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Preface 
 
In September 2004, the Government of Canada announced that, starting in 2005, there would be 
fundamental changes to the Equalization program and Territorial Formula Financing.  This new framework 
is expected to change how payments under these programs are allocated among receiving provinces and 
territories in order to improve the programs’ stability, predictability and growth.  The research contained in 
this working paper will help provincial, federal and territorial policy makers appreciate how the distribution of 
equalization payments between provinces is affected by the different approaches suggested for dealing with 
natural resource revenues under the equalization program.  The specific numerical simulations presented in 
this working paper illustrate the range of impacts that are possible when various amounts of natural 
resource revenues are excluded from the five-province standard and how these allocations are affected if a 
ten-province standard or an enhanced generic solution is considered. 
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Executive Summary 

Equalization payments from the federal government to the provincial government have been important for 

federal-provincial relations in Canada since the program was formally adopted in 1957.  The equalization 

program has evolved from a program initially consisting of three revenue categories applied to a two-

province equalization standard to a program that includes all revenues categories currently utilized by the 

provincial governments and a five-province standard.  Every province in Canada has received or qualified 

to receive payments from the equalization program at one time or another.  However, issues surrounding 

natural resource revenues and equalization have proven to be among the most contentious in the ongoing 

debate over the role and design of Canada’s Equalization Program. 

 

Recent and expected future natural resource developments in Atlantic Canada hold out the promise of 

improving the relative economic performance within the region.  Nevertheless, this new prosperity has 

brought an increased realization that current intergovernmental fiscal arrangements in Canada may 

influence both the level of economic development that may be achieved within the region and how 

individual provinces choose to capture the economic rent that flows from these activities.  There is a 

growing concern that the equalization program, as currently structured, introduces distortions into policy 

decisions related to the exploitation of natural resources and discriminates against “have-not’ provinces 

when the opportunity arises to develop their natural resource endowments.  As a result of these concerns, 

some people have proposed that the Atlantic Provinces not develop their resources until, and unless, they 

get a better deal on equalization entitlement claw-backs.  Others have advocated the complete elimination 

of equalization, while some analysts have chosen to address technical parameters within the formula to 

remove the perceived inequities and inefficiencies, which they believe to exist within the current program.  

Clearly, there are many different proposals advocated publicly to modify Canada’s equalization program – 

many of which are inconsistent with each other and some of which can have dramatic and negative 

consequences for regional economic development within Atlantic Canada.  Consequently, it is important 

that agencies and departments charged with the responsibility of facilitating and enhancing regional 

economic development have an understanding of the issues surrounding the interaction between resource 

developments and equalization and its implication for the economic development policy framework relevant 

for the region.  
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This study contributes to that understanding by analyzing the alternative treatments of natural resource 

revenues within the Equalization Program.  The substantive contribution of this research is the 

development of 80 scenarios    20 for each of four fiscal years    involving both “low-revenue” and 

“high-revenue” variants. The low-revenue scenarios replicate actual revenues from the offshore for both 

Newfoundland and Nova Scotia during fiscal years 1999-00 to 2002-03.  The high-revenue scenarios 

simulate projected revenues at peak production   $350 million for Newfoundland and $250 million for 

Nova Scotia.  

 

Based on the analysis presented in this paper, it is possible to draw the following conclusions:   

 

i. Replacing the current five-province equalization standard with a ten-province or national-average 

standard, as has been advocated by some provincial governments and some analysts,1 would result 

in enhanced equalization entitlements for all recipient provinces.  However, this move could raise the 

annual cost of the equalization program to the federal government by between $2 and $5 billion and 

based on the fiscal years considered in this analysis, the average increase would be in the range of 

$3.6 billion.  This would represent an average annual increase in resources required to support the 

equalization program in the order of 30 to 40%; 

 

ii. While the overall cost to the program of switching from a five-province to a ten-province standard 

would be approximately $3.6 billion annually, the primary beneficiaries of this chang e would not be 

the Atlantic Provinces.  Specifically, only 15% of this increased entitlements would find their way into 

Atlantic Canada2   Newfoundland and Labrador could expect to see its annual equalization 

entitlements rise by $125 million, Prince Edward Island would have $30 million more per year, Nova 

Scotia could expect to receive approximately $220 million per annum in extra equalization 

entitlements and New Brunswick’s treasury would benefit by $175 million annually in extra 

equalization entitlements.  On the other hand, Quebec would gain by $1.7 billion in annual 

equalization entitlements. 

 

                                                 
1 This is also one of the recommendations of the Standing Senate Committee on National Finances, Murray (2002). 
2 The 15% estimate for Atlantic Canada was also highlighted by Beale (2002, p. 13) 
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iii. As well, provincial equalization entitlements could be subject to bigger fluctuations on a year-over-

year basis with the ten-province standard than with the five-province standard.  This increased 

uncertainty would cause problems for both levels of government in deciding on budgetary priorities in 

each year.  However, some provincial governments may feel that the higher levels of funding 

available under the ten-province standard are sufficient compensation for the increased variability 

associated with federal transfers under a ten-province standard. 

 

iv. If natural resource revenues were excluded from the current equalization formula, then, for the 

scenarios considered in this analysis, almost all of the Atlantic Provinces would have less 

equalization entitlements.  The one exception would be Newfoundland and Labrador in fiscal year 

2002-03, the last year considered in this analysis.  By 2002-03 the offshore oil industry had 

transferred enough resources to the provincial treasury to exceed its net equalization entitlements 

from the other natural resource categories.  The provinces that would benefit most from having 

natural resources excluded from the current equalization formula are British Columbia and 

Saskatchewan, receiving approximately $1.3 billion and $825 million per year in increased 

equalization entitlements, respectively. 

 

v. The benefit of removing natural resources from the equalization formula gets magnified for 

Newfoundland and Labrador under the high-revenue scenarios.  As well, in every fiscal year 

considered but 2000-01, Nova Scotia would be better off having natural resources removed from the 

current equalization formula because its treasury receives $250 million from its offshore, which is 

close to, but exceeds, its net entitlements from the other natural resource categories in the fiscal 

years considered.  In other words, if the amount of revenue flowing to the provincial treasuries from 

the offshore oil and gas sector is larger enough, then it will outweigh the equalization deficiencies that 

these province have from the other natural resource categories.  Newfoundland and Labrador is 

currently at this phase and it is likely that Nova Scotia will get there in the near future.  However, the 

other Atlantic Provinces would be net losers if natural resources were excluded from the current 

equalization formula. 

 

vi. Changing to the ten-province standard from the five-province standard, with the exception of fiscal 

year 2001-02, would have no significant impact on provincial equalization entitlements if natural 
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resource revenues were removed from the equalization calculations.  Hence, the real concerns over 

the use of the five-province versus the ten-province standard revolves around how natural resource 

revenues ought to be treated within the formula. 

 

vii. Interestingly, all Atlantic Provinces benefit from a move to the national average standard, even if 30 

or 50% of natural resource revenues are excluded from the equalization calculations.  However, this 

change would still add between $2.5 and $3.0 billion in extra cost annually to the equalization 

program.  Therefore, removing 30 or 50% of the natural resource revenues from the equalization 

formula in exchange for adopting the ten-province standard may not be seen by the federal 

government as much of a concession. 

 

viii. Switching from the low-revenue to the high-revenue scenario has a small differential impact for most 

of the scenarios considered in this analysis.  This results from the fact that while $250 to $350 million 

in oil and gas revenues are large in relation to Newfoundland and Labrador’s and Nova Scotia’s 

equalization entitlements, they insignificant when compared to the amount of natural resource 

revenues that occur Canada-wide; 

 

ix. An enhanced Generic Solution for oil and gas would provide significant benefits to Newfoundland and 

Labrador and Nova Scotia with little impact on the cost of the overall program.  However, it raises the 

issue of equity or fairness.  Specifically, it could lead politicians and analysts to question why 

provinces that get revenues from offshore oil and gas should be treated differently from provinces 

that collect their revenues from other sources; 

 

x. While Nova Scotia has suggested that receiving a greater share of resource revenues would allow it 

to use these monies for economic development and to grow its economy, the analysis presented in 

this paper demonstrates that the overall level of equalization flowing to the provincial treasury is 

reduced if natural resources are removed from the current equalization calculations.  That is, the 

saving associated with the additional 70% of equalization losses from offshore oil and gas does not 

offset the reduction in entitlements to Nova Scotia from the other natural resource categories 

currently included in the equalization formula.  However, if the offshore oil and gas sector is able to 

generate in the order of $250 million annually to the Nova Scotia treasury, then, depending what is 
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happening to natural resources in other provinces, Nova Scotia may benefit from having natural 

resources excluded from the current equalization formula as long as this level of revenue persists.  

But, as illustrated by the 2000-01 fiscal year analysis, it is not guaranteed that Nova Scotia will gain 

by excluding natural resources from the equalization formula.  Consequently, it might be in Nova 

Scotia’s interest to attempt to address its economic development initiative separate from its concerns 

with respect to the interaction of natural resource revenues and the equalization formula. 

 

The results of these simulations are consistent with the findings and recommendations of the Standing 

Senate Committee on National Finances, the Murray Committee.  The fiscal impacts of moving to a ten-

province standard or removing natural resources from the equalization formula are similar to those reported 

by the committee.  In addition, improving the Generic Solution or enhancing the Atlantic Accord as feasible 

options falling out of this analysis is also consistent with the committee’s recommendations (see, Murray 

2002, p. 26).  As well, in dealing with the tax-back of Saskatchewan energy revenues, Courchene (2004, 

p.20) suggest that an expanded Generic Solution applied to energy resource might be a short term 

solution.  This would restrict equalization claw-backs to a maximum of 70% and is also supported by the 

research presented in this report. 

 

1. Introduction 

Equalization payments from the federal government to the provincial government have been important for 

federal-provincial relations in Canada since the program was formally adopted in 1957.  The equalization 

program has evolved from a program initially consisting of three revenue categories applied to a two-

province equalization standard to a program that includes all revenues categories currently utilized by the 

provincial governments and a five-province standard.  As indicated in Table 1, every province in Canada, 

except Ontario, has received payments from the equalization program at one time or another.  In fact, 

Ontario would have qualified to receive equalization in the late 1970s and early 1980s if it were not for the 

“personal income override”   a new provision adopted at that time to exclude provinces from receiving 

equalization payments if their per capita personal income levels were above the national average level. 

 

Issues surrounding natural resource revenues and equalization have proven to be among the most 

contentious in the ongoing debate over the role and design of Canada’s Equalization Program.  Potash 

revenues in Saskatchewan, offshore oil and gas revenues in Nova Scotia and Newfoundland and Labrador, 
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hydroelectric rents in Quebec provide cases in point.  Indeed, the instability created for the Equalization 

Program as a result of volatile oil and gas prices during the energy crises of the 1970s and early 1980s 

resulted in fundamental changes to the Equalization Program in 1982. 

 

The interactions of Equalization and natural resource revenues have both technical and political 

dimensions.  While it may be argued, for example, that the claw-back of oil and gas revenues in Atlantic 

Canada simply results from the technical workings of the equalization formula, Premier Hamm of Nova 

Scotia, in particular, has argued forcefully that the claw-back violates the provision in the Canada-Nova 

Scotia Offshore Accord which stipulates that Nova Scotia should be the primary beneficiary from the 

development of its offshore oil and gas resources. 

 

Recent and expected future natural resource developments in Atlantic Canada hold out the promise of 

improving the relative economic performance within the region.  Nevertheless, this new prosperity has 

brought an increased realization that current intergovernmental fiscal arrangements in Canada may 

influence both the level of economic development that may be achieved within the region and how 

individual provinces choose to capture the economic rent that flows from these activities.  There is a 

growing concern that the equalization program, as currently structured, introduces distortions into policy 

decisions related to the exploitation of natural resources and discriminates against “have-not’ provinces 

when the opportunity arises to develop their natural resource endowments.  As a result of these concerns, 

some people have proposed that the Atlantic Provinces not develop their resources until, and unless, they 

get a better deal on equalization entitlement claw-backs.  Others have advocated the complete elimination 

of equalization, while some analysts have chosen to address technical parameters within the formula to 

remove the perceived inequities and inefficiencies, which they believe to exist within the current program.  

Clearly, there are many different  
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Table 1: Equalization Entitlements by Province and Year (Millions of Dollars) 
 

 NL PEI NS NB QUE ONT MAN SASK AB BC Total  
1957 $12 $3 $17 $9 $46  $14 $20 $12 $6 $139 
1958 $20 $6 $26 $23 $63  $14 $20 $13 $7 $192 
1959 $22 $6 $28 $25 $78  $15 $24 $16 $6 $220 
1960 $20 $6 $26 $24 $70  $13 $22 $15 $6 $202 
1961 $21 $5 $26 $24 $73  $13 $23 $14 $6 $205 
1962 $24 $7 $29 $26 $69  $14 $23 $12  $204 
1963 $24 $7 $31 $27 $65  $13 $22 $7  $196 
1964 $27 $8 $38 $33 $96  $19 $22 $1  $244 
1965 $35 $10 $44 $40 $133  $27 $29   $318 
1966 $39 $11 $48 $44 $151  $31 $31   $355 
1967 $66 $14 $75 $64 $269  $40 $25   $553 
1968 $73 $16 $84 $72 $387  $49 $26   $707 
1969 $96 $20 $97 $88 $431  $53 $66   $851 
1970 $97 $20 $100 $93 $420  $55 $99   $884 
1971 $105 $20 $108 $93 $453  $72 $89   $940 
1972 $114 $25 $124 $103 $534  $68 $102   $1,070 
1973 $156 $33 $186 $146 $737  $113 $116   $1,487 
1974 $175 $43 $232 $169 $918  $125 $51   $1,713 
1975 $189 $48 $252 $187 $1,049  $151    $1,876 
1976 $229 $54 $298 $232 $1,063  $153 $10   $2,039 
1977 $278 $63 $342 $273 $1,322  $237 $58   $2,573 
1978 $321 $72 $375 $331 $1,483  $292 $33   $2,907 
1979 $344 $81 $428 $310 $1,766  $344 $74   $3,347 
1980 $364 $92 $469 $370 $2,035  $368 $30   $3,728 
1981 $427 $107 $528 $445 $2,490  $399    $4,396 
1982 $464 $118 $574 $488 $2,782  $439    $4,865 
1983 $540 $125 $605 $517 $2,977  $466    $5,230 
1984 $578 $129 $620 $541 $3,074  $480    $5,422 
1985 $653 $134 $596 $604 $2,728  $427    $5,142 
1986 $678 $138 $620 $643 $2,942  $471 $285   $5,777 
1987 $807 $163 $734 $723 $3,151  $727 $299   $6,604 
1988 $839 $177 $835 $771 $3,393  $795 $457   $7,267 
1989 $895 $192 $885 $884 $3,355  $958 $639   $7,808 
1990 $919 $194 $949 $868 $3,627  $915 $531   $8,003 
1991 $874 $186 $850 $967 $3,464  $853 $479   $7,673 
1992 $886 $168 $908 $870 $3,589  $872 $491   $7,784 
1993 $900 $175 $889 $834 $3,878  $901 $486   $8,063 
1994 $958 $192 $1,066 $928 $3,966  $1,085 $413   $8,608 
1995 $932 $192 $1,140 $976 $4,037  $1,051 $264   $8,592 
1996 $1,030 $208 $1,182 $1,019 $4,169  $1,126 $224   $8,958 
1997 $1,093 $238 $1,302 $1,112 $4,745  $1,053 $196   $9,739 
1998 $1,068 $238 $1,221 $1,112 $4,394  $1,092 $477   $9,602 
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1999 $1,169 $255 $1,290 $1,183 $5,280  $1,219 $379  $125 $10,900 
2000 $1,113 $269 $1,404 $1,260 $5,380  $1,314 $208   $10,948 
2001 $1,056 $256 $1,316 $1,190 $4,690  $1,347 $238  $195 $10,288 
2002 $862 $236 $1,111 $1,111 $3,985  $1,283 $145   $8,733 
2003 $753 $235 $1,120 $1,125 $3,802  $1,289 $122  $332 $8,778 
2004 $721 $245 $1,137 $1,148 $3,691  $1,330 $452  $785 $9,509 
Source: 1957-1991 taken from Department of Finance statistics presented in Martin (2001, Table A1); 1992-2000 
taken from Department of Finance's Calculation booklets for Provincial Fiscal Equalization and 2001-2004 
Department of Finance's website 

 
proposals advocated publicly to modify Canada’s equalization program – many of which are inconsistent 

with each other and some of which can have dramatic and negative consequences for regional economic 

development within Atlantic Canada.  Consequently, it is important that agencies and departments charged 

with the responsibility of facilitating and enhancing regional economic development have an understanding 

of the issues surrounding the interaction between resource developments and equalization and its 

implication for the economic development policy framework relevant for the region.  

 

Accordingly, the purpose of this study is to review the arguments for alternative treatments of natural 

resource revenues within the Equalization Program.  This study begins by reviewing the history of resource 

revenues and Equalization. This is followed by a review of the current Equalization formula, the offshore oil 

and gas agreements, and the “Generic Solution.”  Included in a separate appendix is a brief theoretical 

rationale for equalization of natural resource revenues.  This section also considers several theoretical 

proposals that have been advanced for the treatment of natural resource revenues within equalization.  For 

greater clarity, the appendix contains, as well, a review of the various categories of resource revenues as 

outlined in the Federal-Provincial Fiscal Arrangements Act and Associated Regulations. 

 

The substantive contribution of this research is the development of 80 scenarios   20 for each of four 

fiscal years   involving both “low-revenue” and “high-revenue” variants. The low-revenue scenarios 

replicate actual revenues from the offshore for both Newfoundland and Labrador and Nova Scotia during 

fiscal years 1999-00 to 2002-03.  The high-revenue scenarios simulate projected revenues at peak 

production--$350 million for Newfoundland and $250 million for Nova Scotia.3  

 

                                                 
3 High revenue projections for Newfoundland vary between $300 and $400 million; for Nova Scotia they vary between $200 and 
$300 million. 
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The paper concludes with a discussion of the results from these alternative scenarios. 

 

2. History of Resource Revenues and Equalization 

Explicit equalization payments came into  effect in 1957 and applied to the three “standard” taxes—personal 

and corporate income taxes and death duties.  Initially, the standard for equalization was an average for the 

two richest provinces, which at that time were Ontario and British Columbia.  These payments were 

augmented by the Atlantic Provinces Adjustment Grants. 

 

In 1962, 50 percent of natural resource revenues were brought into the formula.  This was accompanied by 

a change in the standard for equalization to the national average.  The net effect of this was to make 

Alberta and British Columbia (along with Ontario) ineligible for equalization payments. 

 

The standard reverted to the average for the top two provinces in 1964.  At the same time, the regulations 

concerning natural resource revenues were changed such that any province with a per capita yield from 

that source above the national average would have its equalization payments reduced by 50 percent of that 

amount.  The net effect was to increase payments to the recipient provinces, while keeping Ontario, Alberta 

and British Columbia from receiving payments under the program. 

 

In 1967 the Equalization program was extended to a wider range of provincial revenue sources and to 

include 100 percent of natural resource revenues.  As well, the standard was again changed to the national 

average. 

 

Rising world oil prices in the 1970s resulted in significant increases in entitlements under the program.  To 

limit these increases and the corresponding financial obligations of the federal government, the regulations 

were again changed in 1974 so that only one-third of provincial oil and gas resulting from the increase in oil 

prices above the 1973 level would be subject to equalization.  The balance — revenues calculated at 1973 

prices—were to be fully equalized. 

 

The regulations were modified again in 1977 when only one-half (50 percent) of non-renewable resource 

revenues were to be subject to Equalization.  Moreover, natural resource revenues (both non-renewable 
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and renewable) were limited to account for no more than one-third of total equalization entitlements.  Also, 

revenues from the sale of Crown leases granting exploration rights were to be phased out. 

 

In 1982 the standard for Equalization was changed to an average for the so-called representative five 

provinces — Quebec, Ontario, Manitoba, Saskatchewan and British Columbia.  This had the effect of 

excluding resource-revenue-rich Alberta from the standard.  Under this manifestation of the formula, 100 

percent of resource revenues were to be subject to Equalization, but they were applied only to the five-

province standard.   The next major changes with respect to the interaction of equalization and natural 

resource occurred in the mid 1980s with the equalization offset provisions contained in the Atlantic Accord 

(1985) and the Canada-Nova Scotia Petroleum Resources Accord (1986).   This was followed in 1994 by 

“Generic Solution.”  A more details discussion of the Accords and the Generic Solution are provided. 

 

3. Equalization in Practice 

Actual equalization flows are determined by formula, based on the representative tax system (RTS).  The 
current formula, in effect since 1982-83, is constructed to equalize revenues to a five-province standard, 
comprised of Quebec, Ontario, Manitoba, Saskatchewan and British Columbia.  For any province, overall 
entitlements are calculated according to the following formula  

∑ ∑ 







−==
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j i

ij
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jiji P

P
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where tj denotes the national average tax rate for revenue source j; BRj denotes the aggregate base for 

revenue source j in the five representative provinces; PR denotes the population of the five representative 

provinces; Bij denotes the base for revenue source j in province i; and P i denotes the population of province 

i.   

 

The national average tax rate for revenue source j is calculated as 

 

∑
∑

=

i
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i
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where TR ij denotes total revenues from source j in province i. 
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Note that the role of the RTS is in providing a standardized measure for the value of each base and in 

calculating fiscal capacities as notional rather than actual—that is, what per capita revenues would be if a 

standardized rate were applied to a standardized base, not the actual revenues raised by the province in 

question. 

 

In principle, then, the formula equalizes per capita revenues to a notional standard, based on the 

application of the national average tax rate to the per capita base in the five representative provinces 

summed across all revenue sources.  A province’s overall per capita entitlement is the difference between 

this notional standard and aggregate notional per capita revenues at national average tax rates.  Total 

entitlements are simply per capita entitlements multiplied by provincial population.4 

 

Prior to 1982, the equalization standard was a national average standard. Oil and gas revenues were, 

however, only partially equalized.  Since 1982 oil and gas royalties have been fully incorporated into the 

RTS.  In particular, all oil and gas revenues, including Alberta’s, enter into the calculation of the relevant 

national average tax rate.  Yet, the standard to which the national average tax rate is applied is not affected 

by Alberta’s resource wealth and, as such, the equalization entitlements for the other provinces are lower 

than would be the case if Alberta was included in the standard. 

 

There are separate categories for offshore resource revenues in each of Newfoundland and Labrador and 

Nova Scotia.  Moreover, each of these provinces negotiated bi-lateral agreements with the federal 

government.  The Canada-Newfoundland Accord and the Canada-Nova Scotia Offshore Accord provided a 

mechanism for sheltering direct offshore oil and gas resource revenues from claw-back through the 

Equalization program. 

 

Finally, in 1994, the “Generic Solution” was introduced (back-dated to 1993) whereby if any equalization-

receiving province has 70% or more of the base for a revenue source, revenues subject to equalization are 

reduced by 30% in all provinces.  In practice, this has limited the maximum claw-back in such cases to 

70%. 

 

                                                 
4 Under the Equalization program adopted in Canada, provinces with negative entitlements receive no equalization payments.  
This is a “gross” system in that provinces with negative entitlements are not required to pay into the program. 
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4. Offshore Oil and Gas Agreements  

Provincial ownership of natural resources has been one of the biggest stumbling blocks in the development 

of Canada’s equalization program and probably the single most contentious issue in federal-provincial fiscal 

relations over the past 20 years.  The discovery of substantial oil and gas reserves off the coasts of 

Newfoundland and Labrador and Nova Scotia resulted in a dispute over ownership that culminated, in the 

case of Newfoundland and Labrador, with a Supreme Court of Canada ruling which confirmed that property 

rights pertaining to offshore resources were within the federal domain.  Subsequently, agreements were 

signed between the federal government and the provinces of Newfoundland and Labrador and Nova 

Scotia.  These agreements gave the provinces the right to tax the offshore oil and gas resources as if they 

were on provincial land.  These agreements provided substantial potential for enhanced revenue-

generating capacities for each province in connection with the offshore oil and gas industry.  

 

The Atlantic Accord, signed in 1985, and the Canada-Nova Scotia Offshore Petroleum Resources Accord, 

signed in 1986, gave Newfoundland and Labrador and Nova Scotia, respectively, the right to collect 

royalties and to levy taxes on offshore operations as if the resources were on provincial land.  In addition, 

the Accords provide equalization offset provisions to compensate for potential reductions in equalization 

payments as these additional revenues come on stream.  

 

Beyond the direct transfer through the equalization guarantee, the granting of tax room to the provinces in 

regard to the offshore itself constitutes a transfer of revenues from the federal government to the recipient 

provinces.  It is interesting to note that the equalization protection provisions under the two accords were 

made necessary by the exclusion of Alberta from the five-province equalization standard.  Under a national 

standard, the formula itself would have treated royalties from the offshore on par with other forms of royalty, 

obviating the need for bilateral equalization agreements designed to supersede the formula-driven 

entitlements computed under the Equalization program.  Such bilateral arrangements represent a move 

away from the formula-driven approach to federal-provincial fiscal relations that has been a characteristic of 

the Canadian system. 
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Atlantic Accord 

The Atlantic Accord contains provisions that are intended to mitigate the dollar-for-dollar equalization loss 

that would otherwise have occurred with the increase in Newfoundland and Labrador’s fiscal capacity 

resulting from the development of its offshore oil and gas fields.  These provisions, referred to as the 

Equalization Offset Provisions of the Atlantic Accord (hereafter referred to as the Accord provisions), are 

authorized by Part V of the Canada-Newfoundland Atlantic Accord Implementation Act.  The equalization 

protection provided under the Atlantic Accord commenced in the 1999-2000 fiscal year. 

 

The payments under the Accord provisions consist of two distinct components: Part I payments and Part II 

payments.   

 

Part 1 Payments 

The Part I payment formula was designed to ensure that, independent of future legislative changes, the 

floor provisions of the equalization legislation (Federal-Provincial Fiscal Arrangements and Federal Post 

Secondary Education and Health Contribution Act, 1977 or the Fiscal Arrangements Act) in place at that 

time, would continue to apply to the phase-out of equalization entitlements.5  This floor provision, 

guaranteed for 12 years after cumulative oil production from Newfoundland and Labrador’s offshore oil and 

gas resources reached 15 million barrels, ensured that its equalization entitlements plus any grants 

received through Part I of the Accord provisions could not fall from one year to the next by more than a 

predetermined percentage.  The specific percentages by which this base was permitted to fall were 

contingent upon the per-capita fiscal capacity of the province relative to the national average fiscal 

capacity.6  Essentially, this provision entitles the provincial treasury to some minimum equalization payment 

because if actual payments fall below this minimum, the Part I grant equals the shortfall. 

                                                 
5 The offset floor available under the Atlantic Accord is slightly more attractive than the floor provision contained in the legislation 
at that time.  The difference between the two was that under the existing legislation the floor provision applied to the pre-floor 
equalization entitlements while the floor provision under the Atlantic Accord applied to the post-offset floor; that is, the offset 
provision itself was included in the base for calculating the floor.  In 1999 the floor provision in the Fiscal Arrangements Act was 
changed.  Under this approach, the equalization entitlement for a province cannot fall short of its previous year’s entitlement 
minus a threshold amount.  This threshold is currently set at 1.6% of the per capita Equalization standard. 
6 If the province’s per capita fiscal capacity is less than or equal to 70% of the national average per capita fiscal capacity, then 
the sum of the actual equalization payments and Part I payments in each year must be equal to 95% of the previous year’s 
figure.   The level of protection reduces to 90% if the province’s fiscal capacity is between 70% and 75% of the national average 
fiscal capacity.  If the province’s fiscal capacity moves above 75% of the national average fiscal capacity, the level of protection 
falls to 85%. 
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Part II Payments 

Part II equalization offset payments were intended to compensate the province in the event that the defined 

base decreased from one year to the next.  The base used for this calculation is the sum of actual 

equalization payments and Part I offset payments received by the province in each year.  The Accord 

specified that in the first four years of production, the province would receive payments equal to 90% of any 

decrease in the defined base.  In the fifth and subsequent years, the rate of protection would drop by 10 

percentage points per annum until 12 years after production, when there would be no longer any protection 

from equalization loss through the Atlantic Accord. 

 

An interesting aspect of the Atlantic Accord equalization offset provisions is that offset payments are 

triggered by any decrease in equalization within the 12-year period.  It does not matter what causes the fall, 

all that matters is that the fall in equalization occurs within the relevant 12 years.  In other words the 

province is entitled to received equalization offset payments for falls in equalization that may occur for 

reasons other than offshore oil and gas, as long as they occur within the time period in which the Atlantic 

Accord equalization offset protection applies.  Table 2 illustrates the impact of the Atlantic Accord and the 

Generic Solution on Newfoundland and Labrador’s equalization entitlements.  Notice that payments under 

the Accord are not directly tied to the level of offshore oil revenue received by the province  during this 

period Newfoundland and Labrador was estimated to receive $354 million in offshore oil revenue, but, 

according to the Department of Finance’s website, it qualified to receive $414 million through the Atlantic 

Accord.7  In addition, the provincial treasury had benefited by $20 million because of the Generic Solution 

being applied in 1999 and 2000. 

 

                                                 
7 It is surprising that the Atlantic Accord was not invoked in the 2000-01 fiscal year because the provincial treasury would have 
qualified for $50 million in offset payments in that year.  The corresponding protection afforded the provincial treasury under the 
Generic Solution was only $14 million.  This is a difference of $36 million that the province could have utilized.  It is possible that 
when a decision was made about whether to invoke the Accord or the Generic Solution, a decision which had to be made before 
the end of the calendar year ending in the fiscal year, the provincial officials felt that the Generic Solution would offer more 
protection.  However, that turned out not to be the case.  In any event, changes in the 2004 federal budget mean that the 
Newfoundland and Labrador government can go back for a period of at least two years and change its decision about whether to 
have the Accord or the Generic Solution apply.  While it is too late for the 2000-01 fiscal year, it ensures that this situation will not 
occur in the future. 
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Table 2: Newfoundland and Labrador’s Equalization Entitlements and Equalization Offset Payments 
Under the Atlantic Accord 1999 to 2004 

 

 Equalization 
Entitlements 

Offshore 
Oil 

Revenue 

Equalization 
Loss 

Offshore Oil 

Payments 
Under 

Atlantic 
Accord 

Savings 
Under 

Generic  
Solution 

Equalization 
Entitlements 
Plus Offset 
Payments 

1999-00 $1,169 M $20 M $14 M  $6 M $1,169 M 
2000-01 $1,113 M $46 M $32 M  $14 M $1,113 M 
2001-02 $1,056 M $52 M $52 M $51 M  $1,107 M 
2002-03 $862 M $105 M $105 M $184 M  $1,046 M 
2003-04 $753 M $129 M $129 M $179 M  $932 M 
Total  $354 M $333 M $414 M $20 M  

Note:  The equalization numbers were taken from Table 1 above.  The offshore oil revenues were taken 
directly from the numbers used by the Department of Finance to calculate Newfoundland and Labrador’s 
equalization entitlements for various years.  Payments under the Atlantic Accord were taken from the 
website for the Department of Finance, Government of Canada and were confirmed separately by 
subjecting Newfoundland and Labrador’s equalization entitlement to the appropriate formula for calculating 
offset payments under the Atlantic Accord..  
 
Canada-Nova Scotia Petroleum Resources Accord 

The equalization protection provided under the Nova Scotia Accord commenced in 1993-94 with the 

Panuke-Cohasset project.  The formula applied to equalization offset protection was relatively 

straightforward.  In the first year, the offset grant would be calculated as the difference between provincial 

equalization entitlements that would accrue to the province under the assumption that 100% and 10% of 

the offshore revenues were considered, which effectively means that 90% of these revenues were 

protected from equalization losses.  In each subsequent year, an additional 10% of the revenue was 

considered in calculating the equalization losses so that by the tenth year, there was no equalization offset 

protection available under the Nova Scotia Accord.  Notwithstanding that the equalization protection under 

the Nova Scotia Accord was triggered by the Panuke-Cohasset project, the 2004 federal budget reset the 

start date for Nova Scotia’s equalization offset protection under its Accord.8  This change was in recognition 

that the Nova Scotia Accord did not provide very much in the way of benefits to the Nova Scotia treasury.  

Moreover, the equalization protection provided with this new start date means that Nova Scotia will 

received equalization offsets over and above that provided under the Generic Solution until 2006-07. 

 

                                                 
8 The 2000-01 start corresponds to the commencement of natural gas production from the Sable project – first gas was delivered 
ashore in late 1999. 
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Table 3: Additional Equalization Protection Due to the Restart of the Accord 
 

 
Offshore 

Revenues 

Equalization 
Offsets With 

Generic Solution 

Equalization 
Offsets 

Percentages 
New Accord Start 

Equalization 
Offsets With 

New Accord Start 

Increased Offset 
Protection With 

New Accord Start 
2000-01 $9 $3 90% $8 $6 
2001-02 $17 $5 80% $14 $9 
2002-03 $19 $6 70% $13 $8 
2003-04 $27 $8 60% $16 $8 
2004-05 $30 $9 50% $15 $6 
2005-06 $30 $9 40% $12 $3 
2006-07 $35 $11 30% $11 $0 
Sum $168 $50  $89 $39 
Source: 2000-01 to 2003-04 taken from the Department of Finance, Government of Canada calculations for 
equalization entitlements and 2004-05 to 2006-07 was taken from SOEP Royalty Forecast, but revised for recent 
royalty performance. 

 
 
The Generic Solution 

Potash revenues were separated out as a revenue source in 1982.  Since Saskatchewan was the dominant 

producer of potash, this effectively implied a 100 percent tax-back on potash revenues.  As well, Nova 

Scotia’s offshore gas revenues and Newfoundland and Labrador’s offshore oil revenues had a 100% claw-

back in the absence of the Accords.  In order to deal with this the “Generic Solution” was introduced.  The 

provisions of the Generic Solution were designed to occur when an equalization-receiving province has in 

excess of 70% of the total equalization base in the country.   

 

In any given year, the Government of Newfoundland and Labrador and the Government of Nova Scotia can 

choose the Generic Solution in lieu of the Atlantic Accord and the Nova Scotia Accord Offsets.  Whe n the 

Generic Solution provisions are chosen, only 70% of the revenues of all provinces for that base are 

included for the purposes of calculating equalization.  Effectively, this means that 30% of the revenues are 

excluded in calculating equalization, which corresponds to a 70% claw back of equalization entitlements.   

 

5. Some Proposals for the Treatment of Natural Resource Revenues 

The case for fully equalizing provincial revenues to a national average standard has been made by a 

variety of authors and on both equity and efficiency grounds.  For Canada, the equity case has been made 

by Graham (1964), while the efficiency case has been made by Boadway and Flatters (1982).  Both 
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perspectives are outlined in The Economic Council of Canada (1982) and, more re cently, Boadway and 

Hobson (1993). 

 

The theoretical arguments for equalization are presented in a separate appendix.  The implication of some 

of these arguments for the treatment of natural resources is considered in this section.   

 

The issue of resource revenues and equalization has received considerable attention in the academic and 

policy literature over the years.  Much of the discussion has centered on the allocation of property rights to 

natural resource revenues.  Excellent perspectives can be found in The Report of the Parliamentary Task 

Force (1981), the Economic Council of Canada’s Financing Confederation: Today and Tomorrow (1982), 

and Tom Courchene’s Equalization Payments: Past, Present and Future (1984). 

 

The Gainer-Powrie Proposal 

An early, but significant, contribution was made by Gainer and Powrie (1975). They proposed that resource 

revenues be shared on a 70:30 basis between the provinces and the federal government, respectively.  

The 70 per cent provincial share would be subject to equalization.  The 30 per cent federal share, based on 

what would accrue to the federal treasury if all sub-surface rights were privately owned, was to be 

transferred from the oil and gas rich provinces to the federal treasury and would contribute to meeting the 

increased cost of equalization.  

 

The basis for their proposal was the proposition that that rents, profits, and interest accruing to provincial 

governments are factor incomes and should be subject to taxation in the same manner as factor incomes 

generated in the private sector.  Hence the argument that approximately 30 per cent of resource revenues 

should be transferred to the federal treasury.  The remaining 70 per cent would be, in effect, appropriated 

by the provincial government, claiming property rights, and subject to equalization. 

 

The Parliamentary Task Force 

The Parliamentary Task Force on Federal-Provincial Fiscal Arrangements 1981 Report, Fiscal Federalism 

in Canada, adopted the following principles: 
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• The maximum portion of natural resource revenues that should be included in the equalization formula 

should be that portion of these revenues that are used for budgetary purposes; that is, as a minimum, 

the portion sequestered to non-budgetary heritage funds should be excluded. 

• To the extent that resource-rich provinces use their resource revenues to provide special services to 

their citizens that they would not normally offer if they were rich non-resource producing provinces, it 

would be reasonable to exclude from the formula a portion of resource revenues that find their way into 

provincial budgets.  For example, if a resource-rich province decides to retire all municipal debts, as 

was done in Alberta, the federal government need not assume that the retiring of municipal debts is a 

normal provincial expenditure. In short, resource revenues should be included in the formula only to the 

extent that they are used to finance what might be considered normal provincial services. 

• All resource revenues should be treated in the same manner.  That is, no particular type of resource 

revenue should be excluded from the equalization formula and all resource revenues should be 

included to the same extent.  (Under the current formula, revenues from land sales are excluded, non-

renewable resource revenues are included to the extent of 50 per cent, and renewable resource 

revenues are included in full.) 

• There should continue to be some kind of ceiling or safety net relating to the share of total equalization 

that may be paid out on account of resource revenues in order to protect the federal treasury against 

runaway increases in the cost of equalization.9 

 

Consistent with these principles, one proposal advanced by the Task Force was that only the portion of 

resource revenues that would accrue to the provinces if all sub -surface rights were privately owned rather 

than publicly owned should be subject to equalization. This would amount to the provincial share due to 

income taxation—say, 20 per cent. Thus, the Task Force appears to have adopted the individualistic view 

that property rights to current resource revenues rests with current residents (subject to the caveats above).  

 

Some Assessment  

The theoretical principles for equalization would suggest that it is (a) what governments do with revenues at 

their disposal and (b) disparities in revenue sources that determine the case for equalization.  Thus, 

resource rents transferred to residents ought to be equalized—rent-seeking migration creates a fiscal 

externality; differential NFBs create fiscal inequity.  In either case, it is the full amount of resource rents 
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transferred to residents which ought to be equalized, not just the portion which would accrue to the 

provincial treasury if resources were privately owned.10 A truly comprehensive federal income tax base 

would include NFBs; there is, therefore, some merit to the Gainer and Powrie argument, but not to the Task 

Force position that only the provincial share due to income taxation should be subject to equalization. 

 

Extending the theoretical discussion, a case might be made, however, that resource revenues used to 

finance infrastructure development (pure public goods), especially where this corrects for regional disparity, 

ought not to be equalized on grounds of fiscal efficiency and, perhaps, on grounds of fiscal equity. 

 

The Economic Council’s Proposal 

The Economic Council of Canada Report of 1982, Financing Confederation: Today and Tomorrow, 

recommended the following: 

• all natural resource revenues distributed by provincial governments to residents of a province 

should be taken into account in the equalization formula. It is immaterial whether this distribution 

takes place directly in the form of goods and services and/or tax relief, or indirectly in the form of 

subsidized prices; 

• resource revenues should be equalized when they are distributed as income to residents of the 

provinces.  Thus funds deposited in heritage, or other savings, funds should not be equalized; they 

should only be subject to equalization when they commence to provide benefits to provincial 

residents; 

• the amount of provincial natural resource revenues that is subject to equalization should 

approximate the federal taxes that would be paid, on average, if resource revenues were 

distributed to provincial residents and treated as personal income; 

• there should be no artificial limits, as at present, on the extent to which eligible natural resource 

revenues are equalized. 

 

To elaborate, the Council adopted a narrow-based view of horizontal equity, namely that, since property 

rights for natural resource revenues are constitutionally assigned to the provinces, the federal government 

should concern itself only with horizontal equity in so far as the federal income tax base fails to take into 

                                                                                                                                                             
9 Task Force Report, pp. 164-165. 
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account NFBs arising from the distribution of resource revenues.  The consequence of this is that like 

individuals in resource-rich provinces pay less federal income tax than their counterparts elsewhere. This 

component of NFB differential across provinces ought to be equalized on grounds of fiscal equity. 

 

The Economic Council, therefore, appears to have adopted the view that property rights to the benefits 

arising from current revenues rest with current residents.  Since they, too, would exclude resource 

revenues held in heritage, or other savings, funds, this could amount to less than 100 per cent of resource 

revenues.  Moreover, it is implicitly assumed that resource revenues accruing to residents—albeit through 

tax relief or direct provision of goods and services—are exempt from provincial taxation.  At the same time, 

since the income tax base is not enriched, there is no benefit to the federal treasury—effectively, the 

provincial government is able to transfer the resource revenues tax-free to current residents—providing no 

offset to additional federal liabilities arising from associated equalization entitlements.  The implication is 

that something less than 30 per cent of resource revenues ought to be subject to equalization.  

 

On the other hand, if resource revenues were distributed annually as income to current residents, then the 

provincial income tax base would be enriched.  This would reflect in both provincial and federal income tax 

revenues.  Additional provincial income tax revenues would be subject to equalization; additional federal 

income tax revenues would contribute towards financing increased entitlements.  This would suggest, say, 

a 30 per cent share accruing to the federal treasury and approximately 20 per cent to the provincial 

treasury; the balance would remain with residents as net income.  The implication is that 20 per cent of 

resource revenues should be subject to equalization. 

 

As Courchene (1984) has noted: “This is an interesting vicious circle.  The incentives in the system are 

such that they encourage provinces to refrain from allocating property rights to resource rents.  But the fact 

that they therefore accrue to the provinces as ‘common property’ resources means that they induce rent-

seeking migration to the extent that they are not capitalized.” 11 

 

                                                                                                                                                             
10 Resource revenues, like land rents to Henry George, are unearned income, in contrast to income from labour and capital—as 
such, their distribution creates a form of NFB. 
11 See Courchene (1984), pp. 108-109. 
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Again, however, these arguments ignore the simple proposition that distribution of resource revenues to 

residents in whatever form will create the potential for differential NFBs across provinces and, hence, a 

potential case for equalization.  

 

On grounds of both fiscal efficiency and broad-based horizontal equity, all resource revenues used to 

enhance public services, reduce tax burdens, pay down debt should be subject to equalization to the extent 

that these create NFB differentials across provinces. 

 

The AIMS Proposal 

The Atlantic Institute for Market Studies (AIMS) paper by Ken Boessenkool (2001), entitled “Taking Off the 

Shackles: Equalization and the Development of Nonrenewable Resources in Atlantic Canada,” makes the 

claim that “non-renewable resource royalties are of a fundamentally different nature from other types of 

revenues…….[w]hen a royalty is levied on the sale of such resources, all that changes is that the province 

now has a cash asset instead of an asset in the ground.”  Indeed, if the resource royalties are held in the 

form of savings—say in a heritage fund—then nothing has changed. If, however, the cash is used, as they 

suggest it should be, to “either reduce debt, or invest in long -term infrastructure” then, while the balance 

sheet may be unchanged, other than in the mix of types of assets and l iabilities, direct benefits will have 

been conferred on residents of the province. 

 

In other words, the balance-sheet argument that revenues generated from the extraction of non-renewable 

resources simply constitute a substitution of assets is a red-herring.  What is at issue is the form of 

government intervention in the economy and the extent to which it results in net fiscal benefit (NFB) 

differentials. Revenues (a flow) accumulated in a heritage fund constitute a stock, just as sub-surface oil 

and gas constitutes a stock.  When the heritage fund is run down, this becomes part of current revenues (a 

flow).  It is only when resource revenues are used to confer benefits on residents that equalization issues 

surface.  And the resulting NFB differentials give rise to a case for equalization on grounds of both fiscal 

equity and fiscal efficiency.  

 

To repeat, unexploited resource revenues are analytically equivalent to revenues held in a heritage fund (at 

least as long as the value of the asset is growing at the  rate of interest).   There is no disagreement that 

resource revenues held in the form of a heritage fund should not be included in the RTS as revenues to be 
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equalized, other than the caveat associated with the incentive for rent-seeking migration today in 

anticipation of distribution of the heritage fund in the future.  But if used to provide benefits to provincial 

residents, including tax relief, then they should be subject to equalization. 

 

That is to say, the issue is determining sources of NFB differentials across provinces and using 

equalization to correct for these.  Put differently, the issue is not whether resource revenues constitute 

income or wealth, rather it is what use is made of the revenues.  The issue is not whether resource 

revenues should be included as current provincial revenues, rather it is whether the actions of the provincial 

government—in this case the exploitation of a non-renewable natural resource—give rise to NFB 

differentials.  

 

These arguments might be pushed a little further. The RTS is based on notional revenues.  To repeat, 

equalization entitlements are calculated based on the RTS, summing entitlements over 33 revenue sources 

computed on standardized bases evaluated at national average tax rates and compared to the 

representative standard.  Thus, for example, notional sales tax entitlements are calculated for Alberta even 

though Alberta eschews sales taxation.  By the same token, it might be argued that notional resource 

revenues could be assessed in provinces that choose not to exploit known resource deposits. 

 

In light of the generic solution, as much as 30 per cent of these notional revenues could show up as a 

component of a province’s notional own-source fiscal capacity (subject to savings decisions).  An argument 

might be made that any province that is eligible to receive equalization should have notional unexploited 

resource revenues deducted from its entitlements.  That is, provinces should not build heritage funds while 

still receiving equalization.  In practice, of course, it would be difficult to assess a value to unrealized 

potential resource royalties and is surely a contentious matter.  

 

The double-counting/capitalization argument made in the AIMS study is weak.  Rents are but one form of 

factor income associated with exploitation of natural resources.  Wages and salaries as well as interest are 

also generated and to be sure there will be trickle-down effects through the provincial economy, reflected in 

increases in income and sales tax bases, among others.  If all resource rents are held in a heritage fund, 

there will be no capitalization effect other than those resulting from other factor incomes generated and 

trickle-down effects.  To the extent that resource revenues are used to enrich public services or provide tax  
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relief, the potential for capitalization effects will be enhanced.  But without explicit analysis of factor supply 

conditions, it is not possible to argue that capitalization effects will be so pronounced as to duplicate 

resource revenues, thereby making equalization of resource revenues redundant.  Moreover, if 

capitalization is truly a phenomenon about which we need to be concerned with regard to equalization, 

surely projects which grow the economies of equalization-receiving provinces can only result in a more 

efficient allocation of resources across provinces. 

 

Standing Senate Committee on National Finance 

This committee, Murray (2002, p. 22), recommended that the ten-province standard be adopted in place of 

the current five-province standard.  In making this recommendation, the Committee recognized that the ten-

province standard would entail additional costs but it felt that the current five-province standard is 

inconsistent with the intent of the program.  However, it recommended against the elimination of 

nonrenewable natural resources from the equalization formula. 12 

 

Other proposals  

Martin (2001) advocated a return to the ten-province standard and suggested removing oil and gas 

revenues form the equalization formula.  Although he indicated that improving the generic solution would an 

option for addressing concerns with the nonrenewable natural resource revenues in Atlantic Canada, it, in 

his opinion, would be a less preferred option.  Boessenkool (2002) offers ten reasons for removing 

nonrenewable natural resources from the equalization formula   one of which is that it would mean very 

small adjustments for the recipient provinces.  Feehan (2002) suggests returning to the ten-province 

standard, equalizing 25% of natural resources and excluding both the offshore accords and the Generic 

Solution.  

 

6. Simulations 

In order to assess these suggested changes and other possible amendments to the equalization formula, 

20 scenarios/simulations were run for each of four fiscal years considered in this analysis.  The results for 

the four fiscal years are presented in Tables 5 through 12 below and the detailed scenarios for the base 

                                                 
12 Murray (2002, p.25).  
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case and the national average standard are provided in Appendix C.13  While the 2000-01 fiscal year was 

the last fiscal year available to the authors for which final calculations were available, it became clear that 

the impacts of some of the scenarios considered in this analysis were strongly influenced by the specific 

fiscal year chosen.  In particular, as Figure 1 illustrates, natural gas prices were at historic high levels in 

2000-01, which, in turn, implies that natural gas royalties in Alberta were exceptionally high in that year.  

Consequently, in the switch from a five-province standard to a ten-province standard would add more than 

$4 billion to the equalization program if 2000-01 was used.  The financial implication of a switch to the ten-

province standard would be significantly less if other years were chosen.  To illustrate the sensitive of the 

scenarios analyzed to the choice of the fiscal year, three additional fiscal years were considered  1999-

01 (denoted by the letter “B” after the scenario number), 2001-02 (denoted by the letter “C” after the 

scenario number) and 2002-03 (denoted by the letter “D” after the scenario number). 

 

The simulations undertaken for 2000-01 fiscal year are described in Table 4.  An identical set of analyses 

was undertaken for each of the fiscal years considered. 

 

                                                 
13 The provincial equalization entitlements were calculated utilizing the equalization bases that were in place after 1999.  There 
was no attempt to blend pre-1999 bases and post-1999 changes for the analysis utilized in this report.  In addition, no population 
adjustments were undertaken for the preliminary estimates utilized for fiscal years 2001-02 and 2002-03.  Finally, the 
equalization entitlements were calculated as if the Atlantic Accord was not relevant and only the Generic Solution was used.  

Figure 1: Monthly US Natural Gas City Gate Price
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Table 4: Scenario Descriptions14,15 
 
Scenario Description 

1A This is the low-revenue, bas e case to which all other low-revenue scenarios will be 
compared.  This scenario replicates the 2000-2001 final estimates that are available 
from the Department of Finance, Government of Canada. 

2A This scenario utilizes the parameters available for the 2000-2001 fiscal year, but 
changes the equalization standard from the five-province standard to the national 
average or ten-province standard that some provincial governments have been 
requesting. 

3A This scenario estimates the provincial equalization entitlement that would prevail in 
the 2000-2001 fiscal year if all natural resource revenues were excluded from the 
equalization formula. 

4A This scenario estimates the provincial equalization entitlement that would prevail in 
the 2000-2001 fiscal year if 30% of natural resource revenues were excluded from 
the equalization formula.16 

5A This replicates Scenario 4, but under the assumption that 50% of all natural resource 
revenues were excluded from the equalization formula. 

6A This scenario employs the national average standard to the 2000-2001 fiscal year 
under the assumption that all natural resource revenues were excluded from the 
equalization formula. 

7A This scenario substitutes the national average standard for the 2000-2001 fiscal year 
and excludes 30% of natural resource revenues from the equalization formula.  As in 
Scenario 4, this applies only to the non-offshore oil and gas, natural resource 
equalization categories because the Generic Solution is already utilized in the 2000-
2001 calculations. 

8A This replicates Scenario 7, but under the assumption that 50% of all natural resource 
revenues were excluded from the equalization formula. 

9A Under this scenario, a national average standard is utilized but there is a one -third 
cap on equalization entitlements that are due to deficiencies in natural resource 
revenues.17 

10A For this scenario, the base case is reproduced under an “improved” Generic Solution 
that applies only to offshore oil and gas equalization bases.  Under this scenario, the 
equalization offset protection is increased from its current level of 30% to 50%.                                                                                                                                                              

This is clearly not the case for fiscal years 2001-02 to 2004-05.   The reason for this is to compare the implications of each 
scenario considered on the same basis without having the results obscured by the working of the Atlantic Accord. 
14  None of the scenarios considered in this analysis allowed for the possibility that the ceiling on equalization payments was 
violated.  While this ceiling placed an upper limit on the total equalization payments in a given year and constrained growth in 
cumulative equalization payments to all provinces to be less than or equal the cumulative growth in GDP relative to some 
reference year, as part of the February 2003 First Ministers’ Accord, the ceiling was removed permanently from 2002-03 onward. 
15 The scenarios considered in this analysis were undertaken with and without the personal income override provision.  Since the 
personal income override did not kick in for the scenarios considered in this analysis, the results of these simulations are 
presented without the personal income override.  The personal income override excluded provinces from receiving equalization if 
their personal income per capita was above the national average level per capita. 
16 Note that the offshore oil and gas categories for the 2000-2001 fiscal year calculations already have 30% of the revenues 
excluded through the Generic Solution and, as such, the 30% reduction in natural resource revenues considered in this scenario 
applies only to the non-offshore oil and gas, natural resource equalization categories. 
17 In other words, a province’s equalization entitlements that are generated by natural resource equalization bases can be no 
larger than one-third of the total entitlements calculated for that province. 
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equalization offset protection is increased from its current level of 30% to 50%. 
11A For this scenario and the ones that follow, it has been assumed that the annual 

revenues that flow from the offshore oil and gas industry to the Newfoundland and 
Labrador and Nova Scotia treasury are $350 million and $250 million, respectively.  
These high revenue scenarios are included to illustrate how sensitive changes in 
equalization entitlements calculations are to the level of revenues being received by 
the provincial treasuries. 

12A This repeats Scenario 11 but assumes that the national average equalization is 
applicable. 

13A This repeats Scenario 11 under the assumption that all natural resources are 
excluded from the equalization entitlements. 

14A This repeats Scenario 11 under the assumption that 30% of natural resources are 
excluded from the equalization entitlements. 

15A This repeats Scenario 11 under the assumption that 50% of natural resources are 
excluded from the equalization entitlements. 

16A This repeats Scenario  12 under the assumption that all natural resources are 
excluded from the equalization entitlements. 

17A This repeats Scenario 12 under the assumption that 30% of natural resources are 
excluded from the equalization entitlements. 

18A This repeats Scenario 12 under the assumption that 50% of natural resources are 
excluded from the equalization entitlements. 

19A This repeats Scenario 12, but with the one-third cap on natural resource equalization 
entitlements. 

20A This repeats Scenario 11 for an improved Generic Solution that excludes 50% of 
offshore oil and gas revenues from the calculation of equalization. 
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Table 5: Equalization Entitlement for Low Revenue Scenarios – Base Case (2000-01 Year) and Variants (Millions of Dollars) 

  NFLD.   P.E.I   N.S.    N.B.   QUE.   ONT.   MAN.   SASK.    ALTA.   B.C.   
Receiving  
Provinces 

 
Scenario 1A. Base Case - 2000-2001 Final Estimates $1,113  $269  $1,402  $1,267  $5,455  ($6,118) $1,255  $59  ($14,293) ($651) $10,820  
Scenario 2A. National Average Standard $1,290  $315  $1,715  $1,518  $7,920  ($2,209) $1,639  $397  ($13,287) $702  $15,496  
Scenario 3A. Base Case - Excluding Natural Resources $1,091  $239  $1,206  $1,159  $4,702  ($8,298) $1,175  $1,144  ($3,771) $1,276  $11,992  
Scenario 4A. Base Case - Excluding 30% Natural Resources $1,096  $260  $1,341  $1,234  $5,229  ($6,772) $1,231  $385  ($11,136) ($73) $10,777  
Scenario 5A. Base Case - Excluding 50% Natural Resources $1,095  $254  $1,303  $1,213  $5,078  ($7,208) $1,215  $602  ($9,032) $312  $11,072  
Scenario 6A. National Average Standard - Excluding Natural 
Resources $1,092  $239  $1,209  $1,160  $4,721  ($8,268) $1,178  $1,147  ($3,764) $1,286  $12,032  
Scenario 7A. National Average Standard - Excluding 30% 
Natural Resources $1,221  $292  $1,562  $1,411  $6,963  ($4,022) $1,501  $622  ($10,429) $879  $14,451  
Scenario 8A. National Average Standard - Excluding 50% 
Natural Resources $1,184  $277  $1,461  $1,340  $6,322  ($5,236) $1,409  $772  ($8,525) $995  $13,760  
Scenario 9A. National Average Standard - 1/3 Cap on 
Resource Entitlements $1,290  $315  $1,715  $1,518  $7,081  ($2,209) $1,639  $397  ($13,287) $702  $14,657 
Scenario 10A. Base Case - Improved Generic Solution (50%) $1,122 $269 $1,404 $1,267 $5,455 ($6,118) $1,255 $59 ($14,293) ($651) $10,831 
Scenario 11A. High Revenue – Five Province Standard $900  $269  $1,234  $1,267  $5,455  ($6,118) $1,255  $59  ($14,293) ($651) $10,438  
Scenario 12A. High Revenue - National Average Standard  $1,084 $316 $1,559 $1,528 $8,011 ($2,063) $1,653 $410 ($13,250) $752 $15,313 
Scenario 13A. High Revenue – Five Province Standard - 
Excluding Natural Resources $1,091  $239  $1,206  $1,159  $4,702  ($8,298) $1,175  $1,144  ($3,771) $1,276  $11,992  
Scenario 14A. High Revenue – Five Province Standard - 
Excluding 30% Natural Resources $884  $260  $1,173  $1,234  $5,229  ($6,772) $1,231  $385  ($11,136) ($73) $10,396  
Scenario 15A. High Revenue – Five Province Standard - 
Excluding 50% Natural Resources $943  $254  $1,183  $1,213  $5,078  ($7,208) $1,215  $602  ($9,032) $312  $10,488  
Scenario 16A. High Revenue - National Average Standard - 
Excluding Natural Resources $1,092  $239  $1,209  $1,160  $4,721  ($8,268) $1,178  $1,147  ($3,764) $1,286  $12,032  
Scenario 17A. High Revenue - National Average Standard - 
Excluding 30% Natural Resources $1,015  $294  $1,405  $1,421  $7,054  ($3,877) $1,516  $635  ($10,392) $929  $14,268  
Scenario 18A. High Revenue - National Average Standard - 
Excluding 50% Natural Resources $1,037  $278  $1,349  $1,346  $6,388  ($5,132) $1,419  $781  ($8,498) $1,031  $13,629  
Scenario 19A: High Revenue – National Average Standard – 
1/3 Cap on Resource Entitlements $1,084 $316 $1,559 $1,528 $7,081 ($2,063) $1,653 $410 ($13,250) $752 $14,383 
Scenario 20A. High Revenue – Five Province Standard – 
Improved Generic Solution (50% of Offshore Oil and Gas) $970 $269 $1,284 $1,267 $5,455 ($6,118) $1,255 $59 ($14,293) ($651) $10,558  
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 Table 6: Change in Actual Equalization Payments from Relevant Base Case (2000-01 Year) (Millions of Dollars) 

  NFLD.   P.E.I   N.S.    N.B.   QUE.   ONT.   MAN.   SASK.    ALTA.   B.C.   
Receiving  
Provinces  

 
Scenario 1A. Base Case - 2000-2001 Final Estimates Scenarios 2 to 10 are changes relative to Scenario 1 
Scenario 2A. National Average Standard  $177  $46  $313  $251  $2,465  $0  $384  $338  $0  $702  $4,676  
Scenario 3A. Base Case – Excluding Natural Resources ($22) ($30) ($196) ($108) ($753) $0  ($80) $1,086  $0  $1,276  $1,172  
Scenario 4A. Base Case – Excluding 30% Natural Resources ($16) ($9) ($61) ($33) ($226) $0  ($24) $326  $0  $0  ($43) 
Scenario 5A. Base Case – Excluding 50% Natural Resources ($18) ($15) ($99) ($54) ($377) ($1,090) ($40) $543  $5,261  $963  $252  
Scenario 6A. National Average Standard - Excluding Natural 
Resources ($21) ($30) ($194) ($106) ($734) $0  ($77) $1,088  $0  $1,286  $1,213  
Scenario 7A. National Average Standard - Excluding 30% 
Natural Resources $108  $23  $159  $144  $1,508  $0  $246  $563  $0  $879  $3,632 
Scenario 8A. National Average Standard - Excluding 50% 
Natural Resources $71  $8  $59  $73  $867  $882  $154  $713  $5,768  $1,646  $2,940  
Scenario 9A. National Average Standard - 1/3 Cap on 
Resource Entitlements $177  $46  $313  $251  $1,626  $0  $384  $338  $0  $702  $3,838  
Scenario 10A. Base Case – Improved Generic Solution (50%) $9  $0  $2  $0  $0  $0  $0  $0  $0  $0  $11  
Scenario 11A. High Revenue – Five Province Standard Scenarios 12 to 20 are changes relative to Scenario 11 
Scenario 12A. High Revenue - National Average Standard  $184  $47  $325  $261  $2,556  $0  $399  $351  $0  $752  $4,875  
Scenario 13A. High Revenue – Five Province Standard - 
Excluding Natural Resources $191  ($30) ($28) ($108) ($753) $0  ($80) $1,086  $0  $1,276  $1,553  
Scenario 14A. High Revenue – Five Province Standard - 
Excluding 30% Natural Resources ($16) ($9) ($61) ($33) ($226) $0  ($24) $326  $0  $0  ($43) 
Scenario 15A. High Revenue – Five Province Standard - 
Excluding 50% Natural Resources $43  ($15) ($51) ($54) ($377) ($1,090) ($40) $543  $5,261  $963  $50  
Scenario 16A. High Revenue - National Average Standard - 
Excluding Natural Resources $192  ($30) ($25) ($106) ($734) $0  ($77) $1,088  $0  $1,286  $1,594  
Scenario 17A. High Revenue - National Average Standard - 
Excluding 30% Natural Resources $115  $25  $171  $154  $1,600  $0  $261  $576  $0  $929  $3,830 
Scenario 18A. High Revenue - National Average Standard - 
Excluding 50% Natural Resources $137  $9  $115  $79  $933  $986  $164  $722  $5,795  $1,682  $3,191  
Scenario 19A: High Revenue – National Average Standard – 
1/3 Cap on Resource Entitlements $184  $47  $325  $261  $1,626  $0  $399  $351  $0  $752  $3,944  
Scenario 20A. High Revenue – Five Province Standard – 
Improved Generic Solution (50% of Offshore Oil and Gas) $70  $0  $50  $0  $0  $0  $0  $0  $0  $0  $120  
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Table 7: Equalization Entitlement for Low Revenue Scenarios – Base Case (1999-00 Year) and Variants (Millions of Dollars) 

  NFLD.   P.E.I   N.S.    N.B.   QUE.   ONT.   MAN.   SASK.    ALTA.   B.C.   
Receiving  
Provinces 

 
Scenario 1B. Base Case – 1999-2000 Final Estimates $1,186  $248  $1,293  $1,166  $5,339  ($6,832) $1,195  $246  ($7,570) $52  $10,724  
Scenario 2B. National Average Standard $1,252  $264  $1,406  $1,257  $6,229  ($5,439) $1,334  $370  ($7,212) $539  $12,651  
Scenario 3B. Base Case - Excluding Natural Resources $1,129  $228  $1,138  $1,127  $4,839  ($8,279) $1,091  $1,047  ($2,873) $1,301  $11,900  
Scenario 4B. Base Case - Excluding 30% Natural Resources $1,165  $242  $1,246  $1,154  $5,189  ($7,266) $1,164  $486  ($6,161) $427  $10,646  
Scenario 5B. Base Case - Excluding 50% Natural Resources $1,154 $238 $1,215 $1,147 $5,089 ($7,555) $1,143 $646 ($5,222) $676 $10,632 
Scenario 6B. National Average Standard - Excluding Natural 
Resources $1,116  $224  $1,115  $1,108  $4,658  ($8,562) $1,063  $1,022  ($2,946) $1,202  $11,508  
Scenario 7B. National Average Standard - Excluding 30% 
Natural Resources $1,207  $252  $1,318  $1,213  $5,759  ($6,374) $1,253  $566  ($5,932) $739  $12,306  
Scenario 8B. National Average Standard - Excluding 50% 
Natural Resources $1,181 $244 $1,260 $1,183 $5,444 ($6,999) $1,199 $696 ($5,079) $871 $12,078 
Scenario 9B. National Average Standard - 1/3 Cap on 
Resource Entitlements $1,252  $264  $1,406  $1,257  $6,229  ($5,439) $1,334  $370  ($7,212) $539  $12,651  
Scenario 10B. Base Case - Improved Generic Solution (50%) $1,190 $248 $1,293 $1,166 $5,339 ($6,832) $1,195 $246 ($7,570) $52  $10,729  
Scenario 11B. High Revenue – Five Province Standard $955  $248  $1,119  $1,166  $5,339  ($6,832) $1,195  $246  ($7,570) $52  $10,320  
Scenario 12B. High Revenue - National Average Standard  $1,028 $266 $1,245 $1,267 $6,326 ($5,285) $1,349 $383 ($7,173) $593 $12,458  
Scenario 13B. High Revenue – Five Province Standard - 
Excluding Natural Resources $1,129  $228  $1,138  $1,127  $4,839  ($8,279) $1,091  $1,047  ($2,873) $1,301  $11,900  
Scenario 14B. High Revenue – Five Province Standard - 
Excluding 30% Natural Resources $934  $242  $1,072  $1,154  $5,189  ($7,266) $1,164  $486  ($6,161) $427  $10,241  
Scenario 15B. High Revenue – Five Province Standard - 
Excluding 50% Natural Resources $990 $238 $1,091 $1,147 $5,089 ($7,555) $1,143 $646 ($5,222) $676 $10,343 
Scenario 16B. High Revenue - National Average Standard - 
Excluding Natural Resources $1,116  $224  $1,115  $1,108  $4,658  ($8,562) $1,063  $1,022  ($2,946) $1,202  $11,508  
Scenario 17B. High Revenue - National Average Standard - 
Excluding 30% Natural Resources $983  $254  $1,157  $1,223  $5,856  ($6,221) $1,268  $579  ($5,893) $792  $12,113  
Scenario 18B. High Revenue - National Average Standard - 
Excluding 50% Natural Resources $1,021 $246 $1,145 $1,190 $5,514 ($6,890) $1,209 $706 ($5,051) $909 $11,940 
Scenario 19B: High Revenue – National Average Standard – 
1/3 Cap on Resource Entitlements $1,028 $266 $1,245 $1,267 $6,326 ($5,285) $1,349 $383 ($7,173) $593 $12,458  
Scenario 20B. High Revenue – Five Province Standard – 
Improved Generic Solution (50% of Offshore Oil and Gas) $1,025 $248 $1,169 $1,166 $5,339 ($6,832) $1,195 $246 ($7,570) $52  $10,440  
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 Table 8: Change in Actual Equalization Payments from Relevant Base Case (1999-00 Year) (Millions of Dollars) 

  NFLD.   P.E.I   N.S.    N.B.   QUE.   ONT.   MAN.   SASK.    ALTA.   B.C.   
Receiving  
Provinces  

 
Scenario 1B. Base Case – 1999-2000 Final Estimates Scenarios 2 to 10 are changes relative to Scenario 1 
Scenario 2B. National Average Standard  $65  $17  $114  $91  $890  $0  $138  $124  $0  $487  $1,927  
Scenario 3B. Base Case – Excluding Natural Resources ($57) ($20) ($155) ($39) ($499) $0  ($104) $801  $0  $1,249  $1,176  
Scenario 4B. Base Case – Excluding 30% Natural Resources ($21) ($6) ($47) ($12) ($150) $0  ($31) $240  $0  $375  ($79) 
Scenario 5B. Base Case – Excluding 50% Natural Resources ($32) ($10) ($78) ($19) ($250) $0  ($52) $400  $0  $624  ($92) 
Scenario 6B. National Average Standard - Excluding Natural 
Resources ($70) ($24) ($178) ($58) ($681) $0  ($132) $776  $0  $1,150  $784  
Scenario 7B. National Average Standard - Excluding 30% 
Natural Resources $21  $5  $26  $47  $420  $0  $57  $320  $0  $687  $1,582  
Scenario 8B. National Average Standard - Excluding 50% 
Natural Resources ($5) ($4) ($33) $17  $105  $0  $4  $450  $0  $819  $1,354  
Scenario 9B. National Average Standard - 1/3 Cap on 
Resource Entitlements $65  $17  $114  $91  $890  $0  $138  $124  $0  $487  $1,927  
Scenario 10B. Base Case – Improved Generic Solution (50%) $4  $0  $0  $0  $0  $0  $0  $0  $0  $0  $4  
Scenario 11B. High Revenue – Five Province Standard Scenarios 12 to 20 are changes relative to Scenario 11 
Scenario 12B. High Revenue - National Average Standard  $73  $18  $126  $101  $988  $0  $153  $138  $0  $541  $2,138  
Scenario 13B. High Revenue – Five Province Standard - 
Excluding Natural Resources $174  ($20) $19  ($39) ($499) $0  ($104) $801  $0  $1,249  $1,580  
Scenario 14B. High Revenue – Five Province Standard - 
Excluding 30% Natural Resources ($21) ($6) ($47) ($12) ($150) $0  ($31) $240  $0  $375  ($79) 
Scenario 15B. High Revenue – Five Province Standard - 
Excluding 50% Natural Resources $35  ($10) ($28) ($19) ($252) $0  ($52) $400  $0  $624  ($79) 
Scenario 16B. High Revenue - National Average Standard - 
Excluding Natural Resources $160  ($24) ($4) ($58) ($681) $0  ($132) $776  $0  $1,150  $1,188  
Scenario 17B. High Revenue - National Average Standard - 
Excluding 30% Natural Resources $28  $6  $38  $57  $518  $0  $73  $334  $0  $740  $1,793  
Scenario 18B. High Revenue - National Average Standard - 
Excluding 50% Natural Resources $66  ($2) $26  $24  $175  $0  $14  $460  $0  $857  $1,620  
Scenario 19B: High Revenue – National Average Standard – 
1/3 Cap on Resource Entitlements $73  $18  $126  $101  $988  $0  $153  $138  $0  $541  $2,138  
Scenario 20B. High Revenue – Five Province Standard – 
Improved Generic Solution (50% of Offshore Oil and Gas) $70  $0  $50  $0  $0  $0  $0  $0  $0  $0  $120  
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Table 9: Equalization Entitlement for Low Revenue Scenarios – Base Case (2001-02 Year) and Variants (Millions of Dollars) 

  NFLD.   P.E.I   N.S.    N.B.   QUE.   ONT.   MAN.   SASK.    ALTA.   B.C.   
Receiving  
Provinces 

 
Scenario 1C. Base Case – 2001-2002 Fourth Estimates $978  $240  $1,188  $1,176  $4,702  ($6,503) $1,246  $247  ($11,479) $307  $10,084  
Scenario 2C. National Average Standard $1,114  $275  $1,428  $1,369  $6,593  ($3,476) $1,539  $507  ($10,701) $1,351  $14,176  
Scenario 3C. Base Case - Excluding Natural Resources $967  $217  $1,044  $1,095  $4,203  ($8,064) $1,207  $956  ($5,358) $1,698  $11,387  
Scenario 4C. Base Case - Excluding 30% Natural Resources $964  $233  $1,141  $1,152  $4,553  ($6,971) $1,235  $460  ($9,643) $724  $9,737  
Scenario 5C. Base Case - Excluding 50% Natural Resources $964 $229 $1,113 $1,136 $4,453 ($7,283) $1,227 $601 ($8,419) $1,002 $9,723 
Scenario 6C. National Average Standard - Excluding Natural 
Resources $1,002  $226  $1,106  $1,145  $4,690  ($7,284) $1,283  $1,022  ($5,157) $1,967  $12,442  
Scenario 7C. National Average Standard - Excluding 30% 
Natural Resources $1,070  $261  $1,328  $1,302  $6,025  ($4,613) $1,463  $662  ($9,035) $1,538  $13,649  
Scenario 8C. National Average Standard - Excluding 50% 
Natural Resources $1,050  $251  $1,265  $1,257  $5,644  ($5,376) $1,412  $765  ($7,928) $1,660  $13,304  
Scenario 9C. National Average Standard - 1/3 Cap on 
Resource Entitlements $1,114  $275  $1,428  $1,369  $6,593  ($3,476) $1,539  $507  ($10,701) $1,351  $14,176  
Scenario 10C. Base Case - Improved Generic Solution (50%) $988 $240 $1,191 $1,176 $4,702 ($6,503) $1,246 $247 ($11,479) $307  $10,098  
Scenario 11C. High Revenue – Five Province Standard $769  $240  $1,025  $1,176  $4,702  ($6,503) $1,246  $247  ($11,479) $307  $9,712  
Scenario 12C. High Revenue - National Average Standard  $911 $277 $1,276 $1,378 $6,682 ($3,333) $1,553 $519 ($10,664) $1,400 $13,997  
Scenario 13C. High Revenue – Five Province Standard - 
Excluding Natural Resources $967  $217  $1,044  $1,095  $4,203  ($8,064) $1,207  $956  ($5,358) $1,698  $11,387  
Scenario 14C. High Revenue – Five Province Standard - 
Excluding 30% Natural Resources $755  $233  $978  $1,152  $4,553  ($6,971) $1,235  $460  ($9,643) $724  $9,365  
Scenario 15C. High Revenue – Five Province Standard - 
Excluding 50% Natural Resources $815  $229  $997  $1,136  $4,453  ($7,283) $1,227  $601  ($8,419) $1,002  $9,458  
Scenario 16C. High Revenue - National Average Standard - 
Excluding Natural Resources $1,002  $226  $1,106  $1,145  $4,690  ($7,284) $1,283  $1,022  ($5,157) $1,967  $12,442  
Scenario 17C. High Revenue - National Average Standard - 
Excluding 30% Natural Resources $867  $262  $1,177  $1,311  $6,114  ($4,470) $1,477  $674  ($8,999) $1,587  $13,470  
Scenario 18C. High Revenue - National Average Standard - 
Excluding 50% Natural Resources $906  $252  $1,157  $1,264  $5,708  ($5,274) $1,421  $774  ($7,902) $1,696  $13,176  
Scenario 19C: High Revenue – National Average Standard – 
1/3 Cap on Resource Entitlements $911 $277 $1,276 $1,378 $6,682 ($3,333) $1,553 $519 ($10,664) $1,400 $13,997  
Scenario 20C. High Revenue – Five Province Standard – 
Improved Generic Solution (50% of Offshore Oil and Gas) $839 $240 $1,075 $1,176 $4,702 ($6,503) $1,246 $247 ($11,479) $307  $9,832  
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 Table 10: Change in Actual Equalization Payments from Relevant Base Case (2001-02 Year) (Millions of Dollars) 

  NFLD.   P.E.I   N.S.    N.B.   QUE.   ONT.   MAN.   SASK.    ALTA.   B.C.   
Receiving  
Provinces  

 
Scenario 1C. Base Case – 2001-2002 Fourth Estimates Scenarios 2 to 10 are changes relative to Scenario 1 
Scenario 2C. National Average Standard  $136  $35  $241  $193  $1,891  $0  $293  $260  $0  $1,044  $4,085  
Scenario 3C. Base Case – Excluding Natural Resources -$11  ($23) ($143) ($81) ($499) $0  ($39) $708  $0  $1,391  $1,303  
Scenario 4C. Base Case – Excluding 30% Natural Resources -$14  ($7) ($47) ($24) ($150) $0  ($12) $213  $0  $417  ($347) 
Scenario 5C. Base Case – Excluding 50% Natural Resources -$14  ($11) ($74) ($41) ($249) $0  ($20) $354  $0  $696  ($361) 
Scenario 6C. National Average Standard - Excluding Natural 
Resources $24  ($14) ($81) ($32) ($12) $0  $36  $775  $0  $1,660  $2,358  
Scenario 7C. National Average Standard - Excluding 30% 
Natural Resources $92  $21  $141  $126  $1,323  $0  $217  $415  $0  $1,231  $3,565  
Scenario 8C. National Average Standard - Excluding 50% 
Natural Resources $72  $11  $77  $81  $942  $0  $168  $518  $0  $1,353  $3,220  
Scenario 9C. National Average Standard - 1/3 Cap on 
Resource Entitlements $136  $35  $241  $193  $1,891  $0  $293  $260  $0  $1,044  $4,085  
Scenario 10C. Base Case – Improved Generic Solution (50%) $10  $0  $3  $0  $0  $0  $0  $0  $0  $0  $13  
Scenario 11C. High Revenue – Five Province Standard Scenarios 12 to 20 are changes relative to Scenario 11 
Scenario 12C. High Revenue - National Average Standard  $142  $37  $251  $202  $1,980  $0  $307  $272  $0  $1,093  $4,285  
Scenario 13C. High Revenue – Five Province Standard - 
Excluding Natural Resources $198  ($23) $20  ($81) ($499) $0  ($39) $708  $0  $1,391  $1,675  
Scenario 14C. High Revenue – Five Province Standard - 
Excluding 30% Natural Resources -$14  ($7) ($47) ($24) ($150) $0  ($12) $213  $0  $417  ($347) 
Scenario 15C. High Revenue – Five Province Standard - 
Excluding 50% Natural Resources $46  ($11) ($28) ($41) ($249) $0  ($20) $354  $0  $696  ($254) 
Scenario 16C. High Revenue - National Average Standard - 
Excluding Natural Resources $233  ($14) $82  ($32) ($12) $0  $36  $775  $0  $1,660  $2,730  
Scenario 17C. High Revenue - National Average Standard - 
Excluding 30% Natural Resources $98  $22  $152  $135  $1,412  $0  $231  $427  $0  $1,280  $3,758  
Scenario 18C. High Revenue - National Average Standard - 
Excluding 50% Natural Resources $137  $12  $132  $88  $1,006  $0  $175  $527  $0  $1,389  $3,464  
Scenario 19C: High Revenue – National Average Standard – 
1/3 Cap on Resource Entitlements $142  $37  $251  $202  $1,980  $0  $307  $272  $0  $1,093  $4,285  
Scenario 20C. High Revenue – Five Province Standard – 
Improved Generic Solution (50% of Offshore Oil and Gas) $70  $0  $50  $0  $0  $0  $0  $0  $0  $0  $120  
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Table 11: Equalization Entitlement for Low Revenue Scenarios – Base Case (2002-03 Year) and Variants (Millions of Dollars) 

  NFLD.   P.E.I   N.S.    N.B.   QUE.   ONT.   MAN.   SASK.    ALTA.   B.C.   
Receiving  
Provinces 

 
Scenario 1D. Base Case – 2002-2003 Third Estimates $904  $234  $1,155  $1,146  $4,640  ($6,696) $1,218  $194  ($10,170) $644  $10,136  
Scenario 2D. National Average Standard $1,019  $264  $1,358  $1,309  $6,243  ($4,104) $1,466  $412  ($9,501) $1,534  $13,605  
Scenario 3D. Base Case - Excluding Natural Resources $933  $214  $1,034  $1,077  $4,111  ($8,032) $1,178  $927  ($4,889) $1,817  $11,291  
Scenario 4D. Base Case - Excluding 30% Natural Resources $882  $228  $1,115  $1,125  $4,481  ($7,097) $1,206  $414  ($8,586) $996  $9,451  
Scenario 5D. Base Case - Excluding 50% Natural Resources $887 $224 $1,092 $1,112 $4,375 ($7,364) $1,198 $561 ($7,530) $1,230 $9,449 
Scenario 6D. National Average Standard - Excluding Natural 
Resources $961  $222  $1,084  $1,116  $4,499  ($7,404) $1,238  $980  ($4,727) $2,032  $12,132  
Scenario 7D. National Average Standard - Excluding 30% 
Natural Resources $971  $251  $1,273  $1,252  $5,728  ($5,081) $1,399  $584  ($8,065) $1,688  $13,146  
Scenario 8D. National Average Standard - Excluding 50% 
Natural Resources $959  $243  $1,219  $1,214  $5,379  ($5,741) $1,353  $697  ($7,111) $1,788  $12,852  
Scenario 9D. National Average Standard - 1/3 Cap on 
Resource Entitlements $1,019  $264  $1,358  $1,309  $6,243  ($4,104) $1,466  $412  ($9,501) $1,534  $13,605  
Scenario 10D. Base Case - Improved Generic Solution (50%) $925 $234 $1,159 $1,146 $4,640 ($6,696) $1,218 $194 ($10,170) $644  $10,161  
Scenario 11D. High Revenue – Five Province Standard $733  $234  $993  $1,146  $4,640  ($6,696) $1,218  $194  ($10,170) $644  $9,802  
Scenario 12D. High Revenue - National Average Standard  $853 $266 $1,207 $1,317 $6,322 ($3,976) $1,478 $423 ($9,458) $1,578 $13,443  
Scenario 13D. High Revenue – Five Province Standard - 
Excluding Natural Resources $933  $214  $1,034  $1,077  $4,111  ($8,032) $1,178  $927  ($4,889) $1,817  $11,291  
Scenario 14D. High Revenue – Five Province Standard - 
Excluding 30% Natural Resources $688  $228  $953  $1,125  $4,481  ($7,097) $1,206  $414  ($8,586) $996  $9,096  
Scenario 15D. High Revenue – Five Province Standard - 
Excluding 50% Natural Resources $728  $224  $976  $1,112  $4,375  ($7,364) $1,198  $561  ($7,530) $1,230  $9,174  
Scenario 16D. High Revenue - National Average Standard - 
Excluding Natural Resources $961  $222  $1,084  $1,116  $4,499  ($7,404) $1,238  $980  ($4,727) $2,032  $12,132  
Scenario 17D. High Revenue - National Average Standard - 
Excluding 30% Natural Resources $783  $253  $1,122  $1,261  $5,813  ($4,944) $1,412  $595  ($8,030) $1,735  $12,974  
Scenario 18D. High Revenue - National Average Standard - 
Excluding 50% Natural Resources $804  $244  $1,112  $1,220  $5,445  ($5,635) $1,363  $706  ($7,083) $1,824  $12,718  
Scenario 19D: High Revenue – National Average Standard – 
1/3 Cap on Resource Entitlements $853 $266 $1,207 $1,317 $6,322 ($3,976) $1,478 $423 ($9,458) $1,578 $13,443  
Scenario 20D. High Revenue – Five Province Standard – 
Improved Generic Solution (50% of Offshore Oil and Gas) $803 $234 $1,043 $1,146 $4,640 ($6,696) $1,218 $194 ($10,170) $644  $9,922  
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 Table 12: Change in Actual Equalization Payments from Relevant Base Case (2002-03 Year) (Millions of Dollars) 

  NFLD.   P.E.I   N.S.    N.B.   QUE.   ONT.   MAN.   SASK.    ALTA.   B.C.   
Receiving  
Provinces  

 
Scenario 1D. Base Case – 2002-2003 Fourth Estimates Scenarios 2 to 10 are changes relative to Scenario 1 
Scenario 2D. National Average Standard  $115  $30  $203  $163  $1,603  $0  $248  $218  $0  $890  $3,469  
Scenario 3D. Base Case – Excluding Natural Resources $29  ($20) ($121) ($69) ($529) $0  ($41) $733  $0  $1,173  $1,155  
Scenario 4D. Base Case – Excluding 30% Natural Resources -$22  ($6) ($40) ($21) ($159) $0  ($12) $220  $0  $352  ($685) 
Scenario 5D. Base Case – Excluding 50% Natural Resources -$17  ($10) ($63) ($35) ($264) $0  ($20) $366  $0  $586  ($687) 
Scenario 6D. National Average Standard - Excluding Natural 
Resources $57  ($12) ($72) ($30) ($140) $0  $19  $786  $0  $1,389  $1,996  
Scenario 7D. National Average Standard - Excluding 30% 
Natural Resources $67  $17  $118  $106  $1,088  $0  $181  $390  $0  $1,044  $3,010  
Scenario 8D. National Average Standard - Excluding 50% 
Natural Resources $55  $9  $64  $68  $739  $0  $135  $503  $0  $1,144  $2,716  
Scenario 9D. National Average Standard - 1/3 Cap on 
Resource Entitlements $115  $30  $203  $163  $1,603  $0  $248  $218  $0  $890  $3,469  
Scenario 10D. Base Case – Improved Generic Solution (50% ) $21  $0  $4  $0  $0  $0  $0  $0  $0  $0  $25  
Scenario 11D. High Revenue – Five Province Standard Scenarios 12 to 20 are changes relative to Scenario 11 
Scenario 12D. High Revenue - National Average Standard  $120  $32  $214  $171  $1,682  $0  $260  $229  $0  $934  $3,641  
Scenario 13D. High Revenue – Five Province Standard - 
Excluding Natural Resources $200  ($20) $41  ($69) ($529) $0  ($41) $733  $0  $1,173  $1,489  
Scenario 14D. High Revenue – Five Province Standard - 
Excluding 30% Natural Resources -$45  ($6) ($40) ($21) ($159) $0  ($12) $220  $0  $352  ($706) 
Scenario 15D. High Revenue – Five Province Standard - 
Excluding 50% Natural Resources -$5  ($10) ($17) ($35) ($264) $0  ($20) $366  $0  $586  ($628) 
Scenario 16D. High Revenue - National Av erage Standard - 
Excluding Natural Resources $228  ($12) $90  ($30) ($140) $0  $19  $786  $0  $1,389  $2,330  
Scenario 17D. High Revenue - National Average Standard - 
Excluding 30% Natural Resources $50  $19  $129  $115  $1,173  $0  $194  $401  $0  $1,091  $3,172  
Scenario 18D. High Revenue - National Average Standard - 
Excluding 50% Natural Resources $71  $10  $119  $74  $805  $0  $145  $512  $0  $1,180  $2,916  
Scenario 19D: High Revenue – National Average Standard – 
1/3 Cap on Resource Entitlements $120  $32  $214  $171  $1,682  $0  $260  $229  $0  $934  $3,641  
Scenario 20D. High Revenue – Five Province Standard – 
Improved Generic Solution (50% of Offshore Oil and Gas) $70  $0  $50  $0  $0  $0  $0  $0  $0  $0  $120  
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7. Discussion 

Scenario 1—Base Case  

As indicated in Table 1, total annual equalization entitlements from 1999-00 to 2002-03, the period considered in this analysis, have fallen by 20% 

(from $10.9 billion to $8.7 billion).  This fall was driven mainly by the slowdown in the Ontario economy.  During this period, the fall in Prince Edward 

Island’s equalization entitlements decreased by 7.5%, from $255 to $236 million per annum.  Equalization entitlements in New Brunswick fell by less 

than 6% per year from $1.18 to $1.11 billion.  More dramatic decreases were observed in Nova Scotia’s annual entitlements (approximately 14%, 

from $1.29 to $1.11 billion) and Newfoundland and Labrador’s entitlements (approximately 26%, from $1.17 to $0.86 billion). While the drop in 

Newfoundland and Labrador’s equalization entitlements was driven by out-migration and improved revenues flowing from the offshore oil and gas 

sector, it is important to appreciate that the Atlantic Accord partially offset this fall in equalization by transferring $235 million in grants to the 

provincial treasury that were outside of the equalization program.18 

 

Scenario 2 — Ten-Province Standard  

Switching to a ten-province equalization standard will ensure that the annual equalization entitlements in all receiving-provinces will be higher than 

would exist under the current five-province standard and equalization entitlements for each province will be more variable on a year over year basis.  

As well, the extent of the increase in equalization entitlements in switching to a ten-province standard is contingent upon the fiscal year considered.  

The variability in annual equalization entitlements is explained by the differences in natural gas revenues generated in Alberta that results from large 

changes in natural gas prices over this period (see Figure 1).   

 

Moving from a five-province to a ten-province standard will add between $1.9 billion (1999-00) and $4.7 billion (2000-01) in extra costs annually to 

the equalization program.19  In other words, the move to a national average standard would increase the annual cost of providing the program by 20 

                                                 
18 When the impact of the Atlantic Accord offset payments are included, the combination of equalization plus offsets fell from $1.17 to $1.05 billion (a 10.3% decrease). 
19 Other studies have found similar results in switching from five-province standard to a ten-province standard.  For example, the Commission on Fiscal Imbalance (2001, Table 
12, p. 30) estimates $4.2 billion for fiscal year 2000-01 and $1.1 billion if the 1998-99 fiscal year were used.  Black and Silver (2004, Table 9, p. 24) reports that fo r 2002 the extra 
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to 40%.  Moreover, the change in entitlements from one year to the next would vary on average by more than 20%.  This level of change in 

equalization entitlements would cause problems for both the federal and provincial governments for budget planning.  Furthermore, the impact on the 

provincial treasures in Atlantic Canada would not be large in relation to the overall increase in the cost of providing the program.   For example, 

switching to the ten-province standard would cost the federal government an average of $3.6 billion per year over the four-year period considered in 

this analysis.  The additional annual revenue that would be received by each of the Atlantic Provinces would average: 

• Newfoundland and Labrador: $125 million;  

• Prince Edward Island: $30 million; 

• Nova Scotia: $220 million; and 

• New Brunswick: $175 million. 

 

Scenarios 3 — Five-Province Standard, but Excluding all Natural Resource Revenues  

If natural resources revenues were removed completely from the equalization formula, then Saskatchewan and British Columbia would be the big 

winners, receiving an average of $825 million and $1.3 billion in additional annual equalization entitlements, respectively, for the four years 

considered in this analysis.  From the fiscal year 1999-00 to 2002-03, all of the Atlantic Provinces would lose by having natural resource revenues 

excluded from the equalization formula.  However, Newfoundland and Labrador would be a net beneficiary of this change if the fiscal year 2002-03 

was utilized.20  To illustrate why the Atlantic Provinces are net losers from this change in the earlier years and only Newfoundland and Labrador 

would benefit in the later years, it is informative to breakout provincial equalization entitlements that results only from the natural resource 

equalization bases for each province. This information is presented in Table 13. 

 

                                                                                                                                                                                                                         
costs would be $4.5 billion.  For 2003-04 the PEI provincial Treasury estimated that there would be $3.3 billion in extra entitlements associated with switching to a ten-province 
standard.  Beale (2002, p.13) suggests that using the 2001-02 fiscal year that a move to the ten-province standard could cost Ottawa an additional $2.9 billion while the Atlantic 
Province would only receive 15% more in equalization entitlements.  Finally, the Standing Senate Committee on National Finances, Murray (2002, Table III, p. 21), found that, 
using fiscal years 1994-95 to 2001-02, a switch to the ten-province standard would have cost the federal treasury $14.4 billion more or $2.1 billion per annum. 
20 These results are consistent with those found by the Standing Senate Committee on National Finance, see Murray (2002, Table IV, p. 24). 
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Table 13: Equalization Entitlements from Natural Resource Equalization Bases for the Atlantic Provinces for Various Fiscal Years 
(numbers in parenthesis are the equalization entitlement that results from offshore oil and gas revenues) 
 

Fiscal Year NL PEI NS NB 
1999-00 $57 M  (-$14 M) $20 M $155 M  (-$1  M) $39 M 
2000-01 $22 M  (-$32 M) $30 M $196 M  (-$7  M) $108 M 
2001-02 $4 M  (-$36  M) $23 M $143 M  (-$12 M) $81 M 
2002-03 -$60 M (-$105 M) $20 M $121 M  (-$13 M) $69 M 

 
Newfoundland and Labrador would be a net beneficiary in the later fiscal years because the equalization losses associated with offshore oil and gas 

are larger than the net entitlements that the Newfoundland and Labrador treasury receives from the other natural resource equalization bases.21  

Given that the Nova Scotia natural gas industry has not yet reached a stage where it generates substantial revenue s for its provincial treasury, it 

would not be in Nova Scotia’s interest to eliminate natural resources from the equalization formula at this time.  However, this situation may change 

as the industry matures and more revenues flow from the industry to the treasury.  This possibility is considered in the high revenue scenarios 

discussed below. 

 
Scenario 4 and Scenario 5 — Five-Province Standard, but Excluding 30 or 50% of Natural Resource Revenues  

As illustrated in Figure 2, with the exception of the fiscal year 2002-03 for Newfoundland and Labrador, removing 30%, 50% or 100% of the natural 

resource revenues from the equalization calculations generates similar losses or gains in each Atlantic Province under the five-province standard.  

The size of the impact is modified in proportion to the percentage of equalization excluded from the formula. In other words, the pattern of winners 

and losers are similar when 100%, 50% or 30% of the natural resource revenues are excluded from the five province standard.  Only the magnitude 

of the effect differs.  In 2002-03 the equalization losses associated with offshore oil and gas have become larger than its net equalization losses the 

other natural resource categories.  Hence, Newfoundland and Labrador benefits by having all of natural resource revenues excluded from the 

equalization formula. 
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Figure 2: Change in Equalization Entitlements for Atlantic Provinces 
Under the 5-Province Standard by Excluding Different Amounts of 

Natural Resource Revenues for Various Fiscal Years
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Scenario 6 — Ten-Province Standard, but Excluding Natural Resource Revenues   

As Figures 3 to 6 illustrate, these results are similar to Scenario 3. In other words, when resources are excluded from the equalization formula, the 

five-province standard and the ten-province standard are similar in terms of the equalization entitlements that result. 

                                                                                                                                                                                                                         
21 For the time periods considered in this analysis, Newfoundland and Labrador received an average equalization entitlement of $55 million due to deficiencies in nature resource 
categories other than offshore oil and gas.   Consequently, as the amount of revenue from the offshore exceeded this number, equalization entitlements would have increased if 
natural resources were excluded from the equalization formula. 
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Figure 3: Comparison of the Five Province 
and Ten province Standards When 100% 

of Resources are Excluded - 1999-00 
Fiscal Year
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Figure 4: Comparison of the Five 
Province and Ten province Standards 

When 100% of Resources are Excluded - 
2000-01 Fiscal Year

-250

-200

-150

-100

-50

0

NL PEI NS NB

5 province standard

10 province standard

Figure 5: Comparison of the Five 
Province and Ten province Standards 

When 100% of Resources are Excluded - 
2001-02 Fiscal Year
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Figure 6: Comparison of the Five Province 
and Ten province Standards When 100% of 

Resources are Excluded - 2002-03 Fiscal 
Year
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Scenario 7 and 8 — Ten-Province Standard, but Excluding 30 or 50% of Natural Resource Revenues   

All recipient provinces are better off with the ten-province standard relative to the five-province standard .  This result holds even if 30 or 50% of 

natural resource revenues are excluded from the equalization formula.  The exception to this occurs in the fiscal year 1999-00 when 50% of the 

natural resource revenues are excluded from the equalization formula.  Under that scenario, Newfoundland and Labrador, Prince Edward Island and 

Nova Scotia would be better of with the five-province standard including 100% of resource revenue than with the ten-province standard with 50% of 

natural resource revenues excluded. 

 

Scenario 9 – Ten-Province Standard, but 1/3 Cap on Natural Resource Entitlements  

The only province that is affected by the one-third natural resource cap is Quebec and that occurs only in 2000-01.  Under this scenario, natural 

resource revenues account fo r approximately 40 percent of their entitlements.  In order to satisfy this cap, Quebec’s equalization entitlements had to 
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be reduced by $840 million.  Again, it is important to emphasize that 2000-01 was an exceptional year because of the historic high levels of revenue 

flow to the Alberta treasury from natural gas. 

 

Scenario 10 – Base Case, but Generic Solution Set at 50% for Offshore Oil and Gas Revenues Only   

The impact of this change is felt only in Newfoundland and Labrador and Nova Scotia since they are the only provinces that possess these particular 

equalization bases and these provinces are not included in the five-province equalization standard.  As well, the overall impacts are also low 

because the revenue from offshore oil and gas in Newfoundland and Labrador and Nova Scotia are small under these scenarios.  For example, in 

2000-01 the offshore oil and gas industry in Newfoundland and Labrador transferred $46 million to the provincial treasury and the revenue from 

offshore natural gas in Nova Scotia was only $10 million.  In addition, it is important to recognized that the proposed change in the Generic Solution 

would only take another 20% of the base out of the equalization formula22 and since 20% of $46 million is $9 million and 20% of $10 million is $2 

million, the impact of this change is marginal under this relatively low-revenue scenario. However, the significance of this change will be more 

important with high revenue scenarios.  This is considered in Scenario 20 below. 

 

Scenario 11 – High Revenue for the Five-Province Standard   

This scenario simply replicates the base case under the assumption that Newfoundland and Labrador received $350 million in offshore oil revenues 

and Nova Scotia received $250 million is offshore gas revenues.  The only provinces affected by these changes are Newfoundland and Labrador 

and Nova Scotia because they are not part of the five-province equalization standard and the offshore oil and gas base in the standard provinces 

has a value of zero.  Using the fiscal year 2000-01, equalization entitlements would fall by approximately $210 in Newfoundland and Labrador 

because there is an additional $300 million in oil revenues assumed23 and the Generic Solution protects 30% of those.  Likewise, Nova Scotia is 

assumed to have $240 million in additional natural gas revenues and with the Generic Solution, this reduces that province’s equalization entitlements 

                                                 
22 The current Generic Solution already exempts 30% of the offshore oil and gas revenues from the equalization calculations.  The improved Generic Solution simply removes 
another 20%. 
23 In 2000-01, there was approximately $50 million in offshore oil revenues that flowed to the Newfoundland and Labrador treasury. 
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by $168 million.  The reduction in Newfoundland and Labrador’s equalization entitlements depends on the increases in offshore oil revenues that 

result from receiving $350 million and that, of course, depends on the fiscal year being considered.  Specifically, the additional revenue reduces 

Newfoundland and Labrador’s equalization entitlements for each fiscal year as follows: 

 

• 1999-00: $231 million reduction;  

• 2000-01: $213 million reduction;  

• 2001-02: $209 million reduction;  

• 2002-03: $171 million reduction.  

 

The reduction in Nova Scotia’s equalization entitlements as a result of increasing offshore gas revenues to $250 million is in the range $160 to $175 

million for all fiscal years. The reason for this narrow range is that Nova Scotia’s natural gas revenues for the four fiscal years considered in this 

analysis were not large and did not vary much. 

 

Scenario 12 – High Revenue and Ten-Province Standard   

As demonstrated by Figures 7 through 10, the change in provincial equalization entitlements in Atlantic Canada in moving from Scenario 11 to 12, 

i.e., from the five- to ten-province standard under the high-revenue scenario, is similar to the increases in entitlements received in moving from 

Scenario 1 to 2.  The reason being is that while $350 million and $250 million are large resource revenues in the context of Newfoundland and 

Labrador and Nova Scotia, respectively, they are small when compared to the natural resource revenue flow generated Canada-wide.  In other 

words, switching from the five-province standard to the ten-province standard would generate essentially the same increases in provincial 

equalization entitlements for both the low-revenue and high-revenue scenarios.  
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Figure 7: Comparison of the Switch 
from the 5-Province to the 10-Province 

Standard Under the High and Low 
Revenue Scenarios- 1999-00 Fiscal Year
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Figure 8: Comparison of the Switch 
from the 5-Province to the 10-Province 

Standard Under the High and Low 
Revenue Scenarios-2000-01 Fiscal Year
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Figure 9: Comparison of the Switch 
from the 5-Province to the 10-Province 

Standard Under the High and Low 
Revenue Scenarios - 2001-02 Fiscal Year
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Figure 10: Comparison of the Switch 
from the 5-Province to the 10-Province 

Standard Under the High and Low 
Revenue Scenarios- 2002-03 Fiscal Year
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Scenario 13 – High Revenue and the Five-Province Standard, but Excluding Natural Resource Revenues   
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The results for scenario 13 are more or less the same as Scenario 3, with the exception of the impacts on Newfoundland and Labrador and Nova 

Scotia.  By excluding the $350 million in oil revenues from Newfoundland and Labrador’s equalization calculation, it outweighs Newfoundland and 

Labrador’s deficiency for the other natural resource categories.  Specifically, for 2000-01 Newfoundland and Labrador would be $191 million ahead 

under the high-revenue scenario if the natural resources were excluded from the equalization formula.  On the other hand, exempting Nova Scotia’s 

$250 million in offshore natural gas revenue would not make up for the equalization that Nova Scotia was entitled to receive in 2000-01 because it is 

more deficient in the other natural resource categories.  In particular, Nova Scotia would, under the high-revenue scenario, still be better off by $28 

million if natural resources were kept in the equalization formula.  However, in the other fiscal years considered in this analysis, Nova Scotia would 

receive more equalization under the high-revenue scenario if natural resources were excluded from the equalization formula. 

 

Scenario 14 and 15 – High Revenue and the Five-Province Standard, but Excluding 30 or 50% of Natural Resource Revenues    

As Figure 11 shows, Nova Scotia would be worst off under both the 30% and 50% exclusion scenarios, even with the assumed higher revenues.  In 

other words, having a portion of the extra revenue excluded from equalization calculation does not offset Nova Scotia’s deficiency on the other 

natural resource categories.  Newfoundland and Labrador is better off with the 50% exclusion scenario for all fiscal years, except 2002-03 and is 

worse off with the 30% exclusion scenario in all fiscal years.  This imp lies that the equalization losses associated with including 70% of the additional 

revenues is larger than Newfoundland and Labrador’s deficiency on the other natural resource categories. 
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Figure 11: Change in Equalization Entitlements for Atlantic Provinces 
Under the 5-Province Standard and High Revenue by Excluding 

Different Amount of Natural Resource Revenues for Various Fiscal 
Years
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Scenario 16 – High Revenue and the Ten-Province Standard, but Excluding Natural Resource Revenues    

This is almost identical to Scenario 11.  That is, when natural resources are excluded from the equalization calculations, then the ten-province 

standard and the five-province standard are very similar.  The difference in equalization entitlements for the high-revenue scenarios under both the 

five-province and ten-province equalization standards when natural resources are removed from the equalization formula are given by the following 

table. 

Table 14: Changes in Equalization Entitlements by Province and Fiscal Year 
 Under the High-Revenue Scenario When Natural Resource Revenues  

are Excluded from Equalization for Both Equalization Standards 
 

Fiscal Year Province 5-Province Standard 10-Province Standard 
NL $174 M $160 M 
PEI -$20 M -$24 M 

1999-00 

NS $19 M -$4 M 
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 NB -$39 M -$58 M 
NL $191 M $192 M 
PEI -$30 M -$30 M 
NS -$28 M -$25 M 

2000-01 

NB -$108 M -$106 M 
NL $198 M $233 M 
PEI -$23 M -$14 M 
NS $20 M $82 M 

2001-02 

NB -$81 M -$32 M 
NL $200 M $228 M 
PEI -$20 M -$12 M 
NS $41 M $90 M 2002-03 

NB -$39 M -$30 M 
 
Scenario 17 and 18 – High Revenue and the Ten-Province Standard, but Excluding 30 and 50% of Natural Resource Revenues   

Similar results are found to those exhibited in the corresponding low revenue scenario (Scenarios 7 and 8).  Specifically, all four Atlantic Provinces 

receive more equalization under the national average standard, even if 30 or 50% of the natural resource revenues are excluded from the 

equalization formula.  The exception is that Prince Edward Island would be worse off in 1999-00 if 50% of the natural resource revenues were 

excluded from the formula.  

  

Scenario 19 – High Revenue and the Ten-Province Standard with 1/3 Cap on Natural Resource Entitlements 

The results for this scenario are similar to those found in Scenario 7, the corresponding low revenue scenario.  The one-third natural resource 

equalization cap binds only for Quebec only and only in the 2000-01 fiscal year. 
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Scenario 20 – High Revenue and Five-Province Standard with Improved Generic Solution for Oil and Gas   

This scenario improves Newfoundland and Labrador’s equalization entitlement by $70 million for each fiscal year.  The corresponding improvement 

for Nova Scotia is $50 million for all fiscal years. 

 

8. Conclusion 

Based on the analysis presented in this paper, it is possible to draw the following conclusions:   

i. Replacing the current five-province equalization standard with a ten-province or national-average standard, as has been advocated by some 

provincial governments and some analysts,24 would result in enhanced equalization entitlements for all recipient provinces.  However, this 

move could raise the annual cost of the equalization program to the federal government by between $2 and $5 billion and based on the fiscal 

years considered in this analysis, the average annual increase would be in the range of $3.6 billion.  This would represent an average increase 

in resources required to support the equalization program in the order of 30 to 40%; 

 

ii. While the overall cost to the program of switching from a five-province to a ten-province standard would be approximately $3.6 billion annually, 

the primary beneficiaries of this change would not be the Atlantic Provinces.  Specifically, only 15% of this increased entitlements would find 

their way into Atlantic Canada25  Newfoundland and Labrador could expect to see its annual equalization entitlements rise by $125 million, 

Prince Edward Island would have $30 million more per year, Nova Scotia could expect to receive approximately $220 million per annum in 

extra equalization entitlements and New Brunswick’s treasury would benefit by $175 million annually in extra equalization entitlements.  On the 

other hand, Quebec would gain by $1.7 billion in annual equalization entitlements. 

 

iii. As well, provincial equalization entitlements could be subject to bigger fluctuations on a year-over-year basis with the ten-province standard 

than with the five-province standard.  This increased uncertainty would cause problems for both levels of government in deciding on budgetary 

                                                 
24 This is also one of the recommendations of the Standing Senate Committee on National Finances, Murray (2002). 
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priorities in each year.  However, some provincial governments may feel that the higher levels of funding available under the ten-province 

standard are sufficient compensation for the increased variability associated with federal transfers under a ten-province standard. 

 

iv. If natural resource revenues were excluded from the current equalization formula, then, for the scenarios considered in this analysis, almost all 

of the Atlantic Provinces would have less equalization entitlements.  The one exception would be Newfoundland and Labrador in fiscal year 

2002-03, the last year considered in this analysis.  By 2002-03 the offshore oil industry had transferred enough resources to the provincial 

treasury to exceed its net equalization entitlements from the other natural resource categories.  The provinces that would benefit most from 

having natural resources excluded from the current equalization formula are British Columbia and Saskatchewan, receiving approximately $1.3 

billion and $825 million per year in increased equalization entitlements, respectively. 

 

v. The benefit of removing natural resources from the equalization formula gets magnified for Newfoundland and Labrador under the high-

revenue scenarios.  As well, in every fiscal year considered but 2000-01, Nova Scotia would be better off having natural resources removed 

from the current equalization formula because its treasury receives $250 million from its offshore, which is close to, but exceeds, its net 

entitlements from the other natural resource categories in the fiscal years considered.  In other words, if the amount of revenue flowing to the 

provincial treasuries from the offshore oil and gas sector is larger enough, then it will outweigh the equalization deficiencies that these province 

have from the other natural resource categories.  Newfoundland and Labrador is currently at this phase and it is likely that Nova Scotia will get 

there in the near future.  However, the other Atlantic Provinces would be net losers if natural resources were excluded from the current 

equalization formula. 

 

vi. Changing to the ten-province standard from the five-province standard, with the exception of fiscal year 2001-02, would have no significant 

impact on provincial equalization entitlements if natural resource revenues were removed from the equalization calculations.  Hence, the real 

                                                                                                                                                                                                                         
25 The 15% estimate for Atlantic Canada was also highlighted by Beale (2002, p. 13) 
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concerns over the use of the five-province versus the ten-province standard revolves around how natural resource revenues ought to be 

treated within the formula. 

 

vii. Interestingly, all Atlantic Provinces benefit from a move to the national average standard, even if 30 or 50% of natural resource revenues are 

excluded from the equalization calculations.  However, this change would still add between $2.5 and $3.0 billion in extra cost annually to the 

equalization program.  Therefore, removing 30 or 50% of the natural resource revenues from the equalization formula in exchange for adopting 

the ten-province standard may not be seen by the federal government as much of a concession. 

 

viii. Switching from the low-revenue to the high-revenue scenario has a small differential impact for most of the scenarios considered in this 

analysis.  This results from the fact that while $250 to $350 million in oil and gas revenues are large in relation to Newfoundland and 

Labrador’s and Nova Scotia’s equalization entitlements, they insignificant when compared to the amount of natural resource revenues that 

occur Canada-wide; 

 

ix. An enhanced Generic Solution for oil and gas would provide significant benefits to Newfoundland and Labrador and Nova Scotia with little 

impact on the cost of the overall program.  However, it raises the issue of equity or fairness.  Specifically, it could lead politicians and analysts 

to question why provinc es that get revenues from offshore oil and gas should be treated differently from provinces that collect their revenues 

from other sources; 

 

x. While Nova Scotia has suggested that receiving a greater share of resource revenues would allow it to use these monies for economic 

development and to grow its economy, the analysis presented in this paper demonstrates that the overall level of equalization flowing to the 

provincial treasury is reduced if natural resources are removed from the current equalization calculations.  That is, the saving associated with 

the additional 70% of equalization losses from offshore oil and gas does not offset the reduction in entitlements to Nova Scotia from the other 
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natural resource categories currently included in the equalization formula.  However, if the offshore oil and gas sector is able to generate in the 

order of $250 million annually to the Nova Scotia treasury, then, depending what is happening to natural resources in other provinces, Nova 

Scotia may benefit from having natural resources excluded from the current equalization formula as long as this level of revenue persists.  But, 

as illustrated by the 2000-01 fiscal year analysis, it is not guaranteed that Nova Scotia will gain by excluding natural resources from the 

equalization formula.  Consequently, it might be in Nova Scotia’s interest to attempt to address its economic development initiative separate 

from its concerns with respect to the interaction of natural resource revenues and the equalization formula. 

 

The results of these simulations are consistent with the findings and recommendations of the Standing Senate Committee on National Finances, the 

Murray Committee.  The fiscal impacts of moving to a ten-province standard or removing natural resources from the equalization formula are similar 

to those reported by the committee.  In addition, improving the Generic Solution or enhancing the Atlantic Accord as feasible options falling out of 

this analysis is also consistent with the committee’s recommendations (see, Murray 2002, p. 26).  As well, in dealing with the tax-back of 

Saskatchewan energy revenues, Courchene (2004, p.20) suggest that an expanded Generic Solution applied to energy resource might be a short 

term solution.  This would restrict equalization claw-backs to a maximum of 70% and is also supported by the research presented in this report.  
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Appendix A 

Categories of Resource Revenues Included in the Equalization Calculation 

 

When discussing the implications of natural resource revenues and equalization, it is important to aware of specifically what is considered as natural 

resource revenues under the equalization formula.  The different categories of resource revenues outlined in the Federal-Provincial Fiscal 

Arrangements Act and associated Regulations are: 

 

1. Forestry revenues  

This category includes revenues derived by a province from (i) a specific tax imposed by the province on income from logging, and (ii) royalties, 

licenses, rentals or fees related to the exploitation of the forestry resources of the province; 

 

2. Conventional new oil revenues 

For the purposes of this calculation, what constitutes new oil is interpreted differently depending upon the province.  For example, in Alberta new oil 

is classified as oil from pools discovered after March 1974 and incremental oil from an approved enhanced oil recovery scheme, including both 

secondary and tertiary recovery schemes.  While in British Columbia, new oil comes from (i) oil from pools or portions thereof in which no well 

drillings were completed prior to November 1975; (ii) incremental oil production recovered from approved or upgraded water flood schemes, and 

tertiary recovery pilot schemes; and (iii) oil production from a well abandoned for three consecutive years and for which production resumed after 

December 31, 1980, and which had not been converted to an injection, passive maintenance or observation well.  For Manitoba, new oil means (i) oil 

from well drillings completed after March 1974; (ii) incremental oil from an enhanced oil recovery scheme commencing after December 31, 1978; and 

(iii) oil from wells abandoned prior to March 1974 for which production was subsequently resumed.  As well, new oil in Saskatchewan comes from (i) 

drillings completed after 1973; (ii) incremental oil production from the use of secondary recovery techniques commenced after 1973; and (iii) oil from 

wells producing less than 1.6 m3 per day.  Finally, for all other provinces new oil is derived from well drillings completed after December 31, 1973. 
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This category includes the aggregate of: (i) the revenues attributable to oil from naturally occurring hydrocarbon deposits in a province that is 

classified as new oil that are derived by the province from the following sources: 

 

• a levy imposed by the province for the privilege of producing oil from naturally occurring hydrocarbon deposits;  

• a tax imposed by the province that is based on the assessed or estimated value of oil reserves; and  

• a tax imposed by the province that is based on the differential between different sets of prices per barrel for oil produced from naturally occurring 

hydrocarbon deposits. 

 

and (ii) any other revenues attributable to oil from naturally occurring hydrocarbon deposits in the province that is classified as new oil that are 

derived by the province and are identifiable as oil revenues from naturally occurring hydrocarbon deposits, less the amount of mined oil revenues 

and heavy oil. 

 

3. Conventional old oil revenues 

This category includes the aggregate of: (i) the revenues attributable to oil from naturally occurring hydrocarbon deposits in a province that are 

derived by the province from the following sources: 

• a levy imposed by the province for the privilege of producing oil from naturally occurring hydrocarbon deposits;  

• a tax imposed by the province that is based on the assessed or estimated value of oil reserves; and 

• a tax imposed by the province that is based on the differential between different sets of prices per barrel for oil produced from naturally occurring 

hydrocarbon deposits; 

 



 

The Interaction between Natural Resource Revenues and Equalization Payments 
IRPP Working Paper 2004-10, October 2004   

55

and (ii) any other revenues attributable to oil from naturally occurring hydrocarbon deposits in the province that are derived by the province and are 

identifiable as oil revenues from naturally occurring hydrocarbon deposits, less the amount of new oil revenues, mined oil revenues and heavy oil 

revenues. 

 

4. Heavy oil revenues 

This category includes the aggregate of: (i) the revenues attributable to oil from naturally occurring hydrocarbon deposits in a province that have a 

density of 935 kg/m3 or greater and that are derived by the province from the following sources:  

 

• a levy imposed by the province for the privilege of producing oil from naturally occurring hydrocarbon deposits;  

• a tax imposed by the province that is based on the assessed or estimated value of oil reserves; and  

• a tax imposed by the province that is based on the differential between different sets of prices per barrel for oil produced from naturally occurring 

hydrocarbon deposits; 

 

(ii) any other revenues attributable to oil from naturally occurring hydrocarbon deposits in the province that has a density of 935 kg/m3 or greater and 

that are derived by the province and are identifiable as oil revenues from naturally occurring hydrocarbon deposits, and (iii) the amounts paid by the 

Government of Canada to the province in respect of oil produced in Canada and exported out of Canada from the province 

 

5. Mined oil revenues 

This category includes revenues derived by a province from a levy imposed by the province for the privilege of producing synthetic petroleum from oil 

sands or other naturally occurring hydrocarbon deposits and oil from the project that is subject to approval number 2943 of the Energy Resources 

Conservation Board of the Province of Alberta. 
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6. Light and medium third-tier oil 

This category includes revenues derived from the value of marketable production of conventional, light and medium third-tier oil. 

 

7. Heavy third-tier oil 

This category includes revenues derived from the value of marketable production of conventional, heavy third-tier oil. 

 

8. Natural gas revenues 

This category includes the sum of revenues from domestically sold natural gas and exported natural gas.  The revenues from domestically sold 

natural gas include the aggregate of:  

 

(i) the revenues attributable to gas production sold in Canada for consumption in Canada that are derived by a province from the following sources: 

 

• a levy imposed by the province for the privilege of producing gas or gas by-products from naturally occurring hydrocarbon deposits;  

• a tax imposed by the province that is based on the assessed or estimated value of gas reserves; and  

• remittances to the provincial government of profits of the business enterprises of the province that are engaged entirely or primarily in the 

marketing of gas or gas by-products produced from naturally occurring hydrocarbon deposits; 

 

and (ii) any other revenues attributable to gas production sold in Canada for consumption in Canada that are derived by the province and are 

identifiable as gas revenues from naturally occurring hydrocarbon deposits. 

 

The revenues from exported natural gas include the aggregate of: (i) the revenues attributable to gas production exported from Canada that are 

derived by a province from the following sources:  
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• a levy imposed by the province for the privilege of producing gas or gas by-products from naturally occurring hydrocarbon deposits;  

• a tax imposed by the province that is based on the assessed or estimated value of gas reserves; and  

• remittances to the provincial government of profits of the business enterprises of the province that are engaged entirely or primarily in the 

marketing of gas or gas by-products produced from naturally occurring hydrocarbon deposits; 

 

and (ii) any other revenues attributable to gas production exported from Canada that are derived by the province and are identifiable as gas 

revenues from naturally occurring hydrocarbon deposits. 

 

9. Sales of Crown leases and reservations on oil and natural gas lands  

This category includes revenues derived by a province from the disposition of leases, reservations or other rights in respect of Crown lands in the 

province for the purpose of exploration or exploitation of those lands for the production of crude oil or the production of gas or gas by-products from 

naturally occurring hydrocarbon deposits. 

 

10. Other Oil and gas revenues  

This category includes oil and gas revenues other than those described above as well as revenues derived by a province from the exploration for, 

and development and production of, oil or gas from naturally occurring hydrocarbon deposits, gas by-products from naturally occurring hydrocarbon 

deposits and helium or other gaseous products from naturally occurring hydrocarbon deposits in the province as well as any oil or gas revenues 

constituting a designated revenue source that cannot be attributed only to that revenue source. 

 

11. Mining Resources 

This category includes "metallic and non-metallic mineral revenues other than potash revenues" means revenues derived by a province from:  
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(i) asbestos revenues, which include revenues derived by a province from the following sources: 

• a tax imposed by the province applying only to income from mining asbestos;  

• that portion of a tax imposed by the province applying only to income from mining that is attributable to mining asbestos; and  

• royalties, licenses, rentals or fees related to the exploration for and development and production of asbestos; 

 

(ii) coal revenues, which include revenues derived by a province from the following sources:  

• a tax imposed by the province applying only to income from mining coal; 

• that portion of a tax imposed by the province applying only to income from mining that is attributable to mining coal; and  

• royalties, licenses, rentals or fees related to the exploration for and development and production of coal;   

 

(iii) other metallic and non-metallic mineral revenues other than potash revenues, which includes revenues derived by a province from the following 

sources: 

• a tax imposed by the province applying only to income from mining minerals other than oil, gas, clay, cement, lime, asbestos, coal, potash and 

elemental sulphur, 

• that portion of a tax imposed by the province applying only to income from mining that is attributable to  mining minerals other than oil, gas, clay, 

cement, lime, asbestos, coal, potash and elemental sulphur, and 

• royalties, licenses, rentals or fees related to the exploration for and development and production of minerals other than oil, gas, clay, cement, 

lime, asbestos, coal, potash and elemental sulphur; and  

 

(iv) potash revenues means revenues derived by a province from 

• a tax imposed by the province applying only to income from mining potash; 

• that portion of a tax imposed by the province applying only to income from mining that is attributable to mining potash; and 
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• royalties, licenses, rentals or fees related to the exploration, development and production of potash. 

 

12. Water Power Rentals 

Water power rentals means revenues derived by a province from the right to use, or the use of, water resources. 

 

13. Miscellaneous Provincial Taxes and Revenue 

Miscellaneous provincial taxes and revenues includes miscellaneous revenues from natural resources. 

 

13. Shared Offshore Revenues  

Provincial share of offshore minerals revenue, in relation to a province, means revenue received by the province from the Government of Canada 

pursuant to an agreement on offshore resources. 
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Appendix B: The Theoretical Case for Equalization Payments 

 

It is instructive to develop a simple analytical model that makes the case for equalization payments in a federation such as Canada. Consider a 

federation that consists of a number of provinces, each with its own government. Provincial governments provide goods and services as well as 

income transfers to residents, financed through taxes on residents or through resource rents. There are no spillover benefits across provinces. There 

is also a federal government whose activities are financed through taxes on the national population. Provinces are assumed to possess fixed 

endowments of natural resources. These natural resources are owned by the government of the province in which they are situated and associated 

rents may be used (a) to finance the delivery of publicly provided goods to residents of the province, (b) to make equal per capita transfers to 

residents of the province, or (c) stored in some form of Heritage Fund. 

 

Labour and natural resources, the sole factors of production, are combined to produce aggregate output in each province, which is delivered through 

either the private sector or the public sector. Labour exhibits diminishing marginal productivity in the presence of a fixed quantity of natural resources 

in each province. 

 

It is assumed that all individuals are identical except for their province of residence. Individuals are each endowed with one unit of labour and are 

assumed to be perfectly mobile across provinces. One measure of an individual’s well-being is comprehensive income (I), since it reflects the 

individual’s command over goods and services. Comprehensive income comprises income from labour (w) net of personal taxes (T) as well as any 

transfers from government and implicit income associated with the provision of goods and services by government.  

 

In equilibrium, individuals will be as well off in one province as in the other. That is, if individuals can improve their well-being through migration, they 

will migrate. A so-called “migration equilibrium” can then be expressed in terms of equality of comprehensive incomes (measuring the marginal 

benefits to the individual associated with migration) across provinces 
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Let G/N??denote the individual benefits that arise from public expenditures, where G represents government spending on goods and services, N 

represents population, and ??is a parameter which reflects the degree of “publicness” of government spending. For ????0, we have the case of pure 

public goods—that is, publicly provided goods that are non-rival in consumption. In this case, migration into province i will not alter the benefits 

received by existing residents associated with a given level of public expenditure. Where ? = 1, we have the case of publicly provided private goods—

that is, goods that are fully rival in consumption. In that case, migration into province i will reduce the benefits received by existing residents 

associated with a given level of public expenditure in the amount of the migrant’s equal per capita share. 

 

In addition, government may provide individuals with income transfers financed from resource rents. If RT denotes the total income transfer, each 

resident’s share is given by RT/N.26 Such a possibility is consistent with the notion that a province’s natural resources are owned by that province’s 

residents. It is also the basis for the discussion of so-called “rent-seeking migration” in the economics literature. 

 

The net fiscal benefit (NFB) to a resident of a province is defined as the difference between the benefits that accrue to the individual from both 

provincial government expenditures and income transfers and the provincial taxes paid by the individual. Thus, NFBi = Gi/(Ni)? + RTi/Ni  - Ti denotes 

NFBs accruing to residents of province i. We will proceed by identifying various sources of NFBs, the incentives that they provide for migration 

between provinces, and the implications for the efficient allocation of labour across provinces. Where the migration equilibrium turns out to involve an 

inefficient allocation of labour, we identify appropriate policy responses. 

 

Comprehensive income in province i is given by the expression 

 

iiiiiiiii NFBwTNRTNGwI +=−++= ]/)/([( α  
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Provincial governments are financed either through taxes on residents or through resource rents. Only that amount of resource rent used to finance 

current expenditures or transfers to individuals will impact on NFBs. Thus we denote by R—resource revenues—the amount of current resource 

rents net of any amount transferred to a heritage fund. This, then, is the basis for the strong proposition that any rents that are “saved” in the form of 

a heritage fund should not be included in revenues to be equalized. As will be evident, it is only to the extent that government activities give rise to 

NFBs that there may be a case for equalizing transfers. Revenues stored in heritage funds, by design, do not impact on individuals’ comprehensive 

incomes because they are not a part of current budgets. 

 

Budget balance requires that 

 

)( iiiii RTRTNG −+=  

 

In words, government expenditures must equal revenues from taxes on individuals plus resource revenues not transferred to individuals. 

Alternatively, the expression can be interpreted to read government expenditures must equal net taxes (tax paid less resource revenues transferred 

to individuals) plus resource revenues. That is: 

 
iiiii RRTTNG +−= )(  

 

Substituting for G i in the expression for comprehensive income and doing some simple algebra, yields the following expression where ? = 0 (the pure 

public goods case):  

                                                                                                                                                                                                                         
26 Analytically, income transfers made to individuals turn out to be equivalent to publicly provided private goods financed through resource rents. It is instructive to include them 
here, however, since it highlights the fact that resource rents may be used in very different ways. 
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iiiiiiii NRTNRTNwI /)1()1( −−+−+=  

 

The sources of NFB differentials across provinces in this case are population and individual tax levels as well as access to and disposition of 

resource rents. A migrant who moves into a province obtains NFBs in the amount of the cost of public goods paid for through the tax contributions of 

others and resource revenues less the amount transferred to other residents.27 

 

In this framework, there will be a fiscal externality associated with migration—that is, the individual’s migration decision will impact on the well-being 

of others. On the one hand, there is a positive fiscal externality due to the reduction in existing residents’ taxes when the migrant assumes his/her 

share of the tax burden, Ti. On the other hand, there is a negative fiscal externality due to the reduction in resource revenues accruing to existing 

residents when the migrant claims his/her share of rent transfers. Thus, the amount Ti represents the benefit to existing residents due to in-migration 

and the amount RTi/Ni represents the loss to existing residents due to in-migration. 

 

For the case where ??= 1 (the publicly provided private goods case), a similar process yields the following expression: 

 

iiii NRwI /+=  

 

Here, taxes on residents used to finance equal per capita expenditures serve as benefits taxes and do not confer NFBs. The source of NFB 

differentials across provinces is access to resource revenues used to finance either equal per capita expenditures or equal per capita transfers. In 

either case, the migrant receives NFBs in the amount of his/her equal per capita share in resource revenues. 

                                                 
27 It should be noted that rent transfers made to individuals lessen the potential for generating NFBs from resource revenues. By the very nature of pure public goods, resource 
revenues used to finance such goods will confer greater benefits to individuals than the same level of revenues transferred on an equal per capita basis.  



 

The Interaction between Natural Resource Revenues and Equalization Payments 
IRPP Working Paper 2004-10, October 2004   

64

 

The fiscal externality associated with migration in this case is the reduction in resource revenues accruing to existing residents due to the migrant’s 

claim on consumption of publicly provided private goods and rent transfers. This amounts to the migrant’s claim on resource rents, Ri/Ni.  

 

What is particularly striking about these results is just how central are resource revenues as a source of NFB differentials across provinces and as a 

source of fiscal externality associated with migration. Indeed, in the model presented here, they would be the only source of NFB differential and 

fiscal externality if they were the sole source of public sector finance.28 

 

                                                 
28 There is however an additional source of NFB differentials across provinces. If provinces differ in average incomes (that is, assume non-identical individuals in terms of labour 
endowments and different distributions of types across provinces) and levy proportional income taxes at a uniform rate, then per capita personal tax revenues will be lower in 
those provinces with lower average income and higher in those provinces with higher average income. Other things being equal, this will result in lower NFBs for like individuals 
living in below average income provinces than for those living in above average income provinces. 
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Fiscal efficiency 

Fiscal efficiency requires that the social benefits from migration be equalized across provinces. Social benefits include benefits to the individual 

(comprehensive income in different provinces) and any associated fiscal externalities. 

 

For the pure public goods case (where ? = 0), fiscal efficiency requires that (Ii + Ti – RTi/Ni) be equal across provinces. Individuals’ migration 

decisions will therefore be consistent with fiscal efficiency only where (Ti – RTi/Ni) is equalized across provinces—that is, per capita net taxes should 

be equalized. Note, however, that resource revenues used to finance pure public goods need not be equalized (on efficiency grounds) since there is 

no fiscal externality associated with migration.29 Indeed, if populations differ and resource endowments differ, efficiency can be consistent with 

differential levels of NFBs across jurisdictions in the case of pure public goods. 

 

If RT = 0 (that is, if resource revenues are used solely to finance the provision of pure public goods), efficiency then requires equalization of per 

capita taxes. Suppose one province (A) is able to finance its entire public sector out of resource revenues while another (B) has no resource 

revenues on which to draw and is therefore reliant on personal taxes. Efficiency requires that  

 

IA = IB + TB 

 

Or, in words, the migration equilibrium is efficient only if TA = TB. What this says is that achieving efficiency requires levying a personal tax in A (at 

the same per capita level as in B)—that is, provinces cannot sustain totally different fiscal regimes. 

 

Suppose both provinces levy personal taxes but only province A has access to resource revenues and RTA = RA, that is resource revenues are 

transferred in their entirety to residents of A (this is equivalent to property rights to resource revenues resting with the residents of the province). 
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Efficiency requires that per capita net taxes be fully equalized. Thus per capita taxes in A must exceed those in B by exactly the amount of per capita 

resource revenues accruing to residents of A. In other words, resource revenues transferred to residents are fully taxed back and can be used to 

finance enriched levels of public services. 

 

A corollary to the above is that fiscal efficiency can be achieved by establishing an equalization scheme that fully equalizes per capita resource 

revenues. Transferring resource revenues from A to B would then require implementing a compensating personal tax in A such that per capita 

revenues are equalized across provinces. This implies a common level of per capita tax across provinces. Clearly in this case, per capita net taxes 

will be equalized.30 

 

For the publicly provided private goods case (where ? = 1), fiscal efficiency requires that (Ii - Ri/Ni) be equal across provinces. Individuals’ migration 

decisions will therefore be consistent with fiscal efficiency only where Ri/Ni is equalized across provinces—that is, per capita resource revenues 

should be equalized across provinces.31  

 

Once again, suppose one province (A) is able to finance its entire public sector out of resource revenues while another (B) has no resource revenues 

on which to draw and is therefore reliant on personal taxes. Efficiency requires that  

 

IA – RA/NA = IB 

 

                                                                                                                                                                                                                         
29 It follows from this that, if provinces tax back resource rent transfers from residents (such that Ti = RTi/Ni), thus effectively employing only resource revenues to finance the 
public sector, the migration equilibrium will be efficient and, again, there is no efficiency basis for equalization of resource revenues. 
30 Where property rights to resource revenues rest with residents of the province, per capita taxes in province A will be equal to per capita resource revenues. Equalization of per 
capita taxes will then imply equalization of per capita resource revenues across provinces. 
31 This was the special case considered by the Economic Council of Canada. It can be argued that this case probably best characterizes provincial public sector output in areas 
such as education and health care. 
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Thus per capita resource revenues (rents) must be fully equalized. This will necessitate a transfer of resource revenues from A to B. The transfer of 

rents from A to B lowers per capita rents in A and raises them in B. In turn, this will require that a compensating personal tax levy be instituted in A 

(or a reduction in per capita expenditures). Again, provinces cannot sustain totally different fiscal regimes. 

 

In the pure public goods case, fiscal efficiency has required the equalization of per capita net taxes; in the publicly provided private goods case, fiscal 

efficiency has required the equalization of per capita resource revenues. Of course, since per capita resource revenues (used to finance equal per 

capita expenditures or income transfers to residents) are simply negative per capita taxes, these results are not unexpected. In the case of pure 

public goods, it is per capita taxes that give rise to the fiscal externality. In the case of publicly provided private goods, it is per capita resource 

revenues that give rise to the fiscal externality. In either case, attaining fiscal efficiency will necessitate harmonization of tax regimes. 

 

This is the key insight of the analysis: That disparities in per capita resource revenues necessitate the equalization of per capita personal taxes if 

fiscal efficiency is to be attained. Put somewhat differently, fiscal efficiency requires harmonized fiscal regimes across provinces, facilitated as 

necessary by equalizing transfers. 

 

Fiscal Equity 

Two comments concerning the notion of fiscal equity should be mentioned at this point. The first is that fiscal equity is based on the notion of 

horizontal equity—that is, the pursuit of fiscal equity using equalization as a policy instrument is not intended to fulfill the goal of redistributive equity 

across individuals. The latter objective is achieved by various policies of redistribution directed at individuals. Equalization is a program based on 

equalizing the provision of public services, not private goods. Therefore, it would be a mistake to judge the equalization program according to how 

well it succeeds at redistributing income among individuals, as is sometimes done in the literature. 
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The second comment associated with the value judgment underlying fiscal equity concerns property rights. It has been argued that since the 

“ownership” of natural resources is implicitly vested in the provinces, the residents of those provinces have property rights to a share of those 

resources. Thus, horizontal equity should be judged by comparing persons of a given income in two provinces, where that income includes the share 

of income from resources. 

 

This is not an argument to which we subscribe, given that it is based on a rather ill-defined and somewhat arbitrary notion of property rights being 

vested in individuals solely by virtue of residing in a given province. But, to the extent that one accepts that argument, it would suggest that 

equalization of revenues from resource properties be only partial. Thus, the so-called narrow-based view of fiscal equity would argue that NFBs 

arising from the use of provincial resource revenues to finance the provision of public services should be considered as a component of residents’ 

incomes and that horizontal inequity across provinces occurs only if this “income” is not included in the base for federal income taxation. If this were 

the case, like individuals—those in the same economic circumstances—resident in resource “rich” provinces would pay lower federal taxes than 

those resident in resource “poor” provinces. Thus, fiscal equity requires that only a portion of the difference in NFBs between provinces be 

equalized—specifically, in proportion to the marginal federal tax rate. 

 

The Parliamentary Task Force on Federal-Provincial Fiscal Arrangements (Breau) recommended a variant on this view. Its recommendation was 

that the amount of resource revenues subject to Equalization be that amount of revenues which would accrue to provincial governments if they were 

first distributed to residents as income. Since it is income inclusive of NFBs that should be the basis for determining horizontal equity, it does not 

matter whether resource revenues are transferred to residents as income or as NFBs. Actual NFBs and notional NFBs will be the same in aggregate. 

 

Given that the rationale for equalization is the same for fiscal inequity as for fiscal inefficiency, all the same caveats apply. These were discussed 

above so need not be repeated here. 
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The Courchene proposal was for a net Equalization scheme within the resource revenue categories. 

 

The principle of horizontal equity requires that equals should be treated equally. The fiscal system is horizontally equitable if it treats individuals in 

similar economic circumstances in like manner. In a decentralized federal system of government, fiscal inequity is said to exist where, due to 

differences in fiscal capacities across provinces, identical persons are treated differently. In the presence of differences in fiscal capacities, provinces 

have different abilities to provide public services for their residents at given tax rates, giving rise to differences in NFBs across provinces. Thus, on 

grounds of fiscal equity it is NFBs (as opposed to fiscal externalities) across provinces which need to be equalized. 

 

For the pure public goods case (? = 0), we have already argued that on the grounds of fiscal efficiency, (Ti - RTi/Ni) or per capita net taxes should be 

equalized across provinces in view of the fiscal externality associated with migration. Equalization of per capita net taxes, however, will result in 

equalization of associated NFBs only where provincial populations are the same. To the extent that provincial populations differ, the equalization of 

per capita net taxes will not imply the equalization of individuals’ NFBs that arise from the economies of scale associated with the consumption of 

pure public goods. Provinces with larger populations will have the ability to confer larger NFBs on residents. Fiscal equity, therefore, will require 

revenue equalization as opposed to equalization of per capita revenues. 

 

Moreover, it has been argued that NFBs that arise from using resource revenues to finance the provision of pure public goods should not be 

equalized on efficiency grounds since there is no fiscal externality associated with migration. On grounds of fiscal equity, however, this source of 

differences in NFBs should be fully equalized. 

 

The extent of equalization called for on the grounds of both fiscal efficiency and fiscal equity is identical in the case of publicly provided private goods 

(? = 1). As we have already seen, on grounds of fiscal efficiency, per capita resource revenues should be fully equalized in this case. Since it is 
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differences in per capita resource revenues that give rise to differences in NFBs across provinces, the same policy prescription is dictated on the 

grounds of fiscal equity. 

 

The upshot of this discussion is that, in the presence of differing fiscal capacities due to disparities in natural resource endowments, a system of 

equalization payments will be indicated on both efficiency and equity grounds. Indeed, other things being equal, the model described above gives 

rise to a case for equalization solely based on disparities in natural resource revenues across provinces. Moreover, the associated equalization 

formula will be tied to provincial revenue generating capacity as reflected in the actual revenue sources available to provinces. Resource revenues 

that are part of current government budgets should be subject to equalization. 

 

Narrow-Based Fiscal Equity 

The Economic Council made the important distinction between broad-based and narrow-based views of equity. The broad-based view “calls for the 

institution of a nationwide fiscal system that is horizontally equitable.” As discussed above, this would require the full equalization of NFBs arising 

from provincial budgets. The narrow-based view calls for a federal fiscal system that is horizontally equitable given provincial budgets. That is, 

residents are granted property rights over any NFBs arising from provincial budgets. The federal tax system will, then, be horizontally equitable only 

if it taxes differential NFBs. In other words, the narrow-based view of equity effectively assigns ownership of resources to provincial residents. 

 

The narrow-based view of equity would require that differential NFBs be added to taxable incomes and made subject to federal taxation at the 

federal marginal tax rate. Equivalently, an equalization program that equalizes NFB differentials in proportion to the federal marginal tax rate would 

ensure horizontal equity. 
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Appendix C: Detailed Base Case Scenario and National Average Standard Scenario 
Table C1: Base Case – Derived From Equalization Entitlements Calculations – Department of Finance’s Final Estimates 2000-2001 (Accord 
Not Used) 

 Revenue Source (Millions of Dollars)   NFLD.   P.E.I   N.S.    N.B.   QUE.   ONT.   MAN.   SASK.   ALTA.   B.C.   Receiving Provinces  
 Personal Income Tax Revenues  $389  $91  $430  $437  $2,181  ($3,724) $380  $583  ($599) $580   
 Business Income Revenues  $163  $42  $231  $208  $167  ($1,142) $220  $252  ($256) $503   
 Capital Tax Revenues  $35  $11  $34  $41  $183  ($336) $47  $41  ($389) $66   
 General and Miscellaneous Sales Taxes  $61  $19  $100  $62  $483  ($569) $134  $19  ($964) ($67)  
 Tobacco Taxes  $11  ($0) ($7) ($3) ($79) ($40) $16  $6  ($13) $97   
 Gasoline taxes   $1  ($6) ($17) ($19) $102  ($71) ($4) ($23) ($166) ($4)  
 Diesel Fuel Taxes  $9  $3  $8  ($17) $83  $3  ($5) ($82) ($171) $1   
 Non-Commercial Vehicle Licenses  $4  $0  ($1) ($3) $12  ($4) $4  ($7) ($31) ($5)  
 Commercial Vehicle Licenses  $5  $2  $7  ($4) $37  ($25) ($4) ($5) ($67) ($2)  
 Revenues from the Sale of Alcoholic Beverages  ($1) $1  ($1) $12  $66  ($36) $4  $12  ($40) ($46)  
 Hospital & Medical Insurance Premiums  $4  $0  $2  $2  ($4) ($21) $5  $7  ($5) $13   
 Race Track Taxes  $1  $0  $1  $1  $6  ($9) $1  $1  $1  $1   
 Forestry Revenues  $22  $7  $44  ($10) $162  $548  $56  $34  $46  ($800)  
 New Oil Revenues  $9  $2  $16  $13  $123  $191  $8  ($294) ($925) ($28)  
 Old Oil Revenues  $1  $0  $2  $1  $13  $20  ($1) ($24) ($281) ($8)  
 Heavy Oil Revenues  $3  $1  $5  $4  $37  $59  $6  ($115) ($103) $13   
 Mined Oil Revenues  $0  $0  $0  $0  $0  $0  $0  $0  ($712) $0   
 Third-tier Oil Revenues  $2  $1  $4  $4  $34  $55  $5  ($110) ($179) $17   
 Heavy Third-tier Revenues  $1  $0  $3  $2  $20  $31  $3  ($65) $0  $11   
 Natural Gas Revenues  $33  $8  $57  $46  $452  $698  $71  ($211) ($7,033) ($1,010)  
 Sales of Crown Leases  $7  $2  $13  $11  $104  $161  $14  ($124) ($1,286) ($156)  
 Other Oil and Gas Revenues  $1  $0  $2  $2  $15  $23  $2  ($25) ($198) ($15)  
 Mineral Resources  ($8) $2  $18  $15  $143  $4  ($30) ($187) $21  $70   
 Water Power Rentals  ($18) $6  $38  $22  ($350) $391  ($54) $35  $127  ($22)  
 Insurance Premium Revenues  $7  $1  $10  $2  $19  ($25) $5  $2  ($6) $0   
 Payroll Taxes  $52  $13  $56  $45  $241  ($456) $56  $76  ($106) $83   
  Provincial-Local Property Tax Revenues  $274  $44  $274  $297  $889  ($1,193) $232  $167  ($686) ($94)  
 Lottery Ticket Revenues  ($9) $0  ($1) $6  ($42) $2  $19  $18  $57  $2   
 Other Games of Chance Revenues  $10  $3  $1  $13  $47  ($95) ($6) ($1) ($71) $55   
 Misc. Provincial-Local Taxes & Rev enues  $72  $16  $80  $77  $311  ($549) $78  $76  ($249) $84   
 Shared Revenues: Offshore Activities/NFLD.  ($32) $0  $0  $0  $0  $0  $0  $0  $0  $0   
 Shared Revenues: Offshore Activities/N.S.  $0  $0  ($7) $0  $0  $0  $0  $0  $0  $0   
 Shared Revenues: Preferred Share Div.   $1  $0  $0  $2  $0  ($8) ($4) $3  ($11) $9   
 Total Equalization: Entitlements  $1,113  $269  $1,402  $1,267  $5,455  ($6,118) $1,255  $59  ($14,293) ($651) $10,820  



 

The Interaction between Natural Resource Revenues and Equalization Payments 
IRPP Working Paper 2004-10, October 2004   

72

 

Table C2: National Average Standard Applied to Base Case (2000-2001 Estimates) (No Personal Income Override) (Accord Not Used) 

 Revenue Source (Millions of Dollars)   NFLD.   P.E.I   N.S.    N.B.   QUE.   ONT.   MAN.   SASK.    ALTA.   B.C.   
Receiving 
Provinces  

 Personal Income Tax Revenues  $376  $87  $407  $418  $2,001  ($4,009) $352  $558  ($672) $481   
 Business Income Revenues  $157  $40  $219  $198  $74  ($1,290) $205  $240  ($294) $452    
 Capital Tax Revenues  $40  $12  $43  $47  $247  ($233) $57  $50  ($363) $101   
 General and Miscellaneous Sales Taxes  $73  $22  $122  $80  $657  ($294) $161  $43  ($893) $29   
 Tobacco Taxes  $11  ($0) ($7) ($2) ($75) ($35) $16  $6  ($12) $98   
 Gasoline taxes   $5  ($5) ($11) ($14) $152  $7  $4  ($16) ($145) $23   
 Diesel Fuel Taxes  $12  $4  $13  ($12) $123  $67  $1  ($77) ($155) $23   
 Non-Commercial Vehicle Licenses  $5  $0  $0  ($2) $19  $8  $5  ($6) ($28) ($1)  
 Commercial Vehicle Licenses  $6  $2  $8  ($2) $51  ($3) ($2) ($3) ($61) $6   
 Revenues from the Sale of Alcoholic Beverages  ($1) $1  ($0) $13  $73  ($25) $5  $13  ($37) ($42)  
 Hospital & Medical Insurance Premiums  $4  $0  $2  $2  ($5) ($22) $5  $7  ($5) $12   
 Race Track Taxes  $1  $0  $1  $1  $5  ($11) $1  $1  $1  $1   
 Forestry Revenues  $20  $7  $41  ($13) $136  $506  $52  $30  $35  ($814)  
 New Oil Revenues  $24  $6  $43  $34  $336  $529  $42  ($264) ($838) $89   
 Old Oil Revenues  $6  $1  $10  $8  $79  $125  $10  ($15) ($254) $29   
 Heavy Oil Revenues  $4  $1  $7  $6  $59  $93  $9  ($112) ($94) $25   
 Mined Oil Revenues  $12  $3  $22  $17  $171  $272  $27  $23  ($642) $94   
 Third-tier Oil Revenues  $5  $1  $10  $8  $75  $119  $11  ($105) ($163) $39   
 Heavy Third-tier Revenues $1  $0  $2  $2  $18  $29  $3  ($66) ($0) $10   
 Natural Gas Revenues  $152  $39  $268  $215  $2,110  $3,327  $329  $17  ($6,357) ($100)  
 Sales of Crown Leases  $29  $8  $51  $41  $405  $639  $61  ($83) ($1,163) $10   
 Other Oil and Gas Revenues  $4  $1  $8  $6  $61  $97  $9  ($19) ($179) $11   
 Mineral Resources  ($8) $2  $17  $13  $132  ($15) ($32) ($188) $17  $63   
 Water Power Rentals  ($21) $5  $33  $18  ($393) $324  ($61) $29  $110  ($45)  
 Insurance Premium Revenues  $6  $1  $10  $2  $15  ($31) $4  $1  ($7) ($2)  
 Payroll Taxes  $51  $12  $54  $43  $227  ($478) $54  $74  ($112) $75   
  Provincial-Local Property Tax Revenues  $271  $43  $268  $292  $840  ($1,271) $224  $160  ($706) ($121)  
 Lottery Ticket Revenues  ($10) ($0) ($3) $4  ($54) ($18) $17  $17  $52  ($5)  
 Other Games of Chance Revenues  $11  $3  $2  $14  $57  ($78) ($4) $0  ($66) $61   
 Misc. Provincial-Local Taxes & Revenues  $72  $16  $80  $77  $312  ($547) $78  $76  ($249) $85   
 Shared Revenues: Offshore Activities/NFLD.  ($32) $0  $1  $1  $8  $12  $1  $1  $3  $4   
 Shared Revenues: Offshore Activities/N.S.  $0  $0  ($6) $0  $2  $3  $0  $0  $1  $1   
 Shared Revenues: Preferred Share Div.   $2  $0  $0  $2  $2  ($5) ($3) $3  ($10) $9   
 Total Equalization: Entitlements  $1,290  $315  $1,715  $1,518  $7,920  ($2,209) $1,639  $397  ($13,287) $702  $15,469  
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Table C3: Base Case – Derived From Equalization Entitlements Calculations – Department of Finance’s Final Estimates 1999-2000 (Accord 
Not Used) 

 Revenue Source (Millions of Dollars)   NFLD.   P.E.I   N.S.    N.B.   QUE.   ONT.   MAN.   SASK.    ALTA.   B.C.   
Receiving 
Provinces  

 Personal Income Tax Revenues  $402  $95  $418  $444  $2,466  ($4,035) $400  $569  ($525) $600   
 Business Income Revenues  $155  $28  $166  $182  $56  ($1,037) $145  $186  ($44) $650   
 Capital Tax Revenues  $43  $12  $47  $39  $187  ($354) $52  $36  ($231) $79   
 General and Miscellaneous Sales Taxes  $72  $18  $86  $59  $443  ($502) $118  $22  ($724) ($81)  
 Tobacco Taxes  $3  ($6) ($12) ($23) $122  ($73) ($4) ($31) ($169) ($15)  
 Gasoline taxes   $12  $3  $9  ($19) $65  ($6) ($6) ($79) ($147) $26   
 Diesel Fuel Taxes  $5  $0  $0  ($2) $6  ($1) $5  ($7) ($30) ($3)  
 Non-Commercial Vehicle Licenses  $5  $2  $7  ($4) $37  ($21) ($6) ($6) ($68) ($5)  
 Commercial Vehicle Licenses  $1  $1  $2  $11  $47  ($31) $4  $13  ($31) ($33)  
 Revenues from the Sale of Alcoholic Beverages  $3  ($6) ($12) ($23) $122  ($73) ($4) ($31) ($169) ($15)  
 Hospital & Medical Insurance Premiums  $5  $0  $3  $2  $0  ($18) $3  $7  ($7) $8   
 Race Track Taxes  $1  $0  $1  $1  $7  ($10) $1  $1  $1  $1   
 Forestry Revenues  $30  $10  $63  $2  $199  $686  $72  $57  $80  ($1,014)  
 New Oil Revenues  $7  $2  $12  $9  $91  $140  $6  ($220) ($714) ($18)  
 Old Oil Revenues  $1  $0  $1  $1  $10  $16  ($0) ($21) ($221) ($5)  
 Heavy Oil Revenues  $3  $1  $5  $4  $38  $59  $6  ($122) ($93) $20   
 Mined Oil Revenues  $0  $0  $0  $0  $0  $0  $0  $0  ($426) $0   
 Third-tier Oil Revenues  $1  $0  $2  $1  $14  $22  $2  ($45) ($78) $7   
 Heavy Third-tier Revenues $1  $0  $2  $1  $13  $20  $2  ($41) ($2) $7   
 Natural Gas Revenues  $9  $2  $15  $12  $119  $178  $18  ($77) ($2,364) ($238)  
 Sales of Crown Leases  $5  $1  $8  $7  $67  $102  $8  ($123) ($792) ($54)  
 Other Oil and Gas Revenues  $1  $0  $2  $1  $13  $19  $2  ($20) ($174) ($13)  
 Mineral Resources  $25  $0  $26  ($12) $121  ($5) $13  ($208) $18  $78   
 Water Power Rentals  ($11) $3  $21  $12  ($184) $211  ($26) $18  $68  ($19)  
 Insurance Premium Revenues  $7  $1  $10  $2  $23  ($23) $4  $2  ($7) ($7)  
 Payroll Taxes  $52  $12  $49  $42  $233  ($419) $47  $69  ($87) $70   
  Provincial-Local Property Tax Revenues  $277  $44  $280  $301  $881  ($1,080) $237  $169  ($594) ($207)  
 Lottery Ticket Revenues  ($7) ($0) $2  $7  ($15) ($12) $13  $15  $43  ($1)  
 Other Games of Chance Revenues  $6  $1  ($1) $7  $22  ($51) ($8) ($1) ($43) $38   
 Misc. Provincial-Local Taxes & Revenues  $75  $15  $75  $75  $321  ($548) $72  $69  ($190) $86   
 Shared Revenues: Offshore Activities/NFLD.  ($14) $0  $0  $0  $0  $0  $0  $0  $0  $0   
 Shared Revenues: Offshore Activities/N.S.  $0  $0  ($1) $0  $0  $0  $0  $0  $0  $0   
 Shared Revenues: Preferred Share Div.   $1  ($0) $0  $2  $10  ($7) ($6) $0  ($17) $2   
 Total Equalization: Entitlements  $1,186  $248  $1,293  $1,166  $5,339  ($6,832) $1,195  $246  ($7,570) $52  $10,724  

 



 

The Interaction between Natural Resource Revenues and Equalization Payments 
IRPP Working Paper 2004-10, October 2004   

74

Table C4: National Average Standard Applied to Base Case (1999-2000 Estimates) (No Personal Income Override) (Accord Not Used) 

 Revenue Source (Millions of Dollars)   NFLD.   P.E.I   N.S.    N.B.   QUE.   ONT.   MAN.   SASK.    ALTA.   B.C.   
Receiving 
Provinces  

 Personal Income Tax Revenues  $388  $92  $392  $424  $2,264  ($4,351) $369  $540  ($606) $490   
 Business Income Revenues  $146  $25  $151  $170  ($62) ($1,222) $126  $170  ($91) $585   
 Capital Tax Revenues  $44  $13  $49  $42  $209  ($320) $55  $39  ($222) $91   
 General and Miscellaneous Sales Taxes  $81  $20  $101  $71  $561  ($317) $136  $39  ($676) ($17)  
 Tobacco Taxes  $13  ($0) ($7) $1  ($73) ($51) $20  $10  ($4) $92   
 Gasoline taxes   $7  ($5) ($6) ($18) $172  $6  $4  ($24) ($149) $13   
 Diesel Fuel Taxes  $15  $4  $13  ($16) $100  $48  ($0) ($75) ($133) $44   
 Non-Commercial Vehicle Licenses  $5  $0  $1  ($1) $13  $9  $6  ($6) ($27) $0   
 Commercial Vehicle Licenses  $6  $2  $9  ($2) $51  $1  ($3) ($4) ($62) $3   
 Revenues from the Sale of Alcoholic Beverages  $2  $1  $3  $11  $50  ($25) $4  $14  ($30) ($31)  
 Hospital & Medical Insurance Premiums  $5  $0  $3  $2  ($1) ($19) $3  $7  ($8) $7   
 Race Track Taxes  $1  $0  $1  $1  $6  ($11) $1  $1  $1  $0   
 Forestry Revenues  $27  $9  $57  ($3) $154  $616  $66  $51  $62  ($1,039)  
 New Oil Revenues  $19  $5  $33  $26  $257  $399  $32  ($196) ($647) $72   
 Old Oil Revenues  $5  $1  $8  $6  $63  $99  $8  ($14) ($200) $24   
 Heavy Oil Revenues  $4  $1  $7  $6  $57  $90  $9  ($120) ($85) $31   
 Mined Oil Revenues  $8  $2  $13  $11  $103  $161  $16  $14  ($385) $56   
 Third-tier Oil Revenues  $2  $1  $4  $3  $31  $49  $5  ($42) ($71) $17   
Heavy Third-tier Revenues $1  $0  $2  $1  $12  $19  $2  ($41) ($2) $7   
 Natural Gas Revenues  $50  $13  $87  $70  $681  $1,059  $106  $1  ($2,137) $70   
 Sales of Crown Leases  $19  $5  $32  $26  $253  $394  $37  ($97) ($717) $48   
 Other Oil and Gas Revenues  $4  $1  $7  $6  $54  $83  $8  ($15) ($157) $9   
 Mineral Resources  $24  ($0) $24  ($13) $107  ($27) $11  ($210) $13  $71   
 Water Power Rentals  ($12) $3  $18  $10  ($207) $175  ($29) $15  $59  ($31)  
 Insurance Premium Revenues  $6  $1  $10  $2  $20  ($28) $3  $2  ($8) ($8)  
 Payroll Taxes  $50  $12  $47  $40  $217  ($445) $45  $67  ($94) $61   
  Provincial-Local Property Tax Revenues  $272  $43  $271  $293  $806  ($1,197) $225  $159  ($624) ($248)  
 Lottery Ticket Revenues  ($8) ($0) $1  $6  ($26) ($29) $11  $14  $39  ($7)  
 Other Games of Chance Revenues  $7  $2  $0  $8  $29  ($40) ($7) $0  ($40) $42   
 Misc. Provincial-Local Taxes & Revenues  $74  $15  $74  $73  $309  ($567) $70  $68  ($195) $80   
 Shared Revenues: Offshore Activities/NFLD.  ($14) $0  $0  $0  $3  $5  $1  $0  $1  $2   
 Shared Revenues: Offshore Activities/N.S.  $0  $0  ($1) $0  $0  $1  $0  $0  $0  $0   
 Shared Revenues: Preferred Share Div.   $2  ($0) $1  $2  $14  ($2) ($5) $1  ($16) $4   
 Total Equalization: Entitlements  $1,252  $264  $1,406  $1,257  $6,229  ($5,439) $1,334  $370  ($7,212) $539  $12,651  
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Table C5: Base Case – Derived From Equalization Entitlements Calculations – Department of Finance’s Fifth Estimates 2001-2002 (Accord 
Omitted) 

 Revenue Source (Millions of Dollars)   NFLD.   P.E.I   N.S.    N.B.   QUE.   ONT.   MAN.   SASK.    ALTA.   B.C.   
Receiving 
Provinces  

 Personal Income Tax Revenues  $346  $88  $407  $422  $2,026  ($3,665) $484  $493  ($1,491) $663   
 Business Income Revenues  $115  $26  $137  $173  $19  ($1,023) $190  $142  ($939) $672   
 Capital Tax Revenues  $44  $13  $48  $40  $185  ($353) $52  $35  ($248) $82   
 General and Miscellaneous Sales Taxes  $60  $19  $74  $63  $435  ($481) $119  $29  ($949) ($102)  
 Tobacco Taxes  $12  ($0) ($6) $1  ($115) $12  $13  $5  ($43) $85   
 Gasoline taxes   $2  ($5) ($17) ($23) $126  ($121) ($8) $10  ($176) ($7)  
 Diesel Fuel Taxes  $9  $3  $6  ($10) $76  $2  ($11) ($75) ($165) $8   
 Non-Commercial Vehicle Licenses  $4  $0  ($1) ($3) $11  ($4) $3  ($6) ($34) ($3)  
 Commercial Vehicle Licenses  $4  $2  $6  ($3) $32  ($25) ($4) ($4) ($62) $1   
 Revenues from the Sale of Alcoholic Beverages  $0  $1  ($0) $10  $45  ($20) $3  $11  ($32) ($39)  
 Hospital & Medical Insurance Premiums  $3  $0  $2  $1  ($5) ($13) $3  $5  ($3) $10   
 Race Track Taxes  $0  $0  $1  $1  $4  ($6) $1  $1  $1  $1   
 Forestry Revenues  $21  $7  $45  $3  $157  $470  $50  $29  $46  ($705)  
 New Oil Revenues  $6  $1  $10  $8  $79  $123  $5  ($197) ($553) ($10)  
 Old Oil Revenues  $1  $0  $1  $1  $7  $11  ($0) ($13) ($162) ($5)  
 Heavy Oil Revenues  $2  $0  $3  $2  $22  $35  $3  ($62) ($56) $2   
 Mined Oil Revenues  $0  $0  $0  $0  $0  $0  $0  $0  ($185) $0   
 Third-tier Oil Revenues  $2  $0  $3  $2  $24  $38  $3  ($74) ($127) $9   
Heavy Third-tier Revenues $1  $0  $2  $1  $14  $22  $2  ($45) $0  $8   
 Natural Gas Revenues  $20  $5  $35  $28  $272  $426  $42  ($129) ($4,037) ($612)  
 Sales of Crown Leases  $6  $2  $11  $9  $89  $140  $12  ($111) ($1,041) ($131)  
 Other Oil and Gas Revenues  $1  $0  $1  $1  $10  $16  $1  ($17) ($127) ($11)  
 Mineral Resources  $3  $1  $14  $5  $111  ($27) ($27) ($118) $19  $61   
 Water Power Rentals  ($14) $5  $31  $20  ($285) $307  ($53) $29  $102  $3   
 Insurance Premium Revenues  $7  $1  $10  $3  $25  ($4) $5  $3  ($0) ($29)  
 Payroll Taxes  $50  $12  $54  $43  $221  ($446) $54  $76  ($139) $97   
  Provincial-Local Property Tax Revenues  $250  $43  $258  $290  $853  ($1,328) $227  $154  ($739) $93   
 Lottery Ticket Revenues  ($10) ($0) $2  $8  ($24) ($9) $15  $18  $57  ($1)  
 Other Games of Chance Revenues  $7  $2  ($1) $9  $23  ($62) ($12) ($2) ($67) $54   
 Misc. Provincial-Local Taxes & Revenues  $59  $13  $64  $67  $258  ($495) $74  $59  ($329) $104   
 Shared Revenues: Offshore Activities/NFLD.  ($36) $0  $0  $0  $0  $0  $0  $0  $0  $0   
 Shared Revenues: Offshore Activities/N.S.  $0  $0  ($12) $0  $0  $0  $0  $0  $0  $0   
 Shared Revenues: Preferred Share Div.   $2  ($0) $1  $3  $9  ($23) $1  $3  $2  $10   
 Total Equalization: Entitlements  $978  $240  $1,188  $1,176  $4,702  ($6,503) $1,246  $247  ($11,479) $307  $10,084  
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Table C6: National Average Standard Applied to Base Case (2001-2002 Fifth Estimate) (No Personal Income Override) (Accord Omitted) 

 Revenue Source (Millions of Dollars)   NFLD.   P.E.I   N.S.    N.B.   QUE.   ONT.   MAN.   SASK.    ALTA.   B.C.   
Receiving 
Provinces  

 Personal Income Tax Revenues  $350  $89  $414  $428  $2,080  ($3,579) $492  $500  ($1,468) $693   
 Business Income Revenues  $124  $28  $152  $185  $136  ($836) $208  $158  ($891) $736   
 Capital Tax Revenues  $46  $13  $51  $43  $210  ($314) $55  $39  ($238) $95   
 General and Miscellaneous Sales Taxes  $72  $22  $97  $81  $611  ($200) $146  $53  ($877) ($5)  
 Tobacco Taxes  $13  ($0) ($5) $2  ($106) $26  $14  $6  ($40) $90   
 Gasoline taxes   $6  ($4) ($10) ($18) $178  ($37) $1  $17  ($154) $22   
 Diesel Fuel Taxes  $11  $3  $11  ($6) $114  $62  ($5) ($70) ($150) $29   
 Non-Commercial Vehicle Licenses  $5  $0  $0  ($2) $19  $8  $4  ($5) ($31) $1   
 Commercial Vehicle Licenses  $5  $2  $7  ($2) $45  ($4) ($2) ($2) ($57) $8   
 Revenues from the Sale of Alcoholic Beverages  $0  $1  $0  $11  $50  ($12) $4  $12  ($30) ($37)  
 Hospital & Medical Insurance Premiums  $3  $0  $1  $1  ($6) ($14) $3  $5  ($3) $10   
 Race Track Taxes  $0  $0  $1  $0  $3  ($7) $0  $1  $0  $1   
 Forestry Revenues  $19  $7  $41  ($0) $128  $423  $46  $25  $34  ($721)  
 New Oil Revenues  $15  $4  $26  $21  $205  $325  $25  ($180) ($501) $60   
 Old Oil Revenues  $3  $1  $6  $5  $45  $72  $6  ($8) ($146) $16   
 Heavy Oil Revenues  $2  $1  $4  $3  $34  $54  $5  ($61) ($51) $9   
 Mined Oil Revenues  $3  $1  $6  $5  $44  $71  $7  $6  ($167) $24   
 Third-tier Oil Revenues  $4  $1  $7  $5  $52  $84  $8  ($70) ($115) $25   
 Heavy Third-tier Revenues $1  $0  $2  $1  $12  $20  $2  ($45) $0  $7   
 Natural Gas Revenues  $88  $23  $155  $124  $1,217  $1,941  $189  $1  ($3,648) ($89)  
 Sales of Crown Leases  $24  $6  $42  $34  $332  $529  $50  ($77) ($941) $2   
 Other Oil and Gas Revenues  $3  $1  $5  $4  $40  $64  $6  ($13) ($114) $5   
 Mineral Resources  $2  $1  $13  $4  $100  ($44) ($29) ($119) $15  $56   
 Water Power Rentals  ($16) $4  $26  $17  ($320) $252  ($59) $24  $88  ($16)  
 Insurance Premium Revenues  $6  $1  $10  $2  $21  ($12) $4  $2  ($2) ($32)  
 Payroll Taxes  $50  $12  $54  $42  $216  ($454) $53  $75  ($141) $94   
  Provincial-Local Property Tax Revenues  $249  $42  $255  $287  $829  ($1,367) $223  $151  ($749) $80   
 Lottery Ticket Revenues  ($11) ($0) $0  $7  ($37) ($30) $13  $16  $51  ($9)  
 Other Games of Chance Revenues  $8  $2  $0  $10  $35  ($43) ($10) ($1) ($62) $61   
 Misc. Provincial-Local Taxes & Revenues  $61  $14  $68  $70  $288  ($447) $79  $63  ($316) $121   
 Shared Revenues: Offshore Activities/NFLD.  ($35) $0  $1  $1  $9  $14  $1  $1  $4  $5   
 Shared Revenues: Offshore Activiti es/N.S.  $0  $0  ($12) $0  $3  $5  $0  $0  $1  $2   
 Shared Revenues: Preferred Share Div.   $2  ($0) $1  $2  $8  ($26) $1  $3  $1  $9   
 Total Equalization: Entitlements  $1,114  $275  $1,428  $1,369  $6,593  ($3,475) $1,539  $507  ($10,701) $1,351  $14,176  
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Table C7: Base Case – Derived From Equalization Entitlements Calculations – Department of Finance’s Third Estimates 2002-2003 (Accord 
Omitted) 

 Revenue Source (Millions of Dollars)   NFLD.   P.E.I   N.S.    N.B.   QUE.   ONT.   MAN.   SASK.    ALTA.   B.C.   
Receiving 
Provinces  

 Personal Income Tax Revenues  $342  $90  $413  $424  $2,126  ($3,827) $487  $488  ($1,343) $725   
 Business Income Revenues  $101  $19  $116  $141  ($82) ($706) $155  $107  ($626) $525   
 Capital Tax Revenues  $43  $13  $47  $40  $176  ($338) $47  $32  ($246) $82   
 General and Miscellaneous Sales Taxes  $56  $20  $71  $60  $427  ($452) $116  $16  ($981) ($107)  
 Tobacco Taxes  $12  ($2) ($5) $15  ($207) $16  $28  $24  $19  $138   
 Gasoline taxes   $1  ($5) ($19) ($25) $125  ($116) ($9) $8  ($179) ($7)  
 Diesel Fuel Taxes  $9  $3  $6  ($11) $76  $5  ($12) ($78) ($169) $9   
 Non-Commercial Vehicle Licenses  $4  $0  ($1) ($3) $10  ($1) $2  ($7) ($34) ($3)  
 Commercial Vehicle Licenses  $4  $2  $6  ($3) $32  ($24) ($4) ($5) ($64) $1   
 Revenues from the Sale of Alcoholic Beverages  ($1) $1  ($1) $11  $43  ($13) $2  $11  ($33) ($44)  
 Hospital & Medical Insurance Premiums  $3  $0  $2  $1  ($9) ($13) $3  $6  ($2) $13   
 Race Track Taxes  $0  $0  $1  $1  $4  ($6) $1  $1  $1  $1   
 Forestry Revenues  $18  $6  $39  $3  $136  $412  $43  $24  $41  ($615)  
 New Oil Revenues  $6  $1  $10  $8  $77  $121  $5  ($193) ($542) ($10)  
 Old Oil Revenues  $1  $0  $1  $1  $7  $12  ($0) ($14) ($166) ($5)  
 Heavy Oil Revenues  $2  $1  $4  $3  $29  $47  $5  ($84) ($76) $3   
 Mined Oil Revenues  $0  $0  $0  $0  $0  $0  $0  $0  ($127) $0   
 Third-tier Oil Revenues  $2  $0  $3  $2  $24  $40  $3  ($77) ($132) $9   
 Heavy Third-tier Revenues $1  $0  $3  $2  $20  $32  $3  ($66) $1  $11   
 Natural Gas Revenues  $17  $4  $30  $24  $237  $376  $37  ($113) ($3,539) ($536)  
 Sales of Crown Leases  $5  $1  $8  $6  $63  $100  $9  ($87) ($699) ($85)  
 Other Oil and Gas Revenues  $1  $0  $1  $1  $11  $17  $1  ($18) ($131) ($12)  
 Mineral Resources  $3  $1  $15  $6  $116  ($28) ($29) ($124) $21  $64   
 Water Power Rentals  ($9) $3  $20  $14  ($192) $207  ($36) $19  $69  $2   
 Insurance Premium Revenues  $7  $1  $11  $3  $27  ($2) $5  $2  $1  ($33)  
 Payroll Taxes  $52  $13  $56  $44  $227  ($461) $55  $77  ($142) $103   
  Provincial-Local Property Tax Revenues  $243  $45  $268  $295  $856  ($1,484) $231  $172  ($775) $225   
 Lottery Ticket Revenues  ($11) ($0) $2  $8  ($26) ($5) $15  $17  $59  ($1)  
 Other Games of Chance Revenues  $7  $2  ($2) $9  $21  ($62) ($14) ($4) ($70) $58   
 Misc. Provincial-Local Taxes & Revenues  $57  $13  $64  $66  $253  ($494) $72  $57  ($300) $112   
 Shared Revenues: Offshore Activities/NFLD.  ($73) $0  $0  $0  $0  $0  $0  $0  $0  $0   
 Shared Revenues: Offshore Activities/N.S.  $0  $0  ($13) $0  $0  $0  $0  $0  $0  $0   
 Shared Revenues: Preferred Share Div.   $2  $0  $3  $2  $31  ($49) ($5) $3  ($3) $20   
 Total Equalization: Entitlements  $904  $234  $1,155  $1,146  $4,640  ($6,696) $1,218  $194  ($10,170) $644  $10,136  
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Table C8: National Average Standard Applied to Base Case (2002-2003 Third Estimate) (No Personal Income Override) (Accord Omitted) 

 Revenue Source (Millions of Dollars)   NFLD.   P.E.I   N.S.    N.B.   QUE.   ONT.   MAN.   SASK.    ALTA.   B.C.   
Receiving 
Provinces  

 Personal Income Tax Revenues  $344  $90  $415  $426  $2,144  ($3,798) $490  $490  ($1,336) $735   
 Business Income Revenues  $106  $20  $124  $147  ($23) ($610) $165  $116  ($601) $558   
 Capital Tax Revenues  $45  $13  $50  $42  $201  ($298) $51  $36  ($236) $96   
 General and Miscellaneous Sales Taxes  $69  $23  $95  $79  $612  ($154) $145  $41  ($904) ($5)  
 Tobacco Taxes  $11  ($2) ($7) $14  ($216) $1  $27  $23  $15  $133   
 Gasoline taxes   $5  ($4) ($12) ($20) $179  ($29) ($1) $15  ($157) $23   
 Diesel Fuel Taxes  $11  $4  $10  ($7) $115  $68  ($6) ($73) ($153) $30   
 Non-Commercial Vehicle Licenses  $5  $0  ($0) ($2) $18  $12  $4  ($6) ($31) $1   
 Commercial Vehicle Licenses  $5  $2  $7  ($2) $45  ($3) ($2) ($3) ($58) $8   
 Revenues from the Sale of Alcoholic Beverages  ($1) $1  ($0) $12  $48  ($4) $3  $12  ($30) ($41)  
 Hospital & Medical Insurance Premiums  $3  $0  $1  $1  ($10) ($15) $3  $5  ($2) $13   
 Race Track Taxes  $0  $0  $1  $0  $3  ($7) $0  $1  $1  $1   
 Forestry Revenues  $16  $6  $36  $0  $110  $371  $39  $21  $30  ($629)  
 New Oil Revenues  $14  $4  $25  $20  $200  $320  $24  ($176) ($491) $59   
 Old Oil Revenues  $3  $1  $6  $5  $46  $75  $6  ($8) ($150) $17   
 Heavy Oil Revenues  $3  $1  $6  $5  $45  $73  $7  ($82) ($69) $12   
 Mined Oil Revenues  $2  $1  $4  $3  $30  $49  $5  $4  ($115) $17   
 Third-tier Oil Revenues  $4  $1  $7  $5  $54  $87  $8  ($73) ($119) $26   
Heavy Third-tier Revenues $1  $0  $2  $2  $18  $29  $3  ($66) $0  $10   
 Natural Gas Revenues  $76  $20  $135  $108  $1,062  $1,709  $164  ($1) ($3,194) ($78)  
 Sales of Crown Leases  $16  $4  $29  $23  $225  $362  $34  ($65) ($632) $5   
 Other Oil and Gas Revenues  $3  $1  $5  $4  $41  $66  $6  ($13) ($118) $5   
 Mineral Resources  $2  $1  $13  $4  $105  ($45) ($30) ($126) $16  $58   
 Water Power Rentals  ($11) $3  $17  $11  ($215) $170  ($39) $16  $59  ($11)  
 Insurance Premium Revenues  $7  $1  $10  $2  $22  ($10) $5  $2  ($2) ($36)  
 Payroll Taxes  $52  $13  $55  $44  $221  ($470) $54  $76  ($145) $100   
  Provincial-Local Property Tax Revenues  $242  $45  $266  $294  $837  ($1,514) $229  $170  ($783) $215   
 Lottery Ticket Revenues  ($12) ($0) ($0) $7  ($40) ($28) $13  $16  $53  ($9)  
 Other Games of Chance Revenues  $8  $2  ($1) $10  $34  ($41) ($12) ($2) ($65) $65   
 Misc. Provincial-Local Taxes & Revenues  $59  $14  $67  $69  $277  ($455) $76  $60  ($291) $125   
 Shared Revenues: Offshore Activities/NFLD.  ($72) $0  $2  $2  $17  $28  $3  $2  $7  $10   
 Shared Revenues: Offshore Activities/N.S.  $0  $0  ($13) $0  $3  $5  $0  $0  $1  $2   
 Shared Revenues: Preferred Share Div.   $2  $0  $2  $2  $31  ($50) ($5) $2  ($3) $19   
 Total Equalization: Entitlements  $1,019  $264  $1,358  $1,309  $6,243  ($4,104) $1,466  $412  ($9,501) $1,534  $13,605  

 




