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COMMODITY INDIRECT TAXES
IN THE CANADIAN INPUT-OUTPUT ACCOUNTS, 1984 - 1986
by

yusuf Siddiqgi and P.S.K. Murty

I. Introduction

Statistics Canada continuously receives enquiries on the
conceptual and developmental aspects of the commodity indirect
taxes presented in the Canadian Input-Output Accounts. With the
completion of the study' on provincial sales tax commodity
allocation for 1984, the need for a paper on commodity indirect

taxes has become more apparent.

The purpose of this paper is to present a comprehensive
account of commodity taxes for 1984 - 1986 period and to explain

briefly the potential of the tax database for further analytical

Yusuf Siddigi is Assistant Director of the Input-Output
Division and P.S.K. Murty is the Chief of the Public
Sector of that division. Data required for this ongoing
project were developed by Louis David for the period
1961-82 and continued by Pierre Généreux for the period
1982-86. The authors thank them for their contribution.
They also thank: Claude Simard, Director, Input-Output
Division; Joel Diena, Chief of Research and Analysis,
Income and Expenditure Division; and Daniel Chamaillard,
Technical Advisor, Revenue Canada, Excise Branch for
their valuable comments.

Provincial Sales Tax Commodity Allocation Project, 1984:
Sources and Methods, Input-Output Division, Statistics
Canada, January 1989; also, Highlights of the Provincial

Sales Tax Commodity Allocation Proiject, 1984,
Input-Output Division, Statistics Canada, January 1989.



studies.?

Before dealing with the subject proper, some relevant
background information is given in the next section. The three
sections that follow contain a brief description of commodity
indirect taxes, allocation procedures, and highlights. The last

section summarizes the paper.

II. Background

The Input-Output Accounts are a part of the System of National
Accounts (SNA). The other parts are: The National Income and
Expenditure Accounts; Canadian Balance of Payments; and Financial
Flow Accounts and National Balance Sheets. At the heart of the
Input-Output Accounts and the Income and Expenditure Accounts is
the concept of Gross Domestic Product (GDP) at market prices to
measure economic production and disposition. While disposition is
measured by expenditure-based GDP, production 1is measured by

income-based cDP?. Now we will examine how indirect taxes are

See also, Commodity Indirect Taxes in the Canadian Input-
Output Accounts, 1984, By Yusuf Siddigi and P.S.K. Murty,
Input-Output Division, Statistics Canada, Ottawa, July
6, 1989.

National Income and Expenditure Accounts,Volume 3, A
Guide to the National Income and Expenditure Accounts,

Definitions - Concepts - Sources - Methods, Statistics
Canada, Ottawa, September 1975, Catalogue 13-549E,

pp. 67-88. It should be noted that in the System of
National Accounts, all taxes (federal, provincial and
local) are divided into two main categories: direct and
indirect. In general, taxes levied on income (i.e.
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related to this central GDP concept.

In the expenditure-based GDP,‘ purchases of goods and services
measured in components such as personal expenditure, government
expenditure and gross fixed capital formation include indirect
taxes paid directly by purchasers and also those paid by domestic
industries on intermediate inputs used to prdduce goods and

services.

In the income-based GDP,5 factor income components such as
wages and salaries and operating surplus (the sum of corporation
profits, interest and miscellaneous investment income, accrued net
income of farm operators and non-farm unincorporated business, and
inventory valuation) are measured at the gross level; that is,
before deducting direct (income) taxes. However, these factor
income components do not include indirect taxes, embodied in the

market price values of goods and services measured in the

income taxes) are regarded as "direct taxes"; but those
taxes that represent a business cost and which are
reflected in the market prices paid by purchasers of
goods and services are called '"indirect taxes"
(i.e. property taxes, excise and sales taxes). Such
indirect taxes constitute a part of producers' costs but
are not a part of the income of the factors of
production.

National Income and Expenditure Accounts, Annual
estimates, 1976-1987, Statistics Canada, Ottawa,
November, 1988, Catalogue No. 13-201, Table 2 Gross
Domestic Product (Expenditure-Based), p.2.

3 Ibid.., p.2. Tabls 1 Gross Domestic Product (Income
Based), (See Appendix I).
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expenditure-based GDP. These indirect taxes (e.g. sales and excise
taxes, property taxes, etc.) are therefore added as a separate item

to arrive at total GDP at market prices.6

Thus, both expenditure-based GDP and income-based GDP include
the same indirect taxes; in other words, the same indirect taxes
are implicitly reflected in the expenditure-based GDP, and
explicitly added as a separate item in the income-based GDP. This
is the general practice adopted for both the Income and Expenditure
Accounts and the Input-Output Accounts. However, the articulation
of indirect taxes is somewhat different in the Input-Output (I/O0)
Accounts mainly because of the extensive details of commodities and
industries presented. The I/0 Accounts display the commodity and
industry structure of economic production and disposition. To meet
the requirements of the I/0 accounts, indirect taxes are classified
into commodity and non-commodity taxes. Commodity taxes are
associated with the purchase of goods and services and have to be
allocated to I/0 commodities and their users, as will be explained
later in this section. Non-commodity taxes, however, cannot be
identified with any particular commodity: in fact, they are payable

even if no productive activity takes place (for example, property

Ibid., p.2. (See Appendix I) In the actual presentation,
the positive item of "indirect taxes" is offset by:the
negative item of "subsidies" and the "net indirect
taxes" are shown in the income-based GDP Table 1. The
subsidies are not part of market prices 1in the
expenditure-based G.D.P. and therefore they are deducted
from the income-based G.D.P.
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taxes and business ].J'.cr-_‘rls.es)."r They are allocated directly to the
industries and final demand categories that paid them. As this
paper is concerned with commodity taxes, non-commodity taxes are

not discussed.

We begin our discussion of commodity taxes by explaining the

need for articulating them in the Input-Output Accounts.

In the Canadian Input-Output Accounts, supply of commodities
is balanced with disposition. The supply consists of domestic
output plus imports. The domestic output is reported in producers'
values of the producing establishments. For imports, producers'
value equals the value of imports at the Canadian border inclusive
of import duties. The disposition of commodities, which consists
of intermediate inputs of industries and final purchases of "final
demand categories" of the Input-Output Accounts, is reported in
purchasers' values. The differences between the producers' values
and the purchasers' values are called "margins" -- ie. "wholesale
margin", "retail margin", "transport margin", and the "tax margin".
Thus, the need to articulate these margins including the tax margin
in the I/O Accounts stems from the necessity to balance the
commodities at the same level of valuation. As these margins vary

considerably from one purchaser to another, there is additional

The Input-Output Structure of the Canadian Economy,
1961-1981 (Revised data) Statistics Canada, Ottawa,

September 1987, Catalogue 15-510, pp 41-42.
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need to estimate them by type of purchaser (industry and final

demand category) of the I/0 Accounts.

As was mentioned earlier, commodity taxes paid by the
purchaser (industry and final demaﬁd category) must be identified
for I/0 articulation. The new study of the 1984 provincial sales
tax commodity allocation project has made this identification
possible and has also established consistency in allocating these
taxes in the I/O Accounts. Before the study, all federal and some
provincial commodity taxes were allocated by commodity and by user,
while most of the provincial sales taxes were routed directly to
the industries and final demand categories instead of to the
specific commodities. This improvement will remain a part of the'

annual Input-Output Accounts.

The I/0 articulation of commodity taxes and the tax database
answer questions of general interest such as: how much tax is
embodied in the purchaser price value of commodities; which sector
of the economy (industry or final demand category) paid those

taxes; and how much was paid.

Commodity taxes of all 1levels of government -- federal,

provincial and local -- are discussed in the next section.



III. Commodity Indirect Taxes

Although, as was mentioned earlier, this paper focusses mainly
on the commodity indirect taxes, an overview of total indirect

taxes is presented here to provide a context for the main subject.

Tables 2, 3, and 4 show the total indirect taxes collected by
federal, provincial and local governments for 1984, 1985 and 1986
respectively. The provincial share was the largest while the
federal portion was next in each of the three years as summarized

in Table 1.

Table 1: Indirect Tax Shares of Three Levels of Government, 1984,

1985, and 1986. (See Tables 2, 3, and 4 for details)

1984 1985 1986

Level of Government Percentages
Federal 33.0 32.1 3246
Provincial 40.7 41.6 41.2
Local ' 26.3 26.3 26.2
Total 100.0 100.0 100.0




Table 2 Indirect Taxe 984
(See Appendix IIa for details)
Part A. Commodity and Non-Commodity Allocation
Commodity Non-Commodity Total Distribution
$ Millions %
Federal 17,768.7 355.0 18,123.7 23.0
Provincial 17,743.7 4,624.1 22,3678 40.7
Local 42.4 14,423.4 14,465.8 2603
Total 35,554.8 19,402.5 54,957.3 100.0
Percentage 64.7% 35.3% ‘100.0%
Part B. Breakdown of Commodity Indirect Taxes
Total Commodity
Other Commodity Taxes Including
Import duties Taxes Import Duties Distribution
$ Millions %
Federal 3,802.0 13,966.7 17,768.7 50.
Provincial - I7; 74347 17,743 .7 49,
Local = 42.4 42.4
Total 3,802.0 31,752.8 35,554.8 1
Percentage 10.7% 89.3% - 100.0%




Table 3 Indirect Taxes, 1985

(See Appendix IIIa for details)

Part A. Commodity and Non-Commodity Allocation
Commodity Non-Commodity Total Distribution
$ Millions %
Federal 18,525.6 371.4 18,897.0. 32.1
Provincial 19 ,.387. 1 5,072.0 24,459.1 41.6
Local 51.3 15,381.5 15,432.8 20653
Total 37.,964.0 20,824.9 58,788.9 100.0
Percentage 64.6% 35.4% 100.0%
Part B. Breakdown of Commodity Indirect Taxes

Total Commodity

Other Commodity Taxes Including
Import duties Taxes Import Duties Distribution
$ Millions %
Federal 3,910.5 14,615.1 18,525.6 48.8
Provincial - 19 387 .« 19, 38T 1 51, 1
Local = _ 51.3 51...3 0.1%
Total 3,910.5 3405345 37,964.0 100.0

Percentage 10.3% 89.7% 100.0%
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Table 4 Indirect Taxes, 1986%*

(See Appendix IVa for details)

Part A. Commodity and Non-Commodity Allocation
Commodity Non-Commodity Total Distribution
$ Millions %
Federal 20,325.5 533.6 20,859.1 32.6
Provincial 20,820.6 5,597.8 26,418.4 41.2
Local 952 16,721.9 16, 777.1 262
Total 41,201.3 22,853.3 64,054.6 100.0
Percentage 64.3% 35.7% 100.0%
Part B. Breakdown of Commodity Indirect Taxes

Total Commodity

Other Commodity Taxes Including
Import duties Taxes Import Duties Distribution
$ Millions %
Federal 4,168.9 16,156.6 20,325.5 49.3
Provincial - 20,820.6 20,820.6 50.6
Local = 552 55.2 0.1%
Total 4,168.9 37,0324 41,201.3 100.0
Percentage 10.1% 89.9% 100.0%

*Data of 1986 are preliminary.
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Based on the Input-Output classification, commodity indirect taxes
collected at all levels of government amounted to about $36 billion 1in

1984, $38 billion 1985, and $41 billion in 1986.

Table 5. Commodity Indirect Tax Shares of Three Levels of Government,

1984, 1985, and 1986. (See Tables 2, 3, and 4 for details)

Level of Government 1984 1985 1986

Percentages

Federal 50.0 48.8 49.3
Provincial 49.9 51.1 50.6
Local 0«1 0l 0.1
Total 100.0 100.0 168.0

The decline in the shares of federal government in 1985 and 1986 1is
attributable mostly to the oil export charge, Canadian ownership charge,
Natural gas and Liquid gas tax, and Petroleum compensation fund levy which

were phased out.

Chart 1 shows the composition of commodity taxes by type of tax and by

level of government for 1984, 1985 and 1986.
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In 1984, there were 17 types of commodity taxes including
import duties. Ten types were federal, five provincial, and two
local. If import duties are excluded, there were only 16 types,
as summarized in Appendix V. The basis of taxation -- specific or
ad valorem =-- is also indicated in this appendix. These 16 types

of taxes constituted the tax margin for 1984.

In 1985, there were no collections for Natural gas and Liquid
gas tax as it was phased out. Hence, only 16 types of commodity
taxes including import duties -~ 9 federal, 5 provincial, and 2

local -- existed in that year (Chart 1).

In 1986, there were no collections for oil export charge and
Canadian ownership charge as they were also phased out; there was
only an insignificant amount ($3 million) for Petroleum
compensation fund levy. Therefore, only 14 types of commodity
taxes including import duties -- 7 federal, 5 provincial, and 2

local -- existed in that year.

A brief description of how these commodity taxes are allocated
to commodities, industries and final demand categories in the I/0

Accounts is given below:
FEDERAL COMMODITY INDIRECT TAXES
1. Excise duties (TFEXDUTY)

Excise duties, in existence since 1846, are levied under the

Excise Act on domestic production of tobacco and its products and
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alcoholic beverages. According to Revenue Canada, "when- goods
subject to excise duties are sold, the excise duties form part of
the sale price"a. Manufacturers of goods subject to excise duties
are licensed by Revenue Canada, which maintains a degree of control
over the production and distribution of the taxable goods through
this licensing process. Exports are exempted from excise duties.
In the I/0 Accounts, excise duties are allocated to the users of

the commodities concerned.

2. Excise taxes (TFEXTAX)
Excise taxes have been in existence since 1915. They are

imposed under the Excise Tax Act on both domestic and imported

commodities. According to Revenue Canada:

"where goods subject to excise tax are manufactured or
produced and sold in Canada, the excise tax becomes payable
by the manufacturer or producer at the time of delivery of the
goods to the purchagg;.“9
(underlining added)

Revenue Canada, Customs and Excise, Excise Technical
Support, Excise Small Business Guide, Ottawa, July 1988,
p.8. Excise Act and Excise Tax Act are two different
Acts. While the Excise Act levies excise duties on
alcoholic beverages and tobacco, the Excise Tax Act
levies excise taxes on various commodities.

Ibid., p. 13. Excise taxes measured for the Input-Output
Accounts include tax on telecommunication programming
services also. See Section II. 1 of the Excise Tax Act.
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Another publication, A History of Federal Sales and Excise

Taxes, by Revenue Canada (October 1973, p.3), clearly indicates

that the excise tax is a consumption tax:

"Excise taxes [were] payable by the purchaser to the vendor
on the sale at retail of a list of articles, the extent of
which can be gauged by the fact that five pages of the 1920
Act were required to enumerate them. These taxes which came
to be commonly known as "luxury taxes'", to use the politest
term applied to them, were levied at rates which varied from
10% to 50% and which in most instances applied on the total
purchase price of the specific article..."

Hence, in the I/0 Accounts, excise taxes are allocated to the

users of commodities.

3.

Other Taxes under the Excise Tax Act

Different parts of the Excise Tax Act cover different taxes,

as shown below.

(a)

Taxes Brief description
Gasoline tax The federal gasoline tax came into
(TFGASTAX) effect on June 25, 1975. See Schedule

I of the Excise Tax Act. This 1is a

tax on gasoline-type fuels for use
in internal combustion engines other
than aircraft engines. This tax is
allocated in the I/0 Accounts to the
personal sector because business and
government sectors are deemed to be
exempt (i.e. in practice, this

exemption 1is implemented through



(b)

0il export charges
(TFOECH)

10

10

16
refunds) from this tax. This
allocation to the personal sector
implies that businesses entitled to
refund did file the «claim and
received the refund in the same
calender year as their remittance.
To the extent that this is not true,
the personal sector would have an
over-allocation of this tax. This
problem was reviewed and corrected

from 1985 onwards.

0il export chafges were levied on

the export of bulk crude oil and
refined petroleum products from
Oct.1l, 1973 to May 31, 1985"". The tax
was originally imposed under Part

IIT.1 of the Excise Tax Act, and was

called the oil export tax. Effective
April 1, 1974, it was imposed under

the Petroleum Administration Act and

was called the o0il export charge.

See Sean 0'Dell and Jane Pearse, Petroleum Fiscal Systems

in Canada, Third edition, Fiscal Analysis Division,
Energy, Mines and Resources, Canada, December 1988, pp.

108-111.
1

Public Accounts of Canada, Vol. 1, 1987/88, p. 3-6.



(c)

(d)

(e)

Alir transportation tax

(TFAIRTR)

Natural gas, and gas

liquids tax
(TFNATGLIQ)

Federal sales tax

(TFST)

s Ly
This Act was subsequently renamed the

Energy Administration Act. The tax

was allocated to exports in the I/O

Accounts.

This tax came into effect on

December 1, 1974 and is levied on air
transportation of persons. See Part
ITI of the Excise Tax Act. It |is
payable on ticket purchases and is
allocated to the purchasing sectors

in the I/0 Accounts.

This tax came into effect on

Nov. 1, 1980 under Part IV.1l

of the Excise Tax Act and was imposed
on all sales of natural gas and gas
liquids. It was eliminated as of
June 1, 1985. The tax was allocated
to exports and domestic purchases in

the I/0 Accounts.

The federal sales tax is levied
under Sections 27 of the Excise Tax
Act which states that there shall be

imposed, 1levied and collected a
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consumption or sales tax of ---
percent on the sale price of all
goods.

Until the First World War, customs duties, excise duties and
excise taxes were the only federal indirect taxes. After the war,
increased revenues were needed. 1In 1920, sales tax, also referred
to as consumption tax, was introduced. At that time, the sales tax
was applied on sales by manufacturers and wholesalers - the
manufacturer paid half the rate when selling to a wholesaler, who
paid the other half on his sales. This system was abolished in
1924, when the present system of applying the tax only once was

introduced.'?

The federal sales tax is levied on the manufacturers' sale

price13 of all goods manufactured or produced in Canada and on the
duty-paid value of all imported goods (See Section 27 of the Excise
Tax Act). Therefore, the tax base for domestic goods is the selling
price of the manufacturers. Here is an extract from a Revenue

Canada pamphlet on Federal Sales Tax published under the Small

L C.C.H. Canadian Ltd. and the Canadian Manufacturers'
Association, Sales Tax Guide = Canada, 1970-1971, revised
to October 1, 1970, Toronto, P 2. Also see Federal Budget
1989: The Goods and Services Tax, April 27, 1989,
Department of Finance, Canada, p.3.

The National Finances, 1986-87, Canadian Tax Foundation,
Toronto, p. 7:46.
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Business Advisors Program, 1987 (See Appendix VI, Page 77):

"Wwhen is the tax pavable?

On goods manufactured or produced in Canada, the tax is
payvable by the manufacturer when the goods are delivered to
the purchaser or when the property in the goods passes. For
a licensed wholesaler, tax is payable at the time of delivery.

For importers, tax is payable when the goods are imported or
taken from the warehouse." (Underlining added.)

Thus, the tax applies only when goods are sold by the manufacturer
or a licensed wholesaler. Manufacturers and wholesalers are
licensed by the Excise Branch of Revenue Canada. They do not pay
tax on production or when they buy from each other (unless it is
for own-use). They must apply (or charge) the tax on their sales
to non-licensed customers, such as retailers or consumers.
Licensed wholesalers may import free of sales tax if the goods are
meant for resale. However, they must apply (or cha;ge) the tax when
the goods are sold to non-licensed customers.'® This basic principle
of federal sales tax 1is also discussed in the tax literature of

the Canadian Tax Foundation:
"The Basic Structure of the Sales Tax

The federal sales tax 1s levied upon the sale by the
manufacturer, or in some cases by the wholesaler, of all
domestically produced commodities except those specifically
exempted, and upon the importation of the same
commodities... The tax usually applies only when a taxable
good is sold by a licensed firm (manufacturer or wholesaler)
to an unlicensed customer."

See Canadian Sales and Excise Tax Guide, 13™ edition,
1962-63, CCH Canadian Ltd. September 1962, pp. 11-13.

L John F. Due, The General Manufacturers Sales Tax in
Canada, Canadian Tax Paper No. 3, Canadian Tax
Foundation, Toronto, October 15, 1951, p. 41 and p. 73.
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Licensed manufacturers and wholesalers are fully responsible
for the remittance of the federal sales tax to the federal
government. This is similar to a retailer's responsibility for

collecting provincial retail sales tax.

In 1988, there .were 75,261 licensees (manufacturers and
wholesalers) under the federal Excise Tax Act (see Appendix VI A
for details). It is worth repeating that these licensees dc not
pay federal sales tax when sales are between themselves, unless the

16

goods are purchased for own-use. Exports” and inventories of

licensees are alsoc non-taxable.

Basic data for federal sales tax are available only in the
form of total revenue, but the details by commodity or user
(industry and final demand category) are not available. Therefore,
the procedures used to estimate the required tax estimates are

explained in Section IV (Page 26).

4. Canadian ownership charge (TFCANOWN)

This was a special charge levied under the Enerqgy

Administration Act, Part III.2, from May 1, 1981 to May 31, 1985

Canadian Sales and Excise Tax Guide, 1962. op. cit. p.11.
17

See John F. Due, The General Manufacturers Sales Tax in
Canada, op. cit., p. 71 for exports.
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on petroleum products and marketable pipeline gas, aimed at
increasing public ownership of the oil and gas industry in canada.'®

For the I/0 Accounts, it was allocated to all users of the

commodities concerned.

5 Petroleum compensation charge (TFPETL)

(Also called Petroleum compensation fund levy)

This is a charge intended to subsidize the higher cost of new
domestic oil and imports. It existed from 1978 to May 31, 1985."
In the I/O0 Accounts, it was allocated to the I/O0 commodity crude

mineral oils and to the refining industries that paid the levy.

6. Customs import duties (TIMPORT)

These are mostly ad valorem taxes paid on the importation of
goods. In the I/O Accounts, they are included in the value of
imports to conform to the producer-price concept, and as such are
not part of the "tax margin". However, import duties are part of

indirect taxes collected by the federal government and are

b -

18 Public Accounts of cCanada, Vol. 1, 1987/88, op. cit
p‘ 3.6.

W Canadian Tax Foundation, The National Finances, 1985-86,

Toronto, P 148; and The National Finances, 1986-87,
Toronto, P 11:19. Also see, Sean 0'Dell and Jane
Pearse, Petroleum Fiscal System in Canada, op.cit, P 108.
Also see National Income and Expenditure Accounts, Annual
Estimates, 1976-1987, op. cit p. 133.
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mentioned here only to account for total commodity indirect taxes.

PROVINCIAL COMMODITY INDIRECT TAXES

T Profits of liquor commissions (TPLCPROF)

Profits of Provincial Liquor Commissions are akin to taxation
for the System of National Accounts because the publicly-owned
Liquor Commissions are government monopolies on the sale of
alcoholic beverages. While total trading profit data are
available, the breakdown by commodity is not and is estimated for

the I/0 Accounts.

8. Liguor gallonage taxes (TPRGALTX)

This tax 1is levied in Newfoundland, Québec, Ontario and
British Columbia mostly on the volume of ligquor sales. The
breakdown of this tax by commodity is estimated based on provincial

Public Accounts and other relevant data.

9. Provincial gasoline tax (TPRGASTX)

This tax is levied by all provinces on gasoline and petroleum
products. In terms of I/O commodities, this tax covers aviation
gasoline, motor gasoline, diesel fuel, natural gas, and petroleum

and natural gas liquids. Exemptions and rates vary from province
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to province, depending on usage. Most provinces exempt home heating

0il.%® The following Acts deal with this tax:

Newfoundland Gasoline Tax Act
Prince Edward Island Gasoline and Diesel 0il Tax Act
Nova Scotia Gasoline and Diesel 0il Tax Act
New Brunswick Gasoline and Motive Fuel Tax Act
Québec Fuel Tax Act
Ontario . Gasoline Tax Act

Fuel Tax Act
Manitoba Motive Fuel Tax Act

Gasoline Tax Act
Saskatchewan Fuel Petroleum Products Act
Alberta Fuel 0il Tax Act
British Columbia Gasoline Tax Act

Gasoline (Coloured) Tax Act
Motive Fuel Tax Act

Yukon Fuel 0il Tax Act
Northwest Territories Petroleum Products Act

The above provincial statutes contain, among other things,
information on rates related to various uses such as on-highway,
off-highway, and industrial uses etc. This information along with
related data from provincial governments are used for allocating

control totals to I/0 commodities.

10. Provincial amusement taxes (TPAMUSE)

In most provinces, this is a tax on admissions to movie
theatres and other places of entertainment, and on racetrack
betting. The tax is allocated to the commodity entitled "amusement

and recreation services" of the I/O accounts.

Sean 0'Dell and Jane Pearse, op. cit. p. 90.
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11. Provincial sales taxes (TPST)

These taxes are levied by all provincial governments, except
in Alberta, the Yukon and Northwest Territories. They are paid by

consumers of gocods and services and are levied under various Acts:

Newfoundland Retail Sales Act
Prince Edward Island Revenue Tax Act
Nova Scotia Health Services Tax Act; and

Theatres and Amusements Act (for

cable television tax only).

New Brunswick Social Services and Education Tax Act

Québec Retail Sales Tax Act; Meals and Hotel

Tax Act; and Telecommunications Tax

Act
Ontario Retail Sales Tax Act
Manitoba Retail Sales Tax Act Revenue Act (for

tax on utilities).

Saskatchewan Education and Health Tax Act

British Columbia Social Services Tax Act and
Hotel Room Tax Act
Although the provinces have different legislation, the purpocse

of all these Acts is to collect general sales taxes.

In addition to these sales taxes, the tobacco taxes of all
provinces including Alberta and the Territories and a separate

ligquor tax in Prince Edward Island and the Yukon are also included
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in this Provincial Sales Tax category, as they are also
identifiable as sales taxes. The procedures for allocating
provincial sales taxes to commodities were discussed fully in a

paper released by Statistics Canada's Input-Output Division.?%

LOCAL COMMODITY INDIRECT TAXES

12. Local amusement (TMAMUSE)
and

13. Local retail sales taxes (TMST)

These local taxes are applicable to some provinces only. For
example, in 1984, amusement taxes were levied only in Newfound-
land, Québec, Manitoba and Saskatchewan. Local retail salés taxes
were applicable in Manitoba for natural gas and in Saskatchewan and

Manitoba for electricity.

The above brief description of the commodity taxes excluding
import duties that existed in 1984 (see chart 1) provides the basis
for allocation in the I/0 Accounts. Some additional details of the

allocation procedures are presented in the next section.

et Provincial Sales Tax Commodity Allocation Project, 1984,

op. ¢lt. p26.
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IV. Commodity Tax Allocation Procedures

Commodity taxes are allocated to commodities and purchasers

of those commodities in the National Input-Output Accounts using

the following information:

(a)

(b)

The contreol totals of each category of tax are
established using basic source data such as Public
Accounts, direct correspondence, worksheet details of the
Public Institutions Division of Statistics Canada, etc.
These control totals represent net collections (gross

collections less refunds).

The commodities to which these taxes are applicable and
the sectors (industries and final demand categories)
which have paid these taxes are determined based on
legislation or basic data sources as noted below. The
assumption implicit in this allocation procedure is that
net collections represent remittances from taxable

sectors on taxable commodities.

Petroleum compensation
fund levy (Eliminated
as of June 1, 1985) Energy Administration Act.

Type of tax Legislation or basic data
source

0il export charge (Eliminated Public Accounts of Canada

as of June 1, 1985) These taxes were phased out

in 1985-86. Legislation was
the source for information
on commodity content. See
Excise Tax Act and the




10.

11.

12.

13.

14.

15.

16.
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Canadian ownership charge
(Eliminated as of
June 1, 1985)
Natural gas and gas liquids
tax (Eliminated as of
June 1, 1985)
Federal gasoline taxes
Air transportation tax
Excise taxes
Excise duties

Provincial gasoline taxes

Trading profits of provincial
government ligquor commission

Liquor gallonage taxes

Provincial amusement taxes

Municipal amusement taxes

Municipal sales taxes

Federal sales taxes

Provincial sales taxes:
(includes tobacco taxes
and liquor taxes)

Excise Tax Act and Annual
Reports of Revenue Canada.
Annual Reports of Revenue
Canada, Excise Branch and
monthly information on
collections from Revenue
Canada.

Public Accounts of
provincial governments
supplemented by
information obtained from
the authorities concerned

Annual Reports of

provincial Departments

of Municipal Affairs, and
other direct surveys by
the Public Institutions
Division o¢of Statistics
Canada.

Excise Tax Act and Public
Accounts of Canada.

Provincial Public Accounts
and worksheet details from
the Public Institutions
Division & Statistics
Canada.

For both federal and provincial sales taxes, (items 15 and 16

above), I/O commodities as well as taxable sectors (industries and

final demand categories) were 1initially determined based on

legislation,

and were later checked with tax specialists at the
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federal and provincial levels.?

Blueprints of the federal and provincial sales tax status for
I/0 commodities were developed for 1984 and they were updated to
1986. ( See the Sources and Methods paper, Provincial Sales Tax
Commodity Allocation Project, 1984, which contains the methodology
used to determine tax status of commodities by sector). The
blueprints provide information on the taxability (whether taxable
or not) and the taxable portion by commodity and by sector

(industry and final demand category).

The I/O Accounts are first balanced at purchasers' prices, and
then converted to producers' prices. For purchasers' price
balance, a preliminary estimate of taxes by commodity is required.

These preliminary estimates are obtained as follows:

(a) For federal and provincial sales taxes, detailed
calculations by commodity are needed. The methodology
used 1is explained below. For all other types of
commodity taxes (e.g. excise taxes), basic information

by each commodity is available.

For details, see Provincial Sales Tax Commodity
Allocation Proiject, 1984, op. cit.
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(b) For federal sales taxes, preliminary estimates applicable
to each commodity are calculated using the following
formula:

Federal sales tax = Value* of taxable x Estimated x Federal

by commodity commodity taxable sales tax

portion by rate by
commodity commodity
* value is derived as follows:

Domestic output by commodity
+ imports by commodity

(duty paid value

including import

duties and excluding

transportation

charges to the border)

= exports by commodity

+ withdrawals from
inventories

- addition to
inventories

+ excise duties by
commodity

These preliminary estimates are replaced by calculations based

on producer-price values as soon as these data are available.

(c)

The provincial sales taxes are allocated to commodities and

to sectors, as outlined in the sources and methods paper.23

As mentioned earlier, the control totals were based on the

sales tax collections reported by provincial governments in

their Public Accounts. The distribution of the control totals

A Provincial Sales Tax Commodity Allocation Project, 1984,

op. cit.
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to I/0 commodities was based on the following formula:
Provincial sales tax = Expenditures by commodity and sector,
by province x taxable % by commodity and sector, by province

X tax rate by commocdity and sector, by province.

After the allocation 1is completed, the results of the
calculations are compared to the control totals by each type of
tax. Differences between the two series are reviewed, taking into
account commodities that have partial taxability and other factors

outlined below.

Appropriate adjustments are made to eliminate differences.
Aside from statistical reasons, the following are some of the
factors that account for these differences:

(a) Accrual versus cash basis

The control totals are based on cash collections. There is
some time-lag between collections by vendors and their cash
remittances to the governments. This time-lag could cause some
differences, particularly for federal and provincial sales taxes.
For example, tax collections by vendors for December 1984 sales
might be higher than those for December 1983, but remittances
reflecting those higher 1984 sales would not be normally received
by the governments until January 1985. Since the control totals of
taxes for 1984 are on a cash basis, they would not reflect the

higher sales of December.
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(b) Refunds of previous year's taxes

The control totals represent net collections (gross
collections less refunds) and hence refunds reduce the level of
gross collections. While the calculated totals reflect the higher
level of gross collections before the offsetting effect of refunds
applicable to prior years, the control totals represent the lower

level of net collections.
(c) Additional collections due to tax audits for prior years

The control totals also include collections from tax audits
of previous years' transactions. These collections make the

control totals higher than what expenditures alone would generate.
(d) Other reasons

The reasons already discussed account for most of the
differences between the control totals and the calculated totals.
Another factor is weaknesses in data: for example, some
commodities are partly tax exempt. Tax status in such cases was
estimated using available information or through discussions with
officials of the data sources. Another example is the level of net
collections which is derived by deducting refunds from gross
collections. If refunds relating to non-taxable transactions are

not reflected in the same year of collections, the control totals
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will be different from the calculated totals.

In view of the above, the I/O0 allocation of taxes to
commodities and to industries and final demand categories should

be regarded as estimates but not actual data.

This completes our brief description of procedures used in
allocating the 16 commodity taxes to the relevant commodities of
the Input-Output Accounts.

At the Medium level of aggregation,%

there were 67 taxable
commodities in 1984 - 49 for federal taxes, 66 for provincial

taxes, and 3 for local taxes. (See Appendix V for details.)

V. Highlights of Commodity Taxes
The highlights presented here cover only areas of general
interest. A great deal of data are now available on commodity

taxes and a variety of analytical studies could be done.

A Top 7 Commodities

At the Input-Output Medium level of commodity aggregation, 67

For further details, see the Input-Output Structure of

the Canadian Economy, 1961-81 (Revised data), op.cit, pp
115=-122.
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of the 94 commodities?®

are taxable and thus have the tax margin
(See Appendices VII, VIII, and IX). In 1986, the federal sales tax
(TFST) is applicable to 47 commodities while the provincial sales
tax (TPST) is applicable to 65 commodities. Other commedity taxes

are applicable only to a few specific commodities (See Chart 2,

Page 34).

£ Ibid, pp 115-122. The total number of Medium level
commodities in the Input-Output Accounts are 100, of
which six primary inputs (95-100) are not relevant for
taxation.
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Table 6 shows that the bulk of commodity taxes were

accounted for by seven Medium level commodities: gasoline and

fuel oils; crude mineral oils; alcoholic beverages; tobacco;

motor vehicles and appliances and receivers: household.

(1)

(i1)

Table 6.

Medium Level Commodities,

Commodity Taxes on Selected

1984-1986

(See Appendices VII, VIII, and IX) 1984

Commodity
NO.

62

24

Description

Gasoline & fuel oils

(a)

(b)

(c)

(d)

(e)

(£)

Federal
gasoline tax

0il export
charge

Federal
sales tax

Provincial
gasoline tax

Provincial
sales tax

Subtotal

Alcoholic beverages

(a)

(b)

(c)

(d)

(e)

Federal
excise tax

Federal
excise duty

Federal
sales tax

Provincial liquor
gallonage tax

Provincial
liquor commission
profits

1985 1986
$ Millions
407.7 568.1 1,379.8
157.0 57.1 0
1,084.1 1,220.4 1,559.6
3,161.7 3,227.3 3,299.7
15.4 T4 o4 65.8
4,825.9 5,087.3 6,264.9
94.6 101.0 100.3
861.1 904.0 885.7
434.9 491.5 527.9
381.2 387.4. 446.4
1,997.7 2,130.0  2,149.6



Table 6.

Commodity
No.

(iii)

(iv) 10

26

. 36

Commedity Taxes on Selected

Medium Level Commodities, - 1986 (cont'd)
1984 1885 1986

Description $ Millions
(f) Provincial

sales tax 671.0 722.7 775.1
(g) Subtotal 4,440.5 4,736.6 4,955.0
Cigarettes & manufactured
tobacco
(a) Federal

excise tax BI3 2 870.8 1,161.2
(b) Federal

excise duty 562.5 609.0 550.8
(c) Federal

sales tax 215.8 242.0 268.4
(d) Provincial

sales tax 1;66L.3 1,943.5 2,092.5
(e) Subtotal 3,052.8 3,665.3 4,072.9
Crude mineral oils
(a) Federal

0il export

charge 518.0 358,0 0
(b) Federal

petroleum

compensation

fund levy 2,105.0 1,380.6 3
(c) Federal Canadian

ownership charge 603.9 214.6 o]
(d) Provincial

sales tax 1.3 1.7 1.0
(e) Subtotal 3,228.2 1,954.9 4.0
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Table 6. Commodity Taxes on Selected
Medium Level Commodities, 1984 - 1986 (cont'd)

1984 1985 1986
Commodity Description $ Millions
NO’
(V) 55 Motor Vehicles
(a) Federal
~excise tax 7 0 Bliei2 58.6
(b) Federal
sales tax 1,035.6 1:319.5 1.,71245
(c) Provincial
sales tax 1,016.1 1,307.6 1,446.6
(d) Subtotal 2,088.8 2,678.3 3,217.7
(vi) 58 Appliances, receivers:
household
(a) Federal
sales tax 360.2 430.8 544.7
(b) Provincial
sales tax 432.6 484.5 530.9
(c) Subtotal 792.8 915.3 1,075.6
(vii) 54 Other industrial machinery
(a) Federal
sales tax 522.7 661.5 819.7
(b) Provincial
sales tax 505.7 586.6 620.8
(c) Subtotal 1,028.4 1,248.1 1,440.5
(viii) Subtotal of commodity taxes for
the above 7 commodities 19,907.4 20,285.8 21,030.6
(ix) Commodity taxes for 11,845.4 13,767.7 16,001.8
other commodities : :
(x) Total Commodity taxes 31,752.8 34,053.5 37,032.4

(xi) % of (viii) to (%) 6247 59.6 56.8
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Thus, the above 7 commodities generated a major portion of total
commodity taxes -- 62.7% in 1984 ($19,907.4 million), 59.6% in 1985

($20,285.8 million), and 56.8% in 1986 ($21,030.6 million).

The federal gasoline tax increased substantially from 1985 to 1986
due to a tax on diesel fuel for the first time at 2¢ per litre with an
equivalent increase of 2¢ per litre on gasoline, effective september 3,

1985.

The federal taxes on crude mineral oils were phased out in 1985 and
1986. If this commodity is excluded, the remaining 6 commodities --
gasoline, alcoholic beverages, tobacco products, motor vehicles, and
household appliances and receivers =-- accounted for $16,679.2 million or
52.5 % in 1984, $18,330.9 million or 53.8% in 1985, and $21,026.6

million or 56.8% in 1986.

B. Sectoral Distribution

The sectoral distribution?®

of the commodity taxes by type
of tax is given in Appendices X, XI, and XII and the data are
summarized in Table 7. The personal sector's share which was

56.0% of the total in 1984 rose to 61.7% by 1986.

2 The initial allocation of commodity taxes to sectors and

industries encompasses all taxable transactions including
those <classified to fictive (dummy) industries of the
Input-Output Accounts. Later the taxes thus- allocated
to the fictive industries are routed through the relevant
sectors and industries. The analysis presented here is
based on that database.
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The government sector's share rose marginally from 3.4% in 1984
to 3.8% by 1986. By contrast, the business sector's share which

was 40.6% in 1984 declined to 34.5% by 1986.

Table 8 shows selected industries and final demand
categories (Medium level) that generated $1 billion or more in
tax revenue in any one of the three years. About 76% of
commodity taxes was accounted for by those selected industries

and the final demand categories in all the three years.

The sectoral distribution of each type of commodity tax, as

summarized in Table 7, show the following:

a) Two types of federal taxes, Oil Export Charge and
Petroleum Compensation Fund Levy, were allocated
entirely to the business sector.

b) Amusement taxes - both provincial and municipal - were
allocated entirely to the perscnal sector.

c) All other taxes were allocated to the three sectors -
Business, Perscnal and Government.

d) The allocation of federal gascoline tax was changed in
1985. As the business sector pays the tax first and
obtains refund later in the subsequent years, and as
their initial payments are reflected in the control
totals of collections which have to be allocated to.

industries in the I/0 Accounts, this change has been



C.

(ii)
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introduced from 1985 onwards.?

Federal and Provincial Sales Taxes

The total commodity taxes collected by all levels of
government amounted to about $31,753 million in 1984,
$34,054 million in 1985, and $37,033 million in 1986. Of
the total commodity taxes, the federal and provincial sales
taxes accounted for the bulk =-- 61% in 1984, 66% in 1985 and
71% in 1986. (See Tables 9, 10, and 11 for details). The
share of federal sales tax to the total which was about 23%
in 1984 rose to 31% by 1986 while the share of provincial

sales tax rose from about 38% in 1984 to 40% in 1986.

The sectoral distribution presented in Tables 9, 10, and 11

show the following:

(a) Business sector's share of federal sales taxes which
was 47.3% in 1984 declined to 46.4% in 1985 and 46.5%
in 1986 while the personal sector's share which was
about 45.6% in 1984 rose to 46.4% in 1985 and 47.1% in

1986.

(b) Business sector's share of provincial sales taxes which
was 34.4% in 1984 declined only marginally to 34.1% in

1985 and stayed at 34.1% in 1986 while the personal

L This question was discussed in the prev10us paper for

1984. See Commodity Indirect taxes in the Canadian
Input-Output Accounts, 1984, op cit., P.12.
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sector's share which was 62.6% in 1984 rose marginally

to 63.0% in 1985 and 63.1% in 1986.

(c) If federal and provincial sales taxes are combined,
there was only a marginal change in the share of both
- business and personal sectors -- 95.5% in 1984, 95.4%

in 1985 and 95.6% in 1986.

D. Other Commodity Taxes (ie. Other than federal and provincial

sales taxes).

The share of other Commodity taxes (ie. commodity taxes
other than federal and provincial sales taxes) to the total
which was 39% in 1984 declined to 34.1% in 1985 and 29% in

1986 (Tables 9, 10, and 11).

The personal sector paid a major portion of all other
commodity taxes -- 55.8% in 1984, 64.3% in 1985 and 75.5% in
1985. The business sector's share of other commodity taxes
which was 42.6% in 1984 declined to 33.9% in 1985 and 22.1%

in 1986 (See Tables 9, 10 and 11).

The above highlights are only a few that can be drawn from
the data.
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VI. Summary

This paper described the commodity indirect taxes included
in the Input-Output Accounts. It also examined sources of basic
data and the method of allocating taxes to commodities in the

National Input-Output Accounts.

The data for commodity indirect taxes for 1984, 1985, and
1986 were analyzed and some highlights presented. Sales taxes of
both federal and provincial governments constituted the bulk of
commodity indirect taxes. The federal sales taxes amounted to
about $7,354 million in 1984, $9,016 million in 1985, and $11,541
million in 1986. The provincial sales taxes amounted to about
$12,005 million in 1984, $13,438 million in 1985 and $14,755
million in 1986. Thus, if the sales taxes of both federal and
provincial governments are combined, they amounted to $19,358
million in 1984, $22,454 million in 1985, and $26,296 million in
1986. They contributed to a major portion of the commodity taxes

-- 61% in 1984, 66% in 1985, and 71% in 1986.

The most important commodities that contributed a
significant portion of commodity indirect taxes were: gasoline
and fuel oils; alcoholic beverages; cigarettes and manufactured
tobacco; motor vehicles; and household appliances and receivers.
Their combined share in the total commodity taxes was about 63%

in 1984, 60% in 1985 and 57% in 1986.
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In the sectoral distribution of all commodity taxes, the
personal sector's share was the largest at 56% in 1984, and
increased to 59% in 1985, and about 62% in 1986. By contrast,
the business sector's share, which was about 41% in 1984 declined

to 37% in 1985 and 35% in 1986.

The paper pointed out that liability for federal sales tax
arises at the point of consumption. (See Appendix VI and also

Federal Budget document The Goods and Services Tax, April 27,

1989, p.7.).

We hope this paper, together with the database developed
from 1984 onwards, will givg researchers a better understanding

of the details of commodity indirect taxes.
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APPENDIX I: EXTRACT FROM NATIONAL INCOME & EXPENDITURE ACCOUNTS,

B L T T e b T e e T p——

TABLE 1. Gross Domestic Product
Income Based

CANSIM matrix :
No. 006627 1984

No
millions of $

1 Wages, salaries, and supplementary labour

income (1) 238,849
2 Corporation profits before taxes 45,885
3 Interest and miscellaneous investment income 40,888
4 Accrued net income of farm operators from farm

production 3,380
5 Net income of non-farm :nincorporated business

including rent 23,927
6 Inventory valuation adjustment -2,625
7 Net domestic income at factor cost 350,274
8 Indirect taxes less subsidies 42,714
9 Capital consumption allowances 50,884
10 Statistical discrepancy 863
1], Gross Domestic Product at market prices 444,735

TABLE 2. Gross Domestic Product
Expenditure Based

CANSIM matrix

No. 006628 1984
No
millions of $

1 Personal expenditure on consumer goods

and services 251,645
2 Durable goods 34,699
3 Semi-durable goods 26,082
4 Non-durable goods 74,632
5 Services 116,232
6 Government current expenditure on goods

and services (1) 39,089

Government investment
7 Fixed capital 11,390
8 Residential construction 20
9 Non-residential construction - 8,883
10 Machinery and equipment 2,487
11 Inventories 20

Business investment
12 Fixed capital 73,309
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TABLE 2. (continued)
CANSIM matrix
No. 006628 1984
No
millions of $

13 Residential construction 22,328
14 Non-residential construction 24,675
15 Machinery and equipment 26,306
16 Inventories 4,741
: i Non-farm 5,768
18 Farm and grain in commercial channels -1,027
19 Exports of goods and services (2) 126,035
20 Merchandise 111,329
21 Non-merchandise 14,706
22 Deduct imports of goods and services 110,632
23 Merchandise 91,492
24 Non-merchandise 19,140
25 Statistical discrepancy -882
26 Gross Domestic Product at market prices 444,735
27 Final domestic demand (1+6+7+12) 425,433
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Appendix VIA: Licensees By National Revenue Regions, 1988

National Total
Revenue Number of Distribution
Region Province Licensees %
1. Halifax Newfoundland 3,283 4.4
Prince Edward
Island

New Brunswick
Nova Scotia

2. Quebec 5,503

3. Montreal 13,124

4. sub-Total Quebeg 18,627 24.7

5. Ottawa 3,621

6. Toronto 20,785

7. London 10,707

8. Sub-Total ontario 35,113 46.6

9. Winnipeg Manitoba 3,956 5.3
Saskatchewan '

10. Calgary Alberta 5,555 7.4

11. Vancouver British 8,727 11.6
Columbia

12. Total 75,261 100.0

Source: Licensees of Revenue Canada, Customs & Excise, who charge the

federal sales tax when goods are sold to non-licensed customers,
1988.
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