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The elements of' lederal-provincîal 
fiscal arrangements

-l Canada are logically broken 
into the f'o1lowiflg Componefts;

taX~ rentai, or tax collection agreemlenlts- 
eq.ualîzatiofl paynfts

t0 the Provinces by the 
lederal government- and other 

subsidies

to the provinces,

The tax rentai agreemfents 
have been the main f'eatuxe 

of'

fedraî.provîncîal fiscal arrangements since 1941, Under the

0 an8.adi8.n constitution the l'edera3- goverulelIt does not 
have

eeelusiVe jurisdiotiol in the 
l'ields of direct taxation,. 

The

pr'0'ja08s.aiso have indepefident 
tax powers in these l'lelds,.

ThsCanada has eleven taxring 
jurisdictions, one f'ederal and

tel, Provinil inteîed f orporation incoie persoflal

ii00 31 ,estate, and other direct taxes. This sitUation, except

that e6wl'oundland was not yet a -Canadiai Province, 1. aced the

te4erai. governinent ln 1941. 
whef lit was trying to mobilïze 

Canadats

r'580OLrces f'or World War Il* It was then imperative that 
taxing

Poer in the major tax f'iel.ds of persoflal and corporation inconie

teac rest in one authoritY l'or the efflicienlt planning of' 
Canadats

ifancial policies f'or the duratiofi of' the War. In order to

'nU19the-provincial, goverflLefts 
theDiselves not to use, or permit

their nunicipalities to use, personLal and 
corporation inoome taxes,

th le&raî governmfent offlered -attractive paymfeflts In 
compensation,

Wbhil.h the provinces acceptedo 
Tb.e agreement made In 1941 lagted

t0 947. But, af'ter the war. the experiefice of' the advantages

Of' having onie #tax-co3.leotiiig agenc.y 
en0ouraged the continuation of'

tlle 598 agreements with niodif icatiofls,

Aotually the terni tax rentai 
agreemfenlt is a mîLsniomler when

~P~iedto agreoinents pre-eding 
the 1957/82 agreemient because 

the

0 'Persation paid did not ref'lect 
the value of' the tax f'ields

relIncuiished by the provinces 
,but was an arbitratY formula 

unrelated

tQ, 8hetax revenue oîllected by the federal governmJelit 
in each-

DeovUcsThis was changed in 
the 1957 agreemlenit, whîch i'sthe

One Ieffeot up to Marcb 31 
1962. This agreemuent provides l'or

1oeah roine wleh paynients are a 
certain percentage

Dl' the agreed. taxes colleoted f rom that -provinie, - that is 0 13%

of' the Îl of' the persoflal income tax, 
9% of' corporation taxable

0338 1e8 9% of' the 18% rate ol'taX 
on taxable corporate income

ýUu $5vOO and 9% of' the 47% rat'e of' 
taxable corporate Income

t' e8ces of' $35900) i and 50% of' the yie3.d of' federal estate

The allocation of' taxes coîlected 
is simpliîlied by regula-

tiOZL. For persona. inoolue tax colI.ectiontepoic 
nwio

be b axpayer is resident on 
the last day of' the year 

is deemed to

~ h6 Province of' residence 
l'or the whole yEýaro For corporation

lcletax. the allocation oan.no
t be so simiple and still be

eý'Îabl9becusemany coompanies operate in more 
than one province.

tereg!ilationfl'or the allocation 
cf' corporate incofe provides 

that

talbl iicofl c' orpo2!ations haviiig ermaIeit estbi~eft
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in more than one province will be allooated 501% on the sales
made from. the permanent establishmnents, and 50% on the wages
and salaries In those permanent establishments,

Although the tax-rental agreements produoeei the desirablei
result of a single tax system for personal ana corporate inOOMO
Vax, they had a drawbaok that became increasingly apparent as
each new agreement was negotiated. The size of the rentai Paid
to tb.e provinoes was the subjeot of' negotiation, ana of course,
as eaoh period passed the provinces pressed for larger ana
larger amounts, espeolally since they did flot have to aocept tbe
politica. responsibility for iuoreased I'ederal taxes or reduc0'
federa. expenditure programmes to ao.t the amounts aemanaed.
Tbhis being the case, the federal geverment anneunced that I.twas not goIng to reaïan the tax-rantal systen atter the ezpiratie,
of the. present agreement. What it proposed inistead was te redlCOfederai. personai. inoome taxes 16%, 1,7, 18%, 19%, ana 20%auocessively I.n each of the ZIaxt Live years; re3duIe the fed$rl'&oorporate inaous Vax by 9%o of corporate income and continue tOshare 50%,ý of the estate tax; and having thus red.uoed f edei'altaxes by the axnounts it preposed Vo share with the provinces, otiiei levy thair own taxes, at whatever rates they deci.ded werOrequired, RIewever, in erder Vo encourage the retantï0of ethebenefits of a single Vax system, and a single Vax collectortthe federal government oftereê Vo collect the provincial taxesfree of' charge, if the fedezal inone Vax statutes were adoPteduxchanged exoept for Vhe rates, which could be varied fromProvince te Province* In order Vo receive a b0% share cof thefederaî inherita-no, Vax, the, Provinces have to agree Vo refralnItrom levYing their own estate Or suooe:sson taxes.

The seoond element tin Canadian fecderalprovncïaî :fiscaarrangements le Vhe equalization grant, This grant tes a parti&'recognition that soe provinces have lesa tiscal capacity thaliothars, anid se nead Vo have their revenues bolsterad by anaddttional payment frein th~e faderai treasury, The nationalaverage pe ýýýaor certain taxes ana revenues, ohosen beO&110ef their lÏoâoe in Provincial budgets and their disparitYatmong Vhe provinces, ie uiBed as the standard. The provincial Poecapita yields of the saine taxas at the saine rates eftVax and VhaSrsanie oategory of revenue are oompar,ê with the national average 'S
2_agta and the deficiency ercapita il' any, multipled by te' e5Pua ion et the province ne ýel= ,the grant * Thu,.s the poiaWith the, greatest deficienoies will reosive the, largest per capgrants, The taxes used for oalcu3.ating the grpntVhe tZ~~taxes as they are known, are the persenal inconie tax coolectiOD9at the rates of f ederal withdrawal of 16%e 1?%, 18%r 19%, ZO% inthe five Successive years et the 1962-67 agreem.ent; the. f ederacorporation incoeie tax at the rate or 9%;- and 50%o etVhe collectVi0

o? ~ ~ ~ ~ ~~I absfdrIett e.l ddition teo Vhe standard taxes,50% O? naturai. resouroe revenues are included, Mainly beoau18Oftheir great varla1biliy aJmong provinces, froa. 0.2% to ao% of Povinoial budgets ti 1958/59. The revenues trom naltual resoure
talcen account O? in Vhe caloulat ion include beth anauaJ. paymeu'l-of Vhe nature Of royalties and rentals and the. like and lump 5npayments such as leases for ou1 and timber rights. Both. types orevenues are censidered Vo be Paynients for Vhe alienation ofresources, and that is part e? Vhe reason ne distinction is madebetween thein. Because the natUral resouros revenueas includeboetanrmial and lump suin payments and 0 in edU4ono beoauaae of dîiOrrates and tex base detinitions in the di?? erent provinces onllY >e-hait of natura]. resouroe revenues are oonsidered Itr Vhs oiO
tien of the equalization grants.

Once again One has Vo b. careful1 et thiî .VeLw.ixaooy.~
Equalization grants really ozily equalize the sao.cted proQYaÎLlorevenues.er apîta7up te the leVel seleoted. For Vhe 1j)62-67 j-ýmient, the naVTôMI average per capita oftVhe selected revenues



be the equalization level, I.n the period of the expirfag agree.
ment, natural resource revenues were not admitted ta the calcul.ation,
and th.e De g2àavera8ge eof the two provinces with the highest
pàr capîta yields of' standard taxes (persanal. incoine tax, corporate
incarne tax, and estate taxes)-was the level ta whïch the selected
provincial tax yields were equ.aiized. Any level could be adopted,
and any taxes inciuded in the formula. The important feature ia
th.e measu.ring of the' erc2t det'iciency in each politîcal area,
and the payxuent of' a lent based on this defioiency. In the
Canadian f ederal-provineial fiscal arrangements, ne explJicit pro-
vision is-made f'or the reduotion eof other federal grants ta those
provinces having fiscal oapacity greater than the seieeted level,

In addition ta the equalization grants described briefly
above the, flederal governinent pays special subsidies ta the
Canadian Atlantic Provinces of' Newt'oundland, Nova Scotia New
Bru.nswick and Prince Edward Island in recognition of' the{r lower
level of eoonomic development and prosperity when compared with
the rest eof Canada,. Ilaving a lower level of' econornie 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 eof Canada, If it were
Ilot for additional subsidies some essentiel services probably
would have ta be curtailed. In order te help avoid this, the
Atlantic Provinces Adju.stment Grants were instîtu.ted in the 1958/59
-fisùal year. They are a devioe whioh, when ooupied wIth equ.aliza.
tien grants, f unneis a greater Der capita share of' any given anieunt
Of tederal transf or payments to the relatively poorer provinces.

The Atlantic Provinces Adjustment Grants originally were
based on a formula tb.at attempted ta measure the fiscal need eof In-
dividuaî provinces relative te the average level of' personal prospe-
r'itY In Canada, In this formula the ratio that the total revenues
fr~on' provincial and dependent lower levels eof governinents (municipal
90Ternments), for ail etf Canada bear te Canadien personal inceme
'ýE8 calouiated and applied te the ainount by which ea-h provinoets
Zý-r apita personal income f ails short of' 85% eof Canadian. ~pe a
DiBr8osJncnome, and the resuit multiplied by the provin.-cef-ý. 5iiàIa
tI0Oi. That la: Previnoe's Grant - tôtal revenue trom Provincial

10alsorcsnationa pesna nC orne

X j(.85 x national per iaJt personal In-oome) pro-vinoe's
Lqer capita personai incemef x population et' the province

's sheme relates grants te an estimate et' average fiscal oapaoity
tb. te nation as.measured, by a percentage, et' cêp persenal

A f ew observations should be made In regard te tËis formula*
~ pesoni icom pe Qaita is net the only measure et' taxable

OUpaiy, In some instances personal income per 1'amily head, or

eePerson of' working age, or per worker oould ireil be used instead.
0 &iCactlat ion that iras originall.y made iras based on the inore

deiciency par person ot' working ago (15-69 years). Second, the
cl'e f national income par person used (in this case 85%) U8Yp Of

thr0 be any proportion depending on the objective in mmin s
OMU1a, The 85% level wqs adopted to ensure the porsonai Iccii.

er'lenYtrom the national average was pronounoed and not ].ikely
to be~; evromThrIf it is the desire, as it ls mn Canada,

totoi hase gr&nts to ausist provinces havinlg a qbXreuio fiscal and

86V O d1sabilit7, averagos of revenus and personai incomes foi,

eYe8P8 oan bemusi, 71v. yaar averqoes for these qu&ntities
e*ee i O8dI anada. This haa the adat feo givin the areas with

rDfl.l'tOlt lnequalities the greatt aidb inuimizing temporary




