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PREFACE 

This monograph is the second of four companion studies which 

supplement and provide documentation for the estimates presented in 

Volume 6 of the Commission's Report of the effects on revenue and incidence 

of changes in direct taxes which would result from the Commission's 

recommendations. A description of the programs and data used in making 

these estimates is contained in the first study, entitled A General Income  

Tax Analyzer. The purpose of this monograph is to present estimates of the 

overall incidence of these changes on different classes of resident 

individuals. Estimates of the incidence of these changes on particular 

types of income received by resident individuals is presented in the third 

study, entitled Changes in Direct Taxes on the Components of Income. 

Changes in the tax base are presented in the fourth study, entitled 

Components of Taxable Income for Resident Individuals. 

The estimates reported in this monograph are the result of applying 

the programs described in A General Income Tax Analyzer to a sample of 

411,500 tax returns (unidentified as to taxpayer) supplied to the Commission 

by the Department of National Revenue. The results reported in this 

monograph could not have been obtained in the time available without the 

contributions which have been acknowledged in that study. I should however 

like to acknowledge the special contributions made to this study by L. Cseh. 

J. B. 

Toronto 
February 1967 
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DESCRIPTION OF TABLES  

Four tables are presented for each age/occupation/sex class of 

individuals, all of which provide data on the direct taxes attributable 

to residents in 1964 which would have resulted from the reforms proposed 

by the Royal Commission on Taxation. The data are shown in each table for 

individuals further classified by income. The tables in this study pro-

vide these data for 520 groups of taxpayers as a result of this cross-

classification, since there are 20 income classes and 26 age/occupation/ 

sex classes. The income and age/occupation/sex classes are listed in 

Tables 1 and 2. 

While data on average personal income taxes paid in each class are 

also presented, the main focus of the data presented in this study is 

aimed at showing the range and source of direct tax changes which would 

have resulted from the Commission's proposals in 1964. "Direct taxes" 

include corporation income tax and gift and estate taxes paid on before-

tax corporate income and gifts and bequests attributable to each individual. 

Under the proposed tax system, they also include the effect of the increase 

in resources of retirement savings plans resulting from the proposed refund 

to trustees of Registered Retirement Income Plans of corporation income tax 

paid on corporate source income attributable to such trusts. 

Direct taxes shown under the proposed system exclude the effect of 

two major reforms whose incidence on different individuals was not studied: 

the effect of allowing extensive income averaging, and the effect of 

aggregating the income of individuals within family tax units. The 

aggregate effect of the two excluded reforms has been estimated in the 

Report as engendering a further $15 million reduction in personal income 

tax revenues. 
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Class 

TABLE 1 

CLASSIFICATION OF TAXPAYERS BY INCOME 

Income 

1 Less than $1,000 

2 1,000 	$ 	1,999 

3 2,000 	2,999 

4 3,000 	3,999 

5 4,000 	4,999 

6 5,000 	5,999 

7 6,000 	7,999 

88,000 9,999 

9 10,000 	- 	11,999 

10 12,000 	14,999 

11 15,000 	19,999 

12 20,000 	24,999 

13 25,000  34,999 

14 35,000 	49,999 

15 50,000 	74,999 

16 75,000 	99,999 

17 100,000 	149,999 

18 150,000 	199,999 

19 200,000 	299,999 

20 300,000 or more 

Note: "Income" is defined as comprehensive income less proposed 
concessionary allowances; cf. reference 1 to Chapter 36 of 
the Report. 
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TABLE 2 

CLASSIFICATION BY AGE, OCCUPATION, AND SEX 

Class Awe Occupation Sex 

1 
2 
3 
4 
5 
6 
7 
8 

21 and less 

22 - 25 

26 - 39 Employees 

Farmers and fishermen 
Business proprietors, professionals 

Male 
Female 
Male 
Female 
Male 
Female 

and salesmen •••••• 

9 Investors and others Male 
10 Female 
11 40 - 64 Employees Male 
12 Female 
13 Farmers and fishermen 
14 Doctors, dentists, and lawyers I•11-•• 

15 Other professionals 
16 Salesmen 
17 Business proprietors 
18 Investors and others Male 
19 Female 
20 65 and over Employees 
21 Farmers and fishermen 
22 Professionals, business proprietors, 

and salesmen 
23 Investors Male 
24- Female 
25 Pensioners and others Male 
26 Female 

Note: For further details of this classification see Appendix B to 
A General Income Tax Analyzer. Occupation is defined by major 
source of income rather than by stated occupation; employed 
professionals whose major income is obtained as wages and salaries 
are thus classified as employees. 

96082- 2 
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Further comments on the nature of assumptions made in arriving 

at the incidence estimates presented in this study are provided in 

Chapter 36 and Appendix A to Volume 6 of the Report and in Chapter 3 of 

A General Income Tax Analyzer. The estimates presented herein reflect the 

changes in tax rates announced in the December 1966 Supplementary Budget 

as well as the revised estimates of attributable benefits provided in 

A General Income Tax Analyzer. 

The following tables are presented for each of the 26 age/occupation/ 

sex groups: 

1. Distribution of individuals by percentage change in direct 

taxes. This table provides data on the range of changes in 

direct taxes which would have been experienced by individuals 

in each income class in 1964. The following types of changes 

are shown: (a) individuals "taken off the tax roll", i.e., 

who would pay no direct taxes under the Commission's proposals 

but who previously had direct taxes attributable to them, 

(b) individuals indirectly receiving refunds of direct taxes 

under the Commission's proposals (not possible under current 

tax law) as a result of the attribution of the tax credit to 

Registered Retirement Income Plans, (c) individuals "added to 

the tax roll", i.e., who would have paid some direct taxes under 

the Commission's proposals but who paid no direct taxes under 

the current tax system, and (d) individuals who would have had 

direct taxes attributable to them in 1964 under both the 

current and proposed tax systems, classified into 9 groups by 

the percentage change in such taxes. 
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2. Average incidence of taxes under the current and proposed tax 

,system. This table presents data on the average personal 

income taxes and average direct taxes which would have been 

paid by individuals in each income class in 1964 under each 

tax system, together with the average comprehensive income 

received by these individuals. In addition, the following 

figures are shown: (a) "modified" comprehensive income, 

defined as comprehensive income less corporation income taxes, 

(b) the fraction of comprehensive income assessable for tax 

purposes under current tax law (including amounts assessable 

as part of the corporation income tax base), (c) average 

effective rates of direct tax on comprehensive income under 

each tax system, and (d) average effective rates of personal 

income tax on comprehensive income less attributable 

corporation income taxes under each tax system. It should 

be noted that all figures are arbitrarily defined to be zero 

if comprehensive income is not positive. 

3. Average changes in direct taxes resulting from each major 

reform proposed. This table shows the source of changes 

in 1964 direct taxes attributable to the average individual 

in each class which would have occurred as a result of each 

major reform proposed. The allocation of tax changes among 

reforms is prorated on the arbitrary assumption that all 

income sources are equally marginal, as described in 

Appendix C to Volume 6 of the Report. Each reform shown in 

this table is defined in Table 3. 



TABLE  

DEFINITION OF REFORMS BY CATEGORY 

Changes in tax rates  

1.1 Lowering the rate schedule for all taxpayers to the proposed schedule for individuals. 
1.2 Additional reduction in the rate schedule for families. 
1.3 Use of a tax credit rather than exemptions to allow for the first child in each family. 
1.4 Use of credits rather than exemptions to allow for additional dependent children. 

Taxation of the family as a unit 

2.1 Aggregation of income of husbands and wives, assuming income taxed at the rates of the proposed 
schedule for individuals. 

2.2 Effect of taxing the aggregated income of husbands and wives whichever one of the family rate 
schedules is applicable. 

2.3 Aggregation of income of parents and children. f_ti 
2.4 Effect of elimination of taxes on transfers of wealth between members of a family unit. 

Changes in the taxation of corporate source income 

3.1 Integration of corporation and personal income taxes. IV 

	

3.2 	Widening the corporation tax base. 
3.3 Taxation of capital gains on corporate stock. 
3.4 Disallowance of shareholder depletion deductions. 

	

3.5 	Deferment of tax on cash distributions out of untaxed surplus. 

Changes in the taxation of other business and property income 

4.1 Deferment of taxes on the investment income of Registered Retirement Income Plans. 
4.2 Taxation of capital gains of unincorporated businesses. 
4.3 Acceleration of capital cost allowances for unincorporated businesses. 
4.4 Extension of loss carry-over provisions for unincorporated businesses. 
4.5 Extension of reporting controls to bring unreported interest into the tax base. 
4.6 Attribution of life insurance policyholder investment income. 
4.7 Attribution of participating income dividends. 
4.8 Taxation of non-business capital gains. 

Changes in the taxation of employment income 

5.1 Liberalization of the definition of deductible employment expenses. 
5.2 Optional standard expense allowance. 
5.3 Attribution of employee benefits. 
5.4 Working mother credit. 
5.5 Deductibility of unemployment insurance. 

Other changes resulting from adoption of the comprehensive tax base 

6.1 Inclusion of gifts and bequests. 
6.2 Inclusion of family allowances and other transfer payments. 

Changes in concessionary allowances 

7.1 Elimination of the old age exemption. 
7.2 Changed definition of medical expenses. 
7.3 Improvements in the control of charitable donations. 
7.4 Change in standard deduction. 
7.5 Provision of additional educational allowances in the form of a tax credit. 
7.6 Allowance of credits rather than exemptions for dependants other than dependent children. 

Note: J The first three reforms in the "taxation of the family as a unit" category have no figures 
listed under them in subsequent tables. They are included here as "reserved" elements of 
the table and are included on that basis in the RVTAB 2 subroutine so that they can be 
shown given subsequent allocation of the effects of the family unit definition. The 
basis for such allocation is described in Bossons, op. cit. 

Including the effect of including currently unreported dividends in the tax base. 
1 
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4. Summary of aggregate tax changes. This table summarizes 

the aggregate changes in tax revenue obtained from all 

individuals in each class. The aggregate amounts shown 

exclude the effects of the refund of corporate taxes 

attributable to trustees of Registered Retirement Income 

Plans as well as of income averaging and the aggregation 

of incomes within a family. 

The data from which the tables have been estimated consists of 

411,500 tax returns (unidentified as to taxpayer) which were provided to 

the Commission by the Department of National Revenue. The data, together 

with analytic programs used, are described in A General Income Tax Analyzer. 

Corresponding tables for taxpayers not classified by age, occupation, 

and sex are provided in A General Income Tax Analyzer. The aggregate 

table presented in that study corresponding to the first table presented 

for each age/occupation/sex group in this study is Table 14; to the 

second table, Tables 12 and 13; to the third table, Table H7.6 in Appendix H; 

to the fourth table, Table H-5 in Appendix H. 

Averages shown in all tables are expressed in dollars; aggregate 

amounts shown in the fourth table are in thousands of dollars. 
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