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The Issue

I t  is  the in ten t of this position paper to address the taxation of northern 
benefits and allowances from the perspective of the Government of the 
Northwest T e rrito r ie s . I t  has been the practise of both public and private  
employers to provide th e ir employees with various allowances or benefits  
which are intended to help o ffset the higher costs of l iv in g  in .the north. 
These benefits may take the form o f housing subsidies» travel assistance 
or provision of benefits a t a cost less than fa ir  market. In most-cases» 
these allowances are not being reported or taxed.

A ll these forms of benefits are taxable under the Income Tax Act. The issue 
to be resolved is whether or not the Federal and T e r r ito r ia l Government should 
give recognition to northerners by helping them offset the higher costs in 
underdeveloped or isolated areas of Canada, and i f  so, how. Stated another 
way, the taxing of an individuals earnings without reference to the compar­
a tiv e  purchasing power o f these earnings is inequitable. For an individual 
employee to enjoy a standard of liv in g  comparable to a southern counterpart 
(and so come or stay in the north) he must be compensated a t a higher level. 
The employer must pass on these higher costs to the consumer thereby increas­
ing the cost o f northern goods and services even further. The employer as a 
re s u lt is less able to compete with southern businesses. The Federal Governme 
has o f f ic ia l ly  recognized the problem by issuing the 1980 Tax Moratorium and 
Remission Order.

A1 ternatives

A) The subsidizing by Government o f cost of liv in g  factors to lower the 
high cost o f goods and services in the north to levels comparable 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  
a t taxable income from net. income in the calculation  
o f income taxes fo r northerners.

3. Providing a prescribed adjustment to income in calculating  
the net income of an individual in the north.
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Discussion o f Alternative A - Subsidizing Costs 

Implementation

A d ire c t cash subsidy would be paid to e ither the source of the higher cost 
or d ire c tly  to the indiv idual. For example a northern fre ig h t carrie r would 
be paid the difference between his fre ig h t rates and southern fre ig h t rates 
in  subsidies or each individual would be paid a*cash subsidy to reduce his 
costs o f goods and services (of which fre ight is but one) to southern levels.

Problems

Administration of such a scheme would be cumbersome, d if f ic u l t ,  and much 
more costly than other a lte rn atives . A continual monitoring of northern 
and southern cost d iffe re n t ia ls , changing subsidy levels , and'a massive 
in tervention through regulation into the private sector would be necessary, 
hlaborate controls to ensure the subsidy was passed on to consumers and that 
only those e n title d  to receive subsidies actually received them must be 
put in place.

Discussion o f Alterna tive  B - Amendments to Taxation of Earnings 

General

By reducing the amount of taxes an individual must pay there would be more 
o f his earned income le f t  to pay the higher costs incurred when liv in q  in  
л S n°r,th ;.u Ea^ in d ;v id u a l would be treated equally under the Income Tax 
Act with the administration necessary for implementation already in  place.

Problems

]r!iL^n^ a  ̂ determination o f the size of the tax re lie f  to be granted given 
differences in household sizes would be d if f ic u lt .  Also the fact thatjeven 
w itn in  the north there are differences between locations or regions.must be 

. A Ju99ested solution to the varying costs o f liv in g  w ithin the 
north would be to define tnree (3) or more like 'cost areas:

a) Areas with access to the Mackenzie highway system.

b) Areas without access to the same Highway system, but w ith access to 
mainline a ir  service.

c) Areas without access e ith e r to the highway system or mainline a i r  service. 

Implementation

l>east^threee(3)^ /ay0m ^  ‘:axa^ on oarhings can be accomplished in a t

F irs t ,  tax r e l ie f  could take the form of a reduction in the rate o f tax 
or as a fin a l specific tax reduction. Both methods 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 d iff ic u lt ie s  
in calcu lating  the re lie f  o f individuals who have moved between various tav 
areas. A

I

i .
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Second» tax re lie f  could be provided through additional personal exemptions 
which reduce net income in arriv ing  at taxable income (the amount tax payable 
is calculated on). This method would elim inate the need fn r d i f f ^ n t  tax 
rates between locations and the d iffe re n t tax reductions experienced in the 
f i r s t  method.

Tn ird , deduction of a specific  amount d ire c tly  from reported income tax to 
a rn v e  at net income would provide tax re lie f .  This method best achieves 
che taxing of individual income based upon re la tiv e  purchasing power. Further 
i t  would be easily implemented and administered. Most importantly i t  would ~ 
have the added e ffe c t o f recognizing cost of liv in g  differences in th® 
calculation of other Government programs such as Child Tax Credits and Old 
Age Supplement. The benefits to the individual are based on the Net Income 
figure  which has been reduced by the northern liv in g  cost deduction. “

n id s tra U o n ,o f A lternative  B Methods in  Tax Calculation

Tax Calculation

Total Income (including taxable bene: 
f i t s  now not reported)

Less: Deductions from Total Income 

Met Income (figure used by Federal

$20»000

Method

2

$ 20,000

0
$20,000

Tax r e l ie f  
deduction = 
$5,000

level of benefit) $20,000 $20,000 $15,000
Less: Personel Exemptions 

Taxable Income

0 Tax r e lie f  
deduction = 
$5,000

0

520,000 $15,000 $15,000
Tax Payable (Example) $ 2,000 $ 1,500 $ 1,500Tax re lie f  

deduction = 
$500

0 0 .

S 1,500 .$ 1,500 $ 1,500

Recommendation

Of a ll  the a lternatives examined, a deduction from total' income to arrive at
net income (Method 3) most fa ir ly  and simply provides r e l ie f  from the hioher cost 
O' liv in g  experienced in the north. nigner cost

7r.?
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The rNonl issue and problem to be reserved is whether or not the Fedora] 
G.o.y„ornr,;ent and Te.K.r.ito.ria.l C>07c.r.nm_on.t. should cjivo recognition 
northerners by helping them offset cost in underdeveloped or isolated areas of Canada, and if so, how,
ШШ-у.й-. JtÜLÛAfelàa :
With the issuing of the ''April 3 , 1900 Moratorium on the Taxation of 
northern Allowances" and "Isolated Post Benefits and Allowances 
Remission Order of July 9,1980" it would appear that the Federal 
goveinment has officially recognized the problem, and has introduced a 
temporary corrective measure. This issue, however, requires an in-depth review and adjustment to: J
a)b)

d)

treat all people in similar circumstances eoually, 
recognize that the purchasing power of earnings in certain 
situations must be taken into account in the imposition of taxes on those earnings 
and/or.
provide an incentive Lo persons living in areas defined in theOrder,
and/or
at worst, retroactively condone contraventions of the lav/, by 
government and certain other sectors of the economy.

It is the,bel ref of this government that the precedent for these 
adjustments already exists in Canadian Income*'Tax Leoislation and 
Policy. Current--legislation recognizes that the base on which to tax 
income must take into consideration different levels of well beincj 

^;4;:-erfi10fri. in factors such as age, health and environment, 
'»Ыт\' ^hat two Persons with the same income may have differentcibiliU.LO,-. co enjoy these incomes. This is achieved throuoh the 
provision of deductions and exemptions to individual, income as proscribed oy the Income Tax Act.

Inthe past few months, there have been a number of papers written and
й  oth,r northern employers or interred third 

Iarlieo addressing the issue of the "taxation of northern benefits and 
allowances . it is the intent of this paper to address the issue from 
«£н.1*Ч *1Г£-1’ЛУ0 the Government of the Horthv/esc Territories as a spoke.-,mun i.oi. nortnerners and to make re commendations from that point

wiiwwijinwii, ii
■Й-Г■ .V-*; ■ • • .



.ïn order to achieve this' it is first necessary to review the issue 
• • which raises the concerne, and creates the problem, in addition, 
criteria for evaluating the alternatives are required.

ill*. Effect of. Income Taxes on Costs in High .Cost Areas
The taxing of individuals where.earnings are set to reflect a higher cost of living tends to artificially further increase those costs.
This is particularly true not only in the consumer market place, but 5n cervices tendered to government and larger industry. This can be 
illustrated by an example of a businessman operating in the above 
situation, whose business is highly labour oriented. In order to 
attract and. keep employees in this isolated or high cost area, he is 
compelled to compensate his employees sufficiently to meet the 
.variation in cost of living from one area to the other. Under existing 
law, this compensation is taxable and in order for the employee to have 
sufficient disposable 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 increase.
Illustration:

Employer employs an individual to work in an area where the cost of 
living is some 2 5'i higher than whore the employee presently 
resides. The employer is naturally required to comoensate the 
employee for this variation and the employee relates this to his 
current take home pay (disposable income). The' result is as 
follows (assume a person taxed as single - 1979 rates): '

Present salary (annual)' 
Additional cost of living - 25%
Additional wages required 
to meet taxes and additional 
cost of living of $3,700, 
at a marginal'tax rate - 39%

AFTER ТЛ.Х - .GBQSS ПЯТ
$19,000 $14,800

3,7 00

J L . 2 M _____
* $.2.5. ..07.0. $l.a.,5„<m.

13.2Percentage of present salary 12-51
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■The increase in wage* cost by the employ eu 
of previous .salary is 32; yet the variai! 
only 25%. Therefore, the employer, to ma 
return, must pass on to purchasers of his 
increase and not a 2ГЛ increase in the la 
.Governments must also reflect these incre 
their budgets to render services, and to 
areas of local government, such as munici 
pass these on to property owners in the f 
and other taxes, further aggravating the

expressed as a percentage 
on in cost of living is 
intain an equivalent 
goods and services a 32% 
hour factor of his costs, 
ased differentials in 
date, particularly in 
palities and schools, must 
orm of increased property 
higher cost of living.

It should also be noted that the above illustration does not provide 
any incentive to the employee but theoretically only maintains the 
purchasing power of his disposable income (after tax income) at the 
same level as his original situation.
Further effects on the economy in these particular areas of Canada as a 
result of these variations in cost manifest themselves in the 
difficulty of local businesses to compete economically with services 
and goods being provided from outside the high cost area. This has the 
effect of reducing the viability, given a fairly limited market, area, 
o n provicuncj those services from within that market area, particularly 
where services are being rendered or there is a high labour content in 
the cost of goods being supplied.

I r , .An._A.li'-cjirirt' ive P.ocnii r .ed? ' .
Even without thé issuance of the isolated Posts Benefits and Allowances 
Remission Order, it has bcc-n obvious for many years that an alternative 
to the existing taxation of benefits was■required. A continuation of 
obvious contravention of the laws of the land by all levels of 
government, as well as by large and small business without positive 
action by the agency legally charged with enforcing those laws, brines 
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* 
themselves and their employees from the agency charged with enforcing 
them. The self-employed, old-age pensioners, share holders and 
employees of smaller business bear the brunt of the tax assessor's 
application of the lav;. Also under the existing system, private home 
ownership, and independence from a "patronizing" employer are discouraged.

./5



ton?^x?^?íræîSnh? M n°S ’й * ^ : й * а г -  ?8 «*»«•»»cost a reap in Canada. Sc::.o of the*o -l ?г.гп-н-?,Ь ?J- earnings m  high
later in this paper under their general headings? ^ h L ^ w u f ^ n c í u d e :
A.

B.

The subsidizing by government of cost of.livino factor* i,, 
v/ith 'the ad join <;.CC'a reals of Canada? t0  С° ^ Г° ^ o u t  a b l y 1

« ^ л л з й : of —
1)
2 )

3)

■in Prescribearåre£sfofdCanadaí°V1CUn9 “ spsci£io tax reduction 

prescriiod % l ™ % ? Z % l 0 n a  1П SlriVlr'9 at taXal^

Order does provide someV-^rf ÍÍ ” r?P pro1bler,u ?ht‘ Remission

b ^ r e p Ô m n y ^ l Ô j J t ^ ĩ r ^ î c f a d V  t e " x l ĩ e* * n t « > *  all beu;fiti3 ' Income Tax Act wliich/states : fc dcbe-'re»ce to Section C(l)(a) of the

for
the^ a x ĩ t ĩo f y e a r  а Г ^ п Й ^ г Г ’С ^  • n'’° lnCOee 6f a t«*Paye>rfollowing amounts as агГаррНса lc- °Г етр: '̂:“CTt *»<* of VALUE OF BENEFITS I^icaDlc.

1,1 itatSr,s;«SSi;,‘S ;? .,S м!:е;Л ;" ‘“  "  « a  
« “ “ * ” “ •* «. ” 8 »"%ï t r . i \ Ï S“ S

......../6
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applied in accordance with the Department of the national Ko venue* s 
Interpreta tioji Bulletin - Ï0-71K which discusses the."' benefits in detail.

|УЛи— И vaJLna. t_j,p :i_C.fXLe.r i n
rhe above options w ill. be oval is a ted and the role, ted tax implications of 
each iiiOciSiueo with the following objectives in "inch
Л. Ш.ОС^ оп_.с:̂ 1Ьй

That not recognizing the équivalent purchasing power of earnings by 
lnoividuals artificial.!.;/ increases the cost of Moods and services 
m  the higher cost of living areas of Canada.

B. Purchasing Power

That i.'nc taxing of individual earnings must reflect the coinrr.rative 
purchasing power of thex*.; earriings , oar ticuH. i H  J.p. areas where the 
cost of living is substantially higher than the'norm in the 
adjoining areas of Cane do.

C. Fgual. T r e a t mon t

That all individuals living within specific areas contemplated in Л 
and B above, obtain equal treatment and ben Hit from such 
recognition.

D. hfig.ality
That ç.he lcsult of the epange i.s to provide a r.c od whorebv the 
equalization of purchasing power of net discrctierary ci sparable 
income does not require a continuation of the illegal practices which have evolved over the years.

B* IncyojjLtdyes
That the provision of incentives, in addition to equalixino the 
purchasing power of- taxed earnings, is nr-:, s not*sity, but a 
priority to be de ter mined by governj.no bodies f t ■; H  y o end
should be considered separittciy fr.om the mxrtcrs heincj'*c;ir,cussed 'in this paper.

F . Л d rл i r: i s  t r a t i •:> n

That the al ternetj vos jĸd* o -^-Tv r-*v»>.r,r. •d-bv f.te

.... /7



G. Trt& Дс-vc«nue»

JhciL impact. of the alternatives will not significantly reduce the 
tnx revenues being generated frorr. the taxation of these extra 
earnings by Federal and Provincial Governments.

-VU* Alternate Л r. .fiubsi.dixing Costs
^ 10 Reduction of high costs of living in specified areas bv means of 
general government subsidies eliminates the requirements of criteria A, 
B, C, and D cited above. This option would not necessarily becontrary 

E' l:hc-provision of incentives, unless the effect of the 
t0 £edu?® the C0Gt 0 ■■ livjn9 substantially below that in thu j o i n i n g  parts of Caneoa. However, the use of government

г Й З Ч Т Ы . 1? create an artificial economic environment and would tend to be nus.leao.ing m  assessing the viability of certain 
undertakings in the specified areas.
F ' Admin i^tj^tijpn

cuch n scheme* would be cumbersome and txt.ro.ne.Li difficult to control, regardless of which level o~ thft 
economy the subsic-.y was provided to. A subsidy provided at the 
source of cast ,ед.е freight carrier, would necessitate a monjtoeing 
of the subsioy through the carrier and on through the J
. distr^ibutor/retailer to ensure the reduction in cost was passed on 
to the individual. л major intervention by way of reçu lab' on ir*to 
the private ana public sectors would be required to monitc? thf 
passing down to consumers of subsidies at the supplier level. An 
alternative viouiri be to provide direct subsidies to i  v ' j v’ ;'ĸi 
However, this option would also recuire massive contais bi e n - -thci.. pa.r uies receiving the subsidy were entitled or that r.’l ....~
entitled were receiving the subsidy. Insofar as the latter'
ÍS Ct"ineC ' lfc 0i:tc-p* the west deserving that fail to carry out the steps required to obtain the amounts that are clue to them in this type of program.

G. .T̂>L..P..Q.ycri.iiGiii

Provision of subsidies to reduce costs is at least twice 
co..it.lj- to government:-;, as opposed to the reduction of taxes imposed 
on income oarnoc^to meet those costs. The subsidy renres-VcsV’l" 
of the df.clitionax cost; however, the tax reduction rob*-esc "it* ' 
under current tax rates much less than 5Cri of those'cêíts
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Certain offsetting returns to gov' rnment could he cxiierfenced Cron» 
the taxes on increased profits of suppliers in the area 
subsidized. These would; however, be minor in relation to the 
subsidy, particularly because;
1. A largo portion of the cost of living is rordered by 

non-taxable entities such as, Northern Canada power 
Commission, Northwcxtol, Northern'Transportation Company Ltd. , 
Municipal Governments and similar bodies.

2. A close monitoring of the subsidies would attempt to ensure 
that profits earned were not a result of the subsidies which 
should’have been passed on to consumers.

pill.. AXfc&Utøfctafi Jft - Me»dm.o.n.ts „to JCg&a.t.i.on Of Earning;?
Ihe three options presented for comparison are similar in many aspects 
and will be compared as to their own unique ndvenuag-LX and 
tn.scmvantagcis following a general discussion unde-/ id.a criteria previously set out.

л. Mi;ect_.oD„(:aa.tji
Any reduction in taxes on earnings required to meet hid.or costs 
in specific areas of Canada v/oulcs lessen the impact taxes have on 
costs in t?iau location. Tins us favourably wiv.h the general 
criteria set out above,

B. И1П1Ь.0Лйхд_Ро«е_г
A reduction of taxes which may be provided beer: so of hi cher cost 
would be recognition of a variance in purchasinj power of 
earnings. Care would have to be taken to ensure that any 
reduction^does not over-correct the imbalance with the result that an incentive is then provided.

C. ДшгоД Treatment
The <Income Tax Act, as constituted, applies equally to all 
ii.cAvouais in Canaria. Equal v.rear:.cnt, except for variations in. 
t.he tlii.ee options pres on. ted, would be achieved given that the laws 
were enforced uniformly.

D. J.onal j tv

As stated, in C above, an a-cnc:: a at to taxation of the en minor? •:*

(CM . ; . I • 1 MM
s ;  ' .b  : I t, i ’ • . ri

•'аЛ/ V ' - r j l d  ; *•(, ('j.,:, I
f - ° * '  i.:,.. ..дм. .

n S i - i
. v ■ ; ; t л . л i," ;} 
‘w,e i v.nv

------ / 9

ш »
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reduction of tax aimea

Jrirrofcivîífi
ívX r-?Sr̂ í on which exemptions .fro:*, or ,.utu,u.n o,. cox ti l

-i' í?c?cjn,51Sg 'Ч,е variance from cost cf living'in adjoining parts or. Canada would j.oi м.ч:е»;иа:;:*/ r-ault I n
ÍÍÎ^îrírS8 heimj '̂•oviclod. Variationи in level cf costa in specified areas would, of necessity,- foe required. eg, certs of

S i -  *” ,^ 2  0ГСЙ8 aay bo BÔrrt- ?.Ci hither than the
3 tf h igher^  uhllBt !r‘ mother thsy :,-.y be as much ao

М п Ш л и с г Ш д  *

й й й я й  л ж ж  k æ these
S I^ ^ U M hSeSSIS?S îSU5laeg? ; ĩ? î ^ b f ^ £ r ulC6
S S r ø S ^ H r "
1* Jlcteraiiiai:ion of j;Jie iknefit P.Qo-iv.ç.d

Interpretation Bulletin ri'--71R оепсгаП’- *ез.* «-ы
accepted by Revenue Canada t i t  éhe defe-T^-ion ofthe 
g.nntnm Of a benefit ,„a whet O MmiwîTftSSfît. 
bulletin refers to "reasonable estimates,! '»**л лм>л»- «г

«^ount -the eni p J oy e e £ w ou Id " h tv e to ра!^с£еопГ 
•Iso for accommodation. The determinerion of the rer-̂ p] value or accommodation provided fov an r.~-o, • глм1 n 1 
contentious even whore So..£rÛ Á  í S u Î á W ĩ г cb6C?î 
rent ni value of accomodation ir. o x t r e - r î . - ÜZ 2;®'. ne, 
control $ ef? virt“alJ-y ail acci:.aaodaticr,‘i.b’owned*'or* under*''
oommnrLon htSef/L°ySÍ »°eS not *•*“ •.'*« reason*?,le tumjyarioon (there is no "someone* else"). Чо-е ';nacicír

• ^ t ĩ l î ^  ™ l å be nbc"«'* *  de termine the g^Îêmof the

wiîhlofpoHL^oa^ĩ^ Г . Ж П , p^ ã
employer may not have this available or7..v Insist on t h l  ь, 
of accommodation to be occupied by cerra-' --1 *vei ̂  01-‘ ^pe

. , employees. The lack of other r^ssibn r‘ L  i
these situations brings to guest ion ''w-v't’b*** v'c'ád i avr °<?° 1П someone else'. aB й neapurem-n- rf -bnr^ír-" 1 lo pa-<
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l'lio determination of the amount of the variance in cost of 
living from the norm in adjoining parts of Canada would be a 
difficult tad; c.r; well as prescribing the areas to which a tax 
iclief would app.y. The calculation v.’ould involve extensive 
review and study of prices, costs, and amenities available or 
not available ir. various regions or centres. ,e/;U  There may be 
no roads and the cosu of maintaining a vehicle is not then 
part of the cost of living. Would*this situation then reflect 
as a reduction o:7 overall cost in a high cost area?
The parameters of determining the amount of relief and the 
regions would have to bo very carefully laid out if a fair 
result is to be achieved.
The variation in the cost of living within certain areas of 
Canada is similar i.or many areas, and whilst, perilaos not 
being exact in a' l centres, could within rr.t,sonable"limits be 
comparable, jgeb. In the Northwest-Territories perhaps two or 
three areas cou! : be prescribed.
a) Areas with access to the ’-'.acker, xie Highway system,
b) Areas without access to the same highway system, but withaccess to scheduled air service. '
c) Areas without access either to the highway system‘or 

scheduled air service.
Another factor v;h 
would be the rec: 
adage "Two can 1.1 
in comparing rel. 
alternative v/ould 
first member of a 
1 owe r al 1 own nc e s 
determination of 
ns the personal 
children under 16

ich could 
gni tion o 
ve as C h e  

vive cost 
be to of 
househol 

for each 
the amoun 
xemption 
and over

affect the amount of the- deduction 
the family or household unit. The 

aply as one" does partially operate 
s or living. The suggested 
for a specific: reduction to the 
d^or family unit with additional 
additional member or dependant. The 
t could bear the. same relationship 
for self, spouse, and dependent 
16'years of age.

Whilst the arguments presented' above suggest 
relief This would not be necessity. Thc^obj 
achieved .if the relief were reasonably close in question.

an "exactness" of 
ectivcs would be 
to the variance

....... /1 1
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l ' l l  c hj.c:h mobility c i  the Canadian wort 1er cm- would result in 
persona wo.. !; in a through the year in be th prescribed regions 
and non-prescribed regions of Canada. The present, method of 
determining taxation rules on the basis of residency at 
December 31 would, of necessity, regu:re. modification in 
relation to the claiming of relief to ensure the individuals 
leaving a prescribed region received the relief for the time 
employed in the area and individuals roving into the region 
receive relief only for the time employe:; ir. the area.

G . Т.ДХ J l £ m i ü £ £

This alternative requires the reporting of-all benefits to 
employees by employers in the prescribed ranner. As a result of 
this necessity, individuals would be required to account for taxes 
on millions of dollars of benefits previously unreported, whilst 
this alternative envisions tax relief fro:; taxation of certain of 

• those benefits, the sue crested relief is only intended to extend to 
the variance in the cost of living. Л large proportion of the 
individuals receive unreported benefits far o.'.eesding the 
variation in cost of living. The extending of exemption from 
taxation of benefits (or alternatives) to úhose individuals to 
whom it docs not presently apply (under-the Remission Order) will 
be more than offset by the taxing of benefits received in excess 
of the variation in costs, eg; It is highly probable that the 
leasing of a $125,000 home to an employee for amounts ranging, from. 
$•*0- to $150 per month is an excessive adjustment in equalizing 
the cost of living, and no doubt contains a major incentive.

1X_ JPpLion.Si_ bP-AJttenis V.iy e._n
The advantages and disadvantages aside from there discussed above of 
the various options within the alternative to cnance existing taxation 
are set. out below, under the criteria wherein thc-y differ.
A. fîpUoJl M U .  - UeductjMin of Tax Rate or Tar Rc;di;ĉ i.on

government. Given the progressive rates of tax in the Canadian 
tax system, persons in higher income .levels would pay more tax on
the additional income needed to root higher v ; ;:Ls than persons in

The appliedtion of a deduction in tax rates or providing a 
specific tax reduction, whilst offsetting ehe effects of taxes, 
would present certain difficulties in-set-ring the amount of the 
reduction and how it is to be shared by differing levels of

lower income levels.

№

. . ./12
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;T)ij.r. «chôme- would be* further complicated by the movement of 
persons from area to areu during calendar ye nr, and"how to vary 
a reduction m  rates to that situation. This option would result 
in a very complicatea method oL varying of rates o'r reductions to 
recognixo levels of income, .location and tine in the .location»
The tax reduction would not offset the effects of higher incomes 
to lieu!,: higher costs insofar as other aspects of the Income Tex 
Act. such as the Chile tax Créait cr other government programs 
requiring a means test based on the Д£±^:и;о:.;& reported on an 
Individual s personal tax return. These programs include the Old
л9е ,Supplement, low rental housing and other provincial social assistance ecnomes.
Illustration;

íí?ĩlt"t,ont-it r6t"'Virea r" aûiJtional $6,000 per annum of net aispobable income in a specified arc-a to support a family with 
two children as opposed to the- adjoining parts of Canada, At 
a marginal tax rale of 39t it would require some $9,£00 in
и!г.°?п1 vf-C->IR ~ r 'r i;0 prov,i(‘e disposable income. This hasthe following ei.rocv. on Une cnild tax credit means test:
a) Employee resides in

non-specified area 
and his income is

b) Employee resides in area
specified above, in order 
to maintain an eciuivalent 
standard of living, he must 
earn

1979 Child Tax Credit in a)
1979 Child Tax Credit in b)

SJJLr.ũílũ

ш , т -

È__ Ш
$. 21

^п«??Ла<ГЗ,а̂ ОП8-have an even rore árí_r.atic effect when applied to m e  oj.u ace supplement. This premise «r.av be 
countered by. tne argument that government services in these • 
jpocifled areas cost more and should be- paid from iro^e 
aooitional tax revenues^ The question remainsshould“this b* 
borne by tuĉ  meivj.oua.1 in that area or equalized across the 
nation and shared by all taxpayers receiving specified services of the same kind?

../13
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. в. ЯрЛШ1 P^r^onéO^j^çr^^jf,.^

! ' 'ĩhjjfí » uggeoted additional personal ox «notions bededucted fro,-, not income in arriving at taxable income. This 
approach eliminates the difficult ties outlined jn Op'-ion 1

. . . . . . :.  hîtn, ? î i ‘?.lb? ^ ï ? 9 rc??iY? *•“ *  in that tl* deduction wouldbe uni venial (v,M. U u n  limits) anci could be easily proretc-d by 
day for changes in location. The means test inequalities 
would riot be met. ns the deduction i-.v. after determination of - the net income of the individual.

C. Ш й 1 Ш Х  ». ttfidÚsUûU fjLQm InRûmq
The deduction of a specified amount from income in prescribed 
areas of Canada to arrive at nc-t income would achiev*- most 
exactly the- rfclctionchip of taxing individual incono b” ed on 
its relative purchasing power. It would apply equally, 
providing benefit, to all) for tax purposes and in other areas involving social assistance programs.

The administration of such a plan would recuire amendment onl'f 
to the income Tax Act and except for d e terminationthe 
prescribed areas and prescribed reductions of iscore’ wcu3^

• «"thcldícíaĩon'djdíĩti^? °f 0ther °*,8tSn* süen
IL*. . jQoiLC-lliSiorjS

The effect of taxes oil the income required to meet higher costs has 
been illustrated to result in somewhat ineouitab]r> t^catv-on'- o" ь vpr 
earnings by individuals living in high cost areas а Г closed to J ' 
individuals living elsewhere in Canada. Higher cost o f  o o î ^ r ™ rt
??rïh?®S,-r!.,.t,'füe ? ^ . couad Justify the additional taxes» however, if thio v,c.ui uhe 0 0 3active of the government, it could also follow tha!• 
governments choose to discourage the evolutionary deve]onment of the 
areas in question by further increasing cost through taxes. ;.s the 

• letter statement is neither a stated nor an implied objectiveof 
present governinenus, dus argument has not been explored at length.
Й *  ?°?ип? ^ оп ^Г;Г‘ !JCî0n that the cost of government servicestin oug.iou.; Cana or. snoulc*. be shared equally be all o i ri x 1. v;:vv>jn tben- 
capacity to pay. The taxing of individual earnings Æ t ' r » £ i e n ^  
to u.u comparative purchasing power of those ear nines in the instance*- noteo aoove, causes the opposite effect. " i-^c.n^Co
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Regardless of the final de te? minai, ion cf the treatment: of benefit:; ir* ‘the c).voe.v specjfj.ee! in the ’"isolated rests lien of its and Allowances 
Remission Order", it ir; ti.v.a that the 'aws be enforced and enforced 
ocjual-ly in these matters, or. changed to reflect the needs of the situation,
PJ_.wbqTa.U<;j.üitÜïf̂ ..Æ̂
&ХШ%ХХ& РЯ v.ç.lX AS xoços^is.e 1М_ЛРСё fox qdjusinent ,fo.r. a l i  --рвшдо

at net taco::*.,.
The.introduction of any of the above alternatives, none of which are perfect solutions, will not correct all the. faults or meet all the 
objectives of any proposed change, but would eliminate many of the 
inequities in the existing laws as they exist or are being applied .today.
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