
219 

r;-,PR'E'~~ /IE POliTE/iS •,a• THI THIAD WAA LOAN 0 
NIWilltOOW J81·J··· TJI[f!ISIMY ~ 

Wfii~DN. D. t. 

Regraded Unclassified



.. 

OOIISID!iBATIOIS DSPJCTDIG A J'lllii'AL III!AIL S.u.IS 'UX 

Canadian federal Salot Taz 

lr1t1ab Purchftoo Tax 

Auatrillu 'tlbolooalo Ideo 'l'u 

-

:Dt .. tat~o of 'l'u a.oNJ'ah 
'trooo~ Dopartaoo•, Vaob1oatoo, D, c. 

Oatobor 12, 191'} 

220 

Regraded Unclassified



D1•1o1on ot Tax Roo~roh 
Tre~our.r Depert .. nt, Vaohincton, D. C. 

' Oetobor ,1, 1942 
ao ro•lood October 9, 194} 

221 

\ 

Regraded Unclassified



canadian Fedar&l C.loa Tax 

Tnbl~ of Contento 

I . Introduction ••• • ••• •• •••••••••••••••••••••••••• 
A· The turnover tax, 1920- 1023 ••••••••••••••• 
B· The aingle-ota&e tax, 1924-19~2 •••••••• . •• 
c. Gen.ert.l &ooeptance or the tax •• • •••••••••• 
D. txtena1on of administrative authority ••••• 
s. Canadian experience and a Fede~al aalea 

t&X in the united State• ••••••••••••••••• 
r . Federal eanu!acturers • aalea tax and 

price contr ol •••••••••••••••••••••••••••• 
l . canadian rl~int ••••••••••••••••••• 
2. united States ~er.po1ot •••••••••••••• 

11. !tructure ot the tax ••••••••••••••••••••••••••• 
A· Taxp~yers ···•·· ••••••••••••••••••••·•••••• 
B· Tox baao and tax rateG •••••••••••••••••••• 

1. Tax base •••••••••••••••••• •• ••••••••• 

z. 
3. 

a . ~alee price •••••• •• •• ••••••••••• 
b . VolUAtione doton.dnod by the 

Ui.nlstor • ••••••• • •••••••••••••• 
c. Valuation in thu caco of' i'"!)orta. 

Taxable &oods &nd ta~ ratoa •••••••••• 
Exemptions • ••••• , •••••• , ••••••••••••• 
a. Articles opecifioa11v ex~pted ••• 
b . l'o.rtly manu.faCJturod sooJ• and 

c . 

d . ... 
r. 
£• 

h . 

i . 

oonsumaCles ••••••··•••••••••••• 
Articles purchato4 by co•erN~~~t.nta 
and their areDcloa ••••••••••••• 
( 1) ;>urchauo by tho crotm •••• 
(2) DoaiDion G~Ye,_nt ••••••• 
(3) prorlnclal con..-u and 

~cipalitieo •••••••••·· 
r.ar moterlel •••• , ••••••••••••••• 
Sh!p• a 1tores •••••••••••••••••• • 
EXports •• •••••••• • • • • • • • • • • • • • • • 
Imported goode that o~oto wit h 
gooJs prod~oed i n CanAda ••••·•~ 

Articlee produco~ by oortaln 
indivtdualc ••••••••••• • ••••• •• • 
~xe~tion of acall OAnutaoturera. 

I 
Pll;le 

1 - 6 
1 - 2 
2 - 3 
3 - 4 
4 

4 - 5 

6 - 6 
s - 6 
6 

6 - 16 
6 - 7 
8 - 16 
B - 10 
6 

8 - 10 
10 
10 
11 - 16 
11 

11 12 

12 - 13 
1Z 
12 

1Z - 13 
13-14 
14 
14 - 15 

15 

15 
15 - 16 

111. Yiold •• ••••••••••• ••••• • •• •• • •••• • ••••••••••••• 17 

222 

Regraded Unclassified



J 

Table of Content• -- 2 

JV, !~cl."!tinietr&t1on ot the t ax ••• ••••••••••••••••••••••• 18 - 19 
A· /.dnin1•trative ort:;o.n1zat1on •• • t •••• • ••••••• , • • 18 
n. Audi t1ne ••••••• • •••••••••••••••••••••••••• • : • • 18 
c. coat of collect ion , ••••••. : • •••••• , • , ••• , •• ••. 18 
o. tnvoiooe • •••• . •••••••••••••••••••••••••••• , ••• 18 
<;. lfoat difficult admini•trat!vo probloma ........ 19 

v. tnoldanoo and t&X burden ··········••••••••••••••• • • 19· - 20 
A· Shlrtin~ or the t&~ •• ••• • •••••••••••••••••••• • 19 
' · MUltiple taxo.tion •• , •• , •• , •• , ••• , • , •••••••••• ; 19 .. 20 
c. Tax burden ••••••••····•···•••••••••••••••••••• 20 

Appendix Ia Su:~C:ery o:' ol-..r.u:tt;eG in the r o.toa and tora or 
the Canadian oales tax, 192~-19~2 

~ppcnd!x I I• EXemptions 

. . 

223 

Regraded Unclassified



I. Introduction }) 

A. 'l'he tu.rnoYer tu, 1929-1923 

canada fir1t enacted a oalea t ax in Hay 1920. A rate of 
1 percent waa applied to the aaleo of vholeaa1or a and manufaoturera, 
end to i~porta. Th~ tax waa oaaontiall¥ a turnover tax in that it 
vao applied at IUccaoaive atngaa of production and diotribution. 
For eZAI:lPl•. the tax ,., pa¥&ble on tbe aale of leather by a tanner 
to & ohoo ll&nufll;)turer. on tha oalo of abo a a b¥ a ahoe ll&llufacturer 
to a vboleealer, and •c-1n v~n a wholeealer aold the ahoea to a 
retailer. 

'l'he 1920 Act modo no diotinction between oaleo of articloo 
doE~eatic&ll)' produced and oaloo of tho .. imported. Uoreo•ar, no 
diatinctton waa made betveen manutaeturera• aalee to wholeaalera 
and thoae made d1rectl7 to retailers. AI a eooaequence, coneider­
able oppcoit1on to the tax d ... eloped. Protoah ""re n&de tbat the 
tax afforded an 1ncent1Te tor manufacturer• to •by-paea• o1d4leaen, 
and that manufacturero and vholooalaro wore placed at a dioad•an­
ta!" with retail era in roapect to iJl1POrto. Since tho tax W&l of 

the turnover type, manutacturere and wholeealera paid a 1-percent 
tax upcn illlllortat1on and aloe a l-porcent tax on rooalo, while 
reta11or1 paid onl)' tho 1-porcent tax on illlliOrta. AI & re1ult of 
the proto1to the 1av vao ..,.odod (Juno 17, 1920) and 1&101 of 
aanu!&eturer·a aade directly to retailer• wre taxed at 2 percent. 
A ai.Ular chan~ va1 al10 111&11• in the oalu tax on i~ortu tho 
tax on importation• b¥ retailer• vaa incroa1ed to 2 percent in 
order t.o place them on an oq,U&l baaio with manutacturoro and vt>ole­
oaler s vho paid a 1-percont tax npon the aalo of ioport ed gcodo a1 
well a1 a 1-percont tax ~n their 1111l1ort. 

On IIA¥ 10, 1921, tba tu on oaleo of do•utic solido by ~~&~~u­
facturorl and vholeoalerl wa1 incroaood to lt percent. !be tu 
on oalo1 b)' manufacturer• vho 1old direot11 to rota11ero and t huo 
b)'-paaoed whololalaro val raiood to 3 percent. !bo r&tl on iD­
porta tionl by •anutaoturor1 and wholaaa1orl vao incr oooo4 to 
2f percent, and o£1 i.lllllortationl by retail1r1 to ~ percent . Thuo • 
tho rate1 applicable to t.ported golld1 wore 1 percent creater t han 

1 See ~lldi" 1 , ,,_..r)' of chon!"• in tho rate1 and fono of the 

CM&di&D OlOI t&X, 1920-1942, 
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tho rates on &ooda produced in Canada. On llay 24, 1922, >tlen the 
sales tax rates were again increased, this dl.rterential was raised 
to lt percent. 

These changes, however, did not silence the critics . One of 
the moot important criticisms of the tax was that it ewlled not 
only to the same article at each of the various stages of produc­
tion, but that it &leo was pyramided througl> the application of 
rigid mark- ups to the sales price which included the tax. The 
critics also pointed out that since the tax ••• levied at several 
pointe or transfer there was an incentive tor business to int&­
grate aM thereby limit tha multiplo offoota of the tax . 

B. The ainslo-etage tax, 1924-1942 

To aoet those erit1ci8l:l8 \be law was emonclod January 1, 1924. 
Under the revised law, tha tax waa imposed on iloporte end manufac­
turers• sales ot finished .-,rticlea. !/ That is, tho tax wa.s to 
epply only at one stage in the prooeasoa of production and distri­
bution; gonorall;y, upon t.."" t1n1shcd morchandiao llhon 1t passed 
tr ... thO n~anutacturer to..t.l>c >dlolosalor, This aim was achiovod 
by S..poeing tho tax onl:;-then tho goods woro tranaforrod troo a 
Uconsocl to an unlice'l"od purchaser, All manutacturors wero 
liconsocl, '1\hilo '1\holcsslors woro pomittod to obtain a license 
only under certain eondi tione . Tho tax was not imposod on goods 
S..portod by a lioonsep, or· on ealoa of partly 1110nutactured goods, 
oxcopt on saloa to unliconsod purchasers . Tho rato under tho 1924 
law was 6 porcont. 

Thoro was and has continued to bo a long list of oxooptions 
trCCI tho tax, In rocont ;yoars tho nood tor additional rovonuo has 
Cl&do 1 t nocossary to rOJDOYO trcn tho l1at of oxoeptione ita:~s 
ouch aa oloctricity, gas, and building aatorlals . 

Thoro havo alao boon troquant cb&ngoa in the rates Y but tho 
aonoral principles or tho 1924 law aro stW i n ottoot. Tha present 

!I Sal•• or iJII!lorta of partly manufactured cooc!• by a licensed 
manufacturer or wholesoler to another licensee were exempted 
trCCI tax. Bee otfice Consolldot1on, The Special Tier Reveme 
!ct and ~nts to dote, Juno 191,3, published by the 
Department of National Revenue, llxoiao Division, Ottawa, 
Canada; section 86{2) . 

Y Appendix I , 
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tax rate of 8 percent has been :Ill etroet a:lllea 19)6, 1/ This is 
sisnificant in eo tar as it shows that a nation Wltl.ch 1w1 had. a 
ralati .. ly loft(! experience 'llith a ... u eatabliehe<l eales tax has 
not chosen to increaae the rates during a war emerseney 'Out 1w1 
sought additional rewnue !rall increased income and excealt-profits 
taxes and excises . 

Although the scope of the sales tax has been ~~~<tended, ita 
. relative illlportanoa in the Canac:lian Federal tax s tructure has ds­

elined during the war period. In tha fiacal year 1939--40, more 
than 29 percant or the total Federal tax rewnue was produced by 
the sales tax, Wltl.le tor the tiecal years 1942--4) anc1 1943-44 it 
ie estia&ted that only about 10,8 and 9, ) percent, reapectively, 
ot the total tax reYema wUl coaoe tr<D the ealea tax, 

c. Oeneral acceptance ot the tax 

Opposition to the tax diJoil!ahad. after it wu chaft(!ed to t."" 
s1ngle-etaae tom, Toda,y there doea not appoar to be any great 
prosSIIre tor repeal of the tax, Cone\IMrs are pusiw, and al­
though IWllltacturars desire the eventual ropeal ot tho aalu tax, 
thoy aro not d"""'nc:ling any major chaft(!os durift(! tho war porlod, 

Tho prower att1tudo of IWllltacturora toward tho tax ia illus­
trated by a brio! prepered by tho Canac:li&n Uanutaetursra • 485oe1ation 
in connection with tho Hoeringa or tho Royal Commission on tho 
Dominion Prov:llloial Relations, in which tboy pointed out """"' ot 
tho demerits ot the tax, Some ot tho pr:llloipal argunonts aaainst 
tho tax wore that it (a) increased prices to oonaumors1 (b) in­
creased unu!acturift(! costs , solling coeta, and ovorhoad1 
(o) Cl&d.o tho onanutaeturora tax collectors; (d) diecrilllinatod 
aaatnat aanutacturera who produce and aell • CQQPloto product; y 
!/ Althouj:h prior to Juno 2), 1942, tur alcina ancl peltlf woro tlu:lod 

undor tho aaloe tax at the rate ot l2 porcont ot tho currant 
urkot valuo ot tho drossod and qocl tura, tboy woro rcaovod 
traa tho conor&l aaloa tax and ero ,_ 1111b~oot to a 25--poreont 
cxcieo. 

Y "In add1 t10n to having to 1*1" tho tax on tho aaloa ot his ta:­
ablo product a manu.tacturor 1a ocapol.lod by law to koop propor 
books and rooorda ot all tr&Mactiona , which nocoaeitetos adc:li­
tional clerical ..taft, and bo must pay t110 tox to .tho Oovormont 
in Jll&nY oaaos lena bo!oro bo 1a paid by his .cuat<DOr, Tho coat 
ot koopinc tho rooords , of zaeldng monthly roturna , tho oarryift(! 
ohargaa on the .. ount of tax paid to the aoverra~~ent, and the 
loaa on bad clebta i s a burden 1JIIpoaed on tboae ~UDutacturora who 
manufacture and sell canpleted toxabla produota, 
"Tho CI&IIU!acturor ot a eemi-aanufaot~~nd product which is the raw 
~~~&terial ot another Ueensed 111a11utaoturer, t or ex•pla, tho manu­
facturer of pic iron, leather, etc,, does r10t have to pey the 
Oovormant an;y tax on his ealeo ao the customer ot INC!! a manu- . 
taoturer bu.Ya those articles tree or tax because the•• lll&terlols 
are tor further manu.tacture. • 
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(o) 41oorla1Mted. between one ooction ot ..., lnduatry and another 
IOCtlon of tho ouo Indue try; .lf and ( t) that It lncroaoocl the 
COitl ot go•ernaent. 

D. Bxtenolon ot admlnlotratlvo authorltr 

Tnree taot oro that have contributed a groat deal to the ouceoos 
or t he Canadian oaleo tax are~ (l) t he capaclt;y ot tho aajorlt:r 
~rty t o obtain c~o In taxation ao oontalned In the Finance 
Mlnloter'o Jud~t Speech, (2) tba extent ot tho authority delegated 
to the adftlnlotratoro of tho oaloe tax, and ()) tho gacd oenoe vith 
vhlch cllocretlon 1o exerched by the eal.o• tax &dalnlotratlon. Tnio 
coe'blnat I on of tact oro ~ eD&bled. Canada ouecoutullr to cope vith 
and to avoid aanr or tho di!flcultloo uouall7 aoooolated. Vl th a 
&<~neral oalu tax. 

1. Canadian o!]>!rlezt.,. - a Ped.eral 
oalu tu In tb& United. SU.t01 

.UtboUCh the available IA!o...,..tlon l ndleatoo that the Canadian 
ll'ocloral oaloo tax 11 a OllOOtb-vorklng MOhan111l, It ohould not be 
concluded that a olmllar tax vould vork oquallr vell In the lfnltocl 
Stateo ~ Flrotl;y , the United Stateo lo more hlchl:Y lnduotrlallae~ 
than l o Canada. Socondl;y, due to the ooparatlOII of loclolatlvo, 
executive, and Judicial povere horo, there vould bo lacking the 
adlllnlotratlvo !lexlbllit;y achieved undor tho Canadian political 
oyotem. Oonooquontl;y, the probl011 or otfeotlvolr admlnlotoring a 
Federal ll&IIU!acturoro' oaleo tax can bo axpocted. to bo appreclabl;y 
•ore cllrtlcult than 11 indicat ed. by Canadian experlonee. 

1o. 7ocloral oaleo taa IIU8t bo conolclored. ao a loDC-tiM or 
porunont 1"7 and not ao a ohort-tiM olllrpnCJ taa. Y A l'ed.eral 
a&D\lfacturere• aal•• ttU: eocpa.rable to tbe C&AacUu tu. woul.cl require 
an &dlllnlotratln otat! oo larp ae not to varru} Itt craatlon on 
a tqporat7 or -rpncr ~io. I n addition, thare io the quotlon 

!f For o~lo, vopta~ c&DI>ed. by the tamor, vhetbor Uli tamer 
oollo tholl hllloolt or dlopceeo of the• throucb a ....,i11lon 
bouoo , aro not oubject to tbe ealt1 tax vhen procluctlon lo not 
In oxceu of ton tbouaaaoi Oll,...pcund cane or t heir oqulvaloot per 
a~. OaaaiQc factorlee, howeTer , •uat operate UDder lieenae 
and p&)''\a 011 tholr entire output. 

?:/ SH aloo tho t ootl•onr ot Jo.dallo, T. a., aaoi lo.lvord , • · c. • 
Rouoo Raarlae, 7211 Cong., lot oeoo., llenn,_ lo.ot of 19)2, 
PP· 260, 2fib. 
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of dole,ation of povere prOY14in& tor ~lnletrotivo fleziblllt7, 
Adainietratlve floz1bilit7 would be &boolutelT eoeonti&l UDder a 
Federal ~utaoturoro' e&~eo tax ln order to obtain a tolerable 
degl"ot of un1tono1ty in tax b&&e. J'or •ZM~Ple, ID&IIufacturert' 
oaloe to retailer• and conollDtre haY& to be rov&luo4 back by 10 .. 
method of dieoouotinl in order to c-t a tax baeo that it cooparablo 
t.o aanufacturoro' e&loo to wholt~&l&re . ror inotance, tlwl O&n&di ao 
rosulatiOOI With roopoot to o&lot Of olotbtt aod wt&rinl apparel 
opoclfy that on &&leo to ordlDar7 rot&ilero 1 n&Diltaoturoro aaF 
acco..nt tor tho &alee tax on thooe o&leo leeo a dleoowot of 10 per­
cent.• !/ •M&Dutacturer• Yho operate retail atoret or retail 
dop&rtmooto oellin& direct to1 1Ddivldual uoore 1aJ account for 
ealoo tax on tho tr&l1ofor of thooo gooclo to lllch cloport•nto or 
atoret oD the re~ llat prica to tiM Ultr lett a d.ilcoW1t of 
}0 percent ... • y . 

!bt above illuetr&tioD &bowt how tho C&At4iao o&loe tax 
authoritieo throUih their broad ~1Diotrativo poworo aro able to 
achioY& a tolerable de,reo of un1fol"llit7 in the tax baoo. Uoder 
a hich tax rate, tho C'*P4'ti tin iaequalitloo that would arlao due 
to o relatively 1nfloz1blo ~1n1otrat1on ot a ltder&l m&l1ut&e­
turoro1 oaloo tax would be h1chl7 uooatlltaotory 1t not intolerable 
to 1n4uotry. It it ei~Qifieant to point out that in order to raloo 
a tubetantlal uount. ot revenue t rorl a rederal un.ufacturera' aalee 
to.z, tho tax rate would bo euch ao to require tha m&ziiiiUIOI of tax­
payer equ1t7. JJ 

1 . ltderal m&l1uf&etunro1 o&loo tax and price control 

l. Canadian vievpolnt 

ca...oclian tax ottic!alo b&vo teloou tlwl pooition that Iince 
tlwl c-uereJ. price collin& h&o lwlco• offooU•e tht7 caonot reco .... 
eead.. &e a •tter ot ao\lDtl econollic poltc7, u 1Acreaae in tba 
c-nor&l e&loo tax rate . It 11 bolloved that an lncreau in tho 
ctntrol &&lot tax would ictrocluco ao onUrlDI ...q. for c-coral 
ch&octt trom tu prico ce111DI o.cd porh&P• r01ult. in an inflat1oJJ­
Ilr7 opire.l. of pricoo. !boo Klnloter of li~>&noe in h1o llwl.pt 

!f Circular letter io. 7&3-0 Roviood, 1oouocl b7 the Nicloter of 
lfatlona1 Roveauo, etfeotlve Joveabor 1, 19~1, 

2/ lbid. • '£1 "Toa'e~al H&Dutacturen' , Vho1eo&le, and Rotall S&lol !!'Uoo, a 
m .. orandUOI pr-x-rod by tho 'l'roaourv at tho roqueot of tlwl 
Co•ittee on Y&yo and Keaco, !!oute of Roprooontatlvoo, Revenue 
Rev1tion of 1942, vol. I. p. }4S, Table 1. 
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Hen~ of .TW>a 2}, 1942, o(ated that ' tbe hopodtlon of tbe pr1~ 
collin& bao a44o4 concluoi'f017 to tbe ,..1pt of U(IUMnt &gjlinot 
general rather than ooloctiYo 1ncr.aooo in coniu.ption taxoo.• 

2. United Statoo •1oopo1nt 

In tbo United Statoo, off1cialo of the troaoury aod tbo Office 
of Prico Adm1n1otration b&Yo taken a pooition with reopoct to a 
general oaloo tax oWlar to that of the Cana41an tax of!icialo. 
It h fouod t~t a pnoral oaloo tax (port1cul&rl)' tbo ll&llutac­
turor and wholooalor trpeo) ""uld rupture pr1co cot11np onc1 Wlllul)' 
burdon tho Offico of Price ~1niotrati9n with co.,pli~tod o4B1nio­
otrativo probloao. It io tho cpinion of O.P.A. Adainiotrator 'tbat 
pnoral co-ditJ t ..... uon &104 pri~ control do not co toptbar. • 

II. Structure of tho tax 

.t.. !a!pyoro 

'l'bo canadian .r.doral oaloo tax 1o onontiall)' a """utacturoro• 
ooloo tax. Section 2(c) of tho Act ccntaino an canibuo definition 
of •manufacturer or producer.• 'l'bio ooot ion io fortified bJ 
aoction 85 (f) wbicb inolunoo among other tbi~~&~ 'an)' pack4r of 
olivoo nn4 &II)' ooaooroial artiot,• and oootion 86(}) wbicb to do­
oignod to covor buoinooo tranoactiono b)' fiduoiarioo. etc. Coupled 
with ooctton 85(&) (dofinitian of oaloo prico) and ooction 98 (power 
to dotoreino fair prioo), tbo 4of1nit1cn of .anutacturor prcblbito 
&n)'Ono froa avcidin& tax ao da'orainod b)' tbo IUiliotor of lloVenuo, 
in opito of corporate oplit-upo or dUBOT orcaoioationo and tbo 
aboonco of ara'o lo~b tranoactiono • 

.Ul .aafacturoro oro required to be liconood &104 certain 
wbohoaloro 1M¥ be lioenood. AcU'fO taq>&Jor acooW>to ara bot-
28,000 an4 il9 000, of Wbicb al>OOlt 800 oro wbolooaloro • 

.Utboup tbo Oau41an hderal oaloo tax h a ~~&nutacturoro• 
oaloo tax, oertaiA >Obolooaloro _, M gran~od a U~no• 1n ordor 
to onal>lo tboa to roooll portlJ -=taoturod podo tax froo. !'bo 
policJ 1o to Uooaao onlJ wbolooaloro prt...-111 o~ in t~W r ... · 
onlo of rav Mtori&lo or portlJ ...,..racturod IIIIOGIIIo. Jf a wbolosalor 
vao not in poooooolon ot a liconoo on septo .. er \, 1938, no llco~o 
will bo ioouo4 to bla unlooo 50 poroont of hio oaloo for tba tbroo 
110otllo iDDelllato]¥ preoadlnc bio appl1oat1oo voro u-.pt froa tbo 
oaleo tax. !J •.t. Uoonood wholooaler or Jobbor dooo not 1)0)' oaloo 
tax On podo liii)Ortod or purcbaood b)' blm, vbaro the podo &ra for 

!/ Soetioo §6(i). 
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rooale, prO"rl4od be tuOtoo bio l1ce11oo a.ad corUfloo that t!» j!OOC!o 
aro tor rooaloo But on tl» cooda for bio OWII uoo, tu lo JIO,Jablo 
at tho Umo of ontll7 at cuatou or at tile tiM of purcbeao ao in 
ouch caaoo be h DOt po1"111ttod to uao bio Ue~onoo 0 • !J The 0 

11cenoe4 wholooalor 1o aloo liable tor oaloo tax Vban !» Aeli•ora 
trwt.blo cooda to UDlioonood fii"IIO or to lloonoooo tor tboir OWII 
UUo y 

Thloo tuablo oaleo by liconaod Vbolooaloro ara Yaluo4 for tu 
purpooeo n9t at oaloa price but at coat to tile Wholooaler, to put 
thea on tile o .... baolo ao O&Dutactunro 1 oalooo Tl»ro aro two 
alternaU•o Mtho4o by Which liconoed wholeoaloro DOT otato tho 
coot 1 ( 1) tbof M:1 ahov on tbe 4upllcato of oacll oaloo 1n•o1co tl» 
octual coot or 4utT-po14 Yaluo of each tuablo it .. on tho it1Yo1co 
6lld recapitulate tbeoe cooto ...,_ Yaluoo at tl» oDd of oacb .anth 
6lld par tbe tax at tile CDZOront roto on t!» total; or (e) thor ..., 
c1oc1uot a porcont&&e J/ troa thoir taxable oaloo to c1otora1no tbeir 
taxable coot or cluty-p&icl Taluo of tbe Mro~oo oolcio 

Jacb t&Xparor auat filo a •onthlJ return for tho taxable oaleo 
of tho precociiDC• aontho !'ho return auot bo f1loc1 and tho tu pole! 
not later than tho loot c1a1 of ~be firot aont~ oucooedlnc thot in 
vhlcb the oaloo voro udo o '!!/ 

1/ Soo Woo Tax - CiiiAil&o 'l!be special War l!onnuo l4t ao ••ndod 
- vltb roeulationo loouoci bJ the Dopart.ont of lational RoYonue 

and vitb rulinco ...,_ reculOUono ro oalao tax ...,_ othor ezcloo 
taxao, coapiled ...,_ edi tocl by llo llo KcOoraiek, publiohocl by tl» 
Canadian K&nutacturoro 1 Aaooolatlon, JIIAO 1937, Po 2)o 

y Sootion s6(l)(c)o 
lf Tho porcontace io arri•ed at in tho tollovioc ......,.., a rocon­

otruotod tredinc account otat•ont lo proparocl co•orlnc tho 
oauro llholooala buo!Deoo for tl» ~ prooediac roar• bJ &4cl1oc to 
tbe 1n•oatoll7 , at tbe •-ncaont of tho period, tho 2 roar• 1 

purchaooo at coot a.ad tho duty-poi4 •aluo of I.Joportod cooclo a.ad 
cieductlnc tho 1DTonto117 at tho clooo of tho period, tlllo dotor­
•1n1nc tho t&:lablo C>Dot of tpodo oold; tbio fipro io clocluctoci 
r ...... tho 11'0•• aaloo of tho 2-roar period - thoro lo dotor­
•lneci tho poroontace uooooarr to applr to oaloo to roduoo t­
to tuablo coot 0 4\ tho cloooo of each Wholooalor 1 

• fiooal roar 
bo lo roqulrocl to roc&lcul&to tho porcontace bJ o•UUnc tbe 
ol4eot fO&rlo W.iu• ·d ouboUtuUnc rooulto of bio buoinooo 
for tile 1MI' Juot cloooci to dotonino tile poroontace to bo uooci 
for tho -~~~ lMI'• '!!/ Section lo6(~). 
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reolo. prOYicle4 be quoteo bio llcenoe aDII certlfloo tbet tbe pocl.o 
aro tor rou.lo. But OD tbe pocl.o for llio OWII uoo, tax h po;rablo 
a\ tbe tl.ao of ontl'7 at cuotou or at tbe tl• or purcbeoe ao iA 
1ucll cauo be h 110t paraltted to uoo bio UooAot. • !} The 
licenood wboleoalor 1o alto liable for oaloo tax vhon be dtllToro 
t axable COocl.l t o UAlioenled fi<WI or to liotnltll for tbeir OVD 
uoo. y 

Tbtoo taxable ooloo by l1ceAoed vholooaloro aro Taluod for tax 
purpooeo n9t at o&loo price but et coot to tbe wholou.lor, to put 
thiD on tM aue baaia aa .azw.facturere' aalea. Tbtre &M two 
altorA&Un •tb.odo by vhich licoDoed wholeo&lero -.:r otato tile 
coot1 (l) tbeT ..., ob.ov OA tbe duplicate of MCh oal eo 1nTo1ce tbe 
actual coot or dutT-p&1d Toluo of oacb taxable 1toa on tlla 1AT01ce 
aDII rocapituloto tbeoe cooto -..1 Taluoo at tho oAd of oach 80Dth 
w pa:t t ho tax at tbe "''"'"'t rato OA tho totol: or (2) tboT..., 
deduct a porcoAta&e J} tJooa tbetr taxable aal11 to dettn~lno tbel.r 
taxable coot or du\T-p&id Taluo of tho aorcbel>dho oold. 

llach taxpayer auot f1lo a aoDtlllT rotur.. for tllo taxable aalea 
of tbe proco41ac, IIDDtb. 'l'bo returD auot bt filed AAd tbe tax paid 
not later tbAA the laot. 40J of ~be t1rot aoDt llt ouccaed1ac thot in 
wb1ob the oalu vera udo. J;/ 

i/ See saioo Tax - Ciii84a. !l'be Special Var Ronnuo Act ao -Aded 
- " i t b re&Ulatlono 1ooued 1>1 tbe Depart•Dt of Jationol -"" 

ao4 'ftth rultaco &Ad recul&t1oDo ro oaloo tax &Ad otbor azc1oo 
tazoo, coQilad aDII 141\ed by 11. II. McOontck, J)Ol'bUobad liT tho 
CAA141AA Manutacturoro1 .uooc1at1oD, Juno 19) 7. p. 2). 

gf. SoctioD s6(l)(c). 
l/ 'rho parcODtace h arriTtd at iD tbe folloviDC -• a ~ 

otruottd tre41DC aceow>t otat•ODt 1o propartd oonrial * 
lAUro vholoaalo 'buo1Dioo tor tho ~ proootlDC ,_,. 'llr " 
tho inoatol')', at tho _,_tot tho pariM, U. 
purcbeloo at ocot aDII tho dutr-pald. Talu of 
4tduct1DC tbo llweate17 at tho &loot of tho Mr&.l, 
alDiiiC tho taxablo ocet of po4a 00141 WI 
ffO!II tbo crooo ealoo ot tho a-~ perio4 
aiocd tbe ,..._ .... _......, to 
to t axablo coot. "' tho &lo• ot 
be h roqlllro4 to "oalCNlaM * 
oldeot ;ra&r' 1 'lnuli-·11111 
for tbe TIU' .juot o10N4 w 
for tho -~-!IC 

'Y Sootioa .IUIII\,.ll•. 
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B. Tax base and tax rates 

1. Tax base 

- 8-

!l!>Cier the canadian sales tax it 1a intended to tax all salea . 
of finiohed goode on the basis of manufacturers 1 ealea prices. For 
tax-baee purposes the law is incl~va rather than exclusive in 
that all sales by manufacturers of .l'iniahed articles a re taxed 
unleoa exe~pted by law or by regulation. 

In general, the lll.,ufactul"llrs• ealee price ia the price tar 
which the unu!acturer regularly aella taxable cooda to bona ! ide 
wholeulers 1n the ordinary course of buaineee. 

a. Sales price 

Nora epec1tically, the sales price !or purpoeee ot calculating 
t he UIOunt ot sales tax is the manutacturera• sales price exclushe 
of tho aales tax but inclusive ot any charge tor adftrtising, 
financing, servicing, or warranty. lll1en gooda are sold 1n bond the 
aal o price elao includes excise duties, V For some iteme, the 
sales price also includes ~ excise tax levied thereon. a/ 

With respect to installment or. conditional sales, the tax 1e 
computed on ths basis of the sales price and is payable at the end 
qf the 1110nth !ollo.,.fng that 1n which the aele is made, This rule 
is followod even though the manufacturer • a tome specify payment 
in sixty, ninety, or mre days. Delay 1n p&YIII"nt or the tax ia 
I!Tanted , however, 1n certain cues. For ex'ample, where install­
...,nts ore paid ae the work progresses, aa 1n the building or a 
po""r plant or o paper 11111, or in contracts where the o""erehip 
ot tho • rchandiee sold does not psu to the purchaser until 
completion or the contract. 

b. Velu.ttiona deterllined b• tho lliniot&r 

There aro -.y caaeo, ho,..ver, 'IIbera it ie difficult ~o deter- ~ 
lline tho lll&Du.t&ctur"""' eales price because no octual •m~ trane­
actione occur at that leTel, For example, when goods are leased 

!/ Exoieo dutioe , tor exaople, are collected on dletillod epirite 
and tob&coo eold 1n bond. 

a/ For Oll&llplo, 1111.tohoe, cigarette papers and .tubes, playing carda, 
and winoe, 
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there ie no sales price whl.eh can be used in c0111puting t ho sales 
tax. 'llhen 110o<!• are produced for uao and not tor resale a valuation 
IIIUSt be mads. S&les by n anui'actarers direct to retailers and 
conswners also requir e tax base detenn1nations. 

To cope with t hese sit uations tho Ninietor o! National Revenue 
ia empowered to determine valuations for purposes of the sales tax 
when goods ore leased, when goods have a royalty :IJnpoaed on t hem, 
when "goods are I!'Anufactared by contract fer labor only" and do net 
include 11 the vsluo of materials that enter into t he same or under 
any other unusual or peculiar mmer or conditions, • and 'llhen •goods 
are manufactured tor use by the lMnu!acturer or producer and not for 
sale. • !/ I. "here a manufacturer sells lliailar articles both to 
'llholesalers and retailers, no valu.ation probl• arises einee tho 
sales to wholesalers 1n the nonul. course o! businsse eetablishee 
the ba .. price !or tax parposes. However, 'llllare a 1011111tacturer sells 
excluei vely to retailers it is necessary to deteJ"IIine the "Wbolesale 
price• !or purposes or calculating tho salsa tax. To cope with this 
ai tu.ation, .c~utacturero selliM only to retailers apply a dbcount 
to their aaleo price . The discount ia determined by tho llinioter, 
and. is based on industry-wide stlldies of prices o£ INilll1facturors 
sellinr. similer articles to wholesalers. In all casoa whore the 
manufacturer has not establ ished tho "wholesale price" for his 
taxable ~oods t ho llini ster Ql&y determine tho v8l.ue en llhicll tho 
tax may bo caloulsted. ~ For instanco, in tho coso or chain s tore 
outlots, mark-ups on aimi lsr articles not n>8nufacturod by a ehain 
storo organization are determined by the "inistor and these n>8rk­
upa aro used to discoum. the retail selling prices cf articlos 
manu!acb,lrecl bv tho chain. A llUlllber cf special rci!Ulations cover-­
ing unusual industries aleo have been issued . For example, the 
seles prico o! ico cr0311 !or tax coo;putation p11rpoacs is 61.10 per 
imperial &allon. 

The llinistor also has the power to dotoJ"IIine tho !air price 
!or tax parpooos 'llllcn:>Vcr 1n b1a •judg>:ICilt" tho salos price is 
less than tho !air p.rice and •th~ taxpa)'OJ" shall paJ tho tax on 
tho prico oo dotcr=ined. " y In this cooneetion, it also sheul.d 
bo noted that the law precludes dirtding o£ prico and attelllpts to 
avoid tax by proViding that the oalos prico •shall include any 
chargee !or advortiaing, financing, scrvicinl!, warranty or any 

jJ Soction 8?. Y Rogulations under the Special V:ar Revenue Act, Dopartmont of 
National Rownuo, !>ccise Division, January 19421 article 6, 

Y Soct1cn 98. 
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ot~r charges ot, a sWJ.ar nature contractod tor at tho time of 
ule whether these items ~ charged for separate~ or net, " !J 

c. Valuation in the case ot imports 

A turthor problem of valuation ari ses in connecti on with im­
ported tjl:>ode . Tho canadian oales tax io imposed on the sale price 
ot gooda imported into Canada as well aa on gooda produced i n 
Canada . The tax is •payable by the importer or transferee ... et 
the time ""en the goods are imported or taken out of warehouoe for 
oonw.ption," Y except where the goods are imported by a licensed 
,..,utaoturer or li.ceneed 't!holesaler tree ot tax. Consequent~, no 
..artcot rrice is obtainable for purposes of computins the sales tax 
en bported soode . As a result, the tax is co~~PUtod upon the duty­
paid \'8lue o! the article. Duty-paid value is the ulue determined 
t or the purpoee of calculating an ad valorea duty and it includes 
the a=ount of the watoi!JS duty. 'J/ Pbr so•• itea, like c1r,arette 
papers and tubes, l!ll.tcbea, playing can!a, and wines, the duty-paid 
value includes the excise tax levied thereon , !J 

2. Taxable goods and tex retos 

All sales by licensed manufacturers are taxed at 8 percent, 
except articles p-cduced by the blind and tM deaf a.nd dumb i n 
Canadim institutions established for their care or under the 
control or direction of auoh institutions ,...ich pay only a lr 
porcont tax. 

The tax applies to finished g>ods imported int.o or I!IBnu!&c­
tured in Canada, but the finished soodo of one manufacturer 1M;/ be 
uoed as coat 'Pods in the production proeesa of another; l:ence the 
Canadian ealee tax does not apply t.o finiahed oo!UIUII:8rs 1 

goods 
o~. For ex"""'le, building ..ate rials, tu.l oil, lubricating oil, 
diee, abraeiwe, cutting t ools , and o:ertain plent =acbinery and 
equiJlOient are taxable, 

Y Section 85( a) . 
~Section 86(l)(b) , 
l/. S<!cticn 85(b). • Y Excise tax as used here does not mean the •special excise tax 

ot 3 poroent on the duty-paid \'8luo of goods iJIIported int o 
Canada tro01 general tariff countries. NBither the sales nor the 
exoioo tax applies on tho ooapacial exoise tax• on i~~portntions, 
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3. Ex..,ptiona 

&. A.rticles specifically exempted 

A large number Of specified artiolea are exempted trom the 
eale• tax. It is impractical to, list all ot them 1f but some ot 
the moat• important Gl&Y be class~ied aa tollowso 

1) Foods, with certain exception& { sae Appenclix II). 

2) Product• of the prU>ary industries I !arming, mining, 
and fiehing; also the equipment used in the•e 
industries. 

3) llaterlala used by religlous, charitable and health 
organizations. 

4) Printed matter and articles used for educational 
purpooes. 

S) Article• ueed by the dipl.,...tic corpe. 

6) Coverings and processins materials, with certain 
exooptions {see Appendix II). 

7) W.scollaneous 1 toms. 

b. Partly manufactured goode and conaumablos 

Under the Canadian oaleo tax, partly 11811ut&cturod goode and 
Nteriale CQn!lumed in the proeoss ot liWlu!acturing are exeoptod. 
Penoanent and S<!lld-pormanczrt. equipcont, bowovor, aro taxed. 

The law provides that the "'linistor ehall be the solo judge 
as to wbothor or not goode are 'Jl"''UY 11181'11facturod goode' withio 
the oooan1ng ot this section. • y It is not eloar that this 
authoritT 1e also axtandecl to tho cl9ton11.nation ot """t l!l&teriala 
are """"'''tod undor section 89{1), Schodulo III, w!>oroin O:XGDPtion 
1e providod tor •matoriale {not to includa abraaivos, lubricating 
oils, tuol oile, or non-porliWlont plant oquipmont) conal.llllA>d, 

!I Soo Apponclix II !or a list ot tho 1110ro important itoma exempted. 
For a comploto list, howovor, rotoronco OIUSt be mado to tho law 
and regulations. 

Y Sootion SS{c) . 
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othemee than by ftate or wear 1n the process ot ••• production of 
taxable good a. • Apparently, a great deal ot discretion ie used by 
tho 111nieter 1n determ1ning such tax exemption, The administrative 
bench mark is that tba msteriala must actually be doetroyod in use 
before eom1ng within tho classification ot •consumed. • 

Section 97(1) o! the Act gives the llinistor additional author­
ity to enforce hie determinations with respect to partly manufac­
tured goode and lll&teriale consumed. It provides that •it it 
appears to tho lUnieter" that a licensee is evading tax, •the 
Minister may require" that the tax apply to •en:r materiel apecilied 
by tho Jtiniater• '''""' sold to :m;y licensee or aey clue ot license1is 
he apecitiae, "'ether tb9 ~&teriala are daoeatically produced or 
iq>orted. Later •a deduction •1 be aade• it the Uceneeo proves 
aucb •teriela have becn uaed 1n the .. J'IIllacture ot an article 
"'id> is eubjcet to the tax zd on whld> tho tax haa been paid, !f 

c, Articles parchued br gOYcnw.ente ana thdr agencies 

(l) Purchae"" br the Crown 

Purchases by the Crown are not taxable under the Canadian 
Federal eelos tax unleee specifically mentioned in the etetute, 

(2) Dominion Cover....,nt 

'llhen taxable goode are sold to or imported by tho Dominion 
Covemm«~t or a department thereof, the ealae tax applies. Furtber­
""'re, taxable ~oods sold to aey commieaion or Boerd appointed by 
or operating under the authority of the Federal Government are sub-
Ject to aaleo tax. y 

( 3) Provincial go?O,.._ nta 
and cunicipalitiee 

Tho aalee ot tuabla gooda to provincW so•e,_,ta or a 
department thereof are taxable if the &oodo are tor resale. There 
are two btsio reasona '01\J' thesP. tranaactiona are taxable: f1rat, 
they ·are tuabls bv reaeon o! state CIOnopol:f, such as liquor and 
public utilities; and, second, by nooon of competition with private 
industry. H.,.ver, oalea to or iml)Ol"tO by the provincial governments 
or departments thereof for their o,.. UBe are exempt fr0<11 the sales tax, 

~ Section 9?(2). 'Y Salea Tax - Canada , ~· ~·, P• )8. 

. . 
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'"here taxable @!Oocle are sold to or illq>ol'ted by provincial 
rail.,..ye, collllliasiona, universities, boal'da1 end public utUitiea, 
the sales tax appU.o• except 1n specific ins tences where the 
Department Of N&tiQflal lieTellue hea ruled ot herw~ee. '!f The un­
taxed exception• are oommisoiona and boards operated entirely b.Y 
provincial goverlllllenta ouch ae ci Til service collllliodono and old 
ege penoion boards . 

In order to prevent diecrilllination against unlicensed 'Oilole­
aalors or other dealers Who hne purchaaed goode tr0t11 licensed 
I>IUluteeturere or wholeseleta, the lew pel'llite the depart,...,ta of 
Provinces end certified public hospitale to aollce tax-tree pureheses 
through unliclllaed Wholeeelen or dealers, provided certain proce-
dural require..,..ta a.re followed. y . 

Tauble goods eold to or :laportad by a llll'licipalit y ore eub­
ject to the ealos tax. y 

d. l!ar aterial. 

Various rulings have been made ll'ith respect to tho applieaticn 
ot the sales tax on wer materiel. For exaople, a re.f\l.nd of the 
oales tax is granted on permanent and nonpermanent plant oqul.pment 
imported into or m .. utaetured in 'Canada, it the purehaae has been 
approved by ths Department of lluni tiona and Supply on behalf ot the 
Br iti.al Government or the novernmmte of Allied Netions and >tlich 
ha s been o r 1o to be paid for by theaa (e>Vemmente; provided further 
that tho equipment is to be actually ueed directly in the manufac­
ture of munitiono ot war coTered by contracts placed through the 
Dopa.rt11ont of llunitioi1J end Supply tor the accounh of these · 
governmonte . !./ 

IUlitary etoree, anmition.s o! war, and other articl e& owned 1,­
t he aovernmont ot eny ot the Allied oo1.11triee and 'IIIIich are to re-
.,.in the propertJ or auch gowmaeot u e ex....,tod troa the sales tax. ~ 

V Salas Tax -Canada , !!!!• cit., p. 'R· Y Goods must bo shipped clii=eCtly tr011 the licensed 1111rn1tacturer 
or wholesaler. Proof ot direct ehipmont toaother with a cer­
tified oopy ot the execpted purchaaor' a order, bearing tho 
certificate applicable and the license numbor whore required, 
1111.1at bo filed in the o!tice of the licensed ""nutacturor or 
'llholoaaler. 

V Sales' Tax • Canada, 21!• ill•• P• 38. , • Y Soo CCIII!IOrce Cloorlng llouec, Canadian Tex SorvJ.ce, .,..-182, 
Circular tetter 1pcrtainin& to Munitions, sections A and B. 

'if Ol'da,._i~ouncil P. c. 5)/~7. 
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.U.o ex1111pted &nl articlos conaigned din~etly to oflioers and men of 
Ria Uajuty•a Imperial Na"Y for their mm personal uae or consumption 
on beard their mm ships . !/ \ 

Contractors may manufactun~ or purchase permanent and non.­
perm.anont y plant equipment to be used in the production of ail'­
oraft or parts thereof tor the Govel'l'llllent of the unJ.ted Kingdom 
w1 thout payment o! the sal.. tax when .ownership in the equipment 
1a vested in the Ullited Kingdom Govemnoent, provided a certificate 
1s caopleted on the ahop order shoonng such infol'lllltion aa the 
oovernment requires . ~ 

Contraeta !or munitions ot 'Qr placed in Cana.cl& by the British 
or Allied Oovenaenta are exempt traa saloo tax. IIUitary, naval 
and air force u.Jii!orma •nuhetunld tor the united Kingd,. or aey 
Allied Gove~t alao are axearpt rr.. aales tax. !JI sales or 
uniforma to tho Canadian Oovemnoant, however, are touble. 

For a caoplete coverage of all oxemptiona , rafen~nee wet be 
modo to the lew and to the list of regulationa i8SU.ed by the Minister 
of National Revenue. V 

e . Ship's at oru 

Undor the Aot, oalea tax refunds " may be granted to a manufac­
turer, producer, wholoaalcr, jobber or other dealsr on soods sold 
hereafter as ahip 1s atorea. • (;/ 

t. Exports 

'lba sales tax ia not ~ble on goocia exported '1./ except tbat 
the olea tax ia ~payable on the aale of ap1rituoua and termentocl 

'!/ the Special lllar Revenue Act, Cuat,.. firitl, itei ?08. 
Y •P.,...nent or nonpe"*llent plent equipoont• 1a held to ....., 

machinery and n.,_h.anical equipment of a pernanent character, 
and patterns , JS.C•, dies, .ach1nea, end bend tools, end similar 
equipoont of a non.-permanent character, to be used in tbe produc-
tion or eircreft and parts thereof. ' 

21 Regu1attona1 circular No. · 840-C, i8Sued April 30, 1941. 
Y. Ordol'-in.-Oouno1l P. c. S'J/SIH7. 
"V Sse tho Special "''ar Revenue Act and AmondJnenta, June 1943, pub­

lished by the llepartment of National Revenue, J!)Coioe 1)1vieion1 
alao Regulations issued by the 1leportment, January 1942. 

§/·Section lOS(2) . 
1/ Soct,ion 86(2)(a) . 
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Uquora , other tllon wiW, liDless a,_ll cooda a~ oxportod in bond. 
by the •nu!aoturer thereof and .tbret,n l andi"l oertlticot es utia­
faotory to the Minister are produced ae proof that eaid coode lleve 
landed at the pleee deei~~~&ted in t be export entry,• !J 

In • •see where aales tax baa been paid on daaeetic coode that 
subsequently are exported Ullliler N~ulations pNsorlbed by the 
Minister a rotund IIIAY be Cl'lllted, 3/ 

A rotund of tile sales tax 1U7 be cranted "whtn imported coods 
wllieh are tree ot cuat<ea duty and 'lllliob are found not to be ac­
eonli rv to onl•r• are exported Wide r cuet<ea auparvislon withln 
three IIOntbs 1'1'<11 the date ot ~ cuatou entry,• V A refund of 
the sales tax NT aleo be cranted "when, ln tbe eose of Uiportod 
a code , cust<ea duty has been refunded on eX"pOrtetJ.on,• #/ 

I• !IU;rtod oroode thet CC!!!!p!te 
cOOdl procliiCOd in Canod& 

'Die Act ellon e rotund or a reducti on not to exceed 2S po,_ 
cent of tilt eales tax paid on coode •nufaotured or predllcod in 
Canada, .men ailllilar coode uy be imported into conada tree ot 
customa duty ond evidence oatietaotory to tha Minleter io produced 
that tho Canadian goode are at a dioadvantece in competition with 
the imported goods , ,; 

'Diia 11ot1on, h"""ver, h&o little , it aey, practical licniti~ 
cane a ainoo it llae been applied in only one or two cues. 

b, Articlea produced br certein individuels 

All articlea .anutactu.red or produced b7 tho labor or the 
blind or the doat and d111b in 1natltut1ona in canada established 
for their care are llllbject to ocl7 SO percent ot the tax. Y 

i. !lt!!!?tion of .-11 unutaoturere 

'1111 Act CI'&Dta the Jll.nioter ot.,Jtational ~...., .... , tuthorltr to 
ex0111pt •anr claoe of a..U unutacturer ... atllinc hit product 

l Ibid, 
Y '!mion 9l(~)(b), 
lf. Section 91(2)(o), 

~
Section 91(2)(a) , 

· Section 92. 
7jj Section 89(2) , 

, 
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uclus1vel)' by retan.• !/ Articles purchased b)' ouch exeoopt lll&m>­
racturero are taxable , '!be lliniater alao hu authority to witll- 1 

draw th10 exemption privilege, y 
'!be 1924 Aot provided exemption fl'<XII tu or manutaoturero 

wHh oaleo or l ess than tlo,ooo. '0118 flat statutory exemption 
... ettootive tor about aix months . Ever a1nce , however, the 
omall-Mnutaoturer exemption haa boon within the diacretion of the 
111n1ster. '!be notable tact ot tho ueo o! this authority ia that . 

, the adla1n1s tratore draw a line or ex•pt1on to t1 t the particular 
industry, 1hua lwober ~MDUtacturere eelling loao than $), 000 per 
year are ex•.mptad, wllereaa retaUero ot ,lud>er who operate wood­
'IIOrtdng planta are exe.pted only 1t the annual aales or coods ot 
their own unutacture do not uceed tl,OOO, 'J/ llerchant tallora 
are ex•ptad without a aalea lia1t, 

Mal.nistratiYe control is exoi:'Oioed b)' lie~ the t)'pe or. 
IO&IIU!actorors axempted; b)' restrictins the prirllece to thoae who 
do not use oertain forms of bueineu orcanisation or ~~ethoda of 
sale; by Ueting the nature and uae of the articlea euoptad; b)' 
oxomptins time whose sales are below a speoitied level; and by 
1Wt1ns the privilege to mamfaoturero "when aolling """lueiva}T 
by rotan.• ~ This is an important administrative authority, tho 
uao of which haa . limited tho 111Jd>or or aotive texpayar accounta to 
about 281000 or 291000, 

~ Section 93~2!, Y Soction 95 3 , 
'if Reaulationa , article ll. 
Y Section 95(2) , 
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III.~ 

The tax yield and the ai¢ticanoe ot the aU.a tax in the tax 
atructuro ot the Canad.ian National Oover.-nt are indicated by the 
following table• · 

Total tax revenue 1 aelea tax revenue 1 and aelea tax revenue 
aa & percent ot t otel tax revenue, Ct.na4l.an National 

Goverrment, .t'iac&l years 19)8-1944 

(In mlluona ot dollars) 

Fiac&l Totel S&laa 
1 Sal~s tax 
:revenue u 

year tax tax 1 a pereent. 
re-wenue revoll\le Y I or totel 

ztax rove..~ 

19)7-.19)8 • 449. 2 .1)8.1 )0,~ 
19)8-19)9 4)6. ) 122.1 28.0 
19)9-1940 468. 2 1)7.4 29.) 
1940-1941 778. 2 179.7 2). 1 
1941-1942 1, )60.9 2)6.2 17. 4 
1942-.19_4) ~ 2,1)5.9 2)0.0 1o. s 
194;)~944 2,4)1. 0 225 .0 9.) 

Source• Canada, Rouso of C<m>Ons; Debatoa, !larch 2, 194~; · 
' p. 876, and p. 6 of Appendix. 

l/ Official oat.imatoe Cl&do by l'inanco lll.niatar, ll&rch 2, 
194). 

Y l!:xcluai'"' ot retunda. 

The decret.Ma in sales tax rO'Ienuo in ralation to total tax 
l'lmltllo f9T the .t'iecal yean 1941-1942, 1942-194), snd 194)-1944 
are due to '"'r'l lllll>atanti&l 111crauoa ,tn eD<Cisoa , inccao 1 and 
axceaa-pro.t'it.e tams. The tact that Canada att.or 8N17,..,..... ot 
axporieoce with t.he salos tax increa.sod tho oxcisoa , ~. and 
excoa.-pro.t'i t.e taxoa during tho 1111' IIOel'gOI>C)' period inatoed of 
incl'MSiJII tho Nlea tax 1e partieularly aisniticant. 

AI the war continues and the produotion ot oi'fillan goods do­
cUMe. tlathor doorOUoa u.r bo expoctod in tho porcontago ot 
to\al l'Q-.onuo at.Wilalt.eblo to tho aalos tax unloes aaloa tax ratos 
ar- 1norouod approciably snd axomptiona roducodr 
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JV. Adminiotration of tho tax 

A· A~niatrativo organization 

Tho Canadian Fodoral saloo tax 1o adm1n1otorod by tho Depart­
mont ot national Revenue, wh1oh 1e hoadod by tho N1n1stor of Natio""l 
Revenue. Under tho Minister of National Rovonuo aro tho Com:dssioner 
and Ataiotant Commissioner of ~oiso. The oharaoteriatioa of tho 
111tom or admdniatration are peculiar to tho Canadian law and the 
cuato~ machinery as established in Canada, and tho pl~ of or&ani~ 
zation probably ia not suitable tQr tho unit~d Statoo. 

B. Audit1D§ 

Canada maintalna a relatively lar&• ataft or auditor• to check 
oolleotlona and prevent eY&slon or the tax. thoao auditors also 
check on exoiae tax paymeDts but tho aaloa t ax audit proYides by fa_r 
tho £-rO&tOr pa.rt ot tho work. In the COW'It o f time O'YOry licensee 
la audited. thoro aro about 225 membera on tho auditln& staff or 
about ono auditor for overy 125 or 130 t~ero. 

C. COlt or collection 

Tho coat or administering the aalea tax is eetimated to be about 
2~ or 3 poroont when yield is about $100 million . Coeto aro m1ni­
m1ced by ueing exieting custom& or port offiooe poreonnel and equip· 
mont . Collection oosta of customs, exoiaea, and 1aloa taxes 1n 
f1toal year 1941 wore 1.76 percent ot oolleotionaJ and tor the first 
ten month• or tiacal year 1942 oolloot1on oott• tor tho three groups 
were about 1.3 ~rcent. 

o. tnTolcea 

A llcenaed manufacturer or wholotller -when sell in& to re­
tallert or oonaumor1 1a not required to thow tho tax at a aoparate 
1t oa on the lnYoico." Haw&Tor, ~en a licente• tella to an un­
llcentod 'Wtlolesaler or jobbe.r, the purohater ll\ll't be turnithod 
with a written ln-.oice which ahawa the ta.let tu: aa a separate 
ltoa. '!J' ""1\oro llcon••d aellora chart• their cuatoMra a aepa.rate 
amount on their lnvoicoa as "aalea tax" (or ueo ~y wordlng which 
IU&GOitl that the item represents tu: or a percent•&• equivalent 
to tho rato of t ax in effeot) and tho .. ount ohar&od oxeoodo the 
tax paid, tho difference is roquirod to be pai4 to the Government 
by tho 11oonood oeller. y. 

ti:Resulatlona , article 10. 
"'!/ Seotion 119. 
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E. !!ott diftioult aclmin1otrat1n problou 

tho Canadian tax otfioialo are of tho opinion that tho most 
diffioult odminiotr ativo problems aro thooo aoooolatod with (1) 
dotercdnat1un or ~alue . for tax p~rpoaea, (2) whother or not an 
art iolo is toxablo , and (3) freight nllowancoo, whore t oxpayoro 
got thoir froi~ht-in and f r oisnt-out r ooorda oonfuood, whore•• 
only outgoing froisnt io deductible from ooloo prioo . !( 
v. Inoldonco and tax burden 

A· Shifting of tho tax 

tn the absence of speolal atudiee, tho 41tOUit lon or tax 
ahittiq and tta erreota on costa ._nd p.rloe• ot Canadian Cllnutac­
turora neoela&rlly must be general ~d baaed on theoretical ccn­
aidorationa. At the t tme tho tax was introduced the costs or 
canvraoturor a were raise~ by tho amount of the tax. 2/ It is 
reaaonablo to a eauce that the sellin& prieta or =anu?aoturers &lao 
were ratted i n aoourdanoe with tho inoroaetd ooate. In addit ion, 
it !1 likely that wholoaalora and rotailort applied tho!r ordinary 
mark-up peroontagoe to their higher purohaao priooa and , ae a 
roault , their final aol l in& prices were raived by an amount g~eater 
than tho tax. ! t would appear , ther&fore, that prior to tho groat 
prloo diaturbanooa consequent to tho war , t ho &onor61 leve l of 
priooe !n Canado probably ...... higher by tho amount of tho tax and 
ita pyramidine than it othel'\nao would hovo boon. It 1a probable , 
howovor, that tho~o aro notable oxooptione to thio &Ortoral 6tato­
aont. 

At proaont , all prices are sub!oot to oYer-all price cc1linga. 
Acoordin;ly , should the tax be inoroased, shittin& or tho increase 
to conaumor a oould occur only with t ho appro•al or tho ~artlmo 
Priooa and Trade Goard . Tho effects ot any tncroAIO tn tax, there­
tore , would depend on t~e Boa.rd•s ;»olicloa. 

B. lNltiplo taxation 

Tho intent or the law !o to del i mit mult!plo t axation. Thio 
!a aoo~pliehod by exor.pting partly manuraoturod &oodo and many 
other ooat goode used in commerce, induetry, and a~rloulturo . not 

~~~~~~~~~~~~~--~--~o"•mro"v"o"r~.-..~rtroro-trs~(nsr)r..~-------
Subaoquont ohan~os in tax r4te (both upwo.rd doTMl'tard) \'tould 
aleo offoct ooot &nd price ohaft4ea. 
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all prod·uoora • coocb , however , have been oxoluded. t ·roa the aoopo 
of tho tax. por example, abrasives , oerta1n plant equipment and 
.-ohlnery, lubrloatln& oil, and building m&ttrlala are taxable. 
tn ao far aa producers ' goods a re taxed, tho final ealos prices 
or tax~d arttolee tend to be incroaeed by more than tho amount of 
tex impoaod directly on tho sale of euoh artioloa , and there ia 
also a tondonoy to raise the price or finlehed articl es that a re 
oxomptod from the tax. !doreover, the taxation of plont equipment 
and eimilar typoe ot producers• goode tonde to encourage manufac­
turers to use ~ethods of production requ1r in' relatively loaa 
taxable capital oq,~.ipment. However, Iince the tax rate is only ' 
8 percent and important olasaoa ot .. ohlntry and oqulpmont aro 
o•empt, tho ottoct ot the t ax upon produotlcn .. thodo probably 
1o not iooportant. 

c . Tax burden 

Notwithotandin& tho e• omption or cortoin noooooitloo or lito, 
&\IOh •• bread, but·t ,or, eggs , eta . , 1/ the 1~-inooM p-ou.pa bear a 
aubstantial tharo of t ho sales tax ~urden. Tho nood for additional 
r evenue durins tho Tmr hae m$dO it noooaaary to extend tho tax to 
artioloa ond aerviooa, such aa gaa and oleotriolty When used in 
the home . Tho extension of the t ax to tuoh itome tendo to make 
tho tax moro rogr oaoivo t han i t hod boon thorotcroro . Although 
some rooda are exempt , the tax i s impoeed on mony toode after they 
have boon processed. For example , oannod vogot ablo1, canned tish, 
meata and poultry unleae f r esh ar e aubjeot to tho sales tax. 
Cloth1ns ~nd t hoos alae are taxable. 

~· data are available whioh thew opoc1t1oally tho orrecto or 
tho aaloa tax upon tho oost-ot-1171~ i ndex, but a oor.porlaon or 
tho artlcloa exeMpted under tho aaloa tax ~th tho ito~ included 
in the canadian oost- ot-livin,s index ln41oat•• that a a-call per­
Gent• &• (porhapo leas t han 25 poroont ) or the ooot-ot-livlns i~ 
aro oxuspt f"ro."t the sales tu. In rlew ot the aboYe oirou:m.ate.ncea. 
a aubat&ntl•l amount of the salee tax burden t all• upon the low· 
inco• &.roupa. 

!( Soo Appendix II. 
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.. ppendu 1 : S=="l' ot cbuc•• lA the rates aJld ton> ot the CaudlaD oal .. tax, 1920-194<! 

.i'roz - 'lo -

JW10 17. 1920 '!aT 9. 1921 

Kay 10, 1921 hay 23 , 1922 

lla7 24, 1922 Dee. }1. 1923 

Apr. 10, 1924 

Doaeat1c sales 

1~ on aalea by aacutacturers. 
l~ on aaloa b7 vhole&alera. 

V on aalea by ~aeturere to 
'WbOlelalera. 

1~ on oa1eo by wholesalers. 
2)1 on aalea by ma.cu..facturera to 

r etallere or c~naumers. 

lt~ on taloe by manuf~cturera to 
,;holoealore 

lt' on aaloa by 'Whole&alera. 
J~ on aaldl by -.nu!acturars to 

retailer• or conauaera. 
B.xc!Pt lumber. upon which tax vu 
~ on all d.oaatlc N.lea .. 

~ on aaloa by aanufacturera to 
Woloaaler a. 
~ on aaloa b7 vholesalera. 
4~ on aalea 'b7 Unufacturera to 

r otallora or consumers. 
Z:xeept luaber, upon wh1 eh tax vaa 

3.• on all domeat1c sales. 

6~ on oal et by manufacturers or 
producers. (3~ on a r estricted 
llot.) 

1> oa blportatlOAI 

1)1 on i~rtat iona by JC~&.D..utac­
turora and by vholeaaler a. 

~ on Importation• by 
retatlora or conaumer a. 

~~ on leportatlon& by oanu­
t actutera and by vholea~lera. 

4~ on t=portatlona by ret•llera 
or CQni'WIIOl'lo 

hce-pt lwaber, ,upon which tax 
vaa ~ on all 1nrport.st1ons. 

}-J/4> on 1~rtatlona by canu­
tacturers &Dd b7 vbolea&lar•. 

&,. on lcportatlono by ret&Uoro 
and. conau.Dere. 

-'xcopt lWDbor, upon Ybicb tax 
vao 4t~ on all lmportationo. 

&~ on Importations. ( }~ on a 
r ootrictod l ist . ) 
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oa1ea tu, 1~1942 J.ppen4lx 1: SU=a1'7 of ~· in tho ratoa and font of 
(coatinue4~------------~-----------------------------

ho•- To-

• pr. 11, 1~24 i'eb. 17. 1927 

J'eb. 1b, 1927 i'eb. 16, 1926 

-''eb. 17. 1928 .<arch 1 , 1929 

... r. 2. 1~29 "83 1, 1930 

nA'I 2, 1;30 June 1 , 1931 

JWlo 2, 1931 4})%'. 6. 1932 

4pr. 1. 1932 "-'· 21, 1933 

Mar. 22, 1933 Mar. 22 , 1935 

Doaeat1c sale& 

5~ on aalea b7 IDL"lu.facturera • 
(~~on a reatricte4 liot. ) 

"',. 011 aul.ea by ma..rw!ac~urera. 
l~ on a restricted 1iot. ) 

)~ on aalee by manufacturers. 
(lto on a reatricted li8t. ) 

2',. oD •o.lea by manufact.urera. 
(1~ on a reatrict ed liot, ) 

l)t on aalea by ... .-,nufactu.re.r a. 
(;of 1> on a re•trict ed 
llat.) 

4~ on aa1ea by canu!acturera. 
(~ on a reat ricted list and 
~ on a reatricted li•t of 
coaaoditlee producod or aanu­
taetured in Cansda.) 

&,. on aelea by mnufe.cturera .. 
(3~ on a reatrictod liat and 
,.. on n reatricted liat of 
commodttioa produced or manu­
f actured in Canada. ) 

~ on anlee by manutdcturera. 
}~ on 4rt1cloa manufactured in 

Canada by labor of blind 
peraooa. 

l J190rtat1ona 

5> on t.portati ona. (~ on a 
r o.trlctod llat. ) 

~> on lmportatlona. 
(2~ on a reatr1cte4 11•t. ) 

3,. on lmportationa. 
(lfp on a roatr icted 11•t .) 

2> on importationo, 
ll~ on a restricted 11at. ) 

1~ on 1mportat.1ona. 
(. of l~ on a restricted 
Hat.) 

4~ on ~a?ortationa, (~ on a 
reatricted liot. ) 

~on 1~rtatlona. (~ Onft 
reotrict ed liot. ) 

~; on 1mportot1one. 

• 
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AppeAdix I.: 5u.IO.II&J'Y of cba.ac•• lo the rauo a.ad f or a of the Ca.'\lldlu oaleo tax , 1920-19li2 
(Concluded) 

hoa - To -

kar. 2} . 19}5 fta¥ 1, 19}6 

Juno 25 . 194<,1 ~ct. 1~2 
(C4rront) 

~ on aales b7 lla.tlUfaetu.rera. 
31> on articles manuf•etured lo 

Candda by labor of bl1n4 or 
de.e.J' and. dumb !)f'"r &O!I.I. 

~ o.n Balfta by manufacturera. 
4j0 on artleloa ca.nu.factured 1D 
Cona~ by labor of bl4nd or 
deaf and ducb per4o~a ~ 

8~ o~ sales by manufacture r • 
4'1' on artielea manu.taeturod 1.n 

CaAm b;t labor ol bUnd or 
deo! and dumb yer¥on~t. 

12)0 oo draa •ed .ad cl3ad fur a 
until Juno 24 , 1';142 

6~ oo i~rtationa. 

8~ oo i~rtatlons. 

S",- on t~:~ . . or-tations. 

Source : 7 or 1920-19}0 . 'l'he Cana~ Tear l!oox, 1938: 1Cj}b-1~. :.peelal war lleYeAuo ·"'t "-'14 """"o~u. 
A!J6U"t. 1942-

Sot.e: Sale& tax 11 p&¥able by pu.rche..aar to manufacturer or vboloaal~r. 
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Appendix U1 llxn!>Uono 

So&t of the =oot important articlot exoeptod from tho Canadiao 
ltderal · aolet tax 001 bo claooified AI follOVII 

Foodttutfa 

Bread, butter, cbeeee, cream, esc•. honey, ice, lard, Iugar, 
applet, bakor caket and plot, fitb and tiab producto, tlour, treoh 
meatt and poultry, mapl e oyrup, milk, and truitl and vecotableo in 
their natural otato. 

Produota and. egu1petant of tb:e primary 
tnduatrlee; farmlo«, mtnin« and ftahiAI 

J1a¥, bope, atrav, &ni&alt (l1•e), poultf'J, lop, biclea, vool, 
tertllhor, poultry and otock f o"KK.o, tar• an4 fornt prodw:h pro­
duce4 en4 oold by the l.ndirl4ual oottler or taraer but not 1ncl1.ldinc 
1 umber. 

Ja~chtnery and equipaent, aueh aa enctnea, traetora, 
milktnc machtnee, cultivatora, barrove, rakee, eee~ere, plougba, 
barYettera, orchard equip~ent, Y&&Qna, vtn~lllt . etc. 

lautp=ent and products of minoa and quarrtoa, auch aa care and 
appliancoa uaed in mines, cruened atone and cr4vel, &Qld and ailver, 
orea of metalt of all kinde , eand, aravel, and field atone. 

Marine and tlohorloo ouppllet. ouch ao boAto and material• uoe4 
to tfteir .anutaature and repair; cotton 4uok: tail twlnA: manila 
tibre: ohipo ue4 In Cana41an coaotlnc tra4e; linkoro, tloato, and 
travel keco vhen use4 exclusivel7 in flohorlet, not 1nclu41n& theoo 
article• tor ~rta=en•a p~oaea. 

kat~rlalt uaed br religioua, charitable, 
and hAalth or5!ft1tationt 

Inoull.n; radiUII; artificial Uabo; braille; 4onatlono of clotb­
tnc ed book• tor charitabl• purpotet, ••ori~~tt e4 monUJ:.~mtt erected. 
In a.-ory ot ooldlero vho fell In th• Or••t Vcr1 an4 articles and 
aatorlalo u••4 by any bona tide publlo hoopltal. 

~•d matt•r an4 artioleo ueed 
tor e4ueattonal p~oeAa ' 

247 

Printing and ·~ducatiooal ma~t~r, tuch '' manuacripte; nev8papert: 
booko uo•d tor lnotruct1onal purpooeo, m&gaalno and lltorary paper• 
regularly luuo4; println& pap•r an4 ink uo"KK. in pro4ucl.ns aocodneo; 
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pllotoQapho, pailltiJl«a, paotele vban uo&d for nonadv•rt1alng pw-­
potftt ; tRxtbooka authori:ed by tha Dopartaftnt ot EducAtion; and 
phonograph recorda uaod tor 1natructlonal purpo•• •· 

Oovnrnm.nt nnd diplomatic corp• 

Articl~te uaed by the Govsrnor Gttn~tral i art1cl"' imported tor 
tho p•roonal or ot!lclal uao 'by Ninhhro and Oonoulo of tor•lp 
countrl no : and official otatlono.ey 1~:~portod from !l>gland. 

Co• er1DBI and proeeaaing aat~rialt 

Covartnc• uo~d oxcluaivol7 for cov• rlnc coodo not au'bJoct to 
at'ltt ta.x an.d aatttriala to be u.~ltCl A.xoluai•~~tly in th"' aanu!acture 
of tuch co•nrtnge; fire brick, plaatto rftfraotoric t, hith te~ra­
tl•ft c"a~t. fire clay and otbAr ro!r&ctory matar1alt u•ed 1n the 
r~tr or conatruetion of a furnaca of kiln, and ~tnriala uaed or 
conaum"d excluaively in tha manutscturA of firA brick or rafractory 
utertelt; M t eri.ala (not to include abrath'"'• lubricating oil, 
tuol o1lo or nonp•rmanont plant ·~ulpm ... t) conaumnd othnrviao than 
by watt~ or w"ar tn thq proce•• ot mnnufecturft or production ot 
tun'blo coodo. 

Mitcftllan~oua itftme 

!rltloh and Canadian coino, forolcn COld coino: el ectr icity 
oxc•pt vhon uoed in dv•ll1D«•· t uol otbor t han In liould form: 
l a t t t , patt"''rna, and d..io• !or boott and tho~tt: natural gae and gaa 
oanutactur•d fros coal or oil tor lllumlnatiOC or b•at1ng purpose• 
excnpt vh1111 uood in dvelllngo. 
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:SRITISF. PURCHASE 'rAX 

Divisi on of T~x Reoo•roh 
Treasury Department, \ft~ th1ngt.on , D. 0. 

Ju.,e 18, l 94J 
at revised October 9, 194J 

------
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Britioh Purohaoo Tax 
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IV. Administrative pr oblems ••••••••••••••••••••••••••• 12 -
A· Deter mination or oalea at who1eaalo ••••••••••• 12 -
a. noteroination of cooda aubjoot to tax ••••••••• 13 
c. Determdnation of wholesale valuo ••••••• ••••••• 13 -

• 
v. lnoidence and ta~ burden •••••••••·•••••••••······· 14 -

A. Shifting to tho retailer •••••••••••••••••••••• 14 • 
Ilo S.'liftiDG to oonaur.ert. o , , • • •••••••••• o o • • ••••• 15 
c. P)--rwutns •••••.•..••.•. •..••••........ ••..... 1s .. 
!). nultiplc te.xation •••••••.•••••••• 0 •• 0 ••••••••• 16 
B. T•x burden ••••••• ,, •••• • •••••••••••••••••••••• 16 • 
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!ritiob ?urcbaoe ?~x 

I . Introduction 

, A. Origin 

In April 194o, Sir John Simon, thon Chnne•llor of the 
lxch~nu~r. in hie budg~t measag~ to th~ Houe~, r~co~endAd thP. 
ftlt~blilb=~nt Of. tax ~ntir~l~ D~V tO !nclita 8~Ar1~C~-- a 
1~ vblch h~ call•d thA ~urehate tax. x.~~ntially t bil propoaal 
vat a fora of eal ~• ~. ~·ed at th~ vholetAle l~•el . on a 
v14A ra~ of ~ac1!1~4 cocoodltl~a. at unttorc rat~. Bove•qr. 
at th~ tie~. no aoeclfic rr.t4 va& r~co~nded. !h~ purpo1e1 of 
tho leyY, ao outlin~d ~ Sicon, vor• (1) to add to GoY•rno•nt 
r'"'~nue a.rul (2) to check cona=.•r apen41n& AI a c•I'A• of l&I$ P.tl.i.tlg 

1nnat1on dang•ra. 

The vholftaale ·lP.Vel vas choaen in pr4f~r~nca to th~ r~tail 
l • • •l In th• b~ll •f tbnt tho lattor 1 voult involv• tho r •eording 
of and accounting for an enormoua n~b~r ot tr&ntftCtiona, many of 
them Yfll ry fUMll, and vould int·u£.,r e in m.an,y WC\Yt w1 th thft 
ordinary ocrrying on of buay r~tail trnde.• !J A g~n~ral turnov~r 
tax waa r~J ec tftd bec&uee of th~ un~oual nu=b~r ot saln• a~ong 
varioue bueinAee organization• and 1nduatriftl in tha trantf~r of 
goods f rom point of initial ~reduction to final ua~r• and consumers. 
Uo p&rtlcular ment ion wa.e given to a canutaotur<~~r t' enlea t a.x in 
41aoueaione by the House of Co~o~a. 

B. Onno ~it1on and r evielon 

•~rr cona1d~rabl4 09position d~valop~ iaaediat~ly upon th~ 
pr~e~t~tion of th~ a~tt1on. The c~t"r ot th~ oppo~t tion vas 
tho Labor groilp in th.4 l!ouu of Co...ono. OppooHion vaa baso4 
prtcartly on the inolueion of D4a1 neceaeiti~e, euch •• olotbln£. 
t1n-.vmt)t\th'tt.1o cor:u:s~nt alec C8JM fro• otb1r eou.ro-.e. f .. h•~,;~;'ii[.,C 
Jconomiet, t or ~sample . cbaraot~ris~d th1 propoeal AI 1; 
fl<nd in.r.eni oue, but oa.intainttd that th"' relaUv•l.y t.li1All ~old 
not Juotltr th• auppooodl~ oxtr~• adainiotrati•• dlfflcultl••· 
Oth~r• attack~d th~ nro~aal ae a tax m"'a'ur~ thnt would nid 1n­
tln tlon rn thor than ,;,b•ck it. 

!/ Houo• ot Common• Porliamontarr Dnbat•• · 36o•75. April 23, l94o 
(Sir John Simon). 
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Jarly in July 1940 the proposal was outaitted in bill fora 
without details as to rata schedule or data of comencoJ:~<>nt out 
"L~h a list of e::em,?tions. r'eur of Labor oppodtion caused' post­
oonelliOnt or consideration of the bill and subsoquontly the bill 
"00 t:it:.hdrawn . The new Chancellor, Sir Kingaloy '11ood, however, 
rov:Lsed the proposal and resubmitted it as a part of the oup'>l e­
l'len~aey budget on July 23, 1940, Tho bode nodificntion 11as the 
ro;>lacement o! the unifom rate principle by a dif!orential rate 
schedule, tho rates being lpwer M "neceseitloe" than on "luxuries . • 
TM basic rate in the new bill was 33-1/3 percent, m t:l a reduced 
rate o! 16-2/J :>ercent on certain arti cle• conoidered to be virtual 
nocosoitios . 

C, !nact"""t and introduction 

SUbstitution of the di!!erential rate schedule !or the unifom 
rate eliiUnated cost of the ef fective opposition and the bill was 
onacted in Auo;uat 1940, The Treasiiey, after conducting the regis­
t ration of t~ose subject to tlle law, sst tho effective date as 
October 211 1940. In general, the tal': was introduced Without serious 
adniniatrative difficulty desyito cney r:d.sgiv:Ln~s .· Duo to the 
lo·>oe in tir.~e betTie en its adootion and tho date it becar.>c eftecti ve, 
howover, a large amount of fornaro b<zyinc was done in order to avoid 
tho tal;, Jj \Tholesalers woro not S)'lll.'athetic to the leV)', Tho 
Association of British Chambers of Come reo ur(!Cd revision to 
pt·ovide collection from tho retailer, Tho Trades Union Conr,ress 
sour;ht OXDo;>tion of additional "essentials," especially clothing. 
In addition, claiO$ that the tnx letl to ' ro!Hoerin~ were occasionally 
raised. · 

D. llodifications 

In order .to lesae:1 tl-.e burden o! the 9'Jrchase tax on the low­
incoce (lrott;)S, further .e;:e~ions we,... aade durinr. 1942 a.'><! 1'=43. 
'1':le Fl.nance Act of 1942 provided for the a.~eqltion of utility clothing 
and, later in the year Trea.•ury orders further e::eE;~ted utillt:; 
boots, utility shoes, ;,d utility furniture. The Fl.nance Act of 1943 
also exempted all utility cloth as well as textile articles of a kind 
used for domestic ,;>UMoses soft fumishin~rS, and haberdashery, ro 
Make up part o! the ,.;,venu~ lost fron thoso o:cemotions and to dl-•­
courage conoumar ex,enditures on lUX\,rlcs , a nur.'l!ler of articles 
formorly taxed at 33-1/ 3 percent were placed in a new 66-2/3 percent 
rate sroup in 1942 and subsequently raised to 100 percent in 1943. 

i/ F'on<ard b\zyinc was not a pro'>len whon t~10 hiJ;hn rates of 66...:.Z/3 
POI'Cent and 100 percent were introduced in 1'142 and 1<;43 becau:J.e 
the n"" rates becaM effective i«lcdiatoly upon 1.~10 announcenent 
ot tho chnn!I<'s . 
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l. Prn•~nt poeltion of th~ tax 

Th• l!ri tioh apl"'&r to hAY> nee "llt •4 th• 1lW'ohl\a• tax In u~t 
~·cru~~ ot wPr paychology and ~1111ngn~•• to eAcrtfie~. 3ow~~~. 
th• direct i~cta of ~nr, including ou~atantial d•oronaoo In th• 
a~ondftrd of living, rationing, and ,rlce oontrole , nn~o dom inat~d 
th• l!ritioh econo~ to auoh an oxtont that th• purohna• tax nppar-
4ntly hAa be~n a r elat ively unt~ortAnt additionAl var factor ~itbftr 
In trad• or in tho l ifo of civillana. 

Although th• r~go of taxa~l• ~ooda Ia ~·at nnd th• rateo of 
tax er• hish. th• •xp•ct•d yl•ld in tho 194}-44 !local ~.ar ia 
onl;' t~.ooo .ooo, or About J.l p·uc4nt ot th~~t totr.l -.ntcttt'""ci ~..3 
r4V~~tnue, including cuetome r8celpta. Vitb t~ ~Xt4n~lon ot thP. 
nu=b'r of ex"tsotlona And t~ d•creae~ la th"t Yolua~~t of anlea of 
t r xabl' lteue, !/ t~ tax la 11~ .. 1~ to beco~ an ... ~n 1~•· algnifleant 
'Oilrt of th4 tax atructure. 

II . StructW'• 

Th, liability for th~ tax r~att on t~o•~ conc~rnt ~h1ch ar• 
r~rl1tnred undAr thA law. R~gletrnt1on 11 r~oulr~d of ~.1 monu­
t~ctur~re ond vho1~sa1era a&111ne tnxnbl~ r.oode in nmounte gr~at ~r 
thon b500 nor ~oar. gf ~ho !1gW"A wao orig!nftlly ~2,000 : tho re­
duction to !.500 we.a ,..,4~ in t;ov"'b'" of 1941 'b•cl\ua• of oo1l1'!)•tit1Y• 
dlff1o~lt1~• b~tw~~n r~giftt~red nnd nonr1citt~r~d f!rca. For 
~xtmpl~ , ln eo•~ caa~e amal1 who141Al~r• could nQt ~~v ~~ ! r AP. and 
thu" Md to edvanc-t th4 lilQn.,;r for tM tax until t h .. articl'!e w--r~ 
1014. vhll~ thqir l&rg•r comp~tltoro bo~t t P X !r~~ nnd ~nid 
tax onl:-- eft•r th, t1.m~~t of ~1,. I n othltr en• "'• • aM11 ma.nufr.cturAre 
&nin~d nA nd•&ntn~ oY~r th~ir coa,~tltore elnc~ tn~~ could •~11 
tex r r .e ... . boYiq :.Mlid t.ox onl..v uwo ut~~trlalo. ···h"'n tM a&urla.la 
v.,r ., of auch nrturf! ae a.ot to b' ta.abl+'~ at all . tM aM11 firoa 
.. ICAOAd t&X ~ntir~}y, 

j) for sx.&.npl., , in January and F.,brunry }04j thfl ..u~~ VftlUfl of 
~orte and trAv11 goode dqcr~a'd 17.) p,rc~nt in co~s1aon 
wlth tb'\ eam._ rnrlod in 1042. S1•1lnrly . tD.1•ll of Axp1nli•e 
Mrdvar " d..,crar.a"\d 10.8 ~.,ronnt . Th1 euppl)" of th'll -'' goode baa 
talll'ln eo ~IU\tlv t M.t th., total valuft of th~ aAlrtA Me drycrnt\t.'td 
1n •~1t~ of th~ inc~~s~ in th~ir pric~e ~u•~d by t hl't nurchna~ 
tnx. 

g) LAr,;"' r\ta1llre , Auch ae ,chain etor'1 o:11t~m• • ma.v olao "" r..,_ 
autr "d to ,.,giatll" tor ..,\LMOI<'tt of a.dm1niatrat1•·l con•<'lni·'lnc-1 
1n coll>oting tax . 
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TMro 118ro about 4o,ooo re«t otoro4 tlroo wbon tho o&eaptlon 

woo ~.OOV. 4Yalla'ble laform&tlon dooo not yot ln4lcato the 
nwobor of additional rogiotr&nto conoequent to tbe 4ecreaoo In 
exemption to ~500. 

Oolloctione are .ad& on a monthly baoio . . 
ll. '1'aJ< baoo and ta. :ra teo 

1. Tax baoo 

The tax appliea normally to tbo ooloo price ot opocltiecl cooda 
aold by vboleaalera and maoutacturert to retalltrt for resale or 
to &AJOne tor f1Qal uae or eont\lllptlon . 'De•1ation troa thh &eneral 
principle Ia to 'bo found in certain lnotanceo; 

a. s. .. larco reta!lon are ropotared and tbuo 
ona'blecl to b..,. tu free. 'i'&x appanntly applioo vbon 
tbe coo4• are t ransferred to the rotall w>ltt. 

b . Geode lapcrte4 Into the country for uu ot 
the t=por ter are t ... ed at time of Importation, 

The tax normally doea not apply to oalu of articloa vhlcb 
n..re to bo retold at wholesale. nor to aalet ot' mat·tri&l• u.eed in 
further manufacture. The ta. doeo not apply to uood morcb&ndioe, 
~then recorda are properly kept, unlou their repair and recon­
ditioning bao made them virtually nov artiolee. 

2. Ta.able goode and tu ratoo 

'l'be tax applioo only to oaloo of COodl opaci!iecl In the Act 
•• taxable rathor tben to ool" of all coo4o oxcept thou opecitlcally 
oxoQtod, ao !a true 1n tbe caoo of the Auatrol lan vholooolo oolea 
tax I.Dd tbe O&madian !IAAutacturero' ooloo tu. '!'be taxablo artleloo 
oro l!otod In p l\erol P'OuP• of related eOCDo41Uee. Ao !odleotecl 
in tho attached table, tbe coYor&&' 1a YOr)' broad; only a l!.eltecl 
cu.btr of clAtttt of ea.ao41tiea, aucb aa too4. are not eectioned 
e.t oll. So!ao ltoco falling vlthin tho taxable claoooo are opec!fl­
cally exoOQ>tecl. 

At preeent , there are three re.teo. The baolc rate ot 33-l/3 
percent e.ppli eo to art icle• conoldere4 to be neither oemi-nocoooltioo 
nor ob•1oue luxur1ee. .A. 1econd gro~ of Mticle•. COr\tldered t·o 
be •lrtual necue!tioo, 1a taxed at a reduced rata ot 16-2/J percent. 
Tho maximum rate ot 100 percent, Introduced In tho A~rll 1943 re­
Yitlon of the tax, applieo to articlat conoldored to be luxurloo. 
'l'he tollo.,lna tabl e indicataa tho taxable sroupo. the pr!Aclpal 
lteao oubJoot to tho reduced,boalc , and ..,.lou. ratoo, and thO 
artlclu opooitically """"'!>ted. All artlcl•• not tolling vithln 
All¥ of the l!oted crouP• are not oubJeet to tho t ax. 
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N ~ 5· 
Cl&eaea of goode aubJect t.o purchaaf' to.x; P>oda subject to •u:l "'\11t• baalc and r educed r e.t .ea; 

and gooda ln the taxable elas~•• speciflcall¥ es~aote4 

l. O&J'IMnta and 
footwear 

Prlnctp 1 t • a 
oubj eet t.o 

earluc r•t• 
(1~) 

2. Cloth and other Articloe of oilk, 
tabrloa Yel•et , lace: ruga 

and carpate 

3· J'llro 

II. chi ..... are an4 
JIOtlOl')' 

5· GlaoPare 

6. l!'umHure 

~ fur articleo 

·Cut glaoo, claoo 
m'irrora 

(2) 
Prlnctpal lte • a 

subject to 
bade r ate 
(33-1/3,) 

Read.cear, gloTea, 
and pat.terna tor 
ael<in& "PJ)<U"Ol 

Xnpok, feathers, do~n, 
etc., linol~ end 
other f loor eoverlnge 

Arttclea used for 
do--.tle purpoaea, 

except aa specified 
in ool. 3 

Jrttelea uaed for 
domeettc purposes , 
except ae specified 
in col. } . 

Dooeatlc and office 
furnt ture 

(} l 
PrlnclO&i 1 t e-aa 

oubjec t to 
a tnl.u.. rat·• 

116-?/l<l 

Non-utility clcthln~. 
except chtldr6n'a 
clothinc 

Artlelea ueed. ln 
n"ir« and 
pr 8JlaraUon of 
food an4 drink 

Articleo uood in 
a~"ln& and. 
propo.r&Uon of 
food and drink 

(4) 

Prtnetpal tt,.aa 
ex•~rPted. 

Utili~ clothi~, 
ehtldren'a clotht~. 
uttlt t7 ahoea .-nd 
boots , utility h•b•~ 
daah«"ry 

Utili~ toxtilo articloo of 
& kind uaed for 4o•e•-
t1c purpo~ee, aoft 
fumhhin~o and 
tr&TOl ruio; Uti lity 
cloth 

Utility dom•stic 
1'\lrnl ture: hoR1 tal 
furniture: barb~r, 
d f"nUat, end t,h.e~\t,.r 

c hP tre; achool t u rnt-
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~ 6. 
Cluaea of &eo4a subJect to pu.rch.Ne tax; cooda subJect to DaZiaua . baale and. red\aced r atee; 

Md goodo tn U.. tuable cl&aaea op•otttctall.J' OPliJlt~ 

7. Heating, cooktnc 
and 11gb t1 DC 
6pp11MC81 

s. euue.,. 

9- Hardoonre and 
tvne17 

10. ~ 

11. Caccraa Md. 
photogTaphtc 
supplie u 

(1) 
Principal lteao 

· .ubJect to 
IIUit!I'WII r& t 8 

(100$) 

Hair tro.rlng end 
d7eing mach1neo 

Electric ras.ora 

Carden :f'urni ture 
and ornaments 

All lea ther 
lug&~e, walleta 
and puraea 

All except thoao 
OX('Itnpt 

COD Uwed. - 2 

(2) (J) 
Princ ipal lte•a Pr tne tpe:l 1 tee a 

oubject to 
bade rate 

~ oub J•c t to 

(J}-1/}fl 

Doeeattc and deeoT<B­
ttve ltgbttng fix: 
ture1, d.oeeatlo cook­
inc and hoa t1nc · 
oppltenceo 

J.rt.tclca aut table for 
4oeea tic or peraonel 
llH 

Lawn mowera. garden 
rollere: artielea 
uee4 for domestic 
or oflic~ puzpoaca9 
except thoae apecl­
tted 1n colo. 3 and .. 

mlnliNII rat e 
(16-2/J<l 

!n.....,llod 
hollow ware for 
doMoUc Pllr­
polla 

(II) 

Prlnc11)al 1 tf'ea 
oxenrpted 

Minert' laapa. hurricane 
l..ampa . ah1-pt 1 lantGrae 

Xnt fta for tra4e•en • a use 
and for ., .. in 1DACh1neJ7; 

. ~~o ..... -,. and 
~n obeuo 

Houo•bold broo•• and 
bruob01: bll!lden 1 
heNo>IU't .,d fixtures: 
fal'IMrt 1 P4 artieana' 
tooh 

Cardboard and l'&l>"r boxeo: 
l01Wldr7 and tra4e-n'o 
b ... lmto 

Artlcl,e ue~d tor industriA~ 
purpoeoe 
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t. 
Claeee3 oL gooda aubJect to purchaae tu; goode eubJoet to u.xiDUt, baetc and reduced. ratea; 

and coo4o l..o t he t axable claueo opec!J1callJ exempt ed 

taxable croup 

l2. lluoical inotru­
IMUlte aDd 
aupplloa; 
radioa and 
"'"""'phonoo 

l), Clool<o and 
watchoe; part, a 
IJl4 acceaao:rtea 

14. ~OJ•· caae•. 
oporttnc 40ada 
a.od QUaltlC 

oqui~\ 

: 
(l) 

hi.actr.! 1 t,•• 
mb act t o 

aar1a1• rate 
(1~) 

All except tboeo 
opec1!1ad in 
col. 2 and II 

a.rtic.loa ~~ado 
wGll7 or part -
11 ot platl..oWR, 
gold, a11Yer or 
40ld plate 

15. Jevtl'7 and w- All JevelJ7 a.od 
tation J8'YelJ7, W taU on 
,eoDi-preciou.a Jevelrr, e t c. 
otooeo._articoleo 
of l'fOTz , etc. 

16. Or na .. ntal nnd 
tanc7 houeehold 
&ooda , amokera 1 

reCLuiaitea 

Articleo ouit able 
tor domestic or 
])Oraonol uao ; 
artificial 
flovor a; photo­
graphic fraMe 
and o.lbuma 

Continued-} 

(2) 
Prl..oeipal it""s 

oubJect tj 
ba'l'llc rat 
(}}-1/~) 

Vlrtleaa reeei•ing 
of 4oaeat1c or 
portable tnos 

All othera 

All i teu ncept 
tboae exe:cpt 

Art ie1eo made of 
celluloid. bake­
lite or other 
pl.aetica ; lltih­
t~aJI , pipeo and 
other tzokera ' 

( ) 
Principal iteao 

oubJocot t o 
al..o,.,. rat e 

(1&-2/J!) 

(II) 

Prl..ocipal it ... o 
exe!apted 

Gra.mo:chonea and 
r eeol"'Cla for the blind; 
tranemitt ln& eet e 

Stop vatcbe a, time 
ClCCQ 

l i r ....,rb; pa.l..o~iDC 
and ~raeinc 'beoka 

Speeial l•ed ehurch 
ornaaent a when not 
made of precious 
atone• or metals 

Glasa framaa; wreathe; 
mechanical l i gbtore 
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Claaaee ot goode tubJect to purchaae tu; gooda eubjeet to II&Xiala, baalc and reduced rAtea; 
Wld goodo 1A the taxable claoaeo opecitie&ll¥ uupud 

~uablo gTOilp 

l 
Principal it_. 

subJect to 
•xt.em rat• 

(lOO)f) 

17. ! ollat artlelaa All except ao 
specified 1A 
col. 2 

18. Pertumoa, toilet All ueept u 
preparation• op~elfied 1A 

. and ooop cola. 2 1111cl II 

19. Draco 

( 

20. Office •chluoey 

21. Stationery aup-
pUeo, creetiA-; 
c.a.r4.a. Uarles. ealca'-a ra, 
picture poot ear<io . paper 
u t tolea 

22. Pictures , buata , 'lhoae produced 
ttgu.rea, Vtll88 1A quo.ntlty f or 

ge.nornl 'alo 

Coatitmed-4 

2 
l'rl•clpal 1tu. 

.W.Ject to 
baaic rate 
(}J- l/3'/>) 

Bruahea .- coeba. 
ocieeora, razors , 
etc. , except vhen 
'"PPlled as J>~>rt 
ut o. oet 

Toilet Roap , ~mpoo. 
ahavta& crQaQ, eoutb 
vaah. eye lotiona, 
o.nt1 S<lptl ca 

.t.ll lt•o 

.t.ll oxc~ thooe 
UOIIpt 

( 
Pr-tnClJ*l tt .. e 

wbJoct t o 
al.AJtllla rat.e 

( JJ,.. 2/ J'i>) 

All ez cept thoae 
exeJOpt 

(4 

Principal itoao 
exocpted 

Houehold aoapa 

~ooeotlal druga of 
a nry eoatl.7 
c.h8ractor 

Drewi=c, graph and 
t ract .Q& paper: 
wra:ppiJ:IC pdper; 
en~elopaa used as 
cort.ainore 

Scientific aocl d iopla;r 
model a 

s. 
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Cla•••• ot cooda subject to pu.rchoeo tu:; good& subJect to ma.~:imwa, bade a11d reduced rettee; 9. 
an4 goode 1A t b.o to.ml>1e clus .. opeci.ficallT uoJOpUcl 

2}. l'eb.lc1eo 

(1) 
PriAclpal. l UDO 

oul>Ject to 
a,rlDl..l:l r4tO 

(l.OO'JO) 

Coo U.nuod -5 

.(2) 
Prlnclpal. 1te::s 

oul>Ject to 
b4s1c rnte 
(JJ-1/3;1.) 

All except tho•• 
OXOIOpt 

(3) 
Pn.>clpo1 1Uco 

oul>Jtot t o 
Dtolaam roto 

(16-2/J)o) 

(4) 

Prlllclpal. Ue::to 
exe;:Jpt·e4. 

h.aoa, 'trolleY•• 
ambulnocaa. f1re 
on&i.nea; mltcol­
lanaoue a«r1<Nl­
turtll ana. 
industrial vahicloa 
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) , Exemptions 

a , Goods not falling 'I'd thin the c0111pa .. ot the taxable groups 
oro exempt, Tho principal groups of goods thus excluded consis t 0 r1 

(1) Thoee consi dered to ~ absolute noeeasities, 
including food, coal, and uti lity aorvicea , 

(2) Thoee alread,y bearing hJ.&h taxos, euch as 
gasoli.no, tobacco, and drinJ<e , 

(3) )!oat in<batrial ..ach1nery end equipment, and 
material• • 

b. '"ithin the general gr oups or taxable cooda 110:18 specific 
articlee are exempted by provision of tho echodule o! tho Act or 
by ~iniatrative reculation, (See eTemples in the table . ) 

c. sales of goods by rogistcrod ..anutacturcra or wholesalers 
to rogiatcrod ~lesaler~ for reaalo, or to manufacturers a& 
material• tor turther manufacture arn not taxable, 

d, Aleo exempted are goods sold for export by registered 
manufacturers and ~holesalers, T~n goods are exported after tax 
has boon paid, a rebate is all01Ved eul:\j oct to certain conditions, 

e. Sales by tr.anufacturers or wholesalers ll'hoe e total sales 
of taxable goode are less thon 1600 per year oro exempted, 

t . Purchoees by certain .,overnment departOtenta h-om regis­
tered .. ue,.,. a re not taxable. In arldition, roautered contractors 
and subcontrac tors who are the a~;ents o! regietered contractors 
engaged directly in supplying such departc-.nts '6' Y purchase tax 
f'roe otherwi.ae taxab\~ articles . )IOfoever, unre~latered contractors 
are not extended this privil•3"· !I 

The Cor.lllliasioners have po .. -er to deteraine .mother particular 
articles ere toxabl.e or not. Alrellty several liets of taxeble and 
exe~ goode hove baen issued to leesen tho number of queotiDns 
and the 81110Unt of uncertainty respecting individual items . These 
Uote become effective it not rejected by the Houce ot Commons 
'lll.thin t wenty-eight days after issue, 

V In tho awardinR of contracts, . however, the doportments attempt 
to adjust the bid prices of tax-paying contractor• tor purposes 
or equity, 
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1.. Valuation 

Tho tax is intended to apply to the 'llholesale oelling price of 
taxablo goods. "'hen goods are sold by 'l'llloleaalero to independent 
retntle rs 1 the actual s ale pr ice is used for tax purpooes , •'lhen 
goods are transferred without sal e, or the Treaoury believes that 
the price is not a normal one, t he Comm1soioners can determine t he 
proper price for t ax purposes , For example, When a rotai1 s t ore i s 
controlled by a Clanufacturer , the pri ce at which goods are sol d by 
tho manufacturer 'to t he ret ail s t ore may bo tar below tho nonnal 
llholoaalo price, end t he price must be reieed tor tax purposes to 
prevent ovuion, In case of dispute, a refereo selected by the 
Chancellor renders a decision, which is final, 

ni. Yield 

The oril:inal estimte ot annual yisld at the tl..lloe the revised 
~~earure was proposed 1n July of 1940 was L11010001 000. For the 
r-ininc tin 1110nthe ·of the 1940-.41 fiscal year tbe ;rield was 
eat1aated at !.4010001 000, Due, 1n part at least, to forward buy­
ing, the actual yield clur1ng thio period wao only about &.26,000, 000, 

The folloWing table shellS t he yield o! tho purchase taY. 1n re­
lation to tho yield ,of other British taxes for tho j118rs 1941, 1942 
and 1943. 

Fiscal year 

lCI~ 
1941-42 
1942-43 
1943-44 

: Total 1 Tot al 1 Purohuo tox as 
Purchaee:excisee: receipts1 percent of -

tax : and 1 tr001 1 Excise : Total 
! Customs' ta.xee s and t receipts 

{..Uliona of pounds ) :CuatOOis :!roe taxes 

26, 2 !I 
98.5 

110. 5 
90.0 

529. 0 
'104.0 
884.8 
9?5. 5 

1, 35'3. 8 
1,962.0 
2, 482. 6 
2, 873. 5 

5. 0 
14. 0 
12. 5 
9. 2 

1.9 
5. 0 
4.5 
3. 1 

Source: Jo'1nancial statementt of 1941-42, 19102-.43, and 1943-1.4. 

!I Receipto are t or November 1941 throuah !larch 1942• 

It would seem from the ' yield or the purchoeo tax that it 18 
not too si.gnificmt a pa.rt of the tax a tructuro . Either the 
tobacco or liquor ell t i es, for exampl e, returns o larger yiel d than 
the purchase tax, 
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The ••t1m4ted yield o! the tax for the fiscal year 1943-44 
of wo,ooo,ooo, • !"eduction fl"oo tm yield or tho previous Y"ar, 
is duo to a further i ncreaoe in the sc3rcity of taxable articles 
and ~o the increased number of tax-exempt articles , 

IV. Adm1.niatrat1ve problems 

Tho introduction of a general sale~ tax into the tax ayste:n 
of any country neceesarily requires increase in administrative 
personnel and orestes administrative problems 'IIIIich require soluti on. 
In the caM of the British purchase tax, the poaition of the 
chartered accountants and certain factors ar1a1ns out of the ""r 
situation apperontly have lessened the nw:1ber and aerioueness of 
these problems . The chartered accountants in Great Britain co•.sider 
the= elves to be servants of the govern:>Ont as ..., U a.. agents ot 
tho !ina eaploy1ng thi'C. Accordingly, their 110rk increases greatly 
the &liOunt or taxpayer cooperation. The very serious ""r situation 
appnrently haa rreatly increased the 'ld.llinsness or taxpayers to 
cooperate with tho C"""'iss1oners 1n tho desire to avoid controoersy 
and lltication with re&ard to interpretation o! the tax. Tho scarcity 
of gonds, the bombints or stores and houses, and the limitations 
on transport are probler.~s ao much more impol"tant than tochnicali ties 
of tho puroha~e tax that possible controversies which in peacetime 
Ylould attract serious attention are now largely !oreotten. Extensive 
prioo fixing and the limitations on travel of 1ndividuslo have 
served to liroit pri co competition and t o lesson the significance 
of such oompotitin inequalities os may be created by too tax, 
Finally, standardization and pri ce and lllll.rgin controls in themselves 
tend to eimpli!y administr ative deterlld.nations recpeoM.ng tax base. 

Although tho foregoing factors have facilitated the introduc­
tion and operation or the new tax, tho bosic &dc.inistrative problem 
outlined below remin. 

A, Determination of sales at 'llholenale 

The baoic principle is that oo1y sales by regiltercd !ims 
(wholesalers and r..anu!acturers) to unregisterocl 1'1rfAa lre'ta1lers) 
are taxable. But 'lihUe in general this princ\ple is aatia!actory, 
it 1a not w1 thout qualification. iilo types or tranAct1ons re­
quire e•coption rro~ t he general rule : 

1 , Sales by roP.istered firma to other registered limo tor 
use by tho buyer are subject to tax. Tho admin istrative provisions 
designed to ini!Urs thl.s i .nclusion require that buyers must show at 
time or purclueo t hat gOods are bein~ bought for r esale or for use 
as r.lOteri al.o for m10111facture; othend.oo tho tax is applied, 

263 

Regraded Unclassified



- 1;; -

2. Tr~tferl or 'ood~ to r etail atore a orted and operated by 
~ol~tal6r~ or ~~nuraoturers are taxed at tho ·tine of transfer of 
~oodc to the rotsil unit, oven. thou~ th&l'O iG no bona fide so.lo , 
In o•·~or to avoid plaolng at ~ oorpotitlvo diea~vantogo th• indopon­
dfJt;.t roto.ilor:t who must supply tho wor l:inp; on?1 ta.l to cover the tc..x . 

D. Determination of &Oodo aubjoot to t ax 
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Tho lnw .,.eifiofJ the t;enor1c olO.OfiOI ot soode aubjeot to the 
lovy . conaoquently, it haa been neooeaary for the ~o~asioners to 
hauo dota11od lists enmnorat1n& exactl)' which article~ within tho 
olaaaeo are eu~jeot to tax and which are exenpt . For exam)lo , watch 
fobc 6TO lidted &I ineludeJ in the "olook" ol&GI &Ubjoct to the lOyYI 
t1ae olookt to z-ecord arr ival t..nJ·dopartu.re of enployo~ta are not . 
sone ot the ro~ulatlons are very detailed. For dru~o and oedicines, 
about $00 1tcas aro specified ~• cxocpt . !n co=o caae,, ex~lon 
11 controlled by the inton~ed u~e of tho artlolo. ~u~ . fishins 
net1 to be uaod tor eo~rolal flehl~: are exo~tJ those to be used 
tor tpor t aro taxed . 

The principal di~ficulti~;r;~tod by the problem of determin­
ln~ t axo.ble good a a.r o: 

1 . ThtJ tlm& re11uired for ·e·du1n1 t,trat1vo deo1a1ons . 

2. Tho o.r1;-itr4.ry Jietlnctiona thnt mut t bo draxm between 
olootily J•e le.tod goods at the srunt1 tine th6Lt a.tt.onpto oro bc.in~ :nt~.de 
to avoid oo~potltive disturbances in induat ry. 

3. Tho ~oertalntr as to ~nether aptoiflc article' are taxable 
or oxo~t Qnd the dlffio\Uty to taxpa~ora in koepin~ t rack of goods 
au"Jjeot to c:.trfcrent rates ot t u t..n :\ Goode exo-,t . 

c. I)Oton:dnatlon or wholeiOle valu•_ 

The l a·• epeoitloa Woleso.le va.luo •• the tax ettAaure. H~over , 
T&T:'h',.. lluainess practices int r oduce diff1oult1ea 1n re;ard to the 
t..tmin1etrat1vc det erminat i ons ot"' proper l."'holeeo.le value. 

1. In tho C0.$0 or t ransfer Tfit~\OUt ee.le , the prO!)Or wholeaale 
••lea value nust be deterQined . oatorrninat1on or tax ~asuro in 
th1a 0(\80 is not ditficult 't!hen o.rticloa are stande.r<Uzed or 'When 
elmllar coodo oro actuAlly r.ellin~ at ~moloeato . Jf thQ60 oondJtiona 
~o not obtain , tho dotomln>tlons o.ro dUt1oult . 

2. In tho oa•o of 3alos t o rot•i l ou ~lote controlled by 
re~ieterod wholesalers and !:tanu!ttotu.rora , t he prioe.t my not reprc· 
cent true wholoealo v~lue . Accordingly, odjuat~ont s are necessary. 
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). In the case of sales by registered wholcsolera or Jr.anU­
l'octurera direetl,v to coosm<Ors , tho sole price may be at the 
retail lewl rather than the W.olesol.e level. To use tho actual 
price 1n 101ch a case liDuld impoee undle tax burden. The attempt 
1a mode to adjuot the retail price to the customary wholesale price 
for ~he same good~. '!hen thi s ktnd of deto1111ination is impractical, 
a pe roontag<~ figure eq.>el to cuetomary retail .,. rk-up is subtract ed. 

4. Even in the caae of arm•s-l eflith oalea to retailers adjuet­
mnt ot ealos prices is otten neceaaary. This is true 1n the cases 
o£: 

• · Soles bv register e<l manutacturora to retai lora 
or c-.orc1al users made at the same prices ot •h1ch 
oolos are aode to registered wboluolers. P.ere, the 
prices !or tax purposes , according to the regulations, !/ 
a>at be raised to the usual ~lesale-retoU soles lewl. 

b, Quantity diacount Jl"ices. OnusuollJ' high 
quontity discounts :a:r not be deducted for tax bose pur­
poa&a, although normal quanti ty discounts are deductible. 

o. Sales at cash discount. Ordinary oash discounts 
mo.r be daducted whether the buyer takes advantsse o! them 
or not.. · 

d. Salee at Jl"iOOs 'fbioh do 110t include delivery 
costa. Delivery expenses mw:t be oddad to the sales price 
for tax base purpoees, ..nether such charges aro included 
in the sales price or not, and whether the •eller actual),y 
delivers or not, In the latter case, ed.thcr a normal 
"delivered" price 1s u""d or an amount is a<l<lad equal to 
"nonul" delivery charges. 

V, Jnci<!enee and tax burden 

A, Shifting to the retal.lar 
• 

The levy no,....lly can be expectad to be peased on to the "'tailer 
immadiate),y by the addition of the amount or tho tox to the whole­
aoler•a price , There is no provision 1n the l ow which attenpts t o 
force thia th1ft1ng, but s i noe the tax constitute~ a aubetant:lll cost 
increase, the sellers camot. be expectad to absorb it in Whole or to 
any a'*>etantiol extent , 

'iJ Notice No. 79, l!orch 1941. 
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It is possible that i n sO'lle cases the t ox may cauae lose i n 
sales and seoondary readjustments in prices to offset hither coats 
and l O'Ker sales vol, .. e, But with the sit11ation one of wartime 
aearcity of goode, it is unlikely that the tax could be respor.aible 
tor additional seri<rus contraction in sales volll'lle. 

'!here is some opinion, however, that tho high luxury tax hea '-­
the etreet ot either forestalling , or absorbing abnot'lllal profits on 

luxury articles i n very short supply. llle reeaoning is that in the 
absence or rationing and etteotive price control, the prices or 
luxury articles would inevitably rise to ""at the llllrket would bear. 
ll\us, producers and distributors of the scarce goods would eake 

abnor"'al profits per unit o! aale. '!he l()O..percont lwnrry tax, 
however, tends t o absorb tho abnormal profi to since sellin& prices 
to consumers probably are no hi&her under the tax than they would 

be w1 thout it. 

B. Shi ft1ng to consu.'llers 

'!he retailer can no..,..lly be expect«~ to pass on to the 

consU!ller both the tax and any secondary price increase. IInder the 
law the ""olesaler is required t o show separately on the invoice 
to the retaile r the alllou.nt ot tax on eaoh t ransaction, eo that the 

retailer may himsel! add t he tax only to the retail pricee of tax-­
able goods . Failure to do thie would tend to defeat the intent of 

the law to tax onl v certain &oods . Although ditl\lsion or tax 
burden to untaxed goods i s ot1U possible with such provieiona, it 
b less likely than would ba tho case it the tax ware only indicated 
t o the retailer as a lump s um. '!he retailer aay quote the tax 
separat ely to the consumer but io not required to do so. In practice, 
retail prices apparently are quoted inclusive of tax. 

C. Pvl'a11iding 

Althouch the la• says nothi ng about the action or the retailer 
in regard to the tax, it was apparently the intent or the goverrcent 
not t o penllit retailers t o make their llllrgin on the tax. 'lho 
separate quotation provision woo designed in part to check euch 
pyramiding . In addition, immedi4tely a ftor tho tax we nt into opera­
tion the Central Price Regulation C<l!llr.litteo i s eued • regulation 
designed to prevent tho application of the old retail mark-vp pel'­
centages to the tax. '!be retailers ""re raqu.i red to lower their 
urk-up fi&ures on t he basis or a table supplied in the regulations . 
'!his table """ conatrueted in such a way that the new llllrk-up ncure 
applied to purchase price i ncluding tax would raise retail prices 
only by the OJnCunt of tho tax. 'lhus a retaile r !ormerly using 
• 20 percent mark-up must now use cne of 16 percent on goods subject 

to the 33-1/) percent rate, Woroeaent wae l ett to users and 
cons._rs ""o have the privile&• of reportin& pyrazaiding violations 

to local price control bcdiea. 
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However, the Comittee did authorize retailero to readjust 
mark-upe to oover higher cost frc:11 lowe r ealos vel'"• caused by 
tho tax. The need for this was indicated by the Secretary of the 
Retail Dlstr1.butors Aseociation at tho time t he t ax went into 
operation . Tho importance of tax-induced looa ln sales, however, 
ece111s to be remote under oresent 9rit1oh auppl v conditions . In 
peacetime , auch m&rl;:-up adjustments , under high tax ratee , could 
niee or1.cee ,oignificantly more then the amount ot the tax, 

D. )o\lltlple taxatiQn 

The int ent of the la" is to avoid 1Wltipl a tauUon. This 
la1'1!olY 1a occcnpUohed (a) by excludins !rcco the occpe or the tax 
such articles u industrial Mchinery and equipowont, (b) by ex""Pt­
ing •tariala tor :oanurac ture (that ia, utarialo wroug)lt in and 
attached to articles i .n t!lo process of manufacture) , and (c) by 
ex""Pting many articles used in cOilCerce and industry when they 
coco within tho ocope of the taxeble classes of goods. :iowever, 
office furniture, business machinery, and offico oupplies (with 
excoptiono) generally are taxed. To the extent, thoNtoro , that 
such artiol ee are taxed , the ce>sts of producoro on~ dhtributors 
arc increooed and t ho final sales pricos of ~axod and untaxed 
articles also tond to be i ncreased . The .xt .nt or the exemptions 
is so broad that multiple taxation unde r tho purchase tax appears 
to be rolatl voly unimportant . 

E. Tu burden 

&eeauso of the i nolusion of some neceasitiae, low-income groupe 
bear a e<~all portio" of the purchase tax burden . It oruat be re""'o­
bered, lloloever, that al.,.ost all of the articles and services that 
bulk large in low-inc...e budgets are excluded . Even before the 
ex""J)tion ot utility clothins, utility cloth, ut ility furniture 
and certain textile articl es, it waa est1Jooted by tho Treuury that 
80 percent Of total oonsu:z:ers' expenditures were Nde tor tax.-e:n••pt 
goods and services , with an additional l2 percent for articles sub­
ject to the 1~2/3 percent rate. According to an indapendent s tudy 
based on the 194J.-.42 law, the estimated burden ot the tax on a !am­
il;y or four varied fra;n about 2 p•rcent or eamed incC>118 tor those 
havine incomes or LlOO to 0 ,1 percent on ino""aa of 1,5(),000. Y 

Under present exemptions , a l arger percent age of consll!ller 
expenditures will be . made for tax-exempt goods . Voreover, with the 
further i ncrease in the tex to 100 percent on luxury articlee , 
a greater part or t he tax load prcbabl:r will be shifted to upper ' 
inco.'l\e coneUlflera . 

l G. Findlay Shirrna and L. Rosteo , '!he au on or Britioh Taxation, 
Cambridge, The University Press, 1943, Table 16, PP• 52-sj. 
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Go1111rmont oubsidies along wi tb price control ot food '!/ and 
other euential oOI!IIIodities have succeeded in ertectively atabilizine 
the coat of li vine at lbout 125 to 130 percent ot the prewar level. 
'Ill• bene1'1 ts accorded to the low-income groupe by this price 
stabilization polioy 111ust be recalled when conaiderine the burden, 
usually aliaht, 1mpoaed on them by the purchaoe tax . As a matter 
of fact , purchua tax collections in tho 1'1acal year 1942-43 are 
expected t o be only abO'~t half the cost of subsidy pa:lll\ents needed 
to stabilize prices . y 

. ' 

l Price control now covers ~tbout 90 percent of the food expenditures 
of the average housewife . y rn t~o April 1943 Finsncial Statement , Sir Kineeley Wood stated 
that tho coat ot tho subsidies was running about • 180 million per 
yen. 
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Tbe Australinn \lholeaale Sales TIIX 

I . Intrcduotion 

A, Oriain 

The Australien whol esale solos tax lfOS i ntroch.lce<l in 19:30, primari4' 
as a source o! •·evenue,to offset declines in cuetom.e receipts caused by 
the depression. Although excises on liquor, tobacco, and aasoli:le h:ld 
been 1mport:\nt s ources o! revenue !or ma.n;y yeBra, no aolea tax OOd 
previously been used in t re CO!:I:lOmre<ll.th, nnd ver1· little consideration 
hod been &~-von to t l'a possibility of the liSe or one . The le&!sl<ltion 
'"'s drcnm up ~ till govennent 'ftithout cooperc.tion ot the bueiness groups 
tint bec.lOO tl'a tc.~rs. !/ Almost itDOdi.:lto4' r.tter till tnx bec=.e 
etrecti ... , serious criticis::> arose, primri4' because ot dit!iculties 
arisint tro" o.<lal.nistrotive inter.>retationa or the Act , As uncert:U.nties 
tnvo been cloared II!> ~ legislative o.cendcents and adt11n1str:~t1ve rulings 
and os taxp~ra h:lve becoce accusto..ed to tho law, much of tbe criticise 
h:ls disappeared . 'l'he greatly increased seriousness of the 'l!l!r sitmtion 
conrrontinc Aus t r:Uia in till l ruot t><o yenrs app~n!ntly Ins quieted the 
criticism th:lt ciid reon!.n, but pcr l:<'.ps ccl.;y for the energ«~cy period, 

In contraat to the sit\Ultion in other countries, little opposition 
hos boon mMifestod by l:~bor groups . Tll<t oXOill)tion o! mD.ny necessities 
and tho D.djUDtMent of till bo.sic wage l evsl by the 1lO~o-t1xinc tribuncls 
to cover l'd.ellll r cost of living c:>used by t in tr.x woul<! see"' to hc.ve been 
responsible for nccepto.nce of the tax ~ lcbor aroupQ, 

a. Oevelopry:nt of rnte •t ructyre 

Tho rete otructure ms undercoro " nuober of •"-"'I&•• in the past; 
chMges illve been·mde nine ti.,.s in tho thirteen ;yeD.ra the l"" Ins been 
in opcrnticn , Prior to l'.ovecber 1940 all taxD.l>le tronsnctions wre 
subject to ~ untrom rate 'O!U.ch rancod no follows: 

19)0-19)1 •••••••••• •• ••• 2~~ 
1931-19)3 • •• ••••• • •••••• 6. 
19JJ-19J6 •••••• •••••• • •• s' 
1936-1938 • •••• • •• •••••• • I~ 
}9)8-lb;y 1940 •••••• • •••• 5% 
1/oy- llovembe.r 1940 ....... 8-l/'Jf. 

I 

Tho 101'1 in1 tinl rote wns found to ;yiold ~oo l1 ttlo revenue nnd was 
raised to 6 percent, 'l'he rote wa.. then grnduollt reduced to 4 percent in 
19)6 because o! tho improved finnneinl poeition of the ComomTo<llt h 
Govomnont . Tho incr.,.,,sos sinco 19)9 hnvo boon rode to provido more 
revonuc tor wa.r pw'Poses. 

Tho e.-rience of canada lTith a snleo tc.x \/Coa drorm upon in the 
eatD.Wsll:ent of the AustrcliM t"'"• 
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In Novr.ebor 1940 a three-rete systJ!C, 'l!ith mtoa o! S 10 ond 
lS porcont, """ 111troclucod to allow ooro rcv.muo to bo obt~ined !roc 
•luxurloa• 111 thout rclising the rota on othor ~a, espoc:1~ll.y oco:l.­
nccossitios, too honv11y en:i to chock consUJl1Ption or goods roqu1rl.~g 
resources noodod for war purposes . ln October of 19/,l, tho 1S-oorcent 
rlltO ',IM rcU~Od to 20 poroent , l n Jiay of l9G2, the 10-porccnt roto '11<10 
raiSed t o 12\1 porcant and t he 20-porcont rato to 2S porcont , The 5-por cant 
rnto R1'0\\P wos ol!.r.dnatod, }j ani most of tho nrtioloa r.ore trnnafor rod 
to tho oxoll\!)t cl.aeses , An Amcndmcmt to tho ~tl.onal Socurlty (Suonle­
Cll)ntnry) rlogulntions , offectivo July 21, 194), provided for n ?f-PCrcont 
r:>to of tnx on anloa of rr.t1onod clothing, linens, o.nd sof't 1\trnishinzs, 
Tho purpose ot this reduction 1n rotc wae to help l<Dop llv!.ns costs et 
tho April 194) 1ovcl , 

}j Thie group, lcnor.n "" tho •Second Sohodulo, • wu orontod 1.11 llovanbcr 
1940 out or olniSOS prcvio.1sl.y exempt . hon tlcl deto \DlUl October 
1941 th.' prlncipal olessee in th1a STOUP \101'01 

1 . l!1ni.llg ,.,chinoey nnd oquip1:0nt 
2, Irrl(lC.tion equipment 
) , Those toods not oxo'-"t 
4 , !!oat tu.nblo prl.ntod mttor 
s. M lding rntorl.elo 
6, IJost drugs, o:>dicinoe 1 ntd 

surg1col goods 
? • Scientific " td cduct.tiono.1 goode 

tor usc in achools 
a. c....,rcinl fishing oquipotOnt 

ln Octo :.Or' 1941, tho goovcrro>nt so"3ht to cl1ab1:>tc this rate group 
cntirol.}' nnd tronafor the cl:!aacs to tho bcul'ic rete croup, at tint tl..m 
aubjoct to " 10-pore<lftt rete, App<!.rontly u 11 result of politiccl. 
cocproa1.to, tho 5-pcrcci\t group \1<18 rot.cinod but "'ith r..ast of its ce&­
atituont !>Drla, JICIO))Jr: airdng w irrlr;:tion oqu1pcont, roods, printed 
mttor , e."lll building ::otcrl<U.a, l'OD(M)d, lloot of tho cl:!ascs t=fcrrod 
out of this eroup noro plc.cod 1n tho oosic rete sroup; 11 frr.r 1tm::3 (fan> 
pucp1ns oquip.-..nt end sccc surg1ccl. uppl1MOOS) r.oro o.~.otl>tod , In lloiY 1942, 
tho S percent group uas cJ.il'linll.tod ,nt irol.y, end Clll erl1c1cs r.hich hod 
rcllllinod in it af'tor tho 1941 chMCO• (d•"llll• atd IIO<licincs, scicnt1!'ic ani 
oducatl. on:>l coods, atd co"""rd,Cil !1sh1n c oqu1pr¥lnt) ucro oxetl>t ed, 
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In gcnorlll, tho usa of difforontiatod rotoa 11&$ boan dosif111cd to 
lesson tho rogrosrlvooess of the true by plMintl h:ltwior rntos on those 
nrticlos c~n.r3lly considered to ba lUX\lrios . 

II, St ructw 

A. Tgxptwors 

All 11nna t!Gkin& Scl<)S nt wholosr.le nrd all llll'.nu.!'hcturers ere 
rcquirod ey law to register, T:uc peymants nust bo IXldo by tho 
retlistorod fir,.., on o m<rlthly l>'si.o, "5::los nt llhol<.;so.lo" ~ro defined 
c.s sclos ey ono corclnnt to "-!!othor for purp~cs of roslllo by tho lo.ttor, 
c.rd aclos to ""'!ufncturc!'S of mtcrielo for uso in r.10nufncturin!!• 1J 
Tho t.om 11oonu.!'hcturor'1 is dcfi.nod very b"""'ly t o incll.de o.ll t1J>Os of 
process ors r.nd. c.ss~bl.crs :tS noll :ta oa.nutncturora in th0""\1SUt:.l scnso ot 
tho t om . Y Uoat peya>nts ere DOdo by t ho \lhol~olllo fims, since t iD 
ti'X docs not ordinmly r.tt.lch ct tho point of slllo by =atncturcr to 
wholoulor , ilotillers -,ho mko en:y wholc slllo S<ll.le e ro roquirod to 
register oven thour.h tley do cost of thoir businoee :.t tho rot-ill level , 

B. TDJCI\bl.o nood! e..ncl tO-";.! rotos 

In gonorol, tho tex is irltcndcd to npply to tho nholcsolo price of 
tar..,blo goods at tho point of the l ost nholosc.lo solo , Nol:"tl<llly thc. tax 
r.ttochos 11hon tho coocls e re sold by n Ytholosc.lor to n rot~lor, or by 
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n r.1.1nuft10tumr to e rotr.ilcr nhon tho n:mulb cturer sol.l• directly t o ro­
tnil stores , · .. hen a t.lo'nufeeturc r s<ll.lo directly to consurn:lt's or industrilll 
ard comn>rcinl usoro, tho ta>c nttnchos nt tho timo tho nonufncturor tro.n.s­
fors tho goode to his rotr.il outlots or,· rlhon thia is not dono, nt tho tioo 
of snlo . Tho tr.x o.ttnchos olso to the selo of ~oodt to nllolcsclors whon 
tho ll!.ttor intond to sell the !!Gods nt retail, end to solos nt rctnil by 
t:holosnlora o! :;oocl• ·,,ilich t'ION oriH.nelly purclnaod tor t ho purposo of 
snlo At uholuaolo, Oooda iq>ortcd into Awstt1>11A b7 rotoilors c.rd con­
sUDOrs a.ro Also su:,jact to tl'c tax. 

Tho tox docs not "P!>].y to sclcs o! r,oods Itt ren~cturors to ~lo­
aclora or othors intending to NSOll tho floodS et nholoselo, tc> $cl.cs a:do 
IV TJholoaolora to othor nholcselcrs, 'J/ to arlee b7 rot:.Uors o.f goods 
t:.xod nt " !' rovious sole, or to :scl.oo ot retoriols to bo wscd in co.nu­
feeturo, Tho intent is thnt tho true ll!'PlJ' only once to ney one good as 
it posaos throuab tho distriwtion chnnncls, 

i/ As irdioat od bolmt, not oJ.l l'lhol oatlo snlo a ere tCIXIlblo but, in 
gonornl, only thoeo ~i<~do t o rotnilo'rs nnd to finnl wsors , 

Y Prionry producers, such ns fen.lO rs nnd mining eonp"--lios, r:ould 
oleo bo subject ><oro it not !or tho !net thcl. thoir proclucts nrc 
OXOt'l)t, 

'J/ lhlloss tho purchnsor intends to resell tho r,ocxls :.t rotnU. 
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.Ul eoods }} are subject to tax unless 'Jli'C:11lcally e><~ted, y 
The present rate structure cmsista of throe ratea: a 25-'l>ercent rate 
applyina to a spec:U'!.ed group or luxuries and durable nec;,.s1t1ee 
a roduced nita o! ?!M>ercent appl yina to a aelect croup of r,.,tion~d 
goods, principally clothing and houoehold linens , and a 12?1--percent oosic 
rate D.fPJ.yin(l to all ether taxable artielse. Tl>l principal ~oods in­
cluded in each 1'8h group ~ indicated belO'If, 

1. Reduced rate croup 

The 7Hercent rate group consist. of rationed canuodities inclu1ed 
in the definition of coupon goods, J/ other than t:oods covered tv 8J1Y 
1teJ> in the Third Schedule to the Sales Tax, !./ 

The comodl. ties in the ~roup are: 

a, Clothing 
b , Piece coo:!• 
c , Household linens 
d . Soft ru:.,ishings 
e . Yama 

2, r.aie rate arOUD 

The 12!H>orcent crcup, 1:¥ far the r.oet important, includes all 
1toms nC!ither exempt nor spscifled in tho ?!l--or 25-percont r.roups , 

Jj Services are net taxable. 
Y Thia. toature ia in direct contrast to the British ;>U rchsse tax, 

under ""ich only those cooos specified as t&:alble are subject to 
the levy, The Australian salee tax is sunlar to the Canadian in 
thie re~rd . · 

J/ llationin~ Order !lo, 2?, The tera •ooupon soo<!a" """'" ouch 
reUonod goo:la as are spec1!1ed in the 1-irst Schodule, but does 
not inclUI!o tooc!a ot tho dcacrlpt.ions epoci!'lod in the Soeond 
Schoclule or bona fide secondhand coo:! a • 

!./ The Third Scheclulo cor.sists or those cCll'lllO<Iitiea subjoc~ to the 
25-peroont rate, 
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Tho principal c<Dtodities in tho group are 1 

a , Almost all industrial, o1.n1ng, and comorcial 
oquipment and machi.Q>ry l/ 

bo AutOIIIObl.les 1 t1 res 1 and accescor1os 
c, l!ost durable coosumption aocdo , such as 

.t'urn1ture Y 
d , Nonrctioncd clothing ('Hith very tow oxcoptions) 
o , Building 1!8ter1als 'JJ 
! , Taxablo foods and household articles , llo5t 

basic essential !coda are exo~q>t l food 
articles taxable incl. ude paat1:y 1 canne<l 
vocotablcs, canned a~, aaucoa, rali8hcs, 
dosoorts o! all types 1 cannod ""at , camod 
tiah, :md nunercua m:iscollanooua item !J 

8• A croat mey m:iocollanoO\III articlea not !lllling 
into :ley specified gt'Oup 

Tll1s group includes tho largest nurbar of seloa trenac.cticns , In 1940, 
bo!orc tho list ""s groat.l.y increased b)' tho transfe r of ita.s frm the 
olimi.nlltod 5-porcont group, 75 !'orcent or taxable sales "oro included i n 
tll1a group. 1'1guroa are not available for tho cw 1·cnt aitustion. 

, 
3, llirJJ r~to group 
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Tho 25-porcont roto group (TII1rd Sohodulo i n tho lavr) 1a cMposed of 
goods oonaidorod to bo lw.urios, or goods tho !'urcha:~o of vrhich can oasUy 
bo postponed, Tho principal classes oro: 

i/ 1!1n1ng oquipoont and cachinotr ...oro oxonpt tra:o 1932 to 1940 and 
aul>joct to o 5-1>oreont roto 1940..1941. Y Some ol cotrical appliances aro taxod at tho 25-1>orcont rnte, 

'J/ Thoso 1>:\d boon oxompt fer several years prior to 1940 and wore 
taxod at tho 5-porcont rate 1940..1941 . 

!./ Prior to 1940, almost all foods noro oxcr.pt , In 1940, tho oxompt 
class wae roducod somowhat b)' Jlil:l.l.r111ting oxomption or past ry, 
cMnod vogotablus, canned soup, saucos, cotfcc, cooOt\1 fruit 
juicoe, o.nd eono other 1tpm. TMso groups woro tnxod at first 
at 5 porcont; in 1941, they noro p)Acod in tho basic roto class , 
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n . J"""l iY ani fnncy r:oods 
b. Tlatehas nnd cl ocl:s 
c . Cos,.,tics anc:l "aron•s toilot c.rticlo s 
d. U:m 1s toilot articles 
o. Fancy emamootnl r:oods o! nll t;ypos 
I . Cutlory 
a. LUj!gago 
h. !.'usieal instl"UliXlnts ond ro~ os 
i . !lotion picture anc:l photogrnphio oquipo:>nt 
j . Furs - oxcopt rationed tur cormonta 
k . Sp<>rtins cquipm::mt, t <&<O and go100s 
1 . ~ and ieo ere"" 
" • Househol d electrical appliances 

(rc.fri:;orat.o,..., washina =aehincs, vacuua 
cleaners, lacps, otc. ) 

n. Office nach.inoe 
o. Oa:rdcn oquipocnt 
P• llon)r papar products 
'l• Coold.'\g and boating liPPliancce 
r . noor ocvorings 

It shruld bo noted that in t ho ptiSt ycnr pl'O®ction o! moat of too 
ortioloe in this eroup has been sto;>pad i n a rdor to !roo mL\torial and ccn 
!or lfor purposes . 

Co Exqrnti OilS 

1 . Ooods m>acifi.callV oxom>tcd 

ll o Cortoin basic nocossitias 

(l) 

(2) 
(3) 
(4) 

Spocl.ficd essential !ood4: V .br<lOd, !rcsh at<Jat 
and fish, dailY produete, dried vccct3blcs, 
dried anc:1 conn:<! 1'1\ll.ts sug;~r, nol.rulsos and 
jam, certain ccrcr.ls 

1 
iiour, nuts , tea, anc:l 

prepared be~ foods 'Y 
Dru&•, ooodicinos, anc:l eurgioal ::oocl• 21 
Fool, pOI'ror anc:l light 
Footwear 

217 

l om> items m. thin this group arc oT.ol:l)t only if produced in Auatrlllia. 
Y Frosh fruits c.nd vogotablos arc exempt boonuso they nrc primary 

products . 21 Frol'l 1940 to 1942 tho axoll\)t1on vras rcotrictod to pharmaceutical 
prop!lrotions and Ufc-11aving equipll"tlnt. Tho oxoq)tia> was greatlY 
broodonod in 1942. 

\ 
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b, A lin1ted n\llllber of COoda us.cl in proO.U:t ion 
consisting or, 

(l) 

m 
(5) 

(6) 

Agriculture]. oaclliner~, squiptn~nt c.nd supplies 
Comerc1al fishing lll4ch1ner y and•eQIIlpment 11 
Uaterio.ls for use in mki"'l exec1pt ~oal s Y 
lfondurnble aids to manufacture, for use tu un-
registered manutacturera, J1 aueh aa belt 
dressing, dyes, bloachinu powder 

Containers, other thon thoee which can be 
returned to the seller 

IJ¥1ustri~ fuel and po~~er 

These erticles are sxeopted in ordu to le•sen aultiple 
t!IX4tion. Ra<ewr, l.Muatrial. and c01:1:1Crc14l squ1pgent, 
GJ1d building 121tsrisls are taxable . It is dUficult to 
understand the dietinction dr""" bet>wten nomurable 
aids to Cllnufacture GJ1d dumble cepital equl.prent, o.s 
both enter into coat of production, 

c , lblprocessed primry :>raducta of Australian agriculture, 
cinl.ncr, loP,glng, and tl.ahins:. Import.c! primary products 
""" not ex~t v.hether thay are procoooad or not . 

The exell\)tion of this group is ll'.'de prim..'"ily for 
aclml.nistmtive reasons, llost or the p roducts nould not 
be t axed OJ'G'T"'Y• Some r10uld be exompt oe mterial.s for 
mo.nutocture (loge, ore, nool, cotton, wheat); othere as 
fuel (oool); others ca neceooary !oodo (fresh f ruit, 
vejletables, etc . ) . rv cxel:¢1ng thao directly •• prioary 
products much adminiotrative upenu oJ¥1 dilficulty 1o 
&'ll)idcd ; :yet little or no tax revenue 1• loot. I! t~.ese 
geode ""re not cxcq>t , roel.stmtion ot thCllao.nde ot ;,ddi­
ticcal. enterprises, incl~ 111111 tcrco, vould be 
nocess.ary. 

i/ Tax.cl at S percent 1940-1942. y Salas or motcrials which becoco peyeical ingl'Odionto of taxnble 
goode oro e::ompt because pu.-ch::eoro are allco1od to quota their 
roaietration cortHicntes, lllld tllua noid ~at; or tax, ·when 
~ng materials , J/ Thoeo ueod tv registered f1,.. aro exooptod tu quotation ot rogis-
tration cortificeto at tim ot aalo, as oxpleinDd bol01t, 
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d , Oooda sul>jec;t to heavy excisee: tob&cco, f1quor , 
and gaa<>ll.ne 

e , Goods of edueotional and ro~Giowo nature 

(2 Articles for uao in churohot 
(1~ Doolm nm per1od1cnle ' 

(J Cortal. n works or art 
(4 Certain art1oloe for usa in achocle and 

universities , such as sciontit1c inst~ 
monte and apparatus , 

f . Secondhand coods 

'!'hose are exer:vted to avoid •in1st rative 
di.tdculties , 

2, Goode soli! to goven=nt nl!!lnqioa , including mtoriala 
sold !or construction of pri vatc bullcii~s tor aanutccturo ot .,oc!a 
for '"'r purposes urdor soverr:m~nt contract, and mchlt\ory used !or 
t iD s&MO purp oao , 

) . Goods sold h~ rorl.sterod !!holoaglora and npnutncturera to 
othor rns1stcrod !irns nhcn t ho lattor au¢o thoir cortifieatoa of 
rofliatrotion , l'Xocption of theso transnctiona IDa tho otfoct •of ox­
eluding .!'rom tho tax nll ·.tholosnlo saloa 011do to these intondi~ to 
roeoll the goods nt 11hol osa1o, nni nll solos of mntoriols which be­
COllie peyeicol i ngredients of toxablo nrticloe . The lnn spocifice 
thnt cortit1011toa nro to be quot ed in tho follorting instances: 

a, Purcoosc or 1q>ort<lt1on by 11\11\U.I'llcturcre of l!'lltcriols 
to be used in, wrought into, or nttachod to goods 
bein;: produced, in such n tt~ ce to fan:> nn intogrol 
part of the goods , 

b, Purchase or !.r?portation tv mnu!'llcturore ot aida to 
~~~~~nutacturc. These articles oonaiet of nondurable 
&l>ods used in 41'0' w,y in production othe r thM ns 
actuol oatcrial. 

c, Purcllnsc or iq>ortation l>y \lholoaolore ot goods I.J>­
tcnclad to bo resold ot \lholooolo. 

Thceo enlos aro oxompted to nvoid multiple toxati en , Tho intent 1a 
that tho tox e!Dll llo a o1Jl3le....,tago lovy, and not a !o,.,. o! Jlllltiplo 
or turnover tox. " 
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4, Goods axportcd or sold for 91!!)0rt . Rotund can be obtained 1! 
tox hoe olroa<IY l>oan paid on tho goods , Tho )IXPOrtor con cot the refUnd 
" bother he hoe ectuelly paid tho t.ax to tho (;O'f<lriU!Ont or bns . l>orno it 
through hi(lhor purehnso price of goode l>ougl't , 'l'o io;>oac tho t.Gx upon 
axporte 11ould ploco Australian ca:noditioe nt a rolativo price dieadvantago 
in foroian acrkots end a:kc it more dittl.cult tor Australia to fJlintnin 
bor a>q>ort trodo, 
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s . Sal.oe by sm311 m .nui'ncturor.s 

o, 5.'1lea of goods manufncturod ard aold nt rctoJ.l qy fil'lllll 
havinG nnnual totol aAloa volumo ot loaa than '-?00. }j 

' b, &loa of goods mnnufaeturod by n poraon in ltls orm h¢mO 
1! sales vol\lllll is loss thnn '-SOO per ;ycor, 

e , &los of soods qy mnnufaeturora whoeo aoloa tnx nould 
a .... nt to loss than '-5 per )1H>r, 

Thoso CC<CIIIptions are mde priroril;y tqr ndm1nl.atrotive reasons, 

Tho oxtont of tho present CX<!l:l>ti ona is Cc:q>Ar4blo to tint or thl 
ori£1nol lw and is greatly restricted in eo~rison to tho cxoq>tion 
llat of tho period !ron 1936 to 1940, Tho oriain:ll 1811 axoq>ted on1,y 
prio:ccy products, tllel and powor, n . f<rrr bos1o foods, sales of goods for 
uso as cc.tcriala for mnutaeturo or for roaolo at 'ltholosolo, 83los to 
gavo,.,.,.,nt a~neiea, and aaloa tor o>port, As rocovocy !ron depression 
iaprovod thl financial position of t;ho govorllOI)nt, " '<1.clo rnnso of aoocl• 
nns ncldod , Tho . PrincipAl claaaoa wore: 

(l~ 

g~ 

(4) 

A grant many foods not previously oxanpt 
Drugs and mccl1c1nos 
llany goods usod in procluotion, oapecinll;y 
(n) Farm, mining, irriention , nne! fishing 

""'chinor;y and oqu1pDOnt 
(b) Mlcling 110tor1ola 
(e) Nondurable nida to mnu!ncturo 
F.cluc<1tional ard aeiontific articles, inc:lucl1ng 
booka and poriodioals 

B,y 1939, tho oxmptima had ~n iocro:uo«< to tho point tint onl,y 
ono-third ot oll soles tr:>na<lCtimo "oro subject to tnx, Y !lith tho 
coa.1nc ot tho war and tho grmtor ncod for rO'fOnuo and for roclueod 
poraonol cona\IIIPtiCII, tho ~ion ll.at '"" curtoJ.lod aubo+..:ontiolly, 
In 1940 and 1941, all cachinor;y (oxcopt th.:lt tor feno usc) and buUd1ng 
mo.torinla tlaro ~:&do taxable, tho list o£ oxeq>t foods curt,ilod acco­
uh.:lt, C>nd tho nurobor o! drugs <>nd I>Ocl1oinoa and ocluc,ticnol a..'>CI 
ociontific coocla oxo..,tod naa roduood vocy drosticoll;y, In ll!ly of 191.2, 
tho trond 11as rovorsod alightl,y "ben fl.ahing ..,_chin.>r:r, moat drugs, 

l/ "1,000 prior t o l94lo 
Y Dudfl9t Spooch, 1939-1940 
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aedicinet, nnd oure!c~ ~npliancea, and certain edu~tional and scientific 
gooda , tormeflf tRxed at 5 percent, were exe~ted entirely . The rate 
r eduction to 7t percent, in July 1943, on certain rationed articl es , in 
order to help maintain the APril 1943 level of living coots al so dev!~tco 
from the provloua trend. · 

D. llholoan.l•l vnlue 

The intent of the law ie that wholeoale IRlt o ~rice , ~t the yoint of 
aale t o the r t tailer. ehall be the price for· tn.x-W.ae t)!,lTl)Oeoa . When 
there it no actuAl Yholeaalo-to-rotail price or the oot~wl 'Oriee does not 
a~ear to the Cocoieaioner of Tr~tion to repraaent a normal price, the 
whole•~· price il doteroinod b~ t he co~iltiontr. 

Tht entir e ehnrce =ado to tho bu¥or in the tr.noaction is conoidered 
to b• tht price , evon thoUGh ao~e 1tena, aucb aa tre~t. C&1 be invoiced 
oeoora tel1 by the toller. Howe•er, only actual chars•• are Included . If 
tho «<od• l'rt told on an f .o.b. baoh, frei.IJht chorse• are not added . !lhh 
11 in contraat to the 3r1tiah purehaae tax, which roou1rea addition of 
dellYery c~r,ea evon thouth the aeller doea not dellvor. !rA AuatrP.lion 
method It oit.lJllor !roo on ~tdm1~11trative otandpolnt; t-'British aethod 11 
more oo~ltnble and l ese likely to dioturb exlotlne trade practiceo. 

I n tho cnao ot credit tranaaetione , thu setunl pr1eo. not tho cash 
~rice , munt bo II06d. Thia l ikewise is in contrnot to the British law. 
which allows adJustment of credit nricoo to o cnoh bnoin . O~oh discounts 
allowod in tho cnae of cnsh traneaetiona ~ bo deducted from the tnx base. 
The dloeount ho,.over mot be figured on the p rice not of the tax. 

E. Adminiotrntion 

The ftdainlttrntion of the law ia veated in the Co~itt1oner of 
!ftXAtlon . The Coaaiaaioner baa a=ple povor to: 

1. Det•rcine liability for regiatration 
2. t.:rute price r e&4justaenta tor tax baae 

PQrpoaea when neccaaary 
}. Doteruine vhother or not articloo !all 

into exem:ot or t;.axablc groupe 
4 , Determino tho proper rato 5roup in 

which ap articl e belonso 
5, Interpret provision• of tho law deal­

Ing with quotat ion or cortificntoo 

• 

Tho roturno mde by the taxpayer• aro audited b •r tho Comiul oner'o 
audltoro, ~•ual1y on tho promieeo of tha taxpayore . If any ~uostlon 
ari• ~• ~• to ooount of tax due , the Cocoietioner =ny eat the amount And 
thG taxpa1cr l~tt ~1 this amount unleet he can disprove ita correctness . 
! he Co~1aa1one r haa Yide ~o.ers to inauro collection; he cen sue the 
~or, " deb tor ot the taxpayer, or enn tho bank holdi114 a tAXJ>&y<r'• 
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aeeoUl'lt, to eolloet ta.'<cs duo , A t~r lce.'l!.ng tho countty must get 
a eortiticato that all t:lxes dua haw boon paid or arranged for before 
l'e can lonve Auetrall.a, 

Tho actions of the ColliJissioner in l!lllny caaos have boon carrl.od to 
tho COIII'h, altholl!!h in so"" eases tho l attor haw owrrulod tho <locisione 
of tho n<lniniatrstivo body, tho Coomiasionor hoe beon uphold in moet eases 
arxl litigation apparently h:ls decroa<~od "" tho tax has boeoro more t1 rmly 
ostabUahod, 
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III. Yield 

tho tax y!old ond the rolatiTO 1mpOrt&nOe or tho taX in tho 
revenue sy3tom are indicated below. 

Fiocol 
yoar 

1931)-1931 
1931-1932 
1932-19~3 
1033-193' 
1034-1935 
1935-1U8 

1935- 1937 
1937-1938 
1938-1939 
1, 39-1940 
1940-1941 
1911-1942 
1942- 1943 

Sa les tax 
yield 

--slilee tax expree3od 
••• poroont or total 

Commonwealth tax 

.. 3,472,!154 a/ 
8,425,067-
9,369,276 
8, 695, 689 
&, 554,076 
9,432,483 

8, 008 ,427 
8 ,02S,8C6 
9,308,334 

12,196, 175 
19, 792 ,680 
26, 830 ,085 
28, 772 , 557 

1 revenue (including 
oustoma) 

6.0'( 
15.6 
18. 7 
15. 4 
14 . 6 
H.8 

12.8 
11.8 
12. 8 
lll . s 
l6.8 
15.0 
11. 2 

S"Ou"r0eo~eii':o1'l~u~a~r~te~r~l~y~S1""""'~iry~~o~r~A~u~o~tr~•~i~1~o~n~St!a~t~1~a~t~i~c~•~. ~1-19411 audgot sroooh, 1941-1~42 . ~ 
1943; Rccei'jiti and liipend! turoo ot tho 
ConeoUdat ea: Revenue rw\d ro·rtF.i"Tii"r 
!ii(!'iQ June 30. 1913 , P• S. 

!/ tho la~ operated only 10~ montha of the riac1l year. 

Tho ratlure ot the revenue to increaee between 19~3 and 1939 waa 
d~t to the reduction ot rates and tnoreaae in exemptior.e during that 
period. tho vory substantial tncreaao1 elnoo 1 ~$9 haYt been due to 
hl6htr rates , fewer ox«cptiona, and sane prloe lnoroaoos. !( At 

!( fTloe inoroa~n Australia fieTO bien io11 than tn mAnY 
oountrioa . Tho retail price indax of food, srooor1•s , housin~, 
olothln~, and mtseellaneouo oxponaoa roao trom ~0. 8 in 1939- 40 
to 100. 9 In oeoombe' 1941 to 110 . 1 in April 1943 {1928-1929• 100) . 
·~o1ooale pr ioea rose f rom 95. 1 ln 1939-40 to 110. 1 in Dooomber 
1941 to 124. 4 in Apri l 1943 (1928-1929• 100) . Soo r.tatistioal 
Dullotln, commonwemlt h Bank of Austr alia, Hay 194 • 
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preaent. e%tena1ve price &Dd.marstn control, rationing, and short_,.• 
of goode, eapeolall7 durable conouaption goode, will likely prevent 
&D7 f~rtner o~batantial increase in, and may avon red~. tho yield. 

IV. Admlniotrative probla~o 

~he Auttral1an aalee tax bae been the eou.rco of conliderable 
41ftlc~ty t.o tho admlniotratoro of tho law aD4 to tho t&zpayero. 
Crltlclo~ h&o q~leted aoae~hat ao time hal ton• on, and extremely 
onto~• war cond I tlono of the lM t year have lncreaaed cooperatlo.n 
of tha taxp&7ara. Prior to Dececbor 1941, tba pooltlon of Auttralla 
"'"'' ralatlnl7 ucure; the entry of Japan Into the ..,.,. "'"' the 
ouoceaaf~ Japanese co~~at of S1n~ra and tho Dutch Eaot In41oa 
aJ..olt ovornli;l>t placed Auatr&li& In & Ytry d&ngerouo pooitlon. liar 
atforto have been p-eatly inenaaed; prlcu &110. wapa rigidly aot; 
&&apowar conacr lpted for &raT and induotry; and ~he whole attention 
of t.bo country turned to defenoe ~1not ln•aalon. In ouch clrcur~ 
otancu. adllln!otrathe p.roblona of the aalu tax oeoa of 11tt.le 
con"ectuanoe . Rova•er, t·he problae of the tax ba•e bettn lrtportant 
In the p&ot and ~*¥ well be ~In In tbt futuro. 

The principal aourceo of dlft1o~ty btYo beona 

A. Determination of laat oale at wholeoalo 

Tho intent of tho law Ia that t he tax th&ll apply at tho l&ot 
wholeoalo oalo through which tho article p&aaoo . Di!fic~ty arlaea 
in carrying out thia principle ainca dotornination of whether or not 
a partic~ar oala io the leat wholooale oala dopando upon tho Intent 
of tbe bn71r M to 4iopooition of the article. If he 1ntonda to ooll 
tbe article at retail, the pro•iouo tranoact1on it the l aot wholeoalo 
tala and lo taxable; if he 1ntenda to tall the ar•lcla ~! vholeaale, 
t be preYlout tranaaet1on 1• ob~1ou.l7 not the laat vboleaale aale, 
and the tax attache• at \t.e of auboaquent a&la . If wholaaolera aod 
ratailara did aolol7 wholeaale &nd retail ~olnaoo reop&ct1•e1J, thoro 
wo~d be no dlfflc~ty, ~t ouch Ia not the caoa . Vholooalero ooee­
tl~•• aell at retail; 1! tboJ bD7 &~ort• tor tbla , urpoao, thor ~uat 
oo 111dlcata to the """'utaeturor and tha latter 0\Uot pay the tax. Tbe 
D&nutaoturar 11111t p&J t.ho ·tax vhol! hi ullo to a retailer. A.rotallar 
nay a all at whole IDle; to the extant that be doll, hlo can buy tax-froo 
and pay the tax at. t.ime of aalo. Ao a roo~t of tho•• coep1ex1tioo, 
all vboleealore. 1/ ~cot nanutacturere. And ooma ratalloro ~uot pay 
the tax on pnrt but not on all of their tales. Thue, account• and 
ln•entory recor4e are coaplicated ~d danger ot e•&e1on ia 1ncreaee4. 

!/ llahu -one abo~d ooll entirely to otber wholaoi!J.ara. 

I 
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B. Doton1nat1on of the atatuo of a !1n ao a 
oanutacturer v!th!n tho compaoa of the lav 

The problu of "hotbor or not a f!t"ll h a mi\Dut&otu.ror h 
o!gnlt!eant only In the case of t !rmo makln~ o&loo at retail. olnce 
in t Ae caee of !irma making aalea to other ! irma the t&le~ properl y 
tloJ<&ble are tax.able as wholeoale aalea r eg..rdleao of wbothor or not 
the ooller !e claoa!fled ao a r:l&tlufacturer . In thf case of firma · 
sellln' At retAil. however, tAe problen 1a important aince in aooe 
caoat tAX evaa!on would oecur !! the firm oelliDg at retail io not 
cl4tt\t1e4 nt a manufacturer. For e~le • . a perton canning fiaA 
purcbeood !roo a !lahiDg enterprlae end aolli11g tho product at re­
tail would DOt be taxed unleaa he "ero claaaltlod a o a ..anutacturer. 

':'"he lav apeci f \ea tb&t a =an'.lfaeturer h one vho e~get in the 
,..,ldt.cturo of h..,oc!o . incl udiJ>& prl11tora, plll>Uabero. lithographer s 
or t:a~a•ere. l.anutacture 1e d.etined. to fte&A product \on, lnelud.in& 
any act. vbereby an art icle co•erclally cUttinct f ·r ,. t he part e or 
!ngredionla Ia forced. In practice , t ho 4of1Dit1on baa been con­
atrued nry broadly to include all typoa of proceu1.11g and aaaeabl~. 
In earlier years mAnY caaea of dlap~t• aroeo; !or example , queationt 
wertJ rnhnc\ aa t o Ybether or not public etenoarApb.ert and motoreyele 
ataemblera YOr~ Manu!acturere. Ae the Adminiatrator and the courte 
have acte<t on tale borderl ine ollaee, moet firr.tl have come to under­
otnn~ t.holr atatua. 

l)lt!!culty hat alao ar ioen in r egartl to the pooH!on of f irma 
Dll1t!n« 110oda UDder contract for other firm I. Ao the lav •Jendo at 
preaont . thft contractor& are not manufacturer• if the firn with whom 
the contract !a mAde auppliea at leao t port ot tho eater!ala and 
lntendo t.o 1ell tho f!n!ohed produot. If nll •~terlall are aupplied 
by •be contrnct lnc !'irm 4l14 the goode are 1Dtlodecl !or uaa and not 
tor roaale b7 the other !Ire, the contract~ !1rm 11 held to be the 
aan.uta.ctu.rer. 

C. n.t enaination of caterialt for ani! atda to DU.ufacture 

Prior to 1936 aid• to manufacture were not exeapted and nany 
probleQI nro ee ae to whether a certai n art icle becaae ao etteotial . 
conatt•.uoa.t part of a product or vat J:)lrll 1 a.n aid to the manufac­
ture of t!UI produot . ExeiiPtioD ol a14o to ID&Autactura, ! n 1936, 
at.aplltUd the problem 10mewhat. llany problema r1maln , however , in 
regard to accettorlee o.nd parte, eapecially at to wb.tther t he;r con­
sti•ut e eaeent1f\l parte of the product. L1 ~who. borderline eaaea 
arlae In rogard to aide to manufacture . ~be Intent Ia that only 
thoee aide coneuned directl y in manufacture . and thue no~ durable onee , 
ahoul4 be OXOIIJ't. :aut , 1n practice, It 1o not al"Ofl oaer •.o decide 
" nether a certain article 11 canswoed dlrectl7 and uncertainty &114 
nocea•arllr arbitrary deciolono r e1ult. ! but ateel wool !s held to 
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be exempt; moulds and photographic platea are not, Lilccw:lse, articles 
that are IIXItlll;>t ..tlen purchased for uae ae "aids in mnu!acture" are 
net exempt when purchased tor other purposes. For example, sponges 
bought tc be uaed to appl)' dressing to ahoee being manufactured are 
exeq>t; identical sponges bought tc be used tc clean tho windowa ot 
the shoe tactory would be taxable, 

D. Determination of taxable soods 

One or the greatest difficulties, eapeciall)' in earlier years, 
has been that o.r ·eliminatine unoertaint)' ae to whethar certain goods 
properlY beloneed in exempt or taxable groups. Numerous administrative 
rulings and increased detaU in the law have been neee .. ary, For ex­
ample, 117 separate !code tor Wanta and invalids are listed b)' brand 
rw:e in the law itself. Tlw exE~ption section of the 19)8 aales tax 
volume containing the la" and adn>iniatrative rulings occupies 341 pagea, 

During tho first !e" )'ears of operation there was no single 
cumulative volume pivine complete information on exemption rulings, 
and taxpa)'&rs often had difficulty in tindin' out the decisions on 
particular goods. In 1936 and 19)8, c0111Pleto indexed lists of all 

rulings wel"tt published. MonthlY bulletin& of current rulinga are 

also provided . 

Alt)>cugh uncertaint)' has been reduced ae JDCre and more cases 
have been ruled upon, it has nat been eliminated, 1/ew products are 
constantly be1r.g developed end !irma frequent!)' must seek administrative 
rulings on these. Likewiae, conats>t chances bne bean made in tho 

scope of the exempt class, 

Apert from uncertainty ia the tillle and expense to bueiness fi.n:o 
that is involved in segregating taxable and nontaxable transactions, 
keeping stock records, and quoting sales prices, 

Fin&ll)', complications are introduced by the fact that exemption 
of goods ioq>orted 1a not tho aame as exeq>tion of da:~<Stic goods, 

B. Detornnation of proper rate group 

Closely related to the problem of exemption is that ot determina­
tion of the proper rate group in 11hleh an article belongs. This problem 
arose only with the astabliahlllont of tho ditterential rats system in 
1940. The probl<IIIIS ot uncertainty, accurate record \ceepinc, and evasion 
are siallir to tboae created b)' the exe=pt.ion of certain goods. 1"rooll 

reports aYaUable, aclcdniatration or the la" apparent!)' has boen 
rendered 1111ch more difficult b)' the establishment of the differential 
rate S)'&tem, despite war conditions which have led to increased ..uling­

noss of taxpeyers to cocpsrato. 
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F, ~n!!l.nation of 'llholesell value 

When goode are S(>ld by 'llholeoallro to ratail.ors or by manufacturers 
to ret.ailora at regular wholesall-retail prices and the oall 1o at lll'lll' a 
llngth, 'llith no control. exercioed ty either ~rty CJ'Ier the other, the acW.. 
al aall price can be u .. d for ta.»-'Oase )lllrpooes , In the sreat ..ajarity ot 
t.ransactio:IS this s~tuat1on 1o to be fawxl , In the foUO'IIing casea, h-. 
ever, price acljustment i s necessary. 

1 , Sale of goode at retail by a manufact urer , The price used ie 1 

a , The mole#&le price charted by tM ..anutacturer, 1l 
the latter sells the ~- goode at 'lllholeaala , 

b , The price at 'IIIIich t!te manufc.eturer caulcl buy siJoi­
llr goods trao another mnufActurer, if the former 
does not sell these goods a t wholesale. 

2 , Sale af goals at ret411 by a 'll!lollsaler , The usual 'llll<>le­
sale price is used, 

J , Sale invc>lving q:aotetion by the llllllu.facturer of t..., prices~ 
c>ne fc>r .. terials, the c>ther for labor. The au. .. of the t>To charges 
is taxable, 6ven though services are not nomally subject tc> the tax, 

4 , Transfer into stock to be sold at retail of goods not pre.:. 
vic>usly taxad . l!anufaeturere or 'lllhc>leaalero Ill&)' produce coocls' or 
buy soods tax-tree on the basio of inter.1e<l resale at wboleule , and 
then leter tr&ns~er the goode tc> retail. out.lete OIIII!!d II)' the fim.s, 
ar into stc>cl<o of goods out of 'IIIIich retail sales are .. 1e, The tax 
applies at time of Sl!Cb transfer, The usual wholesale prico c>f the 
good a ia used for tax purposes , If tho manufacturer has paid tax on 
all materials used, the tax bose applicable 'llhen goode are transferred 
to reteil stock is the wage coot plus 20 pe>rcent, 

5, Application by wboleoalers or ..anulacturers of goode f <r their 
oorn use , In the case of 'll!loleoalero, the tax is a pplied to the pur­
chase price of the articlea uae<l , In the caae of manufacturer•, the 
usual whc>looale sales price i s used, · 

6 , Itlport transaction• , In the caso of import tranaactiona l'lbich 
arc taxable at time of importetion, }j the value for duty purposes plus 

Y Gocds iloporte<l b7 unrea:1atered tlru, by any firms f<r roaale at 
retail, or by manufact..,..ra <r other liru lor use aa oqu1J>.10Dt , 
In other caaeo the tax i t paid 'll!len tho goode are ocld to ~ 
tailero , 
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20 percent is tho tax base. 1:/ The 20-pereent adjust..ent is ade 
to al.J.mr !or ull®l wholesale mt.rein. 

7 , Salos to controlled ftrms . The Cor.nisoionsr has \o-r to 
lllter the sale price , when it appeero to be lo""r than :-eeoonablo, 
to tho uoual Tl)l)losale level for o1milar goods, 

V, Ingidence 

A. conqwrption p;ooda 

1. Sh1ft1nr: to retailers 

As expleined above, the tax is paid ordl.naril;y by t he 'Obole­
GIIlar on the buis ot his sales to retail tiru, or b7 the l!8J!U­
tecturer Who sells dircc~ to r etailera. The tax represents a sub­
stantial increase in cost to the t.I'.J<J'f.YVr an<! abooat certainly ..ul 
be paaocd on to tho retailer . The t&.qlayer i s required to quote 
the tar. soparetoly to tho retailer r ather than to include the tax 
In tho selling price. The seller 1s not r oquirod, holl&vcr, to add 
tho tax at all it ho doos not ·wish to . In o~rl1or yoars , co!!!plaints 
by buslnoss mon that somo firms ...,,.e absorbing t ho tax dovolopcd. 
This oecurroncc WOUld seem to be t he oxcopt1on, however, ospceilllly 
undor wartime conditions , 

In cesos in which the price inoroaao causes substantial loss in 
••los volumo snd thus raises avorago coot ot ~nu!acturors nnd wholo­
slllora , further price increases to cover tho lattor are likely. To 
the oxtont that t hese increases have boon INidO in tho past , thor re­
OD!n today, Howovor , •t prosont , it tho tax W!lre t o bo increased 
abovo current l ovols, price incroasco beyond tho all!OI1nt or tho tax 
probably "'Uld bo l.imitLd, it not provcntod, by rigid price control . 

2 . Sbittin-: to co!!SU!!!Cr• 

a. Prior to present prico=eont.rol mt.m 

Tho Incidence of the tax bas been altered socawbat by introduction 
ot ripd pri co control. Shifting in tho aitu&tion prior to tho cstobl1ah­
mont ot control will bo conoidercd firs t , As indicated above, it .rnolo­
salora addod tho tax to the sollinR prices tho rctailora were confronted 
with ~ighor purchase prices . Undor uaual rota1l pricing motbods, 
tho retailers p~obobly would apply thoir relatively constant mark-
up porcontago figures to then"" purchase prices. Accordingly, rotoil 

!/ It tho 1,;00da arc customs !roe, t ho Comioo1oner of Taxation 
dot<.rm1ncs ~tlat their valuo tor custom.s purposos "'Uld bavo been , 
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prloea probably ~rc increased by an a.ount ao..what ~eater than the 
amount ot the tax. 1/ The exceee or price inoreaae o•er the amount 
or t he tax would aoTve to cornpens~te the rete\ler a tor reduced salet 
vol~ end elimlnate the failure of aooe ot the flMma, Which other~ 
wl•• would ro•ult if sales vol~ toll approolobly. 

Tho snles tax l aw did not pravent firma from raisin~ pricee by an 
amount sroater t hen t he t&x; it did speolty, however , that a tiro 
ooold not collect more than tho amount ot tho tax by claiming it to 
be greater than it actually was. Thoro is no requirement as to 
separate quotation of t he tax by retailers. 

tJndor the Australian wage ... control •yatou, however, further 
ehlttln~ waa likely. The ba&lc wa&• , upon Which the actual .,~, of 
moot workere depends, is adjuetod aut~tically on a quarterly basis 
aeeordlnc to ch~es in the cost-ot-l1Ti~ Index. th1le nany 1taos, 
auch •• food, rent, fuel and power, which enter into the eost- of-
11Y1n& lndox are tax-oxo=?t, thoro a re •~ taxable eoode , such as 
cloth!~, houtohold ~rdware, supplio1, and drapery, that are included 
ln the ir.dox. Acoordin,ly, any tax on the1o it.aa would cause $U!fi ­
o1ent inoroaao in waze• to pass oft tht burden or the tax to others . 
Thua , low-1ncoDO workers probably bor·o tho 1al11 to.x l)nly to the extent 
that they purchased toxoblo goods not Included In tho waco-fixing 
ro&loenc . Tho burdon probably wae ehlrtod to non-waeo earners by 
rodootlon ln/rotlt earned and by· hl&her prloos caused by wa~;e 
1ncroaso a. 2 

b. 1rnder pr esent prioe -wago control eyetom 

In September ot 1939, lirUted prioe control waa introduced, 
primarily to preYent profiteering. Attempt was made to k,ep martins 
of Nnta at the SU');) levels •s exia:ted prior to l $3!) . In tho case of 
comaoditioa aubjoct to control, price 1noroaaee duo to 1ncreaaod tax 
were ll"ited to the amgunt of the tax, and any hl&hor operatinG cost 
due to loso In sales had to be borne by tha tlno. tn tho Sprin& of 
1942 , tho ll~tod control .aa replaced by a auoh eore co~leto control 
ln•ol•ln~ frootiQ& or moat pricea at ourr•nt lo•~la. Thua, if the t&x 
wore to bo inoroasod a'ain, price lncroaaoa on all tax4ble &Oods would 
probably be ll~tod strictly to tho amount or the tax . 

In ro,ard to wa&e readjustment• rosultln~ from the tax, in 
February 1942, wa~os were al so troton at ourront levola aubjoct to 
roadjuat~nta to cover ooat-or~l1v1n& changoa. Boonuae of the 
roadjuatmonte atill made tor cost-ot- 11•1ng ch~ncoo, any tax ineroaao 

Y J,lti l o lnl'ormation is available horo ae to Erdo.Emont of tho tax 
by tho r etallore. 

3( To tho extont th~t the worker• a cost of l1v1n~ is inorooaod by 
theeo ~rloo r laos, wagoa would &&a1n b~ ra1aod. 
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on good# enterins into tbe cost.-o!-livin& index wuld result 1n 
hlghor wgos . Prices, ho10Cvcr, ""uld not nocoo:~&ril)' be rc.,djustod 
to ccvor higher ""SO costs Jj and tho Wl&tionAry tondoncios would 
accordinslT bo checked . Furthormrc , rclativel<f few taxable itOIIIS 
8CtUAllY on tor into tho cost-of - 11 ving indox. y 
9. Canitt\l oquipmont ; multiple taxf.tion 

Although the la11 oxol!1)ts materials tor nnd aids to mnu!acturo 1 
industrial machinery and store and otrico oquipLu:nt or ell typos ore 
taxed. Son:~ ot these :;ood#, such as oft ice machlnos, nro taxed at 
tho 2~-porcont rnto; most arc included !n tho b11oic ~-percent rate 
group . These :;ood# nrc sold usuelly tro111 •nutP.cturcr to user ; it 
io to b<J expected that tho lmUllli'acturor will pass on the full amow>t 
ot the tax to tho purchaser . The coat ot U.r.so sood#, of course, 
ontora into the coats and prices of the conausption eeoda produced. 
AccordinslJ', the purcbl>sors o! tho conSUDPtion eeoc!# tend to bear 
not onl)' tho tax levied on such goods diroctl)' l>ut e.lso upon tho 
oquipoont llhl.ch hos been used to produce 'tbol>. Even bu.ycrs of tax­
OXOUIPt goods Ill&)' JlllY sotlll'What hic)lcr prices to cover te.x.cs on 
oquipcnont used to IMko those eeoc!#. 

Tho incl usi on of capital equipment within tho scopo of tho tax 
Ill&)' hsvo bcon duo to tho administrative ;)roblcu tho.t 110uld bo 
oneount~rod it they woro oxomptod. An equal omount of r evenue, bo,.,wr, 
could bo obtsirv:ld l>Y' a sllghtl)' higher rate on o onsW!IOrd goods; the burden 
of tho part of tho tax on capital oquipmont tendo to be borne by 
consumers &n)'I'IGY 

1 
and the applicntion or tho tax to capital goods 

tondo to discouraso tho usa of such goodo in producti on llnd might 
intorroro with optil:um utilization of r esources . It is truo tht.t 
oxcl1111ion o! •ll cood# entering into cos~ of production is diffi cult 
because co..: articleG rr."')' be used ! or oit!lcr production or consumption 
p.u'POSOS 

1 
Md tho f:l.nlll usa CI\MOt be dotor lllinod a~ time of wholc­

s&lc sale . But similar problem exist 1n tbc case of r ida to mnu­
fectur~ , which rrc cxe=pt . 

C. Tl'x burdon 

Tho intent o! the J.nw prior to th: wrr 11U to excnpt 1 so !ar as 
possible, beaic nocosaitics . As a rcault , a substt-ntir l part or the 
cxpcndituru o! tho lowor incoi!IC group• bore no dir<.ct sales tax 
burden , Further 

1 
in tho CBSC Of tho3C toxr.blc GOOdS purcMBCd b;y 

the .,.,rlc1ng cJJ>sscs thEt enter into tho wngc~djuatins r c:P-1110ns, tho , 

Thu tllx undclr tho proscnt prioo- so contro system <IOUld tend t o 
r oduco profit margins . · ?J As •1road;y noted, the tax rate l\4s been docrcuod to 7} percent on 
a number ot r PtionO<! items cntllrins i nto tho cost-or-living index. 
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basic wago r~tc is adjusted to cover prico incrccaos caused by tho tax. 
TINs , i n proetieo, the we,go earners probably bore tho direct burden 
of tho tGJ< only to tho extent that they purchlle, d ~blo goods not 
includo<lin tho wag~-fixing regimens . Hov10vcr , other low- incomo groups, 
such u fnrmcrs ond rotir~d persons living on rQl.Ativol,y SlMll invest­
ments , did not bt.nofit from wage r cndjuetmonte end probably bore 
o rol.Btivol,y honvior burden . T!No most of the tax burden probabl,y """ 
borno by the h1nhor inccm groups \'lith eo010 burden on lot1- incolliC groupe 
otht;.r t.ho.n Tlr..GC. tarnors . 

With the oo=l.ng or the r.ar , oxcmptione wero eurtl_ucd end an 
incrcnscd burden ..... s pl.Beod on the low-income cl.Bsocs . It mst be 
re""'d>erod, bomwr, thr.t even yet utility ecrviccs, rent, end l:>e.sic 
foods r.ro not taxed, and thus very low i ncoao groupe could not be 
burdened scr iouel,y by tho saloe tax . Uorc rccontly, reduction in tho 
tax llao been uecd 11s a ~· or hel ping to stabill:c 11 v1ng costs at 
the AprU 194) level, 
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November 4, 1943 

lm!OIWfDlJ)( 

TO: Secretary Uorgenthau 

FROM: Kr. Gaston 

RE: Cus toms Examinations of Effects of Arm¥ and 
Civilian Personnel· arrived f rom Abroad on Ar~ 
and Army Transport Command Aircraft 

We have been continually pressing Army authorities 
for fully satisfactory arrangements with respect to 
examination of baggage brought in on Ar~ and Army Transport 
Command ships since the start of the war. Very early in 
the war we obtained an agree.raent that all such arrivals 
would be promptly reported to Customs authorities so that 
examinations could be made and Customs personnel was held 
ready to make the examinations, but there were many lapses 
and omissions. As a result of Customs pressure , Headquarter 
Army Air Forces, under date of September 29, 1943, issued 
new regulations entitled A. A. F. -Regulation No . 46-2 
superseding A. A. F. Memorandum 42-4 of January 19, 1942. 
This new regulation was worked out in cooperat ion with the 
Bureau of Customs . The first paragraph of the new regu­
lation reads: 

"1. General. All personnel, materiel , and 
mail on military aircraft under control of the 
Army Air Forces arriving in the United States, in­
cluding. ita possessions and terr itories, or departing 
therefrom to a foreign country, including the Panama 
Canal Zone and the Virgin Islands, will conform with 
the applicable provisions of the u. s. Customs 
Regulattons, insofar as military operations permit, 
with the followinf exceptions:• (The exceptions 

relate to (a ) diplomat c i~Eunity, (b) military security 
(c) milit ary necessity. ) 
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The regulations cover the matter of couriers, 
passports , baggage and articles acquired abroad, air 
freight , Lend-Lease air freight , .examination of com­
municat ions , currency control and r elease prior to 
entry or clearance. Under t he last-named subject 
it is provided that when Customs funct ions can not be 
completed prior to the scheduled time of teke-off, 
Customs may hold for i nspection personally-owned 
articles acquired outside the United States and non­
official communications . 

The complicated situation at Uiami where three 
different fields are i n usa by the A~ was the subject 
of a special i nvestigation by the office of the Inspector 
General in cooperation with Cust oms and Immigrat ion. 
Yr . Russell of the Bureau of Customs participated. The 
report lists eight different measures adopted to correct 
irregularities. 

In this connection I ~ again cal l your att ention 
to the Act of June 27, 1942, chapter 453, 56 Stat. 461, 
which pe rmits the personal and househol d effects of any 
person in the service of" the Uni ted Statu returning to 
the United States under orders to be b~ought in free of 
duty. Purchases by A~ personnel for their own use 
are thus free of duty. We have, however , brought t'o the 
~·s attention several instances in which purchases 
made abroad for other persons were not properly declared. 

It may interest you to know that our inspector at 
Washington Airport learned by overhearing a conversation 
between Army officers that Lieut. General Somervell was 
coming in from abroad on Tuesday and insisted upon 
examining his baggage . Objections were made by some of 
the offi cers at the Field, but General Somervell submitted 
to examination. 

Among the instances referred to above in which we 
made representations to the Army and later assessed 
duty are the following: 
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(1) A so ldier on the Mexican border took three 
comrades with him into Mexico to buy a $400 tea set 
for a relative. 

(2) An Air Force officer purchased eight amethysts 
in Africa as a service for a friend. 

(3) An A~ officer bought a Swiss wrist watch for 
$50 in Havana and when he showed it to some of his friends 
in Washington, three of them, two Colonels and a Major, 
arra.nged to have similar watches bought for them and sent 
in by A~ pouch. 

Another statute in which you may be interested is 
that which permits a soldier abroad to send gifts not 
exceeding $50 in value to relativea in the United States . 
So long as they are separate shipmenta there is no limit. 
A soldier could buy a $50 gift every day for some relative. 
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{1) A soldier on the ~exican border took thr ee 
comrades with him into Mexico to buy a $400 tea set 
for a relative . 

(2) An Air Force officer purchased eight amethysts 
in Afr ica as a service for a friend. 

{3) An Arm, officer bought a Swiss wrist watch for 
SSO in KaTana and when he showed it to some of his friends 
in Washington, three of th~, two Colonels and a Major, 
arra.nged to have similar watches bought for them end sent 
in by Arm, pouch. 

Another statute in which rou may be interested is 
that which permits a soldier abroad to send gifts not 
exceeding $50 in value to relatives in the United States. 
So long as ther are separat e shipments there is no limit. 
A soldier could buy a $60 gift every day for some relative. 
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!lovember 4, 1943 

J:oe tine in llr. Yih1 te • e Office 
November 4, 1943 

ll:45 A.u. 
Present: Judge Pattors>n and llr . !lett ot t-:ar 

Department 
l!essre. Dean Acheeon and Kerd.t Rooaevelt 

ot State De~t 
llr . Coe of F.E.A. 
lleaers . nhite and Madman and Lfiae Kis tler 
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l.!r . Y,hi te said that he wanted to tell Judge Patterson, wh:Ue we 
..., ... waiting !or llr. Acheson and llr. Rooeevelt to arri.Ye, that the f reu!J.r"f• 
was probab:IJ' not soin& to ronew the 1941 Agre._,t with c~ and that we 
T.ore th1nlcing or sellina gold in China to meet tha AnQ''a needs and to 
overcome tbe <nsadvantages of the official exchange rote. Judge Patt erson 
expraeeed oatiofaction with thia proposal . 

The first subject on the aganda was the question or caah ~nt 
for Br1 tieh plan to beina transferred. The Arey preeented figures to 
the ettect that the ""lue or !>lMte al reldy transferred tot.alled t SO 
od.l.l1on . llr. Coe said that they had figures !rom the British which 
""re much biaher and which sho.,ed S40 llll.llion more or plants still to 
be transferred. llr. White drew attention to the political aspects of 
the queetion; he stated that 1n view ot the political development s 
duri.ng tho past few weeks he liOnderod 1! the group did not tltink we 
should raquos t the Britis h !or the pl.Lote as reciprocal aid baa1nS t he 
request on the pclitioal situation rather than oo our desire to reduce 
the Br1 tiah balances • 

Judge Pattereon otated that he doubted it tho · .. ar Department could 
carry out tho directive, as their nppropri.ations perai t them to spend 
money on:IJ' for facilities which the AltliY needs and SOllie of the Britioh 
plant& 1n question ($10 llll.llion or tho uotilllated $26 llll.llion still to 
be trana!erred) are no longer needed by the Arey. Dean Acheson a.sked 
wbeU!er the Artl1/f could etate outright that they don' t w.nt to take over 
aey more or the Br1 tiah plants. Judge Patterson replied tim. tbio ia 
what the ~ would like to do, but they have a Preoidontial directive 
which t hey cannot ignore . Ho said th.1t his prcpeoal ia to reccn:anend to 
the Preeidant that the Aray or eoM other Oovonu:l8nt agency diseuse With 
the Bri.t iah the question or traMferri.na theoe planta aa n!d.procal aid . 
Dean Ache100n called attention to t he Act that there waa a third altar­
nat ive; n&Ml,y, that U1e neaotiations ba bal.ted and no mre plants be 
t ranaferred. Judge Pat torsoo oaid that be t~t one or the justifica­
tiona for tho directive was the feeling hero that the llllmition plmte 
in thia co111tr;y ahoula be owned by t hia Oovornment and not by a foreign 
government, and that ho t hought l ett:lna th1nes lie aa they a ..s would bo 
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tho leaot deo1rable or the three alternatives. He stated, bowver, 
that he was not disturbed by Congreasie11al reaction to the trana­
J.'ero and that at the tiJDe tho direotivo waa 1oouod, thsre were good 
reasons for taking the step. Mr. Coe objected am said that F . E.A. 
is conoe111ed about tho political reactions and that the British 
o.pporontly are too . It was agreed that tho 1.ar Department should 
wr1 to a letter to tho President stating that it had gotten the con­
currence of this Committee askins the President to rescind the 
directive under which they are purchasing the plants and requestins 
his pend.osion to discuss with the British tho receipt of the plants 
a.s roc.1procal aid . 

In answer to l!r. llhite, Dean Acheson stated that ha would not 
rec01:11>8nd ropa.yJ~~ent tor the plants al.re&d¥ tckon over. He thought 
that 1£ anyt.hl.ng was to be done on tho dollar balances, this 'AS one 
of the least desirable possibl.li ties. 

J.!r. lihite stated that...., have a directive to limit the &itioh 
balances , that nothJng bas been done eo far to do so, that they are 
now so f&r in excess of the cax1mum we in the Treasury feel strongly 
that ways must be found of cutting them, and that one of the most 
politioo.ll~xpedient ways of doinS so would be to request a refund of 
money on the plants already transferred . llo stated that tboro '"'"' 
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two questions now before tho Committee, ~) should tho balances be 
reduced and, 1£ so, boll? Dean Acheson said that he did not think the 
balances ehould be reduced, that the Comi tteo should have the directive 
changed. · 

.llr • • illite asked J.lr . Acheson 1£, on the aesUIIPtion that the de­
cieion wu not to take steps to reduce tho Mtish balances, he 100uld 
agree to tho review and possible el1111nation ot ouch transactions as 
our pu rchase ot tl.eh trao Iceland. There ,... eccoe discussion of this 
transaction end or tho ootivos lyittg behind tho original requisition 
and tho lkdted States • responoibl.litioo to Iceland . Jlr. Acheson 
Appo.rontly tools that w haw the ultimAta resjl01'181bil1ty toward Icaland 
and that it Britain refuses to ~ cub or gold we would bave to do so. 
11r. Acheson said be had no objection to elis!nating objectionable and 
trealdsh transactions trac the Lend.,.Leaee picture, but ha did object to 
O.Pllrooohing tho problem With the objective o! bringing the British bal­
anoea down to a particulsr level. Ha thought, as a catter of !act, that 
the Br1 tioh aleo would be Willins to elimina to tho questionable trans­
actions . !lr. Coe reported that F. E.A. 1e roviewing transfers being made 
to Britain and is draWins up a list to be presented to the British of tho 
lo11et defensible lend- lease tranei'era "ith a view to elis!nating the 1110st 
objectionable . 
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In :reply to l.lr. r.'b1te, Jud.ge PatterS>n aaid that the views of 
the .. ar ;;epart..ent with respect to the pclio;y of Britain's balances 
would be of no great value but he stated tlla t he was of the opinion 
thllt !:realdah tra>sactions a re politically undesirable as much !rom tho 
British point of view as from oura . llo cited aa the t;ype of t hing ho 
had in mind our lend-leasing airplanes to Bri tal.n whil e buying the 
alWIIinum which goes into the planes . He the>ught the bulk of the people 
110uld not q\18s t ion our lend-leasing ot cd.li tary weapons but that pro­
bleiNI 110uld arise conce rning the lend-leasing ot civilian ite"" and the 
!ailurw ot Britain to give to us aa recipr~cal aid ra• materials which 
go into lend-leaae goods • 

..:r . Uhite, in r eply to l.:r • .l.cheaon , stated that the detel'lilinatl.on 
ot a politically desirable or an undesirable tl'II.DSaction could not be 
oeparated !reD tho size or the balances . lie pclnted out that IIWIY 
t hings wbi.ch could have been justified two years ago T.hen the Brl. tish 
balances ll8re very loll could no lonaor be eXPlained "" easUy. 

Llr • .l.chsson read a memorandum oum>arNng 8tld cOtDenting on tho 
British point or view regatUing thei r need !or gold e.nd dollars as a 
r'$Oorvc asainst their mounting •terling liabilities . A copy of t his 
11111morandum is attached . 
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!.lr. Vlhi t e said that the Treasury peal tion is a very simple and 
oaay one , that the Secretal'y had an understanding with Congress that 
the Sritish would not have sufficient cash to purchase the goods needed 
and that 1! the Brit ish are to be allowed to build up th.Ur balonces i t 
ia either tor Congress or the Pres ident to decide . Judge Patterson 
~reed t hat at the time of the Len~I.oase Act the one thing Congress 
had in llind was Britain ' • lack of dol.lera an<l that without a doubt Len<i­
I.oase waa thought o! by Congress u a .,.chanioa ot getting to l!ritain 
the .,.,opens they needed. 

n was agreed that a ....,.randwo ahould be written to the Presi dent 
asld.ng tor a directive on this ... tter . J.:r . 1.l11te sugGOsted that if the 
decision 'tiU to reduce the balances, refund of the mono;y paid to the 
Br1 tiah on the plants taken over ,.,uld be ono ot the easiest ,..ys and 
one ot the most politically dooirable r.a;ya ot reducing the Brl. tioh bal­
ancea. Dean Acheson objected and seeCled to thi.nJc this would be an un­
pl easant proposition to negotiate l'ith the British. P.e said he was sut.., 
wo would find that the eaaieet way to reduce llritain1s balances would be 
in area• in 'llhich >~e have control . 'rhere was some discussion of the need 
tor an inventory of supplies in lond-leo.so countries but, as 1:r. Whi te 
pointed out, the need for sue!\ an inventory would be reduced if l end­
leaoe aaaiatence ll8re reduced and the Britiah !orced to pay cash for 
liW\y things now being received by them as credit len~lea.se . 

T . .... Kiotler 
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Nov.abor 2, 1943 

1 , The l'act.e . 

In Jonuary, 1943 the President approved 4 reco1111110ndation 
t~t, in the light of existing conditions, the Bri tish gold 
and dollar balances ahoulJi be between 600 million and 1 billion 
dollars . This daciaion was "*de without British agreement, 

Rotcen~ British resenes have exceeded 1 billion dollars; 
after corta1n deductions tbey now stand at 1 billion 200 lld.llion, 
and u;, be expected to increase at the rat.e of about 600 lld.llion 
a year. The proviaion as reciprocal aid ot ,.,. mat.er1ala p~ 
ct..d by tbe ltd ted States OovemMnt woulJi deeNase this rate 
by opproxi.utal;r 200 lld.llion a year. It ehould be observed that 
the 1ncreaoe i n British dollar balances 11 duo ont1rel;r to the 
P'Q' ot Aaorican troeps within tho Sterling Area , 

British abort tom liabWtiea, aga1nat which the gold md 
dollar balances are the only reeenee, now et end at over 
7 billion dollars. They are 1ncreaa1na, largo:Q due to heavy 
caoh expenditures 1n the lll!.ddle Eaot and India, at a rate ot 
about 3 billions a year. 

2. The Treasurv Proposal . 

:rn a dratt l etter f rom the Secretary ot the Treaoury to 
IJr . Lto Crowley circulated by llr. Harry 'llh1te to tho members ot 
tho Cabinet sub-co-.ttee on the dollar poai t1on o! lend-lease 
countriea, it ia recaaoendedt 

•that ~to stope be teken to n><luco the 11100unt 
ot civilian gooda be1.D.g Ltnd-leued to tho Britioh 
Oove..-t by an I.JIOQ>t surticient to brin& l!r1 t.ein' o 
cold .., c1 dollar holdings to a leYol coosio tent with 
tho Januar, 1 decision.• 

'!be proposed reduction ia estimated at 200 to 300 IIi ilion 
dollora. 

), British 

11/4/43 - Handed to ll.r. Yoh1 te by Dean J.oheeon • 

COPY 
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3. Brt thh Argw!ent. 

The Britioh contend that tha increaoe in their gold ..,4 
dollar bo.J.Anceo doe a not ,reflect an iaproveo:ent of thsl.r 
financial position. 01 tho contrary 1 thai r not overseas 
position ie 4eterioreting at a rate or about $2 . 5 billion a 
your. Some growth of t hoir liquid rosorvee ia , tNiy argue, 
1ndJ.epenaable to the 4elicate eyatu by which they finance 
the war on credJ. t through a larse pe.rt of U\e world . To 
allow ouch growth could not 1•&1 tim& tely be c riticize4 . 

4 • Col!m!n t on l!ri tie h Argl!ll!!nt • 

'!he Britub argwoent appeoro to be nl14. Certainly 1t 
i o unreuoMble to s et o bard aDd !ut liaU on aasets with­
out regard to 11ohU1tiea. U a aan had hel4 1;100 in cash 
apinet $SOO in debts, one would not argue that hie !1nanc1&1 
position had iaprovec1 -.ben be bold.o $SOO in cash againat 
$51 000 in 4ebte , 

'!he Soviet ia believe4 to hold gold rose rvee nearly double 
the total Bri t.l.eh gold ard dollar hold.inga, and to have no 
eignificant liabilities against them. Yet we have not th9ra­
!ore propoee4 to re4uce l on4-lease aid to the Soviet Union . 

PEA hao already 1nfome4 tho Brit i sh that certein indus­
trial equipment, the post-'lllll' value o! whic h would be 
eign1f1cant, would no longer be fumi ohod under straight lend­
laue alter Mo1'•ber lS, T'nio would !Urthor reduce the 
probable rate or increase of their dollar holdJ.ngs by about 
$SO mllion annually and ohould eliainota MOat at the 1 tems 
oubjact to oriticiaa. 

s. ~Btc..,.,...,...,.da=ti=C!!!><• 

It u reco >de4 that the praoent polio)', restricting 
Brituh sold and dollar resourceo un4ar a ri&id ceiling, be 
abandone4 in !&Yor or a policy 'llhicb will pe..S.t those re­
eo\U"Cae to increue 1n a &i,..n ratio to the ohort term 
liabilities againot thea. It may be t hat the ox1otins r atio 
(about la6 or 7) will be adequate . 

A otatceot s etting forth tho Cacte le.>dini to this policy 
obould be properad !or tranod.ooion to Consroll or tho 
appropriate Congressional co.d. ttel8. This would hove to be 
!,.....4 so ao not to en4anger Br1 tiah oro4it in areaa boldJ.ng 
largo o tar line balmeeo. 

A-A:KRjraLM:DlrEB:ECP 
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l.:eeting in Ur. lTtdte•a ottica with 
Sir Davi.d \Taley and l..r. llobertaon 

of the British TreU\IJ')', 
Novecber 4, 1943. 

Sir Oavid Tlaloy and l.lr. Robertson o! the Dr1t1sh Trea sury called 
at their request. Waley hed several mattera to bring up, as foilOYTs : 

1 . llo said that his Government wae about to publish the 'ilhite 
Paper on reciprocal lend- l ea s e and that Lorcl Kalitax wae just in!'orm­
ing the State Department of thet !act. He wanted to know whether tho 
Treasury had any detinite comente to make . I replied that the 
Treasury preferred to leave that l0l8tter to the State Deparbnant and 
Lend-Lease at thia time . 

2 . \Valey s aid he understood that the quaation of British dollar 
balances ano lend- l eaae was u.nd.er aou diseuasion and that his Govern­
ant "" aoooewhat esbarrnaed by not 1cnow1na eu:c>tl;y whet wae hein8 
planned. lie wanted asauranee that hie Gove"""*"t would have an oppor­
tu.nity of bein& consulted bei"ore any datinitive ehen~;ea ••re to be 
lllllde with respect to an,y changes in the policy or administration . I 
told h1m that the discuasion$ were aoing !onrarcl in view ot the new 
developments and addit ional in!'ormation with respect to some of the 
lend-lease transactions, but assured hl..m that before any definitive 
action was takon that he would bo Wonned prior to tho step . Willey 
wanted to knOYr 1! there was any additional i n!'onllllti.on hie Government 
co\Ud w ppl;y us at this t1me . I seid there WM$ adequate infonnation 
in tho curr ent Jr.aterial and in the molllorandWII which they had already 
aub~ttad to fUrnish the basis of any disouaaion. 

) . Waley said that he had j us t sent ma a let ter with respect to 
t he stabilization loan to China . I uplained that it bed not yet eoo:e 
to lilY desk . I told hl..m that our minds were runn1n& in the direction 
of not renewing the arrang....,nt and in havin& the American member 
withdraw tr<~a the Stebill:;ation Boarcl, ina......,h as hia presence on 
that Board waa baaed on a atabillution arranae..,nt. I said that I 
tbou&bt that we would indicate to the Chinese Gove,.nt that we felt 
the conditions hardly warranted a renewal or tho stab1.l1zatl.on arrange­
""'nt., particularly with the ofticial exchange rate ao completely out 
ot line. I stated that we were also thinking ot sollin& gold in China 
to obtain such currency as was needed !or Government expenditures in 
China . Walay eaid that the vi""" of his Covern.ment were contained in 
hie letter to oe to the effect that a continuation ot the Stabiliza­
tion Board would be helpful. 

4. Ho a aked whether he co\Ud make an appointment for l.lr. L!ohindra 
about s Uver for India. I told h1m I would be glad to do s o and II1IJde 
one lor )(onday . V/aley asked 1! we wore able to accede to l!r. J.!ahindra's 
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request and I replied that I doubted it. He la118h1111!lY replied that 
India had done a good job of getting tho price of silver up and I 
aaid that waa true, but that apparently the coot of livin& wholeaala 
priooo had ahoml a tendency to level oft. He expressed tho view that 
that waa only temporar,y. 

5. \Valey said that his Oovommont was preesinn to hoar from us 
about tho tams Wider which we would W!e tho currency depoai tad by 
t•renoh, Bel&ian, Dutch and Norwegian Oovern~~~ente for invasion purposea. 
I replied that I was to see the Secretary that a!tatt>OOn and would 
probably bevo an an8Wer for him on that point very soon. 

6. Waloy stated that be would also l1l<e to &•t our c...,.,nts on 
hie nota with respect to tho Belgian exebanao rete oo that hie Govem­
.. nt could send from London a joint reply to Belgium. I replied that 
our feeling was that the rate that Belgiwa had ostabliobed was too 
b1i)l even in their cnm interest, but the discrepancy was not great 
enollgb nor tho need to our amed forces ot allfticiont illlportanca to 
outweigh tho docioion to have Belgium accept reoponsi bility for tba 
rate of exchange. Waley said confidentially t.hllt Finance Uinister 
C\ltt aloo felt that the rate na too high and it would be helpful if 
wo could indicate that, that it would go far to s trengthen Ur. Outt•s 
hand in preooir.g for a lower rate. 

H. D. White 
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Proeenta 

l!""'randull on lleetillg in llr. Bernatein•s otfiC<t 
lio?ember f. , 19J.) I 

wesors, WalB,y and Robertson tor tho British 
Treasury 

J.!essrs. Bernatein and Olondinnl.flll tor the Unl.ted 
States Treasury 

The 101eting dealt ld th a ll>.llli>er ot eubjocte, principa.U,y the 
reorganl.ution o! the Seud1 Arabian monetar,y eyst8111 and the joint 
United KincdCJ!I-Unl.ted States gold ealeo program in India and the 
!Iiddle Eaet. 

Pro!oesor Robertson referred to the prroouo inquiry by the 
Unl.ted States Treaaucy concerning tho eupJ>l¥1ng of aoT81'eigna by tbe 
Britilh a::Unot gold earmarked for U.. in thia eount.ey tor the 
purpooo ot mooting the expoJ>Ses or our X..pt1on in Saudi Arabia. 
:lo stated that be had received 110rd !J'Col I.Dndon that arrangocent.s could 
be made whereby we could obtain oovereill"" !or &Old earmarked here 
or parhape ri)'ale direct~ !or dollars, He added that his information 
was not clear and that the details of tho plon would have to be dis­
cusoed loter. 

In regard tc the arr&fllle!!lent.a for the minting of the remain1ng 
7 ~illion ri)'als for Saudi Arabia, Pro!eooor Robertson eucgeeted that 
tho dios be flown to Pretoria, South Atrica, from India unless the 
Unl.ted Statu desired to mint. the coin hero. He did not know whether 
oilvn waa available in South Africa to begin minting at once but was 
of the opinl.on that the silver ...,uld have to be supplied diract~ £rCJ!I 
our stooka , llr. Bernatein asked 1£ the British would arrange for the 
shipping of the silver £rom !law York in the event. thie plan were 
ad.opted. Profeasor Rcbertoon thought that this &rr&n£'11118nt. ""uld l:a 
satio!octory, It was agreed that the llinting and shipping coots would 
be bendlecl in tbia ease aa they were tor tbe 8 mllion r!J'ala I01nted 
in I.Dndon and India. 

The question of the reorganization of the Saudi Arabian monetar,y 
S)'ltaa was thin discussed . Sir David 1'1&18)' exproued the tentative 
Br1t1oh v1owa on the eubject as aet forth fr<a I.Dndon (See attached 
cable £rca the British Trealury), ,_,~, that Saudi Arabia should be 
included in the oterling block, matntunins ito reserve• lOO pereent. 
in otorling and peeling it-o other foreign exchange aseots . This poei tion 
wu defended on the ground that Saudi Arabia•s trade was largo~ with 
the sterling .....,.,, Ur, Bernstein stated that while he had not had tho 
opportunity to talk ovor tho detai.le of a currency plan tor Saudi Arabia 
with IJr, Vlhite, our tentative views were that the Saudi Arabian currency 
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mi&ht be backed by gold, oterlins, dollars, and perhaps other 
aeeoptablA foreign exchange . 

Sir David 'o'lalEV was insistent on the point that the reserves 
ahould bo kept in a single currency to avoid exchange riske and no 
basis for agreement was r eachod. Sir David suggested that the di e­
cusoion:o or this problem lllight bett or be handlod in London. He 
aokod t hat we submit a statement of our suggested plan for a Saudi 
Arabian currenC'J system to the Br1 tiah Treasury . 

The discussion then turnod to the question of the joint Br1 tisll­
kterican gold ems JrOgram. Professor Robertaon stated tlla~ tile 
..r1tiah pl.ann.od to sell Y75,000 ounces or ()Old, plus additional gold 
up to t hio aaourrt !or us if we agreed, in the seeond throe 1110nth•s 
period beginning !IC>ved>er 1 ia the W.ddle ~aat ex.clueive of Egrpt. 
'lne share of the un1 ted States in the proeoeda 'IIOUld be either our 
act ual requir-nts for local currencies (~ to exceed the proeeoda 
of the oale ot gold in arw given country) or l/2 the total proceeds 
whiohe'V_!r was the smaller . In India, the Britioh propoaed for the same 
period -.o eell ?50,000 ounces for themselves and "" additional 250,000 
ounces for us . !.lr, Ber nstein stated tllat before takt ng action on this 
progrlllll, 110 desired to survey our needs !or the local currencies in 
queution; puticularly in t he lliddle Eaot . 

l'roteesor Robert son reported that tho total gold sold in t he 
lliddlo East exclusi ve of Egypt for the !1rGt three 1110nths wu about 
200, 000 ouncess he s aid t hat he would turnioh us with a det ail ed br eak­
down of the sales by countr ies shortly . Concerning tbe proceeds ot t he 
sales in Iran, Professor Robertson aaid that ILll rials acquired prior 
to Sopted>er 2.3 had been used by the Britioh. lie propoaed that we 
r..ce1Yo all o! the rial.s sold subSequent to that date lll1d all sold for 
an indefinite period in the future if we continued with the joint 
progru and agreed to arrange for the transfer ot the rial.s on lland 
to us at once !or deposit either in the L"""!UO U.llie or in the IJ:>perial 
Bank. 

I n rotorence to the Treasury proposal the t we trade Syrian pounds 
ncquired by Lend- Lease with the Br1t1sh in oxcha!lio for rials at tlla 
official r a te, Professor Robertson stated that this plAn 'IIOUld be 
impracticable fro10 the Brit ish standpoint . 

Sir Vavid lfaley made t he suggestion that periodic meet ings shoUld 
be held hotween the British and t he United States Treasuries to consider 
problAms of mutual interest in t he !.Iiddle Eo.Dt, et ootsrn . 

C. D. Glendinning 
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DaWa 
IIM1da ocnnr 2s, 1.94) 

liD Clair 
!!!! 2l!H!! 
,..... 'I'NUIIIJ' 

0.W. SAVIJIO 1,/J 

Addftued to .r.d4a CAIIIII 8ATIJIO 1., rep.a\ed t o 
111Diat.c' ot State Cairo CAllll!l 8AVIIO 2 -
~ 

ICY CAUJ!R Ul•t rep.a\ed t.o •ubiftltGn:f 

1olloor1.n& are our rl. ... .-t pe-11\ U'l'•ne n\a 
tw Salad1 Aral>Un curreDQr. 'fiiiiiV 111'1'01._ - rec:ap1Wlatl.oll, 
1:Nt w tbillk U ,_.,..&1'7 t.o ..t out \~ poeitioft fllllT• 

2. 1'- nr.t c o1W1cleraUon -• aleerq M ~ 
1-n•ta ot llaud1 uabla 1taelt. TraM of \h&\ -toq 11 
~- •'*1nl¥ with etarUnc a .... a nd bJ f ar ~ larpr 
....,.r ot ~ pUgriat c.- n- t~ n.runa ana, It 1• 
obrl.owo that. 111 the abMnoe of o t her copm reuon8 &ab1Ut,r 
of u.chanp _, ourrenc:r of Saudi .Arabia and at.erlin;J &Nil 

0\ll're._i .. 111 111 t11111r beat. 1nt.ereota. 

'· !h1l baa ~1¥ - · abJect of ...,.,..... taar.a (wiN)¥ 1ft .,.... '11.,) 1a •• peat (1) adopU nc •"ereiiJI u 
etenol,ard eo1a ot tanl'-!7 J (2) .n.r 0....\ Brita!D .. u ott 
aol4 etalldard, ~ .., rial ldenU oal 111 wi&h\, e1ee 
..a t~• &\Ia IJIIiaa etenoLard npee, a1l._r -"' ot 
.... ll - \lieD .. r\la IILapa-o 

4. m t1Ut11oolU. arUe ..US to •wa a ai.at.iaa 
of H1a 1a eiiWlat.ioa, dlaa \o liD iall- 111 ita INlUOD 
~ aliii'IIC L\D t- ftlM ~ ~ ..__.11 ta .-
\lae a- ., \lae ee1a ar to 1aVod1aM a urt....- ,_ ., 
_..., ra~ \bM ta altar ,.,. pari\¥ ot \lae _._ n­
\IID\ dlaaided liPID tor a.....-.1 ....... t.o \loa\ •.,...tad liT 
n..ata\~ 1a ...,,,. ~· 

s. 1\ - tor tb1ll ,_, \liD\ ~ 'heU!l!7 propoaed 
a DOta-U- ...., • etarlinl for Seu11i Arabia (a1noe th& 
S..I'Dd...Uon ot ~tarsssrJ riale ... ..U \o M iclplaaible) 
ta • ial'ed ,. a\ a \1::c -· at.arl1a(j ba41d.na ~ rendll;r 
ba" Mea .... _.,,,,, flola •• ~·· aov • .._ ••• ... ,... 
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6, TreuUJY baft ld.tlla'M ..at ..... to \nat laU 
Arsb1a u \lloqll 1\a _.....,. wre ft11l U.abd \o a'-rllJII a\ 
old par1t,y, 1n eplte ot appreoia\loa of tho rial oo1a

1 
1n the 

bopa \bat ........ h aolut.1011 J01tllt ;yn be touJ.bli. 

? , I\ ..,. be that. t.ld.o 1o - ~eiblo ~h-
obolll4 prefer ""' \o eocprue a tlnal opln1011 •mUl at\er 
pn.Nl clioowonon ol 11-ial. poet tion ot Saudi Azoel>ia wi\b 
Ifni. \eel btat.e ~"'' If 10 Sa\1111 A!'obian OU!'ftnq aq 
bavo to be allowed 1n tl.ltlmt til nuotll&te With "'• prioe ot .u ....... 
8, I n th1.o • .,.at thoro wUl be 11ttla or ~ that 
ll1o ~·• ac.r.n..m oan do \o helpJ t or (1) " oannot 
P"l prioe ot oilvor 1n , ......., or ot a pa11iiculor •IifitOt 
all.,.. bulll.OD ODI al>oal4 ""' a\\•pt to do oo, (Tbo onl.T 
•- in wll1cb ll1a II&J .. t.r'• Oo.,.~ -"cc t1Jc a rote or 
taJc. a q, raoponoib1Ut,y tor a l'a\o 'IIOUld be that U would bo -•r;y M t1Jc an otticdal rata, •atlll.T or quarwr:~T, tor 
.,... """1"'-rnal pu:rpooeo (to ation oalar!. .. , ate . ) a and 
th1.o wul4 ot ·- ba Olll,r • ......,anl.tlon ot tba ootua1 rae arrived at ••&• by oaloulat.ion troa tho price ot all.,.. 1n 
w!Uobo..,... - tba appropriate arJcat, • •S• l!ollba;y) . (2) ira 
•ball ""' be prepared t~ pl'O'rl.da aovorot ana to the 1norou1Jic 
_.._. which 1lbUld ba n.ooaoi tot ed by oubotant1ol tl.lrt.hor 
rloo tn the pr1oo ot eil.,.r 1n to ..... of a<>ld. Wo Oblol"ft 
wi\11 approbanoion rat.....,..• 1n ~b 2 ot 111ntatar of 
Stat.o •a t.eloSn- ru;zw: 160 \o a ollbotant.1al doprooiation ot 
oo,.roip 1n - ot rtola, poeaib:IT (t.hwgl> U. i a ""' el.Mr 'll!onbar tho fi&w'oa fri.,.n 1n Ulat parapopb pvport t o bo 
equiYolonta) \o 20 .r1ala \o tile f>. 

9. It 1a talr:~T oartas.n that tt.. preooat oxoballla 
ftlua ot the a1lnr rial 1o ""' •• aol&lf to tho prtoo ot 
ailYOI' bollion lD a• ot the ......,.ondina oOW>trtoo bolt 
lDal......, a aureitt' a:a-8\ wld.ob will bo .U.oted b7 -
..,u .. ....uc to._... - ot :a..w-loaoo ailftl'. •• tlW* it oloar \lin ottM\ ol th1.o- be ..t\ed batoro a t1nal 
... 1a1oa 1• '*-'• 

(1) !be\ tllere la UtU. or • ,IIIWpoot \bat 
oolldl"- wUl Ma1n at the om ot tba ._.. 
_.. .. '*ioh •'-'llDa ..... 001114 be proYidod 
otbarelao tile lit' laDdl .t.rald.aD Oovem.nt. . 
itoolt .. ol t'llllla obklDod .rr-~. 
r .... w111 bo &bla "' .,...,. -t are tbo 
proapeota \bat th1.o -.ld 1n pnoo\ ioo bo 
po .. illloo 
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o!to~>er 2S, 1943 

(U) tlla\ n1ae of rial 1a -- of Dei.CI>b0v1ac 
0\ill I JS M wUl ol epellll 

(a) oo laftl of aUftr pr1ae 111 \11-. 
oooult.I'1M. . 

(b) Oil ooD\1-.l al1ai•\1on of aOU"'itt­
~- 11r fllnbar oappliea of t.nd-Lea.oe 
aUYar \o S&lod1 ArabiA. 

(1U) tlla\ .... -nUal riM ill pr1.oe of lllftr, 
t.bDa&b 1\ 1l1ll eba&pen ~ 1'*& s-11 
Al'abiA 1a - of rlale, wUl -.loo it La; o­
ibl.e tor - ~ U.. ,........~ pl..1v1al \o 1181_. 
\aloo tu JlllliJ'1-. .... 'lll1l \o 'bi• -'-" 
,.._rial ••• - r-1-..cl ~ t.IMa .ad tor 
.... apri.e trca 8a...tl. ArabiA. • • abooalcS -
r.p!'4 1\ M aoto \o ... - tut.- of U.. 
- 'IIIWib opera\od \o ll'&1oo tl>o prioo of 
llilYOI' \o ...u-q bill> lOftla &~ \lla oJI4 of 
\he lut. war -r not. opera~ al..oo at t.bo and 
of \b1a ..... 

(iY) 'tl'oUlu7 baft no -l.oclp of internal wap aDI 
po1ao lOftla 1a ,_ of rlale 1a Salld1 .vab1A 
&114 - - wbo\bar ottloial. .-pUan of 
a blllllOD -be•p Y&l• tor \lw rial wllld 
1arolft ' 'Ia~ al\araUOM in .-pa, .....W, 
o\0, 1a 8&wl1 Arebf,a. (Ia tile l.ooi ...... it 
po1ao of llilftr ,..,. \o riM .,..\on\i&ll,T, 
•,..S•ll;r it oon of ooroala o\0,, tna -u.. .... o.a\riaa boolll a\ tile - \1.­
tallaA, \lla oqlli.-alaa 1a - of 
--liu.a of ...- ....W, aalar1e0, o\o. 11-' 
1a rlale Jll&llt be .. 1.-.......... \o -- it 
_ ••• .,. \o .... _ all rial ...... aalar1eO 

o\o •• it \IliA .-ld - be - ..... ellup 1a u.. ............,. 1\oalt , _ (l ) -.)). 

U. 'Ia .-l4 lie llllll \o ~~a .. -:r iat-\S...O aY&1ldlo 
oMol\ ca-u-~ \o 1a (lY) 1 allll \o laarll nu\S.O. 
of a..ll AnliUa ()Oft~ \o oo•I.Aiara\1- oat eu\ -.. 

oow 1r 
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November 4, 194} 

... 01!61p!1! l'Oit M P9fiPJ1t 

All e1Y11lla loeU "llll eapor'-4 to ll'rllleb lol'th .a4 
llt'.at Afl'1U &l'O DOW bell\& pa14 f or 1D O&eb b7 !be I'Jool\eb 
and tllia pi'Modvo 1a t o be o x t oa4o4 to oon l' eiU~U ot 
ol'f1llan goode to other l"l'oDob azoeu. 1111U&l'7 goo4o, h ow· 
0¥01' , ar• bOll\& Rpplle4 aa Ol'o41 t leD~loaao, 

!!hue ~t al'l"m<~-t• wor o •d• Cll t ho ae....,uon 
tn .. c the gold aDd dollar aooo&a of tba Conval Bank 0114 
OoYor'nMDt ot Preoo wer o not a'fallablo to tho P'l'ODeb Co.lto, 
In ollJ' oplnlon, tho uao of tlaeao a .. ota ot Pranoo to POl f or 
a lll tar7 g<*ia - bolJI& • 4o anllab h fol' tho equlpplD& ot 
a Proneb U.:, Oft a aro41t loa6-loaao baelo eould oa.ally ba 
Juatltto•. 

throli.P Sopwllllllar 194,, wo loa4·lueo4 t220 allllon fll 
a ooda ... aonlooa to tbt Frceb tbraoo, ( ; o alao tr­
tel'ro4 175 allll011 of ohlllu , .... to PrOI\eb ntborltt ... ) 
llJ Mareb 194.1., alllkr)' lond-loaao aaoht - t o tho r.ODell 
la expoo'-4 to total eqDO a1ll1oa, 

AoeOl'dlJll u the latorutlon aYallablo tho P'l'oneb .baft 
onr 02., IJ1Ulon of col4 •4 u,s. dOllar lJalaiiOoa, •• t oUowot 

( la allll••) 

Oola• ••• ••••••••••••••••••••••••••• •• •• 

n. ,.. · b .at·r1••• •• •• ••. •. •••• 19.!5 
ta tile lll'lUu ... 1ro......... ~80 
Ja U.e 11D.lte4 ltatee. ......... 00 
Ia ... ~qa.................. 85 

ottlolal •e11ar baloaeoo 1D u.a •••••••• 
01 tllla $225 allll• woo 4opool '-4 

tw ... ••-' ot llbe coatral lllilllc a4 a..•-' ot .... .,,,utaa rraoo, 185 
a1111n tbr Ulo ••-• ot tbo ,.._ ... 
trooiNI'J 1D Atrba a4 tz' llllllon for 
the .... ,.,at , ..... llldo•Cillaa. 

Prl'fat o .. llar balaaaoa 1a u.a ••••••••• 
AU nt t7 a1Ul• ot thla _. , 11 

koU tor ao ••-• ot real._" ot 
loWo,ell\010 Fnaoo. 

., 
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.ta •ln or tho elao or ClaiM &ol4 _. •.uar hol4u1e, 
u h r n ... tllat ., .-11•7 er l~u ... uehta• 
t o t he ~ell ba raazea1Do4 w1 til t11a 1Cea ot plu1na tile 
eatlr a pl'Cipoe8 r or the t~ belnc t11 a ouh rel.llbv .. ble 
bnl•• 

" a. Vll1••• tbll 11 de~~e, 1 t would ,. ... lllat •• 
Al'& 81'Ut1a& the Preueh ..... t .. OJ'abb traat.et 
t:bUl the 8r1 Ullh. 

b, Sueh a prooedura 110uld •treqllltD JOUr 
b ar&a.laln& podtlon wi th t:ba PraDah, 

• · It wo'-'l d be ace.at• tent w1 tb t b a ob jeeti• • • or l•d.-1&&1& Uli&t.J>M, 

4. It wollld ocatrlbute •ta rJaU:r to the rul­
rn~t ot c:a.poe .. laD&l ~d• t or r ectueUoo o! 
co••-at expc41 """• •• Oil:. 

The ao4aae •l'laa41 111 b Fl'nt.h •orth Atr1oe oontel.La • 
p ro•h1oa""ililih would parait PAJIICA t !or ai.Uter;r eUjlpUu. 
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( fte ~ ~ • *" iMJIIM .,. --. ot '=« ' 1 
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FORZIGII ICCIIOKIC Al10J!I8'1'11A1Cll 

OFFICE OF L£ND.l.EASE ADMINISTRATION 
f1VE..F'1FTEEN 2ld STREET NW. 

W ASHINClOH. D. C. 

NoTember ~. 194} 

To: The Rooorable Henrr llorgonthau 

J'rom: llernha.rd l<llollenbers 
En.,ut1ft A4T1oor to the AA!Dinietrator 

SubJect: Ete.,utift R.porto 

Tranllldtte4 herev1tb, for 70ur tnrormtion, 

are "op1ee of t ho lb:ecut1Te Reporte on len4-

1oaeo oporatione, ae of September }0, 194}. 
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CON,. DENT IAL 
!rtcutlw R-1 No. 1 

ALLOCATIONS, OBLIGATIONS AND EXPENDITURES 
LEND-LUSt: ,UNDS APPROPRIATED TO THE PMSIDENT 

llteport ae of Stpt. lQ, lW· 

(T• .. ••4• .t Dlt .. ra) 

AJ1F01*'1Al tioco O& tocor7 Ml~~at.ocl ~u .. to Septeab.r JO, 19.0 
AJiprOpriati- J.llooatiou Obl..lpt.iODI Clptlhllit.ur.• 

()rdDaDoe Mid Orda&Do• st.on• 1,68),)06 1,679,614 1,49S,747 1,22),729 

A1rc"""" 8..Dd .lti'Oo Matntal 2,6'79,~ 2,667,886 2,491,108 2,0C)712U 

rut• ud Otbt-r f•hiolea 749,27] &10,160 62B,)46 S99,428 

lat.ron.R 3,871, ?OJ 21 5-5-51 143 2,171,5)4 1,869,020 

Mho. l illtary lqui~nt 353, 288 3.53,27] )O),Ll.O 234,931 

PJ'od~t.l.oa h oW Ue1 1,1.04,688 1,102,488 1,().58,037 902,992 

Acrio· u4 -·· -itie• 
12,608,929 10,411,624 7,7'76,)08 6,027, 2SS 

S.n"!oiol, t:t.pair ot Sbip11, •to. 190,818 E.V.,W 1.67,197 454,971 

Strrtc .. ...S ~· 1100,000 4001,896 304,158 237,181 

.&dainll\ratJ.q bpn.M• 28,999 24,4)1 23,2?9 23,022 

Tot.ol. 24,6?0,629 20,517,628 16,718,854 u;s?9, 74/J 

Procurinc J.etnq C.W.t.l•• to Stpt.~r )I) 1943 
.Alloca t.iODI Oblip.Uon. .:::q,.adl tv.a 

War Dtpart.-nt. ,, 742,286 s,282,.427 4,571, 727 

la'f'7 [)epl.rt.-nt. ),239,841 2,'-'$.~2 1,84),514 

IIU'itiM eo.J.oaioco u4 ..,. Wppi.JI& .-... 2,437,..4$8 1,979,2)1 1,920,96S 

.,....._ Dopar-t 3,894,236 2,925,91.8 2,048,US 

Do- ot Acr10111...,. S,l8S1586 4,069,9S) .),182,3~ 

Otbor 18,221 1S,)7.J ll,OS4 

Tot.ol. 20,Sl?,628 16,711!1.8'-4 U,S?9,71JJ 

. 

311 

Regraded Unclassified



CON,DENTIAL 
!aecullve RePOrt No. 2 

STATEMENT OF LEND-LEASE AID 
Report "" of Soot •• )0, 190 

(T ., o .... ,.) 

f7po of Aid ClaNl&t.lq t.o -t.b ot Sopt • .)0 19.0 .... )1 19.0 Soot.Mbor ·-· Ooodo 'h'uofonood 14,136, 745 1), 01,,749 1,120,996 1,m,m 
Se.r91oJ.a.c, Re~ or Shipe, et.o. >s9,m m.~ )1, '19? 6,s50 
leot&l ot Alpe, 

h:IT71Dc of .uro~, et.o. .1, 251,)28 1,208,995 .U,))) 1.4),89) 

Produatloa P&o1lit1•• 1D o. s. 601,)11 601,150 161 - 806 

Mteoe'' ·ceou~ CxpliDMI 82,S6l 81,042 1,S19 - 2,2)? 

Total Semo•• 2,294,S&l 2,211,?6? 1S,&l6 U7,.4DO 

t'ot&l. Oood.l U.S. S.nieea 16, 01,)28 1S,2J4,Sl6 1,196,112 1,261,1'77 

!Iota oo Ooodo rr...tonod I.Do1114e n.luo of cood• proo\IN4 troa lood--louo •-l&t!Gu to ,._ r...o1d011t and to t.bo ..,. and ,..,. DoportMoto. 

f7po of A14 

Ooo4• Trautel"''td 

S.rriolDc, a-pair or 8bip11, e to. 250, .)01 l , ?U S1, 843 49,S22 ,,,,,, 
boW ot Wpo 

10ft71ae of ~. oto. 921,6&1 l2, :J8S 1'19,&46 1)1,416 1,.2:51,328 

l'rod1aU.. h oWU.• 1.D v. a. 601,)11 

11eoe11·~ ~· 50, ))5 1,119 2,464 2S,SIO S2,S6l 
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C ONFIDENTIAL 
Ea.cull .. It-t No. ll 

LEND- LEASE GOODS TRANSFERRED 
R.Porl oo of l!op\, )9. lW 

IT .... Moft ef Dollonl 

........ u. -- 0.8,8.~. ou... Total 

504,)14 15,547 134,:!00 50,677 '106,8)8 

-u....sc I ota 1,094,56:2: 22, 118 ~.996 2S,029 1,447,'7'15 

~ 1,191,310 48, 748 610,427 42,01.2 1,899~'17 

A.S..roNt'\. ~·· ran., .t.o. 6)6,169 ,,,50 19,,, ,,460 ~.,,. 

- uo4 P&r1oo 
1,))6,106 9U 2,, ?08 27,15' 1, tQ.l ,891 

llot.or ••blol .. ud Pvta "'"'lO 25, 504 "7,064 15,294 7)2, 232 

.. t.zooron ud P&r1oo 1,322,227 '·"7 148,088 20,218 1,49.4,980 

roo4e 1,,56;640 :uo,,19 6,656 1,80),815 

OtMr ...,.lo. Plrodllota )7), '1'7) 41 4,219 )'11!,0)) 

... w-,. 377,SU. 4,254 22,,28) ) ,6U 610,975 

.. talo ,,,8)2 9,821 2)9, )1) 1,9.34 850,900 .. ~ '""""" 611,868 2,547 28, ?0) 1.199 6U, )17 

Itt. Nelli D ll·~ ...s-..- 960,m 1.0,761 252,"7 ,,.m 1,277,9S4 

~ 10,91.6,'" 1500)U 2,117,926 251,~9 

ono~oor 25, 1"' 
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5arenber 4, 1948 

WJ dear i r . Preal dent: 

I aa • ending you herewith a 

repor t on t he atrocltlea oa.a!tt.a 

b7 t he O.runa in t he Mapl11 ar•, 

aulaittecl to M 117 Col011el Edpr 

Eraklne nu... 
Youre aincerel7, 

~ 

The Prealc!ent, 

The lallte Houae. 
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Ron, Henr7 lforcentlwu, 
Soc...,tuy of tho Trt&OU1"7, 
Care ot L1.ut. O«>oral Kart v. Clark, v.e . .&.., 
Headquartoro, r1ftb ~. 
N .l P L I 8. 

My dear Kr. Secretary: 

20 O<:to'ber 194) 

In compliance with your roqueot l c1Yo yo~ horowlth a brief 
report of aoto of German cruelty and wanton doot~ot1on comaitted 1n 
]laploo, ch1ofly d~r1nc the three woke 'before our capt~r• of tho city. 
Tbh period h called "The 1\oisn of terror• 'b)' lloapol1tano. 1 -., 
o! co~roo, not c1•1nc any 1utancoo of .,...,. to tho c1t7 or to 1ncl1-
rtdwo vllich toot place ao a ree~lt ot acto of var ('bollb1nco, etc.). 
Tho t binco tbat l l1ot ""re Wl.llecooO&r)" froa any aJl1tary point of •lev. 

otfDS!S .lO.U'JSf '5I Cl'lY 
.lS .l lll!OLJ 

1. Vater ~~~ When tho rtfth A:nq Naohod llapl•• we !o\Uld 
tbat thoro vao an oat total !&11\U'e o! the vater wppl,r. People ware 
carrlinc ~•tor in poilo, jugo, bottleo and oYory type o! container . 
There wao a omall trickle o! water troa rome of the hydrant• ~t m&n)" 
peroono ttandinc in line were unable to recolva enough to quench thirat, 
llapleo bad boon tam•~• tor an a~ndant •~pply ot ~re water. The Corman• 
bad blovn up the 11&1n aqued~ct ln oovao placeo and all of tho reoorYoiro 
eave one bad beeD d~ained. BY chanoe an Jt&li&n had I&Yed one reeer'YOir 
by cuttlnc the fuu after it bad bean Ucbted 'b)' departtnc Germano . 
.Ulhd K1lUar7 Oo•orftllent toot charco of tho romaininc rooorYo1ra and 
by rat1on1nc llado the •~Jll>ll' t;0 ao tar ao pooolblo. Tho bardabip oa 
tho people of llapleo, part1cularl7 thooo ~able to co for vatar """ 
croat and thoro vat - outferinc, ~Ul the wppl7 wao rationed and 
~tll wo ottabllabed water diatr1lo>tlon pointe tor water diat1lled froa 
tho baT· !'ho Gel'II&Do were voll aware tbat theN wao uple tacUit7 for 
o~r brlncin« in water tor the trooope, ao wao doftO 111 tho deoort cupoip, 
oo tbat thh dootTUctton ct the cH;r oupply vao an act of cruelt7 apinot 
ehUiano, 70~ and old. '!be ea..,. liltevioo dottroJed tho pwapiac planto, 
tborob7 mai<1Ac U iapooaiblo to raioo tho water, had &nl' bean aYailable, 
to tho hipor putt of tho city. Tho water 11ai111 i .ll ll&ftl' parh ot ll&pleo 
wore daliber&Uly cut. 
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2. Sev;fe Syotoa: !!'he puzopln& faollltieo of tho oowqe c!.lopooal 
ayatem of YaP:e• were destroyed. rh~•, even bad there been enough water 
to ftn&ble aevert to function, the7 vould have been unable t o 4o ao beeauae 
much of tho Ilea poll tan oewace d.iopooal dopendo not on ll'&vi ty but on 
a oerloo of pwopo. Tho city lo built on volcanic rock ao that, even had 
thor• boon •pace available f or thee, l t wao all but Impracticable to dig 
latrlneo. Tho danger of opldozlco of lntootlnal dlooaooa, ouch aa 
typhoid fever and dyaentorr, wao obvlouolr very sroat particularly at 
thlo ooaoon of the year. 

3· Wloctric Light and Power Syoteao: )lapleo wao in darkneoa when 
we took oYer. The Germans h&4 deatroy;a: b01h the pneratora of the 
current and llkovioo tho tranoforaero. !ho Italian aetropollo dependo 
larcoly on ~ro-eloctrlc power not only for ll~tlng, but for tho 
water and oowqo pwopo, tho aUla for &rindlng wheat, the newapapor 
prouoo, tho hoauns of bulldingo, cooking, and Indeed pracUcally all 
power cachinee. fbta vat one of \he moat terl~• conditione ve bad to 
meet. 3y ha,rd work b7 our en«ineera \ht current it nov r eatored, in 
part, thou.ch we have had to follow a certain prlorUr In alloting It 
at flrot. 

4. Trane~rtation Statem: The atreet car ayatcm vat wholly out of 
eo~ietlon bOt bftcauao t e electric curront had been eu~ off (1ea above) 
and b•oauoo the ~rmano carried away or dootroyed th• greater part of the 
rolling etock. !uoee aleo were taken away, A larg• number of them were 
found to tho n~rth of tho city whero the onemy, unable to carry them 
further, had burned them. Thor• are of couroo no taxicab• other than 
a few old wr~eke, and onl y & few horee-drawn vehiclftl ln the clty . 
l'eople vho are not ph.yolcally atrong enough to walk frotll one locolit;r 
t o another are practically prioonoro . ~lo baa oerloual y affected the 
earning c&poclty of coany. '!11e Cl<'rm&no cArried. away every autoaoblle, 
both paaaenser and t~JCk, that they could flnd.. l n ooao lnotancea they 
toot only the tlroo and deotroyod or abandoned tho bodloa of the caro • 
.bbulaneu and flro-flgl1\ing vehicleo varo cot aparod. 

5· Com:IUAlcatlon Syatoza: Tho tolocraph linea wor e put out of 
co=loaion. i'he main tel.Pllono exchange waa blown up. Fortunately tho 
~raano overlooked two omall ouboldlary oxchan«eo. »r aplicin& tho 
linea we were able to give tho military authoritle• a lialtod nunbor of 
linea wlthln ton dare . Kowover buolneoa firaa and privato familloo are 
atlll without telophonoe . The Poot Office wao looted and destroyed 
(ooe bolow), 
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6. ll<!1110l1tion of '!otels : '!he group of IUgnificent h~tels along ~he 
Via Partenope, facing Vesuvius , used to be one of the outstsnding groups 
of such i nstitutions in the world , Such """'"s ae the l'Xcelsior, Vesuvio, 
Sant4 Lucia, Royal, etc;, are known to trnvelore eve~ere. These 
buildingo, without exception, were blown up and fire set to what reiiUlined. 
They cannot be repaired. The only first-class hotel left was the Park Hotel 
(Porker's ~otel) , which was ~ned (soa below), 

? . ~locking of TUnnels: There ere a nunber or tunnels in Napleo 
built to give ready access from one quarter to another at a saving of much 
hill clt..bing. Theoe were blCll'n up . 

8. BOI!Ibing of Public Buildings: Besides the bor.blng of various ;>cblic 
buildin£S for their iooediate destruction, the Oe~ns showed their usual 
cunning in • etting tic:e bo:::bo oo as t o OX'J)lode after our arrival, thereby 
both destroying property and causing hu:rAn deAth and sutrering. A few 
iruttancea will illustrate, On October ? 1 at 2:30 p, •!., a violent eX'J)losion, 
caused by a time bo:::b hidden in the corner of the Post Office, destroyed the 
end or thot building and tore an enormoua hole in tho street. There was 
conaido roble loaa or l i fe, chiefly civl lians . In all JO peopl e were killed, 
84 wore severely injured (hospitalized), and 25 were slightl y in,jured . 
1 woe in my office across the street when the explosion occurred. I went 
to tho nocno at once and helped give first aid to the wounded , l~ny were 
WOlt\On anrl children, In the Via Partonope a time bomb in the street exploded 
on October Jrd, a t about dusk, Fortunately nobody wos hurt though a few 
mi nute• before a group of workmen had passed over the spot. On Oc t ober 11th, 
at 8 : 55 A. U., a time bomb set in the l~olia n Artillery Barracks, occupied by 
our JO?th and J6th Engineer s , eX'J)loded . Some 24 of our men were killed and 
4? woumed. '!his cannot ba justified as an aot o(ainst our amed forces , 
!or 1 t W1 $ only by chance that we nro usins the barr~Jcks tor soldiers . 
It horl been pn!viously used by Italian familiea . F.Yery effort has been 
o:ade to locate unexplod'ld b<>Oba and with !!luch aucccos. A t!Jae bomb and 
about lSOO pounds of TVT wer e reooved froa the beaement or the Park Hotel on 
C'ctober 2nd, befor e eXJ>losion occurred. On October 16th, an unOX'J)loded ti.., 
bO:".b nnd 1600 p01mds of T'IT were r e10oved from the building housir.;: a pert 
of t he 8?nd Airborne D1 vision. Ordnance ot.t'icors cstu.ated thot the bomb 
had about J days and 1? hours more to run, on the timing device, before 
explosion . 

9. aponing of Pri aon• : Before their departure , t he Germans r eleosed 
all priaonora in the jails ond prioons or Noploa , of which there are about 
a dozen, one of them the largest in Italy , Wh11o wo have been eble t o re­
arrost mcny of the criminal s, this act of tho Oonrlans has been pr oductive 
of dcngor and loss of morale to tho ci vil populet1on. 
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10, Demolition ot Flour llills : llap;les , like moat Italian citios , 
grinde ito wheat • little at a time, rather than converting a whole cr op 
to flo~r ot once, Thus tlour mill• aro an cseontial feature of the eit y •s 
economic and wol fars syst em. All of tho l arao mills wer e wrecked by the 
Germans . 

11. Dest ruction of the Tlniversity of Naploe and or ita Famous 
Libraries, 'file University of Napl oe 1a one of tho oldest and most famous in 
cxiatcnco. Tho library of the Reyal Society or Naples , one of the great 
l earned eooiotioa or tho world , was housed thoroin. I t was put to the 
torch on 12 Soptc:lbor, a little more than a tortni&ht before we took the 
city, Ire are collecting affidavits or th e Rect or and IOMI1 !aculty malbors 
and etlldonte , They agree that at ebout 3•00 P, JI, , a party or acme 600 
Germane entered tho University and aMounoed t hat they wore about to burn 
it, in retaliation for the fighting of Ntapolitans, inolllding students , 
againat their t r ()Opa , Cans or gasoline wore brought 1n and the walls, 
1\lrnituro and books covered with it, and tho fir e was otarted, The tiro­
men arrived soon thereafte r but tho offi cer i n cherao refUsed to allow thea 
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to enter, 'llro Carabi nieri (military police) who tried to atop the destruction 
were taken to the trent entrance •nd shot, l.t&ny of the nearby houses were 
robbed, not only those of profeaaors but of othcra , Several witnesses agr ee 
~hat the no~orioue Col, Scholl , Commander of German t r oops garrisoned in 
Naples , arrived in person when t he work was finished and read • proo.La~~a•:Lora{/ 
in OetnU!n and Italian announcing that t ho university had been wrecked as 
a puniehnlont to N~ples , 111hen I first visit ed the ruined buildings the a shes 
of t he Library of t he Royal Soci et y were atill warm and the pool of bl ood 
on tho front steps, where the shoot ing of tho carabinieri was reported to 
have occurred, was :ttill evident , 

12, Robbing ot Hospitals: Direotore or the several hospitals of 
Naplea aaree that the Germans before departure, oarriod off all of the 
hospital equipment and supplies that they could find, 501:14 of these 
institution& had practically no medicines or dressings lthen we arrived . 
Even eetablishmenta of the Italian Red Cross ttSre not spared. 

OFF!!NSES loGAJ!6T HIDIVI1li!IILS 

In a roport of thie kind, propo rod on a few hours notice, it i s not 
possible to give e detailed account of o!fenace against i ndividuals . That 
mua~ wait until our final report on German miedeode in Napl es is completed , 
The tollowing inoidonts a rc taken a t random from a maae of documentary 
evidence t hus tar gather ed , 
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Thoro is general agreement that Germane collectively and indiVidually 
robbed shops, homes and even people in the streets, This Yal'ied all the 
way trom ordinary big~'• technique to burglary, llany indiYiduale, 
not excepting those in high poaition, ""re c~rried ott as hoetoges, Among 
such hostages ,..re the Bishop ot Cava de1 'l'arren1 and the Abbot ot Badia 
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at Corpo d1 Cava. llaey people wre beaten to aka thea diaclose the where­
abollta ot euppoeed nluablea, w,..n as well as Mn wre wbJected to euch 
treat .. nt . There were 111.11)' ourdero, aoooe ot a aadiatic nature, with att~ • 
lation ot dead bodies, parti01larl,y tboaa ot -en. (),., depoeition says 
that the ·.,-e witneas saw a man buried in a grave be had been forced to dig 
himselt, being bayonetted before being tbro'll'l in. Often the populace •re 
told to help themselYeo after the Germans bad begun looting, llany ot the 
1110re intelligent witnesses stete tbet the killing ot Italian ciVilians wae 
not morel,y acts of indiVidual German soldiers, but ottsn in response to , ., 
direct orders of their officers, all as a part of a campe.ign to terrorize 
the people, "Booby traps• wre placed not only in place a where tbey lllight 
be set oft by 0\IJ' troops, but """re children and otb_. ciVilians 110Uld 
tind thea, llany such people have been mtUoted or killed. Tbere -.a 
mcb •ntca destruction or property. trequentl,y aaaociated wi tb pbya1cal 
hara to people. !!Urn1wre not desired was snaahed or burned, u ..... otock 
killed, aupplieo of food destroyed or fouled ao that it could not be used . 
Particularly cruel were the 10easures aga.inst thoae Italiano bebeen 18 and 
35 who tailed to respond to the Gorman proclamatiCII of Septetober 22nd, 
requiring them to report t or forced labor with the Gorman Ani\Y• 

I wisb that there •re time to give you more deteUs and to complete 
tho report ct the first two fteks of the "'rk , of the Allied ~·Uitary 
Go't'8l"DlDOllt of this great city, I should like to gtve you further partic­
ulars beyond what I could tell you in a few minutes last night. I tbink 
that I aa.y eey, ho118ftr, that • ha.e achi...,d our dual goal.. l'irst tbat 
of lceepinc the burdens or co•erning t his war to!JI city trom the sbouldere 
ot OW' ailitary CCll!ll:lallder, 'llhcee entire attention ia needed tor tbe leadinc 
ot a great arm,y, Seeon~, we have been able to keep the city running 1n 
eo11eth1ng like a noraal fashion, despite the handicaps imposed by ,..... and 
b.Y the oenoen atudied policy of destruction. 

llay I wish you a sate Journey home and once mere thank you for your 
interest in what "" are doing. 

Reapectfull,y youre, 

(S) Edgar Eral<ine -

BIXWI IRSIIlll IIJII!, 
Colt:ll>el, Goneral Staff Corps, 

Onited Stetas Anq, 
Chief of liUit&r)' Go,..n.ent. 
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!Or to Bi R£=1N'§t" a m 

COi'f I0>..._--1../ ~'V:..._ 

l. ~ Homo l'atoro 2M/)rd , l &-boa• probobly 1111\k IUid 2 ot.hor o ..._,ocl 
bT H,II.S. Dlat.r-oyer 4\&rinc en.., attack oa a Wtat 

bound C..at.al Coo•., ott IW!mos. 
3rd/4th. l lUB 11.11\k during encae .. tnt. or &-boftta and htuU,y teoor t.OO enmy 

oonToy ott OOrcH cout by our Coa1t.&l for e••· 

Mediterranean 27th. On• ot H.J,a. Su~r1nto probably uunk ) ,000 
t.on ah.l.p 1n oonvoy ott TOULON. 

)rd. U.S. MJ' .B. 1s Nllk a 4 ,000 t.on uoort.ed t.a.nktr ott I:LBA. On )let 
Gtnan rU<Unc party about. 70 stroa& deatroy.d. t•ltcraph-.io and radio offic• en 
CAJW Ialand (Rortb6eaJit of BASTU) . 

t.ntl..SUbMrlna 1st/2M Ono of H.l .. 

a. lLIW!J ~ 8tb l=y. )rd. 1n .... ck ftortb of ~.I'IIIQIO oo>r troopo 
captured tbe tosn and ... uon ~ s . SOL'/0 (:!f aUaa !'ron 

Cou~ atttr d t t.eminad raaist.Gnc. . F'Urt.btr Sout.b au-r poalt.ict'l.l e.eroes River 
• tr. 1npro.,~. ArM v .. t. ot toP..ea.J. (9&Utl Porthftat. ot c.utPOBASSO) clear ol 
tDb14 RUl tMturea wera captured. Bcrt.b and Sout.h ot Ka.iD a.o.d «-o lS:Y.NU. 

St.h Al'llty. D .s. Forcas rMc.htd ri t.hl.n ) •ll·U ot 16'"'-"Ll., 
In Coaat.al Aroa our poeit.l.oa& r.'tat. of f&ANO (1) mUtl Morth-waat. ot CAPUA) 
• )J'• 1eprov t4 . 

RUUi a Jrd.. Ru8D10.0 Advance in ar .. -c.t.wotn Dn1opor t.nd 
KA!U\!lii!SKI Culf raachocl IIOU.Hh LOPAill and MIJUIAILOVKA 

(20 nUu Sou•h-auL and 2~ all•• Sou•h of KH~) and 1\!WlNOt (4.~ allea l'leeL 
of PlholiOP) . 

Bul"'ll& A•t1.v~ patrolling on both tJ1cltl but no t\lrt.htr J apanese 
progrua t.o•&rd• FA.LAM (2' mil to South ot toRt flllft.) . 

Chin••• fore~• are tn contact ~ith gn-=t 6S cilea South South Eat' of L~. 

3-Up OfW'f!Q!!S Western !'rent l!:!l· 
W or..., ..... (SL7) .,.t of .wl do!pr.l<>bt<! And ~.Llba" .. ra (D 24) cut o! U7 
d.tillpat.chiG att.ack.:i1IJ.R4J:ISIUYtlt d..roppJA& lJSl tona, Re1ult.e v.nocae~ 1ft 
Udck cloud. 2fl1 tlc~rt.ad Maraud.ere (P26) •~c111tullt cb-op «! 26S t.oc~ oc ) 
) oirtlalda In Nortb•m f!WICa and HOLLIJIJ), ltpbooela and Spt.Clna ••tackad 
G.bt:r tarcet• e.., cawaltlea 47.21. 25. Our 7 ro rt.NIMI, 2 ll&raud.ors and 
4 Pl~Ura al .. ln,. 

)rd.4tb. Urcratt dupa .. hocl - COSSi'l.DOIIF ~ (18 alulng) COLOCi!li: 62, 
BIIEiliHJJJS<ll 13, 00i<I1IJIID 2, SM H1Ain6 23, Loath .. 2'l, (l .Utln&), Intrud•N 
)1, Ant.1•1hiP:t1nC 8. Good cone«ltn.t.lon and ts.r .. reported at. OUSSSLD:IRP T"hlch 
ftl cltt.r of oloud but. IOIU aroun' haze. 12 ~··y Oiroraft. OJ)91"'\t.9: OV)J' E&.at. 
AnclU . SOIN cuualt.Ue, d&.u-i' a.ru! tine oou .. d notnly at. lPSVlQt a.n-~ al.so 
a t 8RA.MIOP..O whert utn ahctrl eHy et.at.icn waa damat~, art.ot.lnc pown 1n 
w;.sr ~urroLK . 

l!:!!!L l8L/2nd. ll lioatono (.UO) lionb&d wse•• In boUla 
&riJ.A. About 30 Qf\00/ Atroral't. (1 daetroyod) 

\11\euoo .. ot~ att..ackod UA.PUS Harbour . 

and . )S A.U1tcl mad.J.u!l and )6 114;ht. Bombera at.t.ack'Jd ra1lw6f t.ara:;ata 1n JUtUILA 
Area. 24 •tdiwo~ 1.89 U.abt and m figbt.~r Dooben At.t.aek~ te.rg.tts in Dat.Uo ...... 
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