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Tax Fairness According to
Canada’'s New Gover nment

Federal Finance Minister Jim Flaherty’s
surprise announcement on October 31, 2006,
shutting down income trusts was front page
news across Canada. It even garnered major
storiesin the business pages of theinternational
press. The Finance department’s pressrelease,
titled “ Canada’ s New Government Announces
Tax FairnessPlan”, declared that the Harper gov-
ernment’sfour-part plan, which consists of the
changes affecting incometrusts and three other
measures, “will restore balance and fairnessto
thefederal tax system ...” [Department of Finance
Canada 20064 .

Closing theincometrust loopholethrough
which a growing number of companies were
trying to avoid corporate tax wasalong overdue
move. The Conservative government did what
the previous government had failed to do.

But what about the other three parts of
the' Tax FairnessPlan’ ?

One of these—areduction of half aper-
centage point inthefederal corporateincometax
rate, starting in 2011 — continuesin avein that
Liberal Finance Minister Ralph Goodal e began

in his February 2005 budget when he announced
that the corporatetax ratewill fall in gradual steps
between 2007 and 2010, from 21 percent to 19
percent. Under the Conservative government’s
‘Tax Fairness Plan’, therateis scheduled to go
down even more, to 18.5 percent in 2011. The
Finance department estimates the cost of the
half percentage point reduction in the corpor-
atetax rate at $725 millionin fiscal year 2011-12
(thefirst full year inwhichthereductionwill bein
effect). Thisisalargeamount of money, anditis
far from clear why further corporate tax reduc-
tions should be ahigher priority than, say, redu-
cing child poverty or creating amore skilled and
educated workforce. However, thisisadebate
for another day.

In thiscommentary, Caledon focuseson
the remaining two parts of the ‘ Tax Fairness
Plan’ which are important measures that, to
the present time, have almost entirely avoided
scrutiny in the media — even though Minister
Flaherty went to some lengthsto trumpet themin
his Economic Update of November 21. These
measures are a proposal to allow spouses and
common-law partnersto split pension income
between them when cal cul ating the income tax



owed by each, and an increase in the age credit
for taxpayers 65 years and over.

According to estimates from the Finance
department, these two measures, if implemented,
will cost Ottawamorethan $6 billion cumulatively
over the next six yearsin foregonetax revenues.
Not one cent of this$6 billion will gotothe 1.7
million seniors with incomes so low that they
already do not pay any incometax. Other seniors
will see some gainsasaresult of these measures,
intheform of lower incometax. But for most, the
tax reduction will bemodest —only upto $158 a
year for seniorsliving alone, and lessthan $600 a
year at best for the mgority of senior coupleswith
modest or no income from private pensions or
RRSPs.

But there areafortunate few who will see
very substantial tax savingsfrom Ottawa's‘ Tax
FairnessPlan’. In someinstances, their tax cut
will amount to several thousand dollarsayear.
Theselucky winnersare high-income couplesin
which one spouse or partner isreceiving large
amounts of income from private pensions and
RRSPswhilethe other spouse or partner receives
little or no such income. Astheanalysisinthis
commentary will show, thetax liability of these
well-to-do senior couples will be significantly
reduced if thefederal government’sproposalsare
implemented.

There is some irony, therefore, in the
wording of the Ways and Means Motion the
government tabled in the House of Commons
regarding its‘ Tax Fairness Plan’ —wording that
refersto “targeted assistance ... to pensionersand
seniors’ [ Department of Finance Canada2006b].
The assistance will, indeed, betargeted, but not
to those who really need assistance.

Caledon has always been in favour of
strengthening the income security of Canada’'s

seniors, who have made enormous contributions
to building our country and who, in many
instances, live on modest incomes. Thanksto
improvementsin public pension programs over
theyears, the maturing of employer-sponsored
pension plans, and the historic risein the labour
force participation of women, who thereby
becomeeligible for pensionsin their own right
from the Canadaand Quebec Pension Plansand
employer-sponsored plans, Canada has made
substantial stridesin reducing poverty among the
elderly: Theincidence of low income among
Canadians 65 and ol der fell from 21.3 percentin
1980 to 5.6 percent in 2004 [ Statistics Canada
2006a]. However thework isnot finished: some
seniorsremain in poverty (notably 17.0 percent
of singleelderly women and 11.6 percent of single
elderly men), and many morelivejust over the
poverty line.

It ishard to understand how the goal of
better income security for seniorsisfurthered by
showering scarce public money on lucrative tax
breaksfor asmall minority at thetop that areliving
comfortably, whileignoring entirely those at the
bottom who barely have enough to get by.

Thereisabetter way —away that would
deliver real tax fairnessto all seniors and that
would cost thesame or abit lessthan the $6 billion
over the next six yearswhich Ottawaisready to
spend on its ‘Tax Fairness Plan’. This com-
mentary describes such an aternative. However,
before doing so, it is necessary to look at the
government’s proposalsin more detail .

The proposal to allow couples to split
pension income

In Canada, every person, whether living
alone or with aspouse or partner, fileshisor her
owntax return. Unlikethe United States (and a
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number of other countries), Canada stax system
doesnot providefor joint returnsin which couples
report their combined income. Joint returns have
been considered several times in the past in
Canada, but they have always been rejected
because of their undesirable consequences. For
example, in ajoint-return system, amother who
goes back to the labour force when her children
reach school age would have her income added
to that of her husband for tax purposes, and her
incomewould betaxed at the husband’s highest
marginal tax rate. Thisapproachwould usually
resultinamuch higher effectiverate of tax onthe
wife'sincomethaninasystem, like Canada’s, of
individud returns. Inother words, it would impose
an economic penalty on mothersfor returning to
the paid labour market.

Under the current provisions of the
Income Tax Act, ataxfiler with dependants, which
caninclude adependant spouse, isallowed anon-
refundabletax credit for each eligible dependant.
A tax credit isareduction in the amount of tax
that a taxfiler would otherwise have to pay.
However, the Act does not allow a person to
reduce the amount of tax which he or she must
pay by transferring some of hisor her incometoa
dependant with lessincomeand, asaresult, whose
marginal tax rate may belower.!

The Harper government’s‘ Tax Fairness
Plan’ wouldintroduce an unprecedented deviation
from the fundamental principles of Canada’'s
incometax system — principleswhich have served
that system and Canadians well over many
decades and through several changesin govern-
ments. If the government’s proposalsareimple-
mented, couples—whether married or common-
law — will be allowed to split pension income
between them when calculating their income
subject to tax, and each will pay tax on half that
income.? According to information from the

Finance department, eligible pensionincomefor
seniors® will include payments from aregistered
pension plan (moreusually referred to asaprivate,
empl oyer-sponsored or workplace pension plan),
aregistered retirement savings plan (RRSP), a
deferred profit-sharing plan and payments out of
or under a registered retirement savings fund
(RRIF). 1t will not include benefitsunder public
pension programs such as Old Age Security and
the Canada/Quebec Pension Plans, nor payments
from ‘top-up’ schemes such asretirement com-
pensation arrangements. The proposed splitting
of pensionincomewill start in 2007 [ Department
of Finance Canada 2006c].

A major deviation from the fundamental
principlesunderlying Canada stax system might
bejustifiedif it resulted in afairer tax system or
an equitable distribution of the savings among
seniorsingeneral. However, the* Tax Fairness
Plan’ failsthistest entirely.

Seniorsliving alone —who make up 30
percent of all Canadians aged 65 and over —will,
obviously, get nothing out of the proposed
splitting of pension income between spouses or
partners. Nor will elderly coupleswhoseincome
isso low that they already pay no income tax.
Notable among the excluded are the poorest of
Canada’'s seniors — the 165,000 who have no
income other than their Old Age Security pen-
sion and the maximum amount of the income-
tested Guaranteed Income Supplement.

Many senior coupleswill seeareduction
intheirincometax if the planisimplemented. But
the size of the reduction will depend on thetotal
amount of their income. Thosewho are the best
off —therelatively small percentage of seniorswho
aretruly affluent —will get thelargest tax savings,
whilethe majority inthe middiewill seeonly a
modest tax break.

Caledon Institute of Social Policy 3



Figure 1 showsthefederal tax that senior
couples with various amounts of income from
private pensions and RRSPs will save if the
government’s proposal for income splitting is
implemented. Thedatain thetablecomesfrom
the Finance department [ Department of Finance
Canada2006c]. Theassumptionsunderlyingthe
datain Figure 1 arethat, at present, all theincome
from private pensionsand RRSPsisreceived by
one spouse or partner, that both qualify for afull
Old Age Security pension, and that the spouses
or partnersalready split their CanadaPension Plan
retirement benefits between them (discussed
below).

AsFigure 1 shows, asenior couplewith
amodest private pension of $20,000 ayear will

realizeagrand total of $310in federal incometax
savings as a result of income splitting. For a
couple with $30,000 in pension income, the
savingsincreasesto $802. However, awell-to-
do senior couplewith $100,000 in pensionincome
will see atax reduction of $7,280 — more than
ninetimesthat of acouplewith $30,000in pension
income, and more than 23 timesthat of acouple
with $20,000 in private pensionincome.

To put these numbersinto perspective, in
2004 the average amount of pension income of
senior couples with any income at all from
private pensions and RRSPs was $22,900
[Statistics Canada 2006a]. The average is
probably somewhat higher today, but not by much.
The great majority of senior coupleswould see,

$8,000

Figure 1
Federal tax savings from splitting pension income, senior couples,
by level of income from private pensions and RRSPs, 2007
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at best, only modest tax savings of $600 or |ess
asaresult of the government’s proposed income

splitting.

Thereisan important factor that should
be kept in mind when considering the numbersin
Figure 1. The different incomes given at the
bottom of Figure 1 (and the other charts in
thiscommentary), ranging from $0 to $100,000,
show only income from private pensions and
RRSPs. They do not include income from other
sources. In particular, they do not include the
Old Age Security (OAS) pensions that both
spouses or partnersreceive, nor do they include
the couple’s Canada Pension Plan (CPP)
retirement pension. Onanannual basis, two OAS
pensions and one maximum CPP retirement
pension total more than $22,000. So, for exam-
ple, acouplewith $20,000inincomefrom private
pensionsand RRSPs actually hasat least $42,000
in total income, counting their OAS and CPP
pensions. And thisisamost exactly the median
total income of elderly familiesin 2004 according
to Statistics Canada [ Statistics Canada 20064 .

Somemight arguethat the proposal to split
income from private pensions and RRSPsisno
different than the provision of the Canada Pension
Plan (CPP) allowing pensioner couplesto divide
their CPP retirement benefits between them.
Knowntechnically asan‘ assignment of retirement
pension’, thisfeature of the CPP hasbeenin effect
since1987. Itisarecognition of the contribution
that both spouses or partners have made to the
well-being of the household, and it provides
spouses and partnerswho worked in the home —
usually women —ashare of the CPP pension of
the spouse or partner who worked in the paid
labour market.

Whilethe assignment of CPP retirement
pensionsand the government’s proposal to allow
couplesto splitincomefrom private pensionsand

RRSPs might seem similar, they are, infact, very
different. Under the CPP provision, each spouse
or partner actually receives half of the combined
retirement pensionsof the coupleintheformof a
monthly cheque. Under the government’s pro-
posal, on the other hand, thereisno actual transfer
of pensionincome, only adeeming of incomefor
purposes of reducing the amount of tax that would
otherwise be paid by the higher income spouse
or partner. If the spouse or partner who worked
in the home (most likely the wife) does not get
any share of the other spouse or partner’sprivate
pension or RRSPtoday, shewill not get any if the
government’s proposal isenacted. All shewill
getisatax liability.

The proposal to increase the age credit

A tax break for seniors has been a
longstanding part of Canada’s personal income
tax system. Until 1987, thistax relief wasddivered
by allowing seniors (persons aged 65 and over)
to deduct a prescribed amount — called the * age
amount’ —from their total income when deter-
mining income subject to tax. Because deduc-
tionsin aprogressivetax system provide greater
savings to persons with high incomes than to
those with low and modest incomes (tax savings
increase with the taxfiler’s highest marginal tax
rate), the‘ ageamount’ and most other deductions
and exemptionswere converted to tax creditsin
1988. The amount of the age credit was deter-
mined by multiplying the previous‘ age amount’
by thelowest marginal tax rate. Inthisway, all
taxpaying seniorsreceived the sametax break.
In 1994, the system was modified further by
targeting the age credit to seniorswith low and
middle incomes. This change was done by
reducing the ‘age amount’ used in calculating a
senior’s age credit by 15 percent of his/her net
income, if any, over aprescribed threshold. Note
that the age credit is non-refundable, which
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means that it does not benefit seniors whose
incomes are so low that they do not owe income
tax.

For the 2006 tax year, before Ottawa’s
proposed increase, the maximum age credit was
worth $620.07. Thisamount is the product of
multiplying $4,066 (what the previous ‘age
amount’ would have beenif the old deduction had
been continued) by 15.25 percent (the lowest
marginal tax rate for 2006%). The net income
thresholdin 2006 at which the age credit startsto
be reduced is $30,270. Taxpaying seniorswith
net incomes bel ow thisthreshold are entitled to
thefull age credit. For all other seniors, the age
creditisreduced. Seniorswith netincomesabove
$57,377 —lessthan 10 percent of all seniorsin
Canada—do not receive any agecredit. If asenior
with aspouse or partner who isalso asenior does

not use all of her/his age credit (because her/his
tax dueislessthan the credit to which she/heis
entitled), the unused portion can betransferred
to the spouse or partner. According to estimates
from the Finance department, the existing age
credit will cost Ottawa $1.56 billionin foregone
tax revenuesin 2006 and aforecast $1.62 billion
in2007.

Thefederal government has proposed that
the*age amount’ used to calculate the age credit
beincreased by $1,000, from $4,066 to $5,066,
with effect retroactively to January 1, 2006. This
change would increase the maximum age credit
for 2006 by $152.50, to $772.57. 1t would also
raisetheincomelevel at which no agecreditis
availableto $64,043. Figure 2 showsthefederal
income tax savingsfrom the proposed increase
to the age credit for seniorswith various amounts

Figure 2
Federal tax savings from increasing the age credit, single seniors and senior
couples, by level of income from private pensions and RRSPs, 2007
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Figure 3
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Total federal tax savings from splitting pension income
and increasing the age credit, single seniors and senior couples,
by level of income from private pensions and RRSPs, 2007
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of income from private pensions and RRSPs
[Department of Finance Canada 2006¢]. The
same assumptionsunderliethedatain Figure 2 as
thoseusedin Figure 1.

The combined impact of income splitting and
increasing the age credit

Figure 3 shows the combined federal
incometax savingsthat single seniorsand senior
coupleswould redlizethrough theimplementation
of the two measuresin the‘ Tax Fairness Plan’
directed primarily to Canadians age 65 and over
—gplitting of pension income and increasing the

age credit. .

Figure 3 makes several factsvery clear:

e Seniorswiththelowestincomeswill redize
no benefit at all from the ‘ Tax Fairness

Plan’ becausethey do not pay any income
tax. These are the poorest of Canada’s
elderly, those most in need. But they will
get nothing under the* Tax Fairness Plan’.

The government’s plan treats senior
couplesmuch moregeneroudly thansingle
seniors. Thetax savingsthat single seniors
will realize are small compared to those of
senior couples. Women are dispropor-
tionately represented among single seniors
because, on average, they livelonger than
men. In fact, 72 percent of all single
elderly Canadians arewomen.

The big winnersfrom the government’s
‘Tax Fairness Plan’ will be high-income
couples with substantial amounts of
incomefrom private pensionsand RRSPs.
Single seniorsand senior couplesinthe
middle-income range will see some tax
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savings from the plan, but these palein
comparison to the tax cuts bestowed on
senior couples at the top of the income
scale. And it warrantsrepeating that the
different incomes shown at the bottom of
Figure 3 only consist of income from
private pensionsand RRSPs. They don’t
include income from other sources, in
particular Old Age Security and the
CanadaPension Plan. A singlesenior with,
say, $20,000 in income from a private
pension or RRSP has a total income of
about $36,000 when OAS and CPP are
taken into account. For asenior couple
with $20,000 inincomefrom pensionsand
RRSPs, total incomeisaround $42,000.

Figure 4 givesanother perspective onthe
unfair distribution of benefitsfrom the so-called
‘Tax FairnessPlan’. It showstax savingsfrom
the plan as a percentage of asenior couple' stotal
income.

For a couple with a modest $20,000 in
income from aprivate pension or RRSP, federal
incometax savingswould bejust 1.6 percent of
their total income (income from private pensions
and RRSPs plusincome from OAS and CPP).
For a couple at the top end of the scale, with
$100,000 in pension and RRSP income, the tax
savings comesto 6.4 percent.

7.0

Figure 4
Federal tax savings as percentage of family income, senior couples,
by level of income from private pensions and RRSPs, 2007
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Forgonefederal tax revenues

Table1

2006-07 | 2007-08 | 2008-09 | 2009-10 | 2010-11 | 2011-12 | Totd

(millionsof dollars)
Pensionincome splitting 165 675 710 745 780 820 3,895
Increase of the age credit | 405 345 355 360 380 400 2,245
Total 570 1,020 1,065 1,105 1,160 1,220 6,140

Thesevery unfair results come at ahigh
priceto the federal government — more than $6
billionin total over the next six years. Table 1
givesthe Finance department’s estimates of the
federal taxesthat will beforegone each year asa
result of the two measures, aswell asthe cumu-
lative total [Department of Finance Canada
2006c].

Aslarge asthese numbers are, the total
foregonetax will beeven higher. Barringamajor
change in the way in which provincial and
territorial incometax iscalculated and collected,
senior couplesresiding in all provinces except
Quebec will receive an additional tax reductionin
their provincia or territorial incometax asaresult
of pension income splitting. Thiswill happen
because the Canada Revenue Agency collects
income tax on behalf of all the provinces and
territories except Quebec, and akey condition
for doing so isthat the province or territory use
the same definition of taxableincomeasin the
federal income tax system. The amount of the
foregone provincial/territorial tax will depend
on the applicable income tax rates in each
provinceor territory. In Ontario, for example, it

will be about half theforegonefederal tax reve-
nue from residents of that province.

Unlike changesin theway taxableincome
is calculated, changes to non-refundable tax
creditsin the federal income tax system do not
automatically result in corresponding changesin
theway provincia andterritorial non-refundable
tax credits are calculated. The provinces and
territories are free to provide and design tax
creditsintheir own tax systems. It remainsto be
seen whether provinces and territories would
follow Ottawa slead and increasetheir age credit
(which would further reduce their income tax
revenues).

A fair alternative

Thereisabetter way —atruly fair way —
to distribute the $6 billion among Canada’'s
seniors. Caledon’salternative consists of three
elements:

» Scrap the proposed splitting of pension
incomeentirely. No amount of tinkering

Caledon Institute of Social Policy 9



will make such a measure fair. It will
always givewindfallsto those with the
highest incomesand ignorethosewith the
lowest.

» Implement the proposed increasein the
age credit. At the same time, convert
the increased portion of the age credit
into arefundable tax credit so that even
the poorest of seniors — those with
incomes too low to pay tax — will re-
celvethe samefinancial benefits asother
low- and modest-incomeseniors. Under
Caledon’s proposal, seniors who owe
income tax would use both parts of the
age credit —the existing non-refundable
portion and the new refundable portion—
to reduce the amount of that tax, asisthe
case with the existing non-refundable
age credit. However, if the amount of
the refundabl e portion of the age credit
exceedsthe amount of the tax owed, or if
no tax isowed at all because asenior’s
incomeistoo low to put him/her into the
taxpaying range, the senior would receive
a cheque from the government for the
difference.

e Doublethepensionincometax credit from
$2,000 to $4,000, but maketheincreased
portion of the pension income credit
subject to the same income test as now
appliesto the age credit so that benefits
aretargeted to lower and middle-income
seniors. (Note that the pension income
credit would remain non-refundable.)
Since 1975, the income tax system has
provided atax break for personsreceiving
incomefrom aprivate pension or an RRSP.
Since 1987 thistax break has taken the
form of anon-refundabletax credit. Until
the 2006 federal Budget, the amount of
the pension income credit was determined
by multiplying ataxfiler’sincomefrom

private pensionsand RRSPs, up to amaxi-
mum of $1,000 ayear, by the lowest mar-
ginal tax rate. The 2006 Budget raised
the maximum to $2,000. The Finance
department estimates that the cost of
increasing the maximum pension income
amount from $1,000 to $2,000 would be
$409 million in the current fiscal year
(2006-07) [Department of Finance
Canada 2006d].

Figures 5 and 6 compare the benefitsthat
single seniors and senior couples respectively
would receive under the government’s ‘ Tax
Fairness Plan’ and Caledon’salternative.

AsFigure 5 shows, all single seniorswill
either come out ahead or the samefrom Caledon’s
alternative compared with Ottawa s Tax Fairness
Plan’. Thesngleseniorswhowill benefit the most
from Caledon’salternative are those with modest
amounts of income from private pensions and
RRSPsin the range of $10,000 to $20,000. A
single senior with $20,000 of private pension
income will see atax savings of $468 under
Caledon’s alternative, compared with only $158
under Ottawa sproposals. Accordingto Statistics
Canada, the average amount of private pension
and RRSPincomefor single seniorsin 2004 was
$14,300. Single seniorswith no private pension
income, who are among the poorest among
Canada’ s elderly and who will be shut out from
any benefits under Ottawa’'s proposals, will get
$158 under Caledon’saternative

Low- and middle-income senior couples
will also come out ahead under Caledon’s
alternative compared with Ottawa s proposals, as
shown by Figure 6. Onceagainitisimportant to
remember that the different incomes given at
the bottom of Figures 5 and 6 consist only of
income from private pensions and RRSPs and
do not include income from other sources, in
particular Old Age Security and the Canada
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federal income tax savings

$500

Figure 5
Change in net tax savings from Ottawa's proposals
and Caledon's alternative, single seniors, 2007
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Figure 6
Change in net tax savings from Ottawa's proposals
and Caledon's alternative, senior couples, 2007
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Pension Plan. A senior couplewith $30,000in
private pension and RRSP income has atotal
income of about $52,000 when OAS and CPP
areincluded. Thisamount isconsiderably above
the median income of $41,900 for all senior
familiesin 2004.

Asfor the cost of Caledon’salternative,
itwill bethesameasor abit lessthan the cost of
the Harper government’s proposals. Caledon’s
alternativewould result in far great fairnessfor
the same or even alower cost: areal win-winfor
Canada.

Conclusion

The Conservative government has opted
for tax breaksthat will providewindfall benefits
to some of the wealthiest seniors, only modest
benefitsto middle-income seniors, and nothing at
all to the poorest of Canada’s elderly who are
most in need of assistance. Asthiscommentary
has shown, using data from the Finance
department, awell-to-do couple with $100,000
in income from private pensions and RRSPs
would get atax break of asmuch as$7,280 from
the proposed splitting of pensionincome. Thisis
23 times more than the tax break of $310 for a
couplewith amodest pensionincome of $20,000
—whichiscloseto the average pension income of
all senior couplesin Canadawith suchincome.

The federal government has character-
ized its proposed changesas ‘tax fairness'. Tax
unfairnessisthereal result.

Thecost of thismanifest unfairnessisvery
high— by the Finance department’sown estimates,
$6 billion over the next six years. Not one cent of
this$6 billion will go to seniorswith the lowest
incomes—those who already do not pay income
tax because theirincomeisso low. Inaddition,

therewill besignificant costsfor the provincesand
territories.

Thereisan alternative which would cost
the same or a bit less than the government’s
proposals and which we believe would be truly
fair. That alternative, which Caledon has des-
cribedinthiscommentary, would providetax relief
to middle-income seniorsand allow them to keep
a little more of their retirement savings for
themselves. Atthesametime, it would givemuch-
needed additional financial assistance to the
poorest of seniorswho are, at best, just getting
by and who need all the help they can get.

Canadians need to have a discussion
about what tax fairnessreally means. Caledon
has prepared this commentary as part of its
contributiontothat vital discussion.

Ed Tamagno and Ken Battle

Endnotes

1. Theclosest thing isaspousal Registered Retirement
Savings Plan (RRSP). This is an arrangement under
which one spouse or common-law partner contributes
to the RRSP of the other spouse or common-law and
counts the contribution as a deduction in determining
his/her (thefirst spouse or partner’s) income subject to
income tax. Unless the funds in a spousal RRSP are
withdrawn within two years of the contribution, they
become the property of the spouse or partner in whose
name the RRSP is registered. Spousal RRSPs are a
means for splitting future, but not current, retirement
income between spouses or partners.

2 Under the government’s proposals, couples could
split pension income between them in any proportion
they choose. In most instances, a 50-50 split would
probably have the greatest advantages in terms of tax
savings. However, depending on other factors, a
different split could be more advantageous to some
couples.
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3. The government’s proposal for income splitting is not
limited to seniors. Persons aged under 65 would also be
able to split their pension income with their spouses or
partners, just like seniors aged 65 or more. Moreover, the
age of the spouse or partner would not be a factor. The
only difference in the government’s proposa between
persons aged under 65 and those aged 65 or over is the
types of pensionincomeeligible for splitting. According
to the Finance department, “for individual s aged 65 years
and over, eligible pensionincomeincludeslifetime annuity
payments [pensions] under a registered pension plan, a
registered retirement savings plan or a deferred-profit
sharing plan and payments out of or under a registered
retirement incomefund. For individualsunder 65 years of
age, eligible pension income includes lifetime annuity
payments [ pensions] under aregistered pension plan and
certain other paymentsreceived asaresult of the death of
the individual’s spouse or common-law partner”
[Department of Finance Canada 2006c]. The only per-
sons aged under 65 who would qualify for pension
income splitting under the government’s proposal would
be retired persons who belonged to an employer-
sponsored pension plan when they were in the paid
labour force, and the surviving spouses and partners of
deceased members of employer-sponsored pension
plans. Data from Statistics Canada shows that only 27
percent of persons employed in the private sector — about
one in four private-sector workers — belong to an
employer-sponsored pension plan. In the public sector,
on the other hand, 86 percent of employed persons—more
than five out of six workersin the public sector — belong
to such plans [ Statistics Canada 2006b].

4. From January 1 to June 30, 2006, the lowest marginal
tax rate was 15 percent. Under Minister Flaherty’'s
budget of February 2006, the rate increased to 15.5
percent on July 1. The lowest effective marginal tax
rate for 2006, therefore, was 15.25 percent.
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