Taxable income and tax payable

Calculation Of Tax Payable
Federal Tax Payable Before Credits

6-16. The calculation of federal Tax Payable for individuals requires the application of a
group of progressive rates to marginal amounts of Taxable Income. The rates are progressive,
startingata low rate of 15.5 percent and increasing to rates of 22 percent, 26 percent, and 29
percent as the individual’s Taxable Income increases. In order to maintain fairness, the
brackets (i.e., income segments) to which these rates apply are indexed to reflect changes in
the Consumer Price Index. Without such indexation, taxpayers could find themselves subject
to higher rates without having an increased level of real, inflation adjusted income.

6-17. For 2007, the brackets to which these four rates apply are as follows:

Taxable Income Marginal Rate
In Excess Of Federal Tax On Excess
$ -0- $ -0- 15.5%
37,178 5,763 22.0%
74,357 13,942 26.0%
120,887 26,040 29.0%

6-18. Note that the average rate for someone just entering the highest 29 percent bracket is
21.5 percent ($26,040 + $120,887). This illustrates the importance of keeping an annual
income level below this bracket. To this point, the average rate is 21.5 percent. For all income
that exceeds this level, the federal rate goes to 29 percent.

6-19. There is a common misconception that once Taxable Income reaches the next tax
bracket, all income is taxed at a higher rate. This is not the case as the tax rate is a marginal
rate. For example, if Taxable Income is $120,888, only $1 is taxed at 29 percent.

6-20. The preceding table suggests that individuals are taxed on their first dollar of income.
While the 15.5 percent rate is, in fact, applied to all of the first $37,178 of Taxable Income, a
portion of this amount is not really subject to taxes. As will be discussed later in this Chapter,
every individual resident in Canada is entitled to a personal tax credit. For 2007, this tax
creditis $1,384 [(15.5%)($8,929)]. In effect, this means that no taxes will be paid on at least
the first $8,929 of an individual’s Taxable Income. The amount that could be earned tax free

would be even higher for individuals with additional tax credits (e.g., the age credit).

6-21.  As an example of the calculation of federal Tax Payable before credits, consider an
individual with Taxable Income of $82,300. The calculation would be as follows:

Tax On First $74,357 $13,942
Tax On Next $7,943 ($82,300 - $74,357) At 26% 2,065

Federal Tax Payable Before Credits $16,007




Exercise Six-2

Subject:  Calculation Of Tax Payable Before Credits

During 2007, Joan Matel is a resident of Ontario and has calculated her Taxable
Income to be $46,700.

| | | Caleu-
late her 2007 federal " " "Tax Payable before consideration of credits.

Calculating Tax Credits

Federal Amounts

34, The most direct way of applying atax credit systemisto simply specify the amount of
sach tax credit available. In 2007, for example, the basic personal tax credit could have been
specified to e §1,384. However, the Canadian tax system is based on a ess direct approach.
Rather than specifying the amount of each credit, a base amount i provided, to which the
minimum federal tax rate (15.5 percent for 2007) is applied. This means that, for 2007, the
nasic personal tax creditis calculated by taking 15.5 percent of $8,929 (we wil refer o this
umber as the tax credit base), resulting in a credit against Tax Payable in the amount of

31,384,

35 Note that the legislation is such that, when the minimum federal tax rate of 15.5
sercentis changed, the new rate will be used in determiningindividual tax credts. In ourtax

redit examples and problems, we will generally use the tax credit base in our calculations and
soply the 15.5 percent rate to the subtotals and totals, This approach makes the relationships
+etween the various credits easier to see and reduces calculation errors.




Exercise Six-3

Subject: - SpousalTax Credt

Mr.Johan Sprinleis maried and has 2007 et Income For ax Purposesof $35,450,
Hisspous has 007 Netncome Fo TaxPurpses o 2,600 Determine sprin

e personal tax credits for 2007
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