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Foreword

by Herbert G. Grubel

Taxes on capital lower the return to investment and,
therefore, depress the rate at which capital is formed.
Since capital is the main source of labour productivi-
ty, any reduction in the rate of capital formation re-
sults in lower average incomes and living standards.

For this reason, many economists argue for the elimi-
nation of the Corporation Income Tax, the Capital
Gains Tax, and the Corporation Capital Tax analyzed
in this study. They believe that the revenue lost in the
longer run through the elimination of these taxes on
capital will be more than made up by higher revenues
from other taxes, as the economy is induced to grow
more rapidly.

During the last decade, Canada has become a net ex-
porter of capital, after having been a net importer for
most of its history. It is no coincidence that this
change more or less coincided with the increased use
of the Corporation Capital Tax and higher Capital
Gains Taxes. It is also no coincidence that during this
period Canada’s labour productivity rose at a slower
rate than that in the United States and that a wide gap
in the per-capita incomes of the two countries
opened up.

The Corporate Capital Tax: Canada’s Most Damaging Tax
explains the nature of the Corporation Capital Tax
and documents the extent to which it is used in differ-
ent jurisdictions within Canada. The explanation
makes it clear that the tax is probably the most dam-
aging of all of the taxes on capital, primarily because
it is payable whether or not a company has a profit.
This study also shows that the cost of compliance
with the tax is very high, which further adds to its
burden. In addition, the study provides strong evi-
dence that the tax has detrimental effects on produc-
tivity and economic growth.

I hope that this study will be read carefully by Cana-
dians interested in reversing the country’s poor eco-
nomic performance relative to the United States and
setting this country on a path towards greater eco-
nomic prosperity. After reviewing this study, I am
thoroughly convinced that there are few other simple
and relatively costless tax policy changes with a high-
er return than the elimination of the capital tax that
now fetters the Canadian economy.
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Executive summary

Introduction

The corporate capital tax is a tax on business that is little
known outside the circles of academia, tax planning,
and corporate boardrooms. Of the taxes currently im-
posed by governments in Canada, however, the corpo-
rate capital tax is one of the most—if not the most—
damaging to the economy. There are both absolute rea-
sons, based on its cost and complexity, and relative rea-
sons, grounded in the fact that few other industrialized
countries impose such a tax, that it should be eliminat-
ed by all governments. (The official name is “Corpora-
tion Capital Tax” but it is commonly called “corporate
capital tax,” a practice we follow in this study.

This executive summary provides a brief overview of
the analysis in this study, which contains four analyt-
ical chapters. The first describes corporate capital tax-
es, the second evaluates their use and the third meas-
ures the use of corporate capital taxes in jurisdictions
across Canada. The fourth gives a profile of the use of
the corporate capital tax in each jurisdiction—the fed-
eral government and the ten provincial governments.

(1) What is corporate capital tax?

The corporate capital tax generates revenue for gov-
ernments by assessing a levy on corporations based
on the amount of capital (essentially debt and equity)
employed. There are two major categories of corpo-
rate capital taxes in Canada: tax assessed on financial
institutions and tax assessed on non-financial or gen-
eral corporations.1 The applicable rates vary from
0.0% in Alberta (i.e. there are no corporate capital tax-
es) for both financial and non-financial corporations
to 0.64% in Quebec for non-financials and 4.0% in
Newfoundland for financial institutions.

Like all business taxes, the burden of the corporate
capital tax, both the general and that levied on finan-
cial institutions, is borne by ordinary citizens through
higher prices for goods and services, lower wages, or
reduced rates of return on savings and investments.

(2) Evaluating corporate capital tax

There are three traditional measures of tax effective-
ness: efficiency, fairness (also referred to as equity),
and simplicity.

Efficiency
Efficiency, as applied to taxation, requires that tax
revenues be raised in the least distortionary manner
in order to maximize economic growth. The Marginal
Efficiency Cost (MEC) of taxation measures the incre-
mental cost of raising an additional dollar of tax reve-
nue from an existing tax. Both the core study assess-
ing MECs in the United States and Canada’s Federal
Ministry of Finance’s 1997 MEC analysis of taxes in
Canada concluded that business taxes like the corpo-
rate income tax were far less efficient than those with
a labour income or consumption base. Both studies
found that using business taxes—particularly corpo-
rate income taxes—imposed a substantially higher
cost to the economy than either sales or payroll taxes.
Thus, considerable efficiency gains can be achieved
by simply reconfiguring the tax mix to move away
from corporate income and capital bases and toward
labour income and consumption bases.

Fairness (Equity)
The main concern for a corporate capital tax in terms of
fairness is whether or not it achieves horizontal fair-
ness: firms with similar amounts of capital should face
similar corporate capital tax bills. The are several rea-
sons that explain why corporate capital taxes fail the
test of horizontal fairness. First, the varying definitions
of what constitutes a “large corporation” and thus the
exempted level of capital results in a situation where
firms with equivalent capital are not treated equally
across jurisdictions. Second, financial institutions are
taxed more heavily by the corporate capital tax than
non-financial institutions. Finally, corporate capital
taxes fail the test of fairness by placing a higher burden
on industries whose activities are more capital-inten-
sive than others. Growth-enhancing industries like
software, biotechnology, and communications are pe-
nalized by this tax more than other industries.
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Simplicity
Simplicity refers to the cost to the government of col-
lecting taxes as well as the costs incurred by business-
es and individuals in complying with a tax system.
The principle of simplicity requires that both sets of
costs be minimized.

The Technical Committee on Business Taxation (1997),
one of the most important commissions to evaluate
taxation in recent times concluded that “capital taxes
are becoming increasing[ly] complex.” This is due to
the inherent administrative complexity of taxing cap-
ital and to the lack of uniform interpretation of the
legislation on corporate capital tax both in, and across,
jurisdictions.

Corporations are required to calculate total corporate
capital tax payable by determining the taxable capital,
investment allowance, and applicable exemptions,
deductions, and credits. One study concluded that it
requires accounting for 103 items simply to determine
corporate capital tax payable in a single jurisdiction.

Evaluative Conclusion
The corporate capital tax is a poor way to raise reve-
nues for government because it violates the principles
of fairness, simplicity, and efficiency, and ultimately
impedes economic growth. Its failure to meet any of
the traditional measures of the effectiveness of tax
policy provides an absolute reason for its elimination.

(3) Measuring the use of 
corporate capital taxes

International comparison
Canada is almost unique in its use of corporate capital
taxes. Canada is one of only three countries in the
OECD that levies a direct tax on the capital of corpo-
rations at the federal level. The other two OECD
countries that impose corporate capital taxes are Ger-
many and Japan but they do so to a much lesser ex-
tent. The United States does not assess a corporate
capital tax at the federal level although several Amer-
ican states levy a minor tax equivalent to a corporate
capital tax, although the amount and effect is negligi-
ble. Canada’s corporate capital tax is levied at the
highest rates, extracted from the broadest bases, and
administered with the greatest degree of complexity
compared to the few other countries using corporate
capital taxes. This provides a strong relative reason
for its elimination.

Intra-Canadian Comparisons
Four measures were used to rank the jurisdictional
use of corporate capital taxes from 1989/90 to 2000/01:
corporate capital tax as a percent of: (1) own-source
revenue (i.e., the revenues collected within a particu-
lar jurisdiction and excluding transfers), (2) business
profits, (3) gross domestic product (GDP), and (4) cor-
porate income tax. The results are summarized in ta-
ble Exec 1 and discussed below.

Table Exec 1: Summary ranks of corporate capital tax usage measures (2000/01)

 Corporate capital 
tax as a percent of 

own-source revenue

 Corporate capital 
tax as a percent 

of business profits

 Corporate capital 
tax as a percent 

of GDP

 Corporate capital tax as 
a percent of corporate 
income tax revenues

 Average 
rank

Canada  8  8  8  10  8.5

BC  5  4  4  3  4.0

AB  11  11  11  11  11.0

SK  1  2  1  1  1.3

MB  4  3  3  4  3.5

ON  3  5  5  7  5.0

QC  2  1  2  2  1.8

NB  7  7  7  6  6.8

NS  6  6  6  5  5.8

PEI  10  9  10  9  9.5

NF  9  10  9  8  9.0



PUBLIC POLICY SOURCES, NUMBER 56

The Corporate Capital Tax 6 The Fraser Institute

In general, Saskatchewan and Quebec use the corpo-
rate capital tax to the greatest extent. In fact, Saskatch-
ewan’s corporate capital tax consistently generates
more revenue than its corporate income tax. British
Columbia is a relatively high user of corporate capital
taxes although it has announced it will eliminate its
non-financial corporate capital tax late in 2002. Final-
ly, Manitoba rounds out the group of Canadian juris-
dictions that use corporate capital taxes to a relatively
high degree.

At the other end of the spectrum, Alberta no longer
has a corporate capital tax, having eliminated its finan-
cial institutions corporate capital tax on April 1st, 2001.
The federal government along with Newfoundland
and Prince Edward Island are also relatively low users
of corporate capital taxes. Sections 3 and 4 of the study
provide an overview and detailed analysis of these
measures for all relevant Canadian jurisdictions.

(1) Corporate corporate capital tax as 
a percent of own-source revenue
This measures the proportion of own-source reve-
nues (i.e., the revenues collected within a particular
jurisdiction and excluding transfers) that is collected
in the form of corporate capital taxes. In 2000/01, Sas-
katchewan was the leader in corporate capital tax rev-
enue as a percentage of own-source revenues (5.40%).
Quebec ranked second with 3.48%. Ontario, Manito-
ba, and British Columbia ranked third, fourth, and
fifth, respectively. Alberta ranked last in the percent-
age of its own-source revenues (0.14%) provided by
corporate capital taxes.

During the period from 1989/90 to 2000/01 that was
examined, Saskatchewan and Quebec maintained
first and second positions, exclusively. Alberta fre-
quently ranked last, indicating the lowest reliance on
corporate capital taxes as a percent of own-source
revenues over this 12-year period. The federal gov-
ernment along with the Atlantic provinces generally
also ranked relatively low.

(2) Corporate capital tax as a percent 
of business profits
This indicator measures the amount of corporate cap-
ital tax collected compared to the profits generated by
corporations. In 2000/01, Quebec’s corporate capital
tax extracted the greatest amount of revenue as a per-
cent of business profits (6.9%), followed closely by Sas-

katchewan (6.1%). Manitoba (5.1%) and British Co-
lumbia (4.3%) followed in third and fourth positions.

Alberta was again ranked last with corporate capital tax-
es representing 0.1% of business profits. Prince Edward
Island was in ninth place and Newfoundland, tenth.

Over the period examined, Quebec ranked first in
every year but one. Saskatchewan ranked second in
every year but one (1999/00), in which it was ranked
first. Manitoba was usually ranked third. Alberta,
Prince Edward Island, Newfoundland, and New
Brunswick generally extracted the least amount of cor-
porate capital tax revenues relative to business profits.

(3) Corporate capital tax as a percent of gross domes-
tic product (GDP)
This indicator measures the use of corporate capital
tax relative to the size of the economy. Saskatchewan
ranked first in this indicator in 2000/01, with corpo-
rate capital taxes representing 0.98% of GDP. Quebec
followed in second position with corporate capital
taxes representing 0.73% of GDP. Manitoba (0.40%)
and British Columbia (0.34%) ranked third and
fourth, respectively.

Alberta was ranked last with corporate capital taxes
representing a mere 0.03% of GDP in 2000/01. Prince
Edward Island and Newfoundland followed closely,
tying for tenth position. Saskatchewan and Quebec
consistently ranked first and second over the period
examined. Manitoba and British Columbia (after
1992/93) consistently held positions three or four. Al-
berta ranked last for 10 of the 12 years. Prince Edward
Island and Newfoundland also regularly ranked low.

(4) Corporate capital tax as a percent 
of corporate income tax
The fourth indicator compares the amount of corpo-
rate capital tax revenue with the amount of revenue
collected by the corporate income tax. Saskatchewan
ranked the highest of all jurisdictions. Saskatchewan
was the only jurisdiction in which more revenues were
raised from corporate capital taxes than from corporate
income taxes; $1.05 in corporate capital taxes for every
$1 in corporate income tax in 2000/01. Quebec ranked
second in the amount of corporate capital taxes raised
relative to corporate income taxes. British Columbia
and Manitoba ranked third and fourth, respectively.
Alberta, Prince Edward Island, and the federal govern-



PUBLIC POLICY SOURCES, NUMBER 56

The Fraser Institute 7 The Corporate Capital Tax

ment ranked low in terms of their usage of corporate
capital taxes relative to corporate income taxes.

Over the period from 1989/90 to 2000/01, Saskatch-
ewan collected, on average, $1.21 in corporate capital
tax revenue for every $1 of corporate income tax rev-
enue collected. Saskatchewan is the only province to
collect more, consistently, in corporate capital taxes
than from corporate income taxes. Quebec consistent-
ly ranked second but was far behind Saskatchewan’s
usage rates. Manitoba and British Columbia common-
ly alternated between third and fourth places. 

Alberta collected relatively low amounts of corporate
capital tax revenues compared with corporate income
taxes consistently over the period. The federal gov-
ernment also received low rankings over the period.

Section 4 of the study provides a profile giving much
greater detail of the use of corporate capital tax in
each jurisdiction.

Recommendation and conclusion

Given the high and unnecessary costs associated with
using corporate capital taxes and the rarity of their
use by competing nations in the OECD, it is impera-
tive for all Canadian jurisdictions to follow the lead of
Alberta and eliminate their use. At the very least, cor-
porate capital taxes should be replaced with more ef-
ficient taxes such as payroll or sales taxes. However,
the best option for every jurisdiction in Canada is the
straightforward elimination of corporate capital tax-
es, a tax reduction rather than a tax replacement.
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Introduction

Every other country in the world save two recognize
how damaging corporate capital taxes are and do not
levy them. The following quotations are from a few of
the Canadian experts and politicians that have spo-
ken up about the problems arising from the use of
corporate capital taxes in Canada.

[T]he NDP introduced the corporate capital tax
in 1992. It sent an immediate, negative message
to Asian and other potential investors. But this
tax doesn’t just affect big investors outside BC.
It’s also paid—indirectly—by small business
and start-up companies . . . We’re phasing out
the corporate capital tax on non-financial insti-
tutions . . . (It will) leverage significant new
investment in our province. (Honourable Gary
Collins, Minister of Finance, Government of
British Columbia, Economic and Fiscal Update,
July 30, 2001)

Capital taxes should also be cut since they par-
ticularly hit businesses just when they face
financial instability. (Jack Mintz, President and
CEO, C.D. Howe Institute, “We Need a Budg-
et,” National Post, September 21, 2001).

[T]here were a few initiatives announced over
the past year aimed at reducing the high rates
of capital tax in Canada (i.e. taxes based on the
value of capital in the firm). These taxes—of
which about two-thirds are levied at the pro-
vincial level—are arguably the most damaging
tax, since they effectively raise the cost of capi-
tal, impeding productivity and growth, and
must be paid whether or not a firm is profitable.
(TD Economics, October 12, 2001, Report on Gov-
ernment Finances: Federal and Provincial Fiscal
Outlook to 2005-06; available at http://www.
td.com/economics/finances/)

Some jurisdictions have started to move on
reducing capital taxes—arguably the most
damaging tax since it taxes productive invest-

ment—but much more needs to be done. (Don
Drummond, Chief Economist and Senior Vice-
President, Toronto-Dominion Financial Group,
“Fiscal Forecast Report,” National Post, October
25, 2001)

Capital taxes act as a disincentive to new invest-
ment, and discriminate unfairly against capital-
intensive industries. (Sab Meffe, Chair, Taxa-
tion Committee, Railway Association of Cana-
da. Included in Securing Our Future, a Report of
the Standing Committee on Finance, Novem-
ber 2001).

Capital tax is tantamount to a tax on innovation
and productivity. (Canadian Manufacturers
and Exporters. Included in Securing Our Future,
a Report of the Standing Committee on
Finance, November 2001)

[C]apital taxes discourage investment, reduce
productivity, and disproportionately affect cap-
ital intensive industries. (Highlight from the
Federal Government’s Standing Committee on
Finance’s Report, Securing Our Future, Novem-
ber 2001).

Taxes on capital or the returns from capital
tend to reduce the returns from investment and
hence reduce the amount of investment that is
undertaken. This means a smaller stock of cap-
ital as well as an older stock of capital. Both of
these factors will lead to lower productivity and
hence lower real wages. (Highlight from the
Federal Government’s Standing Committee on
Finance’s Report, Securing Our Future, Novem-
ber 2001)

Capital taxes are arguably the most detrimental
of all taxes . . . It’s a tax on the building of pro-
ductivity in this country. (Derek Burleton,
Senior Economist, Toronto-Dominion Bank,
National Post, November 27, 2001)
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I would have liked to have seen additional tax
cuts, especially the phase-out of the capital tax
on corporations . . . Canada is the only G-7
country with a federal capital tax—and it is a
deterrent to business investment. (Sherry
Cooper, Executive Vice-President, Bank of
Montreal, “Responding to the Federal Budget,”
National Post, December 11, 2001)

The quotations above indicate how urgent it is that
Canadian governments deal with what many agree is
a damaging and highly detrimental tax to the Canadi-
an economy. As the following study will show, there
are both absolute and relative (i.e. competitive) rea-
sons for abandoning the use of corporate capital taxes
across all Canadian jurisdictions.

This study provides information for three separate ar-
eas regarding corporate capital taxes in Canada. Sec-
tion 1 provides some general information regarding
corporate capital taxes: what they are, how they oper-
ate, what the varying rates are in different jurisdic-
tions, and who actually ends up paying them. 

Section 2 outlines the reasons why so many people are
concerned with the continuing use of corporate capital
taxes and evaluates corporate capital taxes according to
the traditional evaluative criteria for taxes: efficiency,

fairness (equity), and simplicity. It also discusses the
impact of corporate capital taxes on economic growth.

Section 3 presents relative measures of corporate cap-
ital tax usage for all the provinces and the federal gov-
ernment. Specifically, this section presents the meas-
urement of corporate capital tax usage as a percent of:
(1) own-source revenue, (2) business profits, (3) gross
domestic product (GDP), and (4) corporate income
tax revenues. Each of the four measures presents a
unique picture of the relative use of corporate capital
taxes across jurisdictional lines in Canada. Section 4
presents jurisdictional profiles for each of the prov-
inces and the federal government.

For reference purposes, the table 8 on pages 52–53
summarizes the statutory corporate capital tax rates
imposed by the various jurisdictions over the 12-year
period from 1989/90 to 2000/01 examined in this study.

Discussion in this paper is largely restricted to the cor-
porate capital taxes imposed on financial institutions
and non-financial institutions. However, it is impor-
tant to remember that there is a third category of cor-
porate capital tax, that assessed on the insurance in-
dustry, which is separate and distinct from the
corporate capital tax imposed on financial institu-
tions. For further information, see Witol 1998.
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1. Corporate capital taxes in Canada

The federal government and nine2 provincial govern-
ments currently levy a direct tax on the capital of cor-
porations. The objective of this tax is to raise revenue
based on the capital employed by corporations within
each jurisdiction, with the broad aim of ensuring that
corporations pay their “fair share” of taxes (Milner
1999; Federal Budgets 2000 and 2001; Provincial
Budgets 2000).

The corporate capital tax is designed to generate rev-
enue from all direct and indirect forms of capital. The
most common forms of capital making up the tax base
are debt, equity, and capital stock, all of which are of
absolute importance for initiating, maintaining, and
advancing the productive and competitive position of
Canadian corporations in the global economy (Hay-
mes 1998; Boadway and Kitchen 1999).

The tax was originally levied on large financial insti-
tutions, which generally include banks, trusts, and
loan companies. However, many jurisdictions have
broadened the applicability of the corporate capital
tax to include large corporations, where “large” is de-
fined as corporations with capital above a prescribed
threshold. The two groups of corporations, namely fi-
nancial and non-financial, are taxed in separate cate-
gories and at different rates due to the differences in
their capital structure.

The provincial and federal governments set their
own, distinct corporate capital tax regimes and there-
fore administer and extract corporate capital tax reve-
nue independent of any interjurisdictional consulta-
tion (Boadway and Kitchen 1999). This independence
has created large variations in tax rates, bases, and de-
ductions from jurisdiction to jurisdiction.

This section provides an overview of the design and
structure of the corporate capital tax in Canada. It be-
gins with a general discussion of how capital is taxed
and follows with a general overview of the federal
and provincial corporate capital tax systems. A gener-
al, comparative analysis of the federal and provincial

systems is also presented. Finally, a discussion of who
actually pays the corporate capital tax, both for finan-
cial and non-financial corporations is presented. 

How does the corporate capital tax, 
tax capital?

The primary objective of the corporate capital tax is to
generate revenue from the capital employed by cor-
porations within the applicable federal and provincial
jurisdictions (Milner 1999). To do this, each jurisdic-
tion must define the taxable capital base. This base in-
cludes a combination of instruments that are tangible
forms of capital such as equity and debt.

The taxable capital items that constitute the capital
base vary considerably across Canada. However, in
broad terms, it includes the following: debt (long or
short term), capital stock, retained earnings, contrib-
uted surplus, any other surplus, and non-deductible
reserves (Haymes 1998: 2). 

In many cases, the capital of one corporation will be in-
vested in that of another. This is problematic for the ad-
ministration of the corporate capital tax because it
means a firm's capital could unintentionally be taxed
twice. In order to prevent this double taxation, all inter-
twined investments of firms are subtracted from the
capital base through what is called the “investment al-
lowance” (Haymes 1998: 2). The generosity of this al-
lowance varies across jurisdictions (Milner 1999).

Once the taxable capital base is determined, credits
and deductions are permitted, depending on the ju-
risdiction. Often, a deduction will take the form of a
flat, lump-sum amount of capital that can be subtract-
ed from the taxable capital base. This reduces the tax
burden of qualifying corporations and also excludes
small firms, whose taxable capital base is less than the
prescribed amount. Credits are usually allocated to
industries that are deemed to warrant lower capital
taxation of corporations.
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As illustrated in figure 1, calculating “taxable capital”
involves adding together all items that make up the
gross capital of a firm and subtracting the appropriate
deductions and credits. This “taxable capital” is then
multiplied by the applicable corporate capital tax rate
to yield the amount of corporate capital tax payable.

In order to clarify the calculation of corporate capital
tax payable, consider the following fictitious example.
ABC Corporation is located in Saskatchewan and has
one subsidiary in British Columbia. It has the follow-
ing amounts of gross capital:

(1) $20 million in shareholders’ equity;

(2) $40 million in long-term debt;

(3) $750,000 in retained earnings.

Of the $40 million in long-term debt, $5 million was
invested in a subsidiary. ABC Corporation’s taxable
capital will consist of the sum of (1), (2), and (3), which
equals $60.75 million, minus the investment allow-
ance ($5 million).3 Since the corporation is located in
Saskatchewan, it will be allowed to deduct a further
$10 million from the gross capital amount,4 yielding
taxable capital of $45.75 million. The tax rate in Sas-
katchewan is 0.6%, which will result in corporate cap-
ital tax payable by ABC Corporation of $274,500.

Corporate capital tax rates in Canada

The federal government and seven provincial gov-
ernments currently levy the corporate capital tax on
financial institutions and non-financial institutions;
Prince Edward Island and Newfoundland levy the

tax only on financial institutions; Alberta taxes nei-
ther. The statutory tax rates are presented in table 1.

Federal corporate capital taxes

Corporate capital tax on “large corporations”
The Large Corporations Tax5 was introduced in 1989
and was implemented to “ensure that all large corpo-
rations pay at least a minimum amount of tax each
year” (Federal Budget 1985; McQuillan and Cochrane
1996: 3). The tax rate has increased since its inception
and has, along with its financial institutions equiva-
lent, been a steady and increasing source of revenue
for the federal government.

The federal government imposes a rate of 0.225% on
corporation’s taxable capital over $10 million (Mc-
Quillan and Cochrane 1996). Corporations are per-
mitted to deduct the corporate income surtax (1.12%
of corporate income tax payable) from their corporate
capital tax payable, which means that the greater of
the two taxes forms the tax liability (Haymes 1998).
Besides firms with less than $10 million in taxable cap-
ital, a number of other corporations can be exempted
from the corporate capital tax (Milner 1999).6 

The taxable capital base includes, but is not restricted
to, the following items: the sum of the corporation’s
capital stock, retained earnings, surpluses, reserves
(one year’s worth), loans and advances, and any out-
standing debt (Master Tax Guide 2000).7 

Corporations are provided with an investment allow-
ance, which attempts to include all amounts that are

Figure 1: Procedure for determining a corporation’s corporate capital tax payable

Preliminary Question: Is the corporation exempt from taxation?
Many jurisdictions have exemptions for industry-specific corporations, and for those that have capital of less 

than a basic amount.

(1) Determine the Taxable Capital Base using the following formula:
Gross Capital (debt + capital stock + retained earnings + contributed surplus + any other surplus 

+ non-deductible reserves) MINUS Investment Allowance (investments in other firms) and Deductions and 
Credits (if applicable) EQUALS Taxable Capital

(2) Apply the appropriate rate and determine the corporate capital tax payable
Taxable capital TIMES corporate capital tax RATE = corporate capital tax PAYABLE

Source: Haymes 1998: 2; McQuillan and Cochrane 1996: 1; Ostfield (1992).
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Table 1: Federal and Provincial corporate capital tax rates (July 2001)

Notes

A A $10 million taxable capital deduction is allowed. 

B The lower rate is applied to firms with taxable capital of between $200 and $300 million; the middle rate is imposed on 
corporations with taxable capital of over $300 million. The rate of 1.40% is the result of a 12% surcharge, which is ap-
plied to corporations with taxable capital of over $400 million. 

C This rate will be eliminated by September 1st, 2002.

D The lower rate applies to financial institutions with taxable capital of less than $400 million, and the higher to those with 
over $400 million.

E This tax was eliminated on April 1, 2001.

F The first $15 million in taxable capital is deductible. This amount was increased from $10 million in Saskatchewan’s 
2002/03 budget.

G The lower rate applies to financial institutions with taxable capital of less than $400 million, and the higher to those with 
taxable capital over $400 million. In addition, resource companies are subject to a 3.6% surcharge on the difference 
between total sales and the corporate capital tax liability.

H The lower rate applies to those corporations with total taxable capital between $5 and $10 million. The higher rate in-
cludes a surcharge of 0.2% on corporations with taxable capital of over $10 million. 

I The rates apply to various amounts of taxable capital. Due to the complicated nature of the rate schedules, it is best 
to refer to the Ontario Capital Tax Act for the exact application of the rates and bases.

J A $5 million taxable capital deduction is allowed. 

K If a corporation has taxable capital of $5 million to $10 million, it is entitled to a $5 million dollar deduction, but are taxed 
at the higher rate. Those with over $10 million in taxable capital are not entitled to the deduction but are taxed at the 
lower rate. Those with taxable capital of less than $5 million are exempt from taxation. 

L A $2 million deduction is allowed.

M A $5 million taxable capital deduction is allowed for those firms with total taxable capital of less than $10 million.

Sources: Provincial and Federal Capital Tax Acts; Federal and Provincial Budgets 2000 and 2001; Milner 1999; 
Treff and Perry 2000.

 Non-Financial Rate (%)  Financial Rate (%)

Canada 0.225A 1.0 / 1.25 / 1.40B

British Columbia 0.30C 1.0 / 3.0D

Alberta Nil NilE

Saskatchewan 0.6F 0.7 / 3.25G

Manitoba 0.3 / 0.5H 3

Ontario 0.3 0.6 / 0.9I

Quebec 0.64 1.28

New Brunswick 0.3J 3

Nova Scotia 0.25 / 0.5K 3

Prince Edward Island Nil 3L

Newfoundland Nil 4M
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invested in other firms that could unintentionally be
taxed twice.8 The allowance provides a dollar-for-dol-
lar reduction for qualifying capital that is invested in
other corporations (McQuillan and Cochrane 1996: 8). 

In order to provide corporations with an opportunity
to spread the corporate capital tax liability over the
business cycle, the government allows corporations to
carry forward and carry back corporate capital tax lia-
bilities. Generally, a corporation whose surtax exceeds
its corporate capital tax payable may use the differ-
ence to reduce corporate capital tax liabilities incurred
three years back or seven years ahead (Haymes 1998).
For example, a corporation that has a $1 million corpo-
rate capital tax bill and paid $2 million as a result of the
corporate income surtax, may eliminate the present
corporate capital tax bill completely and use the differ-
ence of $1 million to reduce the corporate capital tax li-
ability incurred three years back or seven years for-
ward. The result is an ability to smooth the corporate
capital tax liability over a 10-year period. 

Corporate capital tax on “large financial institutions”
The federal government introduced its first corporate
capital tax in 1985 and imposed it on large financial
institutions9 (McQuillan and Cochrane 1996). It was
implemented as a temporary tax to fight the deficit but
the definition of “temporary” was not clearly set out in
the explanatory budget papers and the tax remains in
effect even though the federal deficit has been elimi-
nated. Both the applicable rate and the amount of rev-
enue collected by the financial institutions corporate
capital tax have increased since its implementation.

A variable corporate capital tax rate schedule, which
is based on taxable amounts of capital,10 is used to de-
termine the liability of financial institutions.11 The
first $200 million in taxable capital is deductible (ex-
empt) and corporations with less than this amount of
capital are exempt.12 Those with capital between $200
million and $300 million are taxed at a rate of 1%,
while firms with $300 million worth or more pay the
slightly higher rate of 1.25% (Master Tax Guide 2000).

In determining total corporate capital tax payable, fi-
nancial institutions corporate income tax payable is
deducted from the corporate capital tax payable. This
is similar to the process used by non-financial institu-
tions that are allowed to use the corporate income sur-
tax as a credit. It is important to note that financial in-

stitutions pay both the large corporations tax and the
prescribed financial institutions corporate capital tax.
The carry-backs and carry-forwards are used in the
same way as they are with the large corporations tax. 

In calculating corporate capital tax payable, financial
institutions can deduct an investment allowance that
is made up of any investments in related financial in-
stitutions other than those that are exempt from the
large corporations tax. The allowance is applied in the
same manner as with the large corporations tax.

Provincial corporate capital taxes 

Presently, all provinces, with the exception of Alberta,
levy a corporate capital tax on non-financial institu-
tions, financial institutions or both (see table 1). The first
corporate capital tax was introduced in Quebec in 1947
and, by 1982, Ontario, British Columbia, Manitoba, Sas-
katchewan, and Newfoundland had all introduced cor-
porate capital taxes (Milner 1999). New Brunswick and
Nova Scotia introduced corporate capital taxes in the
late 1980s and Alberta did the same in 1990.

Corporate capital tax on “large corporations”
Table 1 contains the statutory corporate capital tax
rates for all of the provinces for 2000/01. Corporate cap-
ital taxes on non-financial institutions are currently
levied by British Columbia,13 Saskatchewan, Manitoba,
Ontario, Quebec, New Brunswick, and Nova Scotia
(Provincial Budgets 2001). The highest statutory rate is
assessed by Saskatchewan at 0.50% and the lowest by
Nova Scotia at 0.25% (Provincial Budgets 2001).

Saskatchewan is the only province to use a surtax,
which it imposes at a rate of 3.6% on the capital of
large resource corporations, but it also provides the
most generous deduction (exemption) at $15 million
(raised from $10 million in the 2002/03 budget). On-
tario, Quebec, and British Columbia, all use variable
deduction schedules that do not have a minimum de-
duction (exemption) level (Milner 1999).14 

Corporations are allowed to deduct the corporate cap-
ital tax payable from the taxable income used to calcu-
late corporate income tax payable (Haymes 1998). For
example, if a corporation has a provincial corporate
capital tax bill of $10 million and income before taxes
of $100 million, its net taxable income for income tax
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purposes would be $90 million (Haymes 1998: 7). This
is, in fact, the opposite of the federal system, where the
corporate income surtax payable is deductible from
the corporate capital tax payable. The provincial sys-
tems do not provide a mechanism to smooth corpo-
rate capital tax liabilities over time.

Because of the number of provinces, it is difficult to
provide an exact, comprehensive definition of the
corporate capital tax base. However, in general, most
provincial corporate capital tax bases will consist of
capital stock, earned capital and any other surplus,
and reserves (Milner 1999). Each of these categories
consists of specialized components.15 First, capital
stock generally refers to the corporation’s share capi-
tal, usually a combination of common, preferred, and
special category shares. Special regulations are pro-
vided to determine the taxability of each item. Sec-
ond, earned surplus or retained surplus basically re-
fers to the corporation’s accumulated annual profits,
capital and other gains, and any other items of in-
come available for distribution as dividends. And,
last, all reserves, whether created from income or oth-
erwise, are regarded as reserves to be included in the
computation of taxable capital (Milner 1999). 

From the taxable capital base, most provinces provide
a flat, lump-sum amount that can be deducted before
the tax rate is applied. This sum varies across jurisdic-
tions, from a high of $15 million in Saskatchewan to
zero in Quebec and British Columbia. 

All provinces provide corporations with access to an
investment allowance to ensure that a corporation’s
capital that is invested in another corporation is not
taxed twice. The only difference in the generosity of
the allowance across provinces is how components in
the formula are defined (Ostfield 1992). Another com-
mon deduction is the discount on the sale or issue of
shares. This discount can be deducted from taxable
capital. Last, many mining-intensive provinces allow
the deduction of deferred exploration and develop-
ment expenses (Milner 1999). The form of this deduc-
tion varies from province to province. 

Corporate capital tax on “large financial institutions”
In Canada, nine provinces levy a distinct corporate
capital tax on financial institutions. The rates applica-
ble to financial institutions are higher than those for
non-financial institutions (Provincial Budgets 2001).

Many provinces use two different rates that apply to
corporations with greater than, or less than, a certain
amount of taxable capital. For example, in Saskatch-
ewan a financial corporation with less than $400 mil-
lion in taxable capital faces a rate of 0.7% while those
with over $400 million are taxed at 3.25% (SK Budget
2000). In 2000/01, the highest statutory rate imposed
on the capital of a financial institution was in New-
foundland (4.0%) while the lowest was in Ontario
(1.12%) (Provincial Budgets 2001). 

The taxable capital base varies depending on the type
of financial institution and in what province it is locat-
ed. However, in general, the following items are in-
cluded: capital stock, contributed surplus, retained
earnings, and general reserves (Milner 1999).16 An in-
vestment allowance is provided in all provinces and is
implemented in the same manner as it is for non-fi-
nancial institutions. No carry-forwards or carry-backs
are provided under this category of taxation.

Comparing the federal and provincial 
corporate capital tax systems

From the discussion of the nine provincial and the
federal corporate capital tax systems, it is apparent
that some important similarities and differences exist.
This section briefly highlights both the similarities
and the differences.

(1) Insensitivity to profits
Both the federal and provincial governments use cor-
porate capital taxes that are, by design, insensitive to
profitability. Put simply, the taxable capital base is not
made up of components that are affected by short-
term fluctuations in corporate profits.

This insensitivity to profit is one of the concerns that
many have raised about the corporate capital tax
(Kesselman 2000; Ostfield 1992; Mintz 2001). Profits
are usually a good indicator of corporations’ financial
health and a tax that is imposed regardless of profita-
bility could destabilize corporations that are suffering
from low profitability or even financial losses.

(2) Direction of deductions
The most obvious difference between the federal and
provincial systems is the way in which they allow cor-
porations to deduct corporate income tax (and/or sur-
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tax federally) and corporate capital tax payable from
one another. The provincial systems allow the corpo-
rate capital tax payable to be deducted from the pre-
tax corporate income that is used to determine corpo-
rate income tax liabilities. Conversely, the federal sys-
tem, loosely speaking, allows the corporate income
payable or the corporate income surtax payable to be
deducted from the corporate capital tax payable. 

(3) Smoothing the corporate capital tax liability
The federal government uses a 10-year carry-over
system to allow corporations to spread the corporate
capital tax liability over the business cycle. The prov-
inces do not have an equivalent smoothing mecha-
nism. The implication, then, is that the provinces are
less sensitive to corporations’ financial situations
when collecting corporate capital tax revenues.

(4) Investment allowance
The investment allowance is more generous at the
federal government level than at the provincial lev-
el. The federal government provides a dollar-for-
dollar allowance on any capital that is invested in
other firms, while the provinces base it on the fol-
lowing formula: 

(total eligible investments / total assets) 
∗ (capital) = investment allowance

This method is inferior because it is quite possible that
corporations will not receive a fair investment allow-
ance. Many corporations often have more total assets
than capital so the allowance will be lower than the
investment (McQuillan and Cochrane 1996).

Who pays the corporate capital tax?

Unfortunately, business taxes are generally misun-
derstood in Canada and, indeed, in most western na-
tions. The prevailing wisdom is that corporations (i.e.
business) actually bear the burden of such taxes. The
reality is quite different: the burden of business taxes
ultimately falls on individuals rather than on busi-
nesses. The Carter Commission,17 one of Canada’s
most important inquiries into taxation, concluded
that businesses ultimately do not bear the burden of
taxation. Rather, they simply pass them on to individ-
uals (owners, employees, or customers). More specif-
ically, business taxes are passed on to customers in the
form of higher prices, to shareholders and owners in

the form of lower returns, and to employees in the
form of lower wages.

There is, however, an important reason for assessing
business taxes. The recent report of the Technical
Committee on Business Taxation succinctly summa-
rized this rationale:

(B)ecause businesses organize so much of our
economic activity, there are circumstances that
require them to be taxed so that the overall tax
system is more efficient, fairer and easier to
administer. One of the primary roles of busi-
ness taxation, and particularly of the corporate
income tax, is to help ensure that all income of
individuals is fully taxed, including corporate
income accruing to their benefit. (In the
absence of the corporate income tax, individu-
als could avoid or defer the payment of income
tax by leaving income undistributed in corpora-
tions in which they are shareholders.) (Techni-
cal Committee on Business Taxation 1997).

In other words, business taxes are incorporated into
the tax mix to ensure that all sources of income are
taxed rather than from some notion that corporations
pay taxes.

There is an additional quirk associated with corporate
capital taxes in Canada due to the presence of a sec-
tor-specific corporate capital tax, namely the financial
institutions corporate capital tax. As explained previ-
ously, financial institutions are taxed more heavily by
a sector-specific corporate capital tax levied in addi-
tion to the general corporate capital tax. Kevin Danc-
ey of Coopers and Lybrand completed one of the
more thorough analyses of the corporate capital tax
imposed on financial institutions in Canada for the
Task Force on the Future of the Canadian Financial Service
Sector18 and concluded that corporate capital taxes on
financial institutions:

• increase the cost of raising new capital by rough-
ly 1.5%;

• discourage greater levels of capital in the finan-
cial services sector; greater levels of capital
translates into greater safety and soundness;

• raises the cost of loans by as much as 12 to13 ba-
sis points, and;
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• act as a barrier to entry, thus reducing potential
and current competitiveness (Dancey 1998).

This is an important finding since it means that all cus-
tomers of financial institutions and particularly bor-
rowing customers bear the cost of the financial institu-
tions corporate capital tax. This is critical to understand
since there is an emerging trend in the use of corporate
capital taxes to relieve non-financial corporations from

paying corporate capital taxes while maintaining the fi-
nancial institutions-specific corporate capital tax.

Like all business taxes, the burden of the corporate
capital tax—both the general corporate capital tax
and that specific to financial institutions—is borne
by ordinary citizens through higher prices for goods
and services, lower wages, and reduced rates of re-
turn on savings and investments.
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2. Evaluating the corporate capital tax

This chapter of the report provides a broad evalua-
tion of the corporate capital tax in Canada. Given
that Canada uses this tax widely while competing
nations do not, it is important to evaluate the tax crit-
ically and determine if it is an effective way to raise
government revenue.

Canada is almost alone in using the corporate capital
tax: it is one of only three countries in the OECD that
levies a direct tax on the capital of corporations at the
federal level (Haymes 1998; McQuillan and Cochrane
1996). Germany and Japan, the other two OECD coun-
tries that impose corporate capital taxes, do so to a
much lesser extent. Germany, for instance, levies a cor-
porate capital tax on the net assets of corporations in
addition to a municipal trade tax (Haymes 1998). Japan
imposes a tax on the fixed assets of its corporations.
The United States does not assess a corporate capital
tax at the federal level although several American
states levy a minor tax approximately equivalent to a
corporate capital tax (Haymes 1998).19 Canada’s corpo-
rate capital taxes are levied at the highest rates by far,
extracted from the most broadly defined bases, and ad-
ministered with the greatest degree of complexity.

Evaluation

The framework that economists have traditionally
used to evaluate taxes is based on three intertwined
principles: efficiency, fairness (or equity), and sim-
plicity (Boadway et al. 1987; Emes et al. 2001; and Kes-
selman 1999, 2000).20 

(1) Efficiency
Efficiency, in the broadest sense, requires that an
economy’s resources are allocated to their best use
and thus produced at the least cost (Boadway and
Kitchen 1999: 73). A market is said to be efficient when
the price of the last unit of output sold equals the cost
of producing that unit of output. The principle of effi-
ciency, as applied to taxation, requires that tax reve-
nues be raised in the least distortionary manner, thus
allowing the maximization of economic growth.

Taxes are problematic for market efficiency because
they can fundamentally alter the optimal demand for,
and supply of, investment and consumption goods
and capital and labour services. In other words, they
can distort the natural market forces that ensure the
optimal supply of, and demand for, goods and servic-
es. One example of this is when a government raises
personal income taxes. This action will increase per-
sonal income tax paid, which will lead to a reduction
in purchasing power (consumption distortion) and a
percentage decrease in the amount saved (investment
distortion). As well, a lower amount of savings will re-
verberate into a reduction in the investment in pro-
ductive resources (capital distortion), less capital will
subsequently result in a reduction in the number of
workers demanded (labour distortion). Taxes have a
unique ability to distort the allocation of resources in
all areas of the goods and services markets. 

Measurement of tax efficiency Economists are aware
that taxes interfere in the movement of resources to
their first-best use in an economy. This fact has moti-
vated them to develop two theoretical measures that
help to determine the relative burden of employing
different types of taxes to raise revenue.21 

Social cost of taxation The first theoretical measure
is the social cost of taxation, which measures directly
the impact a tax change has on the welfare of society.
Generally, social cost is inversely related to market
output: the more a tax reduces market output, the
higher the drop in the welfare of a society’s people
and the greater the increase in social cost. For exam-
ple, a tax on cigarettes has a smaller social cost than
most taxes because people’s post-tax demand for cig-
arettes changes only slightly. The result is an insignif-
icant reduction in market output. However, a tax on
capital will have a high social cost, not only because
small changes in its rate can cause large capital disin-
vestments but also because capital may move to juris-
dictions with a (now) higher post-tax rate of return.
Market output may be greatly affected. Overall, taxes
that minimize market output disruptions have the
lowest social cost.22 
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Marginal efficiency cost of taxation The marginal ef-
ficiency cost (MEC) of taxation measures the incre-
mental cost of raising an additional dollar of tax reve-
nue from an already existing tax (Ballard et al. 1985).
For example, let us say that property tax already exists
with an MEC of 21¢. If the government wants to raise
another dollar of property tax revenue, it knows that
on top of that $1.00, it will, at the same time, impose
an additional cost of 21¢ on society. It should be noted
that this measure is sensitive to market output: the
greater the decrease in market output, due to an in-
crease in the tax rate, the higher the MEC.23 

Although the social cost measure is important in un-
derstanding the overall efficiency costs of a tax on soci-
ety, it is the MEC measure that will take an overriding
importance in our analysis. The concept of social cost
shows how the substitution of a distorting tax with a
non-distorting tax can benefit society as a whole. Since
policy makers do not have the option of this form of
substitution, social cost is not as useful a tool for policy
analysis (Diamond and Mirlees 1971b). Also, the MEC
measure is much more robust. It can show policy mak-
ers how much distortion is present given a system's
current tax mix and provide an understanding of how
a reconfiguration of the tax mix can affect the overall
economic efficiency of an economy. 

MEC of corporate capital taxes Due to the rarity of
corporate capital taxes in industrialized countries, no
studies to date have measured the specific marginal
efficiency cost of corporate capital taxes in Canada.
However, taxes levied on the same types of activities
or entities, but in slightly different ways, misallocate
resources in similar ways. In other words, these taxes
are comparable in terms of their MEC. In order to es-
timate the MEC of the corporate capital tax, it is im-
perative that we find a comparable tax instrument
that has been subjected to an empirical analysis to de-
termine its MEC.

The logical candidate for this analysis is the capital
gains tax. It is comparable because it taxes the same
capital as the corporate capital tax at a different time
in the investment process. The capital gains tax is im-
posed when a shareholder sells a capital asset for a
gain (or loss) that is not included in the tax base under
any other definition of income (Boadway and Kitchen
1999; Grubel 2000, 2001). Similarly, the corporate cap-
ital tax is imposed on the capital that will eventually

become available for capital gains taxes in the future.
The corporate capital tax is a more direct tax on the
ability of capital to be productive. So, both taxes re-
duce the overall rate of return on capital investment
and, therefore, reduce the incentive to invest, causing
resources to be moved to less productive uses. The ca-
pacity of both taxes to misallocate resources in this
way is the primary rationale for asserting that their
MECs should be similar. 

Another reasonable candidate for comparison is the
corporate income tax. In general terms, the corporate
income tax and the corporate capital tax reduce the
overall amount of capital investment in the economy
by lowering the saver’s post-tax rate of investment re-
turn. In addition, both taxes discourage foreign cor-
porations from investing in Canada. Since both taxes
misallocate resources in related ways, their MECs
should also be comparable.

MEC calculations & comparisons Throughout stud-
ies of the MEC of taxation, the common finding is that
business taxes are much less efficient than those with
a labour income or consumption base. There are two
core studies referred to when discussing MECs in
Canada. The first (table 2) presents the MECs calculat-
ed by the Federal Ministry of Finance (1997) for select
Canadian taxes. The second set of estimates (table 3)
are drawn from a study by Jorgensen and Yun (1991).
This study calculates the MEC of various taxes before-
and-after the implementation of the 1986 tax reforms
in the United States. These values are among the most
widely cited measures of the marginal efficiency costs
of taxation.

Both MEC estimates show that considerable efficien-
cy gains can be achieved by simply reconfiguring the
tax mix to move away from income and capital bases
and toward consumption bases. In fact, table 2 indi-
cates that a shift from the corporate income tax base
to a consumption (sales) tax base could yield a real
economic gain of $1.38 per dollar of revenue raised.
Given the similar way that the corporate capital tax
and the corporate income tax misallocate corporate
resources, it is clear that movement away from the
corporate capital tax will enhance the efficiency and
growth of the Canadian economy. 

The efficiency gain associated with the movement to-
ward lower MEC tax mixes has encouraging implica-
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tions for fiscal policy in Canada. A revenue-neutral
shift toward more efficient taxes will allow govern-
ment to maintain its spending levels and will spur ad-
ditional growth in the economy. 

The high MEC associated with business taxes in gen-
eral and capital-based taxes in particular strongly
suggests that the corporate capital tax fails to achieve
relative efficiency.

(2) Fairness
The principle of fairness,24 as it applies to tax policy,
has two components: horizontal and vertical. Hori-
zontal fairness requires that individuals with similar
incomes pay similar or proximate tax burdens. In the
case of the corporate capital tax, horizontal fairness
or equity requires that corporations with a similar
capital base face proximate corporate capital taxes.
Vertical fairness or equity requires that individuals
or corporations with higher incomes face higher tax
burdens.

The main concern with a corporate capital tax in
terms of fairness is whether or not it achieves hori-
zontal fairness: firms with similar amounts of capital
face similar corporate capital tax burdens. As the fol-
lowing brief discussion will illustrate, there are a
number of deficiencies within Canada’s corporate
capital tax regime that result in the unfair treatment
of firms depending on size, industry, and location.

Varying definitions of “large corporation”
Corporate capital taxes are used to tax the capital of
large corporations (Haymes 1998). The term “large” is
implicitly defined by the minimum exemption that is
applied to total taxable capital in any particular juris-

diction. For example, in Saskatchewan the exempted
amount of capital is $10 million (Milner 1999). This
means that any corporation with less than $10 million
in capital is deemed to be small and thus exempt from
the corporate capital tax.

Unfortunately, exemptions and the definition of
what constitutes a large corporation vary considera-
bly from jurisdiction to jurisdiction (Milner 1999). In
British Columbia and Quebec, for example, there is
no exemption. In Manitoba, on the other hand, all
corporations with less than $5 million in taxable capi-
tal are exempt from the corporate capital tax. These
varying definitions of what constitutes a “large cor-
poration” mean that firms with equivalent capital are
not treated equally across jurisdictions. 

Sector-specific corporate capital taxes
As shown in table 1, financial institutions are taxed
more heavily by the corporate capital tax system than
non-financial institutions regardless of the jurisdic-
tion. This heavier taxation comes in the form of high-
er corporate capital tax rates and broader corporate
capital tax bases. 

The argument provided by government for this high-
er rate of taxation on financial institutions is that they
owe society and should pay a “fair share” because of
their profitability and overall financial success.25 This
argument is flawed for several reasons. One, banks
and trust companies are owned by shareholders, ordi-
nary people who invest part of their income in the
hopes of earning an acceptable rate of return on their
investments (Emes 2001). A tax on the capital of the
firm reduces shareholders’ returns and therefore low-
ers their overall welfare. As discussed above, business

Table 2: Estimates of marginal efficiency cost
(MEC) for select canadian taxes

Source: Organisation for Economic Cooperation 
and Development 1997.

Table 3: Estimates of marginal efficiency cost
(MEC) for various taxes 

Source: Jorgenson and Yun 1991.

Tax  MEC 
(In CDN$)

Corporate Income Tax $1.55

Personal Income Tax $0.56

Payroll Tax $0.27

Sales Tax $0.17

Tax  MEC 
(in US$)

Capital Income Taxes (individ. & corp.) $0.924

Corporate Income Tax $0.838

Individual Income Tax $0.598

Labour Income Tax $0.482

Sales Tax $0.256

Property Taxes $0.174
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taxes are not only paid by the shareholders or owners
of a firm but also by the customers of a company in the
form of higher prices and by the employees of the
company in the form of lower wages. Thus, the ulti-
mate bearer of the financial services-specific capital
tax, like any other tax, is the customers, the owners,
and the employees.

Second, the applicable corporate capital tax rates for
financial institutions are often increased during reces-
sions when governments are suffering from declining
revenues. The most recent example of this was during
the recession of the early 1990s: British Columbia, Al-
berta, Ontario, Quebec, Prince Edward Island, and
the federal government all increased their financial
institutions corporate capital tax rates (Provincial
Budgets 1990–1993; Federal Budgets 1990–1993). This
varying of the applicable rates by government in re-
sponse to the business cycle has nothing whatsoever
to do with making financial institutions pay “their fair
share”; it is rather a political means by which govern-
ments attract revenue from society.

Bias inherent in the corporate capital tax system
Corporate capital taxes also fail the test of fairness by
placing a higher burden on industries whose activities
are more capital-intensive than others. These types of
industries tend to have high start-up costs, heavy ini-
tial investment requirements, and no income tax liabil-
ities (McQuillan and Cochrane 1996). Growth-enhanc-
ing industries like software, biotechology, and
communications are all characterized by these finan-
cial states and are taxed more heavily by the corporate
capital tax than other corporations of equal size and
worth (McQuillan and Cochrane 1996). The corporate
capital tax fails the test of fairness on a number of dif-
ferent measures including varying rates and bases, dif-
ferent definitions of applicability, and sectoral biases.

(3) Simplicity
Simplicity refers to the cost to the government of col-
lecting the tax as well as the costs incurred by busi-
nesses and individuals in complying with the tax sys-
tem. The principle of simplicity requires that both sets
of costs be minimized. It can also generally refer to so-
ciety’s ability to adequately understand a tax. 

Complexity of the corporate capital tax
The focus of our evaluation of corporate capital tax
simplicity focuses on the administrative burden

placed on corporations rather than on the costs in-
curred by government in collecting and maintaining
the corporate capital tax system. The main reason for
this focus is the lack of specific information about the
costs incurred by governments in collecting corporate
capital taxes apart from other business taxes. This
should not be seen as an indication that governments
achieve simplicity (cost minimization) in their admin-
istration of the corporate capital tax but rather that
there is not enough information available to assess
these costs adequately.

Administrative complexity
As McQuillan and Cochrane stated in their working
paper for the Technical Committee on Business Taxa-
tion: “Capital taxes have the appearance of being sim-
ple to understand and administer in comparison to
income taxes. In reality, capital taxes are becoming in-
creasing[ly] complex” (1996). This increasing com-
plexity is due to the inherent administrative complex-
ity of taxing capital and to the lack of uniform
interpretation of the corporate capital tax legislation
both within and across jurisdictions.

The present structure of the corporate capital tax re-
quires corporations to calculate total corporate capi-
tal tax payable by determining the taxable capital, in-
vestment allowance, and applicable exemptions,
deductions, and credits. McQuillan and Cochrane
(1996) determined that 103 items must be accounted
for in determining corporate capital tax payable in a
single jurisdiction. 

The determination of the applicability of these taxable
items would be straightforward if there were general-
ly accepted definitions. However, each item is de-
fined in the applicable Capital Tax Act, which are sub-
ject to interpretation. As a result, as Milner writes,
“from time to time, [a] number of inconsistencies in
interpretation arise, leading to a certain amount of
confusion and making an accurate application of the
requirement virtually impossible” (1999: 3). There-
fore, the complexity is not just in the breadth of taxa-
ble items but also in the amount of time it takes corpo-
rations to understand how the items are interpreted
by each jurisdiction’s tax authority.

Many large corporations have subsidiary companies
in other corporate capital taxing jurisdictions. Since
the taxable items are not uniform across jurisdictions
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this adds another level of administrative complexity.
As Milner states, “provinces with certain or even
identical wording in certain aspects of their acts or in
instances where acts are silent on certain points, may
interpret the application of the Law quite differently”
(1999: 2).

Compliance costs—tax minimization not 
growth maximization
Throughout the 1980s and up until the recession of
the early 1990s, corporations were not overly con-
cerned about the steady increase of corporate capital
tax rates on their overall financial performance. Cor-
porations were generally earning income during this
period and directed their tax planners to focus mainly
on the management and strategic minimization of
taxable corporate income. In a sense, the corporate in-
come tax overshadowed the rising burden of corpo-
rate capital taxation during this period (Tobias and
Tunney 1994).

When the 1990 recession began and taxable corporate
income fell, the full burden of corporate capital taxes
insensitive to income were felt. Corporations used the
carry-forward-and-back provisions to spread the cor-
porate capital tax liability across time but were inevi-
tably left with large corporate capital tax bills that in-
hibited their financial recovery (Tobias and Tunney
1994). The result was a new interest among corporate
tax planners and management in methods to reduce
corporate capital tax liabilities by altering business
practices and financial structures.

Ostfield (1992) and Tobias and Tunney (1994) outline
the opportunities available to tax planners for mini-
mizing corporate capital tax liabilities. These general-
ly involve a combination of the following: minimizing
the amount of taxable capital; increasing the invest-
ment allowance; and moving operations to a jurisdic-
tion with lower corporate capital tax rates. Canadian
corporations have increasingly used valuable corpo-
rate resources to pay for advisors to minimize their
corporate capital tax liability and have deviated from
their optimal productive behaviour in order to avoid
corporate capital taxes. 

The corporate capital tax fails to achieve simplicity
(cost minimization) and, in fact, creates a strong in-
centive for using tax planning and other measures to
minimize the incurrence of this tax.

Conclusion

The corporate capital tax is a poor way to raise reve-
nues for government because it violates the principles
of fairness, simplicity, and efficiency, and ultimately
impedes economic growth.

The MEC literature provides evidence that, for every
additional dollar of corporate capital tax revenue
raised, society incurs a relatively high cost in terms of
efficiency and growth. Specifically, the federal gov-
ernment estimates that corporate income taxes (com-
parable to corporate capital taxes in cost) have a mar-
ginal efficiency cost of $1.55 compared with an MEC of
17¢ for sales taxes. Similarly, Jorgenson and Yun (1991)
estimate that corporate income taxes in the United
States have an MEC of 84¢, considerably higher than
the MECs estimated for sales taxes and property taxes:
26¢ and 17¢, respectively. A move away from corpo-
rate capital taxes and, business taxes in general, would
enhance efficiency and thus economic growth.

The tax is not fair because it is imposed in a horizon-
tally inequitable manner and is biased against capi-
tal-intensive industries comprising firms with high
start-up costs, heavy initial investment, and no in-
come tax liability. 

The corporate capital tax has become increasingly
burdensome and is generally considered to be admin-
istratively complex. The reason for this is the inherent
difficulty of taxing capital and the lack of uniform in-
terpretation of the corporate capital tax legislation
both within, and across, jurisdictions. In addition, be-
cause of the increasing burden of the tax, many com-
panies are spending a great deal of time and resourc-
es attempting to find ways to reduce this tax’s liability
through increased tax planning.

One of the fundamental prerequisites for economic
growth is capital accumulation. Since the corporate
capital tax lowers the rate of return on capital invest-
ment, the supply of capital is systematically reduced.
Therefore, the existence of the corporate capital tax
impedes the accumulation of capital and slows eco-
nomic growth. 

The corporate capital tax is an inferior instrument for
collecting tax revenue. The existence of the tax lowers
the economic welfare of society.
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Figure 2: Corporate capital tax as a percent of
own-source revenue, 2000/01

0

1

2

3

4

5

6

SK QC ON MB BC NS NB Fed NF PEI AB

Pe
rc

en
t

3. Ranking the use of the corporate capital tax in Canada

This section of the report ranks the federal and pro-
vincial governments according to the amount of cor-
porate capital tax collected. The first portion of this
section introduces the measurements and rankings
for each jurisdiction. The section ends with a discus-
sion of the broad trends found in corporate capital tax
usage over the last 12 years (1989/90–2000/01).26 

Four ratios are used to rank the jurisdictional usage of
the corporate capital tax over the last 12 years: corpo-
rate capital tax as a percent of (1) own-source reve-
nue, (2) business profits, (3) gross domestic product
(GDP), and (4) corporate income tax.

(1) Corporate capital tax as a 
percent of own-source revenue

This measures the proportion of total revenues col-
lected in a particular jurisdiction (i.e. own-source rev-
enue) in the form of a corporate capital tax, both fi-
nancial and non-financial. Put simply, it is the
percentage of total revenues collected, excluding
transfers, that are generated by corporate capital tax-
es. It captures how dependent a jurisdiction is on cor-
porate capital tax revenue to fund government activ-
ities relative to other, potentially less costly (in terms
of MEC), sources of revenue.

Current year analysis
As depicted in figure 2 and summarized in table 4,
Saskatchewan was the leader in corporate capital tax
revenue as a percentage of own-source revenues col-
lected in 2000/01. Corporate capital taxes constituted
5.40% of provincial own-source revenues collected in
Saskatchewan. In other words, for every $1 of own-
source revenue collected in Saskatchewan, 5.4¢ came
from corporate capital taxes.

Quebec ranked second with 3.48% of its own-source
revenues coming from corporate capital taxes, nearly
two percentage points less than in Saskatchewan.
Quebec committed itself to reducing its non-financial
corporate capital tax to 0.3% by 2007 in its 2001 Budg-

et. The exact plans of how the reductions will be made
were left vague. Ontario, Manitoba, and British Co-
lumbia ranked third, fourth, and fifth, respectively.

At the opposite end of the spectrum, Alberta ranked
last in the percentage of its own-source revenues pro-
vided by corporate capital taxes. For every $1 of own-
source revenue collected in Alberta, only 0.14¢ came
from corporate capital taxes. 

Historical analysis
The rankings and percentage of own-source revenues
collected from corporate capital taxes over the last 12
years are contained in table 4. Over the 12-year period
from 1989/90 to 2000/01, Saskatchewan and Quebec
maintained first and second positions, exclusively, in
terms of the percent of own-source revenue provided
by corporate capital taxes.

Alberta frequently ranked last, indicating the lowest
reliance on corporate capital taxes as a percent of
own-source revenues over the 12-year period. The
federal government along with the Atlantic provinces
generally also ranked relatively low, although both
Nova Scotia and New Brunswick moved up in the
rankings after 1997. British Columbia experienced a
significant upward shift after 1992.
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(2) Corporate capital tax as a 
percent of business profits

This indicator measures the amount of corporate cap-
ital tax collected compared to the profits generated by
corporations in a specific jurisdiction. It is useful be-
cause it provides an indication of how much corpo-
rate capital tax is extracted from business profits as
the economy goes through varying economic condi-
tions. It further provides a measure of the burden
placed on corporate cash flows and corporate re-
sources by the corporate capital tax. The results are
shown in figure 3 and table 5.

Current year analysis
As depicted in figure 3, Quebec’s corporate capital tax
extracted the greatest amount of revenue as a percent
of business profits earned in the province. Corporate
capital taxes collected in Quebec represented 6.9% of
all business profits recorded in 2000/01. Quebec was
followed closely by Saskatchewan with corporate
capital taxes representing 6.1% of business profits.
Manitoba occupied third position with corporate cap-
ital taxes representing 5.1% of business profits; British
Columbia was fourth with 4.3%.

At the other end of the scale, Alberta was ranked last
with corporate capital taxes representing 0.1% of
business profits earned in the province. Newfound-
land ranked ninth, with corporate capital taxes at
0.4% of business profits, and Prince Edward Island
was tenth, with corporate capital taxes at 0.3% of
business profits.

Historical analysis
Over the last 12 years, as table 5 shows, Quebec
ranked first in every year but one, 1999/2000. Quebec
did, however, experience a drop in the percent of
business profits taken in corporate capital taxes be-
tween 1993/94 and 1994/95.

Saskatchewan ranked second in every year but one
(1999/2000) in which it was ranked first for the
amount of corporate capital tax revenues collected
compared to business profits. Manitoba usually
ranked third.

Alberta, Prince Edward Island, Newfoundland, and
New Brunswick generally extracted the least amount
of corporate capital tax revenues relative to business
profits over this period. Alberta ranked last in every
year but two, 1990/91 and 1991/92.

British Columbia experienced the most pronounced
change in rankings over the period. Its ranking in-
creased from last (eleventh in 1990/91 and 1991/92) or
second last (tenth in 1989/90) to third or fourth posi-
tion for the years between 1992/93 and 2000/01.

(3) Corporate capital tax as 
a percent of gross domestic 
product (GDP)

The third indicator measuring corporate capital tax
usage in Canada compares the amount of corporate
capital tax revenues collected with the size of the
economy. It is a measure of the burden corporate cap-
ital taxes place on the economy, as measured by GDP.
Figure 4 graphically illustrates the results for the cur-
rent year and table 6 contains the historical results for
the last 12 years.

Current year analysis
As with the two previous measures, Saskatchewan
and Quebec dominate the top of the rankings. Sas-
katchewan ranked first in its use of corporate capital
taxes relative to the size of the economy (GDP) with
corporate capital taxes representing 0.98% of GDP in
2000/01. Quebec followed in second position with cor-
porate capital taxes representing 0.73% of GDP.
Manitoba (0.40%) and British Columbia (0.34%)
ranked third and fourth, respectively.

Figure 3: Corporate capital tax as a percent 
of business profits, 2000/01 
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Table 4: Corporate capital tax as a percent of own-source revenue and rank by jurisdiction, 1990–2001 

Source: Statistics Canada, Public Institutions Divisions, FMS Data 1989-2001; calculations by the authors.

Table 5: Corporate capital tax as a percent of business profits and rank by jurisdiction, 1990–2001 

Source: Statistics Canada, Public Institutions Divisions, FMS Data 1989-2001; calculations by the authors.

89/90 90/91 91/92 92/93 93/94 94/95 95/96 96/97 97/98 98/99 99/00 00/01

Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank %

Fed 9 0.11 6 0.62 5 0.92 6 0.91 6 0.84 6 0.80 6 0.70 6 0.69 8 0.61 8 0.67 8 0.63 8 0.59

BC 10 0.03 11 0.07 11 0.09 4 1.73 3 2.10 4 1.94 5 1.78 5 1.81 5 1.79 4 2.12 5 2.07 5 1.80

AB 11 0.00 9 0.31 9 0.35 11 0.30 9 0.35 11 0.28 10 0.24 11 0.23 11 0.21 11 0.20 11 0.18 11 0.14

SK 2 2.26 2 2.59 2 2.96 2 3.01 1 3.69 1 4.03 1 4.31 1 4.48 1 4.76 1 4.16 1 4.87 1 5.40

MB 4 1.72 3 1.76 3 1.73 5 1.58 5 1.52 5 1.77 3 1.98 3 2.07 3 2.21 5 2.02 3 2.27 4 2.23

ON 3 1.91 4 1.64 4 1.46 3 1.83 4 1.67 3 1.99 4 1.91 4 2.01 4 2.15 3 2.14 4 2.26 3 2.29

QC 1 3.30 1 3.18 1 3.03 1 3.20 2 3.22 2 3.15 2 3.53 2 3.98 2 3.92 2 3.67 2 3.52 2 3.48

NB 5 0.37 7 0.38 8 0.40 9 0.34 10 0.30 9 0.30 9 0.27 10 0.25 7 1.07 7 1.01 7 1.10 7 1.19

NS 6 0.36 5 0.77 6 0.69 7 0.55 7 0.52 7 0.53 7 0.48 7 0.44 6 1.46 6 1.69 6 1.57 6 1.55

PEI 7 0.24 8 0.35 7 0.44 8 0.38 8 0.36 8 0.35 8 0.32 8 0.30 9 0.31 10 0.30 10 0.30 10 0.28

NF 8 0.21 9 0.31 10 0.30 10 0.32 10 0.30 9 0.30 11 0.23 9 0.28 9 0.31 9 0.32 9 0.34 9 0.33

89/90 90/91 91/92 92/93 93/94 94/95 95/96 96/97 97/98 98/99 99/00 00/01

Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank %

Fed 9 0.2 6 1.8 5 3.7 6 3.8 6 2.7 6 1.7 6 1.3 6 1.3 8 1.1 8 1.3 8 1.1 8 0.9

BC 10 0.1 11 0.3 11 0.5 4 8.6 3 9.5 4 6.1 4 5.2 4 5.7 4 4.9 3 6.2 4 5.0 4 4.3

AB 11 0.0 10 0.6 10 0.9 11 0.8 11 0.7 11 0.4 11 0.3 11 0.3 11 0.2 11 0.3 11 0.2 11 0.1

SK 2 7.1 2 9.0 2 12.1 2 11.6 2 11.8 2 7.9 2 7.5 2 7.1 2 7.1 2 7.9 1 7.9 2 6.1

MB 3 4.1 3 5.9 3 8.9 3 9.1 4 8.7 3 7.1 3 7.5 3 6.1 3 5.1 4 5.4 3 5.5 3 5.1

ON 4 2.9 4 3.6 4 4.1 5 5.0 5 4.0 5 3.2 5 2.8 5 2.9 6 2.9 6 3.0 6 2.8 5 2.9

QC 1 7.3 1 10.4 1 14.2 1 15.6 1 12.9 1 8.0 1 8.3 1 9.5 1 9.1 1 8.6 2 7.5 1 6.9

NB 5 0.8 8 1.2 7 1.9 9 1.8 9 1.5 9 0.9 10 0.6 10 0.6 7 2.8 7 2.6 7 2.5 7 2.7

NS 6 0.7 5 2.4 6 2.9 7 2.4 7 2.0 7 1.5 7 1.2 7 1.1 5 3.2 5 4.1 5 3.2 6 2.8

PE 8 0.5 9 1.0 9 1.5 10 1.3 10 1.2 10 0.8 9 0.7 9 0.6 10 0.7 10 0.5 10 0.5 9 0.4

NF 7 0.6 7 1.3 8 1.6 8 2.3 8 1.9 8 1.1 8 0.8 8 1.0 9 1.0 9 0.8 9 0.6 10 0.3
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Figure 4: Capital tax as a percent of GDP, 2000/01
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Alberta was ranked last with corporate capital taxes
representing a mere 0.03% of GDP in 2000/01. New-
foundland (ninth) and Prince Edward Island (tenth)
followed closely, with corporate capital taxes were
approximately 0.05% of GDP. The federal govern-
ment also ranked relatively low, eighth in 2000/01.

Historical analysis
Saskatchewan and Quebec consistently ranked the
highest in terms of corporate capital taxes as a percent
of the economy over the entire period from 1989/90 to
2000/01. Manitoba consistently ranked third or fourth.
British Columbia also ranked consistently high after
1992/93, occupying third and fourth positions inter-
mittently with Manitoba.

Alberta ranked last for ten of the 12 years. Prince Ed-
ward Island and Newfoundland also regularly ranked
low in terms of the level of corporate capital tax col-
lected compared with the size of the economy.

(4) Corporate capital tax as a percent 
of corporate income tax

This final indicator compares the amount of corporate
capital tax revenue with the amount of revenue col-
lected by the corporate income tax. The relationship
between corporate capital tax and corporate income
tax is important because one of the reasons for the
corporate capital tax’s popularity with government’s
is its ability to ensure that corporations pay a mini-
mum amount of tax each year.

Corporate income tax revenues fluctuate dramatically
depending on the profitability of corporations. Corpo-
rate capital tax revenue, on the other hand, is relatively
stable because the amount of taxable capital stays rela-
tively fixed over time. This is why corporate capital tax-
es are referred to as “profit-insensitive.” This indicator
highlights the degree of this “insensitivity” across juris-
dictions. Figure 5 illustrates the current year results
while table 7 contains the results for the past 12 years.

Current year analysis
Saskatchewan ranked the highest of all jurisdictions
in terms of the amount of corporate capital tax collect-
ed compared with the amount of corporate income
tax collected. Saskatchewan collected $1.05 in corpo-
rate capital tax revenues for every $1 of corporate in-
come taxes collected in 2000/01. Saskatchewan was
the only jurisdiction in which more revenues were
raised from corporate capital taxes than from corpo-
rate income taxes.

Quebec ranked second in the amount of corporate
capital taxes raised relative to corporate income taxes.
However, its reliance on the corporate capital tax rel-
ative to corporate income taxes was significantly less
than top ranked Saskatchewan: for every $1 raised
from corporate income taxes, Quebec raised 63¢ from
corporate capital taxes. 

British Columbia and Manitoba ranked third and
fourth, respectively. Both provinces generated about
40¢ in corporate capital tax revenues for every $1
raised through corporate income taxes.

Figure 5: Capital tax as a percent of corporate 
income tax, 2000/01 
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Table 6: Corporate capital tax revenue as a percentage of Gross Domestic Product (GDP) and rank by Jurisdiction, 1990–2001 

Source: Statistics Canada, Public Institutions Divisions, FMS Data 1989-2001; calculations by the authors.

Table 7: Corporate capital tax as a percent of corporate income tax and rank by jurisdiction, 1990–2001 

Source: Statistics Canada, Public Institutions Divisions, FMS Data 1989-2001; calculations by the authors.

89/90 90/91 91/92 92/93 93/94 94/95 95/96 96/97 97/98 98/99 99/00 00/01

Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank %

Fed 9 0.02 6 0.11 5 0.17 6 0.17 6 0.15 6 0.14 6 0.12 6 0.13 8 0.11 8 0.12 8 0.12 8 0.11

BC 10 0.01 11 0.01 11 0.02 3 0.32 3 0.42 3 0.40 4 0.36 4 0.37 4 0.35 3 0.39 4 0.38 4 0.34

AB 11 — 10 0.05 10 0.06 11 0.05 11 0.05 11 0.05 11 0.04 11 0.04 11 0.03 11 0.03 11 0.03 11 0.03

SK 2 0.49 2 0.54 2 0.55 1 0.63 1 0.74 1 0.80 1 0.84 1 0.83 1 0.92 1 0.80 1 0.97 1 0.98

MB 3 0.31 3 0.31 3 0.32 4 0.29 4 0.29 4 0.34 3 0.38 3 0.38 3 0.40 4 0.39 3 0.42 3 0.40

ON 4 0.28 4 0.25 4 0.21 5 0.25 5 0.23 5 0.28 5 0.27 5 0.29 5 0.31 5 0.32 5 0.33 5 0.33

QC 1 0.62 1 0.61 1 0.60 2 0.62 2 0.63 2 0.60 2 0.70 2 0.78 2 0.79 2 0.77 2 0.74 2 0.73

NB 5 0.07 7 0.07 8 0.07 10 0.06 10 0.06 10 0.06 9 0.05 10 0.05 7 0.20 7 0.18 7 0.20 7 0.21

NS 6 0.05 5 0.12 6 0.11 7 0.08 7 0.08 7 0.08 7 0.07 7 0.07 6 0.23 6 0.27 6 0.24 6 0.24

PEI 8 0.04 8 0.07 7 0.08 8 0.07 8 0.07 8 0.07 8 0.06 9 0.05 10 0.06 10 0.05 10 0.06 10 0.05

NF 7 0.04 9 0.06 9 0.06 9 0.06 9 0.06 9 0.06 10 0.05 8 0.06 9 0.06 9 0.06 9 0.06 9 0.05

89/90 90/91 91/92 92/93 93/94 94/95 95/96 96/97 97/98 98/99 99/00 00/01

Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank % Rank %

Fed 9 1.1 9 6.7 6 12.7 9 14.6 9 10.9 9 8.8 10 6.7 9 6.3 10 4.5 10 5.2 10 4.8 10 4.1

BC 10 0.7 11 1.7 11 2.3 3 52.0 3 57.0 4 40.4 4 31.3 4 30.1 4 36.0 4 41.7 3 49.0 3 41.5

AB 11 0.0 10 4.7 10 5.6 11 5.5 11 5.2 11 3.9 11 2.7 11 2.6 11 2.0 11 1.9 11 2.8 11 1.9

SK 2 89.6 1 173.2 1 155.9 1 146.5 1 119.8 1 123.0 1 93.9 1 105.6 1 124.5 1 117.7 1 106.8 1 104.8

MB 3 44.8 3 84.6 3 65.8 4 47.8 4 53.7 3 60.4 3 57.9 3 45.1 3 58.7 3 53.1 4 41.7 4 40.4

ON 4 21.8 4 24.6 5 24.6 5 42.7 5 32.9 5 29.5 5 22.3 5 22.3 6 19.4 7 20.9 7 20.7 7 19.8

QC 1 98.7 2 118.8 2 101.1 2 98.2 2 87.6 2 71.0 2 80.1 2 79.8 2 68.7 2 69.4 2 63.8 2 63.4

NB 5 7.5 6 12.1 9 11.1 6 23.4 10 9.7 10 5.7 9 7.7 10 3.5 7 16.6 6 27.0 6 26.1 6 23.2

NS 6 6.9 5 23.7 4 45.2 8 18.1 6 20.2 6 14.3 6 16.3 6 10.0 5 34.0 5 41.6 5 37.4 5 34.2

PEI 8 5.9 7 11.6 7 11.9 7 18.4 8 11.7 8 8.9 7 9.4 8 7.6 9 6.3 9 6.1 9 9.0 9 4.4

NF 7 6.7 8 11.0 7 11.9 10 14.3 7 15.9 7 12.2 8 8.0 7 9.9 8 8.2 8 8.2 8 9.2 8 10.0
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Alberta, Prince Edward Island, and the federal gov-
ernment ranked low in terms of their usage of cor-
porate capital taxes relative to corporate income tax-
es. All three jurisdictions raised less than 5¢ of
corporate capital tax for every dollar of corporate in-
come taxes raised.

Historical analysis
Over the period from 1989/90 to 2000/01, as indicated
in table 7, Saskatchewan collected more corporate
capital tax revenue than corporate income tax reve-
nue in every year except 1989/90 and 1995/96. For
every $1 of corporate income tax revenue collected,
Saskatchewan, on average, collected $1.21 in corpo-
rate capital tax revenues. Saskatchewan is the only
province to collect more, consistently, in corporate
capital taxes than from corporate income taxes. In
fact, over the 12-year period, there is only one year
(1989/90) in which Saskatchewan was not ranked first
on this measure.

Quebec consistently ranked second but was far be-
hind Saskatchewan's usage rates, averaging a collec-
tion of 83¢ in corporate capital taxes for every $1 of
corporate income taxes collected. Manitoba and Brit-
ish Columbia commonly alternated between third
and fourth places. 

Alberta collected relatively low amounts of corporate
capital tax revenues compared with corporate income
taxes consistently over the period. The federal gov-
ernment also received low rankings over the period.

Conclusion

Across all four measures of corporate capital tax us-
age, Saskatchewan and Quebec emerge as the two ju-
risdictions that use corporate capital taxes to the
greatest extent. Further, Manitoba and British Colum-
bia also rank as relatively heavy users of corporate
capital taxes.

Saskatchewan’s top ranking is not surprising consid-
ering that it has the highest corporate capital tax rates
of all the jurisdictions. This high relative rate coupled
with a moderately broad base accounts for the high
proportion of corporate capital tax collected as a per-
centage of own-source revenue. It also explains why

Saskatchewan remains the only province to consist-
ently collect more corporate capital tax revenues than
corporate income tax revenues. Saskatchewan’s high
usage of the corporate capital tax will be offset, to
some degree, by the increase, announced in the
Budget for 2002/03, of the deduction for the corporate
capital tax from $10 million to $15 million (Saskatch-
ewan Finance 2002).

Quebec’s rankings indicate that it continues to be a
heavy user of the corporate capital tax. In contrast to
Saskatchewan, Quebec’s corporate capital tax rate is
low but is applied to one of the widest and deepest
corporate capital tax bases of all Canadian jurisdic-
tions (Haymes 1966: 17). This broad base accounts for
why it ranks first in the corporate capital taxes as a
percentage of business profits measure and second in
the three other performance measures. 

Alberta, on the other hand, consistently emerged as
the lowest user of corporate capital taxes in Canada.
This trend will continue since Alberta is now the only
jurisdiction to have eliminated corporate capital taxes
completely. Prince Edward Island, Newfoundland,
and the federal government were also shown to be
relatively low users of corporate capital taxes.

Points of interest
British Columbia, which had been a low-ranked user
of corporate capital taxes prior to 1992 moved up dra-
matically in the rankings after 1992. This change was
brought about by the introduction of a non-financial
institutions corporate capital tax and the raising of the
financial institutions corporate capital tax rate. In fact,
British Columbia between 1992/93 and 1993/94, expe-
rienced a 2,130% increase in the amount of revenue
collected in the form of corporate capital taxes.

Another policy change that resulted in a major
change in rankings occurred in 1997 when New
Brunswick and Nova Scotia established a federally
harmonized, non-financial institutions corporate cap-
ital tax (Milner 1999: 203). The result was a dramatic
rise in corporate capital tax revenue, which is reflect-
ed in the large percentage increases in the corporate
capital tax usage measurements. Interestingly, the
idea of harmonizing provincial bases has been
around for some time although it was not formalized
as a government objective until 1997 when a federally
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commissioned report on business taxation concluded
there were benefits to harmonization for corporate
capital taxes. However, the spirit of the recommenda-
tion was that existing provincial corporate capital tax
bases should be harmonized with the federal base
rather than establishing new taxes that are harmo-
nized with the federal corporate capital tax base. 

Newfoundland and Prince Edward Island extract
very little corporate capital tax revenue. Although
both impose a high rate of corporate capital tax on fi-
nancial institutions, the number of eligible and taxa-
ble institutions is small, so the amount of revenue col-
lected remains negligible.
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