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Seven Issues in Equalization: A Discussion

Introduction

The federal Equalization program is currently under review by the “Expert Panel on
Equalization and Territorial Formula Financing” to yield advice to the federal
government on the “allocation among provinces of the annual Equalization allotment set

in legislation™.

While there has been much discussion of Equalization in the media and in federal-
provincial forums, the specific issues involved are not widely understood and, as a
result, have not been discussed at a level of principle that would allow meaningful
reform of the Equalization program.

To date, much of the discussion has focussed on two issues, namely: the confiscatory
nature of the Equalization formula as it “claws back” the benefits of development from
under-developed provinces; and the inequity of certain “side deals” with certain
provinces which seem to provide a privileged treatment to some while leaving others
unprotected from the vagaries of Equalization.

A closer examination would reveal that Equalization entitlements do respond inversely
to economic activity. One might expect, however, that any program which is intended to
provide benefits to provinces with lower activity levels than others would also yield
reduced benefits as activity levels caught up to some standard. In other words, if a
province has high benefits for being not as well off as some, then the corollary would be
that provinces would have low benefits if they are relatively well off. For this to be the
case, moving from not-well-off to well-off would require a reduction in benefits.

It will be seen, though, that the reduction in benefits that occurs with development is
roughly at the rate at which other provinces tax the developing activity. This implies that
provinces which are experiencing economic growth will lose Equalization but only at a
rate which could be displaced by their own revenues if they levied taxes in a fashion
similar to the rates levied by other provinces on that activity.

The latter of the two more-discussed issues, the “side-deals” with some provinces, is
really symptomatic of the true problems hidden in the Equalization formula. While some
would answer the side deals with counterbalancing side deals, this approach does little
to correct the fundamental problems with the program, its formula and its administration.

To help in the examination of Equalization, this paper will discuss seven issues with
respect to the Equalization program. Three of these issues can be categorized as
issues related to the Equalization formula and its treatment of changes in circumstances
within recipient provinces. One of these, the so-called “claw-back” on revenues, has
been widely discussed in public forums. Another issue, the “tax-back” on policy or
policy non-neutrality, relates to the treatment of policy changes within provinces and
has not been widely discussed.

! Expert Panel on Equalization and Territorial Formula Financing, Terms of Reference,
http://www.fin.gc.ca/FEDPROV/etff panele.html, accessed November 25, 2005.
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A third issue with the formula involves the fact that the previous formula for
Equalization, based on a five-province standard, afforded differential treatment to
recipient provinces included in the calculation of the standard base for
Equalization as compared to those provinces not included in the standard base
calculation. Finally, there is a formulaic issue involving the extent to which provincial
revenues should be “equalized” or, the standard to which Equalization should adjust
provincial revenues.

There are another two issues related to the fluctuations in Equalization entitlements or
payments and the difficulty they may represent from a fiscal management perspective.
These two issues involve stability and predictability of the program and, as with the first
two issues, involve a fairly widely discussed problem and one less well known. The
more widely discussed issue involves the fluctuations in entitlements that occur for
any given recipient province for any given year. The lesser-discussed issue
involves the fluctuations in payments within any given fiscal year for recipient
provinces and reflects the administrative methods of adjustments to the calculations
more than the formula itself. Finally, there is an issue with respect to the differential
treatment of non-renewable resource revenue within the Equalization formula
relative to the treatment of other similar revenue bases available to the provinces.

In addition to these issues, there are a number of concerns around a series of patches
applied either within or in parallel to the Equalization formula. These patches have
been the focus of some public discussion but the fact that they have come into being
can be characterized as symptomatic of the issues outlined above, rather than issues in
and of themselves.

Since it is not enough to identify problems without proposing solutions, this paper will
examine two alternate approaches to Equalization to see if they can offer some help in
resolving the true problems with the program while respecting the principles and
preserving the integrity of the program. These options for reform will be compared to
the effectiveness of the five-province standard approach to Equalization, the last
functioning formulaic approach, and assessed for their potential to allow Equalization to
fulfill its Constitutional mandate “to ensure that provincial governments have sufficient
revenues to provide reasonably comparable levels of public services at reasonably
comparable levels of taxation” (Constitution Act 1982, Section 36).
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Background

The formula-based approach to the federal Equalization program was first adopted in
1957. While the formula has been adjusted many times since then to include or
redefine revenue bases and adjust the treatment of various bases, the formula has
generally been consistent in a number of features since 1957. Section 36 of The
Constitution Act, 1982 enshrined Equalization payments “to ensure that provincial
governments have sufficient revenues to provide reasonably comparable levels of
public services at reasonably comparable levels of taxation.”

Equalization is revenue-based; there is no consideration in the formula for expenses
faced by the provinces or for differences in the cost structure of government operations
among provinces. The basic operative principle has been to assume that all provinces
face similar expenditure needs and, therefore, that Equalization should focus on
adjusting revenues to a more equal footing. The program simply considers that in order
to provide “reasonably comparable levels of service” provinces require reasonably
comparable revenues.

It is also notable that the Constitution refers to “reasonably comparable levels of
taxation”. In doing so, it recognizes the importance of Equalization in protecting against
widely differing taxation levels among provinces, thereby guarding against the “tax
Balkanization” of the country.

Another important feature of Equalization is that, while the program makes transfers
from the federal government to eligible provinces, the so-called “have” provinces do not
pay into the program in a direct way. A province can receive Equalization payments but
no provincial government has to “pay into” the program.

The Formula

Other important features of the program can be seen by examining the formula for
calculating the Equalization entitlement for each province. In the five-province standard
approach, for each of the 33 tax bases included in calculating Equalization entitlements,
a formula was applied as follows?.

EE = tNA X (BASE 5p — BASE PROV)

Where: EE is the per capita Equalization entitlement in respect of each base;
BASE:;p is the per capita base in the five standard provinces;
BASE prov is the provincial per capita tax base; and,
tna is the national average tax rate on the base.

The five “standard” provinces included British Columbia, Saskatchewan, Manitoba,
Ontario and Quebec. Alberta (the “richest” province) and the Atlantic Provinces (the
“poorest” provinces) were excluded from the Standard provinces in the early 1980s.

2 Gary Tompkins, The Equalization Quagmire: Where Do We Go From Here?, The Saskatchewan
Institute of Public Policy, Public Policy Paper Series, Public Policy Paper No. 31, March, 2005, p.6.
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Prior to the introduction of the five-province standard, a ten-province standard was
applied (that is, BASE 10p could be substituted for BASE sp ) and, since 2004, the
standard is set independent of any provincially-determined fiscal capacity.

In any case, once the per capita entitlement is determined for each base and for each
province, it is multiplied by the population of the province to determine the entitlement
(in dollars) for each base for each province. In the case of the five-province standard:

TE = POPPROV X tna X (BASE 5p — BASE PROV)
Where:

TE is the Total Equalization Entitlement in respect of each base: and,
POPprov is the province’s population.

Then, the entitlements (both positive and negative) are summed over all 33 bases to
determine the Total Entitlement for each province. Provinces with an overall negative
Total Entitlement (where the negative entitlements for some bases exceed the positive
entitlements for others) receive no Equalization payments. These provinces, all in all,
have per capita revenue bases larger than the standard and, therefore, are considered
to be “have” provinces.

The provinces with an overall positive Total Entitlement (where the positive entitlements
in some bases exceed the negative entitlements in others) receive Equalization
payments equal to the shortfall of their entittement. These provinces, all in all, have per
capita revenue bases smaller than the standard and, therefore, are considered to be
“have not” provinces. They are compensated for this shortfall to raise their revenue up
to the level that would be achieved if they had the same size revenue bases as the
standard and applied taxes at the national average tax rate.

In simpler terms, Equalization compares each province’s ability to raise revenue to the
standardized ability. To be fair, since provinces are vastly dissimilar in population, this
comparison is done on a per person basis. If a province has less activity in a revenue
base than is the case in the standard, it is compensated for that shortfall. If all the
shortfalls exceed all the excesses, there is an overall deficiency in the province’s ability
to generate revenue and the federal government makes up that shortfall in a direct cash
grant. For example, in the personal income tax base, the base is “personal income”. If
a province has less personal income per capita than is the case in the standard, the
federal government compensates the province for this smaller capacity to raise revenue
(“fiscal capacity” in Equalization parlance) as if it had a “standard” base and taxed it at
national average tax rates. This last point will be very important in examining a number
of issues.

From this formula, several features of Equalization can be seen. First, the formula is
applied over 33 revenue bases. Each represents a type of economic activity commonly
“taxed” by provincial governments. All provinces collect a personal income tax, for
example, so there is a personal income tax base in Equalization. In this case the BASE
is the total Personal Income earned in the province as measured by Statistics Canada.
For another example, provinces collect royalties and taxes from mining activity, so there
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is a tax base for Mineral Resources that includes the profits of mining companies active
within the province, as estimated by Statistics Canada.

This means that Equalization examines the economic base of each province in terms of
activities normally used to generate revenue to a province. By basing entitlements on
the presence or absence of tax bases usually taxed by provinces, the Equalization
system is said to represent a “Representative Tax System (RTS)” approach or one
based on tax systems actually employed by provinces. If the activity is low (a province
has a “deficiency”) relative to the standard, a province is compensated as if it had as
much activity as in the standard.

Since Equalization is an RTS system, it is also generally true that, if provinces do not
usually derive revenue from an activity, it is not included in the Equalization formula.
When provinces withdrew from the taxation of inheritances, the inheritance tax base
was dropped from Equalization, even though some provinces continued to derive
revenue from the base through “grandfathering” provisions.

Conversely, the growth of gaming revenues as a source of provincial government
funding resulted in the addition of revenue bases for “Lottery Ticket Revenues” and for
“Other Games of Chance Revenues” to the Equalization formula. Even when some
provinces chose not to derive revenue from these activities or, more commonly, chose
to divert the revenue to special purposes, the existence of the activity within the
province (sales of lottery tickets, for example) was recognized in the Equalization
calculation.

Second, whatever the actual tax rate applied in a province, it is deemed to be taxing at
the national average tax rate (tna) for the purposes of Equalization. This feature is
intended to preserve the “policy neutrality” of Equalization, and ensure that, by and
large, if a province raises its tax rates, it is not penalized through Equalization losses.
Conversely, a province which reduces tax rates is not compensated by the Equalization
program for lost revenue due to this policy decision.

There are some notable exceptions to this feature, but, in general, the Equalization
program functions on the principle that, whatever a province decides to do with its tax
policy is up to the province. Equalization payments are based on a national average tax
system, regardless of the tax system employed in each province. Even if a province
chooses not to exploit a revenue base at all, the existence of that base within the
province is recognized in the calculation of entittements. A province may exempt an
activity from taxation but, if the activity is taxed in the standard provinces, the
Equalization calculation will assume that the province could have taxed the activity to
generate revenue but chose to not.

It is also notable from the formula that, by comparing a province’s base with the average
base in the standard, Equalization raises a province’s revenue to the level that would be
generated if it had the same per capita base as the standard and applied national
average tax rates to that base. In effect, this guarantees that all provinces will have
access to at least the revenue that would be generated if each province had the same
level of activity as occurs in the standard.
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Prior to 2004, the standard was established as the per capita bases of the five
provinces discussed above. In 2004, the federal government effectively ended the five-
province standard and set a fixed payment schedule for Equalization that yielded total
payments of $10.9 billion for 2005-06 and $11.3 billion for 2006-07 for the (now) seven
recipient provinces. In effect, the standard was changed from “the average per capita
fiscal capacity of the five standard provinces” to an average the shares of transfers that
would have been paid out under the old Five-Province Standard but applied to a fixed
total payout of $10.9 billion for 2005-06 and $11.3 billion for 2006-07°. This change and
its implications will also be examined below.

The Administration

Some other features of Equalization can be seen in the administration of the program.
The entitlements of each province are determined for each province on a fiscal year
basis. But these estimates are revised several times. For the year 2001-02, for
example, an estimate of Equalization entitlements was made prior to 2001-02, twice
during 2001-02, twice during 2002-03 and once, finally in 2003-04, thirty months after
the close of 2001-02. This was done to ensure that the entitlements for a given fiscal
year were ultimately determined using actual data on activity and tax rates occurring
during that fiscal year. Unfortunately, for many of the revenue bases, the activity levels
cannot be ascertained until after the fact.

This means that Equalization calculations for any given time period are based on actual
activity levels and tax rates applied by the provinces within that time period. In this
sense, this allows the federal program to be responsive to changes in activity levels as
they actually occur and also to be policy neutral by reflecting provincial government
revenue policy decisions year by year. On the other hand, this administrative
arrangement means that, for any given fiscal year, the actual Equalization entitlement
will not be certain until sometime in the second fiscal year after the close of that fiscal
year.

This mechanism also means that, within any given fiscal year, the program will be
making revised calculations of Equalization entitlements for that fiscal year, the one
preceding it and the one preceding that (or three fiscal years in total). While this
ensures that the latest data on activity levels is always included in the calculation of
payments, it also means that, within any given fiscal year, a province’s Equalization
receipts may be adjusted several times, not just for the year at hand but also for the
previous two years.

To some extent, this lag issue has been temporarily resolved with the fixed payment
schedule established for 2005-06, in which each recipient province’s benefit is a fixed
amount for the year and not subject to revision at a later date. As a more permanent
solution is sought, however, the issues around re-estimation in the administration of an
Equalization system will have to be addressed.

With that background, some of the issues in the federal Equalization program can be
more fully examined.

% Department of Finance Canada, Expert Panel on Equalization and Territorial Formula Financing Report:
Minister Extends Deadline, http://www.fin.gc.ca/news05/05-074e.html, accessed November 25, 2005.
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Issues Related to the Formula for Equalization

The Claw-Back on Revenue

Much has been made of the so-called “claw-back” of revenue within the Equalization
program. The issue arises because, if a recipient province experiences an increase in
activity level within any of its revenue bases, the Equalization system adjusts its
entitlements as if it were to tax that activity at national average rates.

Mathematically, referring to the formula for a five-province standard on page 3 above, if
BASEprov rises, the difference between BASEsp and BASEproy falls equally and that
reduction in the shortfall in revenue (or fiscal) capacity reduces a province’s entitlement
by the national average tax rate (tna). This is true for any revenue base within
Equalization, for every recipient province. In other words, if a recipient province has an
increase in an economic activity that generates revenue for provinces in general, the
Equalization entitlement for that province is reduced at a rate equal to the national
average tax rate to reflect the fact that such activity increases the province’s fiscal
capacity.

Conversely, if a province sees its activity levels fall (that is, loses fiscal capacity), the
BASErrov falls, the difference between BASEsp and BASEprov rises and the province’s
entitlement is increased at the rate of this change in the difference times the national
average tax rate (tya). In other words, whenever a province has a decrease in
economic activity that generates revenue for the provinces in general, the Equalization
entitlement for that province is increased to reflect the fact that such activity is generally
taxed by provinces at the national average tax rate.

This is precisely the purpose of Equalization -- to compensate provinces that have a
lower fiscal capacity than the standard for that reduced fiscal capacity at a rate
approximating the revenue the province would have collected if it had the capacity and
applied a typical tax effort against the economic activity at hand. It would be very
difficult to design a system that compensates provinces for below average activity and,
therefore, lower than standard fiscal capacity that did not result in a reduction in
compensation whenever there is an increase in activity levels. To do so would risk
undermining the important design feature that Equalization compensates provinces for
fiscal capacity shortfalls.

At the same time, as a province’s fiscal capacity increases and its Equalization
entitlement is reduced, it is also true that the province will, in general, experience an
increase in its own-source revenue as it taxes the increased activity. Thus, the
province’s fiscal position is preserved, despite the withdrawal of Equalization support,
as it generates its own revenue from the increased fiscal capacity.

While some might regard this feature as discouraging activity within a province, it is true
that provinces, in general, are better off for having increased activity. After all, the
provincial government would be generating its own revenue from that activity and the
residents of the province are benefiting from the activity itself, in the form of employment
and other economic benefits.
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There is a situation in which increased economic activity will lead to a reduction in total
provincial fiscal resources. If a province derives revenue from an activity at a rate below
the national average (that is, when tprov < tna), an increase in fiscal capacity (base
activity) will result in its Equalization entitlement falling at a rate (tna) faster than the rate
at which its revenue grows (tprov). In this case, rising activity levels will result in an
overall reduction it the fiscal resources of the province.

Thus, if a recipient province chooses to exploit its fiscal capacity at a rate below the
national average for provinces, an increase in the activity at hand will generate less
own-source revenue than the losses in Equalization entitlement caused by the activity
increase.” Conversely, provinces that exploit their fiscal capacity at tax rates that
exceed the national average for provincial taxes will experience an overall increase in
revenue as the activity at hand increases and own-source revenue grows faster than
Equalization falls. It can be argued, however, that the province has chosen its tax rate
(trrov) Of its own accord and could just as readily adopt national average tax rates as a
policy, leaving it whole with respect to total fiscal resources. The policy neutrality of
Equalization is based on the feature that, regardless of the tax policy choices of
recipient provinces, the program assumes they could apply national average tax rates to
the bases that are available to them.

Somewhat ironically, it is the recipient provinces with the below-average tax rates that
experience the greatest net “claw-back” from increases in economic activity through the
Equalization program. However, their own tax rate choices are preserved as their own
concern by the policy neutrality afforded by this approach. They could become net
fiscal beneficiaries from increased activity by increasing their tax rates (even at the
margin or on new activity only) if they wish to gain a net benefit (after Equalization
adjustments) from new or expanded activity levels.

It is also true that this feature of the Equalization formula applies to all bases included in
the calculation of entitlements, not just resource bases, as may have been implied by
recent discussions, and affects any recipient province within the system in the same
way”’. If tobacco sales increase in Quebec (relative to the standard), Quebec loses
Equalization at the national average tax rate on those tobacco sales. If retail sales
increase in Nova Scotia (relative to the increase in the standard), Nova Scotia loses
Equalization at the national average provincial tax rate on retail sales. It is also true in
each of these cases that, if activity levels fall, the recipient province is compensated for
that loss in fiscal capacity at the national average tax rate, regardless of the tax choices
it has made on its own. It might be argued that a system that reduces fiscal resources
in recipient provinces provides a strong disincentive to development within those
provinces. There are strong arguments on both sides of this issue that warrant closer
examination in another, separate paper.

There may also be a possibility, through an inappropriate base definition, for the tax
back rate for some bases to be inappropriately high. If, for example, a base is defined
such that several provinces appear to have an equivalent base but they do not have

* This is true as long as Equalization bases are relatively evenly distributed across jurisdictions. The case
of uneven distribution will be discussed later.

®> See: Boadway, Robin, “How Well is the Equalization System Reducing Fiscal Disparities,” Paper
Prepared for the Government of Prince Edward Island, October, 2004, p. 23.
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similar capacities to exert tax effort on that base, it may be the case that a province
cannot tax at national average tax rates on its particular base. In this case, growth in
the base will result in lost Equalization at a rate far in excess of the rate at which the
province could reasonably expect to recover revenue from its own-source tax effort.

Courchene® identified that, in Saskatchewan’s case, “Sales of Crown Leases” (or
revenue derived from the sale of oil and gas exploration rights) was subject to a tax
back of 256.6 per cent in 1999-2000 and 235.9 per cent in 2000-01. While it is possible
that Saskatchewan'’s rate of revenue collection on this base is only 38.9 per cent to 42.4
per cent of the national average tax rate (yielding the tax back rates seen above), the
fact that this revenue base is driven by what is essentially a public auction might
suggest that the revenue base in Saskatchewan may appear to be similar in nature to
the bases which determine the national average tax rate (in this case, essentially
Alberta) but is, in fact significantly dissimilar as reflected in its dissimilar market
treatment at auction. In other words, it may be that the base definitions which group
Saskatchewan’s and Alberta’s “Sales of Crown Leases” together as if they were an
identical revenue source to the two provinces is overlooking some significant
dissimilarity in the bases.

While the tax back rate is not proof of a non-homogeneous tax base across provinces, a
significantly high (or low) tax back rate may suggest the need for further examination of
the equivalency of defined bases among provinces. For the most part, though, to the
extent that tax bases are evenly distributed and relatively homogeneous, it would
appear that the so-called “claw-back” of Equalization is not a significant issue, since
provinces may lose Equalization as activity increases but they do receive offsetting
own-source revenue. Whether the own-source revenue increase is more or less than
the loss in Equalization revenue is almost entirely within the control of the province
itself.

The issues around the tax back are present regardless of the standard chosen to
measure the adequacy of a province’s fiscal capacity -- ten-province, five-province or
the arbitrary $10.9 billion total standard established in 2004. The tax back does not
exist in a fixed payments approach as employed for 2005-06, however, since each
recipient province’s benefits are not subject to re-estimation or any subsequent change
in “need”.

The Tax-Back on Policy or Policy Non-neutrality

There does appear to be a situation in which the policy neutrality of the Equalization
formula has not been preserved, however. There is a specific and rare situation in
which the formula approach can result in a “tax-back” on policy’ or a condition of policy
non-neutrality. While this issue was partly addressed in 1994 through the application of
a special provision called the “Generic Solution”, the basic problem remained within the
system’s calculations up to the 2004 fixed benefit approach. To illustrate this, one can

® Courchene, Thomas J., “Confiscatory Equalization: The Intriguing Case of Sasklatchewan’s Vanishing
Energy revenues”, Choices, Vol. 10, no. 2, March 2004, p.8.

" This “tax-back” on policy must be distinguished from the “claw-back” on revenue as discussed above. In
the former, a province’s Equalization entitlement may be affected by its own policy decisions with respect
to tax effort (changes in tax rates). In the latter, a province’s Equalization entitlement may be affected by
changes in activity levels within the province, whether or not those activity levels are the result of
provincial government fiscal policy decisions.
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examine the workings of Equalization under the five-province standard in the absence
of the Generic Solution.

As noted above, the Equalization formula uses the national average tax rate to
determine the entitlements of provinces for each revenue base. It is generally assumed
that this approach will result in policy neutrality because whatever the actual tax rate of
a province, the program assumes that province could tax at the national average rate. If
a recipient province raises its tax rate, its revenue will increase. But, unlike in the “claw-
back” example above, the province’s Equalization entitlement will not be substantially
changed by this policy change, as the base upon which the revenue is collected will be
more or less unchanged, depending on the effect the tax change itself has on the
activity. Assuming that effect to be minimal, the fact that the base is unchanged would
mean that the entitlement, determined by the national average tax rate, not the
province’s own tax rate, would be unchanged.

In this way, Equalization based on an RTS approach is said to be “policy neutral”. The
system does not penalize recipient provinces for raising their tax rates (increasing their
“tax effort”) because the calculation assumes each province does or could tax at the
national average rate. The same neutrality exists for reductions in tax rates in an RTS
approach. If a recipient province decides to reduce its tax rates, it will reduce its own-
source revenue collections accordingly. Assuming this tax policy has little impact on the
province’s base or activity level, there will be no substantial change in the Equalization
entitlement to the province since the national average tax rate will continue to be
employed to assess the revenue capacity of the province, as opposed to its own, now-
reduced, tax rate.

In the examples above, it is noted that the entitlements would be “substantially
unchanged” by policy changes because there is a slight indirect effect in each case.
When any province raises its tax rates, for example, that will affect the calculation of the
national average tax rate by the fact that:

tna = 2 ReVprov
2 ACT prov

where:

tna IS the national average tax rate;
> Revpgrov IS the sum of provincial government revenues from a base; and,
> ACTprov is the sum of the provinces’ bases.

If a province raises its tax rate on any base it will increase the total revenue collected by
the provinces (£ Revproy) and, potentially reduce the total base available to provinces
(£ ACTprrov), depending on the impact of its tax increase on the activity that forms the
base in question.

It could be possible for a province to be compensated somewhat for policy changes in
the following way. Assuming a province is deficient in a certain base (that is, it had a
positive entitlement for that base). If it were to increase its tax rate, it could generate
more own-source revenue from the base. But, in addition, its tax policy could lead to an
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increase in the calculated national average tax rate (tna), thereby increasing the rate at
which it is compensated by Equalization for its deficiency. In effect, this would result in
an increase in the extent to which total provincial revenue is increased through tax
policy, providing an added incentive through the Equalization system to increase
provincial tax rates.

This incentive is generally considered to be quite small, however, for at least two
reasons. First, in raising its tax rates, the province is very likely to affect the activity
levels in its own revenue base in a negative way. That is, a tax increase will reduce the
activity being taxed and, therefore, lead to a tendency towards somewhat lower revenue
collections within the province, depending on the extent to which the activity is affected
by tax policy (the tax elasticity). While this tax effect on activity may be very low, it is
generally at least enough to offset any Equalization incentive through the effect on
national average tax rates. While Equalization may magnify slightly the revenue impact
of a policy change, this would be more than offset by a behavioural impact on the tax
base at hand. Second, by and large no province’s revenue base is large enough that a
relatively small change in tax policy would have a large impact on the calculation of
national average tax rates, once it is averaged with the tax rates of all other provinces.

These two mathematical factors, combined with the presumed political consideration
that provincial governments are not likely to make tax policy decisions for such small
incentives if the electorate would not support those decisions in any event, suggest that
it is unlikely that provincial tax policy decisions are driven by second round Equalization
effects. That having been said, however, there is one instance where the second round
incentives in Equalization could become significant in an RTS approach, especially prior
to the application of the Generic Solution in 1994.

If a province had a very large share of the total national tax base (£ BASEprov) Within a
particular base calculation, any tax policy change on the part of that province would
have a fairly significant impact on the total of provincial revenue (£ Revprov) and on the
national average tax rate (tna) used in the Equalization calculation. In the extreme case,
if one recipient province had the entire base for a given revenue base, then the national
average tax rate would equal the province’s tax rate on that base. In the case of the
five-province standard RTS approach, for example, if that province is not among the five
Standard provinces, it would have a fiscal capacity excess exactly equal to the size of
its activity base, since BASEsp — BASEprov from the formula on page 3 would equal the
BASE prov times minus 1, as BASEsp would be equal to zero. This amount times the
national average tax rate (also equal to the province’s tax rate on the base) would
exactly equate to the amount of the province’s revenue from the base at hand.

In this case, if the province were to eliminate its taxes on the base, its negative
entitlement from that base would also be eliminated, by virtue of the Revenues to be
Equalized and, therefore, the national average tax rate, being reduced to zero. While its
own source revenue from the activity would be eliminated, its Equalization entitlement
from all bases combined would be increased by an exactly equal amount, fully
compensating the province for a tax policy decision to eliminate its taxes.

This impact is also true in reverse. That is, if a non-Standard, recipient province
chooses to increase its tax rate applied to a base unique to that province, it would find
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that its Equalization entitlement would be reduced by an offsetting and equal amount.
There would be no net revenue gain from a tax increase on an after-Equalization basis.

If it is assumed that higher taxes generally lead to lower activity levels and lower taxes
inspire higher activity levels, a province with a unique revenue base within the
Equalization system would be well served to lower (or eliminate) its taxes, thereby
increasing its economic activity for the benefit of the citizenry, because any revenue
forgone in the tax reduction would be compensated by the Equalization program. This
same effect exists in the case of an arbitrary standard approach since, with the standard
being fixed, any reduction in credited fiscal capacity on the part of any recipient province
results in an equivalent increase in Equalization benefits.

The application of the Generic Solution reduced this policy “tax-back” to a maximum of
70 per cent by removing from the calculation of entitlements up to 30 per cent of the
revenue collected by all provinces whenever a single province represents more than 70
per cent of the base for the entire country. The effect of this “Solution” was to limit the
tax-back on policy decisions to 70 per cent, down from the 100 per cent calculated
previously for a province with all of one base that was also not a Standard province
Nevertheless, in any RTS system, or any system equating fiscal capacity to a standard,
the incentive remains fairly strong for provinces which receive Equalization and which
dominate a base to give serious consideration to tax reductions in that revenue base.
By using this strategy, they are compensated for as much as 70 per cent® of the costs of
those policy decisions by the federal Equalization program while allowing their citizenry
to capture any economic benefits spurred by a tax reduction. Very few other federal
programs offer up to 70 per cent cost sharing on policy decisions.

To be fair, there are not many examples of situations in which a province has a unique
revenue base for Equalization purposes. It has been noted, however, that the Generic
Solution has applied in a number of circumstances: to Newfoundland for offshore
revenues; to Nova Scotia for offshore revenues; to Quebec for asbestos revenues; and
to Saskatchewan for both potash and heavy, third-tier oil revenues®. It is noteworthy that
the application of the Generic Solution has occurred only in the case of revenue from
non-renewable resources. This would seem appropriate because one might only
expect to see a disproportionate distribution of revenue bases among provinces in the
case of non-renewable or mineral resource bases, which tend to be distributed by
geology, not economics. Other revenue bases such as income taxes or sales taxes are
far less likely to be concentrated in any single province; they are distributed among
provinces on a basis somewhat akin to the population distribution.

A province in the unique base situation described above could be expected to at least
consider the second round or post-Equalization effects of its policy decisions. While
there may be compelling political pressure for a province to levy taxes on activities even
if it does not receive the full benefit from that taxation, it would seem unwise to construct
a transfer system which provides such strong incentive for some provinces in some
situations to develop policy in a perverse way.

® This assumes the Generic Solution remains a feature of a new Equalization program. Other RTS
system involving comparison to a standard fiscal capacity on a base-by-base basis, could yield “tax
backs” at 100 per cent of revenue collected.

° Federal Provincial Relations Division, Department of Finance Canada, “The Equalization Program”,
October 2001, unpublished, p. 12.
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While the fixed payment approach in place for 2005-06 and 2006-07 has done away
with this problem temporarily, it will be a factor in the consideration of any RTS
approach as an ultimate renewal of Equalization.

Differential Treatment of Standard versus Non-Standard Provinces

The example examined above focussed on the extreme situation where a province
outside the five Standard provinces could, in an extreme case, be compensated up to
100 per cent for policy decisions to reduce taxes (or conversely, penalized up to 100 per
cent for tax increases) prior to the application of the Generic Solution. Even after the
Generic Solution, this policy tax-back could be as high as 70 per cent for these non-
Standard recipient provinces. The tax-back (as opposed to the earlier-discussed “claw-
back” on activity increases) was different for recipient provinces that were in the Five-
Province Standard, however, because not only could their tax policy measures affect
the national average tax rate (as with non-standard provinces), their activity level
determined the standard for calculating Equalization entitlements. While the Five-
Province Standard approach appears to be dead, a replacement must be designed with
full awareness of the pitfalls encountered in that program.

In a such case as that discussed above, where such a province had the entire revenue
base for Canada, the fact that it was within the Standard would lead not only to the
province’s tax policy determining the national average tax rate, but the activity within
that province determining the standard against which it was Equalized. In this case, a
recipient province within the Standard could face “tax-backs” somewhat less than 70 per
cent on its policy decisions after the application of the Generic Solution, depending on
its share of the population base in the five Standard provinces. A mathematical proof of
this is illustrated in Appendix B.

While the application of the “Generic Solution” beginning in 1994 reduced this incentive
effect of the program, the incentive still remained proportionately smaller on recipient
provinces within the Standard than it was on recipient provinces outside the Standard,
by a ratio of the population of the province in question to the population of the five
Standard provinces in total. Thus, a recipient, Standard province with a large
population (such as Quebec, with 28.7 per cent of the population of Standard provinces
in 2004 ) could face a much lower “tax-back” of revenue from policy decisions to
increase taxes where it had a unique revenue base. On the other hand, a smaller
province such as Saskatchewan, with only 3.8 per cent of the population of the
Standard provinces, faced a “tax-back” on policy decisions approaching, though still
lower than, the 70 per cent that would be faced by non-Standard, recipient provinces on
a unique revenue base.

While this differential treatment of recipient provinces that were among the Standard
provinces as compared to those which are not among the Standard provinces may be
small and confined to a few specific examples in a few revenue bases, the fact that
there was a formulaic disparity in the treatment of recipient provinces suggests a
fundamental flaw in the Five-Province Standard system.

The analysis above has identified a differential treatment of recipient provinces within
the Five-Province Standard versus those outside of the Standard provinces in the tax-
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back on revenue (or tax) policy. In such a system, it is also true that there is a
differential treatment of provinces with respect to the revenue “claw-back” discussed at
the beginning of this section, depending on whether a recipient province is within the
Five-Province Standard or not.

Earlier, it was shown that, if activity levels rise in a recipient province, it will lose
Equalization entitlements at the national average tax rate times that change in activity,
whatever the province’s own tax rate is. In a Five-Province Standard approach, if that
province is one of the five Standard provinces, however, an increase in activity will also
raise the standard against which all provinces’ fiscal capacity is measured. Thus,
changing activity levels in those provinces will be treated differently from changes that
occur in non-Standard recipient provinces.

Whether it is in respect of the “tax-back” on revenue policy or in respect of the “claw-
back” of revenue generated from changing activity levels, an Equalization formula
based on a Five-Province Standard, provides differential treatment of provinces within
the Five-Province Standard compared to those outside the Standard.

As an aside, it is also interesting to note that, when a province is part of the Five
Province Standard and has all of the activity for a particular base, all recipient provinces
receive a benefit from that activity in proportion to the ratio between their population and
the population of the five Standard provinces. Since these other recipient provinces
have zero base in the activity at hand, any revenue derived from that activity is shared
on a per capita basis at the national average tax rate applied to the per capita base in
the five provinces. This is unlike the example seen above where a province with all of a
base outside the Five Province Standard yields no benefit to other recipient provinces
since the standard for that base would be zero. Thus, bases unique to Standard
provinces yield different results for recipient provinces than bases unique to non-
Standard provinces. Again, this is an inherent problem of a partial (Five Province)
standard.

Partial Equalization

There is another issue arising from the application of a Five-Province Standard in the
Equalization calculation. This is that excluding the bases of five other provinces leads
to a calculated standard for Equalization below the national average.

The exclusion of Alberta from the Standard meant that Alberta’s fiscal capacity was
removed from the calculation of the Standard. In 2000-01, if Alberta had taxed at
national average rates, its tax bases would have yielded 69.1 per cent more revenue
per capita than the average base of the ten provinces and 78.4 per cent more than the
average per capita fiscal capacity of the five Standard provinces™. While it is true that
Alberta’s exclusion was partially offset by the exclusion of the four Atlantic provinces,
which all had fiscal capacities below the national average and the average of the five
Standard provinces, their fiscal capacity shortfall did not offset the huge difference
between Alberta and the rest of the country.

1 courchene, Thomas J., op cit, p. 27.
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As a result, in 2000-01, the per capita fiscal capacity of the five Standard provinces
averaged only 94.8 per cent of the national average™*.

Since Equalization makes up the shortfall between any province’s actual fiscal capacity
and this standard, moving to a Five-Province Standard resulted in an Equalization
system in which having 94.8 per cent of the fiscal capacity of the provinces was deemed
to be acceptable. While it could be argued that Equalization assures only “reasonably
comparable” levels of service at “reasonably comparable” rates of taxation, and that
94.8 per cent of the national average could qualify as “reasonably comparable”, it could
also be noted that the exclusion of the five non-Standard provinces reduced the
Equalization entitlements of the recipient provinces by 5.2 per cent or $593.5 million in
2000-01 alone. Since the Five-Province Standard tended to be less than the average of
the ten provinces, it is generally the case that recipient provinces did not receive
Equalization payments adequate for them to achieve national average levels of fiscal
capacity.

Prior to the adoption of the Five-Province Standard, Equalization raised “have not”
provinces’ fiscal capacity to the calculated national average per capita fiscal capacity.
Compared to that calculation, the Five-Province Standard reduced entitlements by
hundreds of millions of dollars every year during its tenure. The introduction of a
capped benefit total in 2004 and the fixed payment schedules for provinces introduced
for 2005-06 and 2006-07 only exacerbate this situation. Now, Equalization payments
bear no resemblance to a support for “reasonably comparable” levels of services at
reasonably comparable levels of taxation among provinces, but rather, are determined
solely by federal willingness to pay.

™ |bid. The percentage of actual national average fiscal capacity attained by the application of the
Equalization formula using the Five-Province Standard base will vary from year to year depending on the
activity levels in the provinces excluded from the standard and those included in the standard.
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Issues in the Administration of Equalization

Fluctuations in Annual Entitlements

There is also evidence that, in an RTS system, Equalization entitlements are subject to
significant fluctuations from year to year. A Paper produced by the Department of
Finance Canada in 2001 shows that, between 1957-58 and 2000-01, annual
Equalization entitlements of the provinces as a whole grew by as much as 55.6 per cent
(in 1967-68) and fell by as much as 7.8 per cent (in 1960-61)*2.

The year-to-year fluctuations for some recipient provinces have been even more
dramatic.

Table 1: Extremes in Annual Growth rates in Equalization Entitlements by
Province, 1957 to 2001

Highest Year-to-Year Lowest Year-to-Year
Growth Rate (%) Growth Rate (%)
Newfoundland 67.6 -8.1
Prince Edward Island 35.2 -6.7
Nova Scotia 50.1 -7.2
New Brunswick 43.9 -6.3
Quebec 77.6 -11.3
Manitoba 65.3 -10.9
Saskatchewan 459.6 -59.7
Alberta 83.1 -7.1
British Columbia 11.9 -8.2
Total Recipient Provinces 55.6 -7.8

Note: Ontario has not been a recipient province since 1957. Highs and Lows exclude the year of
introduction (infinite percentage increase) and years when a province’s entitlements fell to zero (100 per
cent decreases) or when a province re-qualified for entittements (infinite percentage increase).

Source: The Equalization Program, Federal-Provincial relations Division, Department of Finance Canada,
October 2001.

Some of these fluctuations in entitlements were because of changing conditions such as
economic growth (or, contrarily, recessions) and some were because there have been a
number of revisions to the formula itself over this time period. Even in considering
periods where there have not been dramatic changes in the formula, however, there
have still been fairly dramatic changes in entittlements for some provinces. For
example, from 1993-94 to 1998-99, Saskatchewan’s entitlement fell in each of the first
four years (in one year by as much as 36.1 per cent) and then, suddenly, grew by 142.5
per cent in the fifth year. Over the same period, New Brunswick’s entitlement rose 16.3
per cent in one year after having fallen by 5.5 per cent the previous year. Quebec had
an increase of 13.8 per cent in 1997-98 followed by a drop of 7.6 per cent in 1998-99.

12 Federal-Provincial Relations Division, Department of Finance Canada, op.cit., pp. 28-31.
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It could be argued that this fluctuation in entitlements is only reflective of fluctuations in
fiscal capacity within and among the provinces. When a province experiences an
increase in its fiscal capacity through an expansion in economic activity its Equalization
entitlement decreases. Conversely, if economic activity slows, the Equalization
entitlement increases relative to a previous year. These activity fluctuations need only
be relative to the Standard. That is, a province experiencing greater growth in activity
relative to the Standard will experience a reduction in Equalization entitlements.
Conversely, if the Standard rises through economic activity that is not shared by a
recipient province, that province will receive greater Equalization payments. In this
case, therefore, it could be argued that fluctuations in entitlements show the program is
responding to equalize provincial fiscal capacity as planned.

To the extent that it is true that entitlements reflect relative activity among the provinces,
it could also be noted that such year-to-year fluctuations in entittements would be
matched by offsetting fluctuations in own-source revenue within each province. The
extent that this offset matched changes in Equalization entitlements will depend on each
province’s tax rate relative to the national average tax rate for each base. Thus, subject
to the issues related to the formula discussed above, it could be argued that fluctuations
in annual entitlements result from fluctuations in own-source revenues within provinces
(at least in a relative sense) and, therefore, are evidence of the responsiveness of
Equalization.

The introduction of fixed payments for 2005-06 and 2006-07 puts an end to this
responsiveness. But, as it is only a stopgap measure pending development of a new
allocation process, this is not of major concern. The design of a new process must
proceed without undue concern over year-to-year fluctuations, however, as long as
those fluctuations are reflective of changing absolute or relative fiscal capacity.

Fluctuations in Payments within a Year

Along with fluctuations in entitlements, prior to the introduction of fixed payments for
2005-06 and 2006-07, there were fluctuations in the rate of cash payments to recipient
provinces within a fiscal year.

As discussed above, Equalization entitlements have historically been recalculated using
the latest available economic data on activity and the latest estimates of provincial
revenue several times for each fiscal year over the year prior to and the year
subsequent to a given fiscal year. The conduct of this estimation and re-estimation
process meant that, for any given fiscal year, there were several estimates and
subsequent adjustments to both entitlements and payments, reflecting the recalculation
of entitlements in respect of that year and at least two others.

It is also the case that, as data was updated, it affected all the “open” years for
calculation purposes. As data on activity was used to recalculate the last fiscal year’s
entitlement, it would also be used to estimate the entitlement for the current fiscal year
and, potentially the payments for the next fiscal year.

When base activity fluctuates from year to year and that very same data is used to
estimate more than one year pending the availability of final actual data, the result can
be very dramatic fluctuations in payments within a single fiscal year. As a
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consequence, not only can fluctuations in annual entittlements be significant, fluctuations
in payments from year to year and between estimates within a given fiscal year can be
quite large.

For example, a comparison of the 2001-02 entitlements by province published by the
Department of Finance Canada in October of 2001 (in the middle of the fiscal year) and
the final entitlements for that year™® reveals a substantial variance between mid-year
estimates and final calculations for the same fiscal year.

Table 2: Equalization Entitlements for 2001-02 as Estimated in October 2001
Versus Final Actual

Entitlement
Estimated in  Final Actual
October, 2001 Entitlement Difference Difference

($ million) ($ million)  ($ million) (%)
Newfoundland $ 1,095.9 $ 11124 +$% 165 1.5%
Prince Edward Island $ 2543 $ 2693 +$% 15.0 5.9%
Nova Scotia $ 1,307.3 $ 1,403.7 +$ 964 7.4%
New Brunswick $ 1,185.4 $ 1,260.7 +3% 749 6.3%
Quebec $ 5,186.2 $ 53797 +$% 935 3.7%
Manitoba $ 1,201.8 $ 1,3144 +9$ 1126 9.4%
Saskatchewan $ 354.6 $ 2081 -$ 1465 41.3%
Total Recipient Provinces $10,585.4 $10,9479 +$ 3625 3.4%

Source: Department of Finance Canada and Thomas J. Courchene (2004).

As can be seen from this table, even for the same fiscal year, estimates varied
significantly between the basis of payments at mid-year and the final actual entitlements
as determined after the close of the fiscal year.

While an average change in estimates of 3.4 per cent may not seem very large, it must
be remembered that, in this case, provinces already half way through their fiscal year
were operating on the basis of estimated Equalization entitlements for that year which
were wrong by up to 41.3 per cent. Only two of the recipient provinces were working
with an estimate of final entittements that was within 5 per cent of their actual
entitlements as determined much later.

This variance in payments (as opposed to entitlements) can be seriously exacerbated
when adjustments for a number of years can happen within the payments schedule in a
given fiscal year. Data showing the interim estimates for Equalization entitlements are
not available publicly to allow a comparison of the variation in payments schedule which
happen within a fiscal year. Comparing entitlements for a given fiscal year with the
payments made within that fiscal year can reveal a small portion of this variation.
Keeping in mind that this reflects adjustments for years past as well as the year in
operation, some of the impact of the re-estimation process is revealed.

13 Federal-Provincial relations Division, Department of Finance Canada, op. cit., p. 28 and Thomas J.
Courchene, op. cit., pp. 30-31.
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Table 3: Saskatchewan Equalization Entitlements by Fiscal Year compared with
Payments made within the Fiscal Year, 1993-94 to 1998-99

Equalization Equalization Payments less Payments to

Entitlement Payments Entitlements Entitlement Ratio

($ million) ($ million) ($ million) (%)

1993-94 $ 486.2 $537.5 $ 513 110.6%
1994-95 $413.3 $ 540.2 $ 126.9 130.7%
1995-96 $ 264.0 $ 2155 -$ 485 81.6%
1996-97 $224.4 $175.9 -$ 485 78.4%
1997-98 $195.6 $ 83 -$187.3 4.2%
1998-99 $474.3 $441.9 -$ 324 93.2%

Source: Department of Finance Canada and Saskatchewan Public Accounts.

From this examination, it can be seen that Equalization entitlements have fluctuated
significantly from year-to-year but that, due to the administrative structure of re-
estimates, the fluctuation in payments from year-to-year could be even more significant.

If entitlements represent compensation for measured fiscal capacity in any given fiscal
year, any divergence in payments within a fiscal year from entitlements for that fiscal
year represents a divergence of Equalization payments from measured fiscal need. As
can be seen from Table 3, over the period considered, actual payments average only
83.2 per cent of the entitlements and varied between a low of 4.2 per cent and a high of
130.7 per cent of the entitlements for Saskatchewan in any given fiscal year. Any
administrative framework that involves a lag in determining final entitlements pending
the availability of final base and revenue data and a process whereby all open years’
entitlements are adjusted for the latest available data will run the risk of adjustments
that tend to “over-adjust”. This is especially true in the case of recipient provinces, such
as Saskatchewan, that experience wide fluctuations in fiscal capacity from year to year.

As noted above, a further level of fluctuations, fluctuation in expected payments within a
fiscal year, is more difficult to examine since data on payments is not generally available
to the public. It is therefore more difficult to see the extent to which any recipient
province may receive adjustments to the payments schedule during the course of the
fiscal year. This issue is somewhat revealed in Table 2 above, which shows how much
estimates of entitlements can change over time, and somewhat revealed in Table 3
above, which shows how much payments can vary from year to year and, apparently,
independently of entittements. But data combining these effects, changes to the
entitlements for all “open” years and their impact on expected payments in the course of
a fiscal year, is more difficult to obtain. Nevertheless, it is clear that there has been a
problem with the lack of stability and predictability of payments (as opposed to
entitlements) in the course of the fiscal year. This instability can cause significant fiscal
management problems for the recipient provinces.

If entitlements vary inversely to activity levels, there is stability in the overall fiscal
position of recipient provinces, since rising activity levels will generate rising own source
revenue to offset the resulting fall in Equalization entitlements. Similarly, if activity
levels fall, own source revenue will be lower than expected but will be offset by rising
Equalization entitlements. With the current administrative structure, however,
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Equalization entitlements can be quite separate from Equalization payments. Thus,
payments may not act as an offset to variances in own-source revenue, because of time
lags. In fact, in the case of jurisdictions most likely to face variability in own-source
revenue, the timing of payments is most likely to be asynchronous with variations in
own-source revenue. This can be very destabilizing.

Especially in the face of legislated or political requirements for provinces to achieve
“balanced budgets” either on a year-by-year basis or over a period of years, this
variation in estimates of entitlements and, consequently, in payments during the course
of a fiscal year may be of greater concern than the issue of fluctuations in the
entitlements discussed above. The introduction of a “floor payment” to limit the extent
to which a province’s Equalization entitlement can fall from year to year provides some
temporary protection against such fluctuations. While there is a floor in place for
declines in entitlements, there is not a “floor” in place to limit the extent to which a
province’s payments can change, either between estimates within a fiscal year or
between fiscal years.

The floor provision was introduced in 1982 and was effective in increasing
Saskatchewan’s Equalization entitlements in three of the six years illustrated in Table 3.
Despite this floor on entitlements, the dramatic variability in fiscal year payments
illustrated in Table 3 continued to be an issue, complicating the task of fiscal
management in the province. While Saskatchewan, with its significant year-to-year
variability in entitlements, may provide an unusual case for examining the misalignment
of payments to fiscal capacity, it nevertheless serves to illustrate the effect of an
Equalization system in which the lags in the administrative structure may subvert the
stabilizing feature originally intended for the system. While it is unclear whether a “floor
payment” system will remain in any replacement program, the fact that it did not protect
against the more bothersome in-year fluctuations in payments (as opposed to year-to-
year fluctuations in entitlements) needs to be noted.



21
Issues in the Treatment of Non-Renewable Resource Revenue

Unique Characteristics of Non-Renewable Resource Revenue

There has been much discussion around the appropriate treatment of non-renewable
resources within the Equalization system. The discussion above around the “claw-
back” of revenue and the “tax-back” on policy and on the instability of Equalization
entittements and payments have all been centred on either individual Equalization
bases for non-renewable resources or recipient provinces with significant revenue
bases in non-renewable resources. The 70 per cent ceiling on a province’s contribution
to the national revenue for any particular base (discussed above as the “Generic
Solution” to the “claw-back” and the “tax-back”) has only ever applied in the case of
non-renewable resource revenue bases. This could lead to a suspicion that either there
is something unique about non-renewable resource activity and revenue or something
unique in the way it is treated in Equalization.

Non-renewable resource activity and the revenue that flows from it to provincial
governments do have some unique characteristics. First, the dispersion of the
resources is not even across geographic locations nor is it in the control of
governments; it results from geologic conditions, not economic or political decisions.
Thus, if a province is to have a unique revenue base leading to high “tax-backs” on tax
policy, it is much more likely that revenue base will be built on a non-renewable
resource than on any other type of revenue base available to a province.

By and large, all provinces have or could have access within their own jurisdiction to the
same revenue bases as are available to other provinces, if they adopted the policies of
those other provinces. It is not equally in the control of all provinces, however, to have
access to non-renewable resource revenue bases. Thus, it is much more likely for a
non-renewable resource revenue base to be unique to or concentrated in one or two
provinces than for any other source of provincial government revenue. As well, unlike
other provincial government revenue bases, it is less likely that provinces less endowed
with a non-renewable resource base could acquire one through policy decisions in
response to changes in the economics of the resource.

While any province may decide to allow or encourage increased activity in gaming or
fuel consumption in response to the possibility of garnering more revenue from these
activities, for example, it is not likely that a province without an existing base in mineral
or petroleum production can simply decide to develop these activities whenever
commodity prices would suggest they are a lucrative revenue base. Thus, it can be
said that non-renewable resources are not likely to be as readily available to all
provinces as a source of fiscal capacity as is the case with other, more renewable
revenue bases.

This is not to say that such revenues should be treated differently from any other
provincial revenue base in the Equalization system, however. Indeed, if it is a feature of
Equalization to adjust the fiscal capacity of provinces to yield a more even distribution of
fiscal capacity, it is entirely appropriate that all revenues available to provinces,
including revenues generated through the ability of provinces to levy indirect taxes on
resources, should be considered in that process, as long as they are treated fairly in the
measurement process.



22

Treatment of One-Time Revenue

There has been, however, another feature of the Equalization calculation that needs to
be considered in this evaluation, namely, the treatment of the sale of other assets. The
Equalization calculation has excluded sales of assets (either real property or physical
capital) by provincial governments since such sales represent the conversion of
previous expenditures, which have not been a consideration in Equalization, into
revenues, which have been included in the formula. It is also true that sales of assets
result in one-time revenue and, it could be argued, do not represent a continuing source
of revenue on which “reasonably comparable levels of service at reasonable
comparable levels of taxation” should be based.

It is equally true that provincial government revenue from non-renewable resources
represent, at least to some extent, proceeds from the sale of an asset and one-time
revenue to the province. Most non-renewable resource taxation schemes include a
component of a royalty, a payment to the holder of the mineral rights (in this case the
province) for surrendering the resource to the producing company. A similar royalty
payment usually applies to resources extracted from land for which the mineral rights
are privately held, in the form of a freehold royalty.

It is often the case that provinces levy additional taxes on non-renewable resource
production beyond royalties collected as owners of the resource. These additional
production taxes are usually applied on production from Crown land and from freehold
lands and represent the provinces’ exercise of their constitutional powers to levy indirect
taxes (that is, taxes on commodities rather than on taxpayers) on resources. From an
economic standpoint, the royalties on production from Crown land could represent
payment for the resource and the additional production taxes could represent attempts
to capture a portion of the economic rent from the resource extraction process.

While it might appear that a distinction in the Equalization system between royalty
payments to the province and special taxes levied on resource production or profits
would separate the “sale of assets” component in non-renewable resource revenue
from the “economic rent” component, the evolution of these taxation systems over a
period of time may have blurred the distinction such an approach might imply. It could
be argued that even the production and profits tax components of resource taxation
represent a payment for the sale of an asset, either in the sense of prior collection of the
proceeds of sale on behalf of future generations or in the sense of recognition of the
true value of the past surrender of mineral rights to the current freeholders. Thus, the
distinction of Crown royalties as proceeds from the sale of assets and production or
profits taxes as capture of economic rents is not as clear as may seem on the surface.

If the distinction were clear, it could be argued that the former (Crown royalties) should
be excluded from Equalization to be consistent with the treatment of other sales of
assets while the latter (production and profits taxes) should be included in Equalization.
This would effectively separate the province-as-asset-holder from the province-as-
taxing-authority. In any event, the fact that at least a portion of resource revenue
represents a payment for the permanent surrender of a resource would suggest that the
full inclusion of resource revenue in the Equalization calculation would be inconsistent
with the treatment of the sale of other types of assets.
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While it may not be clear what proportion of the revenue from non-renewable resources
represents “proceeds from the sale of assets”, it is certain that all non-renewable
resource revenue is one-time revenue. Each barrel of oil, tonne of potash or pound of
uranium produced can only be taxed once, whether that taxation is in the form of a
production tax, a profits tax or a Crown royalty. Once the commodity is extracted, taxed
and sold, it is no longer available to the province for taxation. It may well be that the
commodity is replaced in the system by the extraction of another barrel of oil, tonne of
potash or pound of uranium but, in each case, there is a one time only opportunity to
collect provincial revenue from the commodity extracted.

Thus, all non-renewable resource revenue is finite since, as a non-renewable source,
there is a finite supply of the mineral base for these revenues. It may well be that
provincial governments appear to act as if these are ongoing revenue flows and it may
well be that, for some resources, the reserves are such they would support many years
of revenue flow. In the end, though, they are one-time revenues. As other such revenue
has been excluded from the Equalization calculation, there has been an inequity in the
treatment of non-renewable resource revenue compared to the treatment of other sales
of assets or other one-time revenue sources.
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An Issue of Patches

The Equalization system has either included or has been supplemented by a series of
patches to adjust or compensate for real or perceived problems in the formula or its
administration.

The Floor

In 1982 a “Floor Payment” provision was added to the calculation of Equalization
entittements. Through this provision, there is a limit on the amount by which a recipient
province’s entitlement can decline from one year to the next. The Floor was determined
each year such that no province’s entitlement per capita could decline by more than 1.6
per cent of the per capita standard for Equalization. In 2000-01, this provision was such
that no province’s entitlement could fall by more than $95 per capita relative to the year
before.

As discussed above, the purpose of the Floor provision was to limit the extent to which
Equalization volatility existed, especially in the case of recipient provinces where
substantial volatility in either revenue flow or base activity existed. In examining at least
one such case (Saskatchewan) above, however, it can be seen that, even with the Floor
provision, there is a case to be made against the instability of the Equalization
payments based on the historical approach to adjustments in entittements. This has
been particularly so with the timing of payments, as well as entitlements.

The Ceiling

Also in 1982, a “Ceiling” provision was added to the Equalization formula. In this
provision, the total of entitlements of recipient provinces was limited to an annual growth
rate equal to the rate of growth in the national nominal Gross Domestic Product (GDP).
If the calculated entitlements in total grew by more than this rate of growth, the per
capita standard was reduced so that the growth in entittements equalled the growth rate
in nominal GDP. In this way, the imposition of a Ceiling affected all recipient provinces
to the same extent, at least on a per capita basis. The current approach of setting a
fixed total to Equalization payments has the effect, from the federal perspective, of a
“ceiling on entitlements”.

On the positive side, the Ceiling ensures that the federal government is protected
against untoward increases in the overall Equalization entitlement within the country.
On the other hand, the imposition of a ceiling means that, in periods of very high growth
limited to specific parts of the country (or uneven growth), the extent to which
Equalization achieves its constitutional purpose is limited.

It is also true that, while the Ceiling lends stability to the federal budget by limiting the
total growth in entitlements, except in the case of the temporary fixed benefits for 2005-
06, it does not affect the stability of entitlements to any of the recipient provinces
directly, as it does not confine changes in the distribution of entitlements among
provinces. Neither does the “Ceiling” apply to payments to the provinces (as opposed
to entitlements), which could fluctuate wildly from year-to-year, as seen above.
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The Generic Solution

As discussed earlier, the “Generic Solution”, introduced in 1994, was intended to apply
whenever a single province dominates the calculation of the national average tax rate
(tna) in the Equalization formula. In a case where a province’s revenue amounted to
more than 70 per cent of the total revenue of provinces in calculating the national
average tax rate, the contribution of that province to the total revenue was reduced to
70 per cent of the total. This “Solution” was intended to reduce the policy non-neutrality
of the Equalization system, as discussed above. It is still true, however, that the RTS
formula provided an incentive for certain policy decisions by “cost-sharing” up to 70 per
cent of the cost of forgone revenue from tax reductions or, conversely, by imposing a
“tax back” of up to 70 per cent on revenue generated from decisions to raise taxes, in
some specific instances.

The Atlantic Accords

In the 1980s, the federal government entered into two agreements with provincial
governments to modify their Equalization entitlements outside the Equalization formula
itself. The Newfoundland Accord of 1985 and the Nova Scotia Offshore Resources
Petroleum Accords of 1982 and 1986 each acted to ameliorate the impact on total
provincial revenues if the provinces’ resource bases (in this case, for offshore oil and
gas) grew as expected and was met with a reduction in their Equalization entitlements
of a similar amount. These two agreements attempted to ameliorate the impact of the
“claw back” feature of the Equalization formula discussed above by compensating two
provinces for its effect outside the calculation of Equalization entitlements.

No other recipient provinces have been compensated for the “claw back” inside or
outside the Equalization provisions. With the renewal of these Accords in 2004-05, a
controversy has arisen again over the special treatment of Atlantic offshore resources
within the Equalization program.

Patches as Symptoms

While there has been much discussion around the accumulation of patches on the
Equalization formula, especially the Atlantic Accords, it might be argued that the
existence of this network of patches, overrides and side deals is not an issue in itself but
abundant evidence of the seriousness of the issues discussed earlier in this paper. By
and large, these patches were intended to ameliorate or offset the effects of the
unbridled working of the pure Equalization formula and base definitions. Generally, they
offset “claw-backs”, limit “tax-backs” on policy or reduce fluctuations in entitlements,
either total entittements or in individual province’s entitlements. These patches are not
as much issues in themselves as they are symptoms of the real issues raised above
which need to be addressed by any new allocation formula.
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Addressing the Issues: Possible Solutions

From the analysis above, it is apparent that there are several critical issues in the
historical Equalization program that would have to be addressed in any program
renewal. The following assesses two major options for Equalization allocation
approaches for their ability to address these issues and improve upon the outcomes
experienced under the Five-Province Standard RTS system abandoned in 2004. In
addition, a discussion is included on a new approach to the administration of
Equalization to lend greater stability to payments to recipient provinces and to support
improved fiscal planning on the part of provinces.

Option 1: The RTS-20 Approach

One option proposed in the early 1980s is the so-called RTS-20 Equalization formula.

In this case, Equalization would remain very similar to the system in place in the 1970s,
using a Representative Tax System where the Revenues to be Equalized would be
estimated for each base actually in use by provinces to determine a National Average
Tax Rate for each base. Then, each province’s capacity to generate revenue from
each base would be assessed relative to a national (that is, Ten-Province) standard to
determine its fiscal capacity deficiency or excess. As with the previous program, that
discrepancy in capacity would then be compensated for at the National Average Tax
Rate.

In addition to the use of a national (Ten-Province) standard, this program differs in that
non-renewable resource revenue is included at only 20 per cent of provincial revenue
collected.In this case, the formula for each base would become:

EE = tNA X (BASE 10P — BASE PROV)

Where: EE is the per capita Equalization entitlement in respect of each base;
BASEop is the per capita base in all the provinces;
BASE prov Is the provincial per capita tax base; and,
tna IS the national average tax rate on the base.

As is currently the case, the National Average tax rate would be:

2 ACTprov
Where:
tna IS the national average tax rate;
¥ Revprov IS the sum of provincial government revenues from a base; and,
> ACTprov is the sum of the provinces’ bases.

Except that, in the case of non-renewable revenue bases,

tna = X Revprov X .20
2 ACTprov




27
Advantages of the RTS-20 Formula

The RTS-20 approach would eliminate the “Claw-Back” problem because this issue only
arises in the case of bases unique to Standard provinces. Unique bases have always
been in non-renewable resources, reflecting the fact that these bases are distributed by
geology, not economics or social development. Discounting all non-renewable revenue
by 80 per cent would reduce the incentives (or disincentives) to policy changes by 80
per cent from their previous levels. While there would remain a “Claw-Back” on policy
decisions, it would be only 20 per cent of the previous level and would, therefore, be
significantly less of a factor in policy decisions.

For example, an RTS-20 approach would have reduced the Claw-Back on
Saskatchewan potash tax decisions from the 96.2 per cent range calculated above
(prior to the application of the Generic Solution) to 19.4 per cent (using 2003 population
shares). While there would remain some federal incentive to provinces with unique
revenue bases to engage in policies of tax reduction, the reduction of this subsidy to
less than 20 per cent for resource bases would significantly reduce this factor in
decision-making.

The RTS-20 approach would also make all provinces part of the standard by moving to
a Ten-Province Standard, standardizing the remaining, reduced “Claw-Back” treatment
for all recipient provinces and ending the differential treatment of Standard and non-
Standard provinces.

The inclusion of non-renewable resource revenues at a reduced rate of 20 per cent
would recognize that much of this revenue represents one-time payments to provinces
as owners of resources and, like the treatment of sales of assets, should not be
considered as a basis for ongoing program spending by the province owning the
resource, nor by the Equalization recipient provinces.

The “Patches” added to the Equalization system were necessitated primarily by the full
inclusion of resource revenues and the move to a Five-Province Standard. This change
increased the chances of a unique revenue base adversely affecting a province’s
entittement. The impositions of ceilings and floors also reflect the full inclusion of non-
renewable resources since these bases are far more susceptible to year-to-year
fluctuations and (combined with the use of a Five-Province Standard) are far more likely
to represent a base unique to a recipient province.

The inclusion of non-renewable resources at only 20 per cent and returning to a Ten-
Province Standard would reduce the likelihood of a unique base and, in those remaining
instances, would reduce their impact. It also would reduce the impact on entitlements of
the wide fluctuations that tend to accompany resource revenue bases, reducing the
need for either ceilings or floors in the system.
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Impact of an RTS-20 Approach

Recalculating Equalization entitlements using the RTS-20 approach for the ten-year
period 1994-95 to 2003-04 yielded the following results (summary tables for the
calculation are included in Appendix C).

Table 4. Comparison of Total Equalization Payments to Recipient Provinces in
RTS-20 Approach to Actual Entitlements, 1994-95 to 2003-04.

RTS-20 Previous

Entitlement of Entitlement of

Recipient Recipient
Provinces Provinces Difference

($ million) ($ million) ($ million)

1994-95 $8,645.4 $8,606.9 $38.5
1995-96 $8,885.9 $8,764.6 $121.2
1996-97 $9,099.4 $8,959.1 $140.4
1997-98 $10,036.0 $9,738.4 $297.6
1998-99 $10,028.3 $9,602.5 $425.9
1999-2000 $11,007.8 $10,724.2 $283.6
2000-01 $11,943.4 $10,819.9 $1,123.5
2001-02 $12,451.9 $9,914.6 $2,537.3
2002-03 $11,175.4 $8,669.5 $2,505.9
2003-04 $11,301.5 $8,658.2 $2,643.2
Ten-Year Total $104,575.0 $94,458.0 $10,117.0

These entitlements were calculated assuming the RTS-20 approach would not use the
Generic Solution and that all non-renewable resource revenue (including the Atlantic
Offshore revenue) would be included at a rate of 20 per cent of actual revenue

collected.

As can be seen from the table above, the RTS-20 approach results in higher total
entitlements from Equalization in the order of $10.1 billion (or 10.7 per cent) over the
ten-year period considered. While reducing the value of non-renewable resource
revenue included in the Equalization program reduces the value of entitlements, the
expansion of the base to include all provinces (especially Alberta) in the standard

increases the value of total entitlements to a more-than-offsetting degree.

It is also notable that, with the RTS-20 approach, the entitlements in 2003-04 would
have been only $481.6 million (or 4.4 per cent) higher than they were when they peaked
under the existing system in 2000-01. This is also an amount only $401.5 million (or 3.7
per cent) higher than the enhanced payments level ($10.9 billion) established for the
existing program for 2005-06 by the federal government and only $19 million (or 0.2 per
cent) higher than the level established for 2006-07**.

1% Department of Finance Canada, Expert Panel on Equalization and Territorial Formula Financing
Report: Minister Extends Deadline, http://www.fin.gc.ca/news/05/05-074e.html, accessed November 25,
2005.
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The RTS Macro Base Approach

Another approach would be to retain the representative tax system feature of basing
Equalization on actual revenue collected by provinces and returning to the Ten-Province
Standard, but eliminating distinct tax bases from the calculation by designating a single
macroeconomic variable as a proxy for the activity levels within provinces. In the
Macro-based option, Equalization entitlements would not be calculated on a base-by-
base approach but, rather, the formula would adopt the principle that provincial
revenues are derived variously from a set of taxes against the level of economic activity
within the province, in whatever form that was manifest.

In this approach a macroeconomic indicator of economic activity (such as, say, nominal
GDP) would form the single base for revenue with the total revenue divided by GDP
forming the national average tax rate. Then a fiscal capacity deficiency (or excess)
could be determined on a per capita basis with Equalization entitlements forming the
residual between a province’s fiscal capacity and some national standard (probably also
a RTS standard). A measure such as Provincial Gross Domestic Product (GDP) would
serve as an indicator for the level of economic activity within each province and each
province’s ability to generate revenue would be assumed related to that indicator. Thus,
provinces with lower GDP per capita would be assumed to have less revenue (fiscal)
capacity) than other provinces and would be compensated for that deficiency. The rate
of compensation would be determined according to the rate at which all provinces
collect revenue from their economic activity base, the ratio of revenue to GDP.

Thus, a province’s Equalization entitlement would be:

TE = POPprov X Z ReVigprov /Z GDP1oprov X (GDP1oprov /POP10prOV -
GDPprov /POPprov)
Where,

POPprov is the population of the province;

¥ Revipprov is the sum of all provincial revenue from any base (excluding
interest and sales of assets;

> GDP10provis the total Gross Domestic Product of all provinces;
POP1oprov Is the population of all ten provinces; and,

GDPprov is the Gross Domestic province of the province.

In this case, a province with a below average ratio of GDP per capita would be
considered to have a capacity to generate revenue that was less than the national
average at a rate of the total provincial revenue to be equalized divided by the total
GDP of all ten provinces.

An examination of that ratio from 1994-95 to 2003-04 indicates that the ratio of
provincial government revenue to be equalized to GDP has been in the range of 16 per
cent to 19 per cent as seen below.
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Table 5: Ratio of Revenue to be Equalized to Gross Domestic Product, 1994-95 to

2003-04.

Total 10-Province Ratio of Revenue
Total 10-Province Revenue to be to be Equalized to
GDP Equalized GDP

($ million) ($ million) (%)
1994-95 $767,303 $146,051 19.03%
1995-96 $806,735 $153,003 18.97%
1996-97 $832,954 $159,840 19.19%
1997-98 $878,662 $168,114 19.13%
1998-99 $910,948 $172,384 18.92%
1999-2000 $978,017 $184,843 18.90%
2000-01 $1,071,725 $203,204 18.96%
2001-02 $1,102,726 $192,571 17.46%
2002-03 $1,152,375 $192,086 16.67%
2003-04 $1,212,487 $195,818 16.15%

Source: Statistics Canada and Department of Finance Canada.

As with the historical approach, the RTS Macro approach would assume that a province
has a capacity to generate is own revenue based on the level of economic activity within
the province and the propensity of other provinces to generate revenue from that
activity. Unlike the historical approach, however, a detailed examination of the
provincial tax bases would be replaced with a single measure of a province’s capacity to
generate revenue. Those provinces with less capacity (GDP per capita) would receive
Equalization at the rate of 16 per cent to 19 per cent of their GDP shortfall, in line with
what other provinces generate from economic activity.

Advantages of the RTS Macro Approach

The RTS Macro approach would eliminate the “Claw-Back” problem because this issue
only arises in the case of bases unique to Standard provinces. By eliminating individual
bases in favour of one overall base, there are no unique bases. With a common base
to all, any province’s ability to affect national average tax rates would be reduced to that
province’s share of revenues to be equalized. Quebec, with the largest share of
revenues to be Equalized among the recipient provinces had only 23.7 per cent of the
national revenues to be equalized in 2003-04, and this was derived from revenue from
21 of the 33 bases currently subject to Equalization. Thus, virtually any policy decision
the province were to take would have an insignificant impact on the national average tax
rate and the rate of Equalization compensation.

As an example, an RTS Macro approach based on GDP per capita would have reduced
the claw-back on Saskatchewan potash tax decisions from the 96.2 per cent range
calculated above (prior to the application of the Generic Solution) to —0.2 per cent in
1998-99, the last year that potash appeared as a separate base. In other words, with
an RTS Macro, approach a decision to eliminate potash taxes would actually reduce the
national average tax rate on GDP and, since Saskatchewan is a recipient province,
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would actually reduce the province’s entitlement accordingly. Any impact this policy
decision had on activity levels would only exacerbate the situation. Reducing taxes on
potash, for example, could raise potash activity and further reduce Saskatchewan’s
overall GDP per capita deficiency, thereby reducing the province’s Equalization
entitlement even further. A key feature of the RTS Macro approach is this policy
neutrality for all provinces and all sources of revenue. The RTS Macro approach would
also make all provinces part of the standard by moving to a Ten-Province Standard,
standardizing the remaining, reduced “Claw-Back” treatment for all recipient provinces
and ending the differential treatment of Standard versus non-Standard provinces.

As noted above the “Patches” added to the previous system were primarily caused by
the inclusion of resource revenues and the move to a Five-Province Standard. This
change increased the chances of a unique revenue base adversely affecting a
province’s entitlement. The impositions of ceilings and floors also reflect the full
inclusion of non-renewable resources since these bases are far more susceptible year-
to-year fluctuations and (combined with the use of a Five-Province Standard) are far
more likely to represent a base unique to a recipient province.

There is far less fluctuation in GDP or in the total value of provincial own source
revenue than there is in any particular revenue base for the provinces. An RTS Macro
approach would be less subject to fluctuations and, therefore, less in need of

constraints to achieve stability and predictability.

Impact of an RTS Macro Approach

Recalculating Equalization entitlements using the RTS Macro approach for the ten-year
period 1994-95 to 2003-04 yielded the following results (detailed calculations are

included in Appendix D).

Table 6: Comparison of Total Equalization Payments to Recipient Provinces in
RTS Macro Approach to Actual Entitlements, 1994-95 to 2003-04.

RTS Macro Previous

Entitlement of Entitlement of

Recipient Recipient
Provinces Provinces Difference

($ million) ($ million) ($ million)

1994-95 $8,372.9 $8,606.9 -$234.0
1995-96 $8,667.9 $8,764.6 -$96.7
1996-97 $8,854.4 $8,959.1 -$104.7
1997-98 $10,141.3 $9,738.4 $402.9
1998-99 $10,170.2 $9,602.5 $567.7
1999-2000 $11,421.3 $10,724.2 $697.1
2000-01 $13,439.4 $10,819.9 $2,619.5
2001-02 $12,564.0 $9,914.6 $2,649.4
2002-03 $11,571.5 $8,669.5 $2,902.0
2003-04 $11,757.6 $8,658.2 $3,099.4
Ten-Year Total $106, 960.5 $94,458.0 $12,502.5
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As can be seen from the table above, the RTS Macro approach results in higher total
entitlements from Equalization in the order of $12.5 billion (or 13.2 per cent) over the
ten-year period considered. The return to the Ten-Province Standard for the base
predictably increases the total entitlements given the previous estimation that the
current system only partially equalizes (see above, p. 14).

It is also notable that, with the RTS Macro approach, the entitlements in 2003-04 would
have been only $937.7 million (or 8.7 per cent) higher than they were when they peaked
under the existing system in 2000-01. This is also an amount only $857.6 million (or 7.9
per cent) higher than the enhanced payments level ($10.9 billion) established for the
existing program for 2005-06 by the federal government and $ 476 million (or 4.2 per
cent) higher than the level established for 2006-07*°.

Remarkably, the RTS Macro approach and the RTS-20 approach discussed above yield
strikingly similar results for Equalization benefits, with both systems peaking in benefits
in 2001-02, as opposed to 2000-01 under the previous system, both systems diverging
from the previous most dramatically beginning in 2000-01 after the 1999-2000 reform of
the system, and both systems yielding total benefits for the ten-year period in the same
range. The RTS Macro approach benefits were only 2.3 per cent higher than the RTS-
20 approach benefits.

Restoring Stability and Predictability

Regardless of the approach adopted, the administrative process of re-estimation over a
30-month period would continue to cause significant fluctuations in the payments to
provinces during any given year (see pp.16-20 above). To respond to this issue,
another feature could be considered within the Equalization program: fixed payments.
In this approach, a province’s entitlement for a forthcoming year could be estimated
using the latest available economic and financial data. That entitlement would remain
fixed and would represent the payments during that year and in respect of that year,
never being subject to revision. Should subsequent data suggest a different economic
and/or financial situation for a particular year, that data would be used to establish the
entitlements for a subsequent year, without re-estimating the year at hand.

For example, preliminary GDP data for 2004 became available in April of 2005.
Statistics Canada will produce final estimates of GDP by province in the Fall of 2005.

In addition, final financial results in the form of Public Accounts for 2004-05 for each
province will be available by the Fall of 2005. If the RTS Macro approach were
adopted, all the data necessary to produce an estimate of Equalization entitlements
would be available in the Fall of 2005. This data could be used to calculate entitlements
for the Fiscal Year 2006-07, several months prior to the beginning of that year. This
would allow all provinces to plan their annual budgets with a fixed payment for
Equalization known in advance.

If, in the course of the remainder of 2005-06 or in 2006-07, it becomes clear that a
province’s entitlement will change for subsequent years, that province can plan
accordingly for that future adjustment. For example, as the entitlements for 2006-07 are
being set with 2004-05 data in the Fall of 2005, a province may already know that it is

!> Department of Finance Canada, Expert Panel on Equalization and Territorial Financing Report: minister
Extends Deadline, http://www.fin.gc.ca/news/05/05-074e.html, accessed November 25, 2005.
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having above average economic growth in the course of 2005. This will ultimately
reduce its Equalization payments but not until 2007-08. This will leave the remainder of
2005-06 and all of the year 2006-07 for that province to prepare for reduced transfers in
the future, either by phasing in higher taxes, phasing out program expenditures or by
saving funds generated by the enriched economy towards funding programs during the
oncoming downturn in federal transfers.

On the other hand, having a slow economic year relative to the rest of the country will
foreshadow an increase in transfers in the Fiscal Year after next. Provinces in this
situation can plan ahead, either forestalling expenditures temporarily, introducing
temporary tax measures, or (more likely) bridge financing through borrowing to avoid
having to unnecessarily reduce program spending during the downturn. Thus, not only
would fixed a priori payments provide greater certainty for financial management within
a fiscal year but the system would also support and encourage medium-term fiscal
planning and true counter-cyclical fiscal management.

One of the claimed advantages of the old Equalization administrative structure was that
it ensured accurate estimation of fiscal capacity and responsive re-estimation of
entittements. But, as has been the practice, the evolution of the 30 month lag in final
entitlement calculations, combined with the compounding effect of multi-year re-
estimations using the same data has resulted in a system in which the actual payments
are mismatched to fluctuations in fiscal capacity, especially in the case of those
provinces which have the greatest variability in fiscal capacity to begin with.

The resulting instability in payments, amplifying any instability in entitlements, has been
most destabilizing in some instances and discouraging of medium term fiscal planning
and management. A new approach involving a priori entitlement calculations with no ex
post adjustments to entitlements would eliminate this effect and oblige provincial
governments to engage in medium term fiscal management using the tools already at
their disposal.
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Conclusion

The Five-Province Standard, Representative Tax System for Equalization was fraught
with difficulties and could only be held together through a series of arbitrary patches and
stitches. The inequity of the impact of these “fixes” could not be denied and, soon
enough, the failure of the system was obvious to even the most cursory of observers.

By October of 2004, the federal government could no longer defend its own program
and moved unilaterally to abandon the Five-Province Standard in favour of an arbitrary
system of transfers designed not to meet any particular disparity in financial conditions
among the provinces but, rather, to allocate a fixed pot of funds, determined by federal
priorities, among the historically needy provinces. At the same time, a panel of experts
was convened to provide advice on the future allocation of Equalization among the
provinces.

While the RTS Five-Province system may have died in October of 2004, it would be
unwise to observe its passing without examining its weaknesses and its strengths. It
would also be unwise to develop new approaches to Equalization without ensuring that
they are free of the fundamental design flaws that ultimately undermined the credibility
of the Five-Province Standard. The most effective way to do this would be to compare
any proposed system to the previous Five-Province system.

In this paper, the Five-Province Standard approach has been examined to separate the
true problems with the program from the many claimed weaknesses. For example, the
so-called “claw-back” on revenue from economic growth is discounted as an issue in
favour of the more damaging “tax-back” on policy decisions made by recipient
provinces. The uneven treatment of provinces in the standard against those outside the
standard is identified as is the issue of the inequitable treatment of non-renewable
resource revenue as compared to ongoing revenue and other forms of asset
conversion. The issue of year-to-year variability of entitlement is discounted as
compared to the significant variability in payments within a fiscal year.

The paper also proposes two alternate approaches to determining Equalization
entitlements which return to true national standards while retaining the attractive aspect
of the Representative Tax System as representing provincial needs based on collective
provincial government fiscal decisions and fiscal behaviour. These both represent an
improvement on the current ad hoc Equalization pool approach in which the funding
available is determined as a residual of the federal fiscal capacity rather than any
attempt to “equalize” provincial government program or tax capacity, as required by the
Constitution.

In addition, the paper proposes an alternate administration structure to eliminate the in-
year instability in payments to the provinces, through a process of a priori entitlement
determination. Along with increased stability, such a process would encourage (or
oblige) greater fiscal planning and management on the part of recipient provinces and a
longer—term view of the role of Equalization in supporting “reasonably comparable
levels of public services at reasonably comparable levels of taxation”.
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Appendix A

Calculation of Total Equalization entitlement in the case of a province
outside the Standard 5 provinces which also has the entire Canadian
revenue base.

EE = tNA X (BASE 5P — BASE PROV)

Where: EE is the per capita Equalization entitlement in respect of each base;
BASEs:p is the per capita base in the five Standard provinces;
BASE prov is the provincial per capita tax base; and,
tna is the national average tax rate on the base.

And,
TE = POPPROV X tna X (BASE 5p — BASE PROV)
Where:
TE is the Total Equalization Entitlement in respect of each base: and,
POPprov is the province’s population.
And,
tna = X ReVprov
2 ACTprov
Where:
tna IS the national average tax rate;
> Revpgrov IS the sum of provincial government revenues from a base; and,
> ACTprov is the sum of the provinces’ bases.
And,
BASE 5p = X ACT@
Y POPsp
Where:
2 ACTsp is the sum of the bases in the five Standard provinces, and,

> POPsp is the sum of the populations of the five Standard provinces.
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And,

BASEprov = ACTprov
POPprov

Where:
ACTprov is the base in the province.

Then, a Province’s Total Entitlement is calculated as:

TE = POPprov X (2 Revprov /2 ACTpRov) X (2 ACTsp /2 POPsp — ACTpRov/POPpRov)
But, if the entire base is within one of the non-Standard provinces, then the total

national base is equal to the province’s base and the base for the five Standard
provinces becomes zero, or:

2 ACTprov = ACTprov
and,
ACTsp =0
And the total national provincial revenue is equal to the province’s revenue, or:
2 ReVprov = Revprov
And the province’s Total Entitlement becomes:
TE = POPprov X (Revprov / ACTprov ) X (0/Z POPsp — ACTprov/POPprov)
= POPpgrov X (ReVprov / ACTprov ) X (0 — ACTprov/POPprov)
= POPpgrov X ReVprov X (=1 /POPprov)
= -1(Revprov)

Thus, under the RTS Five-Province Standard approach and prior to the application of
the “Generic Solution”, when a recipient, non-standard province had all of the activity in
an Equalization base, it faces a “tax-back” on revenue policy equal to 100 per cent of
any change in revenue resulting from the revenue policy change. While the “Generic
Solution” of 1994 limits the inclusion of revenues from a single province to 70 per cent
of the national total, and, thereby limits this “tax-back” on policy to 70 per cent of
revenue collected by any one province, it is still mathematically possible for a recipient,
non-standard province to engage in tax policy with a 70 per cent federal cost sharing of
any tax reduction effort and/or a 70 per cent federal “tax-back” of any tax rate increase.
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Appendix B

Calculation of Total Equalization entitlement in the case of a province
within the Standard 5 provinces which also has the entire Canadian
revenue base.

EE = tNA X (BASE 5P — BASE PROV)

Where: EE is the per capita Equalization entitlement in respect of each base;
BASE:p is the per capita base in the five Standard provinces;
BASE prov is the provincial per capita tax base; and,
tna is the national average tax rate on the base.

And,
TE = POPprov X tna X (BASE s5p — BASE prov)
Where:
TE is the Total Equalization Entitlement in respect of each base: and,
POPprov Is the province’s population.
And,
tna = 2 ReVprov
2 ACTprov
Where:
tna IS the national average tax rate;
¥ Revpgrov is the sum of provincial government revenues from a base; and,
2 ACTpgrov is the sum of the provinces’ bases.
And,
BASE 5p = > ACT@
2 POPsp
Where:
> ACTsp is the sum of the bases in the five Standard provinces, and,

> POPsp is the sum of the populations of the five Standard provinces.
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And,

BASEprov = ACTprov
POPprov

Where:
ACTprov is the base in the province.
Then, a Province’s Total Entitlement is calculated as:
TE = POPpgrov X (£ ReVprov/ Z ACTprov ) X (2 ACTsp/E POPsp — ACTprov/POPprov)

But, if the entire base is within one of the Standard provinces, then the total national
base is equal to the province’s base and the base for the five provinces, or:

2 ACTprov = ACTprov = ACTsp
And the total national provincial revenue is equal to the province’s revenue, or:
> Revprov = Revprov
And the province’s Total Entitlement becomes:
TE = POPprov X (ReVprov / ACTprov ) X (ACTprov/Z POPsp — ACTprov/POPpRrov)
= POPprov X (ReVprov / ACTprov ) X ACTprov (1/Z POPsp — 1/POPpgrov)
= POPprov X Revprov (1/Z POPsp —1/ POPprov)
= ReVprov X POPprov (1/Z POPsp — 1/POPpgrov)
= ReVprov X (POPpgrov /X POPsp — POPprov /POPprovV)
= ReVprov X (POPpgrov /= POPsp — 1)
= (ReVprov X POPprov /E POPsp) — Revproy
When a recipient, Standard province forms a small proportion of the population base in
the five standard provinces, its negative entittement with respect to a change in revenue
(or tax policy measures) becomes quite large.
Saskatchewan, for example, has 3.8 per cent of the population in the five Standard
provinces. In this case, if Saskatchewan has all of a base for Equalization, any change

in tax policy, will result in an offsetting change in Equalization entitlement equal to 96.2
per cent of the own-source revenue change.
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The Generic Solution reduced this to 96.2 per cent of 70 per cent, or 67.3 per cent, but,
nevertheless, there was a substantial disincentive to raise taxes and a substantial
incentive to lower taxes on a unique base.

In Quebec’s case, with 28.7 per cent of the population in the five Standard provinces,
this “tax-back” ratio is much less at 71.3 per cent of revenue prior to the Generic
Solution and a maximum of 49.9 per cent of revenue after the application of the Generic
Solution.

Also notable is the fact that, in comparison to the impact on recipient provinces which
were not part of the five province standard (as examined in Appendix A, above),
recipient provinces in the five Standard provinces were subject to a lower “tax-back”
rate on tax policy.
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Comparison of RTS-20 Ten-Province Standard outcomes to RTS Five-Province

Standard outcomes, 1994-95 to 2003-04°

Equalization Entitlement Impact of RTS-20 System, 1994-95 to 2003-04

Previous Entitlement ($ 000}

1954-95
1955-96
19596-97
195798
1985-99
1989-2000
2000-01
2001-02
2002-03
2003-04

Total Ten Years

NFLD

$958 356
$532 845
1,029,712
$1 092 532
$1 068,182
$1,186,020
$1,112,775
$869,134
$817 523
$759,197

$9,847,009

PEI

$191 972
§182 356
§206 347
$236 401
§237 504
§247 756
§266 955
$240013
$232 303
$226,749

$2,284,356

NS

$1 065,369
1,137 778
$1,182,328
$1,301 545
$1,221030
1,292,524
$1,402,264
$1,200,330
1125912
$1093,201

12,022,320

RTS-20 Ten Province Standard Entitlement ($000)

1954-95
1985-96
1986-97
1997-90
1958-99
1999-2000
2000-01
2001-02
2002-03
2003-04

Total Ten Years

NFLD

$551 527
$539,739
$1019,724
1,091,197
$1 061,008
$1,155 501
1,128,973
$1 020,563
$557 347
$865 020

10,190,997

PEI

§187 053
§$187 017
§202726
$234 263
§237 241
$241 969
$263 291
$250 081
§236 562
$230 575

2,271,728

NS

$1 038,921
$1,108,015
$1,150 568
$1,279,369
$1,224 049
$1,295 536
$1,369 569
$1,225 249
$1,165,738
$1,143172

11,940,307

NB

$927 457

$677 524
§1019 376
§1,112 063
§1,112,181
§1,166,173
§1,266.973
$1,200 763
$1,137 771
$1,158 476

$10,978,787

NB

§916 547

$859 764
§1004 526
§1,110,142
§1,124 248
§1,142945
$1,236 561
$1,242 520
§1,167 031
§1,185 428

11,000,961

Impact of RTS-20 Ten Province Standard on Total Entitlements {$000)

1984-95
1985-96
1996-97
1957-90
1998-99
1959-2000
2000-01
2001-02
2002-03
2003-04

Total Ten Years

NFLD

-§ 550
§6,791
-59,988
-§1,535
$12625
-§30,419
$16,198
$131,729
$119 524
$105 523

$343,088

PEI

54 5830
-§5,330
55621
54,118
-5263
55,787
-§5 064
$10,063
§4,269
54,126

412,628

NS

-§26 458
-§25 760
-§31 50
-§22,177
$3,019
-§56 968
-§32 595
$24919
$38 625
$43 971

-$82,013

NB

510,540
-§7 760
514 450
51,921
12,067
523,228
-530,012
§41,757
§28 310
§26 952

$22,174

QUE

$3,965 489
$4 308 522
$4,168 563
$4,744 595
$4,394,343
$5,338,731
$5,455,139
$4,600,438
$4,050,301
$3,094 565

$44,920,792

QUE

$3.742 415
$4 065,745
$3,908,002
$4,565 463
$4,410,766
$4,943,120
$5,160,453
$5,002,017
$4,274 G51
$4,114 596

44,190,468

QUE

-§223 074
-§230,576
-§260,561
-§179,112
$16437
5395511
-§294 F66
§401 579
§224 550
§220 031

-$730,324

ONT

-§2,711 893
-§3,133,183
-§3,389 356
54,576 146
-§5,553 042
-6 631 761
56,117 838
56,364 368
55,306 031
-§5 414 781

-§49,418,399

ONT

-§3,033 £40
53,477 656
-§3,774 803
54,644 735
56,530,356
-§7,300 614
-§6,363 154
-§6,810 503
54,782 230
54,935 406

49,873,104

ONT

5321 747
5344 473
5365 447
5268589
$22 B85
-5468,953
-5265,316
§573 559
$523 801
5479 375

-$454,705

MAN

$1,084 915
$1,051 273
$1,126 363
$1,053,377
$1,092 400
$1,195 354
$1,264 765
$1,406,260
$1,305,377
$1,351 434

11,921,518

MAN

$1 064 (65
$1,030,033
$1,101,306
$1,042 507
$1,104 258
$1,148,003
$1,263 550
$1,402 443
$1,361,100
$1,403 760

11,921,462

MAN

-§20 527
521,234
-§26 057
-§10,770
$11,658
-§47 351
$9,093
§3E17
§55,723
§52 326

456

SASK

5413 284
§254,136
§224 351
5155 16
5476 515
§245 56

559,016
$204 214
549 FE7

55,828

$2,027 647

SASK

§744 429
§682 561
5712 086
712 910
5646 748
5918 572
$1,034 509
5957 165
§652,156
§673 571

8,345,637

SASK

5331145
5418 425
$457 705
$517 294
$369 933
5673 204
5975 793
§752 951
5911 843
§679 o7

§6,317,990

ALTA

-§6,995 703
-§5,339 371
-§B,340 256
-§7,150,141
-§7,150,141
-§7 570,232

-§14,292 215
-§12,423,193
-§12.675 654
-§13,285 321

92,622,957

ALTA

-§3,161 321
-§3,043 438
-§3,525 616
-§4,081 518
54,414,319
-§3,707 166
-§6,560 260
-§6,641 304
-§5,303,165
-§B,366 051

46,901,157

ALTA

$2,533 762
$2,260 933
$3,314,640
$3,068,323
$2,735,622
$3,663,045
$8,732 555
$5,761 509
$6,162,519
$6,913,.270

$45,721,800

BC

-§2 /645 988
52,480 843
-§2,000,775
51,417 441
51,417 441
52,010
-§651 0686
$173 457
$16

$174 F03

10,224,488

BC

-§2,445 850
-§2,358,786
-§1,799,018
-§1,109 439
563 553
$221 755
$454 G52
$1,351 554
§1,170,529
§1 48473

3,087,302

BC

§157 138
§132 055
§201 757
$306 002
$1,333,778
$169 745
$1,135 968
§1,178,097
1170513
§1,310,133

§7,137,186

Total All
Provinces

-§2,747 B2
-§2,198 762
-§3.271 317
-§3,405 258
-§4,518,163
-§3677 757

-§10,241 932
-§8,892 952
-§5 261 G539

-§10,047 703

-$58,263,415

Total All
Provinces

$0
$0
$0
30
30
30
30
-$1
-51
$0
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Total All
Provinces

$2,747 G2
$2,198,762
$3,271,317
$3,405,298
$4,518,163
$3 677 757
$10,241 932
$8,592 951
$9,261 568
$10,047 703

$58,263,413

Receiving
Provinces

56 06 922
56,764 535
§6,955 070
§9.738 430
$0 502 461

$10,724 236

$10,519 907
59,914 G09
56 59 503
56 58 225

$04,457 998

Receiving
Provinces

56 545 410

56 555 82

§095 438
$10,035,391
$10,020 337
$11,007 00
$11,943 415
$12,451 892
§11,175 384
§11 301 457

$104,575,017

Receiving
Provinces

§38 488
$121 247
$140 366
$297 561
125 76
$263 564

$1,123 508
§2 537 283
§2 505 891
§2 543 232

$10,117,019

'8 Data for these calculations and those in Appendix D were provided by the Taxation and

Intergovernmental Affairs Branch of the Saskatchewan Department of Finance. | am appreciative of their

assistance in locating these data, especially for the help of Eric Johnson and Erin Brady, who, of course,
bear no responsibility for any errors or omissions in my subsequent calculations.



Previous Payments ($000)

NFLD PEI NS
1994-95 $950306 $191.872)  $1065.989
1995-96 $932945  $192356  $1.137.776
1996.97 FI023712  $208,347  §11823%
1997-98 FI092532 238401 §1301 546
1995-99 $1068,182)  $237 504 §1.221,030
1899-2000 $1,186020  $247756  §1292 524
2000-01 $1,112775  $266,955  §1.402,284
2001-02 $889,134  $240013  $1.200,330
2002-03 $517 823 $232.303  $1125912
2003-04 $750197 | §226749  §1093201
Total Ten Years $9.847,009 $2.284,356  $12,022,320

RTS-20 Ten Province Standard Payments ($000)

NFLD PEI NS
1994-95 $951 527 167083 §1038.921
1995-96 $933738  $167,017)  $1.106.018
1996-97 F1019724  $202726 §1,150 668
1997-98 $1091197 ) $234283 §1,279 3639
1995-99 SI0G1 006 $237241  §1224049
1999-2000 $1,155601  $241963  §1 235536
2000-01 $1128573  $263,891  §1 360 569
2001-02 $I020863  $250,081  §1225249
2002-03 $937 347 $236562  $1.16573
2003-04 $865,020 $230,875  $1,143.172
Total Ten Years $10,190,997 $2,271,728  $11,940,307

NB

$527 46T

8677 524
§1019 376
§1,112 063
§1.112,181
§1 166,173
$1 266,373
§1,200 763
§1,137 771
$1,158 476

410,978,787

NB

3916 247

$869 764
§1 004 926
§1,110,142
§1,124 248
§1,142 045
§1,236 961
§1242 520
§1,167 081
$1,185 428

$11,000,961

Impact of RTS-20 Ten Province Standard on Total Payments {$000)

NFLD PEI NS
1994-35 -$6,859 -$4,809 -$26,468
1995-96 $8,791 -56,338 -$29,760
1996-97 -$9 955 -$5 521 -$31 660
1997-98 -$1635 -$4,118 -522.1077
1998-99 $12,826 -$263 $3,019
1993-2000 -§30,419 -%6,787 -$56 955
2000-01 $16,198 -$5,064 -$32 595
2001-02 $131,729 $10,068 $24 919
2002-03 $119 524 54,259 $39.826
2003-04 $105 823 34,126 $49.971
Total Ten Years $343,988 -$12,628 -$82,013

NB

-§10,540
-§7 760
-§14 480
-§1 921
12,067
§23.228
-§30,012
41,757
$28310
$26,952

$22,174

QUE

53 565 469
54,308 522
$4,165 563
54,744 585
54,394 349
$5,338,731
%5 455,139
54 600 438
$4,060 301
$3,894 565

444,920,792

QUE

53,742 415
54 068 746
$3,908,002
54 565 463
54,410 766
§4,943,120
55,160 453
55,002,017
§4,274 851
54,114 556

444,190,468

QUE

-§223 074
5239 576
5260 5651
-§179,112
$EB 437
5395 511
5294 506
$401 579
$224 550
$220,031

$730,324
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ONT

$0
$0
$0
$0
$0
$0
0
$0
$0
0

-
=]

ONT

$0
$0
0
$0
$0
$0
$0
$0
$0
0

-
=]

ONT

0
$0
$0
0
$0
$0
0
$0
$0
0

$0

MAN

§1 084 915
§1061,273
$1 126,363
§1 053,377
§1 092 400
§1,195 354
§1,254 765
§1,406 260
§1 305 377
$1351 434

$11,921,518

MAN

§1 064 088
§1030,033
$1,101,306
§1 042 BO07
§1,104 258
§1 148,003
§1 263 858
§1,402 443
$1361,100
$1,403 760

$11,921,462

MAN

520,827
521,234
-§25,057
-$10,770
$11,858
547 351
59,093
53,817
$65,723
$52,326

-$56

SASK

413,264
$264,136
224 381
$195 B16
476,315
$245 FES
559,016
5204 214
50

50

$2,083,130

SASK

§744 429
$682 561
712,066
712,910
$546,748
$918,872
$1 034 809
$957 165
$662,186
$6873 871

48,345,637

SASK

$331,145
$418 425
$487 705
$517 294
$369 933
$673,204
$975,793
§752 351
$862, 166
$673 871

$6,262,507

ALTA

30
30
$0
30
30
50

30
$0
30

50

ALTA

$0
30
$0
$0
30
50
$0
30
30
$0

$0

BC

$0

50

50

$0

50
$52,010
50

173 467
§16

$174 503

$400,086

BC

$0

50

50

$0

50

$221 755
$454 582
§1351 564
§1,170 529
$1,484 736

$4,713 456

BC

50

$0

50

50

$0

$169 745
$484 582
§1 178,087
§1170513
$1310,133

$4,313,370

Total All
Provinces

§8 06 922
§3 764 535
$8 550,070
$3 736,430
$3 BO2 4B 1
10,724 236
$10,819,907
§3 914 509
$8 50 503
$8 656,225

494,457,998

Total All
Provinces

§3 645 410

$3 B35 562

$3 099,438
510035 931
§10,028 357
$11,007 500
511943 415
512 451 592
§11,175,394
$11,301 457

104,575,017

Total All
Provinces

$38 498
$121,247
$140 368
$297 561
$425 576
$283 564

$1,123 508
§2 537 263
$2 05 891
§2 643,232

$10,117,019

Receiving
Provinces

$5 BB 922
$5,764 35
$8 555 070
$9.738 430
$9 502 451
$10,724 235
$10,819,907
$9.514 F09
$8 559 503
$8 558 225

$94,457 998

Receiving
Provinces

$8 545 410

$5 585 52

$9,099 476
$10,035 591
$10,028 337
$11,007 500
$11,343415
$12,451 892
$11,175,394
$11,301 457

$104,575,017

Receiving
Provinces

538 498
$121,247
$140 368
$297 561
$425 BTG
$283 SR

$1,123 508
$2 537 263
$2 505 831
$2 543 232

$10,117,019
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Comparison of RTS Macro GDP Ten-Province Standard outcomes to RTS Five-
Province Standard outcomes, 1994-95 to 2003-04

GDP Macro Base

Calculation of Equalization Entitlements using Per Capita GDP for 1994-95

Per Capita Total GDP  Revenues Fiscal Previous 1994 RTBE to
Per Capita Deficiency Deficiency to be Deficiency 95 GDP New Previous
1994 GDP 1994 Pop GDP (Excess) (Excess) Equalized (Excess) Entitlement Difference Ratio Payments Payments Difference
@ million) _ (thousand) ®) ® @ milion) (G milion) (& millon) (& million) (& milion) (%) (& million) (& million) (& million)
NFLD $10,264 581.4 $17,654 $8,675 $5,044 $1,914.6 $960.0 $958.4 $1.7 18.7% $960.0 $958.4 $1.7
PEI $2,521 134.5 $18,743 $7,586 $1,020 $448.7 $194.2 $192.0 $2.2 17.8% $194.2 $192.0 $2.2
NS $18,667 933.9 $19,988 $6,341 $5,922 $3,230.8 $1,127.2 $1,065.4 $61.8 17.3% $1,127.2 $1,065.4 $61.8
NB $15,286 757.5 $20,180 $6,150 $4,658 $2,723.0 $886.7 $927.5 -$40.8 17.8% $886.7 $927.5 -$40.8
QUE $170,478 7,288.0 $23,392 $2,938 $21,409 $34,629.6 $4,075.1 $3,965.5 $109.6 20.3% $4,075.1 $3,965.5 $109.6
ONT $311,096 10,928.7 $28,466 -$2,137 -$23,352  $56,617.9 -$4,445.0 -$2,711.9 -$1,733.1 18.2% $0.0 $0.0 $0.0
MB $25,958 1,129.0 $22,992 $3,337 $3,768 $4,889.8 $717.1 $1,084.9 -$367.8 18.8% $717.1  $1,084.9 -$367.8
SK $24,480 1,012.1 $24,187 $2,142 $2,168 $5,384.1 $412.6 $413.3 -$0.7 22.0% $412.6 $413.3 -$0.7
AB $88,041 2,713.9 $32,441 -$6,112 -$16,586  $15,430.9 -$3,157.1 -$5,995.7 $2,838.6 17.5% $0.0 $0.0 $0.0
BC $100,512 3,663.7 $27,435 -$1,105 -$4,050  $20,781.5 -$770.9 -$2,647.0 $1,876.1 20.7% $0.0 $0.0 $0.0
10-Prov $767,303 29,142.7 $26,329 $146,051.0 $0.0 -$2,747.7 $2,747.7 $8,372.9  $8,606.9 -$234.0
National Average Tax Rate (RTBE/GDP)
19.03%
Calculation of Equalization Entitlements using Per Capita GDP for 1995-96
Per Capita Total GDP  Revenues Fiscal Previous 1995 RTBE to
Per Capita Deficiency Deficiency to be Deficiency 96 GDP New Previous
1995 GDP 1995 Pop GDP (Excess) (Excess) Equalized (Excess) Entitlement Difference Ratio Payments Payments Difference
$ mﬁon) (thousand) %) ) $ mﬁon) [6 mmon) [6 mﬁon) 6 mﬁon) & mmon) (%) $ mmon) [6 mmon) ($ million)
NFLD 10,652 575.8 $18,499 $8,861 $5,102 2,098.3 $967.7 $932.9 $34.8 19.7% $967.7 $932.9 $34.8
PEI 2,662 135.2 $19,687 $7,672 $1,037 487.5 $196.7 $192.4 $4.4 18.3% $196.7 $192.4 $4.4
NS 19,296 936.2 $20,610 $6,749 $6,319 3,212.6 $1,198.4 $1,137.8 $60.6 16.6% $1,1984 $1,137.8 $60.6
NB 16,380 758.3 $21,601 $5,759 $4,367 2,846.7 $828.3 $877.5 -$49.3 17.4% $828.3 $877.5 -$49.3
QUE 177,331 7,3445 $24,145 $3,215 $23,610 36,971.2 $4,477.8 $4,308.6 $169.2 20.8%  $4,477.8 $4,308.6 $169.2
ONT 329,317 11,104.3 $29,657 -$2,297 -$25,509 60,493.6 -$4,837.9 -$3,133.2 -$1,704.7 18.4% $0.0 $0.0 $0.0
MB 26,966 1,131.6 $23,830 $3,530 $3,995 5,1145 $757.6 $1,051.3 -$293.7 19.0% $757.6 $1,051.3 -$293.7
SK 26,425 1,012.4 $26,102 $1,257 $1,273 5,646.6 $241.4 $264.1 -$22.7 21.4% $241.4 $264.1 -$22.7
AB 92,036 2,742.0 $33,566 -$6,206 -$17,017 15,103.7 -$3,227.4 -$5,339.4 $2,112.0 16.4% $0.0 $0.0 $0.0
BC 105,670 3,746.1 $28,208 -$848 -$3,178 21,028.2 -$602.7 -$2,490.8 $1,888.1 19.9% $0.0 $0.0 $0.0
10-Prov $806,735 29,486.4 $27,360 $153,002.8 $0.0 -$2,198.8 $2,198.8 $8,668.0  $8,764.6 -$96.7
National Average Tax Rate (RTBE/GDP)
18.97%
Calculation of Equalization Entitlements using Per Capita GDP for 1996-97
Per Capita Total GDP  Revenues Fiscal Previous 1996 RTBE to
Per Capita Deficiency Deficiency to be Deficiency 97 GDP New Previous
1996 GDP 1996 Pop GDP (Excess) (Excess) Equalized (Excess) Entitlement Difference Ratio Payments Payments Difference
$ mmon) (thousand) (?s) (§) $ mﬁon) $ mﬁon) [6 mﬁon) ($ mﬁon) $ mﬁon) (%) $ mﬁon) [6 mﬁon) ($ million)
NFLD 10,417 561.0 $18,568 $9,630 $5,403 $2,106.6 $1,036.8 $1,029.7 $7.1 20.2% $1,036.8 $1,029.7 $7.1
PEI 2,823 136.0 $20,758 $7,440 $1,012 $488.8 $194.1 $208.3 -$14.2 17.3% $194.1 $208.3 -$14.2
NS 19,512 930.4 $20,973 $7,225 $6,722 $3,407.8 $1,290.0 $1,182.3 $107.6 17.5% $1,290.0 $1,182.3 $107.6
NB 16,626 753.1 $22,078 $6,120 $4,609 $3,060.6 $884.4 $1,019.4 -$135.0 18.4% $884.4 $1,019.4 -$135.0
QUE 180,526 7,270.3 $24,831 $3,367 $24,481  $37,410.4 $4,697.7 $4,168.6 $529.2 20.7%  $4,697.7 $4,168.6 $529.2
ONT 338,173 11,084.9 $30,508 -$2,310 -$25,602  $62,748.5 -$4,912.9 -$3,389.4  -$1,523.5 18.6% $0.0 $0.0 $0.0
MB 28,434 1,1335 $25,084 $3,114 $3,530 $5,237.2 $677.3 $1,126.4 -$449.0 18.4% $677.3 $1,126.4 -$449.0
SK 28,944 1,019.1 $28,402 -$204 -$208 $5,965.3 -$39.9 $224.4 -$264.3 20.6% $0.0 $224.4 -$224.4
AB 98,634 2,776.8 $35,520 -$7,322 -$20,332  $17,251.3 -$3,901.7 -$6,840.3 $2,938.6 17.5% $0.0 $0.0 $0.0
BC 108,865 3,874.4 $28,098 $100 $386  $22,163.1 $74.2 -$2,000.8 $2,074.9 20.4% $74.2 $0.0 $74.2
10-Prov $832,954 29,539.4 $28,198 $159,839.6 $0.0 -$3,271.3 $3,271.3 $8,854.5  $8,959.1 -$104.6

National Average Tax Rate (RTBE/GDP)

19.19%
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Calculation of Equalization Entitlements using Per Capita GDP for 1997-98

Per Capita Total GDP Revenues Fiscal Previous 1997 RTBE to
Per Capita Deficiency Deficiency to be Deficiency 98 GDP New Previous
1997 GDP 1997 Pop GDP (Excess) (Excess) Equalized (Excess) Entitlement Difference Ratio Payments Payments Difference
© million)  (thousand) ©) ® @ milion) (3 milion) @ million) (& milion) (3 milon) (%) (& million) (3 million) (& million)
NFLD $10,533 554.5 $18,997 $10,430 $5,783 $1,980.0 $1,106.45 $1,092.8 $13.7 18.8% $1,106.45 $1,092.8 $13.7
PEI $2,800 136.7 $20,489 $8,939 $1,222 $501.6 $233.72 $238.4 -$4.7 17.9% $233.72 $238.4 -$4.7
NS $20,368 934.0 $21,807 $7,620 $7,118 $3,451.0 $1,361.79 $1,301.5 $60.3 16.9% $1,361.79 $1,301.5 $60.3
NB $16,845 754.2 $22,335 $7,092 $5,349 $2,914.6 $1,023.43 $1,112.1 -$88.7 17.3% $1,023.43 $1,112.1 -$88.7
QUE $188,424 7,301.4 $25,807 $3,621 $26,435  $40,190.6 $5,057.85 $4,744.6 $313.2 21.3% $5,057.85 $4,744.6 $313.2
ONT $359,353 11,234.4 $31,987 -$2,560 -$28,758  $66,276.1  -$5,502.20 -$4,576.1 -$926.1 18.4% $0.00 $0.0 $0.0
MB $29,751 1,136.3 $26,182 $3,245 $3,687 $5,338.9 $705.49 $1,053.4 -$347.9 17.9%  $705.49 $1,053.4 -$347.9
SK $29,157 1,021.6 $28,541 $886 $905 $6,195.1 $173.21 $195.6 -$22.4 21.2% $173.21 $195.6 -$22.4
AB $107,048 2,831.5 $37,806 -$8,378 -$23,724  $18,167.5 -$4,539.10 -$7,150.1 $2,611.0 17.0% $0.00 $0.0 $0.0
BC $114,383 3,954.4 $28,926 $501 $1,983  $23,099.1 $379.35 -$1,417.4 $1,796.8 20.2% $379.35 $0.0 $379.4
10-Prov $878,662 29,858.9 $29,427 $168,114.4 $0.0 -$3,405.2 $3,405.2 $10,041.3  $9,738.4 $302.9
National Average Tax Rate (RTBE/GDP)
19.13%
Calculation of Equalization Entitlements using Per Capita GDP for 1998-99
Per Capita Total GDP Revenues Fiscal Previous 1998 RTBE to
Per Capita Deficiency Deficiency to be Deficiency 99 GDP New Previous
1998 GDP 1998 Pop GDP (Excess) (Excess) Equalized (Excess) Entitlement Difference Ratio Payments Payments Difference
$ mmon) (thousand) [6) [©)] [6 mﬁon) 6 mmon) $ mmon) $ mﬁon) $ mmon) (%) $ mmon) $ mﬁon) ($ million)
NFLD $11,176 545.9 $20,473 $9,767 $5,332 $2,004.0 $1,009.0 $1,068.2 -$59.2 17.9% $1,009.0 $1,068.2 -$59.2
PEI $2,981 136.7 $21,808 $8,431 $1,152 $518.9 $218.1 $237.5 -$19.4 17.4% $218.1 $237.5 -$19.4
NS $21,401 935.8 $22,869 $7,371 $6,898 $3,627.6 $1,305.4 $1,221.0 $84.4 17.0% $1,305.4 $1,221.0 $84.4
NB $17,633 753.5 $23,403 $6,837 $5,151 $2,844.6 $974.8 $1,112.2 -$137.4 16.1% $974.8 $1,112.2 -$137.4
QUE $196,258 7,322.6 $26,802 $3,438 $25,175  $43,057.9 $4,764.1 $4,394.3 $369.8 21.9% $4,764.1 $4,394.3 $369.8
ONT $377,897 11,372.3 $33,230 -$2,990 -$34,001  $68,187.4 -$6,434.1 -$5,553.0 -$881.1 18.0% $0.0 $0.0 $0.0
MB $30,972 1,137.4 $27,230 $3,010 $3,424 $5,852.5 $647.9 $1,092.4 -$444.5 18.9% $647.9 $1,092.4 -$444.5
SK $29,550 1,024.2 $28,853 $1,387 $1,420 $6,203.6 $268.8 $476.8 -$208.0 21.0% $268.8 $476.8 -$208.0
AB $107,439 2,900.0 $37,047 -$6,808 -$19,743  $17,354.8 -$3,736.0 -$6,444.8 $2,708.8 16.2% $0.0 $0.0 $0.0
BC $115,641 3,995.8 $28,941 $1,299 $5,190  $22,732.4 $982.1 -$410.5 $1,392.6 19.7% $982.1 $0.0 $982.1
10-Prov $910,948 30,124.1 $30,240 $172,383.7 $0.0 -$2,805.9 $2,805.9 $10,170.1  $9,602.4 $567.7
National Average Tax Rate (RTBE/GDP)
18.92%
Calculation of Equalization Entitlements using Per Capita GDP for 1999-2000
Per Capita Total GDP Revenues Fiscal Previous 1999 RTBE to
Per Capita Deficiency Deficiency to be Deficiency 2000 GDP New Previous
1999 GDP 1999 Pop GDP (Excess) (Excess) Equalized (Excess) Entitlement Difference Ratio Payments Payments Difference
(® million)  (thousand) 6] ®) @ milion) (& milion) (& milion) (& milion) (& milon) (%) (& million) (3 milion) (& million)
NFLD $12,184 540.8 $22,529 $9,671 $5,230 $2,163.8 $988.4 $1,168.5 -$180.1 17.8% $988.4  $1,168.5 -$180.1
PEI $3,159 137.6 $22,957 $9,242 $1,272 $567.5 $240.4 $255.1 -$14.7 18.0% $240.4 $255.1 -$14.7
NS $23,059 939.0 $24,558 $7,642 $7,176 $3,752.4 $1,356.2 $1,290.3 $65.9 16.3% $1,356.2 $1,290.3 $65.9
NB $19,041 754.1 $25,251 $6,949 $5,240 $3,040.9 $990.3 $1,182.8 -$192.5 16.0% $990.3 $1,182.8 -$192.5
QUE $210,809 7,348.8 $28,686 $3,513 $25,819  $44,653.8 $4,879.7 $5,280.1 -$400.3 21.2% $4,879.7 $5,280.1 -$400.3
ONT $409,020 11,506.0 $35,548 -$3,349 -$38,531  $74,731.5 -$7,282.3 -$6,939.1 -$343.2 18.3% $0.0 $0.0 $0.0
MB $31,966 1,141.8 $27,997 $4,203 $4,799 $5,849.4 $907.0 $1,218.5 -$311.6 18.3% $907.0 $1,2185 -$311.6
SK $30,778 1,025.5 $30,013 $2,187 $2,243 $6,205.1 $423.9 $379.1 $44.7 20.2% $423.9 $379.1 $44.7
AB $117,080 2,955.9 $39,609 -$7,409 -$21,900  $19,967.7 -$4,139.1 -$7,688.2 $3,549.2 17.1% $0.0 $0.0 $0.0
BC $120,921 4,024.1 $30,049 $2,150 $8,654  $23,910.7 $1,635.5 $125.3 $1,510.2 19.8%  $1,635.5 $125.3 $1,510.2
10-Prov $978,017 30,373.5 $32,200 $184,842.7 $0.0 -$3,727.7 $3,727.7 $11,421.4 $10,899.7 $521.7

National Average Tax Rate (RTBE/GDP)

18.90%
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Calculation of Equalization Entitlements using Per Capita GDP for 2000-01

Per Capita Total GDP  Revenues Fiscal Previous 2000 RTBE to
Per Capita Deficiency Deficiency to be Deficiency 01 GDP New Previous

2000 GDP 2000 pop. GDP  (Excess) (Excess) Equalized (Excess) Entitlement ** Difference Ratio Payments Payments Difference

( million) _ (thousand) ®) ©) @ milion) (S millon) (S millon) (S millon) (G milion) (%) (& milion) (& million) (3 million)
NFLD $13,922 528.0 $26,367 $8,667 $4,576 $2,207.5 $867.7 $1,112.4 -$244.7 15.9% $867.7 $1,112.4 -$244.7
PEI $3,366 136.5 $24,659 $10,375 $1,416 $577.0 $268.5 $269.3 -$0.8 17.1% $268.5 $269.3 -$0.8
NS $24,658 933.9 $26,403 $8,631 $8,061 $4,117.2 $1,528.3 $1,403.7 $124.7 16.7%  $1,528.3 $1,403.7 $124.7
NB $20,085 750.5 $26,762 $8,272 $6,208 $3,204.6 $1,177.1 $1,260.3 -$83.1 16.0% $1,177.1 $1,260.3 -$83.1
QUE $224,928 7,357.0 $30,573 $4,461 $32,820 $47,565.1 $6,222.9 $5,379.7 $843.3 21.1% $6,222.9 $5,379.7 $843.3
ONT $440,759 11,685.4 $37,719 -$2,684 -$31,367  $76,927.2 -$5,947.4 -$6,109.9 $162.5 17.5% $0.0 $0.0 $0.0
MB $34,057 1,147.4 $29,682 $5,353 $6,142 $6,279.4 $1,164.5 $1,314.4 -$150.0 18.4% $1,164.5 $1,314.4 -$150.0
SK $33,828 1,007.8 $33,566 $1,468 $1,480 $7,657.0 $280.6 $208.1 $72.4 22.6% $280.6 $208.1 $72.4
AB $144,789 3,004.9 $48,184 -$13,150 -$39,514  $28,264.0 -$7,492.0 -$14,274.2 $6,782.2 19.5% $0.0 $0.0 $0.0
BC $131,333 4,039.2 $32,515 $2,520 $10,178  $26,405.5 $1,929.8 -$698.1 $2,627.9 20.1%  $1,929.8 $0.0 $1,929.8
10-Prov $1,071,725 30,590.6 $35,034 $203,204.5 $0.0 -$10,134.3  $10,134.3 $13,439.5 $10,947.9 $2,491.6

National Average Tax Rate (RTBE/GDP)
18.96%
**Adjusted for phase-in of new regs and for floor and ceiling provisions.

Calculation of Equalization Entitlements using Per Capita GDP for 2001-02

rer Capita lotal GLP Revenues Fiscal Previous 2UUl RIBE 0
Per Capita Deficiency Deficiency to be Deficiency 02 GDP New Previous

2001 GDP 2001 pop. GDP (Excess) (Excess) Equalized (Excess) Entitlement Difference Ratio Payments Payments Difference

$ mmon) (thousand) @) ($) $ mmon) $ mmon) $ mmon) $ mﬁon) [€] mﬁon) (%) $ mmon) [€ mﬁon) ($ million)
NFLD $14,221 522.0 $27,243 $8,418 $4,394 $2,299.9 $767.4 $1,055.5 -$288.1 16.2% $767.4  $1,055.5 -$288.1
PEI $3,439 136.7 $25,157 $10,504 $1,436 $585.4 $250.8 $256.3 -$5.5 17.0% $250.8 $256.3 -$5.5
NS $25,942 932.4 $27,823 $7,839 $7,309 $4,275.3 $1,276.3 $1,314.9 -$38.6 16.5% $1,276.3 $1,314.9 -$38.6
NB $20,689 749.9 $27,589 $8,072 $6,053 $3,240.7 $1,057.1 $1,202.2 -$145.0 15.7% $1,057.1 $1,202.2 -$145.0
QUE $230,734 7,397.0 $31,193 $4,469 $33,054 $45,882.7 $5,772.2 $4,679.3 $1,092.9 19.9% $5,772.2 $4,679.3  $1,092.9
ONT $453,931 11,897.6 $38,153 -$2,492 -$29,646  $76,189.7 -$5,177.1 -$6,443.8 $1,266.7 16.8% $0.0 $0.0 $0.0
MB $35,137 1,151.3 $30,519 $5,142 $5,920 $6,048.3 $1,033.8 $1,362.3 -$328.5 17.2%  $1,033.8 $1,362.3 -$328.5
SK $33,267 1,000.1 $33,264 $2,398 $2,398 $6,332.5 $418.8 $199.7 $219.0 19.0% $418.8 $199.7 $219.0
AB $151,306 3,056.7 $49,500 -$13,838 -$42,300  $22,639.8 -$7,386.9 -$12,292.9 $4,906.0 15.0% $0.0 $0.0 $0.0
BC $134,060 4,078.4 $32,871 $2,791 $11,382  $25,077.2 $1,987.6 $239.7 $1,747.9 18.7%  $1,987.6 $239.7  $1,747.9
10-Prov $1,102,726 30,922.1 $35,661 $192,571.4 $0.0 -$8,426.8 $8,426.8 $12,564.0 $10,309.9  $2,254.0

National Average Tax Rate (RTBE/GDP)
17.46%

Calculation of Equalization Entitlements using Per Capita GDP for 2002-03

Per Capita Total GDP Revenues Fiscal Previous 2002 RTBE to
Per Capita Deficiency Deficiency to be Deficiency 03 GDP New Previous

2002 GDP 2002 pop. GDP (Excess) (Excess) Equalized (Excess) Entitlement Difference Ratio Payments Payments Difference

$ mﬁon) (thousand) (%) [©) [ mmon) [ mmon) [ mmon) $ mmon) [ mﬁon) (%) $ mmon) $ mmon) ($ million)
NFLD $16,615 519.4 $31,989 $4,861 $2,525 $2,512.7 $420.9 $874.6 -$453.8 15.1% $420.9 $874.6 -$453.8
PEI $3,747 136.9 $27,370 $9,480 $1,298 $611.3 $216.3 $230.8 -$14.4 16.3% $216.3 $230.8 -$14.4
NS $27,247 9345 $29,157 $7,693 $7,189 $4,376.6 $1,198.4 $1,120.9 $77.4 16.1% $1,1984 $1,120.9 $77.4
NB $21,168 750.3 $28,213 $8,637 $6,481 $3,338.1 $1,080.2 $1,136.4 -$56.2 15.8% $1,080.2 $1,136.4 -$56.2
QUE $243,763 7,445.7 $32,739 $4,111 $30,611  $44,908.7 $5,102.5 $4,023.9 $1,078.6 18.4% $5,102.5 $4,023.9 $1,078.6
ONT $479,556 12,102.0 $39,626 -$2,776 -$33,597  $75,985.1 -$5,600.1 -$5,279.2 -$320.9 15.8% $0.0 $0.0 $0.0
MB $36,832 1,155.6 $31,873 $4,977 $5,752 $5,982.5 $958.8 $1,312.5 -$353.7 16.2% $958.8 $1,312.5 -$353.7
SK $34,419 995.9 $34,561 $2,289 $2,280 $7,080.3 $380.0 $106.5 $273.6 20.6% $380.0 $106.5 $273.6
AB $150,660 3,116.3 $48,346 -$11,496 -$35,824  $23,949.3 -$5,971.4 -$12,591.7 $6,620.2 15.9% $0.0 $0.0 $0.0
BC $138,368 4,115.4 $33,622 $3,228 $13,285  $23,341.1 $2,214.4 -$13.5 $2,227.9 16.9% $2,214.4 $0.0  $2,214.4
10-Prov $1,152,375 31,272.0 $36,850 $192,085.7 $0.0 -$9,078.8 $9,078.8 $11,571.5 $8,805.6 $2,766.0

National Average Tax Rate (RTBE/GDP)
16.67%



Calculation of Equalization Entitlements using Per Capita GDP for 2003-04
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Per Capita Total GDP Revenues Fiscal Previous 2003 RTBE to
Per Capita Deficiency Deficiency to be  Deficiency 04 GDP New Previous
2003 GDP 2003 pop. GDP (Excess) (Excess) Equalized (Excess) Entitlement Difference Ratio Payments Payments Difference
$ mﬁon) (thousand) (—$) $) ($ million) [6 mﬁon) [§ mmon) $ mﬁon) [6 mﬁon) (%) [6 mﬁon) [6 mﬁon) ($ million)
NFLD $18,268 518.4 $35,239 $3,181 $1,649 $2,697.3 $266.3 $759.2 -$492.9 14.8% $266.3 $759.2 -$492.9
PEI $3,858 137.3 $28,099 $10,321 $1,417 $629.6 $228.9 $226.7 $2.1 16.3% $228.9 $226.7 $2.1
NS $28,912 936.2 $30,882 $7,538 $7,057 $4,660.9 $1,139.7 $1,093.2 $46.5 16.1%  $1,139.7 $1,093.2 $46.5
NB $22,452 750.9 $29,900 $8,520 $6,398 $3,503.5 $1,033.2 $1,158.5 -$125.2 15.6% $1,033.2 $1,1585 -$125.2
QUE $253,657 7,492.3 $33,856 $4,564 $34,198  $46,362.6 $5,523.1 $3,894.6 $1,628.5 18.3% $5,523.1 $3,8946  $1,6285
ONT $494,501 12,256.6 $40,346 -$1,926 -$23,600 $74,628.4 -$3,811.5 -$5,414.8 $1,603.3 15.1% $0.0 $0.0 $0.0
MB $37,992 1,161.6 $32,707 $5,714 $6,637 $6,076.2 $1,071.9 $1,351.4 -$279.6 16.0% $1,071.9 $1,351.4 -$279.6
SK $36,544 994.4 $36,750 $1,670 $1,661 $7,186.8 $268.3 -$5.8 $274.1 19.7% $268.3 -$5.8 $274.1
AB $170,803 3,158.6 $54,076 -$15,655 -$49,449  $24,482.0 -$7,986.1 -$13,285.3 $5,299.2 14.3% $0.0 $0.0 $0.0
BC $145,500 4,152.3 $35,041 $3,379 $14,032  $25,591.0 $2,266.2 $174.6 $2,091.6 17.6%  $2,266.2 $174.6  $2,091.6
10-Prov $1,212,487 31,558.6 $38,420 $195,818.3 $0.0 -$10,047.7  $10,047.7 $11,797.6  $8,652.4  $3,145.2
National Average Tax Rate (RTBE/GDP)
16.15%
Impact of Change by Province ($ million)
Total Average
1994-95 1995-96 1996-97 1997-98 1998-99 1999-2000 2000-01 2001-02 2002-03  2003-04 Impact Impact
NFLD $1.7 $34.8 $7.1 $13.7 -$59.2 -$180.1 -$244.7 -$288.1 -$453.8  -$492.9 -$1,661.6 -$166.16
PEI $2.2 $4.4 -$14.2 -$4.7 -$19.4 -$14.7 -$0.8 -$5.5 -$14.4 $2.1 -$65.1 -$6.51
NS $61.8 $60.6 $107.6 $60.3 $84.4 $65.9 $124.7 -$38.6 $77.4 $46.5 $650.7 $65.07
NB -$40.8 -$49.3 -$135.0 -$88.7 -$137.4 -$192.5 -$83.1 -$145.0 -$56.2  -$125.2 -$1,053.2 -$105.32
QUE $109.6 $169.2 $529.2 $313.2 $369.8 -$400.3 $843.3 $1,092.9 $1,078.6 $1,628.5 $5,733.9  $573.39
ONT $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.00
MB -$367.8 -$293.7 -$449.0 -$347.9 -$444.5 -$311.6 -$150.0 -$328.5 -$353.7  -$279.6 -$3,326.2 -$332.62
SK -$0.7 -$22.7 -$224.4 -$22.4 -$208.0 $44.7 $72.4 $219.0 $273.6 $274.1 $405.7 $40.57
AB $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.00
BC $0.0 $0.0 $74.2 $379.4 $982.1 $1,510.2 $1,929.8 $1,747.9 $2,214.4  $2,091.6 $10,929.5 $1,092.95
10-Prov -$234.0 -$96.7 -$104.6 $302.9 $567.7 $521.7 $2,491.6 $2,254.0 $2,766.0 $3,145.2 $11,613.8 $1,161.38
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