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The elements of federal-provincial fiscal arrangements
in Canada are logically broken into the following componentss
bax Tental, or tax collection agreements; equalization payments
Yo the provinces by the federal government; and other subsidies

O the provinces.

The tax rental agreements have been the main feature of

federalwprovincial fiscal arrangements since 1941, Under the
Canadian constitution the federal government does not have
®xclusive jurisdiction in the fields of direct taxation, The
brovinces also have independent tax powers in these fields,

t urisdictions, one federal and
en provineial, in the fields of corporation income, personal

income, estate, and other direct taxes. This situation, except
hat Newfoundland was not yet & canadian province, faced the
en it was trying to mobilize Canada's

overnment in 1941 wh
S It was then imperative that taxing

£ personal and corporation income
8X rest in one authority for the efficient planning of Canada'®s
jon of the War. 1In order to

Rduge the provincial governments themselves not to use, or permit
eir municipalities to use, personal and corporation income taxes,

whe federal government offered attractive payments in compensation,

t ich the provinces accepted, The agreement made in 1941 lasted

‘Y0 1947, But, after the war, the experience of the advantages

Ef having one tax collecting agency encouraged the continuation of
hese agreements with modifications.

Actually the term tax rental agreement is a misnomer when

&pplied to t b th
nts preseding the 1957/62 agreement because the
e 5 5 the value of the tax fields

Ompensation paid did not reflect
ielinqulshed gy the provinces but was an arbitrary formula unrelated
e ted by the federal govermment in each

he tax revenue collec
Provinee, This was changed in ‘the 1957 agreement, which 1is the

Oe in effeet up to March 31 1962, This agreement provides for
a certain percentage

Payments to each province which payments are
8§ the agreed taxgs colleated from that provinee. - that is, 13%
1o the yield of the personal LACORS tax; 9% of corporation taxable
Efsggg ~6. 9% of the 18% rate of tax on taxable corporate income
1> ¥5 435,000 and 9% of the 47% rate of taxable corporate income
tgx:xcess of $35,000), and 50% of the yileld of federal estate
S,
i The allocation of taxes collected is simplified by regula~-
thee For personal income tax collections, the province in which
bee taxpayer is resident on the last day of the year is deemed to
in the provinece of residence for the whole year. For corporation
quggebgax? the allocation ca?not be sg s?mple anghgﬁigiebgrovinee
able ; es operate in more .
2 s Docauge nany.osBpes 3 corporate income provides that

® regulation for the allocation of |
'he taxable income of corporations having permanent establishments



i 5 % on the sales
re than one ovince will be allocated 50% on 1
iﬁd?ofgom the pergznent establishments, and 50% on the wages
and salaries in those permanent establishments,

1 : ~ ed t jrable
lthough the tax-rental agreements produced the des 2
result gf a g%ngle tax system for personal and corporate %nggm
tax, they had a drawback that became increasingly appargnl paid
eacﬁ new agreement was negotiated. The size of the renta B
to the provinces was the subject of negotiation; and of cod
as each period passed, the provinces pressed for larger an + 4o
larger amounts, especially since they did not have to aeceg B
political responsibility for increased federal taxes or redu
federal expenditure programmes to meet the amounts demanded.

This being the case, the federal government announced that it £ 108

was not going to retain the tax-rental system after the expira

e
of the present agreement, What it proposed instead was to reduc

federal personal income taxes 16%, 17%, 18%, 19% and 20% 1
suocessively in each of the next five years; reduce the federa
corporate income tax by 9% of corporate income and continue %0
share 50% of the estate tax; and having thus reduced federal 5
taxes by the amounts it proposed to share with the provinces, 1
them levy their own taxes, at whatever rates they decided were
required. However, in order to.encourage the retention of the
benefits of a single tax system, and a single tax collector,
the federal government offered to collect the provincial taxesd
free of charge, if the federal income tax statutes were adopt®
unchanged except for the rates, which could be varied from
province to province, In order to receive a 50% share of the
federal inheritance tax, the provinces have to agree to. refrail
from levying their own estate or succession taxes,

The second element in Canadian federal-provincial f180311
arrangements is the equalization grant, This grant is a-partié
recognition that some provinces have less fiscal capacity than
others, and so need to have their revenues bolstered by an
additional payment from the federal treasury, The national g
average per capita of certain taxes and revenues, chosen becaus
of their lmpofganoe in provincial budgets and their disparity

among the provinces, is used as the standard, The provincial P:r
of
same category of revenue are compared with the national averaG‘eg’x
gggi{a and the deficiency per capita, if any, multiplied by thimw'
popu E%i v 4

capita ylelds of the same taxes at the same rates of tax and b

on of the province GeTeTMINGS the grant, Thus the pPro

with the greatest deficiencies will receive the largest per Oapit

grants, The taxes used for calculating the grants, the 5tan s
taxes as they are known, are the personal income tax eollectiol
ab the rates of federal withdrawal of 16%, 17%, 184, 1o%, 20% 1%

the five successive Yyears of the 196287 agreement; the federalfioﬂ

corporatlon income tax at the rate of 9%; ana 50% of the co0lleC
of the federal estate tax., In addition to the standard taxes, ¢
50% of natural resource revenues are included, mainly because °o
thelr great variability among provinces, from 0,2% to 50% of PT
vineial budgets in 1958/59, The revenues from natural resourOQg
taken account of in the caloulation include both annual paymenbs

of the nature of royalties and rentals and the like and lump‘éu?

payments such as leases for oil and timber rights, Both types 9

resources, and that is part of the reason no distinction is mad®
between them, Beeause the natural resoursce revenues include bO
annual and lump sum payments and, in eddition, becauss of Aiff

rates and tax base definitions in the differant,provinoes,<only;
one-half of natural resource revenues are considered in the cal
tion of the equalization grants, - fspolis edd 3 >0

- Once again one has to be careful of,thisﬁxézminoiogy;lgai
Equalization grants really only equalize the selected profincg.hsrdf
revenues per capita up to the level selected, For the 1962-6 b 5

“hi

ment, the national average per capita of the selected revenues
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be the equalization level, In the period of the expiring agree-
ment, natural resource revenues were not admitted to the calculation,
and the per capika average of the two provinces with the highest
per capita yields of standard taxes (personal income tax, corporate
fncome tax, and estate taxes) was the level to which the selected
provincial tax yields were equalized., Any level could be adopted,
and any taxes included in the formula, The important feature is
the measuring of the per capita deficiency in each political area,
and the payment of a grant based on this deficiency. 1In the
Canadian federal-provincial fiscal arrangements, no wxplicit pro-
vision is made for the reduction of other federal grants to those
provinces having fiscal capacity greater than the selected level,

In addition to the equalization grants described briefly
above, the federal government pays special subsidies to the
Canadian Atlantic Provinees of Newfoundland, Nova Scotia, New
Brunswick and Prince Edward Island in recognition of their lower
level of economic development and prosperity when compared with
the rest of Canada. Having a lower level of economic activity
means that the burden of providing essential public services at
a necessary and acceptable level rests more heavily on the citizens
of these provinces than those of the rest of Canada, If it were
not for additional subsidies some essential serviees probably
would have to be curtailed, In order to help avoid this, the
Atlantic Provinces Adjustment Grants were instituted in the 1958/59
fissal year., They are a device which, when coupled with equaliza-
tion grants, funnels a greater per capita share of any given amount
of federal transfer payments to the relatively poorer provingces,

The Atlantic Provinces Adjustment Grants originally were
based on a formula that attempted to measure the fiscal need of in-
dividual provinces relative to the average level of personal prospe-
Tity in Canada, In this formula the ratio that the total revenues
from provincial and dependent lower levels of governments (municipal
80vernments), for all of Canada bear to Canadian personal income
Was cglculated and applied to the amount by which esch provincets

r capita personal income falls short of 85% of Canadian per capita
gﬁrsona ncome, and the result multiplied by the provineeEs popula—
ion, That is: Province'!s Grant = total revenue from Provincial
& local sources national personal income

X /™(,85 x national per capita personal income) - province's
per capita personal incomg7px population of the province

ghis scheme relates grants to an estimate of average fiscal capacity
1350;P° nation as measured by a percentage of per capita personal
S

Fi A few observations should be made in regard to this formula.,
oarSt personal income per capita is not the only measure of taxable
p‘pa° ty. In some instances personal income per family headi or
Th? bPerson of working age, or per worker could well be used instead.
QQ; caleulation that was originally made was based on the income
lev1°1°n°y per person of working age (15-69 years), Second, the
co el of national income per person used (in this case 85%) may, of
th§r°°o be any proportion depending on the objective in mind in using
q‘rifOEmula. The 85% level was adopted to ensure the personal income
to ¢iency from the national average was pronounced and not likely
to Ye soon overcome. Third, if it is the desire, as it ie in Canada,
.oonae these grants to assist provinces having a chronic fiscal and
.,vn°m1° disability, averages of revenues and personal incomes for
ar ®ral years can be used, Five year averages for these quantities

® used in Canada, This has the advantage of giving the areas with

g'rsl'tORt inequalities the greatest aid by minimizing temporary

| ln°t“&tions.
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