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Dear Sir:

We have the honour to submit the report of the Local Government Finance Commission on
alternative local sources of revenue and utitization of the property tax base.

This report is issued concurrently with Property Assessment in Saskatchewan, another interim report
of the Commission.

This report deals with potentiat local sources of revenue for focal governments, however, options
under which revenues collected by senior governments could be made available to local
governments wilt be fully analyzed in a subsequent report.

Commissioner Thiessen disagrees with the Commission’s conclusion that school divisions should
continue to have access to the property tax base for a portion of their revenue, partly because of his
view about what constitutes local government. For this reason, he had declined to endorse the report.

Commissioner Brady, has also declined to endorse the report. His positien is that education should
be removed from the property tax. However, as a compromise he is prepared to accept the positions
suggested by the Saskatchewan Schoof Trustees Association, the Saskatchewan Teachers'
Federation and the majority of Saskatchewan cities that school divisions should have access to the
property tax for some of their revenue, but that a much higher percentage, such as 75% to 80%, of
education costs should be funded by the provincial government. He believes that this proposal, other
optiens under which revenues collected by the senior governments are transferred to local
government, and the contents of this report, should have been included in a more comprehensive
report which could be issued at a fater time, once the required analysis had been completed.

Commissioners (’Shaughnessy, Volk, Wright, Langlois, Linner and Clayton agree that the category
of options mentioned by Commissioner Brady need o be explored, but took the position that this
report should be issued now for two main reasons. First, the Commission's conclusions that the
property tax is the only local revenue source of sufficient magnitude to meet the needs of local
government, and that both school divisions and municipalities should continue o have access o the
property tax for a portion of their revenues, provided the foundation for certain important
components of the Commission’s report on property assessments. They believe that the background
and rationale for these conclustons should be available prior to or concurrently with the report on
assessments. Secondly, they believe that the issuance of this report at this time in no way encumbers
the Commission in doing a thorough examination of these other options for release in a subsequent

Respectfully submitied,

Ray Clayion Nick Volk Herve Langlois
Chairman Commissioner . Commissioner
[
Lot O'Shaughnessy John Wright Bob Linner
Commissioner Comrmissioner Commissioner
fke Thiessen Ted Brady

Cominissioner Commissioner
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PREFACE

The Local Government Finance Commission was
established by the Government of Saskatchewan under
The Public Inquiries Act by Order-in-Council #835/84,
dated May 23, 1984. The Commission was given a two
year mandate to inquire into a broad range of issues
relating to the financing of local governments and to
identify options for addressing those issues. Among the
matters being examined by the Commission are:

» capital requirernents and funding mechanisms;

+ provincial-municipal revenue sharing;

» financing elementary and secondary education;

s property tax structurs;

« role of property tax rebate programs;

« afternative revenue sources;

« loecal funding of hospitals;

» local funding of libraries;

« assessment principles and processes;

= property tax coltection processes;

+ 1ax abatements;

« commercial-industrial property tax sharing; and

« possible shifting of program responsibilities.
The Commission consists of eight members:

« Ray Clayton, Chairman, former Deputy Minister of
Urban Affairs and Deputy Minister of Education;

+ John Wright, Vice-chairman, Director, Social
Programs, Treasury Board Division, Departiment of
Finance (replaced Don Rowlatt as of June 12,
1985);

» Ted Brady, Past-president of the Saskatchewan
Urban Municipalities Association and Past-
president of the Federation of Canadian
Municipalities, representing S.U.M.A,;

+ lke Thiessen, Vice-president of the Saskatchewan

Association of Rural Municipalities, representing
SARM,

+ Nick Volk, Past-president of the Saskatchewan
School Trustees Association, representing
SS5TA,

s Lol O'Shaughnessy, business person, member-at-
large; .

« Herve Langlois, Deputy Director of Education,
Saskatoon Public School Division, member-ai-
large; and

» Bob Linner, Prince Albert City Commissioner,
member-at-farge.

The Commission is appreciative of the excellent
contribution to its deliberations by Don Rowiatt who
served as member and Vice-chairman of the Commission
from May, 1984, to June, 1985.

The Commission reports to a Cabinet Committee
comprised of the Honourable Bob Andrew, Minister of
Finance (Chairman}; the Henourable Tim Embury,
Minister of Urban Affairs; the Honourable Louis Domotor,
Minister of Rural Development; and the Honourable
Patricia Smith, Minister of Education. The Commission
meets occasionally with the Cabinet Committee to inform
the Committee of its work to date and future plans. At the
first meeting, the Commission was encouraged to report
on its findings in a series of interim reports rather than to
wait until the end of the two year mandate to issue one
farge final report.

The Commission began its work in June, 1884. During
the Fall of 1984, it held a major conference entitled
"Opticns for the Future” in the Legisiative Assembly
Chambers in Regina. Five major locat government
organizations, the Saskatchewan Urban Municipalities
Association (8.U.M.A)), the Saskatchewan School
Trustees Assocation (5.5.T.A)), the Saskatchewan
Association of Rural Municipalities (S.A.R.M.), the
Saskatchewan Health-care Association {S.H.A), and the
Saskatchewan Library Trustees Association (S.L.T.A},
were invited to participate in the conference. As well, a
number of other interested organizations and provincial
government departmenis and agencies were invited to
aftend as observers.

Following the conference, the Commission held regional
meetings in 11 communities in order to give local groups
and individuais an opportunity to express their concerns
and ideas. A total of 126 briefs were presented at the
regional meetings and an additional 33 briefs and 13
letters were sent directly to the Commission.

Most of the Commission's work over the first six months
was devoted to consultations with local government
organizations and the public in an effort to identify and
understand the issues and concerns about local
government finance.

The January, 1985 interim Report outlined what the
Commission heard about issues and concerns during a
series of meetings held across the Province, described
what the Commissicn considered to be the fundamental
issues, outlined some initial recommendations and
conclusions, and described the areas the Commission
would be addressing in the future.

This interim report addresses the questions of alternative
local revenue sources and utilization of the property tax
base.

Subsequent to the issuing of the January report, several
members of the Commission attended the S.LUM.A.
convention in January, S.5.T.A. seminars in Saskatoon
and Regina in February, and the S.A.R.M. convention in
March. During these meetings, the Commission outlined
its first interim report and its current activities.



Meetings were held with the Saskatchewan Assessment
Authority and the Departments of Rural Development,
£ducation, and Urban Affairs on May 15 and with elected
and administrative local government personnel on May 18
to discuss governance of the property assessment
function and valuation principles. These subjects are
dealt with in a separate interim report.

Meetings were held with representatives of S.A.RM.,
S.S.T.A, and SUMA, in June to discuss property
assessments, alternative local revenue sources and
utilization of the property tax base.

in addition to the above-noted consultations, the
Comrission met for 15 other days to discuss information
that had been assembled and 1o consider options for
addressing the issues under review.

Prior 1o the June meetings, the Commission distributed
discussion papers to the representatives of SUMA,,
3.ARM., and $.8.T.A. who were to atiend the meetings,
in order to provide background information and promote
tamiliarization with and discussion of concepts being
reviewed by the Commission. The question of which
types of local government should have access 10 the
property tax proved to be the most contentious issue.

in regard to the question of utilization of the property tax,
the Commission identified and analyzed 18 different
considerations which it felt should provide the basis for
arriving at conclusions regarding the issue of utilization of
the property tax. During the June meetings, the
Commission several times asked two important questions
of the representatives:

« Had the Commission identified in the discussion
paper all of the considerations or factors which
should be evaluated in arriving at conclusions on
the matter at hand?

« Was the Commission’s evaluation of those
considerations in the discussion paper valid?

As a result of these discussions, the Commission is
confident that it has adequately identified and evaluated
the relevant considerations required 1o arrive at sound
conclusions regarding utilization of the property tax.

The Commissioners have felt strongly from the beginning
that it is incumbent upon the Commission to obtain the
most current and compilete information available and to
undertake a thorough review and analysis of all options.
The opinions and proposals of ali contributors have been
treated with the utmost respect and have been given full
and fair consideration by the Commission.

The Commissioners believe that to meet the
responsibilities and obligations placed upon them as
members of a public inquiry it is necessary to conduct
their business in an open, participatory manner and to
share widely their findings and conclusions.

The Commission is thankfui for the willingness of local
government organizations to meet with the Commission
on numerous occasions and to provide their suggestions
and comments.

The Commission will be reviewing the important topics of
provincial-municipal revenue sharing program, the school
foundation grant program, local funding of hospitals and
libraries, capital needs and capital funding requirements,
industrial and commergial tax sharing, grants-in-lieu of
taxes and other topics over the balance of its mandate.



CHAPTER |
INTRODUCTION

This interim report addresses two major topics:

» alternative iocal revenue sources which might be
used to finance local government services, either
as replacements for the property tax or as
supplements to it, and

« utilization of the property tax base, including the
overail extent te which the property tax should be
used fo fund local government services, as weil as
which particular local governments should utilize
the property tax.

Itis estimated that in 1985, approximately $625 million

will be raised by property taxes and granis-in-lieu of taxes
collected by local governments. School divisions account
for about 51% of this total, municipalities about 45%, and
hospital and library boards about 2% each. Of the total
municipal share of 45%, rural municipalities account for
approximately one-third and urban municipalities the
rematning two-thirds.

The $625 million in total property tax is comparabie in
magnitude to each of the two largest revenue sources for
the provincial government in 1985, the personal income
tax which is projected to yvield $626 million, and oil
revenues which are projected to yield $655 million. The
magnitude of the property tax alone, makes the issue of
alternative local revenue sources and utilization of the
property tax base very important.

In Chapter Il the Commission addresses the queastion of

alternative local revenue scurces. Some have suggested

alternative forms of local taxation which could be utilized
by local governments to supplement or even replace the

property tax. This chapter will identify and evaluate these
potential local revenue sources.

Chapter Il is a description and analysis of various criteria
or considerations which ¢an be used in analyzing the
utilization of the property tax. Numerous considerations
have been suggested to the Commission and the
Commission has identified others. Each of these criteria is
examined in regard {o its validity, refevance or usefulness,
and on s relative importance.

Chapter iV surmmarizes the main observations and
conciusions reached by the Commission.

The Commission has addressed the issues in this paper
as they relate to rural, urban and northern municipalities
and school divisions. The governance and funding of
hospital and library boards are important areas requiring
further analysis before the Commission will be ready to
reach conclusions and make recommendations. These
areas will be dealt with in a subsequent Commission
report. The conclusions reached by the Commission in
regard to municipalities and school divisions may or may
not be applicable to hospital and library boards.



CHAPTER li
ALTERNATIVE LOCAL SOURCES
OF REVENUE

This chapter explores alternative local sources of revenua
which might be made available to local governments
either as replacements for, or as supplements to, the
property tax. The possibilities exarined include the
3.ARM. proposal for a tax on basic income, income
taxes, sales taxes, amusement taxes, hotel occupancy
taxes and land transfer taxes.

1. FOUR MAIN ELEMENTS

There are four main elements involved in the utilization of
a pariicular revenue source:

Defining the Tax Base

The tax base must be defined before faxation can
proceed. in the case of the sales tax, the services or
commodities which are either exempt from or subject to
the fax must be defermined. In the case of the income
tax, there must be a definition of what constituies income,
what constitutes allowable deductions from income and
how taxable income is determined. In the case of the
property tax, rules are required to determine what
property is taxable or exempt throughout the Province,
and the basis of appraising the property.

The question arises as to the level of government which
should be responsible for defining the tax base. The
Commission has concluded that although it might be
possible to have each local government define the base
for each tax it levies, this would not be desirable because
of the inconsistencies and confusion which would ensue.
Instead, the tax base should be determined on a
province-wide basis, either by the provincial government
or by a body which could be given the authority to make
such decisions. |n this way, there would be censistency
throughout the Province and there would be less
complexity in the tax system.

Setting the Tax Rate

Once the tax base has been defined, decisions are
required on the rate of taxation. Tax rates could be
determined individually by each local government or a
standard tax rate applicable 1o all local governments
could be determined by the provincial government or
some other body which could be given the authority to
do so.

Local governments levy taxes in order to meet local
needs and, accordingly, there is usually some variation in
the tax rate from local government to local government.
Determining services and expenditure levels and making
decisions on local rates of taxation are two fundamental

functions of local governments. In the view of the
Commission, a tax cannot be regarded as a tocal tax
unless the local government has the authority to set the
tax rate. If the provincial governmerit or some other body
sets a commaon tax rate, the tax is not a logal tax, even if
the proceeds are remitied to the local governments.

Administering the Tax

Once the tax base has been defined and the tax rates
have been set, the taxes must be collected.
Administration of the collection of taxes includes
monitoring collections, auditing the returns of those who
pay the tax or who are responsible for remitiing it, and
enforcing collections, including the prosecution of
viclators.

The administration of some types of tax collections (like
the property tax) are relatively straightforward and
administratively feasible at the local level. Other types of
taxes (like the income tax) are more complex and are
feasibly administered only by larger central
administrations with the specific expertise and resources
required.

The Commission believes that a tax administered by
another body or by the provincial government still meets
the requirements of a local tax provided that the tax rate
is set by the individual local government. The
Commission aiso recognizes, however, that the
separation of the rate-setting and collections functions
tends to make it more difficuit for the taxpayer to
understand who makes the decisions on taxation and
who can be held accountable for those decisions. In
other words, a tax administered centrally may not be
perceived by the individual {axpayer as being a local tax.

Distribution of the Proceeds

There are several ways in which the proceeds of a tax
can be distributed. If individual local governments set
their tax rates and administer their own tax collections,
they retain the proceeds. If the provincial government or
another central body administers a fax for which
individual local governments have set the rates, it seems
togical that the proceeds would be allocated io the
respective local governments where the revenues were
collected. If the provincial government sets a tax rate for
the Province {this would be a provincial rather than a
local tax), and decides to allccate some or alf of the
revenues to local governments, it could distribute the
proceeds in accordance with a formula {e.g. per capita,
municipal revenue sharing formula or school foundation
formula).



2. DIVISION OF RESPONSIBILITIES

The Commission has identified three main options for the
division of responsibilities under which new or expanded
revenue sources could be used to finance local
governments. In each option, it is assumed that the
provincial government would define the tax base.

Option 1
The provincial government could:
» set a common tax rate for the entire Provinee;
« administer the tax; and
» distribute the proceeds among local governments
- under a formula.

This option could be used to increase provincial funding
of local governments and reduce the degree to which
they must rely on the property tax. It could not be used io
replace the property tax entirely without denying local
governments a meaningful locally determined source of
revenue, unless local governments gained access to
another substantial iocal revenue source.”

Option 2
The individual local government could:
» set the tax rate for its own area.

The provincial government could:

« administer the tax; and

« distribute the proceeds to the local government of

crigin.

Because the key decision involved in this option (setting
the tax rate} would rest with the individuat local
government, the tax could be considered a local tax and
this option would be consistent with the requirements of
local autonomy. There is a danger, however, that the
public may find this division of responsibility confusing,
thereby impairing accountability for taxation decisions.

Option 3
The individual local government could:
« set the tax rate for its own area;
+ administer the tax; and
» retain the proceeds for its own use,

This type of tax would be considered a local tax and this
option would also be consistent with the requirements of
local autonomy and accountability.

3. TAXES BASED ON INCOME
A. Historical Background

1) Canada

Municipal income taxes started in 1831 in New
Brunswick, well before either federal or provincial

*in its January, 1985 Interim Report, pp. 24 - 28, the Cammission
stressed the imporiance of autonomy for local governments and the
necessity of having access to a meaningful source of locat revenue to
ansurg local autonomy.

income taxes. Montreal and Quebec City adopted a
form of of income tax in the 1850s. In Ontario,
income was defined and taxed as personal property
beginning in 1850 and, in 1904, incoeme became
subject to a municipal income tax. In most cases,
municipa! incorne taxes were levied at a flat rate,
although Moentreal did have progressive rates. Until
1830, local income taxes yielded more than provincial
income taxes. Local income taxation ended in
Canada in 1941, with the adoption of the Wartime Tax
Rental Arrangements,

2) United States

Local income taxes are relatively common in the
LLS.A, [n 1876, 4,200 jurisdictions in 11 states
imposed an income tax, Such taxes are most
widespread in Pennsylvania, where 3,500
municipalities and school districts levy the tax.
Elsewhere, local income taxes are used mostly by
large cities.

Municipal income taxes are of growing importance as
a source of local tax revenue. in 1978, income taxes
contributed 5.3% toward total local tax collections. In
the 13 largest cities in which an income tax is used, it
generates an average of 27% of local tax revenue.”

In the U.S.A., local income {axes are generaily
determined and administered locally. Hence, local
income taxes take many different forms in that
country. The tax is usually simpile, being based on
earned income at low, flat rates. However, in some
cases, the local tax is coliected by the state or the
state defines the tax base which all local governments
levying the tax must use. Wages and salaries are
most often used as the tax base and while this makes
the tax relatively simple to administer, it also means
that there are inequities in the tax load because
incomes earned in other ways are not taxed. Some
large cities do, however, tax investment income.
Business income is taxed in some instances.

3} Scandinavian Countries
Local income taxes are the predominant form of local

taxation in Scandinavian countries and property taxes are

negligible. The national, county and municipal

governments, and the church or parish districts share the

income tax field. Local income taxes are based on the
national tax base and are collected together with the
national fax.

Local rates vary from 15% 1o 27% throughout the
Scandinavian couniries, although there is little
variation within each country. Tax rates are generally
ftat and not progressive. Both perscnal and corporate
income are taxed and the tax is paid to the
jurisdiction in which the taxpayer resides. National
equalization programs exist to reduce fiscal
disparities between jurisdictions. One report
estimates the cost of administration of the national
and local taxes at 1% of total taxes collected.

* From M.L. MeMillan and R.H.M. Plain, The Beform of Municipal-
Provincial Fiscal Refationships, August, 1978,



B. S.A.RM. Proposed Tax on Basic Income

S.A.R.M. has proposed a tax on basic income to meet the
costs of elementary and secondary education. The major
arguments advanced by S.A.R.M. for this proposal are as
follows:

» The provincial government now exeris substantial
control over education, such that there is no
longer a relationship between local decisions on
education and the local property tax.

« A distinction can be made between "services to
people” and "services to property”, “Services to
property’ shouid be financed from the property
tax, while “services to people”, such as education,
should be financed from the income tax. Further,
there is a relationship between earnings and the
amount of education received.

« When property faxes are used to finance
education, some people do not pay a fair share of
education costs. This would be resolved by a tax
on basic income.

« Rural property owners bear an excessive
education property tax burden relative to their
urban counterparts. This inequity would be
eliminated by the discontinuation of property taxes
for education.

The key elements of the proposed tax on basic income
are:

» Basic income would be defined as "the amount of
money derived from gainful employment,
investment, or business enterprise after direct
costs of making that money are deducted”. No
other deductions would be allowed.

« The tax rate would be flat (not progressive}.

« The tax rate would be set by a central authority
comprised of elected school officials, which would
also allocate the revenues among school divisions,
by means of a formula.

« The tax wouid be collected by a central authority
or the provincial government,

« Education would be totally funded from the tax
and from other provincial sources and, as a resuit,
there would be no property taxes for education.

1) Yield
If the tax were defined in the same way as the flat tax
introduced in the 1985-86 provincial budget, the yield

would be about $107 miltion per annum for each 1% of
basic income.

2) Comments on the S.A.R.M. Proposal

The tax on basic income proposed by S.ARM. is similar
to the flat tax introduced by the provincial government in
its 1985-86 budget.”

The provincial and federal governments are currently
expressing a great deat of interest in tax reform. It is not
at all inconceivable for discussions between those levels
of government to lead to further adjustments to the flat

* See Appendix A for a description of the Saskalchewan flat tax on
income.
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tax which would bring it even closer to the concept
proposed by the S.A.R.M.. it is also conceivable that the
federal government could agree to administer a tax on
basic income just as it has agreed to administer the flat
tax intreduced by the provincial government in its [985-86
budget, particularly if the tax bases for the tax on basic
income and the flat tax were defined identically.

Even though the S.AR.M. proposal envisaged the
provincial government or some other province-wide body
administering the tax on basic income, having the federal
government administer it along with the "regular” income
tax system would not seem to violate any of the basic
concepts of the proposal. Having the federal government
administer such a tax would be better than having fo
establish another administrative organization in
Saskatchewan 1o administer it, simply because the
additional expense would be aveided.

It is important to note that the S.A.R.M. tax on basic
ircome would not be a local tax. A single tax rate would
be established for the Province as a whole, rather than tax
rates being set by each local government, If the proceeds
from this tax, plus provincial grants, were the exclusive
revenue sources for school divisions (or any other local
government), they would lose the autonomy that comes
with access to a meaningful local source of revenue.
Whether the scle source of revenue were provincial
grants or payments from a central authority comprised of
elected school officials or both, the individual school
division would lose much of its autonomy.

Notwithstanding the serious concerns the Commission
would have with the S.A.R.M. proposal as a complete
replacement for existing funding arrangements for school
divisions, the tax on basic income could be used to
increase grants to schootl divisions or other local
governments to reduce the extent to which they must rely
on property taxes, if this were thought to be a desirable
objective. In other words, the S.A.RM. proposal couid be
readily used to shifi the tax load away from property
taxes onto an income-based tax, even if it would not be
appropriate to use it as a complete replacement for

property tax.

C. Local Income Tax

The fact that the tocal income tax (L.1.T.} is used in other
countries suggests that it should be evaluated for possible
use in Saskatchewan.

1) Tax Base

As noted eariier in this report, for purposes of
consistency and simpiicity, it would be preferable to
have the base for a local tax defined by the provincial
government. if the federal government were to
adrinister the tax as part of their income tax
administration, they too would likely wish to be
involved and possibly even make the final decisions
in defining the tax base.

The tax base could be basic income as defined in the
S.A.RM. proposal, the base used for the 1985-86 flat
tax in Saskatchewan, the traditional income tax base,
or some other base.



If the tax base consisted only of wages and salaries,
as is the case for numerous logal income tax systems
in the United States, the tax would be simple and
relatively easy and inexpensive to administer either at
the provincial or individual local government level,
However, this would be an inequitable tax base
because farm, business or investment income would
not be taxed. Many local governments, particularly
rural municipalities, would have little or no tax base to
tax.

i ail forms of income were to be taxed, the tax woutd
be rmore fair, but it would also become more complex
and costly to administer.

2) Tax Rates

In order for the L.1.T. to be a local tax and to meet the
requirements of local autonomy and accountability, it
would be necessary to have the tax rates set by the
individual local government. The administration of the
tax could be done at the provincial or federal level
and still meet these requirements.

3} Collections and Administration

While it would be administratively feasible for
individual local governments to administer a tax base
consisting only of wages and salaries, no furher
analysis will be made of this option because of the
obvious inequities associated with defining the tax
base in this way. Although it might be feasibie for
local governments the size of Saskatoon and Regina
to administer a broader income tax base, the
complexities and costs of monitoring, auditing,
enforcing, the regular processing of returns, and
allocating business income among the local
governments where the income was earned, would
clearly make it infeasible for other local governments.

There are two main options for the central
administration of a local income tax:

+ The provincial government could establish an
administrative capacity to duplicate the
functions currently performed by Revenue
Canada which currently administers the
federal and provincial income faxes.

This administrative capacity could be used to
administer the local income tax and remit the
proceeds 1o the individual local governments.

This machinery might also be used to
administer the provincial income tax (as is
currently done in Quebec). Although the
Commission has net done a detaiied study of
the costs of such an operation, it is estimated
that the cost to Saskaichewan to administer its
own personal income tax would be in the
neighbourhood of $30 million annually.” The
cost of administering the corporate income tax

* The Ontario Economic Council, in its 1983 report, estimated that it

would cost Ontario $120 million annually to administer its own income

tax systemn. Allowing for increases in costs, subsequent to the
publication of the Ontario study, and making assurnptions on which
costs would be proportional to population and which costs would be

relatively fixed, an estimate of $30 million annually was determined for

Saskatchewan.

would be over and above this estimate. The
Commission believes that the cost of
administering a personal income tax at the
provincial level cutweighs any benefits from
such an arrangement.

s The federal government could administer the

local income tax as it does now for provincial
income taxes. In addifion o the regular
requirements of administering the federal
and provincial income taxes, it would be
necessary to aliocate business income
among local governments where the income
is earned and apply the specific fax rates set
by the individual local governments, The
Commission has not endeavoured to
determii2 the additional costs to the federal
government if it were to administer a local
income tax, but it would be less than
establishing a separate administrative
apparatus within the Province. The fact that
the Scandinavian countries administer
income tax for three tevels of government
would suggest that it is feasible from a
technical standpoint, even if the costs may
be such that it would nct be attractive for
application in Canada.

Whether the federat government would be
agreeable to enter into discussions that could
lead to their administration of a local income
tax is not known. However, the Commission
nctes that both the provincial government
and the federal government are currently
very interested in the reform of taxation.|f this
particular option were considered desirable,
now would seem to be an opportune time to
take some initiative.

4) Yietd

The tax would yield an estimated $107 million per
annum for each 1% of taxable income if taxable
income were defined in the same way as for the new
flat tax. if the tax utilized the definition of the
"regular” income tax base, the yield would be $12.1
million for each 1% of federal basic tax.

5) Comments on Taxes Based on Income

The Commission believes that the additional cost of a
Saskatchewan-based administration of a local {or a
local plus provincial income tax) is a strong argument
against such an approach. A more viable approach to
a focal income tax would be to have the federal
government administer it along with existing federal
and provincial income taxes, although this wouid add
considerably o the complexity of the income tax
system in an age in which simplicity is being sought.
There would also be substantial additional costs
involved in this approach.




{ ocal governments require stability in their income.
{Local governments are not equipped to deal with
substantial swings in their incomes from year to year
as are provincial and federal governments with their
more varied revenue sources and their ability o
borrow substantial sums for operating purposes,
when necessary. The income tax is not a stable tax,
patticularly in a province such as Saskatchewan
which is so heavily dependent on agriculture and
other primary production which are subject to
dramatic changes in income from year to year.
Because circumstances vary considerably from
locality to locality within the province and from year
to year, the income tax would be even more unstable
for the individual local government than it would be
for the province as a whole.For these reasons alone,
the Commission has serious reservations about a
local income tax for local government, particutarly if it
were intended to be relied upon extensively or if it
were to replace the property tax entirely for some
locai governments.

The Commission is of the view that if itis considered
desirable to place less refiance on the property tax
and more reliance on the income tax, it would be
pest to have the provincial government tax income at
uniform province-wide rates using current
administrative mechanisms and pass these and
possibly other provincial funds on {o tocal
government in the form of granis or revenue sharing
payments. This would ensure a minimization of
administration costs and would ensure local
governments more stability in their revenues,
compared with the levying of local income taxes.

. TAXES BASED ON SALES

lackground

‘ocal sales iaxes no longer exist in Canada, but did exist
rom 1935 to 1964 in Quebec. By 1964, 20% of local
jovernments in Quebec levied sales taxes of 1% 1o 2%.
“hese taxes were collected by the Province and
listributed back to municipalities. The Quebec
jovernment took over the sales tax field in 1964, because
» probiems with tax evasion and municipal
fissatisfaction with the distribution of revenue.

_ocal sales taxes are still quite common in the U.S.A.,
with approximately 4,700 governments in 26 states
soliecting such taxes, as of 1979. The rates range from
1/2% to 5%, but are typicatly about 1%. Local sales taxes
are the second most important soutce of local revenues,
jyenerating 11% of local government 1ax revenue in the
U.S.A. as a whole, and 17% in those states where it is
used. Twenty-six of the 48 largest cifies use local sales
taxes.”

* From M.L. McMillan and R.H.M. Plain, The Reform of Municipal-
Provincial Fiscal Relationships, August, 1979.
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Tax Rates

If the sales tax were 1o be a local tax, rates would have to
be set at the locatl level.

Tax Base

For reasons discussed earlier, decisions on the tax base
should be made by the provincial governmeant.

A sales tax on fuel could be based either on the volume
of fuel sold or the value of fuel sold; both have been used
in the past.

Yietd

On the basis of the current definition of the sales tax
base, each % of sales tax in Saskatchewan yields an
estimated $65 million. Based on the 1981-82 “on road”
consumption of gasoline and diesel fuel, the estimated
vield for each one percent of the value of fuel sold wouid
be $8.9 million and the estimated yield for each one cent
per litre sold would be $20.1 million.

Collections and Administration

It would be possible from a technical standpoint to have
each local government set its own tax rate on the
provincial sales tax base, and to have the provincial
government collect the tax from retailers and remit the
proceeds to the individual local government from where
the taxes were coflected. This approach would require
additional administration and enforcement effort by the
provincial government and, hence, higher costs. The
provincial government would have to ensure that each
retailer charged the appropriate rate of tax for that local
government and that the collections applicable to each
local government were accumulated and remitted to that
local government.

The most complex system with the highest administration
costs would he a locally levied and administered tax.
Administration and enforcement staff would be required
by each local government and computer facilities would
likely be required by many local governments to keep
track of retailers and the amount of taxes owing and
collected. While such a system might be possible to
implement from a technical standpoint, the costs wotlld
be prohibitive.

Comments

Most sales take place in urban municipalities and
relatively little benefit would accrue to rural municipatities
from a local sales tax. Sales tax revenues generated by
expenditures by rural residents in urban communities
would accrue 1o urban municipalities. Likewise,
expenditures in farger centres by residents of smail urban
communities would provide sales tax revenues for the
larger centre,

To the extent that local sales fax revenues replaced local
property taxation, greater provincial equalization transfer
payments would be required to compensate for the
substantial increase in variations in the yield of revenue
from local government to local government.
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Sonsidering the mobility of most consumers, the
sommission would be concerned about the competition
imong local governments if each were to have the
wuthority to set its own sales tax rate. Such competition
sould have a major negative impact on the viability of
susinesses in some centres and on the amount of
‘evenue any one local government could reasonably
axpect to coliect from the source.

{ it were considered desirable to ptace more reliance on
‘e sales tax and less on the property tax, the
Sommission is of the opinion that in view of distribution
5f the yield of a local sales tax, administrative costs and
sompetitiocn among jocal governments, it would be
yreferable to have the provincial government levy and
sollect the tax and distribute the proceeds to local
sovernments as granis or revenue sharing payments.

5. AMUSEMENT TAX

Under current legislation, both urban and rural
governments are empowered to levy amusement taxes.
Such taxes are levied on persons attending a place of
amusement as a percentage of the value of the admission
price. However, only Saskatoon and Regina currently use
an amusement tax and, in total, the two cities collect $1.1
million annually from that scurce.

Any other municipality has the authority to levy such a
tax, although the revenues which could be obtained in
smaller centres or rural areas would be limited. The
imited yield from this type of tax means that while it can
be used as a supplement {o existing revenue sources, it
can by no means be a replacement for the property tax.

6. HOTEL OCCUPANCY TAX

in its submission to the Commission, the City of Regina
proposed a local hotel occupancy tax as a possible
additional source of municipal revenue. This would be
lavied on the amount paid to a hotet or motel for
accommeodation and the procesds would be used to
promote business conventions, tourism and recreation.
Currently, hotel occupancy is subject to the 5% provincial
sales tax. A local tax could be applied and remitted to the
provincial government for distribution back fo the local
governments or, alternatively, the tax could be remitted
by the hotel owner to the appropriate local government,

The value of hote! occupancy in Saskatchewan in 1983
was estimated at $312 million. Therefore, if every
municipality levied a tax on hotel ocoupancy, each 1% of
tax would raise $3.1 million.

There are conflicting considerations in regard to the
potential use of this tax source. Whether convention and
tourist usage of Saskatchewan facilities would be
negatively affected by such a tax is one consideration.
Ancther consideration is that very few rural municipalities
would benefit from this form of faxation because there
are few such establishments in rural municipalities.
Larger communities, with greater numbers of hotels,
would bensfit proportionally more than smaller
communities.

The Commission is not aware of the existence of local
hotel occupancy taxes elsewhere in Canada.

On balance, the Commission favours the amendment of
legislation to permit municipalities to tax hotel occupancy
if they so choose. The Comenission also believes that the
municipalities should be given the responsibility for
dstermining the rate or rates appropriate to their
individual circumstances, and for determining whether
the proceeds would be earmarked for particular programs
or services.

7. REAL ESTATE TRANSFER TAX

The Ontario and New Brunswick governments levy land
transfer taxes. in Ontario, all land transfers to residents
are faxed at the rate of 0.4 percent of the purchase price
for the first $45,000 and 0.8 percent of the price in excess
of $45,000. For transfers of agricutturat or recreational
property to non-residents, a 20% tax is levied. New
Brunswick levies a tax on real property transactions.

In Nova Scotia, municipalities may levy a local land
transfer tax of 0.5% and abeut one-third of the
municipalities actually levy the tax. Quebec municipalities
are permitted to levy real estate transfer taxes at the rate
of 0.3% for the first $50,000 of sale value and 0.6% for the
value in excess of $50,000. Legislation in Manitcba
permits municipalities fo levy real estate transfer taxes,
but no rate is set in the enabling iegislation and no
municipalities have imposed the tax,

In 1982, real estate transactions in Saskatchewan are
estimated at $2,250 million. Approximately $2.25 million in
revenue would be obtained for each 0.1% of tax, if all
municipalities levied such a tax.

A locally tevied tax of this nature could be efficiently
administered i it utilized a provincial collection
mechanism integrated with computerized Jand titles
records.

The Commission does not favour the implementation of a
real estate transfer 1ax for the following reasons:

« because of the volatility of real estate transactions,
it would be an unsiabie revenue source for local
governments,

o the yield from the tax would vary considerably
from municipality tc municipality, depending upon
the number of real estate transactions;

« the tax would be collected regardless of whether
those involved in the real estate transaction
experienced a loss or a gain;

« if the rationale for such a tax is to tax those who
generate substantial income through real estate
transactions, it would be more equitably
accomplished through the income tax system; and

» those who buy or sell their homes relatively
frequently, such as persons with occupations
requiring frequent transfers, would be affected
unfairly by such a tax.



The Commission also notes that the Government of
Saskatchewan levies land titles transfer fees, and that these
fees exceed the cost of establishing and maintaining the
records. In effect, the real estate transfer tax base is
already being occupied by the provincial government.

8. RESOURCE REVENUES

Royatties and other proceeds from non-renewable
resources are projected to generate in excess of $800
million in revenue for the provincial government in
1985-86. The magnitude of these revenues in itself
warrants some comments.

‘The main observations of the Commission in this regard
are:

« resource revenues are clearly not potential focal
sources of revenue. Such revenues, for the most
part, do not fall into the same category as taxation.
Decisions on royalties and other revenues from
non-renewable resources are closely interiwined
with fundarnental policies of regutation and
development in the respective industries and are
clearly the responsibility of the provincial
government, not local government;

« resource revenues are very unstable®; and

« the provincial government could share a specified
percentage of resource revenues with local
governments to enable themn to reduce the current
reliance on the property tax. The provincial
government could also include resource revenues
as one of the revenue bases that is used to
calculate the amount of change in the revenue
sharing pools from year to year.”™

* For example, potash revenues amounted to $280 million for the
Government of Saskatchewan in 1980-81. In 1981-82 these revenues
dropped to $185 million and in 1982-83 they dropped to $37 million,
even thaugh the structure of the tax and the tax rates had not been
changed.

** The Comrmission will deal with revenue sharing and the revenue
sharing escalator in a subsequent report. The provincial government
decided not to include resource revenues in the revenue base used to
determine the escalator applied to the municipal revenue sharing
program introduced in 1S78.
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9. SUMMARY

Taxes based on sales or income can generate sufficient
yield to be used to supplement the property tax in a
major way, o reduce the reliance on the property tax
substantially, or to replace entirely the property tax for
some loca! governments. However, the Commission sees
major disadvantages in these taxes as local taxes,
particutarly in terms of additional administrative costs and
instability in revenues for focal governments. If it is
thought to be desirable to have less reffance on the :
property tax relative to the sales or income taxes, it would
be preferable for the Province to levy those taxes on a
uniform province-wide basis and distribute the monies to
local governments as grants or revenue sharing
payments. More commentary on the desirability of sales
and income taxes relative to the property tax will be made
later in this report.

Cther forms of local taxation could be used to
supplement the property tax, but either their yield is
sufficientty small to render them relatively unimportant
{i.e. the amusement tax and the hotel occupancy tax}, or
there are features of the tax which make it undesirable
(i.e. the real estate transfer tax).

in short, the Commiission has concluded that in regard to
those services which require a local source of revenue,
there is no practical and desirable replacement for the
property tax, This stilt leaves open the question as to the
appropriate level of property taxes relative to other taxes.
i it is deemed desirable to reduce the level of property
taxes, there are ways of doing so which would still ensure
that those local governments which currently use the
property tax can continue such utilization.



CHAPTER i
UTILIZATION OF THE
PROPERTY TAX BASE:
SOME CONSIDERATIONS

Numerous opinions and proposals have been advanced
by different groups and individuals regarding the extent
to which the property tax should be relied upon in the
financing of the local government sector, which services
should be financed from the property tax, which tocal
governments should have access to the property tax
base, conditions or limitations on the degree of access 1o
the property tax base, and alternative revenues that could
be used as either supplements to or replacements for the
property tax. In some cases, specific considerations and
axplicit lines of reasoning have been used in the
advancement of particular options. In other instances,
options have been identified with relatively little
information or analysis which would be useful in their
evaluation.

The Commission believes that sound analysis requires
that options be discussed and evatuated on the basis of
criteria or considerations. The Commission has listed the
constderations identified by those making submissions
and has developed others. In turn, these considerations
have been analyzed to determine their validity or their
usefulness in examining the options. Finally, the
Commission has derived some conclusions from an
analysis of the considerations.

The Commission recognizes that different degrees of
emphasis can be placed on each of the considerations
and that this can influence the ultimate conclusion which
is reached.

The Commission has discussed 18 different
considerations which have been identified. These
considerations fall inte three main groups:

» Equity and Faimess - includes those
considerations which relate to the fairness or
equity of different forms of taxation and the degree
to which different taxes are relied upon.

+ Administration and Goverance - includes those
considerations which relate to the nature, needs
and righis of local governments, as well as
administration and financial considerations.

» Provincial Economic Interests - includes those
considerations which relate to the economic
interests of the province.

The considerations do not all point to the same
conclusion. in fact, a number of them are in conflict with
one another, To assist in the analysis, each of the
considerations is discussed separately and the directions
suggesied by that particular consideration are identified.
After all of the considerations are discussed, their relative
importance are assessed and some conclusions are
drawn.

it should be noted that in the view of the Commission,
those considerations which point to the need for a local
source of revenue in effect point to the need for access to
the property tax. As pointed out in Chapter 11, the
Commissicn has concluded that there is no desirable and
feasible replacement for the property tax. The appropriate
ievel of property taxation relative to other forms of
taxatlion is, however, a separate question,.

1. EQUITY AND FAIRNESS

The utitization of the property tax base is analyzed in this
section from the standpoint of a number of
considerations that relate to equity and fairness.

A. Relative Equity of Different Forms of Taxation

Each form of taxation has its own merits and
drawbacks in terms of fairness or equity. No one
tax is by any means perfect.

1} Personat Income Tax

The personal income tax is based on the
assumption that ability to pay taxes is related
closely to the amount of income earned.
Most pecple regard the income tax as being
the most fair form of taxation, because the
larger the income, the larger the amount that
is assumed to be available to pay the tax.

There are, however, a number of problems
with the tax, some of which are;

+ Some people with high incomes are
able 1o arrange their financial affairs
s0 that they have little or no taxable
income. Thus, although the tax rates
are progressive, the net effect of the
tax can be regressive.

» There is a growing "underground” or
"barter” economy in which a
considerable amount of income is
unrecorded and untaxed.

+ The tax may act as a disincentive for
those who wish to increase their
incomes.

There are other issues in connection with the
income tax which may or may not be
classified as problems depending on one's
point of view. For example:




« Interest on monies borrowed to
acquire business assets can be used
as a deduction from taxable income,
thereby assisting in the accumulation
of assets, with subsequent capital
gains being taxed at Jower rates than
other forms of income.

» The personal income tax coutd be
regarded as discriminatory against the
family which has a single earner of
income. Income 1ax is calculated on
the basis of the income of the
individual and, as a conseguence, the
tax load on a family unit differs
depending upon the number of
income-earners in the family. For
exampte, a famity of four with a total
income of $40,000 earned by one
member of the family pays 25% more
in income taxes than a similar family
which has two incomes of $15,000
and $25,000.

2) Flat Tax or Tax on Basic income

Proponents of a flat tax concept may have
one or all of three major objectives:

« The reduction of what they consider
to be excessively high marginal rates
of taxation under existing progressive
rates of income taxation. In other
words, the concern is that when
middle or higher income-earners
generate additional income, too much
of that additionat income is lost to
taxation.Some question the fairness of
high marginal rates of taxation. Others
argue that high marginal rates of
taxation act as a disincentive for
saving, investment and business risk-
taking, thereby impairing economic
growth.

« The elimination of many deductions
from income which are available
under the present income tax system
and which allow many on high
incomes to pay little or no income tax.

« The reduction of the complexity of the
iax system.

From the foregoing, it follows that there are
numerous flat tax concepts, depending upon
which particular objective or objectives are
emphasized.

By limiting the number of deductions
allowed in calcuiating the amount of income
subject to taxation, a fiat tax does make it
more difficult for those on higher incomes to
reduce or eliminate the payment of income
taxes. A flat tax rate also provides less
disincentive 1o save, invest, and improve

* See “Appendix B” for an outline of average and marginal tax rates.

income. Fewer deductions and simplified
calculations reduce complexity and enhance
cornprehension of the tax system but may
also create inequities. For example, it would
seem unfair for a person with several
dependents 1o pay the same income tax as a
person with the same income and no
dependents.

The "underground” or “barter” economy
creates the same probiems for the flat tax or
the tax on basic income as it does for the
personal income tax. Depending on what
deductions from income are allowed and the
leve! of income at which income becomes
taxable, the tax may or may not be regarded
as being fair. Many would argue that
regardless of changes in deductions, it is
unfair to tax low and high incomes at the
same (i.e. flat) rate, and that equity can be
achieved only when higher rates are levied
on higher incomes than on lower incomes.

3) Sales or Gonsumption Tax

The sales tax is based on the assumption
that ability to pay is reflected by the amount
of spending or consumption done by a
person.

The main problem with this tax from the
standpoint of equity is that people with low
incomes tend to allocate more of their
incomes to necessities which coutd be
subject to a sales tax than do people with
high incomes.

This problem is often offset to a considerable
extent by exemptions for certain items such
as foodstuffs. That portion of income which
is altocated to savings or investments is not
subject to a sales tax. This means that
persons with higher incomes, who are able to
allocate more of their incomes 1o savings or
investments, pay less sales fax in proportion
{o their incomes than do people on lower
incomes. This is a characteristic of a
regressive tax.

4) Property Tax

The property tax is based on the general
assumption that wealths is a measure of
ability 1o pay.

While it is true that wealth is one measure of
ability ta pay, there are several problems with
the property tax as a measure of wealth. For
example:

s The tax base inciudes only real
property assets.Comparing persons
with equal total wealth, those who
hold a higher proportion of their
assets in the form of real property pay
more in property taxes relative to
those who hold their asseis in other
forms. This situation applies whether
the real property assets are



consumable (i.e. housing), or income-
producing such as farmland or
- commercial land and improvements.

Those who earn their incomes or
accumulate wealth, in large measure
through real property assets, pay
more in property taxes than persons
whose incomes are earned only in
small measure through real property
assets, even though their total wealth
or incomes are the same.

it does not take into account the

correlation is by no means perfect.
People with high incomes tend to live
in larger, more expensive homes,
while people with low incomes tend 1o
five in smaller, less expensive homes.

The Commission notes that, in terms of equity, all the
above-noted taxes have their strengths and
weaknesses, [t is not practical for governments to
choose the best tax and rely exclusively on that one
tax. Other considerations discussed in this chapter
will assist in arriving at conclusions on the exient to
which property taxes should be refied upon relative to
other taxes.

amount of equity the owner has in the
property. A person who owns his
property outright pays no more tax
than a person who has outstanding
loans covering a high proportion of
the value of the asset.

« While the value of residential property
may be a general reftection of ability
to pay, it is by no means a perfect
reflection. Factors other than the
amount of wealih or income also
influence the choice of a home.

s It is insensitive to variations in income,
cash flow or liquidity from year to
year.

Two significant advantages of the property
tax from the standpoint of equity are that it is
a difficult if not impossible tax to evade, and
that non-resident property owners are
required 1o pay the fax.

There are several ways in which property
assessmients in Saskatchewan are related fo
income or potential income:

+ Parcels of agricultural land are valued
in relation to one another in a way
which is intended to reflect the relative
ability of those parcels of land to
generate net income over time.

¢ In the case of commercial iand,
location, size, Zoning, etc., are market
factors which determine the income-
earning potential of a site. These same
factors are also considered in valuing
land for assessment and tax purposes.

« Business assessments in Saskatoon
are based on renial vaiues which
refiect the income-earning potential of
particular locations, because a better
location can cornmand a higher rent
in the rental market.”

« There is a correlation between income
and the value of the home which is
ocoupied, even though that

* Business assessments used elsewhere in Saskatchewan aiso represent
an effort to reflect the rates of return to different types of business. See
Property Assessment in Saskatchewar, a separate report issued by the
Commission, for an evatuation of this system.

B. Trends in Utilization of the Praperty Tax

I its first /nterim Report, the Commission noted
the trends in the degree of reliance on property
taxes and on income taxes as a percentage of
Saskatchewan’s Gross Domestic Provincial
Product {(G.D.P.P.)." Property taxes have failen
from 4.88% of G.D.P.P. in 1968 t0 3.16% in 1982, a
decrease of 35%. Personal income taxes have
increased from 6.93% of G.D.P.P. in 1968 to 9.80%
in 1982, an increase of 41%. While both personal
income and property taxes have increased in
absclute terms, income taxes, as a relative
proportion of the province’s total income, have
increased considerably. The 35% decrease in
reliance on the property tax in Saskatchewan
compares with a 27% decrease for Canada as a
whole. The 41% increase in reliance on income
taxes in Saskatchewan also exceeds the national
average increase of 38%.

The preceding discussion on the relative equity
of different forms of taxation might be regarded
as suggesting that more reliance should be
placed on income taxes, particularly if the
income tax system is reformed, and less on
property tax. However, the Commission believes
the shift that has already been made from the
property tax to the income tax, needs to be taken
into aceount in evaluating this matter.

Benefit and Ability to Pay Principles

There are two main principles or philosophies
which underiie the financing of public services:

« Equity and faimess occur when people
pay for public services in proportion to the
benefit they receive from those particular
services.

« Equity and faimess occur when people
pay for public services in relation to their
ability to pay.

Both principles are used currently, often
concurrently. For example, natural gas,
glectricity, domestic water supply, and urban
transit are financed on the basis of the benefit

* See pages 35 and 36 of the January, 1985 interim Report.

11



12

principle to the extent that user charges cover the
cost of those utilities. A gasoline tax used for
road construction and maintenance might be
regarded as a tax based on the benefit principle
in that the more the sireets or roads are used, the
more gasoline is purchased and the more taxes
are paid. For most government services, however,
there is no attempt o trace the beneficiaries of
services, nor is there an endeavour to collect
taxes in proportion to those benefits. Instead,
taxes based on various measures of ability to pay
{income, wealth, consumption expenditures) are
used to finance most services.

Some suggest that the benefit principle should
be used to determine the extent to which the
property tax shouid be utifized. Spegcifically, it is
suggested that local services can be divided into
two categories—ihose which are "services 10
property” and those which are "services 10
people”’— and that, in accordance with the benefit
principle, the property tax should be used only to
finance “services to property”. It is further
suggested that "services to people” such as
education or health should be financed by other
taxes such as the income tax, and that on the
basis of the foregoing criteria, only municipalities
shouid use the property tax.

The Commission has the foifowing observations
regarding the combined notions of the benefit
principle and the distinction between "services 10
people” and "services 10 property™:

1) The distinction which some endeavour {0
make between “services to people” and
vsarvices to property” is misieading because,
ultimately, all services are intended 1o be
"services to people”. The Commission is
unable to identify any government service at
any level of government which is not
intended to be a benefit to people.

Some government services are intended to
provide a benefit to all people within the
community. The provision of a safe and
clean supply of drinking water, for example,
is a service which benefiis all people
throughout 2 community. Other services, on
the other hand, are intended 1o be a benefit
to a particular group of pecpte. The provision
of a specially equipped bus for handicapped
persons is an example of the latter type of
service.

Some services provide benefits to people
associated with property, either as owners, or
renters. Fire protection, for example, is a
benefit to people who own or rent property
that is subject to loss or damage from fire.
Those services which are sometimes
classified as “services to property” are more
properly classified as services to a particular
group of people.

A better term io describe such services might
be "property-rejated” services.

2) The services provided by municipalities
cannot be clearly classified as being
“nroperty-related”. Accordingly, the
suggestion that municipalities shouid have
the exclusive right to tax property because
they provide ""services to property” has little
foundation.

The Commission considered the main
services provided by municipalities. Some
examples of the Commission’s observations
in regard 1o those services are as follows:

« Police Protection - Without trying to
classify all aspects of police services,
the Commission notes that potice
provide protection for people against
assauit and other such criminal
activity. They also prevent theft of or
darnage to property. Most of the
protection of property, however, is for
personal praperty that does not form
part of the property tax base. It wouid
appear that one-third or less of police
services are associated with property
which is subject fo the property tax.

« Fire Protection - Fire departments
provide protection for structures that
form part of the property tax base.
They also protect the non-taxable
contents of structures and the people
who live, work or do business in those
structures. At least one-third of the fire
protection services is a benefit to
people or things that are not part of
the property iax base.

+ Health Services, Social Services,
Recreation Services, Cultural Services,
Library Services - None of these
services are "property-related”.

« Rural Reads - A substantial part of
rural road services are "property-
related” because of the provision of
access to the land for farm machinery
and equipment, the provision of a
means by which fuel and fertiiizers
and other necessities for farming
operations are brought to the farm,
and the provision of a means by
which products of the land can be
delivered to market.

Another major part of rural road
services provide benefits that are not
related to the rental or ownership of
property. Rural roads provide a means
of transportation to gain access to
educational services, shopping,
medical services, recreation, postal
services and generai travel. At least
one-third and possibly as high as one-



half of the ruraf road services might be
¢classified as being non "property-
related"”.”

» Urban streets and roads - While urban
streets and roads provide a benefit to
the abutting owner or renter of
property, the greatest beneficiaries are
pecple in the general community who
utilize the overal! system of streets and
roads.

+ Garbage coliection and disposal -
While a distinct benefit from this
service is provided to owners or
renters of property, it would seem thai
at least one-half or more of the benefit
of cleanliness and disease prevention
accrues to the community as a whole,
rather than to people as owners or
renters of property.

The Commission identified a number of
major municipal services such as health
services, social services, recreation and
cultural services, and library services which
clearly fall outside the category of “property-
related” services. On the other hand, the
Commisgsion was unable to identify any
major municipal services which were ciearly
and exclusively "property-refated”. A number
of services fall to varying extents in both
categories. Overall, more expenditures on
municipal services appear to falt into the
category of services to the community as a
whole, or services which are unrelated 1o the
nature or amount of property owned or
rented, rather than in the category of
"property-related” services, particularly in
urban municipalities.

The purpose of the foregoing is not fo arrive
at a precise percentage of municipal services
which fall into each category. There is 100
much subjectivity involved to arrive
confidently at such a percentage. Rather, the
analysis is intended to illustrate that two
arguments;

» that municipalities should be the
exclusive users of property tax
because they provide "services 10
property”, and

« that school divisions should not have
access o the property tax because
they provide "services to people”,

* Some might argue that all rural transportation services are "propertty-
related” because if the property {farmland) were not located there, there
would be no pecple there and no need for services in those locations.
Using this line of reasoning, however, services such as education and
health would also have 1o be deemed "property-related” because
without the farmland, pecple would not be living there and thers would
be no need for education or health services in those areas either.

are not valid considering the substantial
amount of services provided by
municipalities which do not relate to the
ownership or rental of property.

Whether or not a particular service may be
regarded as providing a benefit to people in
general or to owners or renters of property,
property taxes are not levied in a manner
which is at all closely refated to the level of
henefits from services enjoyed by renters and
owners of property. For example, older inner-
city neighbourhoods might account for a
higher proportion of costs of police
enforcement and fire fighting, yet the newer,
more highty assessed neighbourhoods are
assessed and taxed for these and other
services at a higher level than clder
neighbourhoods. it costs no more to collect
garbage from a new, mare highly assessed
neighbourhood, yet a new neighbourhood is
assessed and taxed at a higher level than an
older more run-down area of a city. Rural
roads provide as much benefit to a farmer
located on average land as to a farmer
located on highly assessed fand, yet the latter
farmer pays more in property tax.

There is a major inconsistency in the
argument that the property tax should be
used to pay for services to property (the
benefit principte) considering that the
property tax does not generate revenues in
proportion to the services provided. The very
essence of the benefit principle is that
taxation should be used to finance services
in proportion to the benefits received from
those services, In short, the property tax
seems o reflect the ability to pay principle
rather than the benefit principle. The
property tax is not designed to yield, nor
does it in fact yield, revenues which are
proportional fo the services provided to the
owners or renters of properties to which the
property tax is applied. Instead, the property
tax is designed, however imperfect this effort
may be, to yield tax revenues proportional to
the ability to pay of the owner or renter of the
property.

The conceptual and practicai difficulty of
designating services as either "services to
people” or "services to property”, taken
together with the apparent fact that the
property tax is not based on the benefit
principle, suggests that the benefit principle
and the services to people/property
distinction are not helpful in coming to
conclusions on the extent to which the
property tax should be relied upon, or which
local governments should have access to the
property tax.
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D. Revenues Based on Benefit Principle

Although the current property tax is not designed
to generate revenues proportional to the usage of
local government services, the question arises as
to whether greater equity would be produced if
less reliance were placed on the present property
tax and more reliance were placed on methods of
raising revenues that were more closely related o
the level of benefits received by the individual
owner or renter of property.

There are three possibilities in this regard:

« First, some taxes might be collected from
property owners in ways which may more
closely correlate with the level of benefit
received by the occupant of the property
for particuiar services, This approach
might be used to finance that portion of
certain services which are deemed to
provide benefits to individuals by virtue of
their ownership or rentat of property as
opposed to individuals in general or the
community at large. The traditional
property tax could continue 1o finance
those services or those portions of
services which provide benefits to the
community in general.

« Second, user charges could be increased
for certain services.

« Third, another form of taxation for which
there is a closer correfation between the
amount of tax revenue and the henetits
received by the taxpayer might be utilized.

1) Physical Measures of Property

The Commission tried to determine whether
some simple physical measures of property
such as front footage or square footage for
land, or square footage or cubic footage for
buildings could provide a basis of taxation
which would provide a closer correlation
netwean levels of taxation and benefits from
those services which are partly reiated to
property. in other words, the Commission
examined the potential of physical as
opposed to vaiue measuremenis of property
as a base for taxation.”

A physical basis for raising revenue from
property owners is not a new concept. Some
services such as streets and sidewalks are
considered to provide a partial benefit to the
community as a whole and a partial benefit
to the occupant of the abutting property. Part
of the cost of such projects may be financed
by a frontage levy or lccal improvement
charge. The question is whether or not more
local government services, for capital or
operating purposes right be financed on a
similar basis,

* 8.AA.M. suggested exploration of a concept along this general line in
its Brief to the Local Government Finance Conference in Septermnber of
1984,
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The Commission exarmined the possible use
of physical measures of property to be used
in determining a tax base to finance the
following services:

i) Police Services

Part of police protection is the protection
of property, specifically buildings. It
could be argued that it is mainly the
ground floor, rather than any additional
stories above the ground ficor that
primarily require potice protection and
that, consequently, a levy based on the
bullding's square footage should be
made to cover part of the costs of police
protection.

i) Fire Protection

it could be argued that the amount of
benefit buildings receive from fire
protection is related to the cubic footage
of buildings and that, conseguently, a
charge based on cubic footage might be
levied to cover pari of the costs of fire
protection.

i) Garbage Collection

A standard levy per residence could be
made, possibly with a lower rate for
multiple family units where fewer stops
are required. This is already being done
in some communities.

iv) Residential Street and Sidewalk
Maintenance

An ongoing levy for maintenance and
snow clearing based on front footage
might be used to pay for that portion of
residential streets deemed to benefit the
persan cccupying the adjacent
properties.

v) Rural Roads

Rural roads might be financed through a
variety of physical measures, either
individually or in combination:

» A flat rate per farmstead fo reflect
the benefit of having access to
roads for general family purposes.

« A flat rate based on mileage of
property abutting roads, to reflect
the benefit of access to the
farmland.

« Varicus flat rates per farmstead,
depending on the type of
operation. For example, one rate
could be set for dairy farms,
reflecting the fact that frequent
usage of roads for raw milk pick-
up is necessary, while another
rate could be set for grain farms
which require less frequent
access.



vi} Maintenance of Sewer and Water
Lines

A frontage levy for locat lines could be
used to supplement rates based on
consumption.

On balance, the Commission opposes the
greater use of physical measures of property
as a tax base, for the following reasons:

« Decisions on which measures of
property to use and how much of the
costs of each service o finance on
that basis would be largely arbitrary.

« Administrative complexity of the
property tax would be increased.

« Ratepayers would find the property
tax system difficult to understand
pecause of the use of both physical
and value measures of property.

« In circumstances where it is difficult to
trace the benefits or the degree of
usage of services to individuals, equity
and the perception of equity is more
jikely served by raising revenues on
the basis of ability to pay.

2} User Charges

There are opportunities for greater use of
user charges and less reliance on property
taxes, particularly in urban municipalities, if
this were considered desirable. For example:

« Communities incurring operating
deficits in their water, sewer or
transportation utilities could eliminate
the deficits by increasing user
charges, thereby reducing the extent
to which the general property tax
must suppiement those operations.

« Communities which use all or a
portion of their unconditional
provincial capital grant for utilities
such as sewer and water could use
those grants for other municipal
purposes, thereby reducing the
reliance on the property tax to finance
those other services. The capital cost
of utilities could be financed to &
greater extent from debentures which
could, in turn, be retired through the
appropriate levet of user charges.

o More communities couid finance
some or all of the cost of garbage
collection through a schedule of fees.

3} Other Taxes Based on Benefits

A provincial tax on gasoline could be used to
finance transfers to local governments, either
as grants or revenue sharing payments, for
use in funding the transporiation

infrastructure. In rural areas, changes in grain
delivery are placing great demands on roads
and substantial sums of money will be
required to upgrade many roads. Urban
communities also have ongoing
transportation needs. A gasoline tax can be
regarded as a user charge in that the greater
the usage of streets and roads, the greater
the amount of gasoline which must be used
and the greater the amount of taxation which
must be paid.

The amount of fuel consumed by a vehicle
correlates closely with the usage of the
transportation system. The Commission is of
the opinion that equity can be served by
placing more of the responsibility for
financing the transportation infrastructure on
the users of the system and less on the
property owner.

4) Criteria for User Charges

The Commission is of the belief that equity
could be improved if there were some shift to
revenues raised on the benefit principie. The
guestion of the extent to which revenues
should be raised in accordance with the
henefit principle as oppoesed to the ability 1o
pay principle is highly subjective, but the
Commission believes that the following
criteria would be helpful:

« User charges should be used only
where the amount of use of the
service gan be reasonably and readily
quantified.

» User charges are appropriaie for
financing services for which
conservation of usage is desired.
Water services would be an example.

» The level of user charges should be
set carefully in regard 1o services
where the community interest is
served by promoting greater usage.
For example, cities which operate a
transit system will iikely set fares at
levels which will be high enough to
yield significant revenue, but which
will not be so high as to substantially
discourage use of the system. If fares
are set too high, usage of the system
wilt decrease and its overali viability
could be jecpardized.

« User charges shouid not be hidden
taxes which are higher than required
to finance the service in question, and
which are used to finance other
general services.

E. Tax Incidence
Tax incidence refers to the distribution of the tax
burden of a particular tax or set of taxes among
the taxpayers.Each type of tax impacts differently
on different categories of taxpayers. If one tax is



increased and another tax is decreased, the
overall amount of tax revenue generated within a
given area may stay the same, but individuals
within the area will end up paying different
amounts of taxes.

For example, some taxes generate more revenue

- from non-residents than other taxes. Some taxes

relate to businesses, while other taxes relate to
individuals. Some taxes impact more on persons
with higher incomes or with wealth in the form of
real property than other taxes, and so on,

Tax incidence may or may not be a consideration
in arriving at decisions on which type of local
government should have access to the property
tax. It is possible to bring about a change in
regard to which local governments have access
to the property tax without making significant
changes in the reiiance on the property tax
relative to other taxes. In this instance, tax
incidence has fittle relevance 1o the analysis. If a
change in access to the property 1ax is
implemented by means of a change in the overall
reliance on the property tax relative to other
taxes, then the incidence of taxation is changed
and it is important to analyze that change in
incidence.

Changes in the mix of taxes that are used to
finance local governments, both in terms of taxes
raised locally and provincial government taxes to
finance transfers to local government, obviously
have an impact on tax incidence and need to be
analyzed from that standpoint as part of an
overall evaluation.

Rural/Urban Balance

There are concerns about the distribution of tax
ioad when services, such as education or health,
are financed partly by common levies on both
the urban and rural property tax bases. This
appears to be a substantial part of the desire of
some people to see these services financed from
sources other than the preoperty tax.

Rural representatives have stated that rural per
capita property taxes are higher than urban per
capita property taxes. in 1881, rural municipalities
had only 25.9% of the population, but had 38.7%
of the equalized assessment. Equalized
assessment per capita in 198! was $2,331 for urban
municipalities and $4,208 for rural municipalities.
if both rura! and urban property owners werg
taxed at the same rate, rural property owners
would pay 81% more per capita in property taxes
than their urban counterparts.

A simple per capita analysis of assessments or
taxes paid may provide sufficient basis for
determining that a review is needed, but it is not
a sufficient basis upon which to draw
conciusions. For example, the fact that many
farmers reside in an urban community has the
eHect of overstating the per capita rural taxes
paid and understating the per capita urban taxes.
Also a significant part of the tax yield in rural

municipatities comes from large businesses like
oil companies, potash companies, steel mills,
etc..The proportion of industrial and commercial
property in rural municipatities compared with
urban municipalities would have to be examined
along with other factors before coming to
conclusions.

1§ it were delermined that, over a period of time,

the rural sector in general or agricultural property

in particular currently pays too much in property 3
taxes relative {o others, this dees not necessarily

mean that education, hospitals, and libraries

should be financed from sources cther than the i
property tax. It might suggest that the rural

revenue sharing poo! should be increased relative

to the urban revenue sharing pool. It might also

point to the need for an adjustment in the

percentage of appraised value of farmland that is

used in arriving at assessed value. For example, if

tarmland were assessed at something less than

the 60% of value which was used in the current

assessment, the effect would be to place a

smaller overalt tax load on the rural sector for

hospital and scheol purpoeses. Decisions on tax

incidence matters like this are an important part

of a sound system of property taxation.

The Commission notes that one of the important
responsibitities of those who govemn the

assessment function is to consider the various

balances in property taxation, and that although

the rural/urban balance is very important, it is by ¢
no means the only balance to be considered. For

example, within an urban community, the

appropriate division of the tax load between the '
residential and commercial sector must aiso be

addressed.

The Commission has come o no conclusions on
the appropriateness of the current distribution of
the tax load between urban and rural property
owners, but is of the opinion that a study needs
1o be done on this area.

2. ADMINISTRATION AND GOVERNANCE

The utitization of the property tax base is analyzed in this
section from the standpoint of & number of
considerations that relfate to administration and
governance.

A. Autonomy

In its January, 1985 Interim Report, the
Commission devoted considerable attention to
the concept of autonomy for local governments.” 1

"Each of our communities has a distinct
character. Each community has a different
set of views in relation to the type of services
which are desired, priorities among different

* See pages 24 to 30 and 33 to 34 of the January, 1985 Interim Report for
a detailed treatment of this topic.



types of services, the level of taxation which
is considered reasonable to support those
services, and the kind and extent of local
laws that should govern its citizens, It is the
existence of these inter-community
differences that forms one of the primary
purposes of having local government. If
individual local governments have the abifity
to make their own decisions, there is a far
greater opportunity to meet the needs and
desires of gach community than would be
the case if the provincial government were to
make those decisions. The Commission
strongly subscribes to the philosophy that
wherever possible, local people should be
aliowed to direct their own affairs through a
strong and independent local government
structure .. "

“If particular local desires are {o be reflected,
local governments must have the
independence or autonomy to make their
own decisions and for those decisions on
types and levels of services to vary from
community to community. in turn, this
means that provincial legislation creating
local governments must provide sufficient
local discretionary powers. Provincial grants
should be largely unconditional so as to
impinge as little as possible on the effective
choices available to local governments. Most
importantly, those local governments must
have access 1o a meaningful source of local
revenues . .."”

"Access to a local source of revenue is
critical to the autonomy of local
governments. Local governments having no
access to local sources of revenue and being
completely reliant on provincial funding may
have considerable latitude for local decision-
making i they recsive their grants
unconditionally, That is, they may have
considerable autonomy to make decisions on
priorities within the level of spending
determined by the Province. However, they
are not autonomous in regard to the fevel of
total expenditures, Residents of some dreas
of the Province may desire a higher overall
ievel of services than other areas of the
Province and may be prepared 1o pay the
additional local cost involved. Without a local
source of revenue, the power to determine
overall levels of services is in the exclusive
hands of the provincial government and
there is no local autonomy in this particular
regard .. "

The Commission analyzed and evaluated several
alternative local sources of revenue in Chapter ||
and concluded that there was no practical and
dasirable alternative local revenue that could
replace the property tax. This, combined with the
need for a local revenue source to meet the

requirements of autonomy, suggests that local
governments continue io have access to the
properiy tax for a portion part of their revenue,

Types of Locally Delivered Services

The previous section on autonomy dealt with the
notion of autonomy as a principle in somewhat
general terms. The question arises as to whether
local autonomy is required for all types of locally
delivered services, whether there can or should
be different degrees or types of autonomy for all
types of services, and whether a local source of
revenue is required for all types of iocal services.

Provincial legislation provides for the delivery of
some services at the local tevel either by what
may be considered local governments or by
other agencies or boards which function at the
local level. Responsibility for services may be
assigned to the local level because it is thought
to be more efficiently administered locally or
because it is considered appropriate for decisions
on the level of services 10 be made locally, or
both.

There are three main types of services which are
deliverad at the locat level:

1) Services which are purely tocal in nature.
These are services for which the local
authorities decide:

» whether the service is provided at
all within the community,

« the level or extent of the service;
» the standards of the service; and
« how the service is delivered.

There are few, if any, provincial
regulations governing such services. The
provincial government has no overriding
interest in the matter and it is deemed
appropriate to have all decisions
pertaining to those services made at the
local level and for the administration fo
be done at the local level,

A number of services provided by
municipalities fall in this category.
Recreation, fire protection, paving urban
streets and roads, and the provision of
local access roads in rural municipatities
are examples. Because all or essentially
all of the decisions pertaining to such
services are made locaily, and no major
province-wide interest is at stake, it is
logical that the local authorities
responsible for making decisions on
those services have a local source of
revenue with which to implement their
decisions.

2} Services for which the provincial
government has an interest in enforcing
a certain minimum standard, but for
which other decisions are deemed 1o be




3)

appropriate to be made at the local level.
Elementary and secondary education is
an example of this type of service.

Province-wide standards exist in regard
1o such matters as the minimum
curricular offerings which must be
provided, minimum teacher training
requirements and the tength of the
school year, and these standards are set
out in statutes and regulations.

Local decisions determine such matters
as the number of programs and services
to be provided above the required
minimurn, numbers of staff employed
and class sizes, the levels of training and
experience of teachers they hire, and the
level of other resources applied to the
delivery of the programs. All such
decisions determine the level of
expendifures for the school divisions
and, because local desires in regard to
these matters vary from schoo! division
to school division, there are
corresponding variations in the level of
expenditure. It is also iogical for
authorities responsible for delivering
such services to have access to a focal
source of revenue so they are able to
finance these variations in local
expenditure level. it would be
unreasconable and would defy any
principle of accouniability for the
Province to “write a blank cheque” and
simply agree to fund whatever local
decisions are made on expenditure
levets. Therefore, if i is desirable for local
decisions to be made on levels of
services and expenditure, it follows that
the authorities responsible for making
those decisions should have access to a
local source of revenue to make it
possible to implerment those decisions.
The minimum requirement would be for
access to local revenues of sufficient
magnitude to cover at least that portion
of overall expenditures that could be
classified as discretionary.

Services for which the provincial
government sets the standards and level
of services, hut for which administration
is thought to be more effectively done at
the local level. For services in this
category, there may or may not be much
locat flexibility for setting priorities within
the determined level of expenditure. The
key characteristic is that the expenditure
level is deterrined entirely by the
provincial government, not by the local
authorities. An example of this type of
service would be the Home Care
Program.

Delivery of this category of service is
delegated to local authorities because it is
thought to be administered more effectively
at that level either because of the advantage
of smaller scale operations, the need {or local
circumstances to be taken into account, or
other factors which may make it less suitable
or efficient to have administration carried out
by provincial authorities.

It could be argued that accountability to the
local people being served might be enhanced
by having a local scurce of revenue o cover
part of the cost of such services, but such an
argument is not compelling because the
major policy decisions on the nature and
levet of services are made by the provincial
authorities, and a major part of the
accountability is to those provincial
authorities. in short, there is no particuiar
need for a local source of revenue for such
services because the service level and
expenditure level is not determined at the
local level.

In a subsequent report the Commission may
wish 1o examine certain provincial services {o see
if it would be more appropriate to have them
delivered at the local level and, correspondingly,
to see if there may be some local services for
which responsibility for administration and
funding should be given 1o the provincial level.
However, it is clear to the Commission that the
butk of services provided by municipalities and
schaol divisions fall into either the first or second
categories as outlined above, and that a iocal
source of revenue is very important for the local
authorities delivering those services.

With particular regard {o education, for which the
greatest number of comments have been made
regarding financing, the Commission believes
that people in Saskatchewan want to participate
in decisions regarding the level and nature of
services provided in thelr local schools. They
may not all be satisfied with the degree of
influence they now have on those decisions, but
it is clear that they have a greater role now than
they would if there were complete provincial
funding of education. Complete provincial
funding of education would remove the ability of
the iocal people, through their elected
represertatives, 1o make decisions on levels of
services that may differ in their respective
communittes. There has been a iong history of
loca! participation in education decision-making
in this province, and the Commission believes
that it should be continued.

The nature of elementary and secondary
education and most services detivered by
municipalities is such that a local source of
revenue is required for at least part of the
financing of those services.



C. Other Needs of Local Govermnment

Local governmenis also require equalization
payments from the provincial government. This
need arises because the wealth of local
governments or the size of their local fax bases
varies considerably and, as a result, there are
corresponding variations in the ability of local
governments 1o raise revenues and provide
services.

Provincial grants or revenue sharing payments
must compensate for these variations in local
fiscal capacity in order to ensure that residents
throughout Saskatchewan have access to basic
jevels of service without resort to unduly high
locat tax rates. Under a system of provincial
equalization payments, some iocal governments
get fittle or no grants because their own local tax
base is sufficient fo meet local needs. Other local
governments with a very limited local fax base
require very substantial grants in order to provide
comparable levels of service at similar focal tax
rates.

in order for equalization payments to achieve
their objective given the current disparities in
local fiscal capacity, they must constitute a
reasonably sizeable portion of overall focal
government revenue, From the standpoint of the
need for equalization, there are limits on the
extent to which locat revenue sources can take
the place of provincial revenue sources.

Local governments aiso need relatively stable
revenue sources. Unlike their federat and
provinciat counterparts, local governments are

" not in a position to finance a major part of their
current operations by borrowing if revenues fall
or if they grow more slowly than expenditure
requirements in a particular year or years. The
property iax is relatively stable, compared {o
taxes based on income or sales which are more
sensitive to upswings or downturns in the
economy. Hence, taxes based on income or sales
tend not to meet this particular need of local
government as well as the property tax.

. Accountability to the Taxpayer

Local governments are accountable electorally
and in other ways to logal citizens for the
guantity and quality of services they provide.
When local governments finance part of the cost
of their services from a local tax, it provides a
basis of interaction or contact between the local
government and those who are served by that
local government. As a result, accountability for
use of public funds is promoted. One urban
representative concurred with this thought by
stating that in his opinion, "the best spent dollar
is a dollar which i3 raised locally”. The desirability
of accountability, together with the requirements
for autonomy, support the need for a local
source of revenue,

E. Limits on Use of the Property Tax

Some have suggested that it might be acceptable
to have particular services financed from the
property tax, provided that specific lirnits were
placed on the extent to which the property tax
could be used.

One way of pulting a limit on usage of the
property tax would be to require the provincial
government to finance a minimum percentage of
the expenditures of a local government. Unless
the provincial government were to enforce other
means of controliing local government
expenditires, the locat government would be free
1o continie to make independent decisions on
the level of expenditures and the provincial
government would be obilged to finance a pre-
determined percentage of those costs, regardiess
of its own fiscal circumstances and its view about
the desirability of the levels of expenditures
decided upon by the local governments.

The opposite approach to putting fimits on the
use of the property tax would be to enforce a
specified maximum percentage of costs which
local governments wotild be permitted to finance
from local tax sources. In this sifuation, local
governments would, in effect, have their
expenditures controlled by the Province. Local
government spending could not exceed the
percentage change in government grants without
the lecal share exceeding the pre-determined
specified percentage.

The respective percentages of costs borne
provincially and locally vary from local
government o local government because of
equalization in provincial grants. i individual
percentage limits were set for each local
government the process would be arbitrary and
contentious. If an overall average percentage
were used, there would be no means of
controliing what was done by the individual focal
governments. This suggests that it would not be
practical to restrict local government taxation
through a specific percentage limit on local
shares of costs, even if it were deemed 1o be
otherwise desirable.

Alternatives to limits on the percentage of
expenditures financed from the property tax
would be limits on the number of mills which
could be fevied, limits on the per capita spending
of a locat government, or limits on the
percentage by which their expenditures might
ingrease in a particular year. From a technical
standpoint, such measures would be more
feasibie than placing percentage fimits on the
local share of costs.
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Regardless of their technical and administrative
feasibility, all of the foregoing measures which
endeavour to put a precise limit on the use of the
tocal tax base, conflict fundamentally with local
autonomy, a basic underpinning of strong local
government.

The establishment of general targets in terms of
the extent to which the property 1ax is relied
upon, is a different matier. The provincial
government could establish a percentage of
costs of local government which it believes
should be financed by the provincial government
and the appropriate level of transfer payments 1o
the local governments could be made. In any
given year, the provincial government’s share of
costs may be higher or lower than the target,
depending upon differences between the
spending decisions of the local governments and
the funding decisions of the provincial
government. As long as those decisicns can be
made independently and as long as it is
recognized that there is no specific target or timit
to enforce, the autonomy of both the provincial
government and the focal governments can be
maintained.

Complexity: Multiple Taxing Authorities

The property tax is currently used in part to
finance municipal, school, hospital and library
services. it has been suggested that issues
surrounding assessment and property taxation
would be less complex and more readily resolved
if only municipal governments used the property
tax. For example, it is suggested that:

« |f no taxing authority were involved in
simultaneously taxing both rural and
urban property for the same service, there
would be no need to be concerned about
the respective amounts raised from ruraj
as opposed to urban property owners, or
how to design an assessment system
which would produce the desired
rural/urban batance. Questions of rural/
urban balance in tax loads would refate
mainly to the question of the appropriate
size of the urban and rurat revenue
sharing pools.

« Equalization of assessments would not be
as crucial.Equalized assessments would
be used only for analyticat purposes and
in the calculations of revenue sharing
payments within separaie urban and rural
revenue sharing pools. Equalized
assessments would not be used in the
distribution of tax loads among a mixture
of urban and rura property owners as is
presently the case with the calculation of
provincial grants to schoot divisions, or the
levying of taxes by school divisions.

« Municipalities, scheols, hospitais and
libraries each currently make independent
decisions involving judgments about the
amount of local services required and the
ability or willingness of the local taxpayer
to pay for those services, without
necessarily knowing what the other bodies
have decided in this same respect.
Caollective decisions can, consequentiy,
end up being inappropriate. Inappropriale
decisions on the level of local taxation
would be less likely if only one iocal body
were making those decisions.

« lssues surrounding the governance of the
assessment function would tend to be
somewhat less complex, because there
would be less need to deveiop
comparable or compatibie urban and rurai
assessment systems.Rural government
could concentrate on developing and
maintaining an assessment system
suitable for rural municipalities without
having to understand or be concerned
about urban assessments and, likewise,
with urban governments.

The Commission recognizes that some issues
would become less complex or more readily
resolved if the numbers of local governments
having access to the property tax base were
reduced or if the use of the property tax was
restricted to one type of local government.

The Commission has also considered a
significant number of other specific assessment
issues and concerns ranging from the treatment
of downtown versus highway commercial
property to the weighting of land versus
improvements in calculating overall asSSessments.
it conciuded that the removal of education or
other comimon services currently financed by the
property tax would resolve very few of these
issues. These issues may be less acute if, in the
process of removing such services from the
property tax, the overall level of property tax is
reduced, but the issues would continue to be
issues requiring attention.

. Amenability to Changes in Expenditure Levels

Some have suggested that year-fo-year variations
in the coliactive ability to pay of property owners
within a particular local government unit could be
taken into account by the local government. In a
year when the collective ability to pay has
declined, the local government could decide to
spend less on its services and lower taxes. In a
subsequent year or years, when the collective
ability to pay has improved, the local government
may decide 1o restore previous spending and tax
levels or have higher spending and tax levels 10
provide a "catch-up”.



Some have suggested that it is more practicat or
feasible to make substantial year-to-year
variations in spending levels for certain services
than it is for other services. They have suggested
that the property tax should be used to finance
those locally delivered services which are
amenable to substantial year-to-year variations in
expenditure levels, while broader provincial
sources of revenue should be used to finance
locally delivered services which are not so
amenable to major expenditure variations. In this
way, it is argued, the level of the property 1ax can
be more closely related to the coitective ability to
pay of property owners within a loca
government jurisdiction in a given year.

It coutd be argued that municipalities, particularly
rural municipalities, have more opperiunity to
adjust expenditure levels in response to changes
in the ability to pay of their ratepayers as a whole
than do urban municipalities and schocls. Road
construciion and mainienance make up a large
percentage of rural municipal expenditures and it
might be argued that it is more practical to have
major year-to-year variations in such services
than other municipal services or school services.
This could be used as an argument for having
municipalities funded from the property tax and
schools funded from provincial sources.

The foregoing arguments are based on the
interests of the public as taxpayers. From the
standpoint of the interests of the public as
recipients of public services, it could be argued
that because school divisicns require greater
stability in revenues and expenditures, they
should have access 10 a stable source of revenue
such as the property tax.

The Commission notes that all local governments
provide services which the public considers to be
important and it is a highly subjective matter to
speculate on which type of local government has
the greatest flexibility in making adjusiments to
the level of spending on those services. There are
financial, administrative and politicat limitations
on the amount of flexibility which any type of
locat government can realistically make in its
expenditures. This may be one of the major
reasons why it is not uncommeon for iocal
governments to hold the fine on their tax levels
while it is relatively rare for them to actually
reduce their tax levels.In short, the relative
flexibility of different types of local government to
adjust their expenditure levels is a legitimate
consideration, but it is not a particularly
compelting hasis for arriving at conciusions on
the fundamental issue of which local
governments should utilize the tocal property tax.

Constitutional Considerations

In a recent decision on a case between the
Province of Quebec and the Greater Huil Scheol
Board, the Supreme Court of Canada ruled that
the Constitution had guaranteed rights of
separate schools to levy property taxes and that
provincial legislation had prejudicially affected
those rights. Accordingly, the provingial
legislation was struck down,

Chapters 29 and 30 of the Ordinances of the
Northwest Territories, 1901, contain several
sections outlining the taxing powers and
procedures for school boards and there is little
doubt that it is the property tax to which the
sections refer. Section 17 of The Saskatchewan.
Act, under which Saskatchewan became a
province of Canada, contains provisions
guaranteeing that no laws could be passed which
prejudicially affect rights granted to separate
schools under Chapters 29 and 30 of those
Ordinances. Section 28 of the Canadian Charter
of Rights and Freedoms says "Nothing in this
Charter abrogates or derogates from any rights
or privileges guaranteed by or under the
Constitution of Canada in respect of
denominational, separate or dissentient schools.”
Under the Constitution Act, 1982, The
Saskatchewan Act is part of the Constitution,

Accordingly, it seems reasonably clear that the
provincial legislature does not have the authority
to remove the right of access to the property tax
base for separate school divistons. Public schoot
boards do not enjoy the same protection as there
is no constitutional impediment for the provincial
legislature to disallow access by those boards to
the property tax base. However, it would be
inappropriate and discriminatory to abolish the
right for one type of school board, while retaining
it for the other.

What is not so clear is the extent of restrictions, if
any, that the provincial legislature could legally
place on the use of the property tax by school
divisions, while still retaining their basic right of
aACCESS.

Administrative Feasibility

Chapter it provided an anatysis of possible
alternative local sources of revenue. it would be
technically feasible and administratively practical
1o raise existing provincial taxes or to implement

21



certain new provincial iaxes if more provincial
funds were to be transferred to tocal
governments. These funds, in the form of grants
or revenue sharing fransfers, could be used to
reduce the degree of reliance on property taxes if
that were desirable. increasing the rates for
personal and corporate income tax or sales tax,
implementation of a gasoline tax, or
implementation of a flat tax or tax on basic
income would falt in this category.

For locally determined and administered taxes, it
would be technically feasible and administrativety
practical fo expand the amusemert tax and to
implement a hotel occupancy tax. However,
these taxes would yield refatively small amounts
and could be used only as minor supplements {o
the property tax, but not as replacements for it.

While it would be possible from a technical point
of view to establish & local tax on basic income,
income or sales, with rates set by individual local
governments and the administration done
provinciaily, the administrative complexities
would be so substantial and the costs involved in
such options would be so large as to make the
options unattractive. Another factor to consider is
that these taxes are volatile and reliance on these
sources would make fiscal planning for local
governments much more difficult.

3. PROVINCIAL ECONOMIC INTERESTS

tn this section, the utilization of the property tax is _
analyzed from the standpoint of provincial economic
interesis.

A,
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inflows/Qutilows of Monies from Saskatchewan

Property taxes are allowed as deductions in
calcutating taxable income for both the corporate and
personal income tax for farms and businesses. This
has the effect of reducing the amount of income fax
that would otherwise be paid. If property taxes were
reduced and replaced with other forms of taxation
which are not deductible in calculating taxable
income, the result would be a decrease in allowable
deductions, an increase in taxable income, and the
payment of more income tax. Approximately 2/3 of
the income faxes collected from Saskaichewan
residents are paid to the federal government. It is
estimated that for every $I100 miltion by which
property taxes might be reduced and repiaced with
other Saskatchewan taxes, over $I5 million in
additional income taxes would flow out of the
Province to the federal government. Even if 4%
{Saskatchewan’s share of Canada’s population) of
these monies flowed back to Saskatchewan by

means of increased federal government expenditures,
fhe net loss to the Saskatchewan economy would still
be over $l4 million.

Non-residents who own property in Saskatchewan
pay property taxes o local governments in
Saskatchewan. They may or may not pay cther types
of taxes to Saskatchewan governments.

For example, unincorporated business or individuals
from another province who make part of their
incomes in Saskatchewan pay no income tax to
Saskatchewan.

From the standpoint of this consideration, it would be
to the benefit of the Province to maintain or increase
reliance on the property tax so as to minimize the
flow of tax monies out of the province.”

Inter-Provincial Comparison of Tax Rates

Tables outlining the yield of one percentage point on
various Saskatchewan tax bases and the 1985 rates
of taxation for the major taxes in all provinces are set
out in Appendix C and Appendix D. From this
information, it is possible to determine the impact on
Saskatchewan tax rates if different types of provincial
faxes were used to reduce the reliance on the
property tax by varying amounts, and to compare the
resulting tax rates with those in other provinces.

Although tax rates can provide a general comparison
of tax levels for one province relative to another,
caution must be exercised in drawing conclusions
from the appendices for the following reasons: First,
no atternpt is made to address differences in tax
structures, such as surtaxes and tax reductions,
which can significantly alter the effective tax rate on a
tax filer. Second, the comparisons do not consider
the base on which the tax is applied. For example,
the sales tax base differs substantially from province
to province, Third, the comparisons are limited to
only the few major iaxes and, therefore, do not
measure the total impact of the respective overall
fiscal regimes on individuals and corporations. For
example, no reference is made of the different tax
and user charges such as payroll taxes and medical
care insurance premiums, which are used by
Saskatchewan's neighbouring provinces, but are not
used in this province.

The primary Canadian economic competitors of
Saskatchewan are Manitoba and Alberta and, to a
jesser extent, Ontario and British Columbia,
depending upon the particular business or
profession. it is with these provinces that compariscen
of tax rates are most relevant in considering the
impact on Saskatchewan's economic

* If the provincial government were {6 finance a reduction in property
tax by means of an increase in another tax which is paid by non-
residents, there may or may not ba a net outfiow of tax monies from the
province. Sales taxes, for example, are paid by non-residents in regard
ta purchases made in Saskatchewan.



competitiveness of different ways of funding local
government. Tax rates in the Province of Quebec and
the Atlantic provinces are more of an academic and
political interest.

In regard to the personal income tax, B.C. and
Alberta have substantially lower rates (44.0% and
43.5% of federal basic tax, respectively} than
Saskatchewan's 50.5%.* Ontario’s rate is somewhat
lower, at 48.0%, but Manitoba's rate is higher, at
54,0%. The existence of the flat fax in Saskatchewan
means that comparing Saskatchewan’s iaxes on
personal income to the tax on personal income in
other provinces becomes more difficult. If the
revenues from the 1% flat tax on net income were
obtained from the regular income tax,
Saskaichewan's rate would have to be higher by 8.5
percentage points of federal basic tax. This would put
Saskatchewan's rate at 59.0%, substantiatly higher
than ali of our major Canadian economic
competitors, Although each province has its own
system of tax reductions and surtaxes, etc., which
also make comparisens difficult, it is reasonably clear
that, at present, Saskatchewan taxes income more
heavily than all of the above-noted provinces.
Whether, under this circumstance, it would be
desirable for the provincial government to place less
reliance on the property tax and even more reliance
on the personal income tax, is doubtful. To raise
another $100 million in personal income tax would
require an increase of 8.0 points of federal basic tax
or an increase of 1.0% in the flat tax on net income.

In regard to the corporate income 1ax,
Saskatchewan's general rate is 16.0%™* and is small
business rate is 10.0%. No other province currently
levies higher rates, but most are quite close to
Saskatchewan. Manitoba levies the same rates as
Saskatchewan, while B.C.'s rates are 16% and 8%.
Alberta's rates of 11% and 5% are ¢onsiderably lower
than Saskaichewan's rates. Ontario’s general rate of
15% is close to Saskatchewan's rate, but small
business income is not taxed at all in that province.

The corporate income tax does not generate a great
deal of revenue relative to what is generated by the
personal income tax and the property tax. The
corporate income tax is projected to yield $i45 million
in 1985-86, compared to $626 million and to $625
million for the personal income tax and the property
tax, respectively.

* This is the effective rate of tax for 1985, since the tax rate was reduced
to 50.0% starting in Juty, 1985,

** Although there is a considerable difference in the personal and
corporate income tax rates of 50.5% and 16%, respectively, it is
important to understand that the tax rates are applied to different
measures of the tax base. The provincial personal income tax rate is
expressed as a percentage of federal basic tax and not as a percentage
of taxable income. Federal basic tax is an amount determined after the
federal income tax rate is appiied to taxable income. In contrast, the
corporate income tax rate is calcutated directly on taxable income.

Even if the corporate income tax rates were doubled,
and the proceeds used o permit local governments
to reduce their reliance on the property tax, it would
permit only about a 12% reduction in property fax.
This would create rates in Saskatchewan which
would be three times as high as the small business
rate and over twice as high as the general rate as
Alberta, and roughly 50% higher than the rates in the
other provinces which are Saskaichewan's economic
competitors. This would be clearly undesirable. In
short, the cerporate income tax cannct be regarded
as a practical rneans for bringing about substantial
reductions in the level of taxation on property,

Saskatchewan's 5% retail sales tax is lower than in
any other province, except Alberta where there is no
sales tax. British Columbia is at 7%, Manitcba is at 6%
and Ontario 7%. Looking only at rates in other
provinces, there would appear to be an opportunity
to increase the sales tax for possible use in reducing
the reliance on the property tax. Retail sales taxes are
likely to have considerably less impact on business
location decisions than personal and corporate
income taxes, because i is not a significant factor in
economic competitiveness. However, the
Commission has two reservations in this regard. One
is its cognizance of the perennial difficulties faced by
Saskatchewan mercharnts close to the Alberta border
with a 5% differential in sales tax, and the realization
that an increase in Saskatchewan's rate would only
exacerbate that problem.

The other reservation is in regard to the equity of the
sales tax relative to the property tax.” It is the opinion
of the Commission that an increase in the general
sales tax and a reduction in property taxes would, on
halance, introduce greater regressivity into taxation in
Saskatchewan.

in an earlier saction, the Commission raised the
possibility of a provincial gasoline tax which would be
a type of user charge for transportation and which
would be passed on to municipalities for
transportation infrastructure expenditures. All
provinces, except Saskatchewan and Alberta, have a
tax of approximately 20% of the retail price of
gasoline, Gasoline or fuel taxes can have a
substantial impact on some industries such as
farming and transportation and, for this reason, it is
justifiable to look at certain types of exemptions such
as former policies of tax-free gasoling in farm frucks.
However, on balance, it would appear that a gasoline
tax could be impiemented without putting
Saskatchewan at & disadvantage with most other
provinces. Each 1% of the retail price of all diesel and
gasoline sold would yield $8.8 million.

Per capita property taxes are very comparable among
the five westernmost provinces. Omtario and
Saskatchewan are the lowest and are virtually tied at
$496 and $497 per capita, respectively, and British

* See p. 10 of this report.
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Columbia is the highest at $569 per capita.” These
figures do not take into account the effect of property
tax rebate programs in the respective provinces.

These facts would suggest that, from the standpoint
of economic competitiveness, the overall levei of
property taxes is not a factor coniributing to any
particular disadvantage in Saskatchewan, and there
would be no compelling argument to see property
taxes reduced by raising other taxes.™

Personal and Business Initiative

While income taxes are favoured by many pecple in
relation to other types of taxes for reasons of equity,
there are concerns about the impact this tax can have
on individual initiative.

Some suggest that taxes based on income
discourage saving, investment and entrepreneurial
initiative because, unlike the case with other taxes, a
portion of the anticipated increase in income is lost
through increased taxes. They go on to suggest that
these effects are more acute at the higher income
levels where 50% or more of additional income is lost
through additional income tax. They argue, further,
that the overall growth of an economy is heavily
dependent on savings, investment and
entrepreneurial activity and that high marginal rates
of income tax jeopardize overall economic growth. It
is argued that this means, in turn, that all members of
society experience negative effects from the income
tax system, at ieast indirectly, even though their own
initiative may not be direcily affected by the tax
sysiem,

The degree of impact which income taxes have on
personal initiative and the rates of taxation which
must be reached befora the impact is serious are
subjective matters. it might be useful to consider an
extreme example regarding the utilization of the
income tax for illustrative purposes. it has been
suggested that schools be totally funded by the
provincial government, and that o reptace the
monies now raised through the property tax the
provincial government should levy additional income

See "Appendix £ for the per capita rates of all provinces. Quebec and
1e Atlantic provinces have, on average, considerably lower per capita
roperty taxes, largely because there is larger, or in some cases
omplete, provincial funding of education. These same provinces have
ither considerably higher personal income taxes o refail sales taxes or
oth.

* Thig is not to say that particular types of businesses are not affected
ifierently by specific assessment policies in the respective provinces,
nd that some firms may enjoy an advantage while others incur a
fisadvantage relative to their counterparts in other provinces. The
Jemmission simply notes that overall property tax levels in
jaskatchewan do not place Saskatchewan businesses af &
lisadvantage.
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taxes. To raise the $325 million now generated by the
school property tax, the personal income tax would
have to be increased by 27 percentage points of
federal basic tax. In the previous section, it was noted
that if the monies raised through the Saskatchewan
flat tax were raised through the regular income tax,
Saskatchewan's 1985 effective rate would be 59.0% of
basic federal tax. Adding the additional 27 percentage
points to this would yield a total rate of 86.0%. The
Commission is of the view that personal income
taxes at that level would not only be grossly out of
ling in relation to other provinces, but that they would
have a substantial negative effect on personal and
business initiative.

It is noteworthy that the flat tax, while not necessarily
reducing the overall yield of taxes on income, does
have a lower marginal rate than progressive income
tax systems for middle and higher income groups.
Faor this reason, the flat tax is generally regarded as
being more compatible with the promotion of
economic growth and development than the regular
income tax. Whether the flat tax is as fair and
equitable as income tax systems based on
progressive rates is another question.

From the exclusive standpoint of personal and
business inifiative, it would be desirable to maintain
or even increase propery taxation rather than
increase income taxation. However, the overall
economic interests of society clearly must be
batanced against the dictates of equity and fairmess in
the distribution of the costs of public services.

4, SUMMARY

With regard to considerations of equity and fairness, the
Commission has concluded that:

« Taxes on income can be more equitable than
taxes on sales or real property, particularly if the
income tax system is reformed.

« There has already been a substantial shift from
property taxes to income taxes over the past 15
years and the desirability of a further shift is
guestionable.

« The combination of the benefit principle and the
distinction which some make between "services to
people” and “services to property” is not useful in
arriving at conclusions on which local
governments should utilize the property tax.

+ The Commissicn believes that it would be
undesirable 1o tax property on physical rather than
value meastres of property.

» There is merit in shifting some of the tax load from
property owners by expanding user charges for
50mMe Services.

« There is merit in considering a gasoline lax as a
user charge dedicated to the financing of the
municipal transportation infrastructure, thereby
lightening the load on the property owner for this
service.



« There shouid be a review of the relative property
tax loads in rural and urban municipaiities.
Mechanisms are available to correct an imbalance
if it exists.

With regard to considerations of administration and
governance, the Commission has concluded that:

« Access 10 a substantial source of focal revenue is
very important for the autonomy of local
governiments.

» The nature of services delivered by municipalities
and schoot divisions is such that considerable
local decision-making is required in regard to the
type or level of services to be provided in the
respective jurisdictions. A substantial local source
of revenue is required to enable local authorities 1o
give effect to those decisions.

« Because local governments need equalization
payments from the provincial government and
because equalization payments must constitute a
substantiai portion of overall local government
revenue in order to achieve their objectives, there
are limits on the extent to which local revenues
can replace provincial revenues.

« Because local governments are not in a position to
finance maior shortfalls betwesn revenues and
expenditures, they require a relatively stable
source of revenue. The property tax is the most
stable of the major tax sources.

« iJse of a local source of revenue promotes
accountability of local governments to those
served,

» Although measures which limit the use of the local
tax base may be feasible from a technical
standpoint, they are in fundamental conflict with
the principle of local autonomy.

« The utilization of the property tax base by a
number of types of local governments creates
additional complexity in taxation. This compiexity
would be considerabiy less if only one locai
government occupied the local tax base.

« The relative flexibility of different types of local
government in varying expenditure levels in
response 1o local economic circumstances isa
legitimate consideration, but is not strong criterion
for determining which local governments should
occupy the property tax base.

» The provisions of the Constitution prevent &
provincial government in Saskatchewan from
removing separate schools from the property tax.
1t would be unsound policy 1o treat public school
divisions differently than separate school divisions
in regard fo the use of the property tax.

« There are no tax sources other than the property
tax which are feasible for use as substantial local
sources of revenue.

With regard to considerations relating to the province's
economic interests, the Commission has concluded that

« A reduction in property taxes would cause a loss
of manies from the provincial economy because of
the payment of additional federal income taxes by
farms and businesses which use property taxes as
deductions in computing taxable income.

+ When considering possible reductions in reliance
on the property tax, the necessary increases in
other taxes to replace the revenue, and the rates of
taxation in other provinces with which
Saskatchewan is in economic competition, need o
be taken into account. Per capita property taxes
are lower in Saskatchewan than all but one
province west of Quebec.

« Excessive reliance on taxes based on income can
have a negative effect on personal and business
initiative.

The considerations in the Provincial Economic interests
group ail support the maintenance or even increase in the
use of property taxes relative to other forms of taxation.
The considerations in the Administration and Governance
group on bajance strongly support the access of local
governments to the property tax for a major source of
their revenue, but are not in conflict with either an
increase or decrease in the overali utilization of the
property tax relative to other forms of taxation. The
considerations in this Equity and Fairness group do not
point strongly in any one direction.

The foregoing materials lead the Commission to the view
that a perfect tax does not exist, and that a mix or
palance among a number of revenue sources is required.
It would, obviousty, be inappropriate to identify the best
tax and then endeavour o have the public sector rely
exclusively on that one tax. This would neither meet the
needs of various levels of government, nor would it be in
the interests of equity and economic development.

Local governments do rely heavily upon one fax - the
property tax. However, by virtue of the fact that the
provincial government funds a substantial share of local
government expenditures through grants and revenue
sharing payments, local governments, in effect, are
substantially financed from a broad set of tax bases
inctuding income taxes, consumption taxes and resource
revenues.

It is also apparent to the Commission that a number of
important considerations must enter into decisions on the
appropriate degree of reliance on any one fax, and that
caution must be exercised to ensure that judgments are
not made in this regard on the basis of only one or two
criteria when, in fact, there are numerous important
considerations bearing on the matter.
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CHAPTER IV
CONCLUSIONS/RECOMMENDATIONS

1.  IN REGARD TO LOCAL TAXATION:

1.1 THE COMMISSION HAS CONCLUDED THAT
THE PROPERTY TAX IS THE ONLY PRACTICAL
LOCAL SOURCE OF REVENUE OF SUFFICIENT
MAGNITUDE TO MEET THE NEEDS OF LOCAL
GOVERNMENT.”

The Commission has examined a number of alternative
local sources of revenue to see if they could be suitable
replacements for either all or a major portion of the
revenues that are currently raised through property
taxation at the local level.

Although income taxes or sales taxes could generate
large amounts of revenue, they are practical and feasible
only as provincial and federal taxes, not as local taxes.

In order for a revenue source to be truly a local source,
local governments must have the authority to set the rates
of taxation for their own areas so as to match revenues
with the needs and expectations of their respective
publics. The setting of different rates for income or
consumption taxes among the hundreds of local
governments in Saskatchewan would create costly
technical and administrative problems. Because of these
costs and compiexities, such revenue sources are not
practical for use by focal governments.

Various taxes based on income are the most frequently
mentioned as possibilities for use as tocal taxes. Quite
apart from technical problems and administrative costs, a
local income tax would be unsuitable for locat
governments because of its instability. Local governments
require stability in their revenue sources. The yield from
income tax, partticularly within a limited geographical
area, can vary in a major way from year to year. Because
of their relatively small financial base and their limited
borrowing powers, all but the very largest local
governments would not be in a position to cope with
these variations in revenues.””

tn short, if focal governments are to have a substantial
local source of revenue, the Commission has concluded
that it must be the property tax.

Other local sources of revenue do exist, but their yield is
such that they can only supplement, not replace, the

property tax.

* Chapter |l examines alternative local révenues in detatl.
** Sge "Other Needs of Local Government”, p. 19.
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1.2 THE COMMISSION HAS CONCLUDED THAT A
GREATER RELIANCE COULD BE PLACED ON
USER CHARGES TO FINANCE CERTAIN PUBLIC
SERVICES, THEREBY SERVING AS A
SUPPLEMENT TO THE PROPERTY TAX.*

Examples identified by the Commission where there are
opportunities for greater use of user charges and less
reliance on property tax are:

+ Communitias incurring operating deficits in their
water, sewer or transportation utitities could
reduce or eliminate the deficits by increasing user
charges, thereby reducing the extent to which the
properly fax must supplement those operations.

= Communities which use all, or a portion, of their
uncaonditional provincial capital grants for utilities
such as sewer and water proiects, could use those
grants for other municipal services, thereby
reducing the amount required to be raised from
the property tax for those other services. The
capital cost of utiiities could be financed to a
greater extent from debentures and, in turn, the
revenue necessary 1o retire the debentures could
be raised through appropriate user charges.

The Commission believes that the following criteria
should be used in determining whether or not a user
charge shoutd be implemented and the level of the
service charge:

» User charges should be used only where the
amount of use of the service can be readily
quantified.

« User charges are particularly appropriate for
financing services for which conservation in the
use of the service is desired.

« User charges are either inappropriate or should be
set at modest levels where the community interest
would be served by greater use of the service.

» User charges should not be used as hidden taxes
which are higher than required fo finance the
services in question,

There are numerous potential arrangements under which
proceeds from provincial or federal taxes can be
transferred to local governments, but there are not local
sources of revenue. The Commission will deal with these
later in this mandate.

* See "Revenues Based on the Benefit Principle”, p. 14.



2. IN REGARD TO UTILIZATION OF THE
PROPERTY TAX BASE:

2.1 THE COMMISSION HAS CONCLUDED THAT
BOTH MUNICIPALITIES AND 5CHOOL
DIVISIONS SHOULD CONTINUE TO HAVE
ACCESS TO THE PROPERTY TAX FOR A
PORTION OF THEIR REVENUE.

Municipal councils and school boards require a local
source of revenue in order fo discharge thair respective
mandates. They must make decisions on the level of
services in their communities, the amount of rescurces
allocated o those services and, in many instances,
whether certain services are to be provided at all. The
Commission notes that the desires of the public for the
type and level of municipal and education services, as
well as the level of taxation which they are prepared o
bear in order to finance those desires, vary from
community to community. Municipal councils and school
hoards require a source of revenue under their control, in
order to respond to those local desires. As noted above,
the property tax is the only practical local source of
revenue of sufficient magnitude to meet the needs of
local government,

The Commission notes that accountability for the use of
public funds is promoted when local governmenis are
required to finance part of their operations with local
revenues.

In short, municipatities and school divisions require
access to the property tax by viriue of the nature of the
services for which they are responsible” and the need for
independence or autonomy** in the discharge of their
mandates in the provision of those services, and to
promote responsible use of public funds.** The property
tax is a mainstay of local government.

The Commission regards the foregeing points as being
sufficient to arrive af the conclusion that both
municipalities and school divisions require continued
access to the property tax. However, a number of
arguments have been raised against the use of the
property tax by school divisions, and the Commission
believes it is important to address theim:

1) Soine say the property tax is unfair, that it shouid
be reduced, and that removing schools from the
property tax is the way to achieve that reduction.
The Commission nofes the following:

+ All faxes have weaknesses. Which tax is
most fair is a highly subjective matter.”***

» Ifit is desirable to bring about a reduction
in the level of property taxes equal to what
school divisions now levy, this can be
accomplished by increasing provincial
payments to both municipalities and
school divisions. This would avoid the

* See "Types of Locally Delivered Services”, p. 17.

 See "Autonomy”, p. 16. See also pp. 24 to 30 and 33 10 34 of the
January, 1885 Interim Report.

**+ Sepe Accountability to the Taxpayer”, p. 19

*w=* Goe “Relative Equity of Different Forms of Taxation®, p. 9.

negative consequences of leaving school
divisions without a local source of
revenue,

s The fairness of the property tax can be
improved by improving assessments,” and
by the impiementation of an income-
based property tax credit program.™

2} It has been suggested that education property
taxes create an inequitable rural/urban tax load
and that, for this reason, education shoutd be
removed from the property tax.

The Cormmission witl be initiating a study of the
rural/urban balance of tax loads.*™™ If an
inappropriatebalance exists, there are means of
correcting it without incurring the negative
consequences of removing education from the
property tax. '

3) 1t has been argued that distinctions can be made
between "services to people” and "services to
property” and that in accorgance with the benefit
principle, only “services 1o property” should be
financed from the property tax. Accordingly, it
has been suggested that only municipalities
should be financed from the property tax. The
Commission notes the following:

» The terms "services to people” and
"services 1o property” are misleading
because ultimately all services are
intended to benefit pecple.

s Substantial municipal expenditures
(perhaps the majority, particularly for
urban municipalities) are made on
services which benefit people in the
community as a whole, rather than on
services which benefit people by virtue of
the nature and amount of property they
own or rent,

« The amount of property tax raised from
parcets of property bears little relationship
te the henefits from municipal services
received by the owners or renters of those
respective parcels of property.

In short, "services to people” and "services to
property” are not helpful concepts in considering
which local governments should utilize the
property tax.”™*

4) It has been suggested that issues such as the
rural/urban balance in tax loads, equalization of
assessments, the governance of the assessment
function, and arriving at appropriaie local tax
loads***** would either disapppear or would be
less complex if education were not financed from
the property tax.

* See Property Assessment in Saskatchewan, a Commission report on
assessment released concurrently with this report. See also Conclusion/
Recommendation #6.

** Ses Conclusion/Recommendation #3.

*** See Conclusion/Recommendation #7.
== See “Benefit and Ability to Pay Principles”, p. 11.
4+ Seg "Complexity: Multipie Taxing Authorities”, p. 20.



The Commission recognizes that some issues
wouid cease 1o exist or become less complex if
schoots were not financed from the property tax,
but believes that other reasons for retaining the
school property fax are more compelling. The
Commission also notes that numerous issues
such as the level of taxation of downtown versus
highway commercial properties, the tax load on
light soils relative to other soils, and whether the
business tax is a form of double taxation, would
remain as issues, even if schools were not
financed from the property fax.

The Commission also believes that the removal of
separate schoo! divisions from the property tax would be
conirary to constitutional guarantess, and it would be
inappropriate for the provincial government to treat public
schools differently in this respect.”

Although the Commission has concluded that both
municipatities and school divisions should continue to
have access to the property tax for a portion of their
revenuas, the overall leve! of utilization of the property tax
and the degree to which each type of local government
should be required to rely on the property tax are
separate questions which the Commission plans to
address in a fufure report.

it could be argued that while certain people need relief
from property taxation from time to time, the overalt level
of property taxation is not out of line in refation to other
forms of taxation. The main factors that could be used in
support of this argument are:

1) Property taxes now consume a smaller
percentage of Saskatchewan's totat income than
they did 15 years ago, whereas income taxes
consume a larger portion of tofal income.™ it
could be suggested that the desirability of
financing a general reduction in property taxes
by means of an increase in income tax,
considering the substantial shift that has already
taken place toward the income tax, is
questionable, at least at present.

2) Property taxes in Saskaichewan are not out of
line with other provinces on an overall per capita
basis. Of the 5 westernmost provinces,
Saskatchewan is virtually tied with Ontario for the
lowest at $497 and $496 per capita, respectively,
and British Columbia is the highest at $569 per
capita. Manitoba has $504 per capita in property
taxes, and Afberta has $531 per capita.™™ These
figures do not take into account the net effect of
rebate programs in the various provinces.

3) The property tax is projected to yield $625 miltion
for local governments in 1985. Only two revenue
sources yield comparable revenues for the
provincial government: oil revenues are projected
to yield $655 million, and individua! income taxes
are projected te yield $626 miltion in 1885-86.

* Sea "Constitutional Considerations”, p. 21.
“* Sap "Trends in the Utilization of the Property Tax”, p. 11.
**+ Sao "|nter-Provincial Comparison of Tax Rates”, p. 22,
and Appendix E.
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Sales taxes are projected 1o yield $383 miltion
and corporation income taxes are projected to
yield $145 mitlion.

It could be argued that, if a major reduction were
to be made in the property tax, corresponding
major increases would have 10 be made in
provincial taxes 1o bring it about and that at
present, such increases would tend to put those
tax rates out of line with other provinces.” It
could also be noted that the income tax is
already relied upon more heavily in
Saskatchewan than in other western provinces.**

On the other hand, the Commission also wishes
to note the following:

» Reforms might be made to the income tax
structure to make it decidedly more fair
and equitable. As a resuit, there may be
merit in increasing a reformed provincial
income tax, increasing provincial
government transfer payments to local
governments, and reducing the property
taxes reguired by local governments,

» Overall provincial government revenues
may imgrove in the future to the point
where substantial increases in transfer
payments to local governmenis could be
made without puiling other Saskatchewan
tax rates out of line with gther provinces.

« The Commission plans to review the
revenue sharing concept, the formutas
used to distribute provincial transfer
payments to municipalities, capital needs
of local government, and the dedicated tax
concept™™ in a future report. The
Commission aiso plans to do a thorough
analysis of the option of having the
provincial government finance up o 75%
or 80% of education costs.”™**

The conclusions arising from these reviews may point to
the need for a different level of senior government fiscal
transfers to local governments and a different level of
reliance on the property tax, relative to other taxes.

2.2 THE COMMISSION RECOMMENDS THAT
LOCAL TAXING AUTHORITIES BE REQUIRED
TO MAKE GREATER DISTINCTION BETWEEN
SCHOOL AND MUNICIPAL LEVIES IN TAX.
NOTICES, SO AS TO IMPROVE PUBLIC
UNDERSTANDING OF TAXATION DECISIONS
AND TO PROMOTE ACCOUNTABILITY BY
MUNICIPAL AND SCHOOL REPRESENTATIVES
7O THE TAXPAYER.

In most instances, there is insufficient distinction between
the different compaonents of the total levy included in the
tax notices sent from municipal offices. Consequently,

* See "Inter-Provincial Comparison of Tax Rates,” p. 22
** Sege "Personal and Business Initiative”, p. 24.

*** Sea Conclusion/Aecommendation #4.

* Soe Conclusion/Recommendation #5.



pubtic understanding of taxation decisions is impaired,
municipal authorities are often held accountable for
decisions which are not theirs, and overall accountability
is impaired. in particular, the schoot component of the
total tax levy shouid be highlighted in a more distinct
fashion.

The Commission favours the sending of a single tax
notice from the municipal office, with the notice designed
in such a way that the components of the levy are
highlighted more effectively. The Commission also
favours having the previous year's levies in doliars
inciuded in the notice so that the taxpayer is able o
determine which components account for the changes in
total tax levels.”

The Commission considered, but did not agree with the
offer of school divisions to levy and collect their own
property taxes. While this would improve accountability, it
would create unnecessary additional administrative
expenses.

3. THE COMMISSION HAS CONCLUDED THAT A
SELECTIVE FORM OF PROPERTY TAX RELIEF IS
REQUIRED FOR THOSE FOR WHOM PROPERTY
TAXES ARE AN UNDUE BURDEN, AND
REITERATES ITS RECOMMENDATION FOR AN
INCOME-BASED PROPERTY TAX CREDIT
PROGRAM.™

The Commission notes that the Government of
Saskatchewan has already announced the introduction of
an income-based property tax credit program for senior
citizens.

The main reasons why the Gommission supports a
general income-based property tax credit program are:

1) The property tax is insensitive to changes in the
capacity of the property owner to pay those taxes
at & particular point in time, The proposed
income-based property tax credit will alieviate the
burden of property taxes on those whose
incomes are chronically low and on those who
have experienced short-term reductions in their
capacity to pay.

When a person has difficulty in paying property
taxes, the payment of a doflar in municipal tax is
equally difficult as the payment of a dollar in
school tax. Therefore, when relief from property
tax is required, the retief must apply to both the
municipal and scheol portions.

2) At the lower end of the income scale, the
property tax tends to be regressive because a
higher proportion of the incomes of low income-

* An example of a stylized revised iax notice Is included as "Appendix
F.
** See pp. 37 to 41 of the January, 1985 Inlerim Report for an cutline of
this recommendation for a "refundable ingome tax credit”, as it was
termed in that report.

garners usually go towards the payment of
property taxes than for higher income-earners.
An income-based property tax credit would
provide campensation for this deficiency.

3) Selective property tax relief is efficient because it
provides assistance only to those who need it.
There may be reasons why there should be
increased provincial transfer payments to ocal
governments. However, as a means of providing
relief from property faxes, increased transfers to
locat governments could be regarded as a less
efficient mechanism because the tax would be
reduced on all property whether or not the payer
of the property tax requires such relief.

4) By targetting the tax refief o those with
chronically or temporarily low incomes, outflows
of monies through the federal income tax system
will be minimized. Only those farms and
businesses which claim property faxes as
business deductions, and pay no income taxes or
which have low marginal rates of taxation, would
receive the assistance.”

The Commission believes that if there were a
general reduction in property tax, it would reduce
but by no means eliminate the need for the
proposed income-based property tax credit
program.

THE COMMISSION HAS CONCLUDED THAT A
REVIEW SHOULD BE DONE ON THE CONCEPT
OF SPECIFIC TAXES OR PORTIONS OF
SPECIFIC PROVINCIAL TAX BASES BEING
DEDICATED TO THE FUNDING OF LOCAL
GOVERNMENT SERVICES.

The Commission is not suggesting by this particular
cenclusion that the overall amount of fiscal transfers
from provincial government revenue sources o
local governments shoutd either be increased or
decreased. The question is whether such transfers,
whatever their level may be, should continue {0 be
made out of general provincial government
revenues, or whether specific revenue bases should
be earmarked or dedicated as the source from
which payments will be made.

The Commission has decided that a review of this
concept should be underiaken for the following
reasons:

« It may provide the general public with a
greater understanding about the use of their
tax monies.

Because of increased public understanding, it
may increase accouniability of local
governments for the use of revenues reserved
from provincial sources.

* See "Inflows/Cutflows of Monies from Saskatchewan”, p. 22
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o There may be ways to involve local
governments in decisions on the rates of
taxation to be applied to the dedicated taxes,
thereby promoting shared responsibility and
possibly accountability for public funds.

« There may be revenue sources that can be
practically administered only at the provincial
level, but which may have a relationship with
local services. Fuel taxes used to support
municipal transporiation expenditures may be
art example of such a revenue source.

5 THE COMMISSION HAS CONCLUDED THAT A
REVIEW SHOULD BE DONE ON THE
POSSIBILITY OF THE PROVINCIAL
GOVERNMENT FINANCING 75% TO 80% OF
EDUCATION EXPENDITURES.

it has been suggested that this option might be a possible
approach to achieving consensus among local
governments on the utilization of the property tax base.

The S.8.T.A. has indicated that it would be prepared to
accept up to 75% or 80% provincial funding, but has
emphasized that this would be the maximum leve
acceptable to their organization. They believe that
provingcial funding in excess of 75% to 80% would
jeopardize the autonomy of school divisions.

In a combination of individual and joint briefs to the
Commission, all cities in Saskatchewan, with the
exception of Moose Jaw and Swift Current, have
indicated their support for schools using the property tax
for discretionary expenditures with the provincial
government financing basic expenditures.The cities did
not indicate, however, what percentage of school
expenditures fell into the discretionary and basic
categories.

The positions of S.A.R.M. and S.UM.A,, as refiected in
their respective convention resolutions, are that no
portion of school expenditures shouid be financed from
the property tax.

The Commission recognizes that considering the various
positions of tocal governments and their parent
organizations, the prospects for achieving that consensus
are quite speculative.If the option can be a focal point for
possible consensus and if for other reasons it is

" compatible with the general public interest, the
Commission believes it should be fully explored.

6. THE COMMISSION HAS CONCLUDED THAT A
MAJOR OVERHAUL OF THE SASKATCHEWAN
ASSESSMENT SYSTEM IS REQUIRED.

The Commission has outlined the reasons for this
conclusion and has made recommendations to address
the current problems in a separate report.”

* See Property Assessment in Saskatchewan, another report issued by
the Commission concurrently with this raport.
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7. THE COMMISSION HAS CONCLUDED THAT A
REVIEW IS REQUIRED OF THE RESPECTIVE
SHARES OF THE PROPERTY TAX LOAD NOW
BEING BORNE BY TAXPAYERS IN URBAN AND
RURAL MUNICIPALITIES.”

One of the major concems that has arisen in regard 1o
the financing of services like education from the property
tax is that there may be an inappropriate distribution of
the tax load on agricultural property on the one hand,
and non-agricultural property on the other hand. The
Commission is of the opinion that the assessment system
will not necessarily automatically produce values which
will bring about a desired distribution of the tax load.
Accordingly, the Commission pians to initiate a study in
this area.

If a review reveated an inappropriate distribution of
burden, there are two possible ways o make adjustments
and accomplish the desired balance which the
Commission has identified thus far:

« Authorities that tax both urban and rural
municipalities could be required to have a ceriain
percentage differential in their rural and urban mil
rates.

« The percentage of appraised value that is used for
arriving at assessed values can and do differ
among different classes of property. These
differences can be set such that a standard mill
rate applied to rural and urban properties yields
the desired overall urban/rural balance.

CONCLUSION

The Commission has undertaken a thorough analysis of
alternative local sources of revenue and has carefully
examined every significant consideration it was able to
identify regarding the utilization of the property tax.

The Commission has congiuded that the property iax
plays an important role that no other local revenue source
can feasibly piay for local governments, and that both
municipalities and school divisions require continued
access 1o the property tax for a portion of their revenues.
The Commission has also reiterated its proposal for an
income-based property tax credit program. This

proposed program will address a major shortcoming of’
the property tax and will result in considerably more
equity in the overall tax system.

These conclusions areg important in and of themselves,
They also estabfish a foundation upon which the
Commission can proceed to address other matters to be
dealt with durings its mandate.

* See Property Assessment in Saskatchewan, another raport issued by
the Commission concurrently with this report.



APPENDIX A

Saskatchewan Flat Tax

The recenily introduced Saskatchewan flat tax represents
a departure from the traditional approach used to tax
personal income. While both are income taxes, the
definition and magnitude of the tax bases are quite
different.

Traditional personal income tax system:

The provincial personal income tax is calculated as a
percentage tax rate on basic federal tax. In effect, the
provincial tax is levied on the amount of federal tax
payable.

Flat tax:

The flat tax is calculated as a percentage of the
individual's net income, wel! before the regular
amount of federal and provincial income taxes are
calculated.

An explanation of how the different types of income taxes
are determined is provided below:

Total income is the sum of income from employment
and self- employment {farming, business, etc.) less
employment related expenses, pius pension and
other income.

Net income is total income, less deductions for
contributions to the Canada Pension Plan,
Unemployment insurance premiums, pension and
retirement savings plans, union dues, child-care
expenses, and allowable business investment losses.

The flat tax is deiermined by multiplying net income
by a provincial tax rafe.

in calculating the traditional income {ax, net incoms
is further reduced by a series of personal and other
deductions in order to obtain taxabie income. These
deductions include personal and married exemptions,
exemptions for dependent children, medical
expenses, charitable donations, and pension and
interest/dividend/capital gains deductions.

The basic federal 1ax is determined by multiplying
taxable income by the federal tax rates.

The traditional provincial income tax is determined by
multiplying the federal basic tax by a provincial tax
rate.

Both the flat tax and the regular income are eligible
for the Saskatchewan tax reductions which effectively
eliminate the flat tax for those people earning less
than $10,000. Both taxes are also subject to a surtax
which effectively increases the amount of tax payable
for high income-garners.

Because the flat tax is levied on net income before
allowable deductions for personal expenses,
dependent children, medical, charitable contributions
and other expenses, the tax base is substantially
larger than the regular tax base, Fewer allowable
deductions means that a 1% flat tax will yield
considerably more revenue than a 1% regular
provincial income tax, The differences in allowable
deductions also means there will be differences in the
impact on the distribution of the tax burden among
taxfilers.

Local Government Finance Commission
September, 1985

31



APPENDIXB

Average v.s. Marginal Tax Rates: Some Inter-Provincial Comparisons

TOTAL INCOME $15,000 $25,000 £35,000
TAXABLE INCOME $ 4.760(1) $14,368(1) $24,368(1)
Tax  Average(3) Marginal{4)| Tax Average Marginal Tax Average Marginal

Province Payable Tax Rate Tax Rate |Payable Tax Rate Tax Rate Payable Tax Rate Tax Rate
Newfoundiand 392 8.2% 10.2% $1.476 10.3% 12.0% $2,801 11.5% 15.0%
Prince Edward ls. 343 7.2 89 1,291 80 10.5 2,450 10.1 131
Nova Scotia 369 78 96 1,380 97 113 2,637 10.8 14.1
New Brunswick 379 8.0 99 1,427 99 118 2707 1.1 145
Quebec 453 118 17.0 2,058 15.4 23.0 4.094 i7.6 26.0
Ontario 314 6.6 8.2 1,181 8.2 96 2240 9.2 120
Manitoba 281 59 7.3 1,328 92 10.8 2,520 10.3 135
Saskatchewan(2) 117 25 3.0 1,360 95 11.0 2,425 10.0 135
Alberta a7 1.8 22 1,070 74 8.7 2,030 8.3 10.9
British Columbia 311 6.5 8.1 1,168 8.1 9.5 2,218 91 11.9

Notes: The table is based upon a taxpayer claiming a spouse and two children (one child aged 6 or under and an older child
aged 12-15). Total income includes earned income and family allowance payments. Personal exemptions, employment
expense deductions, C.P.P/Q.P.P. and U.. contributions are deducted in computing the tax payable. Provincial tax
reductions and surtaxes are included, except for property tax credits.

(1) The carresponding taxable income figures for Quebec are $3,797, $13,322 and $23,322, respectively.

{2) The figures for Saskatchewan include the reduction of the personal income tax from 51% to 50% of basic federal tax,
and the imposition of the 1% flat tax, both of which were effective on July 1, 1985,

(3) The average tax rate is the amount of tax payable as a percentage of taxable income.

{4) The marginal tax rate is the percentage tax rate levied on one additional dollar of income at the level of total and taxable
income indicated. For example, if the Saskatchewan taxpayer who earns $35,000 in total income were to earn an additional
dollar, he would be required to pay an additional 13.5¢ in provincial personal income tax. His marginal rate of provincial
personal income tax at that fevel of income is 13.5%.

Sources: Depariment of Finance; 1985 Budget Address.

Local Government Finance Commission
September, 1985.
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APPENDIX C

Revenue Yield of One Percentage Point
on Major Saskatchewan Tax Bases

Value of One
Percentage
Paint

Tax and 1985 Tax Rates

Personal income Tax
General - 50 1/2% of basic federal
tax (1) $ 12.1 million

Flat tax - 1/2% of net income {2} $107.0 miliion
Corporate Income Tax
General - 16% of taxable income $ 7.9 million
Smali Business - 10% of taxable
income $ 2.6 miilion
Education & Health Tax
5% of retail sales price $ 67.4 million

Notes: (1) The general personal income fax rate will be
50% in 1986.

(2) The flat tax rate will be 1% in 1986. The gross
annual yieid for the flat tax is before the
Saskatchewan tax reduction and surtax and
excludes the reduction in the general rate.

Source: Departrnent of Finance

Local Government Finance Commntission
Septernber, 1985

APPENDIX D

Inter-Provincial Comparison of 1985
Rates for Major Taxes

Corporate
Income Tax
Personal Small Retail
Income Business General Sales Gasoline
Province Tax Rate Rate Tax Tax
B.C. 44 0% B0% 16.0% 70%  200%
Alta. 43.5 50 110 -
Sask. 50.5 100 16.0 50 -
Man. 54.0 100 16.0 8.0 8¢/litre
ont, 48.0 - 15.0 7.0 20.0
Que, * 3.0 55 90 300

N.B. 58.0 9.0 15.0 11.0 200
N.S. 56.5 10.0 150 10.0 200
PEL 525 - 10.0 10.0 20.0
Nild. 60.0 10.0 16.0 12.0 220

* Quebec administers its own personal income taxes, using its own set
of rules governing what constitutes income, allowable deductions, rates
of progression, &tc., and for this reason, its rates are not comparable to
other provinces. All othar provinces have the federal governmant collect
the income tax for them using standard federal rules, and all taxes are
exprassed as percentages of federal basic taxes.

Although rates cannot be directly compared, it is clear that personal
income taxes in Quebec are considerably higher than in Saskatchewan.
For example, a taxpayer with a total income of $35,000 and ¢laiming a
spouse and two children pays $2,425 in Saskatchewan and $4,024 in
Quebeg, a difference of 69%.

Source: Department of Finance

Local Government Finance Commission
September, 1985
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APPENDIX E

Inter-Provincial Comparison of Per
Capita Property Taxation(1)

Total Per Capita
Province Property Tax Property Tax

($000) ($)
Newfoundiand 46,715 8217
Prince Edward

Island 21,833 177.84

Nova Scotia 198,751 23453
New Brunswick 163,832 234 41
Quebec 2,030,513 313.36
Ontario 4,320,273 495,67
Manitoba 521,659 504.26
Saskatchewan 486,324 486.71
Alberta 1,231,977 531.37
British Columbia 1,588,528 569.14
TOTAL 10,630,670 431.58

(1) All figures are for 1982
Source: Statistics Canada

1 ncal Government Finance Commission
September, 1085



APPENDIX F

198 _  TAX NOTICE
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