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The Issue

It is the intent of this position paper to address the taxation of northern
benefits and allowances from the perspective of the Government of the
Northwest Territories. It has been the pracpise of both public and private
employers to provide their employees with various allowances or benefits
which are intended to help offset the higher costs of 1iving in the north,
These benefits may take the form of housing subsidies, travel sssistance
or provision of benefits at a cost less thin fair market. In rost cases,
these allowances are not being reported or taxed.

A1l these forms of benefits are taxable under the Income Tax Act. The- 1ssue
to be resolved is whether or not the Federal and Territorial Governient shou]d
give recognition to northerners by helping them offset the highzr costs in
underdeveloped or isolated areas of Canads, end if so, how, Stzted another
vay, the taxing of an individuals earnian without reference to the compar-
ative purchas1ng power of these earnings is inequitable. For &n individual
employee to enjoy a standard of living corpareble to a southern counterpart
(and so come or stay in the north) he must bn compensated at a higher level.

- The employer must pass on these higher costs to the consumer thereby increas-
" ing the cost of northern goods and services even further. The employer as a
result is less able to compete with southzrn businesses. The Federal Governrent ot
has officially recognlzed the problem by issuing the 1980 Tax loratorium and R
Pem15510n Order, e

Alternatives

R) The subsidizing by Government of cost of 11ving factors to lower the
high cost of goods and serv1cc% in the north to levels compzrable to
those in the south, :

B) Amendments to the taxation of earnings in the north by:

1. Reducing the rate of tax in the north or provide a
specific tax reduction.

2. Provide additional personal exemptions in arriving
at taxable income from pet income in the ca]cu]uiwon
of income taxes fTor northerncrs.

3. Providing a prescribed adjustment to income in calculating
the net income of an individual in the nortih. |
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biscuséion‘bf Mternative A - Subsidizing Costs
T

Implementation

- A-direct cash subsidy would be paid to either the source of the higher cost g
or directly to the individual. For examnle a northern freight carrier would
‘be paid the difference between his freight rates and southern freight rates
in subsidies or each individua) would be paid a. cash subsidy to reduce his
costs of goods and services (of which freight is but one) to southern levels.

Problens

Administration of such a schaire would be curbersome, difficult, and much
more costly than other alternatives. A continual ronitoring of northern
and southern cost differentials, changing subsidy levels, and a massive
intervention through regulation into the private sector would be necessary,
Elaborate controls to ensure the subsidy was passed on to consurers and that
only those entitled to receive subsidies actually received them must be
put in place,

Discussion of Alternative B - Amendments to Taxation of Earnings

By reducing the amount of taxes an individual must pay there would be more
of his earned incone left to pay the higher costs incurred when living in
the north. Each individual would be treated equally under the Income Tax
Act with the administration necessary for irplementation already in place.

Problems

The initial determination of the size of the tax relief to be granted given
differences in household sizes would be difficult. Also the fact that,even
within the north there are differences between locations or regions,must be
considered. A suggested solution to the varying costs of living within the
north would be to define three (3) or more 1ike-cost areas:

a) Areas with access to the Mackenzie highway system.

b) Areas without access to the same Highway system, but with access to
mainline air service.

c) Areaswithout access either to the highway system or mainline air service.

Providing relief from the taxation of earnings can be accomplished in at
least three (3) ways.

First, tax relief could take the form of a reduction in the rate of tax
or as a final specific tax reduction. Both rethods present problems in
setting the amount of the reduction and how the reduction would be shared

between levels of Government. Also a reduced tax rate would cause difficulties

in calculating the relief of individuals who have roved between various tax
areas,
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‘Sz2cond, tax relief could b provided throush additional personal exerptions .
vhich reduce net income in arriving at tascble income (the amount tax payable

.15 _calculated on). .. This method.would eliminate the need for.different tay-—--
rates between locations and the different tzx reductions experienced in the
first wethod. . : :

Tnird, deduction of a specific amount directly from reported income tax to
arrive at net income would provide tax relief., This method best achieves
the taxing of individual income based upon relative purchasing nower. Further
it would be easily implemented and administered. Most importantly it would
have the added effect of recognizing cost of 1iving differences in the
calculation of other Government programs such as Child Tax Credits and 01d
hge Supplement, The benefits to the individual are based on the let Income
figure which has been reduced by the northzrn living cost deduction.

Ildstration of Alternative B Methods in Tax Calculation

Hethod
Tax Calculation 1 2 3
Total Income (including taxable bene- ‘ o o
fits now not reported? $20,000 | $20,000 '$20,000
Less: Deductions from Total Income f . p | Tax‘re1ief'
deduction =
- . $5,000
tet Income (figure used by Federa) ‘
Government programs to determine
Tevel of benefit) $20,000 $20,000 $15,000
Less: Personel Exemptions ' v p Tax relief p
' deduction =
— $6,000
Taxable Income $20,000 $15,000 $15,000 jf
Tax Payable (Example) S 2,000 $ 1,500 $ 1,50
Tax reliof p p .
deductio: =
S500 .
$ 1,500 $ 1,500 $ 1,500

Recommendation

G7 all the alternatives exanined, a deduction from total income to arrive at

izt income (Method 3) most fairly and simply provides relief from the higher cost
of living experienced in the north.
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.Position Paper by the Government of the Northwest Territorics on the
taxation of Northern and isolaked post aliowantes S ,

wose

L. Intreduction

In order to encourage northern developuent, it has bzen the policy of -
g1l governments and most private employcrs in the north to provide

their criployees with an "allowance or benefit" which is intended to
: help offsat” the gencrally higher costs of living in the north.,.
In the case of the Governrment of the Northwest Terriio
allowances take the form of housing subsidies, travel
settlement allowances or through provicion of be
‘than "fair market value".

ries, these
assistance and
nefits at a cost less

Although the questjion of taxability of these "allowances" is specified

in Section 6(1)(a) of the Income Tax Act, the strict zdherence to these
rules by this government and the majority of other northern employers,
including the Federal Government, has not been followod,

In the case of most employers the allowances not being reported and
taxed, have bheen primarily of the nature whorc pEynents were made to
third parties, either directly or indirectl)y for the henef it of the
employee, or charges Lo the cuployee for the use wnd Lenefit of certain
employer owned facilities (primarily houzing) at a neminal anount
without the reference to cost "or market value,

This situation has been questioned from time to time in the past,
- however, the practice continues, . "

Lo Prables_Definition
The question of whether or not northern benefits zre taxable is not the
issue at this point of time, as strict interpretation of Section .

6(1)(&) of the Income Tax Act ang interpretation bulictir IT71 confirms
their taxability under current income tax legislation..

.
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‘The real issue and problem to be resolved is whether or not the Eadera)
Government and Ferritorial Governuent should give recognition to
northerners hiy helping them offset cost in underdeveloped or isolated
areas of Canada, and if so, how, '

Sgurient. Situation:

With the issuing of the "April 3, 1980 Moratorium on the Taxztion of
RHorthern Allowances" and "Itolated Post Benefits and hllowances
Remission Order of July 9,1980" it would appear that the Federal
government has officially recognized the problem, and hat introduced a
temporary corrective measure., .Thig issue, however, requires an
in-depth review ané adjustment to:

a) treat all people in similar circumstances equally.

b) recognize that the purchasing pover of earnings in certzin
situations must be taken inté account in the imposition of taxes
on those earnings
and/or.

<) provide an incentive Lo persons living in arcas defined in the
Order,

. and/or : i

a) at werst, retroactively corndone contravertions of the law, by

government .and certain other sectors of the econony., :

It is the belief of this govern-ent that the precedent for these.
adjustments already exists in Canadian Income %ax Lecislation and _
Policy. Current-legislation recognizes that the bzse on which to tax
income nust take into consideration different levels of well being
owing to differences in factors such as age, health znd environuent,
thus realizing that two parzons with the same incoma may heve different
abilities to enjoy these incomes. This is achieved through the
provision of deductions and exerptions to individual, inceome as
prescribed by the Income Tax Act.

In the past few months, there have beon a number of papers written and
Gpinions expressed by othe. northern ciaployers or. irtercsted third
parties a¢dressing the issue of the "taxation of northern henefits and
allowances", It is the intent of this baper to address the issue from
the perspective of the Governzent of the florthvest Territories as a

- spokesian for noriherners -and Lo make recommendations fron that point
of vicw, : :

.
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.In order to achieve this it is first necessary to review the issue
“which raises the concarnsz, and crcates the problem. In addition,
- criteria for cvaluating the alternatives arc required,

111. -Effect of Incoma Taxes on Cosks in High Cont Areas

The taxing of individuals where carnings are set to reflect & higher
cost of living tends to artificially further increase those costs. .
This is particularly true not only in the consumer rairkoet place, buit in
- services rendered to government and larger industry. This can be
illustrated by an example of a businessman operating in the above
sjluation, vwhose business is highly labour oriented. In order to
,actract and keep employees in this isolated or high cost area, he is
conpelled to compensate his employces sufficiently to meet the
varijation in cost of living from one area to the other. Under existing
law, this compensation is taxable and in order for the enployee to have
sufficient digposable income to pay for the additional cost he must, of
course, be paid a sufficient additional amount to pay the taxes, to
meet the additional increasc.

"Illustration:

IEmployer eaploys an individual to work in an arca vherc the cost of
living is some 25% higher than where the enployce presentiy
resides. The employer is naturally required to cenpaneate the .
employee for this variation and the employce relatoes this to hisz
current take home pay (disposable incoue). The result ig as
follows (assume a person taxed as single -~ 1979 rates):

- RAFTER YAX -

GROGS BET
Present salary (annual)- $19,000 $14,800
Additional cost of living ' .
-~ 25% . 3,700
Additional wages required
to mect taxes and cdAcitional
cost of living of 43,700,
at a marginal tax rate - 39¢ 6,700 —
' © 825.070 $16.,500
Percentage of present salary 132% J25%

'y
cevae/ s
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The increase in wage cost hy the tuployer cupressed a
of previous salary is 320 yet the variation in cozt of living iz
oniy 25%. Therefore, the enployer, to maintain an equivalent
return, must pass on to purchascrs of his goods ard scrvices a 32%
increase and not a 25% incrcasce in the lebour factor of his costs.
Governments must also reflect these increased differcentials in
Lheir budgets to render services, and to date, particularly in
areas of local governuent, such as municipalitice and schools, must

pass these on to property owners in the form of increased property
~and other taxes, further aggravating the higher cost of living.

d a5 a percentage
A
-

i arandl bt Ol conntiel

It shouvld also be moted that the above illustration does not provide
any incentive te the employce but theoretically only maintains the
purchasing power of his disposable income (after tax income) at the .
same ‘level as his original situation. ‘ .

Further c¢ffects on the economy in these particular areas of Canada as a
result of these variations in cost munifest theamselves in the
Aifficulty of local businesmees to compete economically with services

und goods being provided from outsidce the high cust area. This has the .
effect of reducing the viability, given a fairly limited narket area,

0f providing those scrvices from within that market area, particularly
where scrvices are being rendered or there is a high labcur content in
the cost of goods being supplicd. '

V. DN_Rltornetive Feguired? ‘

Even without thé issuance of the Isolated Posts Bencfits and Allovances
Remisgion Order, it has been obvious for many years that an alternative
Lo the existing taxation of benefits was required. A continuaticn of
obvious ccntravention of the laws of the land by all levels of
government, as wcll as by large and snall businese without positive
action by the agency legally charged with enforcing those laws, brings
to question not only the equity of the law but the credibility of those
laws, The law is being applied only to those least able to protect
theimselves and their employees from the agency charged with enforcing
Lthem. The self-employed, cld-age pensioners, swharc holders and
cmployces of smaller business bear the brunt of the tax assessor's
epplication of the law. Also uader the existing system, private home
ownership, and independence fron a "patronizing® caployer are »
discouraged, :

coeed/B
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Ve..fonz Alberpatives

A nunber of alternativeg have been discussed and preposed as solutions
to the existing situation relating to the taxation of earnings in high
.cost arcas in Canada. Scie of theso elternatives wiil |}

be dizcuszeq . |
later in this Paper under their gencral headings. These will include: S
X .

A. The subsidizing by government of cost of living factors to lower ’
the high cost in certein areas to a level to comuire favourzsly
with the adjoin’s. arcas of Canada.

B. Amendments to taxation of earnings in specified
This arca will compare the following alternative

areas of Canzda,

A

1) Reducing the rate of tax or providing a spacific tax reduction
in prescribed aress of Canada.

2) Providing additional personal exemptions in arriving at tazable

) incona in prescrisod areas of Canada, .

3) Providing a prescrihed adjustment of income in calculating the
net income of an individual residing in a prezeribed ares of

Canada,

The continuation of the Renission Ovrder is not con
purposes of this paper, as it is recognized as being an interim

stop-gap neacure and not & solution to the problem. The Remission
Order does nrovide some relief to certain por

sidored for the

eli ereons residing in
bregeribed arcas, as vell, to a limited extent, it deos meet soms of

_ the evalueation criteria o:tlined below. However, it is lacking in too
many of the evaluation criteria to be logically consicdered as a
solution,

These options have all incorporated the requirement that all ber:fits
be reported by employecrs in strict adherence to Section 6(1) (&) of the
Income Tax Act which states: . . . .

"There shall be included in computing the income

a taxation year as inccme from an office or

folloving amounts as are applicable:

VALUE OF BENEFITS

(a) the value of hoarg, lodging and other benefits of anv bind
vhatever received or enjoyed by him in the year in respeoet of,
or in the course ¢f, or by virtue of an office of erplox.oent™

of a taxpayer fe»
emplovaent svch of the
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applicd in accordance with Lhe Department of the Nadciona) Revenue's
Interpretation Bulletin - I9-71R which discusses theze benef its in
detail, : :

Vi._ Eyaluation Criteria

The above options will be cvaluvated and the releted tos implications of
each mcasvred with the follewing objectives in rimd:

A, Effcct on Costs

That not recognizing the cquivalent purchasing pover of carnings by
individuals artificially incrcases the cost of uoods and services
in the higher cost of 1living arcas of Conadz.

B. Rurchaesing Power .
That the taxing of inc¢ividual carnings must reflect the comrarative
purchazing power of thnze earnings, rarticularly in areas vhere the
cost of living is substaniially highir thar the norm in the
adjoining areas of Canzdz,

-C. Bgual Treatpont

That 21l individuals living within specific zress contemplated in A
ané B above, obtain egual treatment ang bensiii From Such
recognition.

D. Legality

That the result of the change i to provic
cualization of purchering pover OF het O
income does not reguire a continuztion of
vhich have evolved over the years.

That the provision of ircentives, in add:
purchasing power of ¢ carnings, is nei
priority to be deters by governine bod:
should be considered rately from the met
this paper.

ccualizing the
i but &
Lo tine ang
Giscussed in

SCTE

F. Rrduirnistration

Thoat the altarnstives sve nnt

N o LTI AR Y) (.,!.,‘L,f, YA e (1"'";7", . etdon e
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G.  Fax Revoenues
That impact of the alternatives will not signifigantly reduce the
tax revenues being gencrated from the taxation of those extra
carnirgs by Federal end TProvincial Governments, :

i N11. Alterpate A - Subsidizing Costs

The rcduction of high costs of living in specified arcas hy means of
general government subsidicn eliminates the requirencuts of criteria A,
B, C, and D cited above. %his option would not necensarily be contrary
to criteria B, the provision of incentives, unless the effect of the
subsidies was to reduca the cost of living subctantielly below that in
the adjoining parts of Canzda. However, the use of government .
subsidies would create an artificisl economic environsent and vould
tend to be misleading in assessing the viability of certain
undertakings in the specificd aress.

. réminigtration
Yhe administration of such a scheme would be cusbersome and
extremely difficult to control, regaraless of which level of the
cconony the subsicdy ves provided to, A swsicdy provided at the
source of cost ea. freight carrier, vould neccssitate a menitoring
of the subsidy through the carrier and on throvgh the
Sdistributor/retailer to ensure the reduction in cost vas nzssed on
to the individual. & major intervention by way of reculation into
the private and nublic sectors would he required to moniter the
pessing down to consuners of subsidies at the supplier level, An
alternative would be to provide direct subsidics to indivi
Bowvever, this option would &lso reguire maossive controls
that parties receiving the sunsidy were entitled er ‘that zl1
entitled vele receiving the subsidy. Tnsofar as the latter are
concerned, it is often the nost Geserving that fail to carry out
the steps required to obtdin the enounts that are due to them in

‘ this type of program. '

cnEure

>3

G, Jax Revenves

The rrovision of subgidies tu reduce coste is at least twice as
costly Lo govermments. as opposed to the reduction of taxes inposed
on incoime earned to roet thoze cozis. The subeidy represcnts gl
of the additional cost; however, the tax reduction represcnts
under current tex ratces much less then 50% of those coats,

N S
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A.

-costs in that location., %hig e

. -8

N
’

Certain offsctting returns to government. could he eyperjenced [rom
the taxes on increased profits of supplicrs in the arca
subsidized, fThese would; however, be minor in relation to the
spbsidy, particularly bocause:

1. A large portion of the cost ol living is rerdered by
non-taxzable entities such as, Northern Caneta Power ,
¢ Commission, Northwestel, Northern Traneportiljion Cunparny Ltd.,
Hunicipal Governments and sinllar budics.

2. A close monitoring of the subiridics would eltempl to ensure
that profits carned were not & result of the subsidies which
should have been passed on to consuwers.

JVIIL. Alternative B = Amendancnts to Tazaotion of EBarnings ’

The three options presented for comparison are similer in many aspects
and will be compared as to their own tnigue advenvagos ana :
disadvantages following a acaeral discusgion under e eriteria
previously set out,

Effect _on Costs

Ho

Any reduction in taxes on earnirc
in specific arcas of Canada would
4

uired to neet highsr costs
sen the i
ts favourebly wvitvh the general

criteria set out above,

Rurahasing Pover

A reduction of taxes which moy be provided hecrtse of hiclier cost

would be recoygnition of a varienc: in purchasing pover of
earnings, Care would have to be taken to emsure that any
reduction does not over-corrcct the imbalance vith the result that
an incentive is then provided.

The income Tax Act, as constituted
individuals in Canada,  Fqual ure:
the three eptions presented, wo
vere enforced wniformly.

applics eouzlly to all
eatront, exaept for variations in
114 be wehioved given that the low

o

S

Jeaaljty

Ae stoted in € above, an emendu-nt to tavatien of the ocarninan e

(cwe ey
e e
T '
Pavvionld rove to tee Gonde cdpe
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Ingentives

L progrén on which excmptions fror or reductic
solely at recognizing ‘the varianac from cert ¢
cadieining pavks of Cancda would Lol G

se

n of tax aimed
< living in
v orenvlt in

brbs'er & pum

incentives being provided, Variations in leved) ef costs in
specified arcas vould, of necessity, be regulires, g, Costs of
Jiving in certain specificd arcas nay be sore 2C3 higher than the
adjoiniryg part of Canada, whilst in anothar they ray be ¢8 much as
30% higher,

Mnindstration o ¢

A indicated earlier, achievement of the proz.: result from these
alternatives would require the strict: adherence ang uniform

weitr'g

enforcement of the Income Tax Act &nd regulztions which reguire
the reporting of benefits received by virtue of office of :
enploymenit,  The administretion ig elready in o plice to ensure this

th

1.

-, employess, 'Phe lack of other noeasibill

Plication of the lau, However, other prcviems do present

Loawndy

emselves in the appiication of these optaicrnz renely:

Retermination of Lhe Benafit Eeceived

Interpretation Bulletin Ju-71K cenerally setc out the basis

accepted by Revenue Canzda for sre deterinezion of the
quantem of a benefit and what constifuses % henefit, fThe

bulletin refers to "reagonable ectimates® ard other phrases '
such as an amount "the enployce would nzve to pay scaeone
else" for accommodation, The determination of the rental

1<

valve of accommodation provicied by an e

ey could become
contentious even where conmparizeng weulsd available. The
rental value of accommodation in extrerely rovote arens or in
<

centres vhere virtually ail acconmodaticn it owned or under
control of the employer does rot Provice for reusonable
comparison (there is no “"someons else"), liore specific
guidelines would be necessary to determine the quantum of the
benefit,

the employer, and in many instinces,
choice affecte ‘his taxes, an tnployee s
with lesser accommodation resulting in 1
employec may not have this available or

of accommodation to be occupie¢ by cerca

Employee choice of housing is very often

prerocative of
1rly 1f the
sh to be proviced
2 senefit,  The
insist on the type
levels of )
T the erployee i
would Lave to pay

these situvations brings to guesiion "whnei s
someone else’ as a meansnremonps of "hanrnsien

-
i

seed /20
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«  hmount of Relicrh

The determination of the smount of the variance in cost of T
living from the norm in adjoining ports of Cenada would be a .
Aifficult tash oo well ao prescribing he arcas to which a tan -
relief would applr. The celculation would invelve eztensive -
review and study of prices, costs, and amenities available or
not available ir various recions or centres. &4, There may bed
no roads and the cose of pudntaining o vehicle is not then

part of the cout of living., Would-this eituation then reflect

as a rcduction ol overall cost in a high cost arca?

The parameters of determining the amount of relief and the
reqions would have to be very carefully laid out if a fair
result is to he achieved, ‘

The variation in the cost of living within certain areas of
Canada it similar sor many wreas, and vhilee, perhaps not
being exact in atl centres, could wilhin srosonable limits be
comparehle. eg, In the Nortiwest Terrjitories perheps tvo or
three arcas coul: he prescribhed, -

~a)  Areas with atcese to the Mackenzic Kiglway syoten, ,
b) Areas withov: zccess to the same highway system, but with
acecess to scrduvled air service,
¢) Areas withou: access cither to tha highway systen or
. - scheduled air scrvice,

TR S AT ST MR TG T RIS 4% S T M T e T T T e s -

2
.

- Another factor i

¢h could affect the amount of the deduction
would be the reczunition of the family or housc¢hold unif. The
adage "wwo can live &s cheaply as one” Goes p2

in compzring rel:vive cestz of living, The su

‘tielly operate
wrented
glternative woul< be to offcr a specific reduction to the
first member of &« houschold or family unit with additionazl
lower allowances for each additional member or dependant. The
determination of the amount could bear the same relationship
as the pzrsonal crenption for self, spouse, and dependent
childrcn under 1€ andé over 16" years of age.

i

Whilst the arquusnts prosented above suggest an "exactness" of
relief this would no: he necessity. The objectives would bhe
achieved if the rclief were reasonably close to the variance

in question,

e /11
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The hich mnuxllty ¢f the Canadian work ferces would result in
. persons wo.king Lhrough the ycar in hoth preserilied regions
! 'and non-prescribed regions of Canada, The present wmethod of
U determining taxation rules on the basiz of residency at
’ December 31 would, of necessitly, roquirz actification in
relation to the claiming of relicf to cnzure the individuals
' -lecaving a prescribed region rcceived "e relief for the time.
‘ employed in the arca and individuals noving into the region
receive relief onply for the time cmpln/az in the urca,

G. Tax Revenues - ' :
. This alternative requires the ropdrtinq of -all benefits to

employces by cmploycrs in the prescribed rannez, 2As a result of
this necessity, individuals would be reguireé to account for tazes
on millions of dollars of benefits previouxzly unreported, Whilst
this alternative envisions tax relief fror texation of certain of
these bencefits, the succested relicef is only intended to extend to
the variance in the cost of living, A largzs wrovortion of the
individuals recceive unrcported bencfits for cocezding the
variation in cost of living. The esxtending of ezemwtion f£rom
taration of benefits (or alternatives) to <hose individuals to
whom it does not presently apply (under th }e~i“"10n Crdzr) will
be more than ofiset by the taxing of benc ’OC'JVOO in excess
of the variation in costs, gg, It is hig srodable that the
. Jeasing of a $125.000 home to an emplove- "ﬂounym ranging from
$«0~ to $150 per month is en excesoive adivctront in equalizing
the cost of living,. ané no doubt contains z izior incentive.

“

I3 _Options_to_dlitern=tive R

The advantages and cdisadvantucges asice from thoers
the varicus options witnin the elternative to crnar
are set out below, under the criteris wherein <they

taxation

A. Option B(l) - Reduction of Tax Rate or Tar Reduckion
The applicdtion of a deduction in tax rate
specific tax reduction, whilst
would present certain diff s in-getiing the avount of
redouction and how it is to be shered by Gifferning levels of
government. Given the prog roqslvc rates of tex in thoe Cenadien .
tax system, persons in ni incone leveis weuld p"y nore tax on
the additio: incomne nus Lo r2et hi oeonlsy o bthon persons in
Jower income levels.

:2 0r providing a
setting che effecty of taxcs,
0
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JIhis schome would be furiher conj.licated hy tho movenent of
“persons from arca to res during oocclendir year, and how to viury
‘a reduction in rates to that sitvztion., 'nis option would result
dn a very complicated melhod of varying of rates or reductions to
crecognize levels of ancoic, location and Line in the location,

Yhe tax reduction would not offse: the cffects 6f higher incomes
to ueet higher coste inusofar az other asracte ¢f the Income Tox
Act. such as the Child wax Credit or other goverrment programs
reguiving o means test based on the net dncone regorted on an
individual's personal tax return. Thesc progrens include the 016
Age Supplement, low rental housing and other provincial social
asgistance schomes. ' - :
Illustration: :
Assume that it requires en additional $6,000 per annum of net
disposable income in a specificd area to support a fanily with
two children as owposed to the adjoiring parts of Canada, AL
a marginal tax retce of 39% it would require some $9,800 in
income before tev o provide that dirpasstls income. This nas
the folloving effect on Lhe child tax credit means test:

a) Enmployce resicdes
non-¢pecificd nvea
and his income is £18.000

in
L?\

b) Employve resides in area
specified ahove, in order
to maintain an cguivelent
standard of living, he rust
carn . 821,000

1979 Child Tax Credit in a) S 436G
1979 Child Tax Credit in b) S 271

These variations have an even rore drisnatic ef fect when
applied to the ciu ace supzplenent, %his premize may be
countered by the argument the: governnent services in these
specified arecas cosi rore and should be paid frouw those
additional tax revenunes, The auestion renaing, should this be
borne by the individual in that area or equalized across the
nation and shared by all taxpayvers receiving specified
services of the sname kind?




' ' -13.- i

B, Option BO) - ddditional Persona) Bzemotions

+ This option suggested additional personal czenptione be

: deducted £rom net income in arriving at taxable incenme, This
approach clininates the difficu)ties outlired in Option 1 .

: related to the progressive rates in that the deduction would

be univerzal (within limits) and could be caeily prerated by
day for changes in location. The means tost inequalities
vould not be met ss the deduction s after deternini<ion of
the net incoms of the individus), » :

C. Qpkion B(3). - Deduction from Ipcome

The deduction of a specificd amount from income in prescribed
arcas of Canada to arrive at net income world achicvs most
exactly the relationship of taxing individual inconme based on
its relative purchasing pover. It would apply equally,

. providing berefit to al) for teax purposes end in other areas
involving cocial assistance prosrans, : '

The administration of such a plan would recuire srendment only
to the Incwae Yax Act and excent for determination of the
prescribed arcas end prescribed reducticrs of incore, weuld
perallel the administration of ofher existing deducrions suen
as the education deduction,

.. Congclusions

The effect of taxes on the income required to meet higher costs has
been jllustrated to result in somewhat ineguitable treatnent of higher
earnings by individvale living in high cost areas as opposed to '
individuels livirg clsewhere in Caneda, Higher cost of governuent
services in these arcas could justify the additional taxas; hnovever, |
if this wera the objective of the government, it could also folliow thal
" governments choose to discourage the evelutionary development of the
arcas in qguestion by further increasing cost “hrough tazes. xs the
- letter stoteiment is neither a stated nor an implied objective of
present governaénts, this argument has not boen erpiored at length,
The assunption has been made that the cost of qovernmert services
throughout Coneda shovldé be shared cyuelly bie all citizens i
“capacity to pay. The taxing of individuel earnines without
to the ceuparative purchasing nover of those earnings in the i
noted aiove, causes the opposite effect,

4.
nstances
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Recardless of the flnu1 dctozmlnation ¢f the trecaiment of benefits in
“Ehe ereor gpecified in the “"lsolated Posts fenefits and RAllowencos

Rerpiscion Order®, it is L;;o that the lzws be enforced and enlorcsd
equally in these matters, or.changed to reflect the nccﬂs of the
Pntuntlon.

,un]gyr:‘l f,‘bn"f‘_;__.‘_h( one. m\.’_ }-‘v\( ars t

Loecoenize -the. nees for adnu&&ncnu 10“'a]] phLL”;a
Canyalved in-f thc option to allow a dedu: :..;J.o_a_J,n»p.J:.u_mn. ~abkneb incons.

Phe introduction o¢f any of the above &ltern Jtavns, none of which ars
perfect solutions., will not correct a1l the faults or mcet all the
.Obj'ClJV( of any proposed change, but would climinate many of the

in¢guitics in the existing laws as they exist or are being applied
" todzy. .
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