If you tax an individual income, is not that the end of it as far as that income is concerned ?
Are you not vitiating the principle that a company is an entirely separate entity when you make that
recommendation —1 do not think so.

The Chatrman.] Yeos, it is a departure. For the purpose of paying income-tax on the profits you
treat the company as a separate entity. But when you come to the question of the graduated tax on
the shareholder’s private income, for the purpose of that graduation and for that purpose only, you
treat his dividends as part of bis income *—That is so.

The Chairman : Tt is inconsistent. There is no doubt about it.

Mr. Begg.] It is inconsistent. That is the point T want to establish. Is not this inconsistency
being advocated because the graduated system has been vitiated by company-taxation ¢ Is not this
an attempt to get back partially to individual taxation—to get back to the proper principle, which has
been vitiated to some extent by company-taxation —1I do not think so. The question of graduation
hinges to a large extent on what the maximum amounts to. I think that the maximum amount is at
present too high in the interests of the commercial community ; but if graduation is justified, then
the fixing of the maximum is absolutely arbitrary. You are coming down to the question whether
graduation is justified or not.

No. What 1 am getting at is this: You are proposing not to deal with a company as an
individual now. Your proposal in that particular instance is not to treat it as an individual, but as
something else, as producing an income which is not finished with at that point at all, but which is
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going to be used in individual income returns later on in order to extract a higher graduation on the
income of another individual. You propose to treat the company as an individual for one purpose,
but not to treat it as an individual for another 2—To some extent.

Is not your reason for doing that that you see the iniquity of treating the company as an
individual ¢--No.

Myr. Clark : 1t is a concession to a sentimental objection. That is all it is—a concession to a
sentimental objection raised about the large shareholder. It is quite inconsistent, but it is a eoncession
to a sentimental objection.

My. Begg : It is quite inconsistent ?

Mr. Clark: Yes.

My. Begg.] 1 thought it was, but I just wanted Mr. Finch to say so. I think you agree,
Mr. Finch, that to some extent it is inconsistent ?—To some extent.

You made some reference to the inequity of altering the system of taxation, the effect it would have
on preference shareholders and on ordinary sharecholders, and so on. Were not many of these
preference shares taken up when income-tax was a negligible factor—when the maximum was
1s. 4d. in the pound ?—VYes.

NO¥, the holders of those shares have been getting a tremendous advantage all along, have they
not *—Yes.

If they lose that advantage now, what can they complain of ? They have had that advantage
for ten years. Can they really complain if they lose it for the future ?—The question, to my mind, is
the differentiation that is brought into being by the alteration—the differentiation between the
preference and the ordinary shareholder, which was certainly never contemplated at any time.

It was not contemplated when the preference shareholder took up the 53-per-cent. preference
shares and the income-tax was 1s. 4d. that those preference shares would remain in the same position
for the same income when taxation went up to 8s. 9d., and he would still get his return net. That
was never foreseen ?—The usual assumption on investment of capital in preference shares was that it
would provide the shareholder with a fairly stable income. The ordinary shareholder takes up his
shares subject to more violent fluctuations. If you alter the system of taxation in the way proposed
you penalize the one class at the expense of the other.

But has not that class been penalized at the expense of the other for the last eight years ¢—1In
very few instances, as far as my knowledge goes, has the ordinary shareholder failed to reccive his
usual return—the return that could be expected—as a result of taxation.

Your objections here seem to me to be very largely—you must correct me if I am wrong—with
regard to these fluctuations that would oceur or might occur in different classes of shares ?—Yes.

They are really objections to interfering with vested interests that have grown up under the
present system. They are not questions of principle, but questions of vested interest that have
grown up under the present system and would be interfered with if an alteration were made t—Is
that a distinction or a difference ? 1 do not quite follow.

I refer to the reasons that you give in your statement showing what would occur, how capital
would be affected in different ways if a change were made ?—Yes.

It is not a matter of principle at all. There is no principle involved. You say that certain
interests have grown up under the present system which would be affected detrimentally if this
system were altered ?-—Yes.

But could not these same reasons be applied in the case of the most vicious system of taxation
you could imagine? Vested interests will grow up under any system and will suffer if it is
altered —Yes.

But you do not pretend that the mere fact that vested interests have grown up is a reason for
not altering a bad thing %—No, certainly not.

So that these points you have made about the way in which different kinds of capital would be
affected are really not matters of principle. These things would oceur under any change of system %-—
It 18 possible.

You said just now that you did not know of any case in which ordinary shareholders had suffered
as a result of taxation #—Yes.

You know of many companies whose tax has gone up, say, from £5,000 to £50,000 in the last six
or eight years —Yes.

You say the ordinary shareholder has not suftered ?—What I say is that I do not know the
company which has failed to pay its ordinary rate of dividend on ordinary shares because of the
excessive amount of income-tax which it has been called upon to pay.

In those cases you assume that they have been able to earn that tax extra ?—Yes.

They must have taken it out of their customers !—Yes, their margin of profit on their purchases
was apparently much larger than normal.

In other words, it was passed on ?—Pardon me. The first principle of a business is to carn
profits. When it earns profits it pays its tax, but it does not necessarily put that tax, which it has paid
paid out of its previous earnings, on to the price of commodities which it sells in the year.

But, whether that has been done or not, they have managed to collect it from the public somehow,
have they not ¢ If they have paid their ordinary dividend they must have done so ?—They have
made excessive profits.

The mere fact that the tax was there had nothing to do with that ? That was an accident of
the time *—VYes.

Then, in ordinary times that taxation would simply be a reduction of profits ? These have been
abnormal profits that they have been able to take from their customers and the public, but in normal
times they would not be able to do that. That is your point, is it not 2—I do not quite follow you,
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You say that the shareholder has not suffered. Therefore the company that he gets his dividend
from must have had a bigger margin of profit during that period ?—Yes. '

Therc seems to have been something abnormal to enable them to get that additional margin ?2—
Yes. ' o

In normal times the shareholder would suffer to the amount of the tax, whatever it might be *—
No, not necessarily, because, to take the instance you quoted where the tax went up from £5,000 to
£50,000, that is the tax paid. It is a graduated scale on the profits of the company.

A company like that would pay the maximum rate always ?—-Yes, the whole time. When the
company earns a smaller profit it pays out less than £50,000.

But if it can go on paying its shareholders, say, 10 per cent. through the whole period and its tax
riges from £5,000 to £50,000, is it not fair to assume that it has taken £45,000 more from its customers ¢-—
Yes, but not to pay the tax. The tax has been collected out of that.

But its customers and the public did pay that much more than they had done previously +—Yes,
but not on account of the tax; on account of the abnormal trading-conditions.

We are agreed that it has got the money from the public, but not as to whether the tax had
anything to do with that circumstance or not %—Yes.

We are agreed that it came from the public. 'What we disagree about is as to how the company
was able to get that amount ¢—Whether the tax as a tax is passed on ?

It has not mattered very much to the public how the company happened to get the money from
the public; it did get it %—As far as the consumer was concerned he had to pay the price. '

In answer to a question by Mr. Weston I think you said that the different forms of investment—
a tax-free bond and a mortgage were instanced—practically adjusted themselves and left each with
equal facilities for getting money !-——With a margin on account of safety.

" You insisted on that, though Mr. Weston tried to persuade you not to do so. Do you ever look
at the balance-sheets of local insurance companies, which are big investing companies —1I have not
looked at any recently.

If those investments are equally desirable at the prices going, you would be surprised to find that
the reserves of a big insurance company had almost entirely changed from mortgages to tax-free bonds
in the course of a few years I understand that insurance companies are going in for debentures to
a very large extent, and that was the reason for the increase in the casce of debenture-taxation. But
I have not been studying balance-sheets recently.

Mr. Weston.] Both the AM.P. and the South British are investing more in mortgages than
they were. S

Mr. Begg.] Take the local companies: I think that if you examine the balance-sheets you will
find that eight or nine years ago three-fourths of the reserves of these companies were invested in
mortgages. To-day you will find. that eight-tenths of them are invested in tax-free bonds and
debentures. If investments are equally good—that is, if it adjusts itself-—why has that turnover
been necessary *—For one very important reason: the tax-free bonds and debentures are much
more liquid. .

They always were, were they not ? That is not a new development ?—1It is as far as mortgages
are concerned, I think.

My. Clark : There was not the opportunity before to invest in Government bonds in New Zealand.
Most of our loans then were raised in London.

Mr. Begg.] Do you not think that by your suggestion to have share dividends and tax-free
debenture interest added to income for graduation purposes you are going to depreciate the value of
your securities —In the way of shares ? S

Yes, or debentures. They will be no longer as desirable, and they will depreciate in value %—
Yes, to some extent.

And is not that the same thing as an alteration in the incidence of taxation —No, because the
dividends on preference shares would be depreciated in the same way. You would not affect the
question of graduation. ,

But if you -altered the incidence of company-taxation, preference shares would depreciate in
value —Yes.

If you include share dividends and tax-free debenture interest in an individual’s income in order
to increase his graduated tax you would depreciate the value of the securities ?—Both classes of
shares, yes.

Then, your objection is not to the depreciation of preference shares: if both classes of shares are
depreciated alike you have no objection *—If all classes of shareholders could be equally affected on
that point alone there would be no objection on that point alone.

Making this alteration you have suggested would equally depreciate certain forms of security ¢—
Yes. :
My. Hunt.] I would like to ask just one question to clear up a few points in connection with the
questions asked you by Mr. Shirtcliffe. You say that companies do not pass on their tax —That is
my opinion. .

If they do not pass it on, it follows that it must reduce the profits payable to ordinary
shareholders—either reduce the profits or reduce the reserves *—It means a reduction in the profits
of the company. ’

And that means a reduction in the profits divisible amongst the ordinary shareholders 2—Yes.

And you said that one of your chief objections to altering the system was that it would increase
the present tax on securities —VYes. . o

And you quoted Mr. Clark’s evidence in which he said that the proposed change in the incidence
of company-taxation would mean that the rate of income-tax on all taxable incomes of individuals
between £300 and £2,000 would have to be at least doubled. You thought that that was too big a
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difficulty to warrant any reduction in the company-taxation or alteration in the system, that the
doubling of the tax on those incomes would be a burden too heavy to warrant the change *—It takes
the tax that must be collected from the companies which are in a position to pay and puts it on to
the individuals who may not be in a position to pay with equal facility.

In other words, you admit that the tax paid by the company ultimately comes off the share-
holder, and you think that an alteration to a new system would cause the tax on incomes of from
£300 to £2,000 to be doubled, and that that would be a burden too heavy to be borne -1 do not
say it would be a burden too heavy to be borne, but I say it would be a less equitable distribution
of the burden.

An income of £300 pays no tax, but an income of £400 pays a tax at the present time of 21d. in
the pound: doubling that it would be 5d. Do you think it would be better for a person drawing
£400 from a company to pay 5s. 10d. than for a person to pay 5d. in the pound I do not assume
that the individual pays the tax.

But you admit that the company does not pass it on, therefore the companies pay it out of their
profits, and therefore the profits for the individual shareholders were reduced ?—VYes.

Therefore, if they are reduced, you think it would be better that a shareholder should have his
income from a company reduced to £200 by increased tax than that a man with an income of £400
should pay 5d. in the pound instead of 21d. ?—1I would require to go back to know how the share-
holder acquired his shares. He must take his disabilities as to tax with his advantages.

Those shares were taken up with the knowledge that there was a flat rate of 1s. 4d. in the pound
and with the knowledge that the whole burden was to be put on the companies. But to get back
to my point. An md1v1dlnl with an income of £300 pays nothing, and doubling that gives nothing ;
an individual with an income of £400 pays 24d. in the pound, and by doubling that he would be
asked to pay 5d. in the pound ; an individual with an income of £600 pays 5+6d. in the pound, which
doubled amounts to 11-2d. in the pound ; an individual with an income of £1,000 pays 1s. 2-4d. in the
pound, which doubled amounts to 2s. 4-8d. in the pound ; an individual with an income of £1,500
pays ls. 6-4d. in the pound, which doubled amounts to 3s. 0-8d. in the pound’; an individual with an
income of £2,000 pays Is. 10-4d. in the pound, which doubled amounts to 3s. 8-8d. in the pound.
Do you think it is better that a shareholder with an income of £200 a year drawn from companies
should have his income reduced to that amount through a burden of 5s. 10d. in the pound than that
people with £400 should pay 5d. in the pound, and people with £2,000 should pay 3s. 8d. in the
pound %—I am not prepared to admit that the income he draws from the company is the income that
pays the tax. The income that pays the tax is the profit earned by the company.

You have admitted that the company cannot pass it on. Then it must come off the share-
holders’ profits. You admitted that the shareholders® dividends are reduced by the amount of the
tax *—It is not increased by the excess amount of the profits made.

It is quite true that there are a number of companies, owing to the high tax put on, which are
only paying preferential dividends ?—I have not seen companies in that situation.

What about all the co-operative companies : are they not only paying dividends on preference
shares 2—But they have lost money.

Mr. Shirtcliffe : Do they pay income-tax ?

My. Clark : They pay some.

Mr. Hunt.] There is onc other point: in the course of your written statement you say that you
think that a farmer should pay tax on the profits made from the sale of land if the sale is made
within twelve months of the date of purchase. Would you apply that to people selling town sections ?
Would you do the same with the purchase of town sections #—The same thing does not quite apply,
because to some extent the incidence of income-tax should be for the general -benefit of the com-
munity, and it is most desirable that with that end in view production should be carried on to the
maximum extent. With a farm, to my mind, this selling at a profit on a farm is against production.
That does not apply so much on town sections.

Does not that put up the price of the home ?—Yes, but it does not reduce production in
the country.

What about trading in stock shares ¢

My. Clark : They are liable now.

My. Hunt : But if 2 man is trading in shares he does not pay tax ?—(Witness) That is so.

Mr. Hunt.] You said that an alteration in the tax would squeeze out the small trader. If you
went back to the individual system, the individual system largely operated in Australia : did that
squeeze out the small trader there ¢—1I do not know.

It operates entirely in Great Britain : did it squeeze out the small trader there —The conditions
were different in Great Britain, because the tax on company income has been levied on the individual
shareholder, whereas in New Zealand we have built up a system under which the company has been
treated as a separate entity.

Why should the change squeeze out the small trader in New Zealand if it did not squeeze him
out in Great Britain *—It is different here. In New Zealand it has grown up with a different system.

The graduated system in New Zealand has only operated since the war began ; it was a flat rate,
and was so small a thing that it was hardly felt 2—I am prepared to admit that the gradudtlon
now goes too high in the interests of the community generally.

You have no other reasons why it should squeeze out the small trader in New Zealand while it
does not do that in Australia or in the United Kingdom ?—That certainly is the main reason.

Mr. Begg.] In regard to this income-tax from land, you say you are impressed with the fairness
of income-tax from land in order to prevent aggregamon —Yes.

In your experience—I take it that you have been in the habit of sending in farmers’ returns or
assisting the farmers to do so——do you really get the return from a farm ? Do you think that ig
feasible #—Yes, you get it approximately correctly.
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Take, for instance, the farmer who has 200 acres and grows 100 acres of crop: do you allow for
depreciation of the land —He is allowed to manure his land.

But he may not ¢—Then it is injudicious farming.

A great deal of farming is injudicious. Do you not think it is extremely difficult to distinguish
between capital and income return in agriculture ?—No.

Would not-it be possible for a farmer to show no income for ten years and be improving his land
all the time ?—Yes.

Would he not be eseaping income-tax and be building up his capital ¢ Personally I think it is
almost impossible to get accurate returns from agricultural lands. Do you think it is as possible to
get as reasonably accurate income statement as from a business —Yes, because it is spread over a
period. The provision to earry forward losses over three years enables it to be done.

You know the rules relating to landlord and tenant and the trouble there has been to define the
rights of each ?—I have never studied the subject, though I have seen it referred to.

You think it is quite possible to get reasonably correct income-tax returns from agriculture ?—
Yes.

My. Shirtcliffe.] Mr. Begg drew attention to the fact that some large insurance companies have
been withdrawing their investments from mortgage securities and putting them into tax-free securities.
Do you think that the slump in the value of rural lands and the uncertainty in regard to their values
during the past few years has had anything to do with that ?—1I should say it is extremely probable
from an ordinary investment point of view.

Because the securities were more or less uncertain ?-—Yes.

So that it is quite likely that because the investments in mortgages have been uncertain they
have preferred to put their money into tax-free securities *—Yes.

Mr. Hunt mentioned that most shareholders in companies took up their shares under the old
system without the knowledge that they would have to pay graduated tax. Well, I just want to
put it this way to you: during the past five years, since 1918, there have been registered 1,307
private companies and 476 public companies. In the last year, 1922, there were 106 public
companies registered with a nominal capital of £11,000,000.

Mr. Hunt : They were mostly small.

Mr. Shirtcliffe.] 1 am not referring to the size of the companies ; but does that seem to indicate
that shareholders and investors are becoming shy of putting their money into companies, either
private or public, because of the graduated income-tax ?-—1 should say not.

With the present system of collecting the tax from the unit that makes the profit #—I should
say not.

Marcorm STEVENSON examined.

The Chairman.] You are a carrying contractor in Dunedin, Mr. Stevenson ?—VYes, and I have
also a farm which I run in conjunction with my business. I have prepared the following statement
of my views, which I will read to the Commission :—

. Income-tax paid by Farmers.—I understand that if a farmer owns the freehold he is exempt
from taxatlon on income. If he owns a farm-—of which he has the lease—he has got to pay income-
tax. If this is a corrcet statement of affairs, as I happen to be a leaseholder and pay income-tax on
my farm I fail to see because I am a leaseholder why I should pay income-tax. Although my lessor
pays land-tax I pay income-tax, and yet he does not. He derives that land-tax from me. Hence I
fail to see why because a man is a leaseholder with a farm he should pay income-tax and the freeholder
should be exempt.

2. Unearned Income—I own certain house property which I let to tenants. After allowing for
collection of rents, depreciation, and interest, I consider that I get barely 2} to 3 per cent. on my
capital. On this I am charged unearned income-tax. 1 fail to see why this should be so, considering
the shortage of houses at the present time. I also own some war bonds. On these I would not mind
being charged unearned income-tax, because here you have no depreciation, no trouble collecting your
money, and no rent-restrictions. Not only that, but many a time a tenant will let you in for a
month’s or six weeks’ rent. While on that point I would like to mention another matter in connec-
tion with which I have got into conflict with the Valuation Department. I am the holder of land
from the Otago Harbour Board. I have a valuation which shows the capital value at £1,650. The
owner’s interest in the unimproved value is £1,050. The lessee’s interest in the unimproved value
is £95; hence I am asked to pay land-tax on £95. I have got to thresh that out with the Valuation
Department. This is not the first occasion on which we have had to pay the tax in connection with
leasehold land.

Are these the only points you wish to lay before the Commission %—Yes.

Mr. Hunt : In regard to the tax on the leasehold, that is wrong, is it not, Mr. Clark ?

My, Clark : The position is that the only income-tax payable by the occupiers or leaseholders of
land is where they have live-stock or produce, and where the land held is insufficient to produce the
tax. It is only intended to apply to dealers. The leaseholder as a leascholder is not liable for
income-tax. If he is letting the properties and he is getting more than 5 per cent. on the taxable
value he is liable.

Witness : I carry on the farm as part of my business. The whole of the farm-work is in a
separate account. The teams are charged up to the farm the same as if they were ploughing for my
neighbour. On that we have to pay income-tax.

My. Clark : No. :

Wiiness : That is my reason for bringing it up. This is a burning question with quite a number
of people, and we see a great deal of correspondence about this matter. If we show a profit of £300
on this farm we have got to pay income-tax.
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My. Weston.] Not as long as you are not dealing *—We are not dealing.

What are you using your farm for ?—I have at the present time 50 acres of turnips on the farm.
We sold them the other day for £350. That goes to the credit of the farm account. We have got
about 60 tons of chaff. We assume that to-day, for the purpose of income-tax, to be worth so-much
per ton, and that goes to the credit of the farm account. If after deducting our working-expenses
we show a profit of £300 on the working, have we got to pay income-tax ?

My. Clark : No.

My. Shirtcliffe  Are you right in your second paragraph? You say you are only receiving
from 2} to 3 per cent. net return on your capital in the houses you are renting. Do you have to pay
income-tax ?

My. Clark :~ 1t depends upon what 2§ per cent. on the capital means. He may have paid a great
deal more for these properties than they are valued at. . He is allowed 5 per ¢ent. on the Government
valuation—the capital value.

Mr. Shartcliffe : Assuming that they are fairly valued and Mr. Stevenson has not paid an undue
price for them, he will not have to pay income-tax, Mr, Clark ?

My, Clark : No.

Witness : We have got to show in our return how much net profit we make out of our rents.

Myr. Shirtcliffe.] But you get an allowance of 5 per cent. on the capital value “—Yes; but that
does not meet one’s expenses to-day. We had all these properties before the war, and we have not
been in a position to raise the rent, while the cost of repairs and all charges have gone up.

Mr. Clark : You are entitled to deduct all your expenses. Enter them in the place provided in
the return. If you have any trouble, go to the Stamp Duties Office here. There is an officer there
who will show you how to make the return.

Witness : Thank you.

(The Commission adjourned at 3.35 p.m.)

Dunepin: WEDNESDAY, 30TH APRIL, 1924,
JonN CHRISTIE examined.

The Chairman.] You are a farmer at Balclutha, Mr. Christie 2—Yes.

Do you occupy any official position —Not in regard to this matter, but I am president of the
Balclutha Branch of the Farmers’ Union.

And Mr. Lee, who has also signed the statement you propose to place before the Commission,
what is his position %--I do not know what position Mr. Lee holds.

He has signed the statement ?—Yes, but as a working freehold farmer.

He is not. an officer of your branch ¢—I do not think so.

Will you read the statement, which is signed by yourself and Mr. Lee 2—Yes. It is as follows :—

On Tazation.—We beg to submit this evidence from the viewpoint of the average working freehold
farmer. We realize that the Government must have revenue, and that it is inevitable and just that
the farmer should provide his share of the taxation. We feel that the land-tax in its present form is
the most equitable from the viewpoint of the working freehold farmer. We feel that this tax is simple
to collect and impossible to evade. It has been the means of closer settlement through the com-
pulsory cutting-up of large holdings. On the other hand we realize that the Governmuet would
require to devise means whereby Crown tenants should provide their share of taxation. The Crown
tenant for many years paid taxation in the form of income-tax only—to-day he pays none. During
the same time the freehold farmer paid land-tax, super-tax, and iucome-tax as well, besides the heavy
county ratings for charitable aid, &c. Many of the Crown tenants hold their lands at ridiculously low
rentals, and the money thus lost to the Government has to be made up by taxation, and the freehold
farmer, with others, has extra to bear through he is taxed already on a valuation placed on his land
in the “ boom ” period. The matter of revaluation should be considered by the Board. Any sug-
gestion that the freehold farmer, already paying land-tax, should have the additional burden of
income-tax is unjust, because the working freehold farmer, if he is to succeed, must devote long hours
of labour to his work, and in many cases not only himself but his wife as well. If he were taxed on
income as well as land it would be a tax on his thrift and industry. The thrifty and industrious
would pay and the indolent would escape, and eventually the country would suffer through lack of
production. Unlike in comwmercial business, the farmer is unable to pass the tax on to the consumer
of his goods, which is the London market. A rise in produce does not benefit the working freeholder
as much as the pastoral leaseholder. The working freehold farmer is perhaps the most heavily taxed
in the country. In addition to his land-tax he pays heavily through the railway on his produce to the
market and his goods from the city. Also in the Postal Department : whereas the city dweller has
his mail delivered twice daily, the farmer, if he is fortuuate enough to be on a rural delivery, will have
it delivered perhaps twice a week, and then only if he pays for it. We feel that a fruitful field for
taxation, and one which is at present unexploited, is that of municipal enterprises, such as the Power
and Lighting Department. In conclusion, we feel that the taxation question is closely allied with
that of efficient Government service. The Government should ascertain if it is receiving an adequate
return of service for money expended. Earl Grey said, very aptly, on his return to the Old Land from
a visit to the Dominion, “ New Zealand is a colony of about one million inhabitants, mostly in the
employ of the Government.”

Summary.—Land-tax for working freehold farmers. Income-tax for pastoral leaseholders or
Crown tenants. Revaluation of all freehold farms. Inquiry into further profitable fields for taxation
which are at present exempted.
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That expresses the views of the Farmers’ Union 2—We do not say it expresses the views of the
Farmers’ Union.,

It expresses the views of yourself and Mr. Lee ¢—Yes, and a number of other freehold farmers.
We do not officially represent the Farmers’ Union at Balclutha,

You say that you are perfectly satisfied with the land-tax as at present imposed : you do not

_ suggest any change in that ?—As far as we can see 1t seems all right. The graduated land-tax has a
very healthy effect on aggregation. There may be technical points in it that might be changed, but
as far as we can see it seems all right. :

Mvr. Shirtcliffe.} 1 would like to ask you what area of land you are farming ?—-1,500 acres.

About what is the capital or unimproved value of the land —I have not the figures with me.

Have you no idea of the Government valuation !—It varies. Some of it is suburban land which
1 do not farm ; it is probably from about £20 to £30 an acre.

Is it all freehold —Yes, with the exception of 260 acres, which my son has, in Woodlands.

It is probably about £30,000 ¢—About £22,000.

What tax do you pay now ?—Just on £200 a year.

Apart from local rates what tax do you pay #—Just on £100.

How is that calculated ¢—1I do not know how it is arrived at, but I think it is on the unimproved
value. T paid a good deal more before.

That works out at about 5 per cent. of its value 2—Roughly, a little less.

You pay no income-tax #—Not this year. 1 never can make enough—more than I can spend on
the land.

Your income goes back into the improvement of the land ?—Yes.

And does your valuation go up ?—Possibly it will shortly. We are going in for costly draining.
I consider that any freehold farmer can get rid of his income in that way.

You would be able to pay on a larger income ?—1I may, but I have yet to learn that you will ever
make hard cash out of farming. You can always find holes to put it in.

Take a business with £22,000 invested in it, the same capital as is invested in your farm %—That
is only half, for we have the stock besides. |

And have you £20,000 worth of stock ?—Yes.

Take a trading concern with £30,000 invested in it, that trading concern has to pay land-tax in the
same way as you do, and also income-tax. Now, do you think that is as it should be ?—1 should
imagine that there is quite a difference. They do not farm the land. I could not express an opinion
on the question whether that is equitable or not.

Do you see the point ? You with £30,000 invested, upon which you are making your income, do
not pay income-tax and only £100 a year land-tax, while another man with £30,000 invested in a
business, making perhaps £2,000 a year, has to pay land-tax and also income-tax on the graduated
scale —What does a business man keep his land for ?

Warehouses and offices, and so forth, in the city where the valuations are high ?—But he does
not plough, and sow and harrow it.

No; but I am trying to get your view as to the principle involved. You agree that taxation to
be just must be applicable to every one —Before I could answer that question I would have to know
the whole circumstances. I do not know their point of view although I know my own.

I do not want to drag from you any views that are contrary to your opinion, but I want your
opinion as to whether taxation should be universal in its application —Certainly ; I do not think any
one can say otherwise.

Does it not follow that for the tax to be universal in its application the income-tax should apply
to every one who earns an income ?—As far as 1 am personally concerned, 1 think that is quite all
right.

1 only want your views. Your evidence has been clearly placed before us, but I wanted your
views as to the principle involved. You say that if the working freehold farmer were taxed on income
as well as on land it would be a tax on his thrift and industry, and that the thrifty and industrious
would pay and the indolent would escape. Does not that apply to all sections of the community who
have to pay income-tax ? Does not income-tax weigh heavily on all sections of the community ?—
Supposing vou had £6,000 invested at 5 per cent., it would bring you an income of £300, which would
be exempted. If you had the same £6,000 invested in land you would be paying £120 in local rates.
Do you see the difference 2 If I choose to realize on the investment I would probably have an income
of £400 or £500 a vear, but I would pay on only perhaps £100, and would get exemption on £300 ; but
if I put £6,000 into land and farm it, and spend another £1,000 a year in the operation, I have expenses
and risks of bad crops.

In that case are you not continually improving your land and building up an added value to
your land which will be realized in the future ? Your land is worth to-day £22,000, and, as you are
continually improving it, in ten or fifteen years it may be worth double that. You hope it will be
worth double %It is a question of whether wool and mutton keep up. The moment the price of them
drops the value of your land drops. It is only worth what you can take out of it.

At any rate, the remark in your evidence to which I referred applies to every one who pays
income-tax, that it is a tax on thrift and industry, and that it does not specially apply to farmers ?
—(No answer.)

- Mr. Begg] Is your experience of land-valuation that valuations are satisfactory: you have to
pay land-tax on the unimproved value *—I1 understand so.

In those valuations do you get full value for your improvements #—1 would scarcely say that
we do. ,

Do you think it is possible to arrive at the value of the improvements 2—No, I do not think you
can. There is so much buried out of sight that unless you saw the drainage and so forth it would
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not be possible to arrive at the true value of the improvements. A man coming on to the property
is not able to say what is the value of the improvements effected by the money that has been sunk
in the property.”

You get an allowance for ploughed land —VYes.

Is ploughing always an improvement %—No.

Have you ever seen land that was depreciated by being ploughed ?—1 have in the North Island,
and also in this Island. T have a farm which would have been more valuable if it had not been
ploughed. Of course, to fatten stock you must have feed. You must keep the plough going in
order to fatten sheep and lambs.

You think that many improvements are not ascertainable through being buried in the land ?—
That is so.

That being the case, do you think it would be fairer if a man were taxed on the capital value,
with an allowance for structures or fencing the value of which could be easily ascertained *—Yes.

The value of the other improvements is difficult to ascertain #—Yes. I had not thought of that
aspect of the question at all. It would require some consideration.

Do you find the unimproved value tends to rise as you improve the farm ?—Yes. Our
valuations rise with the prices people are prepared to pay for land adjoining. The valuing officer

says, “ Oh, that farm over there was sold at twice the value put on your farm.” It might have
been sold at twice the value. That is how they arrive at it.
In your statement you refer to ‘ Crown tenants”: who, exactly, do you mean by Crown

tenants ¢ There are all sorts of Crown tenants. It may refer to small-grazing-run holders or
pastoral-lease holders ¢—The O. RP men, the perpetual-lease men, and the Crown tenants on the
pastoral holdings. 1 hold some Crown land 260 acres, on which I pay £3 in rates. If I had that
land under ordinary conditions I would be paying £10 or £15 on it.

Do you pay land-tax on that 2—Yes.

How is that based —I do not know. )

Perhaps Mr. Clark can tell us. These L.I.P. lands, Mr. Clark, I think the land-tax is paid on
the tenants’ goodwill in the land.

My, Clark : On the tenant’s goodwill in the land, yes. The land is capitalized at 5 per cent.
Provision for that is in the Valuation of Land Act.

Do you think that the Crown tenants should pay income-tax, Mr. Christic ¢—We think that is
the best way to get even with them.

The Chairmon : They did pay income-tax until last year.

Mr. Clark : The tenants on the pastoral runs and the small grazing-runs paid income-tax.

The Chairman : But, unfortunately, the Act of last year was passed in such a shape that they
escaped taxation altogether.

My. Clark : That is so.

My. Weston : Was that an oversight ?

My. Clark : No; they are supposed to pay in full. There is no goodwill in their land.

Mr. Begg : But, Mr. Clark, the facts of the case upset that view, because we know that such
lands are sold with very substantial goodwills.

Mr. Clark : Not the small grazing-runs. I do not think they have any right to sell them.
The perpetual leases arc sold.

Mr. Begg : But the pastoral licenses are sold.

My. Clark : 1 do not know that.

My. Begg : Yes; they arc transferred frequently with substantial goodwills.

Mr. Weston : It may be improvements.

Mr. Begg : 1t may be in the stock or improvements.

My. Weston : There is nothing to prevent a man on a grazing-run paying land-tax provided the
Valuation Department puts a valuation on the goodwill as such.

My. Clark : No.

My. Weston : Are they expressly exempted in the statute ?

My, Clark : Yes.

Myr. Begg : A small grazing-run holder pays land-tax. I held one and paid it ?

Mr. Clark : That may be, but the pastoral licensees never pay land-tax.

My. Weston : The valuation is only a supposition of the Valuation Department.

My. Clark: No; it is fixed by law. The rent is supposed to be fixed so that they can acquire
no interest in the unimproved value.

Mr. Begg.] You think, Mr. Christie, that income-tax should be paid on those Crown leases in
order to put them more on the same level with the freehold farmer ?—Yes.

Is the real income from a farm readily determined *—No ; it is hard to determine it.

You have had long experience of farming : have you, by any system of book-keeping, been able
to ascertain what your income was in any given year *—No ; it is quite impossible, even with a fairly
accurate system of book-keeping. It is very complicated.

It is impossible to give the accountant who makes up the books the whole facts #—Yes, though
it is a very healthy Iecreatlon to try to do it. It is quite a good thing for the farmer to endeavour
to do it.

You advocate taxation on municipal enterprises %—We make the suggestion that that is worth
investigating. 1 am not personally acquainted with these matters, but we suggest that they should
be investigated in connection with taxation proposals.

The Chairman.] Do you suggest that the profits should be taxed ¢—It might be worth looking
into.

The difficulty might be to find out what the profits are *—(No answer.)
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Mr. Begg.] Was there anything specially in your mind when you suggested that ?—It was really
a suggestion from one of our members. I had not thought about it. Perhaps there is an aspect of
this matter that you do not appreciate so much as we do in the taxation. Take the railways, we
working farmers are the men who keep your railways running. We are continually getting stuff by
the railways and sending stuff away—ifat lambs and so on—and we help to make the market for the
pastoral-run holder by exporting our stuffi. We pay a 40-per-cent. increase on pre-war rates for railage.
I say that those people should contribute towards the upkeep of the railways, even if they do not
use them. They should be using them. People buy five hundred or six hundred ewes and derive
an income from them. Those are the men we think should contribute towards the cost of the
railways.

Is not that done by the tax being on the unimproved value ¢ The man who does not improve
his land pays the same tax as the man who does. Do you think that the theory of taxation on the
unimproved value does not work out in practice ¢—It has not the effect that it should have. There
is a big question involved there. The land should not be allowed to remain unimproved and
unworked.

Myr. Shirtcliffe : But is there not provision for 50 per cent. addition in the tax ? .

Mr. Clark : If the land is not improved to the extent of £1 per acre, or one-third of the
unimproved value, there is 50 per cent. additional tax payable.

Witness : It can easily be improved to that extent.

Mr. Begg : Is that put into effect to any extent ?

Mr. Clark : Yes.

My. Begg : How do you ascertain whether the land has been improved to the extent of £1 per
acre ¢

Myr. Clark : By the valuation rolls.

Myr. Begg : But valuations are made only once in five or seven years.

Mr. Clark : Well, there is no stated interval, but if the improvements arc there to that extent
there is no question about it.

My, Begg : And that valuation stands good until the next valuation: you have no means of
ascertaining whether the land is being improved from year to year.

My. Clark : If the valuations of improvements are not on the roll, and the occupier can
produce evidence that he has effected improvements since, the improvements are put on to the roll
whenever they are made, or should be. Perhaps the occupier is frightened of his increase in his
local rates. A good many of the owners do not have the improvements put on because they want
to escape the local rates, but still the majority have sufficient improvements put on. There are
exceptions, and the penalty is applied in those cases. There is back country which is really not
capable of improvements to that extent. It would not pay to put improvements on tussock country
to the extent of £1 an acre. Those lands are exempted.

Myr. Begg.] 1 feel that there is great difficulty in arriving at the unimproved value of land.
That land might be improved to the extent of £1 an acre by fencing and ploughing. The occupier
may get three crops of oats off second-class land and at the end of that time the land might be
worth less with fences on it than originally *—(Witness) Yes, it might have depreciated.

Can you make any suggestion as to how the assessment could be made in a fairer way *—I do
not know that I can in a case of that sort. It would be a case of a man having sufficient know-
ledge of the business. A practical man would have to make a personal inspection of each farm and
see the improvements.

Mr. Shirtcliffe.] Do the valuers go and make a personal inspection of each farm now %—No, I
do not think so.

How do they arrive at their valuations ?—That is a mystery. I have seen two farms valued
the same, though one was on the flat and the other rose into the hills. The man whose farm was in
the hills came before the Court and objected to the valuation, and the officials went up and looked
at the place and found out the position. I do not know whether it is possible for the valuer to make

. a personal inspection of each property.

Mr. Clark : They are supposed to do so..

My. Shirtcliffe.] You raised a very important question, that of the taxation of municipal enter-
prises. It is quite a new question. First of all, how would you differentiate or would you differ-
entiate between local-body enterprises and Government enterprises —If you will excuse me, I do
not want to go into those technical points. We just made that suggestion.

You have not studied it —No. We suggested that these matters might be inquired into.

Wirriam Ler, Farmer, Goodwood, near Palmerston South, examined.

The Chairman.] 1 take it that the statement Mr. Christic has read expresses your views ?— Yes,
BII.

Do you wish to supplement that in any way ?—In this way: I am a working-farmer,
Unfortunately, during the last two or three ycars I have not paid income-tax. DBefore that I paid
income-tax. And I am in the unfortunate position that I do not pav a great decal of land-tax. I think
I can speak from the point of view of a real working-farmer when 1 say that he prefers the land-tax,
because he can see that the dishonest man has no chance of evading it, as he has with the income-tax.
With respect to the income-tax on the average farmer, it is the honest man that pays and the dishonest
man that escapes. With the average working-farmer, if he keeps books they are very crude, and to
him the filling-up of the income-tax paper is a nightmare—even to the honest man. I know of one
case where a widow and her family were working, “and eventually she got a business man to make up
her income-tax return, and he found that she had been paying hundreds of pounds that she should not
have paid, that a busmess man would not have paid. With regard to the Crown tenants, it is news
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to me that they pay land-tax. I understood that there was no Jand-tax whatever pald onh Crown lands,
However, I know that I would rather be a Crown tenant than a freeholder. . I think that is about
the only thing I wished to say, speaking as an average working-farmer. I know that the big landowner
would prefer the income-tax. 1 am speaking now of the man who owns large tracts of country. The
average farmer and his wife, if they make an income, work equally for it, but he cannot make any
deduction for his wife’s services. The other man—the large landowner—-can sit on his farm and his
wife can have a good time, and he undoubtedly would prefer the income-tax, as he does not expend
very much energy in the produetlon of his income.

» Mr. Shirtcliffe.] But why would he prefer the income-tax to the land-tax ¢—That is a point
regarding which we incidentally took a vote in our Farmers’ Union. It was not taken in earnest, but
I counted heads. I noticed that every large sheep-farmer voted for the income-tax, and every
working-farmer voted for the land-tax.

The men in a large way voted for the income-tax in place of the land-tax ?*—Yes. If it was a
question of having one tax, the working-farmer would have the land-tax. .

On the large landowner, is it not a fact that the land-tax works out at less than the income-tax ¢—
That is a thing I could not say, because, unfortunately, I have not had a large landowner’s experience.
I just go by what I know to be his natural inclination.

Mr. Begg.| Were these large farmers leaseholders or freeholders *—Some of them I know were
freeholders. That is not a Farmers’ Union matter. It was not an earnest vote, but informal ; and
we do not speak for the Farmers’ Union at all. We do not come from the Farmers’ Union.

The Chasrman.] You are expressing the views of yourselves and other farmers ?--Take a case in
point, that of two farmers living side by side. They both have a farm of the same valuc. One man
sets out to make the most he can., Under the income-tax the harder that man works, the heavier
he is taxed.

My. Shirtcliffe.] That applies to every one —The other man can sit back and have an easy time
and he can escape taxation.

He does not make anything ¢—He does not make anything ; but I think it is better for the country
that he should be making something—a great deal better.

You agree, do you not, that every one in the country who puts his back 1nto “his job, whatever
it may be, and endeavours to make a success of it has got to pay tax 2—Yes. Unfortunately, the farmer
cannot pass on his tax. He and the salaried man to-day are the only two men in the country who
cannot pass it on.

My. Weston.] Here is what a town ‘man says on that very point of passing on—a town man who
carries on the business of selling goods :  “ Whilst on this subject we would like to point to the fallacy
that we can pass on taxation to the consumer. This cannot be done, because prices are regulated
by competition.” And then he goes on to mention how the one-pfoperty business, especially if it is
a leasehold, is competing with them and, of course, can undersell them ?---I think there is a certain
fallacy in that statement. I understand that if the manufacturer in the city finds that imported goods
are coming into direct competition and he cannot make a do of it he goes to the Government and he
can induce them to put on a little more duty to protect him.

That is not the case #—1I understand that a duty is put on with a view to protecting the manu-
facturer.

Mr. Shirtcliffe.] But why do you contend that the trader can pass on the taxation ¢ Is it only
an assumption or have you any particular reason for saying that ?—He must do it. '

Why ?%—He can pass it on in this way: The farmer can pass nothing on, because he is the only
man in the country in whose case there is no relation between the cost of production and the price
he gets for his goods. The business man counts up his wages. He takes his overhead charges. He
allows for his own time and his profit, and that is the price to the consumer. With the farmer it does
not matter if it has cost twice as much to produce, the market conditions may be such when he has
got to sell that he gets less than he has paid for the production of his goods.

But would you not say that the trader buys and sells to the best advantage —I have no doubt.

He makes all the profit he can irrespective altogether of taxation, and then at the end of the year
when he arrives at his profit he knows that he has to divide that in certain proportions with the
Government ?—Yes.

He cannot add his taxation on to his costs and increase his selling- pI‘lCe accordingly by reason
of the competition. Did you take that view %—1I can see your point, but I can see that a man might
arrange that he is protected from competition by an import duty.

1 do not think you are right in saying that people can always go to the Government and get an
increased duty *—There is not much combination among the farmers, The farmer cannot fix the price
of his goods. There is no doubt the merchant can fix it by combination. He can fix the price of his
goods. Even in professional circles men fix their price. The lawyer tells us what we have got to pay.
The doctor tells us. There is no argument about it with them. We have got to pay it. But in the
case of the farmer, in the end he has got to take the market rates. He and the salaried man are the
only two who cannot ““ pass it on.” The business man, if he has set his mind on a certain profit, can
take good care that his profit will be that, subject to the income-tax.

You say that the farmers never combine to fix a price : is that strictly correct ¢ Take dairy-
produce—butter and cheese : is there no combination among the co-operative dairy companies and
among the farmers to fix the local prices %—None whatever. There m1ght be among the dairy
companies in the cities, but as far as the great majority of the dairy companies are concerned there
is no adhesion among them at all as far as the local market is concerned, and there is absolutely none
so far as the London market is concerned. I think the farmer is the only man that cannot fix prices.
It is impossible for him, With regard to the dairy companies, I do not wish to infer that these men

N
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can fix prices independently, because we had an instance lately of butter being fixed in Dunedin here,
and the North Island swamped the South Island with butter, and the price had to be reduced. So
there is competition there all right.

I suggested before that the trader buys and sells to the best advantage and makes what profit he
can according to the market conditions. Does not the farmer do the same thing as regards seiling
his produce ? Does he not sell to the best possible advantage, irrespective of the cost of productlon 7
There is no doubt about that, but, after all, he is ruled by the London market.

But if the London market goes up, as it has done during recent years, in respect of dairy-produce
and wool—wool especially during the last twelve months-—the farmer welcomes the rise and takes the
fullest possible advantage of the increased values.  So in that respect he is on all-fours with the trader
who makes all the profit he can, but the trader has not the same chances of making a big market rise
as the farmer has 2 There s this difference with the farmer:  that all the produce he sells hie has got
to sell in the open market in competition with the whole world. On the other hand, evervibing he
buys he has to buy in a heavily protected market.

ALFrED FELS examined.

"The Chairman.] You are a director of Hallenstein Bros. (Limited), Mr. Fels ?—Yes.

And you propose to submit your views in connection with the question of the incidence of land-
tax ?--Quite so.

You have put your views in a letter: will you read it to us *—Yes. It is as follows :—

City and town properties should be taxed on an entirely different principle from that applicd to
rural properties. The present graduated tax was originally designed for bursting-up large rural estates
and for preventing the aggregation of rural lands. The application of the same principle to town lands
does not seem logical. For instance, we own the freehold or leasehold of a few poles in various towns,
and as these properties are situated in the retail area their values are necessarily high. According to
the present taxation law, the unimproved values of these small properties are added together, and we
are taxed on the total at the highest graduated rate as if we were owners of an unduly large rural
estate.  This is an iniquitous system, and as far back as 1910 Sir Joseph Ward, then Prime Mmister
and Minister of Finance, admitted it in Parliament, but did not feel inclined to introduce amending
legislation,

All business concerns that own or lease more than one property, cither in the same town or in

various towns, arc affected similarly, and some of them consequently suffer great hardship. The tax
hinders and in some cases absolutely stops commercial and industrial development, which is the last
~ thing any Government can desire.

This tendency is strongly accentuated by section 52 of the Land and Income Tax Act of 1923
(formerly section 7 of the Finance Act of 1917), which further raises, through the addition of leaseholds,
the graduated rate of land-tax. We refer to it specially in the next paragraph. Section 52 of the
Land and Income Tax Act, 1923, states that any person holding a lease over a property shall be deemed
for the purpose of this Act to be the owner of the fee-simple, and shall be assessed and liable for
land-tax accordingly. On the other hand, he is entitled to a reduction in his land-tax by the amount
of tax payable by the owner of the freehold. If the owner’s tax on such property amounts to more
than the lessee’s tax on the same property, the lessee cannot benefit by such excess. On the other
hand, if the owner is taxed at a lower rate than the lessce, the latter pays the difference in extra tax.
Apart from this result, the effect of the above section of the Act is to increasc the lessec’s graduated
scale applicable to the whole of his frechold and leasehold. 1In reality, it is only thinly veiled double
taxation, and more than double taxation. To illustrate these remarks we give hereunder a fow
instances relating to land-tax so levied in 1923. It will be seen from thesc examples that, owing to the
high graduated rate at which we were assessed, we actually paid in the first case over four times as
much land-tax, and in the second case practically six times as much land-tax, on these leasehold
properties as was simultaneously paid by the freehold owners.

Leasehold Property situated Corner Princes Siveet and Octagon, Dunedin.

. £ s d
Tax paid by us .. .. .. . 343 8 0
Less refund of tax pald by owner .. .. . . 66 1 0O
Iixtra taxation paid by us .. .. .. . .. E217 07 0

Leasehold Property situated Corner Cuba and Ghuznee Streets, Wellington.

£ s d
Tax paid by us . . .. . .. 24510 0O
Less refund of tax paid by owners .. .. . . 36 17 0
Extra taxation paid by us .. . o . .. £20813 0

We could quote further examples, but think that these illustrations are sufficient. In regard to the
Wellington lease, we still would like to state that we are not leasing any land, but-only a portion of
the ground floor of a building not belonging to us, and a special valuation had to be made for the
purpose of ascertaining the unimproved value of that portion. It follows that if we rented a room
on the top floor of a six-story building the unimproved value of such room would also have to be
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ascertained in order to be added to the total of unimproved value held by us on either lease or
freehold. 'We can hardly believe that such results were intended by the Legislature, and we certainly
think that section 52 of the Act should be abolished or be made inapplicable to town lands, because
it sets a premium on inactivity and stagnation. We also believe (though we have no statistics on
the subject) that this section of the Act affects town property more than rural property, because to
a very large extent rural lands are held on lease either from the Crown or from some public Board
or body, none of which are subject to taxation, and as a consequence this section does not apply.
Another matter to which we wish to draw attention is the question of a lessee’s interest in {reeholds.
This is purely a device for raising taxes. We contend that if a Iessee’s rental is helow 5 per cent. of
to-day’s unimproved value of the property leased by him this should not be made a reason for
saddling the lessee with land-tax by giving him an irterest in such unimproved value, and
at the same time relieve the actual owner of tax to that extent. An advantageous lease
must necessarily be reflected in higher profits and therefore in inereased income-tax, which
should be sufficient. Whilst on this subject we would like to point to the fallacy that we
can pass on taxation to the consumer. This cannot be done, because prices are regulated
by competition. The one-property business—particularly if the property occupied is ounly leasehold—
be such business large or small, is either not burdened by graduated land-tax or only so to a very
negligible extent, and therefore can and frequently does undersell the business which of necessity must
own or lease a number of properties. We also wish to combat the idea that large concerns can easily
stand heavy taxation. This is not so, nor is it just or equitable that because of their organization
they should be singled out and pcnahzed We beg to suggest, tharefore, that land- tax on town
properties should be abolished, especially as business concerns owning such properties also pay income-
tax, and are, besides, burdened by very heavy municipal rates. It is hardly fair that town properties
should also pay seven-sixteenths of the total land-tax, which we understand is the proportion of tax
yielded by them. It seems to us that if land-tax were abolished altogether it would not be a serious
matter, as it amounted last year to less than £1,500,000, which is a comparatively small item in the
revenue of the Dominion. .

Myr. Hunt.] In making up your land and income tax return I take it that you pay land-tax on
your interest in the freeholds and leaseholds #—Yes.

In making up your income-tax return you deduct 5 per cent. of the capital value of these
properties, do you not ¢—Quite so.

So you do not pay income-tax on that 5 per cent. ¢—No.

Have you worked it out to see whether you would be hetter off by paying income-tax only on
the whole amount or land-tax on a portion and income-tax on a portion —No, T have not worked
that out. I am not sure of the position. I could not answer that offhand.

Would it not mean this: that if you had no land-tax to pay you would have to pay income-tax
on the whole income ?*—You mean I would not have the 5 per cent. deduction ?

Yes, you would not have the 5 per cent. deduction *—That is quite true. But let me put it in
this way : suppose we had no freehold property and had only leasehold properties, then we would be
entitled to deduct from our taxable income the rental we pay.

Yes; but you would have the capital that you now have in freehold propertics in use in your
business earnmg somewhere else, would you not !—That is quite right.

I was just wondering if you had worked it out to see which way you would be better off 2—I
have not done so. It would take some calculating.

In your statement you say: “ Whilst on this subject we would like to point to the fallacy that
We can pass on taxation to the consumer. This cannot be done, because prices are regulated by
competition.” Your business is a retail business, is it not %It is retall wholesale, and manufactunng

I mean, a large section of your business is retail business 2—Yes.

And in that retail business you are in competition with the small trader who has only a small
rate of income-tax to pay %—Yes.

It is the competition of the small trade that prevents you from passing the taxation on ?—It is
not only the small trader. The one-property business is considerably less burdened.

The small trader with one property has a much smaller tax ?—Even if he is in a fairly large way,
if he has only one property it is not such an important matter, particularly if it is only a leasehold
property.

Your point is that the competition that prevents your passing on the tax is the competition of
the man who pays less tax than you do ?——Yes,

My, Shirtcliffe.] Not necessarily. You do not say it is the small man entirely that you have to
compete with ¢--No; that is quite right. But our business is probably exceptional in this way:
that it is comprised of a number of retail branches.

My, Hunt.] T will put it in this way : if all your competitors were taxed as heavily as you are and
nobody could buy anything from people that were taxed lighter than you are, then you mlght pass on
the tax ?—That might follow, but not necessarily.

If every one was taxed at the same rate and nobody could buy from a person in competition with
you who was taxed at a lower rate, you think it might be possible to pass on the tax ?—It might,
yes. It cannot be the case as things are at present.

No, because you are competing with lightly taxed people *—Yes.

My. Shivtcliffe.] On that question of the passing-on of tax, assuming that all traders could be on
the same footing as regards taxation and other conditions of trade, under present conditions do you
find it possible to add on to your costs so much per cent. for taxation, and then fix your selling-price
accordingly #--No, we do not.

In fixing your selling-price in competition with others, do you ignore the question of taxation
altogether #—Completely, ,
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Then at the end of the year you ascertain your profit—I hope it is always good—and then you
divide that in certain proportions with the Government *—Quite so.

In your statement you instance the casz of two leasehold properties 3 in
Wellington—in respect of which you pay land-tax many times greater than does the owner. In those
The Dunedin lease is a fairly long one.

s it fifty ycars +-—No, not so long as that.

My, Clark : May I explain ¢ The length of the lease would have no bearing on that question
that Mr. Fels raises. He would still pay despite the fact that he had even a year’s leasc.

My, Shirichiffe : Would the length of the lease not affect the lessee’s interest ?

My. Clark : The lessee’s interest does not enter into this computation. Mr. Fels is referring to
section B2 of the Act. It is treated as his land for the purpose of assessment, and the company’s
land is aggregated with this leasehold. The unimproved value is treated as the company’s frechold,
and then credit is given in the assessment for the amount of tax paid by the freeholder.

MW’ Shirtcliffe : How is the proportion of tax paid by the frecholder arrived at ?

Clark : We take the amount that he actually pays, the amount that the frecholder is
actually assessed with.

Mr. Weston : 1t is to prevent evasion, is it not ?

Mr. Clark : Yes, to prevent evasion. The owner of that freehold that is leased by the company
may own no other land, and he pays his land-tax at the rate fixed by the unimproved value of that
property alone. The company owns land in other centres, and it leases land, and the whole of these
lands are aggregated together, and the rate of land-tax is fixed according to the total arrived at by
the aggregation. That accounts for the larger amount that is paid by the company than that paid
by the owner.

Mr. Weston : Does that account for the lessee’s tax being six times as much ?

Mr. Clark : Yes.

My, Weston (to witness).] Let me put it in this way: when you lease these properties you lease
them with the knowledge that you have to pay this taxation %-—Quite so.

My. Clark : Not always. There is one case there which is a matter of dispute-—the case referred
to in which the company leases part of the ground floor of the building.

Witness : You are quite right.

M. Shirtcliffe (to witness).] You do lease these properties with the knowledge that you have
got to pay heavy taxation ?—It is this way : if we went in for a lease at present we certainly would
go in with that knowledge, but we hold some leases which commenced many years prior to the
Finance Act of 1917 being passed.

The Chavrman.] This provision that bears so heavily upon you was first introduced in 1917, was
it not #—Yes.

My, Shiricliffe.] Still, if you were leasing property to-day, in considering the rental that you paid
you would calculate that you had so-much taxation to pay *—We must necessarily.

And you would take the risk of that taxation being either increased or reduced later on ?-—-
Quite so. ‘

When you took up these leases you did not anticipate that the tax would be increased in conse-
quence of the war to such an extent as it has +—No.

But you had that risk in view 2—We were not quite sure in regard to this Wellington lease,
because we were under a misapprehension there, as Mr. Clark has just mentioned. We bave had some
correspondence on the matter. We were under the i impression that this section of the Act applied to
leases of land and buildings, but not to the lease of part of a building.

I do not want to discuss the matter strictly from your own personal standpoint or from your
firm’s standpoint, but on the principle of the thing. Speaking generally, when lessees take up a lease
they take into account the tax that they will be called upon to pay !—If they know the law they
will do so.

It is their business to know the law *—Quite so. 1 am sure that many who take up a lease are
not aware of that section.

You would not take up a property unless you thought you could make it pay ?—That is so.

You suggest, do you not, that the land-tax should be abolished —Yes.

Entirely 7 Yes.

And would you make the income-tax universal, applying to town and country ?—That is really
outside my province.

What would you put in its place, because money has to be raised ?—I1 quite realize that. As 1
stated in my statement, the total land-tax last year amounted to less than £1, 500 000, and that is a
comparatively small item in the Budget.

Still, that £1,500,000 of money has to be found somewhere else if the land-tax 18 abolished ¢—
A remedy would certainly be to make income-tax universal. I think that would probably account
for a great deal of this land-tax.

Do you see any difficulty in differentiating between rural lands and city properties as regards
land-tax %—No, I cannot see that myself, because town properties are necessarily situated in town areas
and are used either for the purpose of business or for private dwellings. That is a very different thing
from rural property, which is used for the production of produce.

The graduated land-tax originally was intended to burst up large estates and is now intended
to prevent reaggregation ?—Yes.

If your suggestion weré carried out and there was a differentiation made between rural lands
and town lands by which the graduated tax would not apply to town lands, might that not possibly
lead to a great deal of speculatmn in town lands, not for bone fide business purposes, but for speculative
purposes ¢—There is that danger certainly, that it might lead to such speculation, but I do not think
it would be a very important factor.
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You realize that there is a good deal of speculation goes on in town property —There is.

And, of course, the graduated land-tax must check that to some extent ¢—-Decidedly.

If it were removed it would render it much easier and much more profitable for speculators ¢—
Yes; but even at present I do not believe that speculators take the graduated land-tax into account--
I mean speculators in town properties.

They are very short-sighted if they do not #—Yes; but I do not think it plays any part in the
speculation.

My, Clark: It does not touch them ; it is too small.

Myr. Shirtcliffe.] Instead of abolishing the tax altogether, would you prefer a flat rate of land-tax ?
—That would be an alternative if it is not possible to abolish the land-tax. That alternative would
be an improvement, and would be acceptable. Before the war we had the two taxes, the flat rate and
the graduated tax.

The Chairman.] 1f the flat rate were adopted, how would it affect you in connection with your
present gricvances !-—It would relieve us. It would certainly abolish our hardship.

That is what Mr. Clark referred to.

Mr. Clark : It would remove all the necessity for section 52 and the other sections in regard to
joint ownership.

The Chairman : To avoid the effect of the graduated tax ¢

Mr. Clark : Yes.

Mvr. Begy (to witness).] Do I understand you to say in your evidence that if you lease a room on
the sixth floor of a building you are assessed for a portion of the value of the land on which the building
stands ¢ -Yes, according to the present Act.

My. Clark : 1f the company had other lands : that is practically the provision--instead of a room
it has the whole floor.

Witness : That is the case in Wellington. It is not the whole of a floor; it is a portion of the
ground floor.

Myr. Begg.] But it would apply to any room #—VYes.

And this tends to put a big firm with numerous branches at a considerable disadvantage *—VYes,
decidedly.

Andy your contention is that the big firm with the aggregation of capital is an advantage, and -
should not be so discouraged, and that this is discouraging it ?—Yes.

You mentioned that it is impossible to pass on these taxes #—Yes.

Would high graduated taxation not tend to stifle competition ?—To some extent it would.

And as it stifled competition it would enable the tax to be passed on #—Well, no, it would stifle
competition on the part of the highly taxed businesses, but not on the part of the small trader.

The survivor would get the advantage &—Quite so. 1t would mean that large concerns—com-
panies or partnerships—would be unable to compete.

They would go out #—They would go out.

And the survivors would reap the harvest through the reduced competition —Yes; it would
mean less tax for the Government.

And would it lead to more profit for the survivor through lesser competition *—Well, there
would be a greater number of smaller traders. The law of supply and demand would probably
rectify it.

You think it is impossible for the tax to be passed on by any trader #—I would not say it is
entirely impossible to pass it on, but competition rules prices.

May we take it that a trading firm’s profits have been reduced by the amount of tax that has
been imposed ¢—Absolutely.

Mr. Hunt.] As to passing on the tax, you cannot pass it on because you are in competition with
the small trader ?—That is so.

But take the class of business in which the small trader cannot compete, and which can only be
handled by the large trader or company, then all those in the trade would be paying a high tax, would
they not —That might be the consequence.

Do you run your business with the object of earning a certain rate of profit *—Yes.

And if you do not get that rate you withdraw from it %—Yes.

So that in the end if the large businesses were faced with the competition of the small traders it
must result in the tax being passed on ?—Not necessarily, In our particular business the question
of taxation is not an overhead expense.

But your business is such that your competitors are small people ?--Yes.

But supposing you were conducting the class of business that could only be handled by large
operators, then all the people in that class of business would be paying high taxation ?—If those
businesses formed a combine and regulated prices.

But even if they did not form a combine, would it not follow that you run your business to earn
a certain profit, and if you could not earn that profit there would be a gradual withdrawal of capital
until the competition eased *—Well, it might be so. That is purely theoretical, but in practice it
does not exist.

But there are many industries which can only be carried on by large operators ?—Well, hardly,
in the industries that are distributing goods.

But take concerns like shipping, coal-mining, fire insurance, banking : these can only be carried
on by large operators, and small people cannot compete m them 3‘~~ch, that 18 quite true. You
mention banking, but notwithstanding the increase in taxation the banks have not increased their
charges.

Have they not widened the difference between their deposit rate and the lending rate, and they
have increased the exchange rate *—Well, that is again governed by external factors.
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There are not many external factors that govern exchange #—Yes ; the law of supply and demand.
Imports have a great deal to do with the exchange rate.

The suppliers of exchange are chiefly banks ?—Yes; but there are other factors—for instance,
the prohibition of gold shipments. That is the principle reason for the big divergence we have had
in the rates. V

Mr. Weston.] Take the short-call money in London : have you followed the rates last year of
short-call money in London ? In England, in spite of the heavy taxation, the short-call money was
never so cheap as last year —1I believe that is right, except in pre-war days, when it was about the
same.

Mr. Shivichiffe.] 1 would like to follow up the suggestion made by Mr. Hunt as to the question
of passing on the tax, which is a very important one. You arc in competition with other houses in
Dunedin which are proba,bly in as large a way as yourselves #—Yes.

In Christchurch the same thing applies, where you are in competition with firms like Strange and Co.
and Ballantyne’s, and in Wellington with such firms as Kirkcaldie and Stains and others *—Yes, any
number of them, in fact.

The same thing applies to all the centres. Would it be possible as a matter of practical
commercial dealing for you to combine with those other firms for the purpose of passing on the tax
to your buyers *-—No, it could not be done. There are too many in the field for that.

As a matter of actual commercial practice, you say it is impossible in either a large or a small
trade, except perhaps in the case of a monopoly, to pass on the tax *—1I do say that.

WarTER Gow examined.

The Chairman.] How do you describe yoursclf now, Mr. Gow? Do you call yoursell «
merchant —A retired merchant.

Residing in Dunedin ?—Yes.

During your career you have had to deal with all kinds of businesses—companies and all kinds
of commercial concerns #—Yes, and even with the breaking-in of a farm. ‘

T understand that you have some views on the subject of taxation, and we shall be glad if you
will impart them to us, taking first the question of land-tax *—Of course, 1 had no intention of
appearing before the Commission and would not have done so but for your kind invitation to come,
which 1 got yesterday afternoon. T have had no opportunity to prepare anything in the nature of
a written statement, but if you will permit me to express my views shortly as to income-tax and
land-tax T will be ploa%d to do so, and then I might answer some questions.

If you will do that we will be obliged, taking the subjects in the order most convenient to
yourself #—As far as my first statement is concerned I will be very short, and I will keep within the
bounds of the Commission’s order of reference, which only deals with the questions of income-tax
and land-tax. I need not worry you with the question of the principles of taxation, which perhaps
you know more of than I do, but we all admit that the basis of taxation is the basis of equity.
That may be taken for granted. Then, it is also taken for granted, and will become more and more _
the doctrine of economists, that the basis of a man’s ability to pay is his income. In America
Professor Seligman says definitely that the opinion of economists in that country is steadily
coming round to the view that the true basis of a man’s ability to pay is his income. In
America they have not been dependent upon income-tax; they have been dependent upon
property —and other taxes. It being admitted that the fairest measure of a man’s ability
to pay is a man’s income, we may say that income-tax is essentially a fair tax, provided you can
adjust it in such a manner as to reach every one, and to reach every one equitably. 1 think
that may be taken for granted. There is another principle which comes into play, and that is
the principle of equality of sacrifice. Some of these phrases you have heard before; they are
old Adam Smith phrases. Equality of sacrifice means something more than a mere flat rate of
payment by every one upon his income. For this reason, no doubt, it is that a man is relicved from
payment of tax until his income reaches a certain amount. For that reason also there is an
exemption where a man is involved in many responsibilities, such as children. That seems to be just
and fair, and for the same reason—equality of sacrifice—it being obvious that a man with a super-
fluity is in a better position to pay taxation than a man with only enough to serve the necessary
purposes of life, it becomes obvious that it is quite reasonable that there should be graduation in
taxation, and that the man with larger means should pay in a larger proportion than the man with
smaller means—I mean, in a larger proportion, not on the flat rate, but because he is able to spare
more. As against that view, I have always held—and 1 am very much confirmed in my opinion by
the most recent work of Sir Josiah Stamp—that there is a d(mgor of carrying graduated taxation too
far. That writer in his latest book on “ Taxable Capacity,” which was only published eighteen
months ago, makes it quite clear that there is the greatest danger of killing the goose that ]ayq the
golden eggs if you carry the scheme of graduation too far. I am afrald that at one time we have done
that in New Zealand. Then, that simply means that income-tax is a fair tax, provided that the
conditions are reasonable, and that they ought therefore to be the main bases on which our people
are to be taxed. It is the best measure of the capacity to pay. But there are other subjects which
are fair subjects of taxation. I am not going to enumerate them, because that would lead me to
wander away from the reference of the Commission. Privilege is one of them. 1If by reason of
circumstances individuals are in possession of exceptional privileges, that is a fair subject of
taxation. That brings us to taxation on land. Land is a fair subject of taxation because it cariies
with it a privilege which is not common to other sources of income. I do not mean to say that it
carries with 1t what we speak of as unearned increment, that sooner or later the possessor of the
land will become richer by reason of what is known as land increment. I am not prepared to say that
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the unearned increment appertains only to land. Unearned increment is a community value, a
value created by the community ; but that applies to some other things ; even, for instance, to the
income of a solicitor practising in the Court carries with it to some extent a community created valuc
because in a larger town his opportunities are greater, and his services are more sought after than in
a smaller community. But in the case of land the community value created in land is so obvious,
and so much in excess of the community value created in any other direction, that it scems to me
that land is a fair subject of taxation.

You mean for special taxation apart from the taxation of the income derived from it ?-- Apart
from the question of the income derived from it.  You cannot, of course, exclude the income derived
from land. You cannot doubly tax the owner of land, but you can pr(\,fcr(mt,izm]]y tax hum - that is
to say, that the tax on his privilege will have precedence over any other tax. That being so, 1 hold
the opinion--and, by the way, I may say that my opinions are not just picked up accidentally : 1
have given a great deal of study to the question and a great deal of thought—that therc ought to be
a tax upon land, because the owner of land is a privileged person and in receipt of great advantages
arising out of the value which attaches to his property. That is more particularly the case with
regard to town property, residential lands. Land is occupled for different purposes; two, mainly :
thn one is merely a location for the individual, and the other is that it is an instrument for producmg
income. In the case of town land and small holdings they may be simply the location of the
individual. In the case of country lands they are in the same category as machinery or any other
instrument of production, with this difference : that there is always at the back of it the uncarned
increment raising its head and likely to appear. That being so, I think that taxation upon land is
quite a fair proposition ; but 1 do not think it is a fair proposition to make use of land-tax as an
instrument to be used for political purposes for the breaking-up of large estates. If we are to tax
land at all it should only be taxed because of the privilege attaching to it, and for that reason only.
To my mind, there is no real justification for making use of that tax for the purpose of breaking up
large estates. 1t may be desirable that large estates should be broken up, but that problem should
- be attacked in some other way than indirectly through taxation. Taxation should only be imposed
for the purpose of raising revenue. In regard to land-tax, the view I take is that there should be a
flat rate of land-tax, and that that rate should apply upon all land—country lands and town lands.
Though it might be unpopular to say it, I would make that tax applicable without exemption. A
man who owns an cighth-of-an-acre section in the town, which is his location, is just as much a
. subjeet of taxation for his privilege as is the man who owns a farm in the country ; that is to say,
he has got possession of something to which the community is paying by adding value. And, as I said
before, that is more obvious in tho towns than it is in the country—very much mozre obvious. I
advocate—it would be unpopular no doubt—the imposition of a land-tax without exemption. Taking
myself, on the half-acre on which I live I should pay land-tax on the full amount of its value,
instead of being exempted to the cxtent of practically the full amount.

The Chairman.] Would that be without any regard to any mortgage on the land or not #—
Without regard to any mortgage on the land. Some people, of course, hold that the mortgagee is
" a partner.

Under the old system he was taxed as being in effect a partner ¢—The mortgagee is taxed upon
the income which he derives from that mortgage, and the privilege does not attach to the mort-
gagec. The privilege which I am speaking of taxing does not attach to the mortgagee at all. It
1s the privilege of the true owner of the land. If he is foolish enough to go and buy land at an
extraordinary price and mortgage it up to the hilt—perhaps to more than its real value—that is his
own lookout. 1 am speaking of the general principle, not of exceptional cases. Let mec say a word
now with regard to country lands, and although I am a long time away from it now I know from
experience some of the difficulties of those who have to deal with country land. I was at it for three
or four years in my earlier days, and I have becn in contact with those who have been very hard
pushed in that connection. Still, even to country land there is something attached in the nature of
unearned increment, and for that privilege the country people ought to bear just the same rate of
taxation as I think should be applicable to all town land. And here again I would say that it should
be without exemption ; every one should pay. It should also be, in my opinion, at a flat rate,
leaving the Government to deal with the question of the breaking-up of large estates by some other
legislative means. ‘We are not taxing for the purpose of breaking up large estates.

Mr. Shiricliffe.] Have you any means of doing so in mind ?—Would you mind asking me that
later on ? T am apt to lose the thread of my thought. The tax ought not to be used as an instrument
for breaking up land. If that is desirable, it ought to be done in another way. We are taxing people
for the privilege which those people enjoy. Then, in regard to the valuation of these country lands
for taxation purposes, I have always held that the present system of guessing at—for that is what
it amounts to—guessing at the unimproved value is a mistake. The value on which I think lands

ought to be taxed is what might be called their naked value. Mr. Begg will understand the difference
betwucn unimproved value and naked value. To take the unimproved value, of course, assumes that
you know what was the condition of that land when the Dominion was taken possession of, and an
attempt is made by a process of guesswork to ascertain what would be the value of that land to- day
if it were in that condition to- -day. It is an impossible kind of problem to answer; but there is no
difficulty at any time in answering the question, What is the naked value of that Jand to-day 2 What
is the value of that land to-day minus buildings and fences ¢ If you say that that is not fair to the
man who has improved his land, T do not scc where the unfairness comes in, because the man who
has sunk his money in improvements in land, such as drainage and clearing and whatnot, may really
plead that he has paid mote for his land than the original purchase price, and he is in the same
position precisely as the man who buys land in that condition and pays the value of it. The one man
buys the land as it stands to-day. The other man bought the land in its rough condition and has
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brought the land to the condition in which it stands to-day ; and in both cases, although it is not a
true assumption, it may be assumed that the cost is the same. Personally, I know perfectly well that
a man cannot bring land into the condition it is in to-day and make money out of it at the price he
can sell it at unless the question of unearned increment comes into play. But that, I think, would
be a fair basis for the taxation of land. That being a basis for the taxation of land, I think it is a
very unwise policy to value land upon its speculative value. New Zealand, partwularlv the North
Island, 1 think, has suffered enormously by this land speculation. Land is not worth the money which
pvop]c are paying for it or which pooplo have paid for it in many cases. It would be 1mp0wblo to
make anything out of it at the prices which people pay for it sometimes, or have paid. T do not
know what thv condition may be now, but I am speaking of what was the condition a year or two
ago; and I think, therefore, that the valuers should be capable men and ought to value the land
strictly upon. the basis of what that land will produce in the way of income. That cannot hbe
absolutely accurate. There will, no doubt, be errors and injustices here and there, but in the main
I think a fair accuracy might be-attained by valuing land on the basis of what it will produce ; and
that valuation, of course, would vary from time to time according to the value of the produce of the
land. It would vary alo in accordance with the situation of the land— whether it was close to a
market or far from a market, and so on. I think that if that course were adopted we would get to
a much fairer basis on which to assess tax upon land than the present one. As between ]and-tax
and income-tax, I have said that the true estimate of a man’s ability is the amount of his yearly
income ; but some men who are of a speculative turn of mind may sink their money indefinitely, with
a view to getting later on the unearned increment, and land may be held up in that way, producing
practically nothing or very little, in the hope that twenty or thirty years hence it may be disposed
of at a profit which will be sufficient to cover the idleness of the intervening years. And that is one
of the reasons for the existence of a land-tax, not for the purpose of breaking up the estate, but to
make these people pay tax as if they were using that land properly. It may be said that there is
danger of double taxation, The man who is using his land properly and paying income-tax should
not be called upon to pay a land-tax as well. That is perfectly true, and if my theory were carried
out he would not be called upon to pay land-tax, because 1 would deal with that by simply assessing
the land-tax, making it the primary tax to be I)cl]d I would assess the income-tax in due time, and
from the amount of the income-tax deduct the amount paid in land-tax, letting the man pay
income-tax simply upon the difference.

The Chairman.] 1 can see how that would be perfectly fair in the case of a man having land which
he used in connection with a business ; but suppose the case of a man who has land, part of which
only he used in connection with his business, would you then deduct the whole of the land-tax from his
income-tax in that case 2——Why not ?

He might be deriving income from the land which he was not making from his business #-—Very
well ; he has got to return that income.

You would tax him on his rents 2—One difficulty in studying this question lies in the fact that
practically none of the authorities of any consequence deal with land-taxation as we have it in this
country. They deal with taxation of the rents of lands. Of course, that is consequent upon the
different tenure which exists in other countries. But it is quite clear that if a man is paying a
privilege tax he should not on the same source of income pay the income-tax. The privilege tax would
never, 1 take it, reach the amount of the income-tax on a well-worked place. With regard to the
5 per cent. deduction to which Mr. Clark referred and which was in operation here up till a year or so
ago, it is quite clear that for some people it represented an 1mprovement as compared with the former
poql’mon To others it represented a loss. That is to say, 5 per cent. was too much of an allowance
in some cases and too little in others; but it was a very fair attempt to meet the difficulty I have
spoken of. It was assumed that land would produce a net income of 5 per cent., and that amount
was allowed to people when they were paying their income-tax—>5 per cent. of the value of the land
was allowed to them. But on the plan which I advocate there would be no need to do anything of
the kind, because a man would simply, from the amount which he was due to pay as income-tax, deduct
the amount he had already paid as land-tax. Of course, a good deal of what I am saying would be
subject to modification by rcason of practical conditions, which I am not dealing with at present.
1 am rather theorizing upon principles. But I think that that would be a fair sol ution of the question.
The tax would be a flat tax. There would be no graduation so far as land is concerned. 1 believe
in graduation so.far as income-tax is concerned, prov1ded that you keep in mind the fact that you may
kill the goose that lays the golden egg by overdoing it. I think every one will admit that we were
in some danger of doing that in New Zealand.

Myr. Clark :  We were very close.

Witness :  We came very close to it, anyhow. 1 do not know that I need say much more in that
connection. Shortly, it means this: the main basis of our taxation—Ileaving out of the question
death duties and so on—should be a man’s income. If a man holds privileges such as the possession
of land, which he may hold to the detriment of the community and to his eventual profit, then year
by year he should be taxed upon that; but he should not be taxed both upon the privileges conferred
by the possession of property and the income of that same property. Hence the amount which he
pays as tax upon his privilege should be deducted from the amount which he pays as tax upon his
income.

My. Shiricliffe.] You suggest that land-tax should not be imposed for breaking up large estates.
Of coursc, we know that that was the original intention of the Act ?—1I think it was a mistake.

And probably it has achieved its object to a very large extent 2—I do not know that it has.

There are comparatively fow large estates now as compared with the position twenty or twenty-
five years ago; but there is still the question of the possible reaggregation of large blocks of land-
Have you any means in your mind to deal with that ?—1 would not worry about that,
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You said that other legislative means should be taken ?—If desired, to break up large estates.

Or prevent reaggregation —No, 1 did not say that. I said to break up large estates. The
Government have the means in their power. They can take possession of those large estates at a fair
valuation. I do not see why the possessor of a large estate who purchased that land in the early days
should not have his reward. Take, for instance, Hawke’s Bay. I know that I am too timid a person
to have gone and taken the risks that some of those carly scttlers took in Hawke’s Bay. They
practically held their land at the risk of their lives, and 1 can sec no reason why the men who did that
in those days should not reap the reward of their boldness and progressiveness. But if the country
wants their land, then the country is entitled to take it at a fair price and use it.  Of course, we know
the difficultics. We know that they sometimes get more than a fair price.  We know that all kinds
of strings are pulled ; but the prineiple still remains, that these men are entitled to the benefit of their
carly boldness and foresight, and if the country wants their land it is entitled to take it from them
at a fair price. 1 think that will be admitted. Then, in regard to aggregation, 1 think there is a
great deal too much made of aggregation. Aggregation arises not always out of an carth-hunger
on the part of the purchaser of land, but very often out of the fact that lands have been cut up in
arcas on which it is quite impossible to do any good with them. Mr. Begg will understand that. 1t
is only a natural thing that these lands should pass into the hands of other people, who will seck to
increase the size of the holdings. If it is thought there is a danger of undue aggregation—that is to
say, of wealthy people addlng acre to acre simply for the purpose of becoming large estate-owners—
very well ; that can be dealt with in the same way as the holders of the pr(\qent large estates can he
dealt with the land can be taken from them at a valuation. [ think nothing of aggregation, because
1t is a reaction from undue subdivision.

Then, you would not differentiate at all between the man who holds £1,000 worth of land and the
man who holds £100,000 worth ¢—No, not in the land-tax. The land-tax is simply a tax upon his
privilege of holding land at all, and, counting year by year, 1t to some extent absorbs the possibility
of unearned incremvent. I do not say that it wholly absorbs it, but if the tax is a fair one and is
exercised vear by year, in the course of years—twenty years, for instance—the tax, paid regularly
and capitalized, would approximate perhaps the possible unearned increment.

That would depend upon the rate of tax, of course ?—Yes. I am not in a position to say how
much that tax ought to be, nor am I in a position to say how much the income-tax ought to be.

The Chairman.] What would you regard as a safc maximum for the income-tax ?—1 should imagine
about 3s. in the pound, or 3s. 6d., to be a safe maximum for income-tax. I do not know whether [
should say anything on the subject of the taxation of companics.

If you have views we shall be glad to have them ?—I have views on that subject. It is a very
debatable subject. Would you like to hear them ?

The Chatrman : When Mr. Shirtcliffc has finished.

My. Shirtcliffe] 1 am very much interested in what you have said about the land-tax. T
understand that you advocate a flat rate of land-tax irrespective of area or value, and, in the case of
land held for speculative purposes, the imposition of no additional penalty %—No; because if the
flat rate is properly considered—and Mr. Clark is capable of properly considering it—it will be a rate
which will in normal circumstances pretty well cat up the possible uncarned increment; that is to
say, the unearned increment of one year would be pretty well eaten up by the rate. 1 have bought
sections myself and have paid rates on them, and land-tax too, and I know that when you come to sell
out and think you are doing very well, when you figure out what you have paid in the meantime in
the way of taxation you find there has not been very much in it.

Tt seems to me that if a man has held land for speculative purposes for twenty ycars and made no
attempt to improve it the community has been deprived of the usc of that land. Would you not
consider it fair that he should pay some penalty, in addition to the land-tax that anybody else pays ¢—
It. might be considered fair, but T question whether it would serve any particular purpose. In the
case of country land, whether it be agricultural land or pastoral land, no man holds that land absolutely
idle. He may not be using it to the best advantage. He may be using ‘it very much short of the
best advantage, and he may be doing so deliberately. What I point out 1s that this year-by-year tax
will spur him up in the matter.

Take suburban lands ?—In the case of suburban lands I do not know that it is a matter of very
much consequence. One man wants to hold on to his 5-acre patch. There are plenty of othery
who are wanting to sell. In some cases there will be more difficulty than in others. In a-place where
land is exceedingly scarce there might be some little purpose to be served by the proposal to put a
special tax upon such land; but, gencrally speaking, I do not think that the putting-on a special tax
upon land which is being held and not sufficiently used will serve any particularly good purpose.

My. Clark.] Do you think that the exemption of such a large arca of land in recent years by
reason of the ordinary mortgage exemptions has helped speculation, and that the abolition of those
exemptions would meet the difficulty that Mr. Shirtcliffc has mentioned ?—7To some extent it would.
I do not suppose it was intentionally done, but the effect of the recent legislation was to allow very
large incomes arising from land to escape. I suppose it was really an accident rather than anything
else but under the theory which I propound no income would escape, no matter where it arose.

Mr. Begg.] You were going to speak of the company taxation ?—Company taxation suits me all
right as it is. But, all the same, I think it is quite inequitable. I do not think it is equitable to treat
a company as an individual. However much it may save my own pocket, it is not a fair thing.
I think, thercfore, in opposition to my friend Mr. Clark, that as soon as it can possibly be done a chanﬂe
should be made. T do not think it can be done at once. The demand for revenue is too great and
the effect of the change too uncertain. It may not ‘be possible to do it at once, but I certainly think,
in the words that were used in the report of the Taxation Committee, that the change should be
contemplated, and as soon as possible the taxation of companies as enfities sheuld be given up and
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individual taxation adopted. But while on that point I will go this length: I will admit that
there are privileges connected with companies, and I know that some hold very strongly that the
taxation of a company as an entity is the correct view. 1 do not hold that. I am quite prepared to
admit that there are a sufficient number of privileges attached to the trading-power of companies to
warrant a moderate company-tax being maintained. A very moderate company-tax might be
maintained, as is the practice in some other places. I think that is the practice in Australia, is it not ¢
There is a moderate company-tax, which may be conceived as a tax upon the privileges of a company
as compared with a private trader. But for the bulk of the taxation of members of companies it
should be individual ; it should be charged to the individual. And 1 do not know that the loss would
be so great as is sometimes estimated, because an enormous number of people have a certain amount
of income from companies and a certain amount of income from private sources—perhaps their private
efforts or their salaries or something else—and the aggregation of the two for taxation purposes would
bring them into the higher scale upon their whole income. Therefore I do not think that the loss
would be so great as has been feared if the change were to be effected. That is my opinion on
company taxation. The taxation should be upon the individual. The privilege attaching to the
company might be covered by a reasonable company-tax.

My. Shirtcliffe.] It would be a privilege tax *—Yes; in the same category as the land-tax. It
would be a privilege tax. I do not know whether there are any other privileges which might be
taxed, but they are not under our purview at present,.

Mryr. Begg.] You mentioned that the company-tax suited you: do you mean that it suited any
one whose income is derived from dividends ?—I would not like to go so far as to say that it suits
every one, but it suits me, whose income is derived from dividends.

Because the company pays the tax and they get it free of tax 2—They pass it on.

But if shareholders get their dividends free of tax, if company taxation were abolished, would
not they not only get that dividend but also what now goes to the Government in the shape of tax ¥—
No ; competition will regulate that.

You think that a company earns more when 1t has to pay that tax than it would if it did not pay
that tax ?—It makes up its mind to earn that tax more. The position is that capital always seeks
the best investment. For purposes of revenue you cannot find capital unless you can give it something
better than the ordinary investment rate. If you want capital to carry on a business—and every
one wants capital to carry on a business, either his own or some one else’s—you have got to provide
for the capital a rate somewhat better than, say, the price of loan-money, which may be 6 per cent.
Unless you can show shareholders that by leaving their money in your business they will get more—
say, 7 per cent. as a minimum——then they will not put their money into the business, but will invest
their money in mortgages and loans. Then the only corrective asserts itself : as soon as the money-
market gets so flooded with this money that investors cannot find investments for it, immediately
the price of investment-money goes down, and instead of being 6 or T per cent. it may go down as low
as 4} per cent. or even lower. Whenever that stage is reached people will come back and say, “ We
can make 7 per cent. in business and so we will find the investments for our money in business.”
Money goes Into businesses when businesses can produce more than investments. Money leaves
businesses when they will not produce as much or as safely as in investments. That, I think, is
obvious. The consequence is that a large company particularly, and even a small company, seeks
to encourage the investment of capital by keeping up the rate of its dividends, and this applies more
to companies than to private individuals. Private individuals may be leisurely inclined. They may
be all right as far as their positions go, and they may not need to worry about making more than,
say, 5 per cent. ; but the manager or the directors of a company are in the position that unless they
can show their shareholders that they can give them something better than the investment rate they
will find their shares dropping, and their company will go into liquidation. Consequently, if there
is going to be a tax which is the equivalent of 3 per cent. on the income of that company, then they
will have to pay better in order to pay shareholders 7 per cent. The shareholders will growl other-
wise, and will take their money out. They have to get it, and we are told that it does not pass on.
Well, I would like to say that in every case it does pass on. Some people are unfortunate enough
not to be able to pass it on, but it does pass on in practically every case. You may say that it does
not pass on directly. For instance, a firm does not put down on the end of the invoice it sends you,
“Your proportion of the income-tax is so-much,” but it takes jolly good care, in reckoning what it
can sell its goods for, that income-tax is taken into consideration, and necessarily the cost of the goods
is higher. That money has to come from somewhere. The shareholders will not part with it. They
want their 7 per cent. The wise manager charges more for his services, the legal profession charge
more for their services: in every case men charged more for their services or for the goods they sell.
They certainly do pass on the tax. It does not come out of the shareholders’ pockets. Remove that
tax and immediately the competition of one business with another will bring things back to something
better than the investment return because of the increased risk of the business. That continues all
the time, and no legislation, nor any human scheme, will avoid it, because it is human nature.

Mr. Shirtcliffe.] We have had evidence this morning from a leading manufacturer and with a
wholesale and retail business, and he was most emphatic in his statement that it is impossible to pass
on the tax. :

My. Hunt : Only in the retail trade, he said.

My. Shirtcliffe : He was very emphatic that as regards the wholesale and retail side of his
business it was impossible to pass on the tax, that they bought and sold to the best advantage, and
made the profit which the market conditions would give them, and that at the end of the year they had
to provide a certain proportion for income-tax: you disagree with that —There are many people
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who, without much calculation, plunge into business, and they say, “ Well, there must be a profit in
this,” and they go ahead to the end of the year without knowing or having any idea of what the
result of the ycar ’s trading will be.

a firn that had been
making large profits and not passing the1r tax on; 1t may be that other peoplc were content with
lower proﬁts than they were making.

How do you suggest that the passing-on is effected : you could not add a percentage to the cost
of the goods to cover income-tax *—You do, as a matter of fact. You increase your ““ overhead
as it 18 called—your rates and taxes are included in your overhead.

Rates and taxes are a fixed quantity, whereas your income-tax is an unknown quantity until the
end of the year #—Theirs must be a very fortunate business then.

You do not think that the force of competition to-day beats prices down to the level at which
they would be were there no income-tax %—No. In some cases; take gas companies—---

But they are exceptions ?—Yes, they arc exceptions, and they are easy of illustration. The
illustration is casy there. They deliberately put into their charge so-much for income-tax. Coal
companies do the same thing, I believe.

Mr. Weston.] No ?*—Well, there are coal companies and coal companies. Any one will realize
the truth of what I say, that out of the earnings of a business you must find sufficient to pay that
tax, and you must find sufficient to give a satisfying dividend to your shareholders.

I can tell you frankly of one company which, if there had been no war, would have been in a
better position than they occupy to-day. Instead of paying 6 per cent. we would have paid 8 per
cent., and we would have had at least another £10,000 in reserve ?--Well, I am in one company that
has bcen in existence for fourteen years, and it has never paid a dividend yet to its ordinary sharcholders.

Myr. Shiriclyffe.] What has become of the capital 2—It will pay cventually, and as far as the share-
holders are concerned, nine times out of ten the money is withdrawn. The new man will hang on for
a year or two, and will make his loss and then clear out. You can buy shares in this company for 2s. 6d.
These people are speculators, but as a matter of fact money disappears from any investment which
fails to produce a return.

My. Weston.] Cannot you put it this way : income-tax is a tax either on personal exertion or on
the use of capital ¢—On the income from capital.

The income that comes from the use of capital 2—No; the income from capital.

Well, capital always wants to get as much as it can, the biggest return, and the return you can
get from capital is dependent upon the demand for capltal in the country and the supply available #—
That is so as far as the investment rate is concerned.

The investment rate also affects every business. Therefore the extent to which a tax upon the
use of capital cannot pass on depends upon the law of supply and demand ; that is to say, the amount
of capital in the country and the demand for it —Well, no, the rate of income which will be gained
by the owners of capital depends upon the supply and demand, but the amount which a business will
call upon itself to carn only depends upon it to the extent that it will have a little less to earn in order
to satisfy the shareholders. But assume that the price of investment capital came down to 4 per cent.,
you can easily understand that the shareholders in a business would think themselves doing all right
if they were getting dividends of 6 per cent. But if you were taxing these companies which were
earning 6 per cent. another 2 per cent. they would immediately say, “ We must still give our share-
holders 6 per cent.,” and they would get it-

Supposing you were taxing all capital alike, if you were taxing capital used for investments you
must pay the same tax upon that #—We are discussing taxing income from capital.

We are going to tax income from capital : you tax the man’s investment in mortgages the same
as you tax his money in a business —No. You mean that income compared with income, the rate
is the same for moneys realized from investments as it is for moneys realized from businesses ?

If you say that you can pass on the tax, then you would get a rise in your basic rate ; that is to
say, the man who was investing in mortgages at 4 per cent. would say, “ I want more than that,
because I have to pay a higher rate of income-tax than in the past *—So he does.

Taking the basic rate—that is, investment in first-class mortgages—you will find that the increase
has been from 1 to 1} per cent.: is that so or not *—I am not in a position to say what the increase
has been, but there are two elements which account for the increase : the one is the sufficiency of the
supply of money, and the other is— assuming that the supply approximates to the demand—
the necessity to recompense the man., There is the supply and demand and what the lender is going
to get out of it. If there be a plethora of money the rate will come down, but the lender always takes
into account that he must get § per cent. for income-tax.

Whether he succeeds or not depends upon the relation between the supply and the demand for
money. If you take the rates for money over a Jong term, you find that the increase in the rates for
(Glovernment securities was about 14 per cent. Borrowers would have to pay 1% per cent. more than
in 1914. That is a little under 30 per cent., which is the rise in the rate of interest. As against that
the cost of living rose over 62 per cent. So that the rise in the rate of interest is not in proportion
to the rise in the cost of living. So that even if you are getting 64 per cent. to-day where you were
getting 5 per cent. in 1914, your 64 per cent. to-day is not worth what your 5 per cent. was worth in
1914. That goes to show that tax is not passed on ¢—It has no connection with it whatever.

My, Hunt: Can I try to make the point clear ? Mr. Weston was showing that the same deduc-
tions applied to investments as to a business, but that is not so. Take the case of a man with a total
capital of £10,000. He invests that £10,000 at 6 per cent. in mortgages and gets £600 a year. From
that he has got to pay Bs. 6d. in the pound, or £15 in tax. If you go and ask him to put that money
into a business he will say that he wants more than the investment rate. As your business is paying
5s. 10d. he will want 7 per cent. plus 5s. 10d. in the pound ?—He wants to be assured of something
better than the investment rate,
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Approximately 5s. 10d. and 7 per cent. is 10 per cent.: you would have to earn 10 per cent. in
the business. Whereas 6 per cent. earned in the investment only pays 6d. in the pound; the same
£10,000 invested in business must pay bs. 10d. ¢—Yes.

Mr. Weston : But 10 per cent. from a business to-day is not equivalent to 7 per cent. in 1914,

My. Hunt: But that does not enter into it.

Myr. Weston.] You are not getting the same interest on your money ?—(Witness) There are many
of us not getting the same interest for our money, but I do not see that that has anything to do with:
the question of passing on the tax. It does not matter what the tax is: it may be Customs duty,
it may be a charge for services, it may be an increase in your expenses. But it is always passed on
unless you are in such circumstances that, unfortunately, you cannot do it. There are such circum-
stances, but they are comparatively rare.

My. Shirtcliffe.] Do you think that the income-tax as at present levied is a distinet discourage-
ment to the formation of companies ?—It all depends. Theoretically it is, but when people propose
to form a company they take all these things into account, and if they consider they will not get a
decent return they do not form the company. Theoretically it is a discouragement. Of course,
taxation is a discouragement to all industry.

As a matter of fact, people only form companies under such conditions provided that they
satisfy themselves that they can, after paying tax, return a fair rate of interest on the capital
invested ¢-—That is so. I cannot conceive of any one forming a company if they are going to get only
4 per cent. v

One would almost think that under the present system by which income-tax is levied there
would be practically a cessation of the registration of new companies *—I do not know that that need
be. I do not see why it should be. When people contemplate forming a company the first thing
they do is to sit down and calculate the possibilities of that company as an earning institution. If
they satisfy themselves that even with the existing tax it will earn a reasonable amount they will form
the company.

Then there are possibilities, even under the present system of taxation, of earning a return ?—
Yes, but they are limited. They have got to calculate upon the company earning 10 per cent. if they
are to get 7 per cent. in dividends.

Mr. Weston.] Most companies do —Most companies do not.

My, Shirtcliffe.] It may or it may not surprise you to know that since 1918, when the high tax-
ation commenced, during the five years, there have been over one thousand three hundred private
companies registered %—VYes.

And 476 public companies. In the last year, 1922, in spite of the 5s. 10d. in the pound income-
tax, there were 106. public companies registered, with a nominal capital of over £11,000,000. From
that it does not seem that the registration of companies is being greatly discouraged ?-—I do not
think you can draw any sound conclusion from that, because you must assume what might have been
registered if there had not been that heavy rate of taxation. That is mere guesswork. But one
thing is quite certain—that if you are proposing to establish a company you niust sit down and see
what that company will give you in the way of a return. If you reckon that company can earn
sufficient to pay the tax, plus a reasonable return of the money to the shareholders, then the company
will be formed. If you discover that it is impossible to get a sufficient profit in order to pay tax and
have a reasonable return, then you do not form the company. If the tax were twice as much, that
calculation would still apply, but it would not prevent the formation of companies. There are many
concerns where the tax is passed on. If there is a tax upon leather you will find it reflected in the
price of your boots. »

Mr. Begg.] If there is a tax upon bootmakers’ profits, does that increase the price of boots ?—
Yes. The cost of living has increased, as far as the bootmaker is concerned, and because of that you
must pay extra for your boots.

My, Shirtcliffe.] All that 1 quoted those figures for was to suggest that in spite of the present
system of taxation and the higher system of taxation that prevailed prior to 1919, that question you
have suggested as to whether the company could pay the tax and still pay a reasonable dividend has
been investigated in the case of over 1,300 private companies and 476 public companies ¢—It ought
to have been.

We will assume that they were men of business and knew what they were doing ?--If they were
wise men they must have considered that the company would earn sufficient to pay the tax and make
a profit for themselves.

You remember that in the minority report of the Committee there was this passage : “ The Com-
missioner of Taxes gave evidence that the proposed change in the incidence of company taxation would
mean that the rate of income-tax on all taxable incomes of individuals betwezn £300 and £2,000 would
have to be at least doubled.” You said that the incidence of taxation should be altered as soon as
possible. The money has to be raised, you see ¢—What I said what this, though I may not be
expressing myself in exactly the same words: I could not say but that it might not be possible at
present to make the change, but, in the words of the majority report of the Committee, the change
should be contemplated, and that an attempt should be made whenever it is possible to revert to the
individual system. :

- Let me put it in this way: If it were found that in order to effect the change the taxation on
incomes of individuals between £300 and £2,000 would have to be doubled, you would not suggest
that the change should be made ¢-—Personally, I think it would be just, but I do not think that any
Government would venture to do it.
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There is the question of ability to pay ?—-The question of ability to pay comes in. The people
would probably rather pay indirectly, through the cempany taxation. I think Mr. Clark was only
estimating when he made that statement. I do not think it was the result of a close investigation,
But if it still be true that such would be necessary, well, 1 do not think that any Government would
do it, and it is not within the region of practical politics. But I say, as a matter of equity, as a
matter of principle, that the Government ought to contemplate doing it as soon as possible.

The Chasrman.] You adhere to the view expressed in the majority report, to which you were a
party #—Yes, I hold to that view.

Duxepin: TrursDAY, LlsT May, 1924,
ArTur CLOTHIER examined.

The Chasrman.] 1 understand that you were for many years in the Valuation Department ¢—I
commenced in the property-tax Office in 1883, and, with the exception of a brief break of some five or
siX years in my service, I was there continuously until I retired in 1918. For twenty-five years I was
in charge of the Otago and Canterbury distriet, principally Otago. After my retirement I commenced
practice on my own personal aceount as a valuer, and have made my special business the preparation
of land-tax and income-tax returns.

You have made a s’oudy of land and i income tax, have you t—1I have made it my hobby.

Have you prepare It is as follows ;-

Fixst, I would eall attention to the land—tax imposed on lessees under section 52 of the Land and
Income Tax Act, 1923, which reads as follows: ““ Any person owning any leasehold estate shall be
deemed for the purposes of this Part of this Act (though not to the exclusion of the liability of any
other person) to be the owner of the fee-simple and shall be assessed and liable for land-tax accord-
ingly. . . . The provisions of this section shall not apply to leasehold estates in any land of the
Crown, or in any Native land, or in any land vested in fee-simple in any person who in respect thereto
is wholly exempt from land-tax.” The effect of this is that any person who leases land from a private
individual has the unimproved value of such land added to the unimproved value of his own freehold,
and is charged graduated land-tax on the total of the two, less the amount of land-tax, if any, payable
in respect of such leased land by the owner thereof (see section 2). The following is an actual example
of the working of this section: A owns land of the unimproved value of £9,345, and leases from B,
C, D, and E other lands the unimproved value of which is £39,515, and is charged tax on the total,
£48,860. This amounts to £690, less the tax paid by B, C, D, and E, £414, so that A has to pay the
balance £276. The graduated tax on his own freehold (£9 345) is £55 so that A is actually paying
£221 on his leasehold land, the tax on which has already been paid by the owners. The charge in
this particular instance is equal to 1s. 4d. per acre on the area A leases. I consider this double taxation
to be inequitable, and that the section (which was originally introduced in the Finance Act, 1917),
should now be repealed. I may mention here that in the preceding year the tax was £550, and in
the year before that it was £350. The difference is due to the difference in the rate. The provisions
of the Act so far as land-tax is concerned are, to say the least, very intricate, and I believe that a
straight-out land-tax at a flat rate on both town and country lands would give more general satis-
faction to the taxpayers as well as being simpler in administration and collection. My experience
tends to show that (apart from a landable desire to pay as little as possible) the taxpayer does not
object to pay so long as he feels that his neighbour is doing the same. With regard to income-tax,
I do not think there would be much, if any, objection on the part of the farming community to pay
a amall tax at a flat rate, deductions, of course, being allowed for mortgage interest and other
expenses as already provided for in the Act for businesses other than farming. And any objection
that does exist might, I think, be largely removed if more stringent measures were taken to enforce
compliance with the obligation to make returns. Apparently the minimum penalty provided for in
the Act (40s.) does not act as a deterrent, and should, I think, be substantially increased. The cases
of non-compliance are numerous, and in some instances flagrant, and afford good grounds of complaint
from those who comply with the law. As regards the payment of income-tax by companies, I
personally see no reason why in this respect companies should be placed on a different footing from
any other commercial firm or individual. The tax itself when distributed over the number of shares
in a company can only come to an infinitesimal sum per share, and ample provision exists in the Act
for the relief of hardship in the case of small individual shareholders; whilst, on the other hand, it
might in many instances prove to the advantage of a large shareholder to have the tax deducted from
his dividends rather than to include the dividend in his return. The balance-sheets of companies are
usually prepared by officers of reputed knowledge and experience, and, as I have already said, the
payment of the tax does not materially affect the individual shareholder, and this method of collection
has the additional advantage of being both accurate (the tax being caleulated from the balance-
sheet) and economical and without friction.

My. Hunt.] You are an experienced land valuer, are you not ?~—So far as the valuation of country
lands is concerned, I do not profess to be an experienced valuer, but I have had a large amount of
experience in the valuation of town lands.

Are you also an experienced business man ?—I1 have earned my own living during the last sixty
years,

What at ¢—Anything honest.

I mean, you have not had much to do with the management of companies ?—I was brought up
in one of the largest companies in England—the Great Western Railway.
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Do they have company-tax there ¢—No. I am speaking now of forty-five years ago. They
did not in those days.

Had you anything to do with the financial management of the company ¢—1I had. 1 was in the
secretary’s office there for some fifteen years, and as a young man I had much to do with the finances
of an undertaking which is almost as big as the Government of New Zealand.

You say in connection with company taxation that it comes to such an infinitesimal sum per share
that it hardly counts #—Speaking gencrally. You cannot individualize, you know, in these things
altogether. There are cases I know in which a small company has been successful and the tax has
been veéry severe. In one instance to my personal knowledge the tax paid by the company in one
year was equal to half the capital.

That company was making a very large profit %—The tax was based on the profits.

Take a large company that makes a gross profit of 10 per cent. It would take 3 per cent. of the
10 per cent. to pay the tax at the present rate. That would reduce the proﬁt to 7 per cent. ¥ —Yes.

Would you call that an infinitesimal sum that would not be felt ? » tax over each
share, the amount of tax paid comes to a very small sum.

But it comes to 3 per cent., assuming a profit of 10 per cent. ¢—Yes, on the total investment.

You would not call 3 per cent. an infinitesimal sum, would you ?—It is not a large sum.

If 1 borrowed a sum of money from you at 6 per cent. and only paid you 3 per cent., would vou
call it infinitesimal #—I might be glad to get even that !

My. Shirtcliffe.] You quote an instance here, in connection with land-tax, of the effect of aggre-
gating the leasehold with the freehold, and you show, in the instance you quote, that A had to pay
£276, instead of £55 which would he the graduated tax on his own freehold?—That is so.

So that he was paying £221 on his leasehold land 2—Yes.

I presume he wouwld take up that leasehold land with the knowled,;v that he had to pay the
graduated tax ?--No. That land was taken up before the Finance Act of 1917 was passed.

In that respect, of eourse, it would be a hardship on him owing to subsequent legislation ? —-Yes.

But if a man were fakmg up leasehold land to-day he would calculate the rent he was able to
pay and the tax he would have to pay ?—If he was well advised as to the tax. But the position, so far
as this section of the Act is concermed, is this : it is so little known generally. Even the profession
know nothing of it. So that as to advising a client you will find, in effect, that there is scarcely one
person in a thousand that would take it into consideration.

Then the hardship onr the man taking up leaseheld property lies in his lack of knowledge of the
Act 2—Lack of knowledge on the part of his adviser, for which he has to pay.

You mean to say that his advisers, who make this sort of work their job, are not able to advisc
him on that point—one of the most important points in the Act ¢—-I do not think more than onc in
a hundred knows of it.

Now, with regard to income-tax : do you favour a graduated income-tax at all *—No, 1 cannot
say that Tdo. I consider that if a man has a large income he hag also large I‘(,SpOIlSlbl]]fle‘! and in
other ways he has to perform his duty to the State.

Do you think that a man making £50,000 a year should only pay the same flat rate as a man
making £500 taxable income —So far as 1 am aware there are very few individuals making large
sums of that kind. But take a man making £10,000 a year; he does more in proportion for hus
income than a man who is only making £1,000.

You think it is fair that the man who is making £10,000 to £20,000 a year should pay only the
same flat rate as the man who makes £1,000 a year *—VYes. And there is another thing which
impels me to that conelusion, and this is the result of my personal experience amongst taxpayers for
many years, both here and in the Old Country too. If you can equalize the tax as far as possible the
taxpayer is very much more rea:dy to accept the position. As I indicated in my memorandum, almost
the whole trouble over taxation, in this part of the country at all events, is that A’s nolghbour I8
getting out of it while A has to pay. That is the reason why I suggest that the penalty for failure
to make a return should be very substantially increased.

Keep to the question of the graduated tax just for a moment. I gather that you do not favour
the levying of taxation on the principle of ability to pay according to income. You see, a certain amount
of money has to be raised for the country’s needs, and that is one reason why the graduated tax is
kept in force. You are not in favour, I gather, of the man with a large income being made to pay
more in propormon than the man who makes a small i income, bearing in mind the country s needs ---
The country’s needs could: be met by a very small increase in the ratc.

The flat rate ¢—VYes.

Would not that bear hardly on the man with the small income~-mueh more hardly than on the
man with the large income ¢! For example, suppose a flat rate of 2s. in the pound. A man making
£1,000 a year would have to pay £100, while a man making £10,000 would have to pay £1,000. It would
be much easier for the man making £10,000 to pay £1,000 than it would be for the man making £1,000
to pay £100 ?—Not always, I think. I had a very wealthy client in my office yesterday who was
short of money.

My. Shirtcliffe (to Mr. Clark): With regard to Mr. Clothier’s suggestion about the penalty, which
seems to go in the right direction, is it right that failure to make a return entails a penalty of only 40s. %

My. Clark : That is the minimum. It goes up to £100.

My. Shirtcliffe : A solicitor was fined £10 only this week in Christchurch.

My. Clark : Tt is in the diseretion of the Magistrate.

Myr. Shiricliffe (to witness).] 1 gathered from your statement that you thought 40s. was the
maximum ?—No. I used the word minjimum.

My. Clark : 1f the failure to make a retum is wilful, for the purpose of evasion, after the Magistrate
has dealt with the case I can impoese a penal tax—three times the amount of the tax. And that is
frequently done.
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Witness : In the case of a wman who is nearly taxable that provision fails, and it is these people
who are ncarly taxable and who may become taxable by an inspection of their accounts that I refer
to more particularly ; and they are a large source of trouble, because they go about boasting that
they have made no return.

Mr. Shirtcliffe.] But those men are still subject to a penalty if they make no return—a penalty
up to £100, although they may not be taxable —Yes, up to £100; and that is why I suggest an
increase of the minimum. There was a case reported in the paper in which a man, a professional man,
had consistently refused to make a return for seven or eight or nine years. Finally he was summoned.
He pleaded gulty, but instead of imposing a substantial fine---one which this man could well afford
to pay—the Magistrate rather condoned the offence and blamed the Department, but said he was
bound to inflict a penalty, and fined the man the minimum amount—40s.

Was he taxable %—That I cannot say.

My. Clark : As a matter of fact he had paid more tax than he was really entitled to pay if he had
made returns. He paid through default assessment.

Witness : The point I want to emphasize is the absolute necessity for every one in business to make
a return,

My. Shirtclyffe.] With regard to your view concerning company taxation and the question asked
by Mr. Hunt, there has been a good deal of discussion as to the effect of the present incidence of
taxation of companies, on the small shareholders as compared with the large shareholders. 1 want
to ask you for your view on this question. Small investors take up their shares in companics. They
may have a few hundred pounds each. They put that money into companies for the purpose, as
they think, of earning a tax-free dividend that they would not be able to carn outside.:- When the
company pays its dividend—say, 7 per cent. if you like—they get the same rate of dividend as the
large shareholder. Do you think there is any injustice inflicted on the small shareholder by the tax
being paid by the company ?—No, sir, for the reason 1 have stated there—that the small shareholder
is amply protected by the present Act. The process is so simple that a child in the Third Standard
could do it. All one has to do is to write to the Commissioner and say, so-much tax has been
deducted from the dividend, and he will refund the amount. The thing is quite simple.

M. Shirtcliffe (to Mr. Clark) : How does that operate in the case of a small shareholder ?

My. Clark : The provision is that the dividend, with the tax refunded, must not exceed 6 per cent.
on the paid-up capital. That is the limit. The dividend that the shareholder receives, and the refund
of tax made to him, combined, must not exceed 6 per cent. on his paid-up capital.

My. Weston : Guaranteeing him 6 per cent. on his investment %

Myr. Clark : That is what it amounts to. , ‘

Mr. Shirtcliffe (to. witness).] Then, you consider that the small shareholder is well protected—he
1s suffering no injustice  —He is getting very materially the best of it.

Myr. Begg.] You have had a lot of experience in valuing land, and you stated that you believe
in a flat rate of tax on land ?—Yes, .

Do you think the fairest way of imposing that tax is on the unimproved value as at present ¢—
Yes. :

Have you experienced any difficulty at all in arriving at the unimproved value of rural lands -
1 think, Mr. Begg, that your experience is almost as wide as my own. T do not remember a cage in
which there has not been a difficulty. You have been an objector yourself, and you have been an
38890,

As regards structures, fences, and so on, the value is easily arrived at —Yes.

But with regard to other improvements they are always more or less invisible, arc they not 4—
Yes, practically.

In fact, in many cases they are not ascertainable —No. Take bushfelling, for instance. It
disappears entirely after thirty or forty years.

Draining ¢—Draining disappears.

Improvements in pastures ¢—Yes.

As there are all these difficulties, with the inevitable consequence that it cannot be equitable in
every case, that there is a danger of its not being equitable, for an improvement that is invisible very
often departs and will not be allowed for ¢—Ibt is like paint on a house. It is exhausted—gone.

You know only about it if you know what it was like originally. Is not that difficulty liable to
increase annually, as time goes on *—1I think not. The difficulty has mainly arisen, in my experience,
through the want of knowledge on the part of the valuers when taxation on the unimproved value
was first introduced, which is not so many years ago, comparatively.

You do not think that that difficulty will increase ¥—No; I think it will diminish.

Will not the knowledge of what the land was like originally get more and more shadowy as time
goes on —I think sometimes you will find that with old age your memory improves.

But if this system depends upon an individual’s memory is it not hopeless, because if this
continues it will go on long beyond the extent of one man’s life, so memory will not help *—That
will be some one else’s funeral, not ours. Whether right or wrong, the system of taxation on
unimproved value has come, and while it is here with us we can only deal with it as the Act stands.
The question of valuation is outside the question of taxation. But, still, the tax is imposed upon
the basis of a certain valuation, and it certainly comes under our review.

The Chairman.] Yes, it comes within the scope of our inquiry.

Witness : T have not the slightest doubt that with the progress being made the system of
valuation will improve year by year, as it has done in recent years. The men are getting more
experience.

My. Begg.] The farmers think they are not allowed sufficient for their improvements: is that
your experience *—Yes; a farmer thinks that when he puts a spade into the ground he has made
an improvement in every case. There is a large amount of necessary expenditure, but very often
it 18 non-productive. :
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An improvement, in the eyes of the law, may be a detriment in fact ?—VYes, particularly in
tussock country.

And yet in valuing you allow for improvements which may have been, in fact, injurious 7—
Sometimes that has occurred.

"~ Is that right %-

My. Clark : It 18 8 mls’oakc on the part of the valuer.

Witness : Even in such cases the same valuer will make the same mistake in the whole of his
district, so that one farmer does not suffer as against another.

But he does suffer as compared with a farmer in another district under another valuer 2—Yes,
that may be so.

The owner has the right to object, but my experience is that people, as a rule, do not object.
The evidence put before the assessor is that there are fifty farmers in the district who have not
objected to the valuations, and therefore he will weigh that evidence as against the two who have
objected *—That is so. The way to deal with that is by an alteration in the Valuation of Land Act,
and instead of dealing with the objections sent in, to have a Board to review the whole lot. There
is some sort of provision to that effect now in the Valuation of Land Act. The local body can object,
and that also gives the right to have many valuations revised. But it is a proviso which is very
seldom exercised.

In point of fact, if only structures were regarded as improvements—buildings, fences, sheep-dips,
and yards—much greater accuracy would be obtained. If all improvements were ignored except
visible structures, would not there be much greater accuracy in the valuations —In some cases the
valuations would be much simplified, because thousands of acres are simply ring-fenced and you
would simply value the fencing.

Would 1t on the whole make it more accurate —It would make the valuations more level.

You think it is a fair thing that a company should be regarded as an individual for taxation
purposes ?—Yes.

But not absolutely so *—1In what way ? :

You approve of the small shareholder getting a rebate if he does not get sufficient dividend %—
Yos, if the deduction inflicts any hardship upon him. But there is already provision for him.

Getting less money than you would otherwise get is always a hardship; it is only a matter of
degree *——

Myr. Clark : Receiving less money than you ought to receive would not be a hardship under the
section.

But in ordinary English it is only a matter of degree !~—(Witness) No; I do not quite agree
with you there. Take what I am best acquainted w1th the Public Service Superannuatlon Fund :
you have a certain amount taken from your salary every month, and you never see i, and so you do
not miss it. If you take a man getting £500 a year and paying 10 per cent. %uperannuatmn
contribution, he knows that his monthly cheque is based on only £450.

Then you would not agree that getting less than you would otherw1se get is not a hardship ?*—
It is very hard when it is taken away.

But if you do not get as much as you would otherwise get, you do not regard it as a hardship ?
-——No.

But I gather from your written evidence that you would advocate a flat rate for companies as
for individuals 2—Yes. Any deficiency in revenue could be made up by a slight alteration.

Myr. Huni.] On the land-valuation question, Mr. Clothier, I understood vou to say to Mr. Begg
that you did not find it difficutt to value improvements ?—Not visible improvements.

But you admit that it is difficult to value invisible improvements *—No. ‘

A man took up 250 acres of heavy, wet, swampy, clay land in its unimproved state. He broke
it in by first putting sixty thousand tiles in drains, and put in one mile and a half of timber drains.

_ He crossed that with ploughed drains. He ploughed and subsoiled the whole thing, and put on 3 tons
of lime per acre, and top-dressed it for three or four years. How ‘would you arrive at the value of
those improvements ¢  You would not be able to see the drains or subsoil #—You could not, because
the man had spent in draining more than the land was worth.

You think the land was not worth it when it was done %—No.

As a matter of fact, you are wrong there, because it was worth it. He took some years to do it,
and when it was done it was revalued, and the unimproved value went up four times 2—That is one
of the cases with which it is difficult to deal.

You could not see the tiles .or subsoiling, or the lime, or the manure It would be like valuing
a house from the outside.

You admit that you could not see the improvements in that case?
remedy provided by the Act is to appeal to the Assessment Court.

Jould the Assessment Court see the improvements ?—They could judge from the evidence given
hefore the Court. It is not necessary for the Court to see everything they decide upon.

My, Shirtcliffe.] With rtegard to land-valuation, do you think it would be better if the land-
valuation were based on the carning-capacity of the land less the value of the visible improvements ?
Would that be helpful to valuers and lead to greater accuracy in any direction ?--I think not,
because so much depends on the individual skill and knowledge of the farmer.

Still, would you as a valuer be able to judge as to the earning-capacity of the ]and if properly
farmed %—Yes, and our valuers are able to do so.

Mr. Clark : They take that into consideration now.

Myr. Shirtcliffe.] Yes, but. the value of the invigible improvements comes into the matter. I
am asking the witness whether it would be better to have the valuation based upon the earning-
capacity of the land if properly farmed less the value of the visible improvements such as structures

That is so. The only
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and fences ?-—(Witness) That is already taken into consideration, and I think, myself, that in the
meantime there is no better way of dealing with invisible improvements than the one we have.
That provides for an appeal to the Assessment Court, where evidence is given by the objector as to
what has been done to the land in years past, and the decision of the Court is given on the weight
of the evidence.

It has been pointed out that perhaps two men out of fifty appeal in one district, and that the
non-appeal by the other forty-eight is so-much evidence against those two ?—The Court is wrongly
used in that way. That is why I suggest an alteration in the Act so that the valuation of the whole
district may be within the knowledge of the Court. If a man thinks his neighbour’s farm is valued
too low, let him come to the Court and say so. The present system of spasmodic objections is
objectionable.

Do you suggest that if one man in a district appeals that should automatically bring the
valuation of the whole district under review ?—Yes, or without any objection at all, because the others
are also interested.

My, Begg.] And is not the local body interested: if the land is valued high it suits them,
because the revenue will be high, but if the valuations were low it would seriously interfere with the
revenue #—-—

My. Clark : That is so.

Dominton Ruseer Company.

Myr. Weston: Mr. Chairman, could we deal with the question of depreciation raised by the
Dominion Rubber Company ?

Mr. Clark : 1 would like to point ont that that is the result of the alteration in the law
exempting income from the land. Before the alterations were made we allowed depreciation of
business premises. Now the law provides for b per cent.

Mr. Weston : In lien of any allowance for depreciation ?

Mr. Clark: Yes; and if the law is amended so as to bring in income from the land we shall be
able to allow depreciation of premises. We cannot meet that case under the present law.

Mr. Weston : Why did you not give exemption on account of the land there: is it because it
is not subject to land-tax ?

M. Clark : Thatis so. There is no land-tax there. I doubt whether they pay income-tax.

Mr. Weston : I should think it would be very small there in the Malay Free States.

M. Shartcliffe : These prople do not tell us what taxation they are paying up there. It scems
to me that the hardship, if there is any, must depend upon what taxation they are paying on their
property in the Malay Free States.

My, Clark : There is some income-tax paid in the Straits Settlements,

Mr. Shirtcliffe : Do they pay land-tax ?

Myr. Clark : No, I do not think so.

M. Shirtcliffe : If that estate were here in New Zealand they would pay land-tax %

Mr. Clark : The company would pay land-tax, and it would get an exemption of 5 per cent.

My, Shirtcliffe : Then, probably the freedom from land-tax means a much greater saving to
them than this loss of 5 per cent. for depreciation.

Mr. Clark : That would depend upon the amount of income the company made.

Mr. Begg : 1f they are paying no land-tax there, they would have to pay proportionately more
for the land.

Myr. Clark : They would pay more for the land by reason of the fact that there is no land-tax.

Mr. Hunt : 1s it only the income that is admitted that they pay on?

My, Clark : No; on the whole of the income.

My. Shirtcliffe : What is your view, Mr. Clark ? Do you consider that these people are suffering
any hardship, bearing in mind the fact that they do not pay land-tax there ?

My. Clark : 1 think probably the hardship is that the company made a big profit one year, and
has made losses ever since.

CHRISTCHURCH, SATURDAY, 3RD May, 1924,

GEORGE GoULD examined.

The Chairman.] You are a director of Messrs. Pyne, Gould, and Guinness, Mr. Gould *—Yes;
but I would sooner not appear in that guise. I am a director of various firms, including Pyne, Gould,
and Guinness. In giving this evidence I am not speaking as director of Pyne, Gould, and Guinness.

I understand. You wish to put before us some views in connection with the subject-matter of
our inquiry ¥—I do not propose to give evidence on the general question of income-tax as affecting
"companies. I propose to address myself to one or two points in connection with land-tax and
income-tax as affecting farmers. I think, provided the rate is not excessive, that land-tax is
preferable to income-tax for farmers, if only on the grounds of simplicity and cheapness of collection.
In assessing farmers’ income it is very difficult to separate living-expenses and benefits derived from
the farm from working-expenses. 1 consider that if the principle of graduated land-taxation is
adhered to there are some very necessary amendments to the Act required. Section 51, imposing
50 per cent. increase of tax upon unimproved land, is quite unworkable in its present form, except
by disregarding it. Section 51 reads as follows : ‘“ For the purposes of this section ‘ unimproved land ’
means land on which there are not, on the thirty-first day of March immediately preceding the year
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of assessment, improvements of a value equal to one pound an acre or equal to one-third of the
unimproved value, whichever is the less, and which in the opinion of the Commissioner it is reasonable
should have been improved to that extent.” That is the definition of unimproved land. Of course,
there is a qualifying proviso at the end of that section, but much of our land in Canterbury—light-
carrying land—-requires little more than fencing to return its proper production, and it may not want
cven £1 per acre or one-third of its unlmpmved value spent on it to make it productive. I suggest
that it would be better if section 51 were amended to read like this: “° Unimproved land * means
land which by reason of its lack of improvement is not productive to its reasonable capacity, having
regard to its situation and accessibility, as to which the Commissioner shall have full exercise of his
discretion.” A man may have a place where the improvements may be of small value; it may have
natural boundaries, but still it may be reproductive, and in that case it is evident that it would be
very unfair to impose 50 per cent. extra tax. Then, section 59 of the Land and Income Tax Act,
1923, says: © When two or more persons own land in severalty but occupy it jointly, whether as
partners or on joint account or otherwise, the same land-tax shall be payable by them and by each
of them as if they owned the whole of the sald land jointly, in the proportions which the unimproved
values of the lands so severally owned bear to one another, and for the purposes of this Part of this Act
they shall be deemed to be joint owners of those lands accordingly.  Without limiting in any way
the meaning of the term * joint occupation,” two or more persons shall be deemed to occupy lands
jointly within the meaning of this section if those lands are occupied, worked, or managed by any one
or more of those persons on behalf of all of them or on a joint account, or if those lands are occupied,
worked, or managed by any other person as trustee for or otherwise on behalf of-all of those persons.”
T think that seetion is a good deal disregarded ; but I maintain that as long as the various owners in
an estate take title to their properties, that limitation should not be imposed on them. I say that
section 59, which debars landowners from co-operating with one another for their mutual benefit, is
monstrously unfair, and its repeal would not affect the principle of the Act. If a large property 1s
divided into sections amongst the members of a family and owned severally by them, thero is no sense
in debarring them from working the property jointly and so economizing in working-expenses,

provided always that the whole of cach individual’s inerests in land are aggregated for the purpose
of assessment. That 1s the point which I think is essential. I may have a section in one estate which
is worked jointly, and 1 may have company interests in another landed property, and 1 may have
another estate of my own, but as long.as my various interests arc aggregated for the purpose of
assessing my land-tax T think I am entitled to work my land to the best advantage as it pleases me,

I can see no sound reason why the benefits of co-operation, which are enjoyed by persons in other walks
of life, should be denied to landowners and farmers; in fact, farmers are always being urged to
co-operate both here and elsewhere. 1 have always considered this a very unfair thing. If a man dies
and leaves several children, amongst whom his estate is divided, provided each takes his own title
to his share, I do not think it is right that they should be debarred in working their areas together for
their own mutual benefit. A clear distinction comes between joint ownership and several ownership.
There may be several reasons why they may not like to hold property as joint owners. There may
be reasons why they should be taxed as if the several sections of an estate belonged to one party;
but where each party takes title T think he should be free to work his property or two or three people
should be entitled to work their properties together to the best advantage. One might go further and
say that section 52, which also makes a frecholder liable for excess land-tax on any other property
he leases, should not be inflicted upon a man. If I own a property and lease an adjoining piece of land
that indicates that both I and the adjoining owner think we can make more use of it in that way than
he can, and T think we should be free to do that. It means that the man with the greater ability—the
lessee- ~will make more out of the land, and I think that it is a question which is worthy of consideration
whether that section 52 should not be amended in some way.

1f, as suggested, a flat rate for land-tax were imposed instead of a graduated rate for land-tax,
then the difficulties which you raise would disappear. Further provision for them would be
unnecessary ¢ —Yes. [ have thought that, probably for political reasons, the graduated tax would
be departed from. There is a further matter to which I wished to refer, although I speak of it with
some diffidence - the question of a farmer paying land-tax on the amount of his mortgage. I am
aware that this is a difficult question to deal with, but it sticks in every farmer’s gullet that he has
got to pay land-tax on the whole of his land when the mortgagee is taking one-third or onc-half of
the income from it. I am inclined to think that mortgages should be deductible for land-tax
purposes, provided the tax is based upon the full unimproved value of the land ; but I think that the
deduction should have a limit. The mortgage should be deduetible up to a point. On a property
valued at £21,000 the land-tax 1s £175, or 2d. in the pound. T think that up to that point the man
should get full exemption, but I think that the Commissioner could probably not afford to go beyond
that. That would mean that up to £21,000 a man would get full exemption for the tax up to the
amount of his mortgage, but from that onward up to £100,000 he should still only have the 2d. It
would mean that everyhody would get an allowance up to a certain amount, more or less—cach would
get a certain allowance on his mortgage, but the smaller farmer would get the full allowance if he had
unimproved value to the full extent of £21,000. 1 do not think it would be a hardship upon she
Commissioner to do that. The land-tax co]l(‘(‘rod is not very huge, and I am sure that most of the
farmm:a would feel that it was cquitable.

Weston.] With regard to your suggestion as to exemption in the case of mortgages, the land-
owner woula only be taxed upon his unimproved value ?—On the full unimproved value.

The mortgage is lent not only on the unimproved value but also on the improvements, and it
would be scarcely fair to allow a deduction of the whole amount of the mortgage, as part of that
mortgage was advanced on improvements which are not taxed ?--That might be. I was only
thinking of the land mortgages.

13—B. 5
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Well, take land mortgages, part of such mortgages is advanced on the value of the improve-
ments %—True.

You might very well have a property worth £40,000, with an unimproved value of £20,000, the
property being subject to a mortgage of £24,000—1in that case there would be total exemption if there
were a limit of £21,000 —My idea wag that there should be total exemption up to the amount of
his mortgage. Well, I know it is a difficult question.

I just mention this point to draw your attention to the effect of what you are asking for #—Yos,
quite so.

My, Shirtcliffe.] With regard to what you said about the B0 per cent. excess tax where land is
not improved beyond a certain point because it possibly does not call for 1mpr0v9monb§ I quite
appreciate that there may be cases in your hill-country land in Canterbury where the land does not
require to he improved to a great extent. I would like to ask you, Is the B0 per cent. imposed upon
such land at present 2-—1 presume in such cascs as it is merited, it is. The Commissioner has
diseretion in the matter.

Mr. Clark : Yes, that is so. There is land which the holders would not be required to break
up and plough, and where nothing but fences is required: where there are natural boundaries no
fences are required.

Mr. Shirtcliffe : Then, in such cases you do not require the penalty to be paid ¢

My, Clark : No.

W@'mess : Still, it is a big thing in its present form.

Clark : 1t is hard to give you an exact definition in regard to that. (To witness) You
ralsed thc question of accessibility, There may be lands quite eaﬂulv accessible, but still not payable
to improve--tussock land, for instance.

Witness : 1t it is productive it would not matter so much.

Mr. Clark : In defining which lands should bear the penalty, and which should not, you run the
risk of cutting out something that should be left in.

Witness : 1 say ““ as to which the Commissioner shall have full exercige of his discretion.”

Mr. Clork : That leaves me open to consider all cases.

Witness : The principal question I wanted to raise was in regard to joint ownership and owner-
ship in severalty. Where men have got title to their land I do not think they should be debarred
from co-operating. ‘

Mr. Clark : As long as you have the graduated land-tax that section, and the others dealing
with the point, is absolutely necessary.

Witness : 1 think those sections were framed by a man who had “a bee in his bonnet.”

My, Clark : Well, they have been successful.

Witness :  As long as a man takes his title and owns his land you have no difficulty in getting
hold of his landed interests.

Mr. Clark : We have a casc where a transfer was made to managers, and some years afterwards
it was found that that was a bogus transaction to avoid the payment of tax. The whole thing was
being worked as one property. That was outside the family concerned. With a family transaction
it is not at all uncommon for a father to give titles to his sons, and for no money to pass.

Witness.: Do you not think 1t is unfair that one of those people should not be able to act as
manager ¢ Supposing a father dies and leaves land to his sons, and one of them acts as manager ?

Mr. Shirtcliffe : Have you any discretion in that matter, Mr. Clark ?

Myr. Clark : No.

Myr. Shivicliffe : Tn your experience, Mr. Clark, have there been many complaints of hardship under
that clause ?

Clark : Tt has only been exercised this year for the first time.  You can hardly say it s in full
operation yet.

My. Shivtcdliffe : Have you applied that section to such lands as Mr. Gould quotes, Mr. Clark ?

My. Clark : We did in the first instance, but when the facts were submitted to the Department
the assessments were amended in many cases.

M. Begg (to witness).] Is there much of this poor land that i not susceptible to great improve-
ment held on frechold tenure in Canterbury #—Yes. 1t is capable of slight improvement by surface-
sowing.

That is not an improvement that the Tax Department might appreciate —That is possible. 1f
you took the Commissioner there he would not be able to see the seed.

That improvement is one for which you would very likely not get an allowance 2—That is so.
As far as T know, T think the Commissioner has exercised his discretion with great diseretion and
fairness, but the strict reading of the provision appeared to me to require review.
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The Chagrman.] You are a barrister and solicitor of the Supreme Court, and a farmer also 3—Yes,
sir.

You are president of the North Canterbury Farmers” Union, are vou not 2—Yes. 1 am
submitting a resolution that was passed by the New Zealand Council of Agriculture, of which 1 was
president last year.

Ts that resolution in your statement ?—Yes,
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Will you please place your views before us by reading your statement t-—Yes, sir. 1t is as
follows :— kes

This statement is presented on behalf of the North Canterbury Branch of the Farmers’ Union, and
application is made for leave to file a further statement on the grounds that sufficient time has not
been allowed to get information and records from a substantial nuwber of farmers to show how they
have been affected by the present system of taxation. The North Canterbury Farmers’ Union consists
mainly jof small farmers engaged mostly in the production_of cereals, pulse, and seeds, and what is
known as *‘ mixed farmers,” thc mixture consisting mostly “of &breedmgldnd ta,ttemng A_lanﬂos and
growing grain and other crops. In some districts dairying is mixed with grain-growing, but a much
larger number of farmers are mixing the production of grain with meat and wool. According to the
Agricultural and Pastoral Statistics for 1922-23, the number of farm holdings in North Canterbury
was 7,681, and the number of permanent workers _engaged on these holdings was 13,000. During the
same yeargon 2,080 holdmgs farmers were growingawheat, but last year thls number has been 1cduocd
by nearly one- half, WA pproxunatcly, however, there are 2,000 farmers in the district who may be
classed as a(rrluultural farmers and whose fdmung opera‘mons have been more adversely atfected by the
increased cost of production on their farms than the purely pastoral men. The value of the produce
of the agricultural farmer does not, like meat, wool, and dairy-produce, depend on export values, but
is generally a matter settled by our domestic supply and demand, though at the present time this
produce is competing with wheat and oats imported from Australia and Canada. The sizes of the
different farms vary greatly, but the average area is about 500 acres, which is the area most suitable
for employing a six-horse teain, that being the generally recognized power unit on this class of farm. As
the result of investigations made by the officers of the Department of Agriculture, the cost of the upkeep
of such a team to-day, inclusive of the wages of the teamster, is a little more than £500 per annum.
Particulars of this cost are given in the December number of the New Zealand Journal of Agriculture
for 1923. The unimproved value of such a farm would not be less than £8,000, and the land-tax on it
would be about £40, while the income-tax on the investment of a corresponding amount in a business
would be less than £10, and if the investment was in shares of a company there would be no tax
payable at all. If the investor in a business does not make any income, he does not pay any tax, but
the farmer has to pay his land-tax whether he makes any income or not. The payment of £40 a year
may not seem a very large amount to some people to pay for the privilege of owning land and the
possibility of its increasing in value as the country becomes more closely settled, but under conditions
which exist to-day, the amount mentioned may mean all the difference between a farmer living in
reasonable comfort and working without any adequate reward for his investment and his work.
Farmers owning land subject to a mortgage of more than £5,000 have to pay land-tax on the *‘ gross
value,” and are not entitled to any exemption in respect of such mortgage. Farmers pay rates on the
capital value of their land, and this results in their contributing more to common services such as
hospital and Harbour Boards than the city ratepayer, who also pays rates on his land, which is only a
small part of the value of his whole property. In these cases services are for the people, but payment
is out of the land.

Indirect Taxation.—The amount paid by the farmer for land-tax is a small thing compared to the
taxes he pays indirectly, and which comprise and are the main reason for the increased cost of
production on our farms to-day. This cost is more than double what it was before the war. The
main items in which this increase is found are—Higher rates of interest, rates, and taxes; higher rates
of wages ; higher rates for threshing, hauling, and transport ; higher prices for fertilizers, binder-twine,
and sacks ; higher prices for implements, repairs, harness, and other materials. The consequence of this
increase in the cost of production is that farmers cannot grow wheat to-day at bs. 5d. per bushel,
whereas up to 1914 they were able to grow enough for the Dominion’s requirements at 3s. The
contention on the part of the wheat-growers is that thls increase in the cost of production is caused by
the high graduated income-tax on the banks and large companies, and which, though paid in the first
place by these bodies, is passed on to the farmers in the form of higher charges for services and higher
prices for materials. Comparative statements are being prepared showing the fluctuation in the rate of
the tax, and corresponding changes in the charges made to the farmers, but generally it is the case that
up till 1922, when the income-tax got up to 8s. 9d., the increase in the cost of production had risen
100 per cent., and has not come down very much yet, so that it does not appear that a mere reduction
in the rate of the income-tax is the only thing that is required to improve matters. The result is that
farmers have to give up growing wheat, and thls leaves their teams idle, upsets their rotations, and that
a substantial number of farmers are in this position : it will require & cyele of liquidation to readjust
matters. It is this increased cost of production resulting from high income-tax on the companies being
passed on to the farmers that is hurting the farmers far more than the land-tax, and is restricting tho
cnergy and stifling the enterprise not only of farmers, but of those engaged in related industries. I
should qualify that by saying that the reference to farmers right through is to agricultural farmers.
1 am representing them now, and they are the people who are in this peculiar position. Now, with
regard to the resolution of the Council of Agriculture, I should explain perhaps that that Council is
really the most representative organization of farmers in New Zealand. It is a gathering which
represents all the agricultural and pastoral associations. As you know, there are the Farmers’ Union
and the Sheepowners’ Federation, but that is the most comprehensive body. It meets annually in
Wellington, or has done so, and I wish to submit the resolution that was passed last year as being
representative of the feelings of practically all the farming community on that occasion. There was
considerable discussion, and I do not think there was any dissentient vote—it was not recorded, anyway.
The resolution was : ““ That the Conference is of opinion that the present method of levying income-tax
on companies is unjust and calls for immediate revision, first because it compels companies to increase
their charges to cover the tax, and because these taxes are ultimately paid by farmers. The Conference
therefore urgently requests the Government to adopt the method in force in other parts of the British
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Empire—namely, to charge the companies a flat rate on their undivided profits only, and to include
the dividend in the taxable incomes of the receivers.” 1 have made the statenent as brief as 1 could,
and T am very sorry-that I have not been able to get the condensed statement of the result of our
inquiries with regard to the cost of production. Will you allow me to say a word or two with regard
to the matter ?

Certainly, whatever you wish to say +—Gencrally speaking, [ want to emphasize that so far as my
position is concerned I am representing the class of farmer that is having the worst time of any of them
now. A substantial number of those that 1 represent—something like two thousand wheat-growers—
have been producing their wheat for feeding the country under, first of all, a fixed price, fixed by the
State, and latterly under prices fixed by a Wheat Board. The Wheat Board is a non-Government
organization. It was practically appointed by the various branches of the Farmers’ Union, and it has
negotiated with the millers for the price of wheat for the last two years. When 1 say it is a non-
(tovernment organization, I mean it did not originate from the Government; but in all other
enterprises the Government has—well, rather a dampening effect sometimes. What happens is that
when the Wheat Board goes out to negotiate with the millers, negotiations are affected mainly by the
cost of Australian wheat imported here. That is made better for us by the fact that there is a duty on
it. That looks all right, and if it were only that it would not matter. But, unfortunately, the
governing factor in fixing the price of wheat for this year has been the price of flour. The Australian
flour is milled over there at a price which is much less than ours, and can be landed herce at £13 per ton,
as compared with £15, giving the figures roughly. The result of that is that it is bringing the value
of our wheat down from 5s. 3d. to something like 4s. 7d.  There has been a Government embargo on
the importation of flour, but that is going to be removed.

M. Shirvicliffe.] Next year - -Next session, 1 think.

But it will not take effect this year, will it 2-—-This yeat’s wheat has all gone.  There has not been
nearly enough to go round this year. We are importing more than half of the quantity required.
We cannot tell yet what acreage will be sown. Every farmer is now making up his mind whether he
will sow wheat. The main bulk ought to be sown in May. A lot of the wheat was sown last year in
the spring, and the operation was so unsuccessful that I do not think it will be renewed. And I
ought to qualify also by saying that where land is very fertile so that it will produce on an average
over 40 bushels of wheat per acre, it will pay the farmer to grow wheat, and he will grow wheat.
But as far as fixing the price is concerned, directly that embargo is removed we shall be in the air.
We shall be dependent on the price of Australian wheat, and the community will be dependent on the
value of the wheat for the cost of the loaf. So far as thosc farmers are concerned, they are mostly
affected by the increased cost of production. There is no farming operation in this country that is
80 expensive as wheat-growing. Roughly speaking, it used to be calculated that it cost £1 an acre
to put in a crop and £1 an acre to take it out, making the cost up to £3 an acre, which was a generous
allowance. Now it costs £7 an acre. That is according to statements prepared by a number of
farmers for three years and checked over by the Agricultural College at Lincoln. That estimate has
been taken exception to. 1t has been said that that allowance gives you employment for your team
in its spare time. But as an economic proposition that is not sound. If your team has not got full
employment it is a very wasteful power unit. A change in the operation is bound to come. 1 should
say that the next twenty years will see the climination of this wasteful power unit. I just want to
emphasize that the wheat-grower is working his land under a more heavy cost than any other class
of farming, and is more affected by the indirect taxation in the form of increased cost of everything
lie has to do and everything he has to buy. When you take away from him the opportunity to grow
wheat at a price which is reasonably profitable you dislocate his rotation, which is a very serious
thing indeed. All proper and scientific farming means a reasonable rotation, a fair and well-thought-
out rotation. It has been upset by the war, but unless they get back to it they must inevitably suffer.
The wheat-grower is going to be affected in that way, and he is going to be affected also in this way :
that he will be the first to be culled, to use a farming term. It is a drastic and cruel process, but
if you arc going to deflate, with the present cost of production it is inevitable. A large number of
those two thousand men, particularly those who have gone on to the.and during recent years, must
go out. 1 do not see that there is any help for it. [ do not know what they are to do. If they sell
their team, the team is the recognized unit that employs the man. If he is a two-farm man he must
have that-team to get the maximum producing-ability. If you take that team away you reduce that,
and, roughly speaking, it méans he has got to cut out his wheat altogether. Either he has got to keep
his team and work it to the maximum or else he has got to scrap it, and if he does that there is very
little for him to do except switch over on to sheep. He may be able to switch over on to dairying.
It will means a very serious dislocation and a very serious cost, and it will mean that that man has
got to buy his experience over a series of years, and that is also a costly operation. So far as the
sheep proposition is concerned, it is possible that a man, instead of growing wheat, may keep a number
of ewes. That would be practically increasing one depar