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Executive Summary

Chapter 1: Introduction

The practice of exempting specific properties or classes of property from property taxation has
long and principled traditions associated with it. The introductory section explores the
historical origins of property taxes and property tax exemptions, provides a brief history of
property tax exemptions in Canada and documents the overall magnitude of exemptions
relative to property assessments, as well as the overall importance of property taxes in the
national tax system and to local and provincial governments.

Development of the Principles of Property Taxation

The forerunners to property taxes emerged in Europe in the 13th and 14th centuries. Each
person’s required contribution equalled the proportion that their property represented of the
community’s total assessed wealth. Real property was one of the major manifestations of wealth
at the time. These new taxes, which also incorporated the concept of appeal should the taxed
feel that their assessment was inequitable, became common in England and France in the 15th
through 18th centuries. This broad-based tax on wealth was imported into pre-Confederation
Canada in the 19th century, but has undergone s1gmf1cant transformation down to
contemporary times.

What began as a general tax on wealth and an equitable tax based on ab111ty to pay — a tax
on wealth, income and property — has come down to contemporary Canadians as a more
limited tax levied largely on real property by municipalities and other local authorities. Modern
real property taxes, however, resemble the historical property tax in at least one essential
respect: Equity objectives remain, as often as not, a critical feature of contemporary property
taxation.

Property taxes have also essentially evolved into benefit taxes for local services. In addition
to the many features of property taxes stemming from the equity objectives, other variations in
property taxation (designed to bring it in line with benefits received) had also been put in place.
Among these are lower taxation rates for farms in urban municipalities that are not receiving
urban services. An increased concern that exemption from property taxes results in passing the
cost of supplying services from one set of taxpayers to others has often made the magnitude
and extent of property tax exemptions and special treatments a major issue with municipal
councils and taxpayers who may feel they're over-taxed.

The Magnitude of Property Tax Exemptions

Exemptions increase the magnitude of taxation for non-exempt properties and property owners.
They may also lead to increased reliance on other forms of taxation or on taxation by other
levels of government.

No national data are available on the magnitude of overall exemptions from property
taxation. The magnitude of exemptions from assessment is almost totally unknown. Data for
selected jurisdictions indicate that the total magnitude of exemptions of assessed properties
from taxation is considerable. Total exemptions in Nova Scotia were 21 percent of assessment.
They were 23 percent in Halifax and 28 percent in Sydney. In New Brunswick, where social
housing is exempt from taxation, total exemptions were 21 percent of residential assessment

vii



and 14 percent of non-residential assessment. Exemptions from taxation were 18 percent in
Winnipeg.

The total magnitude of exemptions is mitigated somewhat by the existence of grants-in-lieu
(GILs) of taxes from federal and most provincial governments. GILs were nearly 10 percent of
assessment in Nova Scotia, or about 46 percent of exempt assessment. They were 7 percent of
assessment, or 38 percent of exempt assessment, in the City of Winnipeg. GILs by no means
indemnify all classes of tax-exempt properties owned by federal and provincial governments.

There are at least two additional reasons why exemptions are significant considerations for
Canada’s local governments. Unlike local governments in other nations, Canada’s
municipalities, school boards and other local authorities have been denied access to all tax
sources other than local property taxes. Property taxes were 54 percent of all taxes in such USA
cities as Atlanta, 33 percent in Seattle and 46 percent in Pittsburgh.

Partly as a result, property taxes paid by Canada’s residents and businesses alike are the
highest in the world. An exemption from a fairty major tax has different implications than an
exemption from what might be a secondary form of taxation in another jurisdiction. Secondly,
following decreases in their magnitude for the period from the mid-1970s through the late
1980s, the magnitude of property taxes relative to the nation’s income (Gross Domestic Product)
increased substantially through the mid-1990s.

At 4.0 percent of Gross Domestic Product (GDP) in 1994, the burden of property taxes
was greater than in any other of the 28 member countries of the Organization of Economic
Co-operation and Development (OECD). By contrast Canada’s overall burden of taxation was
18th among this elite group of industrial economies. Property taxes were 3.3 percent of GDP in
1975-76, 3.2 percent in 1980-81, 3.3 percent in 1985-86 and 3.4 percent in 1990-91. Led in no small
part by increases in Ontario, the overall property tax burden increased to 3.9 percent of GDP in
1995-96, just slightly less than in 1970-71.

The total burden and magnitude of property taxes varies considerably from province to
province. In 1994 they varied from 4.1 percent of all taxes and 2.6 percent of Gross Domestic
Provincial Product (GDPP) in Newfoundland up to 13.4 percent of all taxes in Manitoba and
4.6 percent of GDPP in Ontario (Perry, 1996b, p. 1248; Patterson, 1997, p. 5). The total magnitude
of property taxes relative to all taxes in provincial and local jurisdictions depends principally on
the services for which property taxes are levied and on the mix of taxes, provincial grants and
own revenues that comprise the revenues for those services. While public education and
municipal finance requirements comprise the vast majority of property taxes in every provincial
jurisdiction, property taxes are used to finance a variety of other local and provincial services,
such as hospitals and public health services, the local portion of provincial-local social service
costs and public transit. Aside from exemptions that stem from constitutional provisions
forbidding the taxation of the federal government and its Crown agencies and corporations and
Indian reserves, each province is in full control of the structure of local property tax systems
and determines the services for which property taxes will be levied.

Definitions and Concepts

Property taxes as used herein are defined as periodic payments of general purpose taxes for the
benefit of local governments. They include business taxes levied by many Canadian
municipalities. Special assessments, usually levies for capital works benefitting specific
properties, are excluded. Also not included are development levies for the capital cost of off-site
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services benefitting new subdivisions. Another exclusion are special taxes on such real estate
based services as hotel rooms and amusements. While paid by the owners of real estate, these
taxes are usually ad valorem taxes not based on the value of the real estate.

Types of Exemptions Examined
In addition to the absolute exemptions analyzed in this report are partial exemptions, as well as
significant variations from the usual market or actual value assessments.

Assessment and Taxation Exemptions

Property tax exemptions may occur at two levels. Property or classes of property may be
exempt, or partially exempt, from assessment. Or, they may be assessed and then exempted
from taxation.

Grants-in-Lieu of Taxes
Section 125 of the Constitution Act, 1867, provides that, “No Lands or Property Belonging to
Canada or any Province shall be liable to taxation.” A large portion of property exempt from
taxation — chiefly property owned by federal and provincial governments or Crown
corporations owned by these governments — attracts grants-in-lieu of taxes. In 1950 the federal
government issued the Municipal Grants Regulations. These Regulations were replaced by the
Municipal Grants Act in 1951. Since 1967, services normally financed by local governments,
including provincial education levies, have been eligible for grants-in-lieu of taxes, although
certain classes of property remain exempt from grants. Although there are significant
exceptions, most provinces also pay grants-in-lieu of taxes for most types of government-owned
property. : '

Despite the importance of these grants in municipal finance, it was agreed between the
author and ICURR, early on in this review of exemptions, that grants-in-lieu of taxes would not
be included. They would make a potentially interesting monograph on their own.

Chapter 2: Provincial Property Tax Exemptions by Object and Issue Area

The connection of real property to wealth, especially in earlier times, is relatively clear. Real
property was one of the most prominent manifestations of wealth in these times. Personal
property, which included the stock of mercantilists, the tools of crafts people, the machinery
and equipment of industrialists, stocks in limited corporations, bank deposits and, in some
cases, precious household goods were also manifestations of wealth that came to be taxed.
Personal property has largely been abandoned as an object of taxation throughout Canada.
Business taxes had largely been substituted for taxation of personal property throughout
Canada by the early part of the 20th century.

The remainder of Chapter 2 provides a detailed context and explanation of exemption
provisions for the property tax legislation of the 10 provinces, organized into 8 major and
29 minor headings:

1. General (a. Legislation; b. Provincial Government Exemptions)

2. Principal Transfer Organizations (a. Hospitals; b. Post-secondary Education)

3. Religious and Charitable Organizations (a. Religious Organizations; b. Cemeteries;

¢. Charitable Organizations)
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4. Local Government and Related (a. Primary and Secondary Education Taxation;
b. Municipalities; c. Highways, Roads, Etc.; d. Libraries; e. Golf Courses; f. Community
Facilities; g. Airports)

5. Rural Uses (a. Farms; b. Agricultural Societies and Related; c. Protected Natural Spaces;
d. Forests) '

6. Residential Properties (a. Residences; b. Seniors})

7. Natural Resources and Productive Enterprises (a. Minerals; b. Machinery and
Equipment; c. Railways; d. Gas Distribution; e. Telecommunication Systems;
f. Hydroelectric Systems; g. Ports and Wharves)

8. Miscellaneous

Chapter 3: Property Tax Exemptions by Category

This chapter consists of a 29 x 10 matrix detailing exemptions with respect to the above
categories.

Chapter 4: Summary and Conclusions

The property tax in contemporary Canada possesses a dual tradition. On the one hand, it is a
local tax levied for the purpose of providing local services. On the other hand, the property tax
also has its roots as a tax in equity levied on the basis of the wealth and the ability to pay by the
citizens being taxed. Many of the exemptions detailed in the monograph reflect these equity
considerations by the legislatures of the 10 provinces.

Some of the more significant conclusions, with respect to différentials in provincial
treatment of full and partial exemptions and the issues connected thereto, are summarized in
13 subsections.

The magnitude of local government grew from slightly over 4.0 percent of GDP to over
9.4 percent during the course of the first seven decades of the 20th century. Despite this growth
in the size of local government (primarily municipalities and local school boards), the growth in
grants from senior governments (chiefly provincial government) kept a similar growth in local
property taxes from occurring. Property taxes were 4.0 percent of GDP in 1913 and 3.7 percent
in 1971. Grants increased from 3.7 percent of local government revenues in 1913 to 54.8 percent
in 1971. Local government revenues comprised 8.1 percent of GDP in 1991, while grants from
senior governments had decreased to 48.5 percent. The period since 1991, and especially since
1995, shows further decreases in provincial support for local governments. The interest of
both provincial and local governments in accounting for the wisdom of each exemption and
in formulating policies to mitigate the total value and impact of exemptions is heightened in
such times.

One lesson from the collective government budgetary turbulence of the 1990s is that each
level of government will undoubtedly strive to become more self-reliant and less dependent on
transfers. Municipalities have often generated funds in a variety of ways. Primary among these
is the substitution of specific service levies and charges for services financed from general taxes.
In the context of property tax exemptions, the importance of substituting specific service
charges for taxes as a means of financing critical municipal services is that such charges are
usually payable by exempt properties in the same manner as by non-exempt properties. Up to
25 percent of the cost of municipal services are financed by specific charges. Numerous studies
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have shown that such non-tax sources are seldom utilized to the extent desirable on an
economic efficiency basis. Progress in limiting the impact of property tax exemptions on the
finances of municipalities and other government services financed by property taxes can only
result from a two-pronged effort. The aim would be to rationalize exemptions and make them
consistent with public policy objectives, while creating user charges for those services for which
this method of revenue generation is appropriate.
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Chapter 1: Introduction

The aim of this introduction is to provide a context for exploring the exemption of selected
classes of property from property taxes. Because property taxes are seen as (and in Canada
certainly are) the primary source of revenues for local governments and the primary means of
fiscal support for local government services, many tax theorists would advocate the full taxation
of all properties. Such a position holds that all properties benefit from local public services, and
there is little rationale for exempting some properties from paying for those services and
effectively passing the cost of providing local services on to other property owners. And as will
be detailed below, several major enquiries into property taxes have taken exactly this position.
Nevertheless, the practice of exempting specific properties or classes of property from property
taxation has long and principled traditions associated with it.

In addition to providing a map of the layout for the remainder of this monograph, this
introduction explores the historical origins of property taxes and property tax exemptions,
provides a brief history of property tax exemptions in Canada, documents the overall
magnitude of exemptions relative to property assessments and looks at the overall importance
of property taxes in the national tax system and to local and provincial governments. As well,
this introduction sets forth the definitions and concepts used herein and defines the kinds of
exemptions examined.

Report Organization

An attempt to provide the context for an examination of property tax exemptions is provided
immediately below in the remainder of this introduction and Chapter 1. As will be noted, the
precursors to modern property taxes were at one time modern society’s approach to taxing
wealth in an equitable fashion. A combination of real and personal property assessment and
income taxation permitted taxation in some proportion to ability to pay. While contemporary
real property taxes may be a long way from this ideal, and indeed may have only ever
imperfectly approached it, it is important to bear this objective in mind.

Chapter 2 commences with a brief review of the history of the development of contemporary
real property taxes in Canada with an emphasis on the approaches to property taxation by 19th
and early 20th century provincial governments. The author believes that a brief historical
review provides the best way of understanding contemporary approaches.

The remainder of Chapter 2 is devoted to an exploration of the development of these
approaches. It is important to stress at the outset of this exploration that documentation of
Canadian provincial approaches to various aspects of property taxation is both scarce and
repetitive. This paucity of documentation contrasts with the voluminous contemporary
literature on subjects such as income and consumption taxation. The magnitude and yield of
other taxes is one explanation.' Many of these other tax fields are even more important in other
nations, while property taxes, as will be documented below, are less important outside of

!Federal and provincial income taxes yielded well over three times as much revenue in the early 1990s as
real property taxes (Perry, 1996, p. 1502). Taxes on goods and services yielded over 2.4 times as much
revenue. Social security levies yielded over 1.5 times as much as property taxes.



Canada.’ The magnitude of other taxes has also often increased by substantially greater
proportions than property taxes.” Property taxation is moreover decentralized to a greater
degree than other taxation fields. It is governed by 10 provincial legislatures. The paucity and
repetitiveness of literature needs to be understood in this light.

The ultimate product of this examination of property tax exemptions is a matrix, labeled
Table 2 herein, detailing the specific approaches of Canada’s 10 provinces to some 29 different
classes of property taxation:

1. General (a. Legislation; b. Provincial Government Exemptions)

2. Principal Transfer Organizations (a. Hospitals; b. Post-secondary Education)

3. Religious and Charitable Organizations (a. Religious Organizations; b. Cemeteries;
¢. Charitable Organizations)

4. - Local Government and Related (a. Primary and Secondary Education Taxation;
b. Municipalities; ¢. Highways, Roads, Etc.; d. Libraries; e. Golf Courses; f. Community
Facilities; g. Airports)

5. Rural Uses (a. Farms; b. Agricultural Societies and Related; ¢. Protected Natural Spaces;
d. Forests)

6. Residential Properties (a. Residences; b. Seniors)

7. Natural Resources and Productive Enterprises (a. Minerals; b. Machinery and
Equipment; c. Railways; d. Gas Distribution; e. Telecommunication Systems;
f. Hydroelectric Systers; g. Ports and Wharves)

8. Miscellaneous

In each case the background of the issue area is discussed, followed by a brief expansion on the
issues that have been addressed by provinces with respect to the specific area of discussion. A
summary of each province’s solution is contained in the relevant cell of the matrix.

The large 10 x 29 cell matrix may be considered as Chapter 3 of this monograph. The first
row of cells for each province indicates the relevant legislation reviewed. Each cell in the matrix
contains a province's individual solution with respect to each of the 29 issue areas. Entries are
abbreviated. However, the specific legislation and section is indicated so that readers may refer
to the actual legislation or regulation for a more complete understanding. Null entries usually
mean that a province’s legislation is silent on a subject.

It needs also to be emphasized that null entries or lack of treatment of a subject does not
necessarily mean that a particular item is fully taxed. It is in some cases equally likely that the
use or class that is the subject of the row of provincial responses may not actually exist. One of
the simpler examples may be commercial airports. Most of Canada’s major airports are
probably owned by Transport Canada (DOT) or the Department of National Defence (DND),
both branches of the federal Crown and exempt from taxation. Other airfields may be provincial

*Income taxes yielded 5.6 times as much as property taxes in the OECD (the Organization of Economic
Co-operation and Development comprises the western industrial, or advanced, nations} nations
collectively. Goods and services taxes yielded 6.4 times as much and social security taxes well over five
times as much.

*Soctal security levies have generated significant amounts of taxation literature in the early and mid-
1990s, and indeed increased 50 percent more than property taxes in the early 1990s. Of course, few tax
changes match the implementation of Canada’s Goods and Services Tax (GST) for controversy and
opposttion.
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or municipal property or the property of a corporation wholly owned by a province or
municipality and therefore exempt from taxation. Some provinces may not contain other
airfields or they may be owned by local governments. There may therefore be no exemption of
other airports because the empirical case simply does not exist. The lack of exemption of non-
public airports may therefore have one of two meanings: 1) there are no such uses, or 2) there
are some, and they are not exempt from taxation. One would not expect property tax legislation
in New Brunswick, Prince Edward Island or Quebec to address the various facets of oil
exploration and equipment.

Another caveat on the comprehensiveness of this monograph needs to be added as well.
Legislation reviewed consists of legislation related to property taxation and assessment, to
municipal finance and governance and to other aspects of local education finance, the most
noteworthy being public education finance. Many property tax exemptions are contained in
private legislation. As the number of such pieces of legislation is nearly limitless, they were
usually ignored. As well, the exemption provided in much private legislation is time-limited,
especially in the case of exemptions for new industrial or mineral exploration facilities, and
inspection will reveal that the time has expired or will expire soon.

In other cases, legislation is enabling but not determining. That is, many pieces of legislation
permit exemptions. They permit a ministerial or local option, and it becomes the prerogative of
a government minister or municipality to act or not act on such options. In still other cases, an
exemption may be compulsory, but it may require application to activate the exemption. Farm
use exemptions frequently operate in such a manner.

Chapter 4 of this monograph consists of concluding observations and findings.

Development of the Principles of Modern Property Taxation

Following early “poll taxes” or “head taxes” (taille in France), the modern western world’s first
taxes resembled what we know of in contemporary times as “property taxes.” In city states in
the 13th and 14th centuries — Milan, Sienna, Florence and others of present-day northern ltaly
— communal princes and governments first attempted to balance the books in a manner similar
to contemporary municipal budgeting by levying wealth taxes (dazio) on the merchant class
(Webber and Wildavsky, 1986, p. 199). The dazio were initially levied irregularly as the need for
money arose. Unlike the head or poll tax, which exacted the same payment from each citizen,
this direct tax embodied the concept of equity. Each person’s required contribution equalled the
proportion that his or her property represented of the community’s total assessed wealth. These
new taxes, which also incorporated the concepf of appeal should the taxed feel that their
assessment was inequitable, became common in England and France in the 15th through 18th
centuries.

These property taxes, supplemented by the bounty of empire, underlay the modern nation
state. Often challenging the loyalty of subjects and even resulting in the termination of the
tenure of some monarchs, they enabled monarchs to live splendidly, harvest the fruits of
increasing productivity attendant to the modern era and wage wars of national
aggrandizement. The rebellion of England’s 13 American colonies in the late 18th century was,
of course, waged in part under the slogan of “no taxation without representation.” Other
leaders, monarchs and republicans alike, succumbed to the demands of their subjects for a
greater say in taxation and related matters. Modern parliamentary democracy and universal
suffrage — at least for males and for the propertied classes — replaced the untrammelled power



of monarchs by the mid-19th century. Sovereignty would henceforth be exercised by
representative legislatures and by cabinets acting as the responsible executive committees of the
legislatures. Under the new administrative arrangements, the revenues and expenditures of
state budgets were increasingly required to be balanced on an annual basis. The modern era
had arrived, featuring rational administration, the rule of law, annual budgets and annual
revenue levies. While large portions of state revenues would be comprised of indirect taxes,
such as customs and excise duties, the sale of offices, as well as the bounty of empire, modern
citizens could anticipate an annual direct levy on their wealth (and sometimes income) to meet
the revenue needs of the nation state or community.

The above provides a brief explanation of the principles underlying modern property
taxation. The modern Canadian property tax paid by and for residents and businesses on real
property assessment is a more limited tax. What began as a general tax on wealth and an
equitable tax based on ability to pay — a tax on wealth and income and property — has come
down to contemporary Canadians as a more limited tax levied largely on real property by
municipalities and other local authorities.*

Modern real property taxes, however, resemble the historical property tax in at least one
essential respect: Equity objectives are as frequently as not a critical feature. That is, ability to
pay and wealth frequently lead to both exemptions from taxation or, alternatively, reduced or
greater taxes. This monograph is about exemption from property taxes. Many of these
exemptions stem from equity considerations and the ability to pay taxes.

A large number of exemptions reflect the age-old principle that the state itself — the
property of government — should be exempt from taxation. The state is generally not a profit-
making entity. It does not generate wealth, at least not for its own aggrandizement. Part of
Canada’s own tradition, embedded in Section 125 of the Constitution Act (previously the British
North America Act prior to 1982) is that the Crown — both its federal and provincial arms — is
exempt from taxation. The importance of exemptions likely took on major significance only in
relatively contemporary times. Local government expenditure, comprised mostly of the
expenditures of municipalities and local school boards, was 4.4 percent of Gross Domestic
Product (GDP) in 1913, and property taxes were 4.0 percent, or 90 percent of spending (Kitchen,
1991, p. 2). Local government spending increased to 5.0 percent of GDP in 1926 and 5.7 percent
in 1937, but had decreased to 4.5 percent in 1947, in large part a result of construction freezes
during World War II. The local government sector increased rapidly in size after the War, as
Canada’s municipalities and school boards caught up with the unmet need for infrastructure
and community facilities that accumulated during the Great Depression and the following war
and as cities grew rapidly with the post-War baby boom and rural-urban migration.’ Local
government expenditure increased to 5.3 percent of GDP in 1953, 7.5 percent in 1961 and
9.4 percent in 1971, double the proportion of 1947.

*Cf. Footnote 1 above. By the 1990s federal and provincial income taxes yielded over three times as much
revenue as local and provincial property taxes. Taxes on goods and services yielded 2.4 times as much,
while social security taxes yielded 1.5 times as much.

® Approximately 30 percent of Canada’s population lived in cities of 100,000 and over in 1941.
Approximately 66 percent of incremental growth from 1941-1961 occurred in large cities and their
suburbs.
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The Magnitude of Exemptions

There should be little doubt of the importance of exemptions, both in general and in particular
for specific local jurisdictions in which large numbers of exempt properties may be located.
Empirically, exemptions increase the magnitude of taxation for non-exempt properties and
property owners. They may also indirectly increase reliance on other forms of taxation or on
taxation by other levels of government. While there are no national data on property tax
exemptions, and almost as often no easily accessible provincial data, a few examples from
across Canada illustrate this point.

Over 21 percent of the value of all properties in Nova Scotia was exempt from taxation in
1994 (Nova Scotia, 1995, p. 13). Exemption rates were 23.4 percent in Halifax and 28.1 percent in
Sydney. While most resource properties are located outside of municipalities and resource
property values in municipalities were not significant, over 62 percent of the value of resource
property located in municipalities was exempt from local taxation. Nearly 49 percent of the total
value of commercial properties in cities and towns was exempt. On the other hand, only about
3 percent of the value of residential properties was exempt. Like most in Canada, Nova Scotia
municipalities may receive grants-in-lieu of taxes from federal and provincial governments that
mitigate the impact of exemption of state-owned (federal and provincial) properties. Grants-in-
lieu of taxation from federal and provincial governments comprised 9.7 percent of the total of
taxes and grants-in-lieu for all cities and towns in the province, 11.3 percent in Halifax and
16.4 percent in Sydney. Approximately 12 percent of property values was exempt from taxation
and not compensated by grants-in-lieu of taxes. This total results, in some cases, from the
inadequacy of grants-in-lieu relative to taxes that would be paid on the same properties if
privately held and, in others, from exemptions that are not compensated by grants-in-lieu of
taxes.

The magnitude of exemptions is similar in other provinces and local jurisdictions. In New
Brunswick 21.4 percent of residential and 14.0 percent of non-residential property by value was
exempt from property taxes in 1994 (New Brunswick, 1994, pp. 3-5). While unconditional
provincial grants to municipalities, equal to nearly 29 percent of total revenue of municipalities
in the province, offset these exemptions, there was nevertheless a significant impact on local
taxpayers, as well as on provincial taxpayers.

In Winnipeg, in 1995, exemptions associated with grants-in-lieu of taxes were equivalent to
7.0 percent of the total of taxes and grants-in-lieu or taxes received. Those not associated with
grants-in-lieu of taxes were equivalent to 11.3 percent of the total of tax and grants-in-lieu
revenue, about the same magnitude as in Nova Scotia and its major municipalities (Winnipeg,
1994, p. 9).

Nearly 28 percent of the value of all properties in Regina was exempt from local and
business taxation, including over 17 percent of commercial, 22 percent of industrial and over
8 percent of business tax assessment.® While Regina receives federal grants-in-lieu of taxes on
the same basis as other local Canadian jurisdictions, the Saskatchewan provincial government

¢Facsimile to the author from the City of Regina Director of Taxation.



has only ]ust recently committed to providing grants—m—heu of taxes for provincially owned
properties.”

Aside from significant local 1mpacts of exemptions on property taxpayers, there are at least
‘two additional reasons why exemptions are significant considerations for Canada’s local
governments. Firstly, property taxes paid by Canada’s residents and businesses alike are the
highest in the world; an exemption from a fairly major tax, of course, has different implications
than an exemption from what might be a secondary form of taxation in another jurisdiction.
Secondly, and notwithstanding that property taxes and changes in property taxes vary
significantly by province, the magnitude of property taxes relative to the nation’s income (Gross
Domestic Product) increased substantially through the mid-1990s, following decreases in their
magnitude from the mid-1970s through the late 1980s.

At 4.0 percent of GDP in 1994, the burden of
property taxes was greater than in any other of the
28-member countries of the OECD. By contrast,
Canada’s overall burden of taxation was 18th among

Figure 1: Property Tax % GDP
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this elite group of industrial economies. While the J:;:i
Anglo-American nations have to a greater extent than U.S.
other nations based their generally enviable local UK.
government democracy on local access to property Canada
taxes, Canada stands out, even among this group. 05 1152253354

Property taxes were 3.7 percent of GDP in the UK.,

3.3 percent in the U.S., 2.8 percent in Australia and

2.0 percent in New Zealand (Perry, 1996, Table 2). At 3.2 percent, Japan was the only non-
Anglo-American OECD country where property taxes exceeded 3.0 percent of GDP.

This is not to belittle the extent to which local property taxes may facilitate local government
as a basis for local democracy in Canada. Nearly 90 percent of all property taxes levied in
Canada in 1997 were levied by local governments.” Property taxes comprised approximately
86 percent of all taxes levied by local governments in 1997. By contrast, property taxes were
54 percent of all taxes in such U.S. cities as Atlanta, 33 percent in Seattle and 46 percent in
Pittsburgh (Kitchen and Slack, 1993). The reliance on property taxes often shows up as a cost of
doing business. Average real estate taxes associated with office rental in 1993 were $90.73/m? in
Toronto, over 3.5 times the rate in nearby Buffalo, 3.6 times the rate in Atlanta and nearly
70 percent above rates in Boston (Canadian Urban Institute, 1994, p. 11). Taxes on offices of
$60.93/m? in Vancouver were nearly 2.4 times those in Seattle in 1993.” On the other hand,
another study of comparative advantage in the costs of selected industrial establishments in

7 Budget, 1997-98. Assuming full implementation of the budgetary commitment to provide grants-in-lieu
of taxes as part of a larger reform in municipal taxation and re-assessment across Saskatchewan,
Newfoundland will soon be the sole provincial jurisdiction not providing grants-in-lieu of taxes.

% In 1997 approximately 10.5 percent of property taxes were levied by provincial governments. Nearly all
of these taxes were eventually destined to benefit local education services.

* While the authors of the Canadian Urban Institute study concluded that overall magnitude of property
taxes was chiefly responsible for these differentials, the specific incidence of property taxes on
commercial properties is also an important factor. In 1993 non-residential taxes in major Canadian cities
varied from 38 percent of totals in Regina to 63 percent in Calgary. They were 50 percent in Toronto and
47 percent in Vancouver (Patterson, 1996, p. 29).
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Canada, the U.S. and five western European nations concluded that property taxes were
3 percent of all operating costs for selected manufacturing establishments and minimally
disadvantageous for Canadian locations (KPMG, 1997, p. 5).1°

Secondly, the magnitude of property taxes relative to GDP increased significantly from the
late 1980s to the mid-1990s, although recent increases beyond the mid-1990s have been much
smaller. As is shown in Table 1, the relative collective weight of property taxes increased from
3.7 percent of GDP in 1965-66 to 4.1 percent in 1970-71. Thereafter, a wave of new measures
were introduced in several provinces that significantly reduced the overall burden of property
taxes. They included homeowner and renter property tax credits and grants, and increased
grants to municipalities and school boards. Property taxes were 3.3 percent of GDP in 1975-76,
3.2 percent in 1980-81, 3.3 percent in 1985-86 and 3.4 percent in 1990-91 (Perry, 1992, p. 1239).
Led for the most part by increases in Ontario, the overall property tax burden increased to
3.9 percent of GDP in 1995-96, just slightly less than in 1970-71 (Canada Finance, 1997, Summary
Table 8). Although conclusions with respect to very recent trends can only be tentative, it may
be a positive sign that property tax increases for local governments offset only about one half
of the decreases in provincial transfers of over $1.5 billion experienced from 1995 to 1997, while
non-tax revenue increases were in excess of provincial transfer reductions."

The experience varies significantly across
P gn y Table 1: Consolidated Provincial & Local

the 10 provinces. Table 1 summarizes the Property Taxes as a Percent of GDPP,
relationship between total property taxes by’Province, for Selected Years, 1970-71 to
. . 1995-96
(loca? ar'ld provincial) and Qross Domestlc. Brovinee | 7970 T i980- | 18%0- | 1995-
Provincial Product (GDPP) in the 10 provinces _ 71 81 91 96
: NF 1.0 1.6 1.6 1.9
for the years 1970-71, 1980-81, 199091 and . BE e 25 1 56
1995-96. Ontario, Manitoba and Quebec have led NS 3.4 3.2 25 3.1
: . NB 25 2.7 24 28
in the 1‘990-91 to 1995-96 propor't1ona?1 chafiges. ac 37 30 55 S
Lesser increases were recorded in this period in ON 4.2 3.5 3.8 45
_ . . . MB 4.1 4.2 4.1 4.7
m?stt of the Atia.mtu: provinces and in Albef‘ta. oK = 35 33 +5
British Columbia and Saskatchewan experienced AB 4.9 2.3 3.1 3.4
: b BC 43 35 3.2 33
a more or less covnst;imt relationship Eetween e xi 33 o =
property tax obligations and GDPP. Sources: Perry, 1992, p. 1239; & Canada Finance, 1997,

While property taxes are often characterized Summary Table 8.

as the prerogative of municipal governments, and they are certainly the main source of tax
revenues for municipalities, all but the most casual observers will be aware that property taxes
are paid to a variety of agencies, albeit usually related to local government. As well, municipal
governments often have the obligation of collecting property taxes that may be due to other

10 A5 will be noted below, the absence of property taxes on manufacturing equipment in most Canadian
jurisdictions mitigated any comparative disadvantage that manufacturing plants in Canada would have
otherwise suffered as a result of Canada’s generally high property taxes. As will also be noted, the policy
of many Canadian jurisdictions is to charge business property taxes or permit variable rate taxation
systems incorporating previous business property tax regimes as an alternative to specific taxes on
manufacturing equipment. '

" Cf. Canada, Statistics Canada, CANSIM: Local Government Finance: Revenue and Expenditure.

203 course, it needs to be emphasized that changes in either property taxes or GDPP may change the
resulting numbers. For instance, although per capita property taxes in Newfoundland actually decreased
in the early to mid-1990s, they increased as a percent of GDPP as a result of decreases in GDPP in the
relevant years.



parties. Collection of taxes for local school boards are the most common example across much of
the country. Others have observed that the overall magnitude of property taxes, as well as
significant short-term changes in them, are due largely to shifts in responsibility for school taxes
(Perry, 1992, p. 1238; Patterson, 1996). Major decreases in total property taxation in Alberta in
1975 stemmed almost entirely from such changes. British Columbia’s homeowner grants,
initiated in the late 1950s, were substantially recast in the 1970s as part of an effort to cover the
school tax obligations due on behalf of residential properties. Homeowners in New Brunswick
are exempt from provincial school levies. By contrast, relatively high property tax obligations in
Manitoba and Ontario are the result of very high school tax obligations in those provinces.
Responsibilities for social service and health expenditures also played a major part in changes to
total property tax obligations, especially in Ontario (Patterson, 1996, p. 7).

Definitions and Concepts

Having noted that property tax exemptions comprise a significant portion of potential property
taxes, as well as the fact that both property tax obligations and recent changes in property tax
payments are substantial, this subsection of the introduction is committed to defining more
precisely the objective and purposes of this report.

Property Taxes

On the one hand, the definition of property taxes may seem obvious. On the other, it is
important to define the limits for purposes of this report, especially as property taxes are
ultimately paid to a variety of authorities, as well as to both local and provincial levels of
government. The definition used herein excludes certain, usually minor, taxes that are
nevertheless classified as property taxes in Canada’s National Accounts maintained by
Statistics Canada.

Property taxes as used herein are defined as periodic payments of general purpose taxes for
the benefit of local governments.” The basis for these taxes is real property. Municipalities are
most often the primary beneficiaries of these taxes.

With two exceptions, taxes are usually collected by municipalities for themselves and for
other authorities, local and otherwise, as well. The two exceptions are New Brunswick and
Prince Edward Island, where provincial governments collect property taxes on behalf of
municipalities. Prince Edward Island also collects property taxes on behalf of local school
boards, while New Brunswick also simultaneously collects an education levy, based on real
property assessment, that is rolled into the provincial consolidated revenue fund and provincial
support for the province’s schools.

In the rest of Canada, municipalities collect taxes for themselves, as well as other authorities,
mostly local in nature, and frequently provincial governments as well. Local school boards are
the most common, as well as the most demanding, other authority. Education levies frequently
exceed municipal levies in Ontario and Saskatchewan, but taxes for school purposes are

" Property taxes are increasingly collected by municipalities for provincial governments. The primary
beneficiaries of these provincial property taxes are nevertheless viewed as local school boards, and the
collections have in fact usually replaced direct payments to school boards of non-residential and
residential property taxes in Alberta, British Columbia, Manitoba and Ontario.
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approximately 35-50 percent of total property taxes in most other provinces." Library boards
are supported in a similar manner in Alberta and Saskatchewan.” Where upper-tier or regional
municipalities exist — urban communities in Quebec, regional municipalities in Ontario and
regional districts in British Columbia — taxes levied by the regional level are collected by the
local municipality for transfer to the regional entity. A variety of other purposes and authorities
(including hospitals, provincial assessment authorities, municipal finance agencies and transit
authorities) also have their taxes paid to them by local municipalities. Perhaps countless inter-
municipal authorities are also tax-supported in this way, although in most cases each
municipality’s obligations to the inter-municipal authority are rolled into the local municipal
levy. As well, the provinces of Alberta, British Columbia and Manitoba and, beginning in 1998,
Ontario, possess provincial education property tax levies that are collected by municipalities for
provincial governments.**In all four cases the purpose of these levies is to support local school
boards. In 1997 the education levies of these provinces and those of New Brunswick comprised
about 10.5 percent of all property taxes levied.” Finally, it should be noted that municipalities
sometimes include more than one levy for the benefit of the local municipality. For instance,
Calgary levies a capital debt levy as well as a civic operations levy.

Property taxes, as used herein, include business taxes levied by many Canadian
municipalities. Business levies are usually based on real property assessments or the rental
value of commercial real estate. They may be flat rate taxes or graded.‘8 In the latter case, many
different and variable rates are levied by type or size of business. As will be noted below, these
taxes stem from earlier taxes on the personal property of merchants and manufacturers.”

Several categories of taxes are excluded. Special assessments, usually levies for capital
works benefitting specific properties, are excluded.

While most Canadians would not include water and sewer rates under property taxes, and
they are not considered as such herein, they are nevertheless often treated in statutes as taxes. If
unpaid, they are often registered against the title of the tardy property owners in the same
manner as unpaid property taxes. They are nevertheless service fees. Garbage collection and
disposal fees are increasingly treated in a similar manner by Canadian municipalities (another
recent ICURR study). '

¥ Prior to the initiation of a new regime in 1998 in which education taxes are collected by the provincial
government to be distributed back to local school boards in accordance with provincial spending
guidelines. Total local and provincial education levies may also exceed municipal levies in provinces
such as Manitoba where there are two or more education levies. Newfoundland is the only province in
which primary and secondary education is not currently supported by property taxes.

5 Unlike local school boards, the budgets of library boards are approved by civic councils.
1 Ontario joined this group of provinces in 1998.
7 Canada, Statistics Canada, CANSIM.

18 As used herein, “graded taxes” refer to variable rate taxes where the rates are usually specified in
provincial legislation. The term “variable rate taxes” will generally be reserved herein for instances in
which local councils have the authority to establish rates by class of property.

®In 1876 Montreal became the first Canadian city authorized to impose a rental value business tax,
modelled after similar taxes then levied in France. Quebec City followed in 1883 (Ontario, 1967, p. 36).
Manitoba amended the City of Winnipeg charter in 1893 to permit the replacement of personal property
taxes by graded business taxes varying by type of business. Oniario first permitted a similar replacement
by local municipal option in 1890, although business taxes did not become common there until after
reforms in 1904 (Ontario, 1967, pp. 36, 38 and 39).



Also not included are development levies for the capital cost of off-site services benefitting
new subdivisions. These levies often comprise a significant cost to developers that is
subsequently believed to be passed forward to purchasers and lessees. Provincial legislation
usually defines the purposes for which development levies may be assessed and the
requirements to be met by local development cost by-laws; the decision to levy such fees is
usually a local decision.” Fees may sometimes be in cash or in kind. Provincial legislation, a
municipality or its Development Cost Charge by-law may also specify developments against
which levies may not be applied. Small developments are the most common exemptions. In
other jurisdictions, particular levies may be negotiated in the context of applications for zoning
or land use change. Charges levied by provincial governments, such as the parking facility
charge levied for a time in Ontario, are excluded as well.

Another exclusion are special taxes on such real estate based services as hotel rooms and
amusements. While paid by the owners of real estate, these taxes are usually ad valorem taxes
not based on the value of the real estate.

Types of Exemptions Examined

Included in the analysis in this report, in addition to the absolute exemptions, are partial
exemptions, as well as significant variations from the usual market or actual value assessments.
Those familiar with the theory and practice of real estate appraisal will know that while practice
is improving, especially with the nearly universal use of electronic processing and application
of actual sales data to the stock of real estate, it remains far from perfect. Some such variations
are designed to more accurately assess the wealth that public authorities are attempting to
assess and tax. They are included herein on the assumption that those in one jurisdiction will
want to know the practices in other jurisdictions.

Moving from complete to partial exemptions contains certain theoretical risks in a report
such as this. For instance, what is the difference between a partial exemption and variable rate
taxes or taxes based on graded assessments? The distinction between partial exemptions and
variable rate taxes is easier to describe. Municipal and tax legislation in several provinces,
notably Alberta, British Columbia, Nova Scotia, Saskatchewan and, beginning in 1998, Ontario,
permit local councils discretion to establish separate tax rates for specified classes of property.”
In British Columbia and Ontario, non-residential rates are intended to incorporate business
taxes.” Graded assessments, the basis of local taxation in Manitoba and Ontario (to 1998), are a
method of achieving the same result provincially, or locally if attached to specific municipal
charters. Manitoba remains the only province to rely on graded assessments beginning in 1998.%
Saskatchewan relies both on province-wide variable assessment factors and local variable tax

" Notwithstanding that several provinces now mandate the collection of Development Cost Charges for
the benefit of educational construction programs.

! In Ontario Bill 106 (1st Session, 36th Legislature, 1997), a new Section 363(3) of the Municipal Act
provides upper-tier municipalities (otherwise known as regional municipalities) the responsibility for
establishing variable rates applicable to themselves and to lower-tier municipalities within its
jurisdiction.

# These are nearly phased out in practice in British Columbia, and Ontario’s Bill 106 phases them out by
statute.

* Regulations prescribing graded assessments for approximately nine classes of use are applicable
throughout the province.
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rates by use for determining tax rates.* The designation of business levies as additional real
property levies in New Brunswick and Prince Edward Island is akin to variable rate taxes
described above except that the extra levy is prescribed for whole provinces and thus resembles
a graded assessment.

Level of Exemption: Assessment vs. Taxation Exemptions

Property tax exemptions may occur at two levels. Property (or classes of property) may be
exempt or partially exempt from assessment: Or it may be assessed and then exempted from
taxation. In the former case and with complete exemptions, it may not be possible to calculate
the amount of an exemption, since it is never reported. In most provinces, manufacturing
equipment frequently falls into a class exempt from assessment. Partial exemptions from
assessment are more easily calculated.

The data cited above, with respect to the proportion of total property in various municipal
or provincial jurisdictions that is exempt from taxation, are drawn from assessment data and
are, therefore, related to assessed property. Still further property may be exempt from
assessment in the jurisdictions cited.

Grants-in-Lieu of Taxes _

Section 125 of the Constitution Act, 1867 (formerly the British North America Act, 1867),
provides that “No Lands or Property Belonging to Canada or any Province shall be liable to
taxation.” Nevertheless, and as was already indicated above, a large portion of property exempt
from taxation — chiefly property owned by federal and provincial governments or Crown
corporations owned by these governments — attracts grants-in-lieu of taxes. In many cases
grants are paid as if the owner were a private individual or corporate entity. In others there may
be limits placed on grants.

In 1950 the federal government issued the Municipal Grants Regulations (Kitchen and
Vaillancourt, 1990, p. 929). These Regulations were replaced by the Municipal Grants Act in
1951. Initial payments were limited to 75 percent of the real property taxes otherwise payable on
federal property value exceeding 4 percent of the combined value of federal and taxable
properties in the municipality. The threshold was dropped entirely in 1957. Since 1967 services
normally financed by local governments, including provincial education levies, have been
eligible for grants-in-lieu of taxes, although certain classes of property remain exempt from
grants. Although there are significant exceptions, most provinces also pay grants-in-lieu of taxes
for most types of government-owned property. .

Despite the importance of these grants in municipal finance, it was agreed between the
author and ICURR, early on in this review of exemptions, that grants-in-lieu of taxes would not
be included. They would make a potentially interesting monograph on their own.

# These assessment factors may also vary in the three separate statutes governmg municipal taxation in
urban, rural and northern municipalities.
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Chapter 2: Provincial Property Tax Exemptions
by Object and Issue Area

This chapter and Chapter 3, which is comprised of a large matrix detailing each of the

10 province’s approach to some 29 potential classes of exemptions, are the substantive core

of this monograph. As indicated above, the overwhelming objective of early property tax
legislation was to tax wealth. The modern phenomenon of identifying taxes with services or
benefits received, which is a prominent justification for modern property taxation as a basis for
municipal services, appears to be of more recent origins. Many of the detailed characteristics,
even some of the quirks and clumsiness, of the property tax in contemporary Canada may be
viewed as the result of attempts to define and tax wealth. The following briefly traces early
development of property tax in Canada with emphasis on connecting earlier developments

to contemporary features of local property taxes.

The Development of Contemporary Property Taxes

The connection of real property to wealth, especially in earlier times, is relatively clear. Real
property was one of the most prominent manifestations of wealth in these times. Personal
property, which included the stock of mercantilists, the tools of crafts people, the machinery
and equipment of industrialists, stocks in limited corporations, bank deposits and, in some
cases, precious household goods were also manifestations of wealth that came to be taxed. Cash
income was also taxed, especially income over and above that required for everyday
sustenance. )

Personal property has largely been abandoned as an object of taxation throughout Canada.
It remains to the extent that components of personal property continue to be defined and
assessed under the various pieces of property tax legislation. Business property taxes, either
taxes on graded assessments of commercial and industrial uses or on the rental value of
business (non-residential) assessment, were once nearly universal throughout Canada. They
existed in 1998 only in Nova Scotia, Quebec and the three Prairie provinces. In New Brunswick
and Prince Edward Island they have been replaced by supplementary, province-wide tax rates
on non-residential assessments. In Alberta, British Columbia, Nova Scotia and Ontario they
have been rolled into variable taxation regimes in which non-residential uses are generally
taxed at significantly higher rates than residential assessments. British Columbia permits
municipalities to apply variable taxation rates to nine classes of real property assessment.
Ontario defined six classes to which municipalities may apply variable taxation rates. Alberta
and Nova Scotia municipalities may apply variable taxation rates to discreet classes of real
property assessment in addition to levying business taxes as well.?

Business taxes had largely been substituted for taxation of personal property throughout
Canada by the early part of the 20th century. This modern tax evolved only gradually. In Upper
Canada (Ontario) pioneer legislation, the Assessment Act, 1793, required assessors to prepare a
roll for the “real or personal property, goods or effects” belonging to residents (Ontario
Committee on Taxation, Vol. II, p. 28). The inclusion of personal property in the definition of
property was intended to make the property tax more equitable and to adjust taxation to

% Alberta municipalities have some latitude in determining the number of residential classes. Nova Scotia
municipalities may vary rates on two classes of property: residential and non-residential.

13



“ability to pay.” Personal expenditures for the year (a measure of consumption) were added a
year later. A new Assessment Act in 1803 replaced arbitrary brackets of property value subject
to a common tax levy by arbitrary values placed on various items of personal and real property.
Amendments in 1853 to Ontario’s municipal and assessment legislation introduced a broad
definition of personal property that included “all goods, chattels, shares in incorporated
companies, money, notes, accounts and debts at their full value” (Ontario Committee on
Taxation, Vol. II, p. 33).

Personal property was finally eliminated from the definition of property to be taxed by
municipalities in Ontario in 1904. Assessment until the 1970s in Ontario was local. That it was
also inadequate and inconsistent was one of the primary reasons for the replacement of local
assessment by provincial government bureaucracies or by independent province-wide
authorities. It was even less adequate and consistent in the 19th century, and it was least
consistent with respect to personal property. The Ontario Commission on Municipal
Institutions reported in 1888 that “the valuation of personal property varies so much as almost
to prove prima facie that this cannot be an equitable basis of taxation.” (Vineberg, 1912, p. 39). In
1893 the Ontario Commission on Municipal Taxation recommended that personal property
taxation be replaced by either personal income taxation or a business tax based on the rental
value of occupied premises (Ontario, 1967, Vol. I, p. 36). Eventual elimination of personal
property assessment from the base was aided by the fact that other Canadian jurisdictions, as
noted above, had already rejected personal property taxation. When it required further
revenues, Montreal had opted to follow French precedent and request a rental value business
tax in 1876. Quebec City and Winnipeg followed suit in 1887 and 1893, respectively. Nor was
Ontario’s tax on personal property very productive. The Ontario Commission on Taxation
reported in 1893 that only 12.5 percent of total property tax revenues in the previous decade in
Toronto had resulted from personal property taxation — 8 percent if personal income taxation
were singled out (Vineberg, 1912, p. 41). It was observed that the personal property tax had
de facto become a tax on mercantile stock (Ontario, 1967, Vol. 11, p. 37). The Ontario Legislature
adopted the business assessment alternative in 1890 but, as of 1902, no municipalities had opted
for the alternative (Ontario, 1967, Vol. II, p. 37). The approach to personal property taxation
taken in Ontario’s Assessment Act, 1904, remained essentially intact until abolition of the
business tax in 1998. The personal property tax was replaced by a graded business tax
assessment weighted heavily towards selected businesses. For instance, the assessment rate was
150 percent (of real property assessment) for distillers and 75 percent for brewers and various
financial institutions (Ontario, 1967, Vol. 11, p. 39).

The 1904 Act set several other precedents that not only have remained in effect to this day in
Canada’s largest province, but have likely been influential with other provincial legislatures.
The Commission recommending the 1904 Act had recommended the concept of exempting
machinery from real property assessment.

Franchise properties operating in numerous jurisdictions had already presented a major
problem to municipal assessors and their piecemeal approach. Henceforth, assessment of such
lands, including what is often referred to in other provinces as “linear” property, would be
brought into the provincial administration for determination by some other means. Length of
electrical wire by municipal jurisdiction was used initially to distribute electrical franchise tax
revenues among municipalities (Ontario, 1967, Vol. II, p. 40). Beginning in 1869, the provincial
government had taxed mineral lands at the same rate as agricultural lands as an incentive to

14
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develop mining opportunities. While the Commission on Taxation recommended an end to this
subsidy, as part of the 1904 reforms, the government’s final legislation continued the subsidies.

The 1904 Act also continued the personal income tax provisions of the previous assessment.
Effectiveness was increased by authorizing source reporting of wages and salaries and other
payments. The definition used was that contained in the Dominion Income War Tax Act,
introduced by the federal government as a temporary measure in 1917. The personal income tax
provisions remained a part of Ontario property taxation until World War II, when the federal
government “rented” the individual personal income tax field from the provinces. Municipal
taxation of personal income was formally terminated in 1942. When re-established following
World War II, income taxation remained the prerogative of the federal government with the
provinces adding on a surtax for their own benefit. These latter provisions continue into the
present day.

The 1904 legislation continued provisions introduced in 1892 with respect to farm taxation.
Municipalities were expected to pass local by-laws exempting farms from taxes providing
urban services when those services were not received. These were the first provisions indicating
that the property tax was to be treated as a benefits tax. Listed services were specifically urban
services. These provisions as well have been continued, more or less, to the present day.

Exemptions to property taxes that had remained constant since 1849 were continued in the
1904 legislation. They included Crown properties, churches, schools, charitable institutions and
public libraries. These too have pretty much been continued to the present day, although the
Legislature and the Report of the Ontario Committee on Taxation, 1967, considered amendments
on numerous occasions. Although recommended by both the Committee and Legislative Select
Committees, no amendments have occurred. These will be discussed further below.

The above brief history of 19th century developments with respect to property taxes is
intended to put the examination of exemptions, as well as major deviations from standard -
evaluation procedures, into an understandable perspective. While anyone initiating or
reforming property taxation in a major way on the eve of the 21st century might initiate an
entirely different set of measures, those introduced made sense to legislators and taxation
authorities at the time they commenced. Imperfect as they may have been, they were viewed as
a way of taxing the wealth of local communities.

A Guide to Property Tax Exemptions by Province

The following sections provide a detailed context and explanation of exemption provisions for
the property tax legislation of the 10 provinces. As indicated, they are keyed into the table of
detailed exemption provisions (Table 2) that follows.

General

a. Provincial Legislation

The 10 provinces vary considerably in the ways in which they approach property tax
exemptions. Assessment acts usually set forth the types and kinds of property to be assessed.
Municipal government legislation, sometimes in a single act applicable throughout the province
(but in three provinces in several acts applicable in rural and urban areas or types of
municipalities), usually specifies the taxes and exemptions therefrom that may be applied by
municipalities. In British Columbia, Manitoba and Newfoundland, legislation specific to larger
cities sets forth property tax exemptions applicable in those cities. Non-municipal property tax
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levies, including exemptions, are usually authorized in separate legislation. In some provinces
the exemptions applying to municipal levies are applied to non-municipal levies as well.

b. Provincial and Federal Government Exemptions

Formally included in provincial legislation or not, Section 125 of the Constitution Act, 1867,
_provides no exceptions to the exemption of property owned by either the provincial or federal

Crown. Somewhat problematic is the status of wholly owned corporate subsidiaries of federal

and provincial governments engaged in commercial enterprise. The federal government has

specified that some 12 commercial Crown corporations must pay all property taxes, including

business taxes (Kitchen and Vaillancourt, 1990, p. 930).

Provinces have generally applied similar principles in their own legislation. Payments to
municipalities by essentially commercial corporations may be governed by the provisions of
legislation governing grants-in-lieu of taxes despite the fact that the enterprises exempted from
taxation are, for all intents and purposes, commercial corporations whose shares happen to be
owned by the Crown. This issue takes on further significance as well with the increased
commercialization of federal and provincial government services.

Another major exemption that may increasingly prove problematic in the future, although it
arises only in limited numbers of local government jurisdictions, is the exemption of Indian
reserves from taxation. While the purchase or sharing of services where municipalities and
Indian reserves are adjoining or approximate to one another presents a set of problems or
difficulties not otherwise encountered in local government administration, even more complex
problems for service users and administrators alike are presented in the case of leasehold
interests in reserve lands held by non-Indians (Bish, 1987). Traditionally, property taxes have
been due on the Indian reserve lands subject to leasehold interests. The Indian concern with
such provisions is that tax payments potentially diminish the economic value of leaseholds
without necessarily resulting in services provision. As well, the non-Indian residents of reserves
have no voice in services provision, either through the neighbouring municipalities or through
First Nations councils or band councils.®

Implementation of self-government has introduced another level of difficulty with respect to
property tax payments and the availability of urban services, especially for non-member
leaseholders on Indian reserves.” The Indian Act was amended in 1988 to enable First Nations
to collect taxes on reserve land leased to non-aboriginal residents or businesses. An Indian band
wishing to take advantage of this amendment is required to pass a property tax by-law which
must be reviewed by the Indian Taxation Advisory Board and then approved by the federal
Minister of Indian Affairs and Northern Development. When approved, the new taxation and
servicing regime occurs regardless of provisions to the contrary in provincial legislation.

Principal Transfer Organizations
Although the reason they were historically exempted from paying property taxes resulted from
their non-profit or charitable purposes, the grouping of hospitals and post-secondary

% For instance, in B.C. taxes for rural properties not located in municipalities (which would be the case
for all Indian reserves) covered only slightly more than 60 percent of the cost of supplying urban services
in the mid-1980s. (Cf. Bish, 1987, p. 15.)

¥Jonathan Kesselman, 1998. “Living as Leaseholders, Living Without Rights,” The Vancouver Sun,
August 14, p. A23.
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educational facilities acknowledges that future policy with respect to these facilities may be
influenced by the fact that both have become major institutions in receipt of provincial transfer

payments.

a. Hospitals
Charitable organizations have always been dominant in the provision of hospital care in
Canada. Not surprisingly, every province exempts hospitals from property taxation. Exemption
is almost always limited to those facilities established in accordance with provincial hospitals
legislation and/or in receipt of public health care funds. Nova Scotia is the only province to
leave exemption to approval by local councils, although this is reportedly always forthcoming.
Some provinces exempt only non-profit institutions, although this includes most acute and
extended care hospitals. Alberta, Quebec and Newfoundland include care homes and/or some
social service facilities in the same exemption ashospitals. British Columbia is the only province
to also specifically exempt land specified for a future hospital (or hospital expansion) from
taxation. Western provinces seem more careful to limit the extent of land that is exempt along
with hospital facilities. :
Ontario’s Smith Committee recommended in 1967 that the exemption of hospitals be
terminated, but one of its main reasons for doing so is no longer applicable (Ontario, 1967,
pp. 157-159). Hospital care costs were then a “50:50” shared-cost program between the federal
and provincial governments, and the Committee reasoned that termination of the exemption
would make the federal government liable for half the resulting taxes due from hospitals
(p. 158).2

b. Post-secondary Education

Every province except Manitoba specifies that universities and colleges are exempt from
property taxation. The current taxation of colleges and universities in Manitoba commenced
only with amendments to municipal and colleges and universities legislation in 1994, in
conformity with recommendations from the late 1970s by the Manitoba Assessment Review
Committee (Manitoba, 1979).”

A major principled argument against exemption is the geographical distribution of post-
secondary education institutions. The burdens of exemption usually fall on a few local
jurisdictions despite recent establishment of new institutions and expansion of college systems
in most provinces.”

While most provincial legislation is silent on taxation of such ancillary facilities as
dormitories and recreation facilities to which the public may gain access by paying a fee or
purchasing a ticket, it would appear that most of these are also exempt as long as they are used
for “university or college” purposes, the criteria generally stated for determining exemption.

% Shared-cost financing of health care and post-secondary was replaced by per capita federal grants with
the proclamation of the Established Programs Financing Act in 1977.

®Bible and educational seminaries not generally owned directly by churches or religious organizations,
or not generally in receipt of transfer payments from the provincial government, continue to be exempt
from property taxation in Manitoba.

*Most provinces, but by no means all, make provision for grants-in-lieu of taxation for post-secondary
institutions as a solution to the distribution issue.
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Alberta exempts dormitories from taxation, although it permits local municipalities to pass a
by-law to the contrary as a local option.

_ No provincial legislation specifically addresses the increasingly common situation of use
of university facilities (dormitories, meeting rooms, etc.) for commercial conferences in inter-
session periods or the semi-commercial use of university research facilities in competition with
off-campus facilities. Such issues will undoubtedly become increasingly germane with
increased privatization of post-secondary educational support.

Religious and Charitable Organizations

a. Religious Organizations

That churches were once seen as an extension of the state or Crown provided the original
rationale for exemption of churches from property taxes. Their charitable purpose has become
the contemporary justification for exemption. While Canadian governments generally do not
provide direct assistance to religious organizations, the extension of indirect subsidies through
property taxation exemptions is viewed as an acceptable alternative even if it means higher
taxes for other properties. All places of worship are generally exempt.

Exemption usually does not apply to all church properties. Administrative and community
services offices are the most frequently subjected to property taxation, although the latter may
be subject to exemption on the same basis as other charitable or non-profit organizations
providing welfare and community services. Housing occupied by clerics or other ordained staff
is taxed in some provincial jurisdictions but not in others. To discourage the holding of
extensive lands, or at least taxation exemptions, some jurisdictions limit the amount of

-adjoining property or land that may be exempt from taxation. The amount of hard-surfaced
parking exempt from taxation may also be limited. Religious seminaries are exempt in some
jurisdictions, but not in others. The exemption of related educational uses may be an extension
of exemptions for places of worship, or their exemption may be a part of policy with respect to
other private schools. In some jurisdictions properties used for Sunday schools or religious
instruction may be exempt on the same basis as churches or as an extension of exemptions that
may be offered private or religious educational institutions. The exemption of religious
organizations is seldom a local option, and British Columbia is the only provincial jurisdiction
that provides latitude for municipal discretion.

The issue for local and provincial governments presented by exemption is this: should
religious organizations pay for services consumed, whether or not those organizations might
also be taxed? Is the continued teaching of a code of morality or the active concern and
constructive criticism often expressed by churches on contemporary social issues worth the cost
of continued or complete exemption? The issue may be more poignant than in previous times to
the extent that religiosity and membership in religious organizations appears to be decreasing.
The answer to these questions has nevertheless generally been supportive of continued
exemption, although not without some qualification.

Religious organizations themselves have often been careful not to put forth their own
interest ahead of others. In 1960, for instance, the leaders of a Baptist conference held in
Washington, D.C., concluded that there was increasing concern about the future, as churches
increase in wealth and property.” The closest that churches and religious organizations have

! Reported in The Winnipeg Free Press, October 8, 1960.
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come in recent history to losing complete property tax exemptions was in the 1967 Report of
Ontario’s Smith Committee (Ontario, 1967, pp. 160-162). Noting the incomplete, or at least not
unambiguous, consensus of religious leaders themselves, as well as the fact that not all
members of society are members of religious organizations, the Committee recommended that
churches and related convents and seminaries be subjected to taxation at half the residential rate
under Ontario’s then graded property taxation system.” Opposition was considerable, and
subsequent reports on property taxation in Ontario in 1976 and 1978 never renewed the
recommendation (Ontario, 1976, p. 71; Ontario, 1978, p. 41).® Implementation of such a
recommendation would have been in conformity with the notion that contemporary property
taxes possess both service (or benefit) and wealth components. Any recommendations on this
subject in the other nine provincial jurisdictions have generally provided unconditional support
for existing provisions of 100 percent exemption from property taxation for places of worship.

b. Cemeteries
Any public discussion associated with making cemeteries exempt from property taxes centres
on their ownership. Every province exempts municipal and non-profit cemeteries, as well as
those owned by churches and religious organizations. In accord with the notion that property
tax is a wealth tax, Manitoba, Quebec and all of the Atlantic provinces do not authorize
exemptions for private cemeteries intended to make a profit for their owners or shareholders.
Alberta, Saskatchewan and Ontario authorize exemptions for cemeteries defined in specific
legislation regarding such. British Columbia permits municipalities the option of entering into
agreements for exemption with profit-oriented cemetery owners.*

Several provinces address the issue of land that may be held for future interments. Alberta
and British Columbia permit such exemptions with qualifications. Ontario specifies that the -
land must actually be dedicated and in use for interment to be exempt.

c. Charitable Organizations

At least some charitable organizations have been exempted from paying property taxes from
the very beginning of property taxation in Canada. Provincial legislation varies substantially in
specifying which classes of charitable organizations and which services might be exempt, and
under what conditions. Alberta and Quebec are the only provinces whose municipal taxation
legislation exempts leasehold interests by charitable organizations from taxation. Alberta’s
Community Organization 1998 Property Tax Exemption Regulation permits the exemption of
leasehold interests of charitable organizations (Alberta, 1997, p. 94). The landlord or charitable
organization applies to the local council in Quebec. Ownership of property is generally a
condition for exemption in the other eight provinces.

2 Cf. Ontario, 1967, p. 161. It was proposed that residential properties be assessed at 70 percent of value

~ and that religious organizations be taxed at 35 percent of actual value, taxation to be phased in over a

seven year period. The Committee also recommended that the social service activities of churches be
eligible for exemption on the same basis as other charitable organizations.

#The 1976 report made an ambiguous recommendation that was also never activated in Ontario. It
recommended that municipalities be able to invoice churches for the value of municipal services actually
received (Ontario, 1976, p. 42).

*The agreements are required to include a provision for repayment in the event of use conversion.
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Quite a few provinces are careful to specify that establishments holding gaming or liquor
licences are not exempt from taxation or that those parts of the larger property containing those
facilities are not exempt. This may reflect a moral judgment by legislators, and it certainly
reflects the sentiments of taxable businesses holding similar licences.

In addition to general provisions with respect to charitable or non-profit organizations and
their purposes, legislation in numerous provinces specifies organizations, usually large national
organizations and their branches, whose property is exempt from property taxation. Typical
named organizations include Boy Scouts and Girl Guides, Army and Navy League, Canadian
Mental Health Association, the Royal Canadian Legion, Ducks Unlimited and the YMCA,
YWCA, YMHA and YWHA.

Most provincial legislation specifies the organizations, nature of ownership (non-profit or
charitable incorporation), and types of activities that may give rise to an exemption. It should be
noted that the numbers of organizations generally qualifying is considerably fewer than might
have tax exempt certificates under Canada’s Income Tax Act. Nova Scotia is the only province
to exempt organizations holding such certificates. While the details vary considerably between
provinces, delivery of services to the indigent and/or receipt of public assistance funds are
frequent conditions in some provinces. As often as not, organizations apply to a provincial
department or commission for exempt status. New Brunswick is the only province conveying
different degrees of exemption under differing circumstances: 35, 65, 90 and 100 percent
exemption. While municipalities continue to be responsible for most assessment in Quebec, a
provincial commission is responsible for granting exempt status to charitable health and social
service organizations.

Approval of exemptions is by municipalities in several provinces. Exemption in Alberta is
granted by individual municipalities that continue to be responsible for assessment as well. The
four municipalities with private legislation in Newfoundland grant exemptions, while
exemptions elsewhere are granted by the municipal affairs department. While their legislation
sets forth the conditions for exemption, two provinces grant municipalities wide latitude and
discretion in granting exemptions to charitable organizations. A two-thirds vote of council on
an annual basis is required to continue exemptions for charitable and non-profit organizations
in British Columbia even after the threshold conditions specified in provincial legislation are
met. Support by a simple majority of councillors is sufficient to receive ongoing property tax
exemption in Manitoba. '

Not surprisingly, exemptions are jealously guarded once received. Ontario’s 1967 Smith
Committee Report illustrates an unsuccessful attempt to convert tax exemptions for charitable
organizations into equivalent assistance grants (pp. 163-165). Opposition was considerable. The
subsequent Provincial-Local Committee noted the arguments against the previous proposal and
recommended retention of the then existing exemption system in its 1978 report (Ontario, 1978,
pp- 41-43).%

#The Smith Committee reasoned that “Elected representatives should be capable of appraising the merits
of a public subsidy without embarrassment” (p. 163). The Committee noted the extensive volume of
grants provided by Metropolitan Toronto and other large cities in support for its proposals. Desirable
features of the system for replacing exemptions included: 1) financial assistance reflects the established
cost to the community; 2) assistance is flexible; 3) the amount of assistance is determined afresh each year
by local councils; 4) municipal aid through grants is more susceptible to public view; and 5) grant
assistance can be adjusted to each changing condition, including reversal of public attitudes. Charitable
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Ontario’s taxation system also illustrates the potential effects, often unintended, that larger
taxation system changes can impose on non-profit and charitable associations. Prior to 1998,
Ontario municipalities imposed both real property taxes and separate business taxes on
commercial uses. While charitable organizations renting premises, as in most other provinces,
were not exempt from real property taxes, they were generally exempt from business property
taxes. Ontario’s new taxation regime under Bill 106 (1996) follows the lead of several other
provinces in granting discretion to municipalities to establish separate tax rates for different
classes of uses — six in the case of Ontario. Bill 106 also terminated the separate business
property tax generally imposed by Ontario municipalities since 1904. While municipalities will
have discretion to establish any tax rates they wish, it is anticipated that municipalities will
likely incorporate the previous business tax revenues into non-residential tax rates beginning in
1998.% In addition to simplifying the property taxation system by eliminating a separate tax, one
objective of the new taxation regime may have been to attract additional grants-in-lieu of taxes
from the federal government.” However, another impact is to raise property taxes for those,
including charitable organizations, also previously exempt from paying business property
taxes. Some 30,000 non-profit and charitable groups who rent facilities may reportedly see their
Ontario property taxes double as a result of the new system.*

Alberta provides an example of the controversy that potentially follows more limited
attempts to qualify exemptions. Its Municipal Government Act, the first comprehensive review
of local government and taxation in several decades, was promulgated in 1995. As a result of
numerous complaints regarding taxation of non-profit societies, a Non-profit Tax Exemption
Review Committee was convened in 1997 (Alberta, 1997). A survey, in which 45 of the
province’s 365 municipalities participated and representing almost 49 percent of total
assessment values in the province, showed that the total size of any resulting problem was
small (Alberta, 1997, p. 11). Only a small portion of properties held by non-profit societies had
been assessed by local assessment officials at all. Most of the non-profit societies whose
properties were assessed were nevertheless not taxed by local councils. A portion of opposition
arose because, while local councils were willing to exempt non-profit associations from
payment of municipal taxes under Section 362 of the Municipal Government Act, they were less
willing to see education taxes increase by granting them exemption from education taxes (p. 12).
In other cases, non-profit associations were exempt, but were concerned about the potential of
losing their exemptions under Alberta’s system of relying on local councils for both assessment

organizations, as well as others whose exemptions would have been terminated by the Smith
Committee’s recommendations, disagreed wholeheartedly. Their arguments, which have never been
sutecessfully challenged, focused primarily on the ability of government officials to make unbiased, or
value-free, judgments and on the potential for chipping away in a piecemeal fashion at the total value of
property tax exemptions.

% An Act respecting the financing of local government. Section 366 of the Municipal Act is amended to require
that tax ratios established by the upper-tier municipalities apply to lower-tier municipalities within their
jurisdiction.

¥ Memorandum from Mayor of Richmond, B.C., to Finance and Community Safety Committee,
Richmond Council, July 28, 1998, and Speaking Notes for Minister of Public Works and Government Setrvices
Canada, June 7, 1998. Under the Canada Municipal Grants Act, grants-in-lieu are not payable on business
taxation except for Class D Crown corporations. On the other hand, and unless amended, grants are
payable on variable taxes on various classes of land use under a variable tax rate system.

*¥ André Picard, “Property Taxes Changes Hit Ontario Charities,” The Globe and Mail, March 27, 1998.
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and exemption. There was also concern stemming from uneven application of exemptions.
Non-profit associations might be exempt in one municipality, while the same or similar
associations might not be exempt in others.

Following review, the Committee recommended a new “Community Organization 1998
Property Tax Exemption Regulation” and clarification of previous regulations containing more
definitions and more specific wording of specific provisions. The estimated impact of the new
regulation will be to decrease the proportion of non-profit sports associations serving adults
(golf clubs, curling rinks and the like) that are eligible for exemption, provide non-profit
community associations with the same exemptions as agricultural societies, exempt arts and
cultural facilities from taxation where they are held and operated by non-profit organizations,
extend exemption to all non-profit child daycare centres, extend exemption to non-profit
associations providing seniors housing (but not receiving other provincial subsidies), exempt
ethno-cultural facilities open to the general public and extend exemptions to sheltered
workshops and thrift shops, many of whom had lost their exempt status under the new
legislation. The primary financial beneficiaries of approximately two-thirds of the new benefits
resulting from the revised regulations would be non-profit golf courses and non-profit sports
facilities (p. 77). Total general and education property taxes in the province might increase by .4
to .5 percent under the revised regulation. Municipalities would continue to be able to exempt
non-profit associations from business taxation.

Local Government and Related

a. Primary and Secondary Education

Publicly supported elementary and secondary schools throughout the 10 provinces are
unijversally exempt from property taxation. These include separate or Roman Catholic schools
where there is constitutional provision for such, although lands for separate schools are almost
always held by separate school boards rather than by a religious body . Quebec maintains a
dual school board system throughout the province.” As in the case of many other exemptions,
ownership of site and structure is also usually a condition for support. Those schools renting
land or buildings from private land owners are generally not exempt.

While municipal rate payers might see their taxes reduced if school properties were not
exempt, school boards would have to increase school taxes proportionately to pay the required
taxes to municipalities. The main argument in favour of not exempting local schools is that of
geographic incidence. Schools are often located in different jurisdictions than their students are
drawn. This is more often the case with secondary schools. On the other hand, the costs of
exemptions to those municipalities in which the schools are located may be offset by other
tax gains from private businesses dependent on the school system or their employees. Every
province has chosen to ignore these incidence shifts, which are likely not significant in
any event.

The major public policy issue presented in exempting primary and secondary education is
in the case of non-publicly supported schools, which are also exempt in nine of the 10 provinces.
Accreditation is usually a condition for exemption of private schools. As those sending their
children to private schools are also required to pay taxes to public school boards, avoidance of
double taxation of those parents is one rationale for the exemption of private schools from

¥ Formerly divided along religious lines, these are now realigned along linguistic lines.
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property taxation. The existence of private schools also reduces public education costs. Of
course, principled commitment to maximizing the benefits of public education provides an
argument for not extending exemptions to private schools.

A related issue for exemptions is the status of residences and dorms used by resident
students. Most provincial legislation is silent on the subject. Silence usually means that such
uses are taxable. Two provinces specify that residences are not exempt, while another two
provide for exemptions for residences as well.

b. Municipalities

As it makes little sense for a municipality to pay itself taxes, they are thus exempt from paying
property taxes everywhere in Canada. A common exception is local improvement taxes,
certainly understandable in that local improvements often affect small numbers of residents or
taxpayers. .

This does not mean that there are no issues connected to the exemption of municipally
owned property from taxation. Issues include the exemption of municipal property located in
other municipalities, or the location of municipal properties owned by special purpose
authorities serving more than one municipality or by upper-tier general local authorities
serving multiple lower-tier municipalities; regional districts in British Columbia; regional
governments in Ontario; and urban communities in Quebec. Also, there is the instance of profit-
making municipal enterprises. The latter are bound to become increasingly common, with
greater emphasis on self-financing of municipal services (Bird and Tsiopoulus, 1997).

The geographical distribution of properties owned by special and general purpose districts
serving several municipalities or owned by lower-tier municipalities, but located in other
jurisdictions, potentially raises an equity issue among the municipalities served. As is evident in
Table 2, current provincial legislation almost always provides for exemption of such properties
along with other municipal property. The most limiting legislation in this respect is Manitoba’s,
which specifies which facilities are exempted. Saskatchewan’s exemption applies to properties
owned by other municipalities, up to a maximum land area, and presumably reflects an actual
situation or situations. Ontario’s Smith Committee recommended in 1967 that such properties
not be exempted.

Only two provinces make allowances for profit-making local enterprises. Alberta, where
large portions of total municipal revenue earned by the larger municipalities and smaller ones
alike are comprised of the net returns from municipal enterprises, does not extend the
exemption of municipally owned properties to such services. This applies to airports,
telecommunications, electrical generation and distribution and natural gas distribution systems.
Water and sewer facilities are nevertheless exempt. Profit-making utilities (including water and
sewer utilities) owned by the City of Winnipeg pay municipal taxes. Ontario’s Smith Committee
recommended that profit-making utilities and other enterprises pay both general property
and business taxes (Ontario, 1967, p. 158). The Provincial-Local Government Committee
incorporated this recommendation in its alternative tax system in 1976 (Ontario, 1976, pp. 45,
46). There appears to be little rationale for the exemption of such enterprises from either general
or business taxes where they exist, and local governments might be well served by provincial
direction in this respect.
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c. Highways, Roads, Etc.

Highways and roads, most of which are owned by governments, are often mentioned as
separate exemption classes in property taxation legislation even though they would also be
exempt by reason of public ownership. Most are exempt from assessment, as well as taxation
if assessed. Some legislative provisions include public squares, war memorials, properties
incidental to highway and road maintenance and the like. Any issue stemming from these
exemptions is generally related to the implied subsidization of road transportation.”’

d. Libraries

Public libraries across Canada are exempt from property taxation, either specifically in
provincial legislation or — in the Atlantic provinces — by virtue of generally being municipal
property. The specific exclusions in provinces in central and western Canada likely stem from
the fact that libraries may be under the authority of boards at least nominally separate from
other local government properties. Except that their budgets require approval by municipal
councils, library boards constitute separate taxation authorities, much like school boards, in
Alberta and Saskatchewan. While there are often separate boards in British Columbia and
Ontario, their facilities are nevertheless owned by municipalities, and they are not identified
as separate taxation authorities on tax bills as they are in Alberta and Saskatchewan. The
exemption of libraries from property taxation in Quebec is an extension of their status as
exempt charitable institutions. ' '

e. Golf Courses
Golfing has long presented challenges to municipal and provincial taxation policies. The
treatment of public golf courses is straightforward. They are owned by municipalities and are
usually treated the same as other municipal properties or parklands. They represent a special
use of parklands that is little different from other special, if less geographically extensive, uses.*
Golf courses at private clubs are in many respects little different than public courses. On the
one hand, many folks view them as parklands. On the other hand, they represent for many the
privileges of the few, especially in the case of private clubs in which membership frequently
costs many thousands of dollars. Although not usually totally exempt, golf clubs enjoy tax rates
that are often very favourable relative to taxes that would often be payable on other similarly
large land holdings. Depending on local land markets and the exact provisions of provincial
legislation, these rates may be on a par with taxes on farmland. The major differences in
provincial legislation is the means used to convey special tax rates, rather than in the granting
of such special rates. Municipalities in British Columbia and Ontario are granted latitude to
enter into agreements on assessed values with golf course owners. In both cases savings over
rate otherwise assessed by authorities are repayable with interest in the event of change of use.

1

“While federal and other publicly owned airports are also subsidized in this sense, railways and rail
rights-of-way are often not. Nor is the exemption of federal airports from property taxation an apt
comparison to the extent that terminals are associated with grants-in-lieu of taxes and roads and
highways are not. Of course, the concern with subsidization of road users extends much further than the
land occupied by local streets and lanes that provide access to other real estate. It is a concern about the
large amounts of land and engineering structures frequently committed to auto-based transportation in
urban areas.

1t is only in recent years that some observers have become concerned with extensive irrigation and
application of extremely toxic substances that pollute the ground and frequently pollute streams as well.
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Quebec legislation establishes a maximum assessment (per hectare), while New Brunswick
legislation establishes a special golf course rate. The legislated graded assessment rates in
Manitoba establish a special rate for golf courses. Buildings associated with private golf clubs
are normally assessed at commercial rates. Golf courses are almost always granted exemptions

* from business taxes where these exist.

f. Community Facilities

There are a variety of facilities not included in the above categories that nevertheless may be
exempted by provincial legislation from being assessed or taxed. These exemptions are
generally not extensive, although they often bring interesting questions to the fore.
Saskatchewan exempts community halls as defined in the Co-operatives Act. The Winnipeg
Convention Centre is exempted from property taxation in Manitoba.

g. Airports

Most major Canadian airports are owned by the federal Department of Transport and are
exempt from property and business taxes as a result of Crown ownership. The ownership and
operation of many of these have been turned over to private entrepreneurs in recent years, and
federal policy is to continue this process. These facilities nevertheless continue to be protected
from taxation as federal properties.”

The three most western provinces provide for the exemption of smaller airports owned by
communities or specially constituted local airport authorities. They are not assessable in
Alberta, while British Columbia and Saskatchewan legislation exempt them from taxation. They
are also exempt from business taxes. New Brunswick exempts these airports from provincial
(educational) property taxes, but not from municipal taxes. The lack of exemption in the
legislation of other provinces may only mean that community-owned airports are not a norm or
that exemption is an extension of the exemption of municipal property.

Rural Uses

The current Canadian standard for property tax assessment is market value. Although this
standard often causes distress to property owners in urban areas as well, it often presents a
special challenge in the case of rural land uses and properties. This is especially so in areas in
proximity to urban areas where the market value (for urban uses) of land may be many times its
value in rural use. Taxation regimes amounting to partial or conditional exemption have been
extensively used by every province in recognition of the conflict between assessment standards
and the ability of property owners to pay. Concessions, or different taxation regimes in the
vicinity of urban areas, also recognize that rural uses don’t have or need the same level of
services as urban areas. '

a. Farms

Concern for the potential impact of market value property taxation on farmland conservation
and the continued viability of farming has given rise in every province to special provisions
governing the property taxation of farms. It is impottant to note, however, that special
treatment originally stemmed from concern that farmland received fewer services, and thus

“Municipalities typically receive grants-in-lieu of taxes for structures, but not for runways, engineering
works and so forth.
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considerably fewer benefits from taxation, than urban areas. Ontario’s 1892 assessment
legislation introduced a unique approach to the taxation of farm property. When land used for
farmland in blocks of five acres and more did not receive as much benefit from specified
services as other lands in the municipality, the council was expected to enact a by-law
exempting such farmland from taxation for those services (Ontario, 1967, p. 34). This marked
the first instance in Canada when property taxation legislation was tailored to the benefit
principle. '

Although the primary concern appears to be the impact of taxation on the economic
viability of continued farming and the conservation of farmland rather than reduced services,
farmland currently continues to receive special treatment in every province. Farm buildings and
farm residences often receive separate benefits. Two provinces, British Columbia and Quebec,
also tie special treatment of farms and farmland to provincial zoning legislation designed to
preserve agricultural farmland. Application for many aspects of special treatment must
frequently be made by farm owners. Approval may be on an annual basis and often depends
on whether or not farm properties meet productivity (usually annual sales or farm income)
threshold requirements. In virtually every provifice, use or productivity value has become the
standard for taxing farmland. Farm residences and/or buildings may be exempt from taxation
or from some taxation (education taxes for instance). In Manitoba, farm property and buildings,
but not farm residences, are exempt from the provincial education support levy.

In addition to assessing farmlands at use rather than market value, farmland tax rates
in Ontario are 25 percent of residential rates under the new municipal taxation regime
implemented in 1998. Ontario has used a variety of techniques over the years, including
extensive reliance on tax rebates. The new regime was intended as a significant simplification
of the previous complex provisions.

Quebec is the only province whose legislation specifies a specific value for assessment
of farmland — $375/ha, — rather than agricultural use value or a portion thereof. Taxation
of farm buildings is limited to 2 percent of assessed value in approved agricultural zones,
although there is no limit in non-agricultural areas. Recognized farm producers are rebated
70 percent of taxes paid in agricultural zones and 40 percent elsewhere. A 1979 provision that
tax benefits plus interest for five years received by farms in agricultural zones are reimbursable
if farmland is converted made Quebec the largest province where tax benefits and conservation
objectives were tied to one another for many years. But this measure has since been rescinded.
Nova Scotia is currently the only province where an attempt is made to recapture previous tax
benefits upon conversion of farms to other uses.

Provisions in the Atlantic provinces may reflect greater agricultural hardships, as well as a
policy of encouraging farm production. Farmland in New Brunswick is taxed at 50 percent of
the value of non-farmland, and farm buildings are exempt from general taxation. Productive
farmland in Nova Scotia and Newfoundland is exempt from taxation, although farm buildings
are taxable in the former.

Depending on the province and, of course, on the proportion of total value in farmland, the
impact of favourable property tax treatment of farmland on taxes paid by non-farm uses may
be profound indeed, although farms and farm assessments comprise only approximately
2 percent of aggregate real estate values in Canada as a whole (Canada Finance, 1997,
Computation Table 29). The impact is greatest in small and rural communities and least in large
urban centres. The magnitude of impact places a burden on policy makers and government

26



R

B

fiscal planners to ask if the benefits accruing to the farming community justify the cost to other
communities and sectors.

Canada’s practices differ significantly from those in many other nations and increasingly
from those of U.S. states. American states are increasingly linking the benefits of lower farmland
taxes to other farmland conservation policies. While Nova Scotia is the only province that links
tax benefits in agricultural zones over those in other zones to continued agricultural use, 29 of
the 50 U.S. states treat special tax benefits, including the tax savings accruing from assessment
of farmland at use rather than market values, as a deferred tax (Aiken, 1989, p. 4; Daniels and
Bowers, 1997, p. 94). That is, should farmland be converted, previous tax benefits for a period
must be repaid. The average period of deferral is three years. Some jurisdictions also require
payment of interest, while others do not. Although it applies only to benefits in agricultural
zones over non-agricultural zones and not to preferential assessment, Quebec has established a
five-year period plus interest. In 1989 six states had further laws on restrictive agreements. In a
restrictive agreement the land owner enters into an agreement with a state or local government
to restrict the use to agriculture in exchange for preferential tax agreement. The consensus
among land-use experts is that pure preferential assessment has reduced the tax burdens on
farmers, but it has not succeeded in keeping land in agricultural use when developers offer
large sums for farmland.

An issue for many agriculturalists is the preservation of large tracts of farmlands with
multiple farmers and landowners. Two Canadian provinces (British Columbia and Quebec)
have linked tax benefits to provincial agricultural zoning. The existence of such zoning and
regulations restricting conversion can ensure than many of the benefits of favourable taxation
treatment of farmland may be retained by the public and will not become a private benefit of
farmers upon sale and/or conversion.”

b. Agricultural Societies and Related

Every province exempts agricultural societies from both general and educational property
taxation. Relevant sections of provincial legislation often make reference to organizations
incorporated under Agricultural Societies legislation. Unlike in the case of charitable
organizations, agricultural societies that rent facilities are also usually exempt from taxation.

c. Protected Natural Spaces

A variety of non-government and what others characterize as “quasi” government
organizations are involved in the preservation of natural spaces and the establishment of areas
aside from parks protected from development. Some provincial legislation also specifies that
conservation lands owned by municipal or provincial government and set aside for protection
or conservation are exempt from taxation, although their ownership might exempt them
without further provision. '

#Only two U.S. states (Hawaii and Oregon) have similarly emphasized state agricultural zoning, Of
course, there remains a considerable body of thought that asserts that farmland preservation is
unnecessary on economic grounds, as well as counterproductive in controlling urban sprawl, another
objective of farmland preservation (Fischel, 1985, pp. 272-280). Others argue that farmland preservation is
a bandwagon for environmental interests and a cover for socially exclusionary interests (Frieden, 1979;
Fischel, 1985, pp. 273, 74).
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In British Columbia riparian lands may be exempt from municipal taxation following
agreement with owners on conservation objectives. Such agreements may go far in assisting the
province to protect water wildlife and habitat and to rescue its endangered salmon fishery. In
addition to all conservation, reclamation, rehabilitation and reforestation lands owned by the
federal or provincial Crowns, Alberta exempts lands owned by Ducks Unlimited, as does
Manitoba under private legislation. Ontario exempts conservation land, which is usually held
in the name of conservation authorities. Prince Edward Island exempts real property designated
under the Natural Areas Protection Act or wildlife management areas designated under the
Fish and Game Protection Act.

d. Forests

Most provinces treat forestry lands and other natural resources in a different fashion than other
lands or properties. Wood and forest products still constitute by far Canada’s number one
export, and forest lands are major provincial natural resources. Especially if remaining in the
hands of the Crown, harvesting forests under permit is also a major source of provincial
revenue. In other instances forests are little different than agricultural lands and, when held as
woodlots in private ownership, they are often an adjunct to farms and farming. These two
contexts are undoubtedly responsible for the special treatment of most forest lands in Canada.

British Columbia, Quebec and Alberta account for nearly 93 percent of forestry and timber
revenues of $2.2 billion in Canada.* Crown forest lands under timber licence are not taxed as
property in British Columbia. Similar lands in Alberta, New Brunswick, Ontario and Quebec
are not assessable. Most such lands are in unorganized areas of provinces, and property tax
treatment does not have a significant impact on municipal and other local government
revenues.

Promoting conservation of privately held forest lands is a priority in several provinces.
Woodlots up to 10 percent of farm holdings are exempt from taxation in Ontario. Managed
forest lands are taxed at the same rate as farmlands. Private timberland in New Brunswick is
taxed at the lesser of use value or 80¢/acre/year where in blocks of 200 acres or more. Holdings
of lesser size are taxed at use value. As is the case for farmlands, woodlands are exempt from
property taxation in Newfoundland.

Residential Properties

While both businesses and residents are the main beneficiaries of municipal services, most
analyses of municipal spending conclude that residents are the primary beneficiaries (Kitchen
and Slack, 1993). Yet, many residents are not major generators or holders of wealth. Thus, a
variety of measures have been implemented by provinces with a view towards lightening
the tax burden for residences and their owners. Of course, the major measures benefitting
residences are those main features of the tax systems in most provinces that result in higher
taxation of non-residential properties per unit of assessment than residential ones, often by
a factor of several fold. Over and beyond these features are a variety of others designed to
cushion residents from changes in assessments or from changes in their own circumstances.
Seniors are the beneficiaries of many of these features.

# Canada, Finance Canada, op. cit., Summary Table 9.
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a. Residences

A number of measures have been enacted to limit residential property taxation or provide tax
relief to residential taxpayers or classes of taxpayers. Much of this assistance may not constitute
exemptions as otherwise discussed in this monograph because it does not reduce the tax
payable on a property. It takes the form of taxpayer assistance from provincial governments.
Taxing authorities suffer no reduced revenue as a result.* Most such measures originated in the
1970s or were augmented then and, together with increased grants by provinces to
municipalities and education property tax relief, they are associated with relative decreases in
property taxes from 4.0 percent of GDP in 1971 to 3.2 percent in 1981.% Aside from other
considerations, these exemptions are usually viewed by provincial governments as being
justified by reason of applying to people of modest means. Many of these measures apply to
seniors and are addressed further below.

Mitigating taxes for homeowners, especially those of modest means, has been a primary
objective of Canadian provincial and U.S. state governments across North America. As
observed above, that property taxes are greater in North America than in other regions is
perhaps the main reason for this emphasis on mitigating the tax burden on residences. Property
taxes constitute a larger portion of total taxes paid and larger portions of GDP than in Europe or
other industrial nations and regions. Almost all of the U.S. states have programs, and an
extensive literature on the subject developed through the 1970s (Gold, 1979).

The most common form of residential property tax relief among U.S. states is known as the
“circuit breaker,” a form of property tax relief in which benefits depend on both income and
property tax payments. It is potentially the most progressive form of property tax relief, offering
the possibility of eliminating the property tax’s apparent regressivity (Kitchen, 1993, chap. 3;
Musgrave and Bird, 1987, p. 434). Circuit breakers take one of two forms. Under the
“threshold” approach, an acceptable tax burden is defined as some fixed proportion of
household income, and any tax above this portion is defined as excessive and qualifies for relief.
Under the “sliding-scale” approach, a fixed percentage of property tax is rebated for each
eligible taxpayer within an income class. The rebate percentage decreases as income increases.
By the end of the 1970s, 28 U.S. states were using one or the other of the circuit breaker
approaches (Gold, 1979, p. 56). Ontario is the only Canadian province to rely entirely on this
form of relief. Ontario’s unique property tax relief system was established in 1973 as the first
stage of what was to be a negative income tax program (Bird and Slack, 1978, chaps. 6 and 7).
Property tax relief was credited against income taxes owing or refunded to the taxpayer where
relief exceeded income taxes owed. Ontario is the only province, and one of the few
jurisdictions in North America, to attribute tax payments to renters and include them in a

* Applied against provincial education property taxes, there need be no intergovernmental transfers of
cash except in national and public accounts.

% Canada, Statistics Canada, 1994. Public Sector Finance. Tables 1.29, 1.30 and 1.32. Thereafter, they began
increasing again and were 4.0 percent of GDP in 1995.

¥ Numerous surveys of household income and residential property taxes paid on an annual basis show
taxes generally to be inversely proportional to income and thus regressive in tax incidence. On the other

hand, some tax theorists argue that the proper measures of income and taxes paid are longer-term ones,
much longer than one year and, possibly, over a lifetime. It is often noted that lifetime income and taxes

paid are more proportionately equivalent.
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property tax relief system. New Brunswick regulations suspend tax payments for owners whose
household (husband-wife) income does not exceed prescribed amounts.

The most widespread form of relief for homeowners (because so many relief programs for
seniors rely on it) is the “homestead exemption,” which provides for exemption of a specified
amount of a home’s assessed value. For example, if a home’s value is $100,000 and the
homestead exemption is $10,000, the owner will pay taxes on just $90,000. The “homestead
credit” is a closely related device in which the value of a homestead credit is subtracted from
gross property tax owing. The homestead exemption is usually financed by local governments,
while the homestead credit is usually financed by a provincial or state government. Two
provinces — British Columbia and Manitoba — finance homestead credits and exempt the
initial dollars of taxes. New Brunswick and Prince Edward Island have related programs,
although they are not targeted to lower income groups. The former exempts homeowners from
paying education property taxes. The latter’s provincial property tax rate is 10 percent less on
residential than non-residential property.

Amounting to nearly $1.8 billion in 1995-96, or 5.5 percent of total property taxes assessed,
the collective value of provincial residential property tax credits financed by provincial
taxpayers is not inconsiderable.” Mostly as a result of the education property tax exemptions,
New Brunswick led the other provinces in exempting payment of over 24 percent of total
property taxes. Exemption rates are 11.5 percent in British Columbia, 9.3 percent in Manitoba,
5.5 percent in Ontario, 3.1 percent in Quebec and 1.3 percent in Prince Edward Island. They are
insignificant or nil in Newfoundland, Nova Scotia, Saskatchewan and Alberta, Local
(municipal, education and other) taxpayers do not bear the burden of these exemptions in the
way that they do in the case of other assessment and taxation exemptions.

A variety of miscellaneous exemptions for which selected homeowners are eligible are used
in various provinces. Local councils in British Columbia may exempt designated heritage
properties and surrounding land. British Columbia protects long-term in situ owners from some
tax increases. Owners for 10 years or more of up to three units may apply to have their sites
assessed at use value only.” In Manitoba, the City of Winnipeg Act allows the city council to
provide renovation tax credits. These miscellaneous measures are usually financed by local,
rather than provincial, governments, and most apply only to the general municipal rates and
not to provincial and education and other property tax rates.

b. Seniors

The most significant exemption with respect to seniors is the exemption of seniors’ subsidized
housing projects in several provinces. British Columbia and Alberta exempt seniors housing
built under specific programs. Homes for the aged, personal care homes and housing owned by
non-profit housing societies are exempt from school property taxes in Manitoba.

Exemptions accruing specifically to seniors are generally not major. Some take the form of
tax credits and are financed by provincial governments in the same manner as other property
tax credits. British Columbia, Manitoba and New Brunswick have special seniors’ tax credit
programs in which the amount credited depends on rental or tax payments and income. Others,

*¥ Canada, Department of Finance, Federal-Provincial Relations Division, October 1997. Provincial Fiscal
Equalization, Sixth Estimate, 1995-96, Revenue Table 5.

“Taxes return to the market value basis upon transfer.
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usually financed by municipalities, take the form of temporary exemptions that are repaid,
often with interest, no later than on a subsequent transfer of the property for which the
exemption was granted. In Ontario, alterations to dwellings undertaken to assist seniors in
staying in their own dwellings (devices designed to overcome immobility, wheel chair ramps,
etc.) are exempt from property taxation.

Natural Resources and Productive Enterprises

Both natural resources and many productive enterprises, especially public utilities, often receive
special tax treatment in provincial assessment and property tax legislation. This often does not
mean lower taxes. Rather, it defines jurisdictions to which taxes are due or provides a consistent
basis for the taxation of enterprises doing business in a multitude of local jurisdictions.

a. Minerals
Property taxation of mining properties frequently varies from taxation of other properties.
Unexplored minerals cannot usually be assessed. Encouragement of exploration activity is
frequently one objective of provincial taxation policy. Mine properties might be exempt from
taxes until the ore body proves itself. Exemption of mining activities from property taxes does
not necessarily mean that mining activity is not subjected to other taxes of the same, or perhaps
even greater, magnitude. Sub-surface minerals are frequently owned by provincial
governments, in which case royalties may become due to provincial governments in the same
manner as royalties on other natural resources.

The frequent exemption of mining machinery from property taxation parallels the
exemption of manufacturing machinery. Mining access roads are also frequently exempted
from assessment or taxation.

b. Machinery and Equipment

For provincial governments, the specific taxation of machinery and equipment presents a
variety of issues related to the structure of property taxation itself. As noted earlier (pp. 13-14),
such property, like stores of stock, was considered personal property in many provinces. The
adoption of business property taxation regimes for non-residential property, beginning in 1876
in Montreal and culminating in the substitution of business property taxation for personal
property taxation in Ontario in 1904, meant that stocks, machinery and equipment were still
taxed. The new tax incorporating taxation of these items was called a “business tax” rather than
a personal property tax. A property tax on machinery and equipment might be interpreted as
amounting to double taxation. Most provinces are hence careful not to assess separately such
machinery and equipment, thus assuring exemption of those items from general property
assessment.

Virtually every province eventually adopted business property taxation, either throughout
provinges or as a local option (Kitchen and Slack, 1993). While several provinces, including
British Columbia, New Brunswick and Ontario, have since largely abolished business property
taxation per se, business property tax rates have nevertheless been incorporated into variable
rate taxation schemes. Other provinces, including Alberta, Saskatchewan and Nova Scotia,
currently possess what might be characterized as mixed regimes with both variable rate
taxation by use and business property taxation.
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c. Railways

Railways, like other of what are sometimes called “linear” properties, presented especially
difficult problems for municipal taxation in a time when municipalities throughout Canada
were often responsible for both assessment and taxation. A major issue for railways was
consistency of assessment and taxation across a province, even across the nation in different
provincial jurisdictions. These problems have been mitigated in provinces where provincial
governments or province-wide agencies are responsible for assessment. Advanced assessment
techniques and province-wide assessment manuals also mitigate this issue with respect to linear
properties in those places where municipalities continue to carry out the assessment function
(large cities in Prairie provinces and in Quebec). Most provinces have enacted measures to
ensure the consistent treatment of railways and other linear properties.

In addition, British Columbia exempts bridges, trestles, viaducts, etc. from definition as
improvements. Railways are otherwise assessed at market value. Quebec also exempts such
structures from being defined as improvements. Following the successful making of their case
that railways were significantly more highly taxed in British Columbia than in most other
provinces, amendments to the Municipal Act in 1995 specified maximum tax rates that could be
applied to railways and similar utility property in municipalities. Alberta regulations provide
for assessment based on annual rail traffic, effectively turning railway taxation into a tax on
freight. Assessment of railway rights-of-way is by regulation in Ontario. In New Brunswick,
rails and railway beds less than 30.48 metres (100') wide are exempted from the provincial
education tax. '

d. Gas Distribution Utilities
Utilities differ from railways and other linear properties in that they often involve little land at
all and may run through easements. Like rails, utility lines possess their own unique cost and
depreciation characteristics. Every province thus has separate legislation and regulations for
taxation of natural gas utilities. These separate provisions often place the taxation of much of
the linear property owned by natural gas companies and other utilities on an income basis.
These provisions also often provide for uniform treatment throughout provincial jurisdictions.
Gas distribution lines in British Columbia are taxed by municipalities at 1 percent of rental
value. Other properties owned by natural gas utilities are taxed on the basis of assessed value.
Having adopted rural gasification as a provincial priority, rural co-operatives are exempt from
taxation on lines serving rural areas, but not on those serving municipalities over 500
population and large users. Alberta municipalities are entitled to substitute taxation agreements
with gas distribution companies and other owners of linear property for ordinary property
taxation. Many do, and such revenues are often separately designated as such in their revenue
statements.™ .
Ontario’s Assessment Act provides for unique treatment of gas distribution lines, while \
the Municipal Act establishes a separate rate class for natural gas distribution systems. Quebec’s '
legislation substitutes an income tax of 2 percent of taxable revenue up to $5 million and
4 percent over $5 million.

*Gas distribution lines are exempt from business taxation in Alberta.
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e. Telecommunication Systems

Telephone and telegraph systems were in their infancy as Canada’s provincial property tax
system legislation was evolving to its modern form. Most telecommunications infrastructure
consists of wires along (although as standards of installation evolve, increasingly beneath)
streets and lanes. As in the case of other infrastructure, it largely utilizes easements that it
acquires with nil or negligible rent. Improvements are largely limited to wire and cable and
related improvements, together with poles or conduits, from or in which to hold or suspend
it. Easements are acquired for the most part from municipalities, although it is also not
uncommon for them to go along private property lines as well. Given the profitability of
most telecommunications and related companies, and the existence of physical assets through
which to transmit signals, many municipalities feel that it is not unreasonable for such
companies to pay property taxes on the physical assets, as well as on the value of the
easements that municipalities have in many cases provided.

The provisions for such payments by telecommunications companies, however, vary
considerably. As in the case of natural gas pipelines, payments are more likely to resemble
income or sales tax provisions than property taxes. Provisions appear more common in western
than in central and eastern Canada. The proximity of such payments to the mill rate that would
be payable on assets of similar value varies considerably.

British Columbia’s Municipal Act provides that telecommunications companies shall pay
1 percent of the value of rentals on lines with other properties and improvements taxed at
regular rates.”* Telecommunication companies in the Prairie provinces appear to pay the highest
levies, although they are generally exempt from paying business property taxes. Alberta allows
municipalities to make agreements with utility companies to pay a portion of revenues in lieu
of property taxes on linear properties, although they are exempt from paying business property
taxes. Similar provisions apply in Saskatchewan, while the City of Winnipeg Act provides for
the payment of general and educational property taxes on linear property and for exemption
from business property taxes where such payments are made.

Ontario’s legislation essentially denies municipalities in that province access to what is a
valuable source of revenue for municipalities and other local government authorities in many
other provinces. All the machinery, plant and appliances and all structures placed on, over,
under or affixed to any highway are exempt from property taxation. Land and other
improvements owned or occupied by such companies are taxable in the normal fashion.
Quebec’s legislation exempts telecommunications companies from the assessment roll, but
provides for an alternative tax of 2 percent of revenue up to $5 million and 4 percent on
revenues exceeding $5 million for cable companies, and 3.5 percent of taxable revenues up
to $35 million and 11 percent over $35 million for other companies.

f. Hydroelectric Systems ,

Taxation provisions for the wires and cables of electric companies might be expected to
resemble those of telecommunication companies. They do in some provinces. In others,
however, they differ substantially. Hydroelectric companies, at least for the generation of

511t is unclear if this combination of provisions approximates commercial property tax rates for all assets,
but it seems less than in most other western provinces.
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power, are frequently Crown corporations. Others, and more frequently the distribution system,
may be owned by municipalities.

British Columbia’s provisions for electric power companies are similar to those for
telecommunications companies except that the Hydro and Power Authority Act exempts
BC Hydro from all but education property taxes. Alberta’s provisions for electrical utilities is
the same as for telecommunications and other utilities. While many of Alberta’s hydroelectric
generation and distribution facilities are owned by municipalities, it was noted above that these
are not exempt from property taxation if they are intended to provide a return on equity to their
municipal owners. In Manitoba, Manitoba Hydro is exempt from taxation except for local
improvements. Ontario’s provisions for electric generation and distribution facilities are similar
to those for telecommunications companies. Machinery and equipment and lines are exempt
from property taxation, although buildings, structures and fixtures are taxable with their own
rates under the province’s new variable taxation system. Quebec’s electric power utilities are
also governed by provisions similar to telecommunications systems except that the alternative
tax is a flat 3 percent.

8. Ports and Wharves

Taxation of ports and wharves resembles that for airports in that ownership by the federal
Crown and the Departments of Transport (including port authorities and port commissions)
and Fisheries and Oceans exempts most major facilities from property taxation. Non-federal
facilities are an exception and small in number, although this will change considerably in the
neat future as the Department of Transport turns all but the most major facilities over to
provincial and local governments.*

New Brunswick currently possesses the most encompassing exemption provisions. Cargo
ports, water lots and buildings are exempt from provincial education property taxes, although
not from general municipal taxes. In British Columbia, dry docks of less than 20,000 tonnes
capacity (and available to the public) are exempt from municipal taxes. Although water lots are
not exempt legislatively, the courts have determined that water lots connected to foreshore
properties as part of riparian rights cannot be taxed separately. It was held by the Supreme
Court that the value of the water lot was already incorporated into the market value of the
foreshore and to tax the water lot separately would be to tax doubly.”

Miscellaneous and General Exemptions

Table 2 contains reference to a variety of miscellaneous exemptions not classifiable elsewhere
in the array. Some of these provisions may be redundant or may reflect unique situations in
various provinces.

* It is anticipated that all or most of those facilities coming under the direct administration of the federal
Minister of Transport will eventually be turned over to provincial and local governments. Others
enumerated in Part I of the Canada Marine Act, 1998, will remain federal Crown properties indefinitely.

* (Reference from Dorothy Leighton)
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Chapter 3: Property Tax Exemptions by Category

The following array, detailing property tax exemptions by province, contains rows
corresponding to the subsection headings in Chapter 2 above and provides the details of
exemptions discussed in more generic terms earlier. As indicated in the Introduction, these
detailed provisions are usually designated by act and section. As the text in the table is often
abbreviated, readers are advised to consult the actual legislation to pursue these individual
items.
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Chapter 4: Summary and Conclusions

The property tax in contemporary Canada possesses a dual tradition. On the one hand, itis a
local tax levied for the purpose of providing local services. Specific features often underscore
this benefits orientation. On the other hand, the property tax also has its roots as a tax in equity.
The first property taxes in Europe were levied on the basis of the wealth and the ability to pay
by the citizens being taxed. Despite evolution, contemporary Canadian property taxes often
resemble these early taxes. Their incidence is often based on ability to pay and equity principles.
While property taxes are often approximately proportional to values for a given class of
property, the differentials in tax liability by class or use generally result in vastly different taxes
among classes and uses. The pattern of property tax exemptions is best viewed in the context of

- differential tax incidence and principles of tax equity.

While personal property is seldom ever included in the contemporary property tax base in
Canadian jurisdictions, the business property of manufacturers, retailers and many
professionals is theoretically incorporated into modern business property taxes. Comprehensive
variable property tax rates on different classes of property, which is practiced in increasing
numbers of provinces, may reflect previous business property tax levies where these have been
formally discontinued. :

Whether these variable tax rates are equitable continues to be discussed (Kitchen and Slack,
1993). Non-residential properties pay from 45 to over 60 percent of property taxes, depending
on provincial and local jurisdiction (Patterson, 1996, Annex Table 15). Depending on
assumptions, benefits received by the non-residential sector are usually concluded to be under
40 percent of the total benefits of municipal services. The differential between the incidence of
property taxation and the benefits from municipal services may well be justified by
considerations of equity and ability to pay, rather than by benefits received.

Major Differentials and Issues Regarding Property Tax Exemptions

The following represent some of the more significant conclusions with respect to differentials in
provincial treatment of full and partial exemptions.

Full and Partial Farm Tax Exemptions and Public Policy Objectives

Some of the first partial property tax exemptions of farmlands had their origins in the notion
that most property taxes were applied towards services from which farms derived few or no
benefits. There are two overwhelming objectives of contemporary farmland property tax relief:
1) providing tax relief to a particularly needy economic sector; and 2) promoting farmland
conservation. Current provisions are often not significantly related to either of these objectives.
Only two provinces (British Columbia and Quebec) possess a farm zoning and planning
framework governing benefits from favourable treatment. Only one province (Quebec) has
provisions that attempt to capture the value of previous favourable treatment conveyed upon
farm conversion.

Treatment of Linear Property

It was noted that there are significant differences in the treatment of what is called linear
property, most of which represents property of utility companies. Although their practices vary,
and there are some exceptions in the case of Crown or municipally owned corporations
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providing such services, the three Prairie provinces seem to attempt to capture the potential
taxation value of “linear property” belonging to telecommunications, natural gas distribution
and hydro companies. Treatment and tax rates nevertheless vary considerably between
provinces. Much of the variation seems to depend on whether local jurisdictions are permitted
to, or try to, obtain taxes on the value of public easements provided.

Treatment of Charitable and Selected Non-profit Institutions

Although their exemption generally represents only a small proportion of the total value of
property tax exemptions, few issues are more controversial at the local level than the exemption
of charitable and non-profit organizations. Those with exemptions strive to retain them, while
other organizations are constantly attempting to qualify on similar grounds to organizations
that are already exempt.

The provinces differ substantially in their approach to exemption of charitable
organizations. Some permit a degree of local autonomy on exemption. British Columbia
appears to have gone furthest down this route, requiring two-thirds concurrence of local
councils on an annual basis for continued exemption.

The comprehensiveness of exemptions varies quite significantly. Some exempt a wide range
of non-profit societies. Some exempt non-profit societies providing specific services or types of
services. Many exemptions apply only to organizations named in provincial statutes or to those
meeting quite specific and limiting criteria. New Brunswick’s approach, which permits the
application of several levels of exemption up to 100 percent, is unique. As indicated, only two
provinces apply exemptions to organizations renting facilities from private landlords.

Municipally Owned Utilities

The exemption of many municipal and other local government properties is largely without
controversy. Except when in a different jurisdiction, including when a senior local government
(regional government) with owned facilities in several jurisdictions, the taxpayer in any one
municipality is generally neither better nor worse off as a result of the exemption. The
exemption of properties owned by upper-tier and regional governments is therefore an issue,
to the extent that the distribution of owned properties does not match that of the distribution
of assessment.

Another issue with respect to municipal property tax exemptions is the status of
municipally owned utilities and municipal services with connected user charges. Exemptions
usually apply to these properties as well. However, with an increasing emphasis on the self-
financing of many municipal services, the taxation of the same services and the inclusion of
taxes in the cost of the services for which taxes are levied would be consistent with the user-
charge principle. This reasoning definitely applies to those where complete recovery is a
municipal objective. Solid waste disposal facilities, sewage treatment plants and water works,
as well as hydro and telecommunications utility properties where services are provided by
municipalities, provide some of the clearest and commonest examples. Only one province
currently specifies that those services for which user charges and other revenues exceed costs
shall not be exempt from property taxation, although other provinces have not exempted the
properties of selected local utilities.
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Residential/Subsidized Housing

One province totally exempts social housing from taxation. Exemption — sometimes only from
school taxes — is more common in the case of housing targeted to the needs of senior citizens.
Property tax exemption has the effect of transferring a portion of the subsidy from senior
governments to local ratepayers. Participation of local ratepayers in subsidies may be seen as an
argument in favour of exemption.

Golf Courses ,

Special taxation arrangements, sometimes periodically renewable, are often permitted for
taxation of golf courses. As many are run on an entrepreneurial basis or associated with fairly
steep membership costs, it is surprising that provisions for the recapture of tax advantages on
conversion are not more common.

Municipal golf courses often compete with those owned privately, although the respective
courses are often targeted to separate markets or groups. On the other hand, golf courses are no
different than other municipal recreation facilities that may be used by a small group of
taxpayers.

Urban Transportation
It is useful to group the various modes of transportation together for purposes of summarizing
the major issues associated with taxing transportation.

Airports are often exempt from taxation by virtue of Crown or municipal ownership.
Privatization of federal airports and their emergence as major profit centres raises the issue of
continued exemption.

‘Many of the same issues attendant to airports also apply to ports. Many are owned by the
federal government and exempt from property taxation. A new Canada Marine Act, 1998,
extends the process of privatization and devolution to provincial jurisdiction of smaller ports.
Some provincial legislation also exempts non-federal dock facilities or selected related facilities
from taxation.

In part because they were initially developed by private entrepreneurs, as well as because
rails and related facilities do possess a land base, rail transportation has always been subjected
to property taxation. It is virtually the only mode of transportation that is. The main tax policy
issues posed, as in the case of linear properties and public utilities, are assessment and taxation
variations among jurisdictions.

The remaining modes of transport are those serving urban areas: urban transit, urban
highways and arterial roads. Exemption is based on public ownership of streets, roads and
lanes and of urban transit systems. The role of local streets has historically been to provide
access to property, and increases in value stemming from access are generally recovered in
taxes on the properties. Similarly to publicly owned local utilities, the question of taxation may
arise as facilities are expected to generate revenue for governments or be financed on a user-cost
basis. There is often also a distribution question. As well, differentials in the taxation of
commuter rail and highway facilities raise an equity question.

Provincial and municipal governments in Canada and elsewhere are increasingly secking

- revenues other than property taxes that can specifically be applied to paying the cost of urban

transportation systems. British Columbia and Quebec have become the first provinces to
designate non-property taxes as sources of revenue for urban transportation, and the former is
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the first province to designate maintenance of arterial and commuter roads as beneficiaries
of these other tax sources. Provinces and municipalities should probably resolve the issue of
taxation of urban transportation facilities as they implement new arrangements for its finance.

Public and Private Schools
The exemption of public schools applicable in every province where they exist has the same
basis as the exemption of municipal properties. School boards in the five provinces that
continue to finance a portion of school costs with local property tax levies could only add levies
to existing levies to generate the revenue to pay taxes.! An issue of distribution of exempt
properties may arise in the case of the secondary portion of the system.

The major exemption issue associated with primary and secondary education is the
exemption of private schools. In most provinces, but not all, exemption is based on meeting the
curriculum requirements of provincial departments of education. '

Colleges and Universities

All but one province exempts universities from property taxation. The increased privatization
of benefits from university research and the increased resort to full (or fuller) pricing of selected
college and university programs may increasingly raise the issue of appropriateness of
exemption. University dorms and meeting facilities that compete with off-campus facilities
also raise an equity issue.

Religious Organizations (Places of Worship)

While the exemption of places of worship from property taxation is potentially liable to abuse,

limiting the exemption to places in which people congregate for worship has generally resolved

the difficulty. Provincial legislation varies in the treatment of some ancillary uses, especially the -
taxation of associated residential uses, rectories and so forth, and the amount of land that may

be exempted.

Cemeteries

The exemption of cemeteries is also generally quite limited. Only those owned by religious
organizations are exempt in several provinces. Others include cemeteries owned by non-profit
societies. The issue of taxation of lands intended for future burial is addressed in some
provincial legislation.

Mining and Forestry

Mining and forestry operations, especially those taking place on Crown lands with provincial
licences and permits, are generally exempted by provincial governments from assessment or
from property taxation. The loss of revenue by local authorities might be significant except that
most such operations almost everywhere in Canada take place outside of municipal
jurisdictions. '

! Local school taxes continue to be levied by boards in Alberta (residential properties), Saskatchewan,
Manitoba, Quebec and Nova Scotia. Uniform provincial property tax levies are used in British Columbia,
Ontario, New Brunswick and Prince Edward Island to finance varying portions of local school costs.
Non-residential provincial levies are uniform across Alberta.
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Miscellanecus Exemptions

Miscellaneous exemptions include sports facilities, convention centres and related uses.
Municipalities in Saskatchewan are given general authority to negotiate exemptions with non-
residential taxpayers on either an annual basis or for periods up to five years. Many such uses
become exempt from property taxes, or at least from the municipal portion, as a result of private
legislation at the provincial level. While no attempt was made to track such legislation as part of
this review, numerous examples came to light, most frequently in the Atlantic provinces.

The taxation of major sports facilities has become an issue in some jurisdictions. The
president of the National Hockey League (NHL) testified before a House of Commons
committee in early 1998 that Canadian cities might be at a disadvantage in attracting or
retaining NHL franchises if exemptions were not granted for the sports venues in which events
are held. It was claimed that most U.S, cities were including such exemptions in their franchise
proposals. The same may apply to other professional sports leagues with franchises across
North America. Unlike almost all Canadian local authorities, U.S. cities often have access to
local income or sales taxes and can generate revenues from hosting professional sports
franchises from other than property taxes.

The same situation often exists with respect to large conferences and conventions. Canadian
cities might be competing with U.S. centres in addition to Canadian cities. Provinces will likely
have to cope with increasing demands to make it possible for their venues to succeed in such
competition. Favourable property tax treatment or exemption is of course one of the ways in
which provinces and their municipalities can respond. Favourable tax treatment of other
industries may become an increasing demand in a more competitive milieu as well.

Conclusion

The magnitude of local government grew from slightly over 4.0 percent of GDP to over
9.4 percent during the course of the first seven decades of the 20th century (Kitchen, 1991, p. 2).
Local property taxes, which are practically the only tax to which local governments have access
in Canada, increased very little relative to GDP. They were 4.0 percent of GDP in 1913 and
3.7 percent in 1971, having peaked at 4.7 percent of GDP in 1937. Grants from senior
governments, including grants-in-lieu of taxes for an increasing portion of the value of federal
and provincial properties exempt from property taxes, permitted this growth in services
without a parallel growth in property taxation. Grants increased from 3.7 percent of local
government revenues in 1913 to 54.8 percent in 1971. Local government revenues comprised 8.1
percent of GDP in 1991, while grants from senior governments had decreased to 48.5 percent.”
Undoubtedly motivated, at least in part, by reductions in their own transfer payments from
the federal government, provincial governments have further reduced support for local
governments since 1991 and, especially, since 1995. Provincial government transfers to local
governments decreased by over $1.5 billion from 1995 to 1997 The interest of both provinces

?Events in Ontario, especially grants to local school boards, appear to have been responsible for most of
these changes in the late 1980s. There was also significantly decreased assistance from provincial
governments to school boards in Nova Scotia, Quebec, Manitoba and Alberta. Total assistance across
Canada to school boards decreased from 67 to 62 percent from 1986 to 1991 as grants failed to keep pace
with growth in costs.

3 Source; CANSIM: Matrix 2712, Item 459294. There was an increase in transfers to school boards and
decreases in transfers to other local governments, most likely municipalities, of over $2 billion. Although
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and local governments in accounting for the wisdom of each exemption, and in formulating
policies to mitigate the total value and impact of exemptions, is heightened in such times.
One lesson from the collective government budgetary turbulence of the 1990s is that each
level of government will undoubtedly strive to become more self-reliant and less dependent
on transfers. '

While municipalities are generally limited to property taxation in paying for local services, \
they have often generated funds in a variety of ways. Primary among these is the substitution
of specific service levies and charges for services financed from general taxes.' The importance
of substituting specific service charges for taxes as a means of financing critical municipal
services in the context of property tax exemptions is that such charges are usually payable by
exempt properties in the same manner as by non-exempt properties. Thus, up to 25 percent of
the cost of municipal services is financed by specific charges. While there are many services for
which user charges are generally not considered appropriate, they are appropriate for many
others, both on the basis of economic efficiency and as a viable and equitable revenue strategy.
Numerous studies have shown that such non-tax sources are seldom utilized to the extent
desirable on an economic efficiency basis. A 1991 Ontario study of the relationship between user
charges and the cost of services showed, for instance, that such charges only indemnified
73 percent of the costs of parking services, 74 percent of waterworks costs, 72 percent of garbage
collection and disposal costs, 17 percent of the cost of planning permits and zoning change
applications and 30 percent of parks and recreation services (Tassonyi, 1993, Table 3).

Progress in limiting the impact of property tax exemptions on the finances of municipalities
and other government services financed by property taxes can only result from a two-pronged
effort aimed both at rationalizing exemptions and making them consistent with public policy
objectives and charging of user charges for those services for which this method of revenue
generation is appropriate.

not confirmed, several specific events may account for a major part of the decrease: reduction in social
assistance caseloads and in assistance rates in Ontario; other decreases in municipal transfers to Ontario
municipalities following the 1995 general election, substitution of new revenue sources for provincial
transit subsidies in Quebec and decreases in unconditional grants to municipalities in British Columbia
by about 40 percent in the second quarter of 1997. Increases in taxes of over $700 million and of

$1.7 billion in non-tax local government revenues allowed the local government sector to cope

with reduced transfers from senior governments.

*Empirically, such substitutions have occurred through time, although there is little evidence that
revenue from non-tax sources has increased substantially in the early 1990s. The most significant

increase in non-tax revenues took place in the 1970s. Income from sales of services increased from 6.0

to 10.6 percent of total local government revenues from 1971 to 1981. The substitution of service charges
for taxes to support local witer and sewer systems first began to occur in this period (Tate, 1990; Tate and
Lacelle, 1991). Revenues from permits and levies increased from 0.5 to 1.0 percent of total revenues in the
same period. Both sources of revenues have remained relatively constant through the early 1990s. In 1993,
sales of goods and services and revenue from permits and levies were 11.3 and 1.1 percent, respectively,
of total local government revenues.
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