





Historical‘summary

The Canadian Federation was established in 1867
by means of the British North America Act, a statute of the
Parliament of Great Britain. This Act, as amended, constitutes
the Carnadian Constitution. It provides for a division of
powers and responsibilities between the federal government
“and the provinces. In the raising of revenues, the federal
government has unlimited taxing authority while provincial
governments are restricted to direct taxation only. On the
expenditure side, generally, the provinces have jurisdiction
over education, health, welfare, natural resources, land use,
and all local or municipal government. The federal government
has responsibility for national defence, external affairs,
foreign trade, interprovincial trade, currency and coinage,
chartered banking, the central bank, and unemployment insurance.
In addition, there is joint jurisdiction in several areas
such as agriculture and fisheries. Federal and provincial
‘governments also have what is referred to as a general spending
power, whereby they may pay out moneys to other levels of
government for expenditures in areas not within their
jurisdiction. This power has led, among other things, to
federal initiatives to establish shared cost programs in
prov1nctal areas such as health, welfare and education.

The federal government, during the first f£ifty
years of federation derived its revenues almost exclusively
from customs and excise duties. During World War I, however,
the federal government stepped into the field of direct taxation
with the introduction of a personal income tax in 1917. In 1921
a general sales tax - collected from manufacturers, wholesalers
and importers - was initiated.

The provinces for their part were not given access
to any source of revenue which was recognized to be of major
importance in 1867, except for property taxes which were levied -
at the municipal level. In the 19th century their revenues
from own sources came primarily from miscellaneous levies on
business and from various types of resource levy. After 1890,
however, there was a concerted move into the field of succession
duties. There was a very limited use of income taxes but, in
fact, this type of tax was much more extensively used at the
municipal level. Municipal revenues were, therefore, much
larger than provincial revenues and this situation continued
well into the 20th century.

. After the first World War, however, the provinces
began- to be confronted for the first time with a major share of
expenditures for public transportation - in the form of highways
to service automobiles. They also faced growing demands in
areas such as health, welfare, education and public utilities.
At the same time, they began to derive revenues from major new
sources - gasoline, motor vehicle registration and the vending
of alcohol through government monopolies. The provinces did not
move significantly into the fields of income tax and sales tax
until the 1930's.



The 1930's and the great depresslon brought about
an increasing overlap of federal and provincial taxing
activity. = This all led to what is now referred to as the
"tax jungle" of the 1930's. Provinces competed with each
other and with the federal government for tax revenue, much
of which was raised through utilization of the same base.
This placed a heavy burden on business activity and did nothing
to solve the economic problems of the depression. The Royal
Commission on Dominion-Provincial Relations which was established
in 1937 to investigate the problems of relationships, financial
and otherwise, between the central government and the provinces,
spoke of this era in its report published in 1940. :

"The impact on the constitutional framework of the
exigencies of public finance during the depression
added greatly to the confusion and inefficiency of
the Canadian taxation system. . The joint occupation
by the dominion and the provinces of the progressive
~ tax field led in the one case to inadequate use and
- in the other to wasteful duplication. As a
consequence, far too great a proportion of the
load of government expenditures was carried by
regressive consumption taxes, by real estate taxes,
and by economlcally harmful taxes on corporatlons
and business."

The outbreak of war and the resulting high.leﬁel

. of public expenditures and need for production brought an

abrupt end to the depression in North America. It also led
to a new period in federal-provincial fiscal relations, a
period which has evolved into present day arrangements.

In 1941, the Wartime Tax Agreements were established
as a wartime measure in which the provinces agreed to rent
their income tax and succession duty fields to the federal

-government for the duration of the war in return for a

specified annual rental payment based on actual receipts

from these taxes in the year ending in December 1940. These
agreements expired in 1946 but were renewed in progressively
different forms for three further periods of five years

each. The tax rental era, as it is known, involved the same
rental principle although the federal rental payments from
1947 to. 1957 were placed on a per capita basis with a GNP
escalation factor. TFor the years 1957 to 1962 these payments
were based for the first time on tax yields. The standard
yields used were 10% of federal income tax (increased to 13%
for years 1958 to 1962), 9% of corporate taxable income, and
50% of succession duties. 1In addition, separate unconditional
equalization payments were introduced during this period and
these became the forerunner of the present day equalization
program. All provinces participated 1n these aqreements
except Quebec. OnLarlo, .
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 which did not participate from 1947 to 1952, rented its

personal and corporate income tax from 1952 to 1957, and
rented only its personal income tax from 1957 to 1962.

Thig era in federal-provincial fiscal relation-
shlps established several important tax-sharing concepts
with respect to the income tax fields. These were:

(1) The concept of uniform federal and provincial definitions

of taxable income and uniform progressivity;

(2) The concept of common rules of-allocating tax between
provinces where the taxpayer has earned income in more
than one province during the taxation year;

(3) The establishment of the concept of implicit equalization
through per capita rental payments, followed by explicit
unconditional equalization payments, in order to bring
-the revenues of poor provinces up to some minimum
standard; and

(4) The concept of fixed tax shares with the federal govern-
ment abating, or reducing its tax by a specific percentage
. in order to leave room for the provinces.

The tax rental period ended in 1962 and was replaced
by a system of tax collection agreements under which the
federal government collects income taxes for participating
provinces free of charge and at rates of their own choosing.
All provinces except Quebec continued to participate and the:
concept of uniformity of tax structure was retained. This has
been a rather remarkable feat because major revisions were made.
in the federal income tax structure in 1972, including the
introduction of a capital gains tax. These changes were
discussed in advance at great length with the provinces and -
the discussions influenced the exact nature of the changes in
several important respects. The concept of fixed tax shares
of personal income tax for each level of government which was
implicit under the abatement system was removed and the
provincial personal income taxes are now expressed as a direct
percentage of the federal tax (federal basic tax) rather than

as a per cent of a national federal tax to which an abatement

for provincial tax was applied).

While the above summary takes account of. the tax’
relationships between the federal and provincial governments
during the first hundred years of the Canadian federation,
there were important developments of a non-tax nature which
occurred during this time as well. It seemed to be recognized
from the beginning that certain subsidies would be paid to
the provinces "in consideration of the transfer to the General
Parliament of the powers of taxation". Specific subsidies
from the federal government to the provinces were set out in
the British North America Act. These were revised somewhat
during the first years of the federation to reflect financial
problems in the Maritime provinces and have continued to be



paid annually although' the amounts are now insignificant.

Of greater importance was the growth of conditional grants

. for specific purposes and the payment of special assistance
grants to provinves during the depression. While the latter
" were discontinued following the introduction of the wartime
and tax rental agreements, conditional grants and shared cost
programs continued to expand to become an integral part of
federal-provincial financial relations. Many such arrangements
are now in existence and involve the transfer of some $5.5
billion annually from the federal government to provincial
and local levels of governments. The major programs of this
"nature have been set out in detail below under a separate
tab. '

Present Arrangements

Current federal-provincial fiscal arrangements are
based on three main cornerstones; tax collection- agreements,
revenue equalization, and shared-cost programs. .

. Under the tax collection agreements, the federal
government collects, free of charge, personal and corporate
income taxes imposed under provincial law. Nine provinces

(all but Quebec) participate in these agreements. However, .

in the case of Ontario, the agreement applies only to the
personal income tax. To simplify administration, the provinces

are required to adopt income tax legislation and regulations
similar to those of the federal government. The federal
ledgislation, however, is flexible enough that tax credits
can be given against provincial income tax through federal
collection machinery. The fee for tax credit administration
is 1 per cent of tax credits and such credits are presently
administered for Ontario, Manitoba, Saskatchewan, Alberta
and British Columbia. : :

The.provinc1al rates of taxation are established
by provincial legislation and the provinces are free to
- change these rates at the beginning or mid-point of each
calendar year provided the federal government is given
advance notice of such changes. Payments to the provinces
are generally made by instalments, at specified monthly
intervals and are adjusted during the year as more accurate
information on receipts becomes available. Final adjusting
" payments or recoveries are made when the actual data become
available.

Omre of the ma’c:r benefits of the Tax Collection
Agreements has been the existence of a uniform system of
determining the province of residence of persons subject to
personal income tax, and a uniform system .of allocating the
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taxable income of corporations operating in more than one
‘province. Even in those cases in Ontario and Quebec where
the province collects its own taxes, it is the case that the
tax laws of the provinces are quite similar to the federal
laws and common rules for the allocation of business income
have been worked out and accepted by the provinces. In this
way double taxation has been avoided.

Linked somewhat to the Tax Collection Agreements °
ig the Provincial Income Tax Revenue Guarantee Program which
is described in more detail below under a separate tab. ’
Essentially this program,which was brought in during the
federal income tax reform in 1972, was designed to induce
provinces to change their tax legislation in keeping with

the changes to the federal law. '

~ The revenue ‘equalization program provides unconditional
federal grants to those provinces whose fiscal capacity is
below the national average in order to allow those provinces
to provide an adequate level of public services without
‘having to resort to excessively high levels of taxation. A
detailed description of this program which presently involves
. the transfer of some $2 billion annually ig included below
‘under a separate tab.

. The shared-cost programs are the third main area
of present arrangements. Their purpose is to help the

- provinces bear the costs of programs, particularly where the
maintenance of a certain level of service is deemed to be in
the national interest. While such shared-cost arrangements
exist with the provinces in many areas of expenditure, the
major programs relating to health, post~secondary education
‘and welfare have also been set out in detail under a separate
tab below. »

Summary

The present federal-provincial fiscal arrangements
in Canada are the result of the evolution of the Canadian
federal system over the past hundred years. They involve,
among other things an income tax collection system and the
annual transfer, conditional and unconditional, of large sums.
"of money from the federal government to the provinces and,
in certain cases, municipalities. In addition, the arrangements
provide for. a revenue stabilization program (see separate tab
below for details) which gives to each province an unconditional
guarantee against year to year loss of revenue resulting from
a downturn in the regional or national economy. Table I on
page 7 summarizes, by province, the extent of federal
contributions to the provinces for the fiscal year 1973-74.



_ These federal-provincial fiscal arrangements have
proved successful in ensuring all provinces, and particular-
1y those with less revenue raising potential, of an adequate
level of revenue to enable them to carry out their cons-
titutional obligations and responsibilities.. This is
illustrated in tables II to VI which show that while there
are large differences in gross provincial revenue per capita
-from own sources, intergovernmental transfer payments place -
the provinces in such a position that these differences are
not reflected in their per capita expenditures. :

Moroever, the framework provided by these arran-
gements will, over time, continue to serve as a foundation
upon which future arrangements can be built and adapted to
changing circumstances in keeping with the long established
principle of federal-provincial revenue sharing in Canada.

We trust that this presentation will be helpful to
you in your understanding of federal-provincial fiscal
arrangements in Canada.
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Hfld,
Un-endlzional Crants
Stntutory Sute{dies 9,708
Equalizarinn 156,049
Lataze Tax Adjustoent «70
Revenue Cuarantee . 809
Sharirg of 1971 Undlstributed Income on Hand . 84
Share of Incnme tox on Certaln Publie Utilitges 1,922
Share of 0{] Export Tax -
Subtetal - . ’ 168,302
CenZit{nnal Crants
Health .
a) Prdlenre 16,710
5} Hospltal Insurance 34,561
¢} Other 9,850
Totsl Nealeh « 4 , 61,121
Yalfare
a) Canada Asslstance Plan 6,669
%) Other 1,378
Tatnl Wrlfare 26,047
Superwinion and Dovelopment of Reglons and
Locnlities . 12,1
Flucatien
Maturnl Resources . 201
Agriculture, Trade, Induntry and Tourisw : 615
Envirgnment
Pecreation and Culture 194
Cencrnl Govarnment
Protecticn of Froperty : 84
Trensportation nnd Comnunications
Labout’ and Caployment and lmmigration
Regrarch Eatablishments
Subtotal 100,993
Contribvtfons (or the Benel{t of
Provincial lnstftutions
 Tost-Secondary Education®*
Cazh Transler : S, Ltd
Tax Transfer : . . 6,267
. Total Fost-Secondary Educatfion 11,710
Crants to Munieipnlit{es and Provineces in
Lieu of Tnxes on Fedrral Property 418
Subtotal S ' 12,128
Total (A + B +C) A ‘ 281,623

- . "

*Denotes pronrnams vhere contracting-out™ has accurred {n whole or i{n parct,

TABLE I

Wt

Summary of Federal Contributions to the Provinces

~

157374

{Thourands of Dollars)

LI .S,
659 2,176
36,840 189,599
-35 -1,028
157 -
- 309
390 202
36,051 191,256
3,547 2,832
6,911 53, 245
21 17
10,479 ¢ 78,154
5,134 17,718
98 683
5,232 28,401
13,366 6,198
189
239 350
184 801
1 3
103 T
. 7
46 10
84
29,837 114,131
t
916 22,486
1,151 12,7712
2,107 © 15,258
156 5,145
2,263 40,403
68,150 345,790

1,774
143,803
10l
1,222
150

147,055

20 064
43,252
463
63,779
30,101
2,184

32,285
16,018

176
6,561
806
79

6
64

119,774

7.317
8,888
16,205
702
16,907

283,736

For the purpose of

Que.

4,484
688,465
105
4,981
338
2,387

700, 500

185,385
429,916%
11,069
626,370 °
319,215*

1,669*

320, 884

72,091

223
2,24

52,607
828
127

1,075,346

196,070
131,991
330,061
14,467
344, 508

2,120,354

comparison the federal contributfon including the tax abatement has been shown,

Ont,

" s, 506

1,479
22,266
992
12,538

42,7719

263,341
530,048
10,713

784,102

. 207,272

6,884

214,156

7,412

119
2,211
1,520

24,094
20
2,197
100
130

73

1,016,194

153,637
248,849
402,486
27,979
" 429,865

1,508,833

Han,

2,149
123, 261
<114
3,947
306

4sy
1,184

131,164

31,185

73,915 °

" 1,9%6
107,106

37,895
1,920

39,815

7,292

15
2,225

1,086
2,169
m

125
20

161,325

17,899
20,072
7,172

4,255
42,027

3% ,516

Sask,

2,116
164,143
166
2,215
96

16
15,737

184,549

27,712
60,212
1,343
89,267
33,354
884
36,238
1,641
210
19
6,891
630

C 167
“s
103

92

136,980

13,820
13,632
27,452

1,722
29,174

350,701

Alts,

0

3,102
-186
5,130
512
6,085
122,087

- 136,680

52,700
119,764
.3,45)
175,917
52,656
2,430

53,136
5,383

3,973
" 903
1
350

108
87

241,932

Sk, 670
41,954
96,624
3,523
100,147

478,758

2,117

1,677

J22
1,930
4,301

.
10,347

70,697
160,276
W63
211,133
83,380
3t

83,957

L3, 854

29
1,364

1,029

$0s

87

302,066

13,082

64,929
78,012

5,001
83,013

395,426

33,187
1,%00,120
1c8
41,556
3,107
25,896
143,308

1,748,883

676,173
1,492,110
39,133

2,207,43)

823,35
18,797

842,151

146,924
210
1,097
20,120
1,520
89,139
3,23
4,811
630
552
487

1,318,378

483,161
552,546
1,037,687

62,748

1,100,435

6,167,89%

“*The contributfcn takes the forn of (a) a fcderal personal income tax abatement of 4,157 poin:; snd a federal corporation incoms tax sbatement of 1 point, {b) shere spplicabdls,
the equaltzation srising froas thoee tox polnts end (e) & cash Lransfer equivalent to the elig{ble contr{dulions less the value of the tax pointr.,abated snd the associated

equalizarion,



TABLE IT

REVENUES BY LEVEL OF GOVERNMENT, BEFORE ANﬁ AFTER INTERGOVERNMENTAL TRANSFERS, NATIONAL ACCOUNTS BASIS, 1945 TG 1974

) . Total Revenues after Inter- Percentage Distribution of  Percentage Distribution of Revenues
Revenues from Own Sources Govt, Governmental Transfers Revenues from Own Sources After Intergovernmental Transfers
Year Federal Provincial Local Revenues Federal Provincial Local Federal Provincial Local Federal Provincial  Local
$000'000 $000'000  $000'000 $000'00C $000+-000 $000'000 $000'000 Z % % % 4 %
1945 2,350 . +503 369 3,222 2,274 523 425 72.9 15.6 11.4 ~70.6 16.2 13.2
1946 2,518 582 390 3,490 - 2,421 607 462 . 72.2 16.7 11.2 69.4 17.4 13.2
1947.7 2,653 736 C 426 3,815 2,541 © 754 520 69.5 19.3 - 1i.2 66.6 19.8 13.6
1948 2,631 . 826 ©472 3,929 2,517 820 592 67.0 21.0 12.0 64,1 20.9 15.1
1949 2,605 | 866 509 3,980 2,458 866 656 65.5 21.8 12.8 61.8 21.8 16.5
1950 2,913 952 568 4,433 2,711 993 . 729 63.7 21.5 12.8 61.2 22,4 - 16.4
1951 4,047 1,114 644 5,805 3,840 1,135 830 89.7 19.2 11 66.1 19.6 14.3
1952 . 6,421 7 1,239 737 6,397 4,248 1,207 942 69.1 19.4 11.5 66.4 18.9 14.7
1953 4,488 1,327 800 6,615 4,322 1,263 1,030 67.9 20.1 12.1 65.3 19.1 15.6
1954 4,267 . 1,393 866 6,526 4,101 1,313 1,112 65.4 21.4 13.3 62.8 20.1 17.0
1955 4,663 1,540 935, 7,138 4,476 1,415 1,247 65.3. 21.6 13.1 62.7 19.8 17.5
1956 5,323 1,740 1,068 8,131 5,125 1,585 1,421 65.5 21,4 13,1 63.0 19.5 17.5
1957 . 5,362 1,946 1,194 8,502 5,058 1,810 - 1,634 63.1 22.9 14.0 59.5 21.3 19.2
1958 5,065 2,084 1,315 8,464 4,648 1,950 1,866 59.8 24.6 15.5 54,9 23.0 22.0
1859 5,767 2,346 1,499 9,612 5,155 2,336 2,121 60.0 2404 15.6 53.6 26,3 22.1
1960 6,117 2,475 1,653 10,245 5,412 2,451 2,382 59.7 24.2 16.1 52.8 23.9 23.3
1961 6,356 - 2,704 1,770 10,830 5,534 2,667 2,629 58.7 25.0 16.4 51.1 26.6 24.3
1962 6,775 3,224 1,913 11,912 - 5,721 3,186 3,005 56,9 27.1 16.1 48.0 26.7 25,2
1963 7,191 3,446 2,036 12,673 6,022 3,432 3,219 56.7 ° 27.2 16.1 47.5 27.1 25.4
1964 8,216 3,978 2,128 14,322 6,964 3,906 3,452 57.4 27.8 14.8 48.6 27.3 24,1
1965 8,944 4,696 2,347 15,987, 7,513 4,635 3,839 55.9 29.4 14.7 47.0 29.0 24,0
1966 9,817 5,494 2,620 17,931 = 8,153 5,327 4,451 34.8 30.6 14.6 45,3 29.7 24.8
1967 10,727 6,482 2,934 20,143 8,735 6,408 5,000 53.2 32.2 14.6 43.4 31.8 24,8
1968 12,027 7,647 3,265 22,939 '9,655 7,705 5,579 52.4 33.4 I5.2 42,1 33.6 24.3
1969 14,277 8,936 3,617 26,830 11,551 9,113 6,166 53.2 33.3 13.5 43.1 34.0 23.0
1970 15,296 10,153 3,938 29,387 11,899 10,402 7,086 52.1 34.5 13.4 40.5 35.4 26.1
1971 17,003 11,325 4,182 32,510 12,680 12,109 7,721 52.3 34.8 12.9 3%9.0 37.2 23.7
1972 19,143 12,770 4,448 36,361 14,585 13,320 8,456 52.6 35.1 12.2 40.1 36.6 23.3
1973 22,139 14,950 4,696 41,785 17,332 15,317 9,136 33.0 35.8 11.2 41.5 36.7 21.9
1974 29,050 18,217 4,924 52,191 22,902 19,212° 10,077 55.7 34.9 9.4 43.9 - 36.8 19.3
Excl. 0il . .
Export Tax 1973 22,056 14,950 4,696 41,702 , . ) 52.9 35.8 11.3
Exel. 041 - 1974 27,433 18,217 . 4,92 50,574 = - 54.2 36.0 9.7

Export Tax

py

Note: The estimated amount of federal tax rental payments to the provinces, for the yeaié 1945 to 1962, are shown as provincial revenues from
own sources. In the published national accounts they appear as federal revenues and also as a federal-provineial transfer,

Source: Statlstles Canada, National Income and Expendituré'Accounts subject to adjustments for tax rental payments and for the 0il Export Tax.



TABLE III

~ EXPENDCTURES, BY LEVEL OF GOVERNMENT, BEFORE AND AFTER INTERGOVERNMENTAL TRANSFERS, NATIONAL ACCOUNTS BASIS, 1945-1974

Total =
T : . ’ Govt. . Percentage Distribution Percentage Distribution
‘ Initial Expenditures Expen-— - Final Expenditures of Initial Ewpenditures of Final Expenditures
Year Federal Provincial Local ditures Federal Provincial Local Federal Provincial Local - Federal Provincial local
= $000'000 $000'000 $0007000 $0007000 $000'000 $000'000 $000' 000 % % 7 7 % %
1945 4,162 411 320 4,913 4,106 431 . 376  85.1 . 8.4 6.5 83.6 8.8 7.7
1946 2,763 ° 489 - 375 . - 3,627 2,666 514 447 76.2 13.5 10.3 73.5 14.2 12.3
1947 1,966 641 445 3,052 1,854 659 539  64.4 21.0 14.6 60.7 21.6 7.7
1948 1,866 ° 81l 530 3,207 1,752 805 650  58.2 25.3 16.5 54.6 25.1 20.3
1949 2,121 924 592 3,637. 1,974 924 739 58.3 L 25.4 16.3 54.3 25.4 20.3
1950 2,263 956 660 3,879 2,061 997 821  58.3 24.6 17.0 53.1 25.7 21.2
1951 3,076 1,110 793 4,979 2,869 1,131 979  61.8 22.3 15.9 57.6 22.7 19.7
1952 4,226 1,178 936 6,340 4,053 - 1,146 1,141  66.7 18.6 14.8 63.9 18.1 18.0
1953 4,337 1,220 975 6,532 4,171 1,156 1,205  66.4 18.7 14,9 63.9 17.7 18.4
1954 4,313 1,340 1,145 6,798 - 4,147 1,260 1,391  63.4 19.7 16.8 61.0 18.5 ©20.5
1955 4,461 1,512 1,208 7,178 4,274 1,387 1,517  62.1 21.1 16.8 59.5 19.3 21.1
1956 4,725 1,784 1,350 7,859 4,527 1,629 1,703  60.1 22,7 17.2 57.6 20.7 21.7
1957 5,112 1,930 1,479 8,521 4,808 1,794 1,919  60.0 22.6 © T 17.4 564 21.1 22.5.
1958 5,832 2,134 1,576 9,542 5,415 2,000 2,127 61.1 22,4 16.5 56.7 21.0 - 22.3
1959 6,106 2,359 1,748 10,213 5,494 2,349 2,370  59.8 23.1 17.1 53.8 23.0 23.2
1560 6,346 2,688 1,881 10,915 5,641 2,664 2,610  58.1 26.6 . 17.2 51.7 24.4 23.9
1561+ 6,766 2,985 1,598 11,649 . 5,944 - 2,948 2,757  58.1 25.6. 16.3 -51.0 25.3 23.7
1962 7,282 3,280 2,048 12,510 ° 6,228 3,242 3,140  57.7 26.0 16.2 49.4 25.7 24.9
- 1963 7,677 3,545 2,234 13,256 6,308 3,531 3,417  56.4 -26.7 16.9 - 47.6 26.6 25.8 .
1964 - 7,871 4,059 2,269 14,199 6,619 3,987 3,593  55.4° 28.6 16.0 - 46.6 .28.1 25,3
1965 §,400 4,696 2,714 15,810 6,969 4,635 4,206 @ 53.1 29.7 17.2 44.1 29.3 26.6
1966 9,586 5,668 2,947 18,20L 7,922 5,501 4,778 .52.7 31.1 16.2 43.5 30.2 26.3
1967 10,811 6,816 3,271 20,898 §,819 6,742 5,337 SL.7 32.6 15.7 42.2 32.3 25.5
1968 12,038 7,703 3,701 . 23,442 9,666 7,761 6,015  SL.4 32.9 5.8 4l.2 33.1 25.7
1969 13,256 8,617 4,159 26,032 10,530 8,794 6,708  30.9 33.1 16.0 40.5 33.8 25.8
1970 15,030 10,382 4,408 29,820 11,633 10,631 - 7,556  50.4 34.8 14,8 39.0 35.7 25.3
1971 17,140 11,786 4,733 33,659 12,817 12,570 8,272 50.9 35.0 14.1 8.1 37.3 24.6
1972 19,845 13,378 7" 4,896 - 38,119 15,287 13,928 8,904  S52.1 35.1 12.8 40.1  36.5 23.4
1973 . 22,096 15,120 5,416 42,632 17,289 ~ 15,487 9,856  S51.8 35.5 12.7 40,6 36.3 23.1.
54,1 33.9 .8 21.8

1974 28,364 17,768 6,275 52,407 22,216 18,763 11,428 12,0 42.4 35
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"laicial expenditures' of a government consist of its current expeaditures, less that portien of current expenditures which 1s financed
by transfer payments from another government, less capital consumption allowances, plus gross. capital formation.

“"Final expenditurgs" of a gewverament consist of its-"initial expenditures“, plus transfers received from other goverdments, less transfers
‘paid to other governments. ‘ : .

- . .

Transfer payments exclude estimated rental payments by the federal government during the period 1945- 1962 when the Tax Rental &greemen:
were in operation., The rental payments have also been deducted from the current expenditures of the federal governwent and added to the
current expenditures of provincial governmencs in order to be consistent with the treatment of revenues.

Statistics Canada, National Income and Expenditure Accounts.



1974-75 (1)
1973-74 1)
1972-73
1971-72
1970-71
1969-70

* Excluding Northwest Territories and the Yukon

(1) Estimates

NFLD.

577
i4s
423
360
320
250

.

TABLE 1V

PROVINCIAL GROSS GENERAL REVENUE PER CAPITA FROM OWN SOURCES

PEI N.S.
618 559
541 485
504 459
416 383
343 346
" 272 295

575
523
495

434

390
329

QUE.

Source: Provincial Government Finance: Cat. £68-207

dNT.

867
748
656
591
572

497

TOTAL
TEN . .
MAN. SASK. ALTA B.C. PROVINCES*

676 671 1,067 863 862
562 558 781 707 719
569 497 700 696 657
472 420 609 619 576
460 411 563 560 534
394 395 510 446

516



-

1974-75 )
1973-74 (1
1972-73
1971-72
1970-71"

195%5-70

. . NFLD.

341

PET
641 743
549. 625
464 505
482 462
376 . s430
339

TABLE V

TRANSFERS 'PER CAPITA RECEIVED BY THE PROVINCES

489

387

- 332

320

252

252

~

o

" QUE.

262

547 . 296
441 234
381 208
363 214
305 183

116

* Excluding Northwest Territories and the Yukon

(1) Estimates

Source: Provincial Government Finance: 68-207

168
158
157
143
128

10l

MAN.

ALTA

SASK.
325 322 212
288 321 180
276 299 .179
246 271 181
213 190 151
162 131 140

TOTAL

_TEN
B.C PROVINCES*
163 257
140 220
140 205
i43 199
128 169
100 130



1973-74
1972-73

1871-72

1969-70 -

1967-68

NOTES:

'_ TABLE VI

. PROVINCIAL-LOCAL GROSS GENERAL EXPENDITURES PER CAPITA AFTER ELIMINATION OF
' INTERGOVERNMEN“AL TRANSFERS

609

Weighted Weighted
Average Average
for 7 for 3
Equal~- . Non~-
ization- Receiving
: - : : Receiving Provinces
NFLD. PEI  N.S. N.B. QUE. ONT. MAN. SASK. ALTA  B.C. Provinces
1,195 1,202 1,091 1,100 1,289 1,259 1,200 1,15% 1,358 1,170 1,234 1,256
1,080 1,042 948 950 1,121 1,096 - 985 1,034 1,198 1,014 1,072 1,095
1,088 977 889 877 1,057 1,091 932 910 1,132 951 1,007 1,070
- 672 707 721 637 749 846 713. 739 919 4789 731 846
642 560 546 555 623 642 . 546 646 733 608 649

Calculatlons are based upon published data of Statlstlcs Canada, prellmlnary for 1972-73 and 1973-74.

Owing to the way in which preliminary data are compiled the results for these two years will tend to be
slightly low for all provinces.

The provinces which do not receive equallzatlon are Ontarlo, Alberta and B.C.

eee—————— e

Weighted
Average
for all
10
Provinces

1,246
1,084

© 1,041
791

629



DESCRIPTION OF EQUALIZATION PROGRAM

Purpose of Equalization

_The purpose of equalization is to make it possible
for provinces with tax bases of below-average productivity to -
'provide~reasonable standards of public services without having
.to resort to levels of taxation which are above the average of

all provinces.

In order to meet this ijectivé, calculations are 
made -~ based ﬁpon the revenues which each province would derive.
from taxes imposed at average provincial rates applied to its
own bases. To the extent that such reVenues for any province on -
a per dapita basis are below the average of all provinces, an
.entitlement to equalization-afises, equal to the amount of the
per capita shortfall multiplied by the population of the

province. ~ Payments are made unconditionally.

There are a number of public misconceptions about
v equaliZafibn._ One of these. is that the objectives of eQualw
| iiation could be met by making payments to individuals rather .
than tolgOVernments. This, however, assumes that equalization -“

is concerned with the individual's supply of private goods

such as food, clothing and shelter whereas, in fact, it is

concerned with his supply of public goods such as education,

health, transportation, etc. Another misconception about .

equalization is that the program is paid for by the wealthy
provinces, or their taxpayers. This is not the case; the
program is financed by federal taxes which are paid by

taxpayers living in all parts of the country.



Perhaps the most common misconception about equal-
ization is that it results in the direct equalization of o
revenues themselves. This appears to account for views such '
as "a province cannot raise its income tax because it will -
lower its equalization" or "a province gets more -equalization
in respect of natural resource revenues because it does not
tax them". The truth, of course, is that unless one refers to
the unusual case of a revenue source where a poor province is
above the national average per capita tax base, the poor
province will increase its equalization by raising a tax rate -

‘and decrease its equalization by lowering it.

The calculation of equalization is extremely complex
because of the difficulties in making comparisons between .
'provinces with respect to their capacity to raise revenues"
from téxation and tax-related sources. Measures which are used
to compare revenue-raising capacities are frequently referred
to as "measurés of fiscal capacity". They may also be |
referred to as "tax bases" oxr, as in the case of the Fiséal‘

Arrangéments legislation, as "revenue bases".

"Elements of an Equalization Formula

" The essential elements of any equalization formula

are these:

(a) the equalization Sténdard,

(b) the revenues to be equalized,

(¢) whether and how such revenues are classified into revenue
sourcés, '

(d) - the tax bases used for comparing the capacities of the
several provinces to derive revenues from each revenue

source, and
(e) the common denominator, (customarily population)'used'for '_:

comparing provinces of different size.
G



The Present Equaiization Formula

© In the present legislation (Part I of the Federal-Provincial

Fiscal Arrangements Act, 1972, as amended in_l973) the aboveA

elements are dealt with as folloWs:

(a)

)

(c)

(@)

(e)

the standard is the "national average", or more pre01sely,

the weighted average of the ten prov1nces

the revenues to be equalized are a broad range of provincial-

"local revenues which consist of (i) provincial taxation

revenues of all kinds, (ii) nearly all other revenues

which the provinces derive from their own sources, (iii)

- taxation revenues imposed by the federal government and

shared with the provinces, and (iv) school purpose taxes. .

(essentially property taxes) levied by local government.

the revenues to be equalized are classified into 20
relatively homogeneous groups, for each of which the

provinces' relative capacities to derive revenues can be

estimated by means of a tax base. 1In the leglslatlon

these are referred to as "revenue sources"

- 20 separate tax bases are derived, one for each group

-of revenues, in each case consisting of either the actual

base of the tax or some proxy therefor which would have a

similar provincial distribution.

.the unlt for comparlng prov1nces of different size is

total provincial populatlon

el



Bill C—S7, approved by Parliameht in July, 1975, has modified
the definition of revenues to be equalized. Effective with
1974-75, the oil and gas revenues to be equalized consist of
all "basic revenues" plus one-third of "additional révenues", _
Basic revenues are defined as oil and gas reVenueé that are not
attributakle to the international oil disturbance of 1973-74.
Additional revenues are defined as o0il and gas revenues that
are attributable'to the disturbance, i.e., to highér prices and
higher levels of taxation, but not to any increases in '
production which might occur. Bill C-57 also provides for a
regrouping of oil and gas revenues intQ'new revenue sources, as
a result of which the total number of revenue sources increases
from 20 to 22. Corresponding changes in the revenue bases are
being made through amendments to Part I of the Federal-Provincial

Fiscal Arrangements Regulations, 1972.

The program, "as amended in 1973 and 1975, runs ﬁo the
end of the 1976-77 fiscal year on March 31, 1977. The Minister

of Finance has indicated that the program will be renewed in one

form or another, following consultations with the provinces.

Illustration of Calculation of Equalization

Assumptions

All provinces collectively derive $6 billion from

personal income tax during given fiscal year.

Given province has 3 per cent of total provincial‘

population.

Given province has 2 per cent of total'provinéial'
capacity to derive revenues from the personal income

tax.




~5-

Equalization Entitlement of Given Province for
Given Fiscal. Year in respect of Personal Income Tax

=
Given province's |

. . share of total
Total revenues Given province's provincial

Egualization to =
given province ‘Hof all provincesj fjshare of total = capacity to -
from personal population derive revenues
income tax from personal
: income tax o

$6 billion /3% - 2%/

oe

I

= $6 billion /1%/

et maz e —— e

- $60 million

T"he total equalization entitlement of the given province will
be equal to the sum of 22 similar calculations, one for each
of the 22 revenue sources into which revenues are divided for
purposes of equalization. In the event that the given province
has a higher share of fiscal capacity than of population for

- some particular revenue source (which would mean that it is - v
above the national average per capita standard of equalization)
its equalization for that revenue source will be negative. 1In
arriving at total equalization payable to any given province,
the amount of any negative entitlements must be subtracted

from positive entitlements.

» . If the above.illustration is examined, two important
‘conclusions stand out. First, thelgortion of the $6;billidni‘ |
in.revenueé which is raised by thelgiﬁen province is‘gggian,.
element of the calculation. Second, if the given prbvince -

or indeed any province - raises its level of taxation the result
will be that total revenues subject to equalization will increase,
and the equalization entitlement of the given provihce will ‘
increase correspondingly. Hence, if the given province raises
its personal income tax the result will be to raise (slightly)'
its own equalization and not lower it, as‘commonly believed.

The opposite, of course, holds true if the given province -
'6r any other province - reduces its rate of personal income
taxation. » ‘ ‘
Tables

e S

‘A table showing equalization payments by province h . P

and year 1s attached.



EQUALIZATION PAYMENTS BY PROVINCE 1957—58 TO 1975—76
(in thousands of dollarq) .

1957 Fiseal‘Arfangements - Nfld. P.E.I. . -N.S. N.B. . Que. - ot ‘f EEE; Sask. Alta, ' B.C:  Total
1957-58 . " 11,823 3,089 17,188 8,631 46,342 = 14,220 20,314 11,981 5,522 - 139,110
1958-59 ~- 20,131 5,561 . 26,2587 22,641 - 63,275 .. .= .7.:713,495 - 20,389 13,407 6,704 - 191,861
1959-60 22,142 5,964 27,906 24,640 78,106 PRI 14,795 23,530 © 16,385 5,885 219,353
1960-61 " 20,255 5,561 . : 25,913 - 23,975 69,874 o= .0 13,349 21,904 15,357 6,052 ° 202,240
1961~-62 - 20,961 - 5,369 ' 26,299 C '24,111 . 72,682 - .. _affn- 13,420 23,296 14,278 5,571 205,982
1962 Fiscal Arrangements . g N . . . S
1962-63 . 24,012 6,931 . 29,117 25,518 . 68,773 [ = .- 13,705 © 22,895 12,319 -, - . 203,270
1963-64 23,779 . 7,201 31,290 26,999 65,311 Ca 12,920 21,868 - . 7,137 - - 196,505
1964~65 27,061 8,111 37,668 33,048 96,121 <=l - 18,694 22,002 © 1,190 - 243,895
1965-66 34,926 9,490 43,786 39,857 133,115 - 27,250 ' 29,206 - - . 317,630
1966-67 . 39,191 10,451 47,902 44,214 151,343 - - 30,500 31,407 - - 355,008
1967 Fiscal Arrangements o : . ’ . . : ’ © )

1967-68 65,677 14,189 75,095 63,566 268,715 - =7 739,925 © 25,141 - - 552,308

1968-69 ) 73,162 16,250 - 83,990 71,804 386,584 -. - 49,319 26,424 - - C - 707,533

1969-70 - 495,680 19,506 96,796 - 87,950 - 430,682 . B 52,597. 66,111 - - 849,322

1970-71 97,288 19,927 . 99,479 93,086 - 420,101 o= 54,135 98,966 - - 883,582

1971-72 105,235 19,971 107,614 92,975 453,288 - 71,954 88,771 . - - 939,808

1972 Fiscal Arrangements : : I ‘ . . )

1972-73 114,353 ' 25,316 123,263 104,132 531,640 . .- 67,713 102,703 - - 1,069,120
- 1973-74 . 155,354 33,944 ° 187,059 148,922 719,914 © el 111,021 117,553 . - - " 1,473,767
"1974-75 (Sept. Estimate) . 182,337 41,267 208,545 . 177,992 903,156 = 118,577 100,868 - - 1,732,742

1975-76 (June Estimate) 198,562 47,214, 255,615 206,819 972,825 o 133,973 91,521 - - } 1,906,529

NOTES: (1) The payments in this table consist of payments described in successive fiscal arrangements statutes as 'equalization" (including

(2)

{3

(4)

transitional guarantees for Quebec, Manitoba, Saskatchewan and Alberta from 1962-63 to 1964-65 and for Saskatchewan in 1967-68) plus
the Atlantic Provinces Adjustment Grants. Payments for the years l967—68'to 1974—75 include amounts in respect of tax points abated
for post-secondary education. :
The amounts shown are equalization entitlements for the year shown at the left rrespectlve of when paid. All adjustment payments are
therefore attributed to the year for which the revenues are cqualized. -
The amounts shown for the years 1957-58 to 1972-73 are final. 1973-74, 1974- and.1975~-76 are subject to adjustments.
While the payments are grouped by quinquenniel arrangement, there were mid-peério :

, achanges in (a) 1958~59 (when the Atlantic Prov1nces
Adjustment Grants were started), (b) in 1964-65 when the standard of equalizat as raised from national average to top two provinces

" but natural resource revenues were dropped as a positive element of equalizat”bn,fand (¢} in 1973-74 when "school purpose taxes" were

added. A proposal to modify equalization in respect of oil and gas revenues,

' ommenc1ng with 1974-75, is presently before-
Parliament. This proposal has been built into the Main Estimate for 1975 76

July 8, 1975.




Shared - Cost Programs

|- The following material is intended to provide some indication
\ of the breadth and scope of federal-provincial shared - cost programs
" in Canada. Most of these programs are well-established and collectively

, -constitute an important facet of federal-provincial fiscal relations.

| - The major programs are in the areas of health, education and welfare.

I and these are described in some detail. It is current federal policy -

j - . not to introduce new, major shared - cost programs unless a prOV1n01al

: consensus favours thelr establishment.

| "Health
. The major federal-provincial shared - cost programs in the
health care field are those relatlng to Hospital Insurance and
Medlcare.‘ _

1. Hospital Insurance

The federal government, under the Hospital Insurance and
Diagnostic Services Act of 1957, shares the cost of providing
hospital services with the provinces. The federal government
contributes to each province the sum: of 25% of the national average .
per capita cost of such services plus 25% of the average per capita .
cost of the services in that province, multiplied by the number of
insured persons in the province. Hence, the total contribution is
about 50% of the shareable cost for all Canada, but the proportion
of federal support is higher in provinces where the per capita cost
is below the national average and lower in the other provinces,

The following table indicates the various dates on which the =~ = i
‘provinces began to participate in the program. .

_ Newfoundland Ceeceeaeaenn R, v et e eeerecneaeeaeas July 1, 1958

‘{Prlnce Edward Island «ouvveenennn ,.}..;.,%........f.. October‘l[ 195§fﬁv
_Nova Scotla .;.;,;.;;...{}...;.l.;..;;;}..,{;;;f,;é. January:l,'i9§§_f;;
New Brunswick ;.;..;.:...;...;;{;;..;.;.;....;;..,..;. July;I,fiéﬁéA
Québec R SN ...,...January\l, 1961
ONEATIO v ieee ettt s e emoe e aeaee .Januéry 1, 1959~4‘.
MANEEODA + e vtse s e e e e e w... July 1, 1958
Saskatéhewnn ..... I T T July 1, l95§
AIDETEA e SO e e .. July 1, 1958
BLitiSh COLUMDLIA & rvveeesseomnonneeneennnnneen. s ... July 1, 1958
YUKON v ovevevecannnnsenn ;........‘.......;.;,...{..L.... July 1, .960 vd

' Northwest Territories ............,..}..;....;.......; April_l,'1960_

.]“:::?u;guwf
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On January l, 1965, Quebec accepted a federal offer
made to all provinces and "contracted out" of this program
(along with certain others) under the Established Programs
(Interim Arrangements) Act. Although the total amount of
federal contributions to Quebec was unaffected, these contributions
took the form of a combination of a tax abatement plus adjustment
payments QY recoveries.

Under the federal-provincial agreements, the prOV1nces
‘must provide a certain range of insured 1n“pat1ent services. = These
include accommodation, meal, necessary nursing service, diagnostic
procedures, pharmaceuticals, the use of operating room anaesthesia

facilities, and the use of radiotherapy and physiotherapy if availablle. -

A wide range of out-patient services is also included. Specifically.
"excluded are tuberculosis hospitals and sanitoria, hospitals or in-
stitutions for the mentally ill, and institutions providing custodlal
care, such as nursing homes and homes for the aged. A

Federal contributions to the provinces under the Hospital
Insurance and Dlagnostlc Services Act for the period 1973 74 to 1975-76
are indicated in the following table.

$000.000 % Increase
1973-74 ' 1,570 - 17.0
©1974-75 ' 1,972 - 25.6
1975-76 | 2,337 ~18.5

The following table indicates federal contrlbutlons by .
ﬂprov1nce during the current fiscal year

$000 % Increase
Newfoundland | | 52,856 o 20.2
‘Prince Edward Island - 10,266 . 9.2
Nova Scotla S . _78,911 S ::AlnﬁiefA f18 lf;ff“zﬂ
New Brunswick : 64,319 L S . 18.2
Quebec | 630,288 153
ontario ' 864,448 ’ 18.6
Manitoba A 107,093 20.0
Saskatchewan | 92,019 | 18. 4
Alberta 187,212 o 24.1
British Columbia 244,135 o 21.9
Yukon | | 1,590 16.2
'Northwest‘Territories ‘ 4,028 27.0
Canada . ' 2,337,165 . 18.5

eee3



In the federal Budget of June 23, 1975, notice of the federal
intention to terminate the present agreements with the provinces
at the. end of a five-year period was given. The purpose of this
measure was to facilitate the development of more flexible and less
.costly arrangements for the financing of hospital care in Canada.
It is not the federal intention to abandon its role in the hospital
care field.

2. Medicare

Under the Medical Care Act of 1966, the federal government
contributes to the provinces approximately half of the cost of
providing medical care insurance plans. The federal government
contributes to each province 50% of the per capita cost of all
~insured services furnished under the plans of all provinces,
multiplied by the number of insured persons in that province. .

The following table indicates the various dates on which the

provinces began to participate in the program.

Newfoundland «...eoeeeveeennnn. [ April 1, 1969

" Prince Edward Island ........ R e December 1, 1970
NOVE SCOELA v e neee e e nntee e eee e e e, .. April 1, 1969
New Brunswick ..... fetsesan .......;........;..., ...... January 1, 1970
Quebec ... .............. '...........; ......... e e e March -1, 1970
ontario ........ et e er e R REREEE R October 1, 1969
-Manitoba ..... e etctereertresnssara e e reee s “wee.. April 1, 1969

~ Saskatchewan ......... s e e i»Julj‘l, 1968
ALDETEA wu e e vee e aeeaenns e e.. July'l, l969_e

.>Br1tlsh Columbla t b eeteseeaceenacannnesans et eoeaeean AJuly'l, 1968
Yukon ..:..e... e e eeeaa eeetaeacieraaeeeen.. Bpril i, 1972
Northwest'Territbries ................................. April.l,‘l97lv

Shareable costs cover ‘all necessary medical services rendered
to insured persons by medical practitioners except any services
that a person is entitled to under any other federal or provincial
Act. Although certain operations by dental surgeons in hospitals
are also cost-shareable, dental care in general is not cost shareable.

s




Federal contributions under the Medical Care Act for the
period 1973-74 to 1975-76 are indicated in the following table.

$000 : % Increase
Newfoundland ‘ - 20,515 | 16.3
Prince Edward Island 4,409 ' 17.0 -
Nova Scotia ‘ 30,343 | R 16.3
" New Brunswick '+ 25,148 _ . 16.9
Quebec | 230,745 f | 15.7
‘Ontario 308,022 1 : . 16.9
Manitoba 38,526 15.3
Saskatchewan : A . 34,191 A
‘Alberta | . 65,730 - | 17.5
British Columbia . . ’ 92,597 18. 4
Yukon | o - 755 S 17.4
Northwest Territories 1,405 o 16.9
Canada ' - 852,386 B 16.6

In the federal Budget of June 23, 1975, it was announced

that ceilings on federal contributions to the provinces for
Medicare would be established for 1976-77 and subsequent years.

The purpose of this measure was to cap what would otherwise be

an open—ended program and to encourage more efficient use of medical = .
resources. The ceilings will limit federal contributions to maximum =~ . -
increases of 14.5% in 1976-77, 12% in 1977-78 and 10% in 1978-79 and - -
subsequent years. ' T

Education

Under Part VI of the Federal-Provincial Fiscal Arrangements
Act, 1972, the federal government makes a substantial contribution
to the provinces for the financing of post-secondary education in
Canada. These arrangements originally came into effect in 1967 for .
the period 1967-1972; they were then extended for the period 1972- '
1974 and subsequently further extended for the period 1974-1977.
In the current fiscal year, the federal contribution or ."provincial
entitlement"” will come to more than $1.4 billion. Of this $1.4
billion, $914 million is in the form of a tax transfer or "income
tax offset"; the remaining $494 million is in the form of direct
cash transfers or "adjustment payments". These amounts are determined
in the following ways: ' '

v 5



(1) . The "provincial entitlement" is equal to 50% of the eligible
operating costs of post-secondary educational institutions subject
to these two provisions: (a) no province receives less than $15
per capita (1967 population) escalated by the national rate of
increase in eligible operating costs. (Three provinces are paid
‘undexr this provision: Newfoundland, Prince Edward Island, and New
Brunswick). This provision was part of the original, 1967 arrange-
ments. (b) The "provincial entitlement" in any given fiscal year
may not exceed 115% of the immediately preceding fiscal year. This
provision was introduced in 1972.

(2) The "income tax offset" consists of a federal tax reduction
in favour of each province of 4.357 points of personal income

tax and 1 .point of corporate income tax. (The original, 1967
federal tax reduction was 4 points of personal and 1 point of
corporate tax; under the new tax system which came into effect in
1972, 4.357 points of personal income tax is equivalent to the 4
former points.) The value of these tax points is equalized to the
national average. '

(3) The "adjustment payments", which are simply the difference
between the "provincial entitlement" and the "income tax offset" .
are paid to the provinces by the Department of the Secretary of
State. . . : _ : ' : '

Federal contributions to the provinces for post-secondary

education for the period 1973-73 to 1975-76 are indicated_in the

following table.

Cash Total

Tax %;IncreaSe _
($000.000) |
'1973-74 610 547 1,066 8.1
1974-75 727 498 . 1,226 15.0
493 1,410 15.0.

1975-76 916

The following table indicates federal contributions for post-
secondary education by province during the current fiscal year.

Tax

Cash Total % Increase
_ ($900,000) . - '
Newfoundland 19.82 5.52 25.34 15,1
Prince Edward Island 4.37 1.15 5.52 15.0
Nova Scotia 29,52 20.48 - , 50.00 15.0 -
New Brunswick - 24.73 6.69 31.42 - 15.0
Quebec 222.05 219,22 441.27 15.1 -

- Ontario 360.44 170.05 530.49 15.0
Manitoba 36.47 19.37 - 55.84 - 13.4
Saskatchewan 35.37 10.69 46.06 15.1
Alberta : 79.36 39.47 118.83 15.0
British Columbia 104.51 1.33 105.84 15.1
Canada 493,97 1,410.61 15.0

916.64




" The presenlt arrangements explre on March 31, 1977 and will
be renogotiated by the federal government and the provinces before.
that date.

yglfare

: The Canada Assistance Plan provides a single administrative

framework for the federal government to share with the provinces
the costs of assistance and of certain health and welfare services
for persons in need.

The Canada Assistance Plan authorizes the federal government
to assume 50 per cent of the costs of assistance to persons in
need and of improving or extending welfare services. It covers
payments to employable and unemployable persons in need, costs
of maintenance of needy persons in homes for special care, such
as nursing homes or homes for the aged, and costs of supplementary -
assistance to needy recipients of old age security pensions, blind .. -
persons' allowances, disabled persons' allowances and unemployment
insurance benefits. It also extends federal sharing to: assistance
to needy mothers with dependent children; maintenance of children
in the care of provincially-approved child welfare agencies; health
care services to needy persons; and the extension of welfare services
designed to prevent and remove the causes of poverty and to assist
persons receiving a331stance to achieve the greatest possible degree
‘of self-support. ,

The provinces have the option of maintaining a separate.
administration for blind persons' and disabled persons' allowances
or of amalgamating these with their general programs where costs
are shared under the Canada Assistance Plan. Accordingly, a number.
of provinces no longer accept appllcatlons under these categorical
programs, although the programs remain in effect to cover allowances .
" for a residual group of rec1p1ents not ellglble for transfer to the
general program. :

The only eligibility requirement under the Canada A831stance

Plan legislation is that of need, regardless of its cause and,
. without reference to the applicant's employment status. Need is
determined by a means test which takes into account the applicant's
employment status and his income and resources. Previous residence
~in the province may not be required as a condition of eligibility

of assistance or for continued assistance. Rates of assistance
and conditions of aid are set by the provinces but maximum amounts -
- are not set. The resulting flexibility enables the province to
" adjust rates to local conditions and to take into account the
needs of special groups by providing a dlffcrentlal in benefits
or condltlons of eligibility.



- The province may opt for an agreement whereby the federal
government pays 50 per cent of the costs of work projects aimed
at preparing a person in need for the labour market. Under another
agreement, it pays more than 50 per cent for provincial welfare
services to Indians on reserves, Crown lands or in unorganized
terxritory. '

Federal contributions to the provinces under the Canada .
Assistance Plan for the period 1973-74 to 1975 76 are given in the.
table below.

$000,000
1973-74 , . 823
1974-75 - 1,056
1975-76 ‘ 1,157

The following table indicates federal contributions by
province for the current fiscal year. :

Newfoundland : 36.9
Prince Edward Island ' 6.8
Nova Scotia 31.5
‘New Brunswick o 37.9°
Quebec | 461.4
ontario . | 295.8
Manitoba 46.1
Saskatchewan 42.3
Alberta - ' 79.7
British Columbia 118.8
Canada . ‘ 1,157.0

: The social security system in Canada is under review by the
federal and prov1n01al governments.

Other
There is a large number of other federal-provincial sharédie

cost programs, most of which are small by comparison with the major
programs in- the areas of health, education and welfare. The following



table, based on the last year for which Public Accounts data are

available, provides some indication of range and diversity of
these programs. A detailed description of these programs is
available in the Inventory of Federal-Provincial Joint Activities

‘and Shared - Cost Programs prepared by the Federal-Provincial

Relations Office. (For further information write to this office at
48 Sparks Street, Ottawa, Ontario, KlA 0A3.)
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Matural Resources - 201
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General Gnvernment
Frotection of Property 84
Traasportation and Comnunications
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Regsearch Nstablizhments
Subzotal : 100,593
Contributions (or the Renelft of
Provincial Inet’tutions
Tost-Secondary Educat{on**
Cagh Trans[rr‘ . . 5,463
Tox Transfcr 6,267
. Total PosteSccondary Education 11,710
Grants to Mun{cipnlitles and Provinces in
Lieu of Taxes on Federal Property 418
Subroral, S 12,128
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{Thourands of Dollers)

TABLE I

1973-76
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659 2,174 1,77

34,840 189,599 143,803
-35 - «1,028 101
197 - 1,222
- 309 150
390 202 5
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5,134 27,
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5,232 18,

13,364 6,
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184
1
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46

29,837 114,
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916 22,
1,191 12,
2,107 3s,

156 3,
2,282 4o,

68,151 _JLS.

356 147,055

831 20,064
245 43,252
7 463
156 63,779
ns 30,101
683 2,184
401 32,285
198 16,018
350 176
801 6,561 -
3 806
123 79

7
10 6
84 64

131 119,776

486 7,317
172 8,888
258 16,208
145 702
403 16,907

790 283,736

*Denotes pronrams whete "con:rn:tlhg-out" has occurred in whole or in part, For the purpose of

4,484
688,645
-10%
‘4,981
38
2,357

700, 500

185,385
419,916%
11,069
626,370
319, 215*
1,669%

320,884

72,091

225
2,214

52,607
828
127

1,073,346

196,070
133,991
330,061

14,447
344, 508

2,120,356

.

Summary of Federsl Contributions to the Provinces

5,504,

1,479
22,266
992
12,538

42,719

243,341

* 530,08

10,713
784,102

207,272
6,884

214,156

7,412

119
2,211
1,520

24,094

20
2,197
100
130
73

1,036,194

153,637

248,849
402,486

27,379
429,865

1,508,838

Man,

2,149
123,201
“114
3,947
306

451
1,184

121,164

31,185
73,925
©1,99%6

107,106

37,895
1,920

39,815

7,292

15
2,225

2,086
2,369
292
128
20

161,328

17,699
20,073
31,172

4,25%
52,027

34,516

184,549

27,712
60,212
1,343
89,267
35,354
384
36,238
2,641
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6,893

630
167
418
103

92

136,980

13,820
13,632
27,452

1,722
29,174

356,703

Alte,

3,102
-286
5,180
512
6,085
122,087

- 136,680

52,700
119,764

3,433,

175,917
52,656
2,430

55,136

5,383

3,972
943
33
350

108
87

241,932

54,670
41,956
96,624
3,52
100,147

473,759

2,117
1,677

321
1,930
4,301

10,247

70,657
140,276
,165
211,128
83,340
1Y)

83,957

3,854

29
1,364

1,029

602

87

302,066

13,083
64,929
78,012

5,001

33,013

t

Totel

33,187
-1,500,120
108
42,354
3,109
25,396
143,308

1,768,283

676,173
1,492,110

39,150 .

2,207,433

823,354
18,797

842,151

146,584
210
1,097
20,120
1,520
39,129
3,04
4,811
650
552
(3.3

3,318,578

435,141
552,546
1,037,687
62,748

1,100,433

395,426 6,167,896

comparison the federal contribution including the tex abatement hss been shown,

“*The contr ibution takes the form of (a) s federal personsl {ncome tax abatement of 4,357 points and e federal :orpérnt&on {ncome tax sbalezent of 1 point, (b) +here sppllicabdle,
& cosh tranzfer equivalent to the elizlble contridutions less the valus of tha tex pointa.sbsted and the xssoclated
.

the zqualfzation arising fros those tax points end {c)
equalization, .

’

w0



August, 1975;;

DESCRIPTION OF PROVINCIAL INCOME TAX REVENUE GUARANTEE PAYMENTS

Program Description:

The revenue guarantee program was proposed at the time of the

federal income tax reform which became effective in 1972 follow1ng

a comprehensive review of the federal tax system by a Royal
Commission. It was intended as a device to induce provinces to -

adopt income tax legislation conforming to the new federal tax
legislation by insuring that they would receive no less in tax

revenue under the new system , at specified "breakeven" rates

of taxation, than under the old system, had it remained in place. The
revenue guarantee program covers the combined yield of the personal
and corporate income tax, including associated equalization, where

~applicable. The guarantee has been applied not only to tax changes

introduced in 1972 but also to most of those introduced subsequently.

Time Frame:

~ This prOVlSlon of the Act is efLectlve for the flve years frmn'
JApril 1, 1972 to March 31, 1977.

'Financing and Operation:

A revenue guarantee payment is made when the sum of the yields. of-
the personal and corporation income taxes of a province under the
post-1971 tax system is less than the sum of what the yields would
have been under the 1971 tax system. In the case of provinces ,
entitled to equalization payments, the guarantee payment is- the
dlfference between the equalized ylelds ~

PrOVLnCLal_revenues that would have been raised under the 1971 tax
system are estimated, in the case of the personal income tax, on the

basis of statistical equations relating the provincial personal income

tax ylelds to economic variables.  These equations are contained in .

. the Regulations. ~In the case of the corporation income tax, the

provincial revenues that would have been raised under the 1971 tax
gystem are estimated on the basis of information extracted by Revenue

“Canada from the actual tax returns filed by corporations.

Provincial Entitlements:

As of July 1975, final provincial'entitlements have been computed
for 1972~73, the first year of the guarantee. Estimates have been
computed on the basis of preliminary data and forecasts for the year

- 1973-74 and 1974—75..

The fOllOWlng table shows the provincial revenue guarantee entltle~-“

.ments under the flret three years of the program.

'page'ZV



Provincial Revenue Guarantee Entitlements

($ million)

Final Preliminary
1972-173 1973-74 1974~75
Nfld 1.9 5.7 8.8
P.E.I. 4 1.2 2.1
N.S. . =% 8.8 14.0
N.B. 2.5 8.3 14.7
Que. 13.4 58.1 : 93.0
Ont. 50.3 127.1 140.5
Man. 6.5 16.4 . 24.0
Sask. 4.5 - 10.5 18.0
Alta. 5.7 23.8 ' : 42.5
B.C. 3.1 _11.5 - 21.0
Total: 271.4 378.6

"o
o0
w

*Nova Scotia excluded itself from the guarantee program when
it imposed, for the year 1972, a provincial tax rate higher
~ than the specified converted rate, as prescrlbed by the Act.
The Act was later amended to limit Nova Scotia's 1nel1g1b111ty
to the first year of the guarantee only.

'Paymehts:

In accordance with the Regulations, final revenue guarantee payments,

for a fiscal year must be made within a twenty-one month period following"

the end of that fiscal year. The Regulations also prov1de for aqvance h
payments to be made before that time. o :

As of July 1975, final payments have been made for the year 1972- 73 and
'payments on account amounting to 75% and 60% of the prellmlnary entitle-.
ments for 1973-74 and 1974-75 have also. been made.



DESCRIPTION QOF PROVINCIAL REVENUE STABILIZATION PROGRAM

The purpose of the revenue stabilization program is to
provide each province with an unconditional guarantee against
year to year loss of revenues as a result of a downturn in either
the regional or the national economy. The measyre runs for
a period of five years ending in 1976-77. It is effected
by providing a guarantee to each province in respect of revenue
sources that tend to vary in accordance with the state of Lhe
regional or national economy, i.e., for:

(a) those revenue sources which are subject to equalization
"which, for convenience, may be referred to as "the .
provinces' total revenues from own sources",

(b) equalization itself, and

(c) income tax revenue guarantee payments under Part IV
of the Fiscal Arrangements Act.

More specifically, if a province's total revenues from these
sources show a year to year decline, measured after adjustments =
have been made to eliminate thé effects of any year to year
changes in tax rates or structure, a stabilization grant 1is
payable to bring the revenues up to the level of the preceding
year. Section 15 of the Federal-Provincial Fiscal Arrangements
.Regulations, 1972 provides for the way in which adjustments

would be made to the revenues of a province in order to eliminate
- the effects of any year to year changes in tax rates or structure.

The present revenue stabilization proposals replace
previous arrangements which were introduced in 1967. = The previous
~arrangements were applicable to substantially the same revenues '
but the level of guarantee was only 95 per cent. No payments
have been made under either program and no applications have ever
been received. Instances of revenue downturns are rare for any
province in the post~war period. It is particularly unlikely
that the seven provinces in receipt of equalization will qualify -
because equalization is itself a form of stabilization. Thus,
if a province's economy turns downward, its share of the various
tax bases used in calculating equalization will fall and its
equalization entitlement will increase. However, in order for
this to work out in this way it is necessary to bring equalization
payments into stabilization on an "accrual" basis so that
adjustments made after the end of the fiscal year are related to
the same year as the revenues which are being equalized. This
is provided for in the definition of "revenue subject to
stabilization" contained in section 6(2) of the Act. It is also
provided that Tax Collection Agreement payments and tax revenue
guarantee payments will be placed on an accrual basis since
adjustments after the end of a fiscal year can be of major

importance in these cases. Further, in the case of Tax Collectlon

Agreements, adjustments tend to be equal and in the opposite
direction to those made in respect of that part of equallzatlon
" which relaLes to income taxes.



Despite the foregoing considcrations, provinces
may quallfy for stabilization payments. This is most likely
to happen in the event of: (i) a sharp downturn in the
economy of one of the provinces which does not qualify for
equalization or (ii) a downturn.in the national economy, in
which case all ten provinces could conceivably quallfy for
payments

It should be noted that stabilization payments
themselves are not included in "revenue subject to
stabilization". If they were, a province would in fact have
a permanent guarantee (subject only to the terminal date of
the stabilization program). :

While the revenue stabilization program expires
- on March 31, 1977, its renewal - following a review of the
program and consultations with the provinces - may be
expected as this program has become an integral part of the
ongoing fiscal arrangements between Canada and the prov1nces,
which are renewed every five years.



-DESCRIPTION OI" CONTRACTING OUT ARRANGEMENTS

Purpose:
These arrangements allowed any Province to assume the administrative

and financial responsibility for certain joint programs. The offer
was taken up by only one province, Quebec.

Authority:

Established Programs (Interim Arrangements) Act.
Federal-Provincial Fiscal Arrangements Act, 1972, Part VII.
Youth Allowances Act.

Federal-Provincial Fiscal Revision Act, 1964.

Established Programs (Interim Arrangements) Regulatlons.
Youth Allowances Regulations.

Supplemental Agreements with Quebec.

Time Frame:

The interim arrangements for contracting out of the Hospital Insurance
and Diagnostic Services Program expire on December 31, 1977, and the
arrangements for‘the.Special Welfare Programs expire on March 31, 1977.

There is no specified termination date for the arrangements for the
Youth Allowances Program.

Financing and Operation:

Canada, during the term of these arrangements, undertakes to compensate
the contracting Province for its assumption of certain spe01f1ed
programs. The compensation is in two parts:

1. the abatement of the federal‘income tax
' on residents of the province; and

2. an operating cost adjustment payment. T

The first part of the federal compensation consists of a
specified abatement of the federal personal income tax for
each program that the Province contracts out of. An
abatement of 16 personal income tax points is granted for
contracting out of the Hospital Insurance and Diagnostic
Services Program. Five points are abated for the Special
Welfare Program and 3 tax points are abated in respect of

the Youth Allowances Program. The Special Welfare Program

is a composite of four programs. Three of these programs are
residual ones which are presently being phased out. These
.are: Blind Persons Allowances, Disabled Persons Allowances and
Unemployment Asslstance. The fourth program is the Canada
Assistance Plan (CAP) which is a comprehensive program

for sharing provincial and municipal wlefare costs between
Canada and the Provinces. CAP includes the functions which
were previously carried on under the other three components
of the Special Welfare Program.



The rest of the compensation to a Province which "contracts
out" is in the form of an operating cost adjustment payment.
This is in the amount of the difference between the value.

of the federal tax abatement and the financial burden .
- assumed ‘by the Province that "contracted out". Depending on
the operating costs of the program and the value of the income
tax abatement the adjustment payment is made either from
Canada to the Province or vice versa. Generally, the total
federal contribution to the Province amounts to about 50 per
cent of the operatlng costs of the prOglde involved. o

To receive compensation from the federal government undexr the
opting out arrangements a Province must enter into supplemental
‘agreements in respect of each program for which it assumes
responsibility. Quebec is the only Province that has entered
into such agreements.

" Under the present arrangements Quebec submits to the Depart-~
. ment of National Health and Welfare a monthly statement of
expenditures for each of the five programs (Youth Allowances
excepted) indicated above. From this information the Depart-
ment of National Health and Welfare estimates the federal share
of the annual program costs and so informs the Department of
Finance. The latter Department, on the basis of this estimate
of program costs and its own estimate of the value of the
- federal tax abatement, determines and pays (or receives) in
monthly installements the approprlate operating cost adjustment
payment. .

From 1966 the 3 point tax abatement for the Youth Allowances
Program has represented a larger value than the federal savings
due to Quebec's opting out. The excess has been recovered ‘
from the prov1nce by charging it against the operating cost
adjustment in respect of the other programs. With the enlarge-
ment of the Family Allowances Program to embrace those 16 and

17 years of age as of January 1, 1974, the Youth Allowances Pro-
grams (and its Quebec equivalent) was discontinued. In the
resulting arrangement, Quebec retained the 3 point tax abatement
associated with the former Youth Allowances Program, and the
full value of the abatement is recovered from other fiscal pay*
ments to Quebec.

Payments

The following table provides a comparison of the 1974-75
estimates and the actual 1973-74 oxpenditures, showing the
value of the tax abatements and the size of the cash adjustment
payments to Quebec according to program.




Program and Form .1973-74 Expenditures 1974-75 Estimates
of Compensation ($ million) ($ million)

Hospital Insurance ‘
Federal Share of Cost 429.,9 479.5

Tax Abatement Value 418.9 493.7
Federal Cash Payment 11.0 - o -l4.2
-Special Welfare - ' i
Federal Share of Cost 320.0 377.6
Tax Abatement Value , 124.5 148.7
Federal Cash Payment 195.5 . ©228.9
Subtotal : S : :
Federal Share of Cost 749.9 857.1
- Tax Abatement Value 543.4 642.4
Federal Cash Payment 206.5 214.7 .
Youth Allowances
~Federal Share of Cost 23.2 .-
Tax Abatement Value 76.3 89.2
Federal Cash Payment -53.1 o -89.2
Prior Year Cash Abatement - . 57.0
Total
" Federal Share of Cost “773.1 ‘ 914.1
Tax Abatement Value - 619.7 ' 731.6

Federal Cash Payment 153.4 . 182.5




DESCRIPTION OF PUBLIC UTILITIES INCOME TAX TRANSFER PROGRAM

Under the Public -Utilities Income Tax Transfer Act the

federal government turns over to the provinces 95% of the
federal income tax paid by investor-~owned public utilities

on income which is attributable to the generation and/or
distribution to the public of electrical energy, gas and

steam. This is a continuing program, subject to change only

by federal legislation. There is no termination date specified
in the Act. Payments are unconditional.

Since 1972-73, payments are made on a current basis, with -
adjustments made when information as to the actual tax
collections becomes available in a subsequent year. Payments
‘by province for the past two years are as follows:

-Province - 1973-74 Expenditures 1974-75 Forecast
o : ($000) ($000)
Newfoundland 1,922 1,744
Prince Edward Island 390 _ 453
“Nova Scotia 202 ' 200
New Brunswick 5 -
Quebec - - 2,357 ' 948
Ontario 12,537 . 7,628
Manitoba : 451 1,410
‘Saskatchewan 16 ' : 9
Alberta . 6,085 12,495
British Columbia 1,930 1,768

Total | $25,895 . . $26,655



'DESCRIPTION OF DISASTER ASSISTANCE PROGRAM

Purpose:

To assist provinces financially where the cost dealing with a
disaster exceeds a level which the plOVlnceS could be reasonably
expected to bear on their own.

Authority:

There is no statutory authority of general application for the
provision of disaster assistance. Requests from the provinces for
financial assistance are considered by the Cabinet on an
individual basis.

Time Frame:

It has been a long standing policy of the federal government to
-assist the provinces flnanc1ally in the event of major disasters.
No termination of this pollcy is contemplated

Financing and Operations:

Prior to 1970, the cost sharing arrangements between the

federal government and the provinces were negotiated with
individual provinces on an ad hoc basis. Since 1970, the

federal government policy on disaster assistance has taken

the form of reimbursing the provincial governments on the basis
of a per capita formula.. The formula establishes the amount of
assistance that will be available given various levels of prov1n01al
expenditures on disaster relief that are deemed eligible for

cost sharing. The types.of provincial expenditures that are
considered eligible for cost sharing are defined in a set of..
administrative guidelines: Generally speaking, these are
‘expenditures that are made to restore public works, the essential
personal property of private citizens, and £armsteads, and small
businesses to their pre~flood condition. o

Under the cost-sharing formula, no cost sharing occurs unless
provincial expenditures exceed an amount equal to $1.00 per
.capita.  Where a province's expenditures exceed this level, the
amount of federal financial assistance payable to a province

is determined as follows: 50% of next $2.00 per capita of
provincial expenditures eligible for cost sharing; 75% of the
next $2.00 per capita and 90% of the remainder. Payments to
‘provinces, including advance payments, if requested, are
authorized by the Cabinet against the Treasury Board Contingencies
Item. A special item is subsequently included in the Estimates
to reimburse the Contingencies Item. The nature of the program
is such that it can not be provided for in the Main Estimate.
‘While the Minister of Finance has overall responsibility for
disaster assistance, the details of cost sharing arrangements

" are administered by the National Emergency Planning Establishment
(NEPE) , formerly the Canada Emergency Measures.Organization.



NEPE has a regional director resident in the capital city of

each province. When cost sharing is arranged with a province, the
NEPE regional director is formally designated as the representative
of the federal government for purposes of administering the

- arrangement. This involves the detailed interpretation of the
guidelines, and a general surveillance of private damage claims

and the development of joint federal-provincial teams to review.
claims for agricultural damage and public sector damage.




OVERVIEW OF FEDERAL ASSISTANCE TO LOCAL GOVERNMENTS

TNTRODUCTION |

Intergovernmental fiscal relations in Canada are
Charactérized by a network of conditional and ﬁnconditional
transfer programs among the three levels of government |
whiéh aré.designed to ensure sufficient support for the
expenditure responsibilities of all levels. 1In this
_connection, federal support to the local level is of both
: a.direct and ihdirect nature. Direct support is moétly in
two forms - grants in lieu of'pfoperty taxes and condiﬁionél~
““transfers to municipal governments-for functions in which - |
the federal government feels there is a national interest.
Indirect support to the local leﬁel is reflecﬁed in the set _ : :
‘of programs and fiscal érrangements.between the federal
_goVernment and the provinces which are aesigned to-increase
the capacity of the provinces to respond to their expenditure
demands including those of their local governments. The
indirect suppor£ is described elsewhére iﬁ this booklet.

Following is a summary of the direct assistance.

SPECIAL PURPOSE ASSISTANCE

Grants in Lieu of Property Taxes

Under the Canadian constitution property holdings
" of the federal and provincial governments are exempt_from
.téxation. The federal govexrnment has, however, paid grants

to mﬁnicipalities in lieu of property taxes since 1950,




Payments since 1951 have béen governed by the Municipal

Grants Act. Since 1957 the Act has provided for payments,

that are the general equivalent of full taxes.* The levies
covered consist of real propefty and local improvement

taxes. They do not include personal property taxes (which
-have'virtually disappeared in Canada). or a unique Canadian
_substiﬁute known as the buéiness occupancy tax. The_fedéral
‘properties which qualify for grants encompass a very broad
range which.includes office buildinqé, post offices, research .
laboratories, armourieé, military bases, airports, experimental
farms, penitentiafies, hospitals, warehouses,-por£ facilities.ﬂ
There are a numbéi of exclﬁsions; these include parklands;
Indian reserves, cultural properties (such as museums and

art galleries), struétures (such as canal locks, docks, jetties

and aircraft runways), and leased properties.

The pr0perty tax grants are paid annually.
More than 50 per cent of Canada's municipalities qualif§
for the payments. In the preséﬁt fiscal year tﬂese.payments
will total more than $75 million - including-about.$3 miilion
paid'directly to provinces where the latter havé taken over;
:the'prbperty tax levying function. In addition, governﬁént~

owned enterprises such as the Canadian National Railways,

~* Rach of the ten provinces now has 1ts own program of grants
in lieu of taxes as well, although in the case of one
province this is limited primarily to properties of govern-
ment-owned enterprises. :



Air Canada, Central Mortgage and Housing Corporation,
Canadian Broadcastin§ Corporation and National Harbours

Boafd pay grants of their own. Also, bayments are made in.
iieu of taxes on diplomatic and consuiar_properties of 
foreign'govérnments. Overall, the payments by the federal
government and its agencies come to an amount that is well

in excess of $100 million. The program has been particularly
sﬁpportive to municipalities with largg cehcentrationé‘of
federal properﬁy. Thus the total péyments to the City of

Ottawa and its suburbs in 1975 is approximately $26 million.

The real property tax grénts are determinéd by
applying the local tax rate or rates to the assessed Valué of
federal property as approved by the federal government.

While the legislation provideé that the government haé the
final voice in determihing properfy value in the e&ent of
dispute with the local assessor, it also provides that the
value to be used as the base for thé grant must be in line
. with the values used for privately'owned property. In
practice, the number bf instanées where differences arise.

- over the valuation of property is relatively limited.

The Minister of Finance has recently announced
"~ that the Municipal Grants Act will be amended and some

enlargements made to the scope of the program.



Other Direct Assistance

Local government spending can be grouped into

'3

the following nine functional categories:

1. General government

2. Protective

3. Transportation

4. Environmental Health (water supply, sewage
and garbage collections and disposal) '

5. Public Health and Welfare

6. Environmental Development (housing and

community development) .
7. Recreation and Cultural
8. Education
9. Fiscal (debt charges)
Special purpose assistance is provided For categories 2,3,
4,5,6,7,8 and 9. Federal spending in these categories'

includes the following programs:

Protective

Royal Canadian Mounted Police.

The'federal government operates a nationél
police force, which enforces certain federal statutes. The
services of the R.C.M.P. are also made available on a cost-
recovery basis to the provinces and smaller municipalities.
At ‘the presént time services are prbvided, th;ough contract, -
to 174 municipalities. This enables these municipalitieé
to share in varioﬁs advantages arising from a national police
force. The R.C.M.P. aléo provides certain types of service
to all Canadian poiice forces through the opefation of an .. ‘ i_
>information centre, crime detection laboratories and a

police éollege.



Transportation
Ministry of Transport

- Capital Assistance for Urban Commuter Services

A 5 year program to help fund the initial or developmental
costs of ﬁew commuter syétems has just been accouncéd,
-Federal contributions are up to 75 per cent of vehicle
costs on a grants basis and 25‘per cent on a loan basis

for new Systems. Up to 50 per cent of the cost of
platforms, stations and related traffic control expenditﬁre
is also available. This program is of particular benefit

to the largest metropolitan areas.

Discussions are underway as well on the pOSSibility of
prov1ding some form of general assistance for thc purchase
of mass transit vehicles. This potentially would be of
substantial benefit to all Canadian municipalities with

transit systems.

—~ Financilal Assistance to Community Ailrports

The extent of federal support depends on the type of
community airport being constructed. Feeder airports can
qﬁalify for up to lOO% of capitai costs and may receive
operating subsidies while small local and remote airports

may receive up to 50% of airport building costs.



Canadian Transport Commission

-~ Railway Relocation and Rerouting Assistance
For municipalities wishing to relocate railway lines,
up to 50% of plan preparation and 50% of the net project

cost is available from the federal government.

- Raillway Grade Crossing and Separation Fund
‘Up to 80% of project cost is available to municipalities -
who wish to improve the safety and convenience of

railway crossings within their boundaries.

Department of Regional Lconomic Expansion

- Subsidiary Development Agreements.

.Loan and grant assistance is provided for the buildingiof’
bridges and roads. For example, St. John's,Nfld. Wili -
receive funds to complete a harbour arteriai road. This
'sourcé bf funds is particularly important to urban cenﬁres

- in slow-growth regions.

Ministry of State for Urban Affairs

~ Support of Planning
‘MSUA providés financial and technical support to
metropolitan municipalities in support of the development

" of metropolitan growth and development strategies.

Environmental Health
.Central Mortgage and Housing Corporation
- Sewage Treatment Program

Grants and loans for the construction and expansion of



sewage treatment facilities including collector- lines
and plants. Loans are available for up to two-thirds
of the cost of the project with provision for forgiVeness

- 0of 25% of the loan.

- Housing Research and Developmeht Program
New forms of sewage treatment pioneered by a municipality

are eligible for a grant.

iDepartmeht of Regional Economic Expansion
- Subsidiary Development Agreements
Municipal-wafer treatment and supply facilities ére
eligible for federal-funding under Subsidiary

Development Adgreements.

Public Health and Welfare

Health and Welfare Canada

- Canada Assistance Plan
Though the Canada Assistance Plan is a federél~pfovinbia1  :
Shaxéd—cést program it provides indirect financial sﬁpport
to municipal governments. Municipalitieé subﬁif their
Welfare bills to Eheir fe5pective prdvinces who reimburse
muﬁicipalities(generaily to the extent of 80 to 90 éer
cent of their total costs. Provinces in- turn submit
their total eligible welfare.costé to the federal

-government which pays 50 per cent.



Environmental Development

Central Mortgage and Housing Corporation

- CMHC has 6 different programs from which municipalitiés‘

can draw loans and grants to:

i) provide low-rental and public housing for low-
income families;

ii) reconstruét and rehabilitate blighted neighbour-
hoods including the proviéion of recreation
facilities;

iii) assemble énd develop‘land for residential purposes
or éstéblishing land banks for future development.v

Federal funding aséistance under these prégrams is

generally a mix of loans and grants. -Loans at a pre-

ferred rate of interest usually rangé up to 90 per cent

of project costs with a forgiveness feature of up to 25%.

Recreation and Cultural Services

'Central,Mortgage and Housing Corporation

~ Neighbourhood Improvement Program
Funds are available to improve municipal recreation

- facilities in designated areas.

Education

Secretaryvof State

- Bilingualism in Education at Pre-University Levels
In order to assist provinces and municipalities with
the additional costs of providing fécilities for the’

teaching of the second:official‘language the federal



government will provide 5 per cent of the average
annual teaching costs for second language instruction
and 9 per cent of the average annual teaching cost for

minority language education. .

The federal program of egualization includes school

purpose taxes. Approximately 10 per cent of the payménts '

under this prdgram relate to theée"taxes. In 1975 the
amount is estimated at $187 million; the payments are

made to the provinces.

Fiscal Sexvices

Department of Health and Welfare

' Canada Pension Plan

Funds accumulated by the plan are channeled to the

~ provinces to help meet their borrowing requirements.

" Some provinces have channeled their shares directly

to their municipal governments. Municipalities benefit
by way of a reduced borrowing rate and by assured

access to capital funds.

CONCLUSIONS

Some, points which might be stressed here:

- TFederal initiatives since 1962 in increasing the fiscal

resources of the provinces have been reflected in

increased provincial transfers to their municipalities.
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Federal provincial shared-cost programs in health,
education and welfare have removed large and fast~growing
expenditure neeas from the_municipal level. With the:
~exception of the municipal share of elementary and high .
school education costs ,(which is decreasing over time as
provincial funds are substituted for property tax receipts)
- property tax revenueé can in fact be devoted very largely

to property related services.

" The Federal Ministry of State for Urban Affairs feflects
the federal level's continuing and growing appreciation‘

of the links that exist among the-three levels of govern-
meﬁt. The most tangible result of MSUA has been ﬁhe
‘establishment of effective commﬁnication links among
éoliticians and officials of allvthree'levels of government.
These links ensure a growing appreciation of one another's

~financial concerns.

A further'tanéible result is the éstablishment of a
Tri-Level Task Force on Public Finance to undertake a
review of public finance with particular reference to
local government finance. fhis Task Force is expectea>to.
produce an interimAreport towérds the énd of 1975 and its
intérim findings will subsequently be considefed by the

three levels of government.



DESCRIPTION OF FEDERAL PROGRAMS
FOR REGIONAL ECONOMIC DEVELOPMENT

Regional Development

The Main Estimates for the Department of Regional Economic
Expansion (DREE), including budgetary expenditures and loans, remain
at %513 million with a greater portion going into budgetary expenditures
and a smaller portion into loans.

In the 1974-75 fiscal year, a new approach to regional
development was taken in the establishment by DREE of individually~-
tailored federal-provincial action programs under the General
Developnment Agreements signed with the. provinces in 1974.

The programs being financed by DREE are in many cases out-
growths of provincial development strategies. Approximately 20
subsidiary agreements, having two to five-year implementation ‘
periods, have been signed and at least an equal number of new agree-.
ments are expected to be signed during 1975-76.

B . In addition to these new agreements, there are other important
elements in the govermment's efforts to reduce regional disparities.
DREE's traditional federal-provincial programs, such as those carried

" out under the authority of the Agricultural and Rural Development Act,
the Fund for Rural Economic Development and Special Areas Programs, -

‘'will require as much as $120 million. :

In addition, there are two traditional and completely federal
programs: the Regional Development Incentives Program which provides
grants and loan guarantees for the establishment or modernization of
industry in designated geographical areas; and the Prairie Farm oo
Rehabilitation Administration (PFRA) which is responsible for certain
capital works in the rural areas and small towns of Western Canada.

In 1975-76, it is expected that incentives to industry willibe about
$92 mllllon, while PFRA costs will amount to $31 million.

Some of the department's 1nfrastructure proglamsllnvolve
loans as well ‘as grants and contr1butlons. The $42 million proposed
for loans and investments in 1975-76 is related to previous commitments
to Atlantic and Prairie municipal infrastructure projects and represents
a reduction of $31 million from the level approved through 1974-75
Main Estimates.

. In order ‘to obtain more efficient program planning and
implementation, the Department of Reglonal Economic Expansion has
decentralized its operations to the extent that almost 70 per cent of
its more than 2,000 employees now work outside the National Capital
Region in reglonal and provincial ofElces.



Another aspect of the government's approach to regional
development programs is its recognition that a single department's
actions will not by themselves produce satisfactory long-term results,
and that greater co-ordination. and redirection of related federal
programs are required. The subsidiary agreements provide the most
flexible instrument to bring many other departments and agencies into
specific action programs. Thus, departments like Transport, Energy,
Mines and Resources, and Environment are participating in special
reglonal development agreements that deal w1th matters within their
spheres of responsibility.

The budgetary requirements of the Cape Breton Developme?L
Corporatlon s Coal Division are forecast to be $28 million in 197%--76,
representing a reduction of $20 million from 1974-75 Main Estimates.
With modernization financed by the federal government as well as the .
improved coal economics resulting from increased world fuel prices,
the corporation has been able to change its emphasis from the
maintenance of employment for social reasons to the expansion of
production on a more comnercial basis.

This expansion program includes the development of a new
mine, which will be financed through a $7-million loan included in the .
Main Estimates. Other capital improvements include expansion of. the
coal preparation plant, upgrading of railway equipment and lines and
improvements to ensure increased safety throughout its operations.
The total cost of these other capital improvements is forecast at
$23 million, of which more than $5 million will be available from an
operating surplus on its coal operations.

=3




FISCAL YEAR

1969/70
1970/ 71
1971/72
1972/73
1973/74

1974/75

Per Capita'
(1971 Census)

DREE EXPENDiTURES BY PROVINCE

P.E.I. NFLD. N.S.
10,613 34,749 36,327
14,619 62,482 32,818
17,710 35,405 42,898
19,439 37,343 51,539
19,427 50,680 34,752
23,659 59,701 39,257
§943 $537 $302.

($000's)

N.B ONT.
29,965 19,759
64,437 12,412
45,400 16,937
44,290 19,036
57,624 12,537
63,515 18,682

$481 $13

ALB. B.C.

$103

QUE. SASK., MAN .
25,502 14,834 16,131 16,173 4,775
78,574 17,010 16,339 13,086 5,797
113,863 18,126 17,854 9,018 10,843
113,873 13,601 . 24,086 16,863 4,536
165,664 16,397 14,461 25,143 4,028
121,796 37,809 29,659 19,204 7,626
$127 $120 $61 $17



FEDERAL—-PROVINCIAL COMNSULTATIONS

Finance-Treasury Board

‘Ministers of Finance and Provincial Treasurers
have met once or twice each yeaf since 1964 and occasionally
previous.té that time. The frequency énd timing of meetings
hés been irregular. However, the most continuing element
of this intergovernmental relationship has been what has
become the annual pre-budget meetings which have taken place
in the months of December or Jénuary preceding the February
to June period when federal and provinciai budgets are
brought down. These have taken place each year for the past:

eleven years.

The pre-budget meetings provide Ministers with
an éxchange of economic and financial information at an
important time of year. The information exchanged relates

to such matters. as the general economic outlook, theZoutlook 1‘

for each of the major sectors of the economy, matters

ielating to public. revenues and .expenditures, borrow "g -

intentions, etc. It is hoped that this exchange of fofmatioﬁ
.will result in "fiscal harmonization" of'the publid sector

of Canada so that governments are not working at cross
purposes. For example, given common economic objectives, it

is normally desirable for all governments to follow broadly\
similar fiscal-policies, rather than have some governments |
adopt broad policy stands in conflict with those of other

governments. At certain times it is also desirable to have

governments follow either common or complementary practices’



'f}ﬁproposals for changes in . the arrangements whereby th

 with respect to borrowing broad in view of the effect of
such borrowings on the value of the Canadian dollar in

the foreign exchange market.

A second major purpose of the Finance Ministers!'
"meetings is to provide a forum for intergovernmental» B
consultations auring a period of approximately tWo years
nreceding the start of each of the'quinquennial_federal— r'

provincial fiscal arrangements.

A third éurpose of the meetings is to discuss
various items of common interest which are important enough'
to~Warrant ministerial attention. The principai example
of this to date has been a number of meetings prior to the -
introduction of federal income tax reform. These meetingsh
_}focussed on the Carter Report and - the federal White Paper

-u>on Tax Reform;. Another examnle has been dlSCuSSlOD of

'ffederal government contrlbutes towards the flnan01ng of

‘”ﬂ301ntiprograms in: the fleld of health —'a matter alv
'dlscussed by federal and provincial mlnlsters of health-at N

meetings which parallel those of Mlnlsters of Finance.

Governments may try to reach agreements on
" various matters at such meetings. Often, however, a basic
purpose is simply to influence decisions that must be taken

by another government.



1 .. B .’ " There are also federal-provincial finance
meetings at the level of foiciéls. The deputy ministers
o ~of Finance of Canada énd the teh provinces have met, as

@ - the Continuing Comnittee on Fiscal and Economic Matters,

for a peribd of some 20 years. This body'usuélly ﬁeeté.in
advance of ministerial meetings, but also at other times as
well. It deals with the same subjects as ministers.
Matters of technical aetail are dealt with by thié Committee

- ox, occasionally, by means of special sub-committees.

Other Federal-Provincial Meetings

The First'Minisfers of Canada and the:ProvinceS
(Prime Ministérs or Premiers) meet from time to time and
their agendas may include financial matters. In additioﬁ;
there are federal-provincial meetings relatihg to‘numeroﬁs

‘4Jréﬁééiéiiééaﬁfﬁndﬁi5ﬂ3ffiﬁdiﬁding,héalthy'Welfare;“ ulture,




TAX COLLECTION AGREEMENTS °

Program Description

Provincial Income Tax Collection

Canada has entered into agreements to collect for nine provinces

(Quebec excepted) their personal income taxes and to collect for eight pro-
vinces (Quebec and Ontario excepted) their corporation income taxes. The tax .
collection agreements were first effective for the 1962 calendar year and will.
remain effective until formal notice of termination is given by either party.
Canada or a province may terminate the agreement on December 31 of any year
provided due notice is given. Canada must give a full calendar year' s notice -
of termination and a province must give three months' notice. :

_ " In its endeavour to promote a uniform income tax structure in
Canada, the Federal Government required that the provinces party to a tax
collection agreement must express their personal income tax rate as a percentags
of the federal tax assessed on individuals and their corporate income tax rate
.as a percentage of the taxable income .of corporations as determined under the

. federal income tax law. By this proviso the Federal Government ensured that
the same income of personal income taxpayers was subject to tax by both the
federal 'and provincial governments and that the same personal exemptions and -
the same tax progressivity were adhered to by both levels of government. The
proviso as it applied to corporations ensured that the same income of corpora-.
tions was subject to tax and the same depreciation and depletion provisions

- applied.

.;Tcorporations are rEqu1red to pay - the prov1nc1al corporation income tax rate

: , Under the terms of the agreements a prov1nce had to impose for each"
;‘calendar year a single indlvidual ‘income tax rate -and a single.corporation income,
. tax rate. :The tax rate applled to - the takatlon Yyears of inlelduals and of ...
j“corporatlons endlng in the’ calendar year. - The tamatlon year for 1nd1v1duals
~coincides with the: calendar year. ~The- taxation. years of corpj ations vary an

ifapplicable .to-the: calendar year in which the fiscal year’ of the corporation
ends. A" province is’ required to inform National Revenue no - er.: ;than April
.15 the provincial individual income tax rate applicable forf 1€ year ‘and nio
.later than April 1 the provincial corporation income tax rate applicable for‘
the year., However 1if a province.wishes its new personal income tax rate to be
applied to the January payroll deductions, the province must give National:
Revenue notice by the preceding October 15 of the new personal income tax

rate. If such notice is not given, the new provincial tax rdate. . will first be .
effective with the July payroll deductions. If a new personal income tax rate

- is effective for Janvary payroll deductions, the tax collection instalment ,
' payments to the province for the year will reflect the higher provincial tax =~
rate from their commencement. If the new personal income tax rate is not
effective until the July payroll deductions, the July tax collection instal-~
ment payments will be the first to reflect the new provincial rate. As a
province may not be able to enact the prdbvincial tax rate applicable for a’
calendar year before the payroll deductions for that year commence, a prov1nce'-
is required to announce publicly its new tax rate the month precedlng the Coe
commencement of payroll deductlons at the new rate. ~




The Federal Government is obligated under the tax collection agree~=

ments to estimate at the tax rate effective for each province each province's
income ‘tax and' to make monthly payments to the province over a twelve-month
period commencing with March of the year in question. The payments are
subject to adjustment one year later when data as to the actual tax assessed
for the year becomes available. National Revenue administers and assesses the
provincial tax, while the initial payments to the provinces and their sub-

- sequent adjustments are made by the Department of Finance. : :

" The collection service is prov1ded free of charge. The final
~adjustments for a year-are based on the provincial tax assessed. 'The payment
- on an assessment basis means the Federal Government has to bear the burden of
any failure on the part of the taxpayer to pay the tax assessed. In return A
for the free collection service and federal assumption of any bad debts, the
Federal Govermment retains all penalties and interest imposed on taxpayers.
The free tax collection service is a prime factor in retaining provinces
within the joint tax collection system. :

_ Under pressure from the provinces for greater flexibility in the tax
collection agreements, the Minister of Finance at the annual meeting of .
.Federal-Provincial Ministers of Finance, December 10, 1974, enunciated a new-
policy.’ The Minlster stated: ' ' o

Mthat where 1t is possible to permit provincial income tax
" systems to depart from strict conformity with the criteria
‘'we have previously insisted upon without disterting and
damaging the overall national system, I would be prepared
to do so. This does not mean that I no longer consider the
essential harmony of the federal and provincial tax systems
as necessary. I certainly do. It simply means that we can
" 'now begin to consider relaxing the earlier conditions we. .
-insisted on. -in_the tax collection agreements provided in: ]  B
“doing.:sa, we~do not jeopardize the main features of our “tax
ijstem or: overstrain the ‘tolerance .of tahpayers or the |
_capacity of the tax collectlng apparatus -

: mprov1nce5ghave taken advantage of thls off"
Saskatchewan and Alberta have enacted provisions “in~their “{ncome tax
which give relief from provinc1al tax to’ those taxpayers who" have beé ‘T
of federal tax by 87 federal tax deduction (minimum $200, maximum $750).°

‘British Columbia has on its part Imposed as of 1975 two corporate tax rates, a o

107 rate applicable to small businesses and a 137 rate applicable to other .
corporatlons. ' '



