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summary 

The GNWT has introduced a bill to enact a road toll on commercial vehicle traffic.  Its objective is to collect sufficient revenue to pay for a planned $100 million investment in roads in the NWT.  After a review of available information we have concluded that:  

1. The GNWT has not provided a complete picture of the economic impacts and has publicly used estimates that appear to significantly underestimate the total impact of the tax on NWT households.

2. The new road tax will raise transportation costs to consumers and businesses and will lead to a significant rise in the cost of doing business and living in the NWT.  

3. The new tax will significantly increase the cost of goods and services purchased by most consumers beyond what the GNWT is offsetting with the increase in the Cost of Living Tax Credit.  It is estimated that consumers in 2002 will pay over $6.1 million annually while receiving only $2.1 million in tax relief.  In total the household sector is expected to pay about 30% of the tax revenues.

4.  Because the tax is “regressive” and the tax relief “progressive” the new tax burden will fall disproportionately on lower income families and in particular single parent families and elders.  

5. A problem with the tax relief is that it does not differentiate between the location of consumers and how they are impacted by the tax.  For example, consumers in Yellowknife will bear the largest tax burden but they will be compensated the same as consumers living in centres nearer the NWT border who are impacted less by the tax.  

6. The road tax will damage the NWT’s fledgling export industries because these businesses cannot pass along their increased costs to their customers as they compete in national and international markets.  These industries are the major sources of “wealth creation” and hence an essential source of new employment and income in the NWT.  The mining sector, the NWT’s major export industry, will likely pay $9 to $10 million or about half of the tax revenues in 2002.

7. The GNWT will pay a significant portion of the tax because it will lead to higher costs for its departments and agencies as well as those of local governments, school boards and other publicly funded agencies.  In addition the federal government will also be impacted by the tax.  It is estimated that the government sector will pay about $4.0 million or 20% of the tax revenues in 2002. 

8. The high administration costs (both public and private) make the proposed road tax a very costly and inefficient method of raising revenues.  It is estimated that the administrative costs of collecting the tax (GNWT administrative costs and carrier administrative surcharges) will approach 50% of the revenues collected.

9. Industries such as recycling that currently operate with the advantage of low backhaul rates will be severely impacted.  In addition local industries supplying firewood and other local products would be negatively impacted by the tax. 

introduction

The GNWT has introduced a bill to enact a road toll on commercial vehicle traffic.  Its objective is to collect sufficient revenue to pay for a planned $100 million investment in roads in the NWT.  Ellis Consulting Services was contracted by the NWT & Nunavut Chamber of Mines to undertake a preliminary analysis of the proposed legislation. 

The purpose of this review is not to produce definitive answers but rather provide rough estimates to fill in much of the information needed to understand and evaluate the proposed legislation.  

The road tax proposed by the GNWT is presented as the preferred, if not only plan, that will generate the level of funds necessary to make what the government considers essential highway improvements in the NWT.  While it is clear that some improvements to the road system are needed (and are in fact being made) this new tax will only be good for the NWT if it provides the revenue for road improvements without unduly hurting the economy and its residents.    

The high cost of transportation in the North is perhaps the greatest single impediment to developing the Northern economy and increasing business activity and employment opportunities. Inputs for the production of Northern goods and services are expensive to import and finished products are expensive to send to markets.

The above statement is a direct quote from the Department of Transportations current 2001-2004 Business Plan.  The Department of Transportation recognizes that high transportation costs are a serious problem but at the same time it is proposing a new tax that would make the problem even greater.  

Is it a toll or a tax?

A toll by definition is a fee that is collected from users of a service with the funds raised used to pay for that specific service.  For example, there is a toll charged to all vehicles using the new bridge to PEI from the mainland and the funds collected go directly to pay for the cost of the bridge.  Taxes in contrast are collected for public purposes and are not specifically tied to one good or service.

Since the proposed road tax will be used to finance general improvement to roads and not specifically on the roads on which they were collected this proposal is a “tax” and not a “toll”.

What analysis has the Gnwt provided?

The GNWT has provided little analysis on the impacts of the proposed tax.  The only data publicly circulated has been estimates of the dollar cost per household for motor fuel, groceries and heating fuel in various communities.  In addition the GNWT has provided some information on the level of tax relief that would go to individual taxpayers with various income levels and it has also provided revenue projections for the proposed tax over the next few years.

the GNWT’s Revenue projections

Table 1 provides the revenue estimates for the proposed road tax provided by the GNWT.  In 2002 the GNWT estimates that the gross tax revenues would be $19.9 million and for the period 2003 to 2006 gross revenues would be around $18.0 million.

The GNWT estimates it will pay about $2.1 million to $2.3 million in permit fees annually from 2002 to 2006.  In addition the GNWT estimates it will incur $2.3 million in administration costs in 2002 and $1.8 million for subsequent years.

The GNWT estimates that in 2002 they will receive net revenues of $15.5 million and $13 to $14 million over the period 2003 to 2006.

	Table 1:  GNWT Road Tax Revenue Estimates

	
	
	
	
	

	
	Gross
	Permit
	Admin
	GNWT 

	
	Revenues
	Cost
	Cost
	Net Revenue

	
	($million)

	
	
	
	
	

	2002
	19.9
	2.1
	2.3
	15.5

	2003
	16.8
	2.1
	1.8
	12.9

	2004
	17.7
	2.2
	1.8
	13.7

	2005
	18.1
	2.3
	1.8
	14.0

	2006
	16.8
	2.3
	1.8
	12.7


The impact of the road tax based on the gnwt numbers

The GNWT has presented a series of cost estimates by community to indicate to the general public the significance of the tax.  As a first step in this analysis we will use these numbers to produce estimates of the level of impacts they imply.

what is the cost to nwt households implied by the gnwt numbers?

Table 2 shows the estimated cost of the tax to households using the GNWT publicly distributed numbers.  Columns (1)-(3) provide the GNWT estimated impacts for motor fuel, groceries and heating fuel for individual households by community.   These values are multiplied by the estimated number of households in each community
 to estimate the total costs of the tax for each category in Columns (4)-(6).

As shown on Table 2 Column (7) the total impact in the NWT on consumers would be $1.3 million.  If the GNWT’s numbers are used they imply there would not be a large impact in the communities.

	Table 2:  Estimated Costs by Community using GNWT Numbers

	
	
	
	
	
	
	
	
	

	
	
	
	Cost by Household
	
	Cost by Community

	
	
	Motor 
	
	Heating
	Motor 
	
	Heating
	Grand

	
	
	Fuel
	Groceries
	Fuel
	Fuel
	Groceries
	Fuel
	Total

	
	
	(1)
	(2)
	(3)
	(4)
	(5)
	(6)
	(7)

	
	
	
	($)
	
	($000's)

	
	
	
	
	
	
	
	
	

	Northwest Territories
	15
	23
	24
	301
	527
	473
	1,301

	
	
	
	
	
	
	
	
	

	Deh Cho
	
	
	
	
	
	
	

	
	Fort Providence 
	15
	23
	24
	4
	6
	6
	15

	Hay River 
	
	
	
	
	
	
	

	
	Hay River 
	2
	13
	3
	3
	17
	4
	23

	Inuvik
	
	
	
	
	
	
	

	
	Inuvik 
	2
	21
	4
	2
	25
	5
	32

	Mackenzie Delta
	
	
	
	
	
	
	

	
	Aklavik 
	-
	21
	4
	0
	5
	1
	6

	
	Fort McPherson 
	8
	11
	13
	2
	3
	4
	9

	Nahendeh
	
	
	
	
	
	
	

	
	Fort Simpson 
	38
	50
	60
	16
	21
	26
	63

	
	Fort Liard 
	3
	4
	5
	0
	1
	1
	2

	North Slave
	
	
	
	
	
	
	

	
	Rae-Edzo 
	34
	45
	53
	14
	19
	22
	56

	
	Rae Lakes 
	34
	45
	53
	2
	3
	3
	8

	
	Wha Ti 
	34
	45
	53
	3
	4
	5
	13

	Nunakput
	
	
	
	
	
	
	

	
	Paulatuk 
	-
	15
	-
	0
	1
	0
	1

	
	Tuktoyaktuk 
	2
	15
	4
	1
	4
	1
	6

	
	Holman 
	-
	15
	-
	0
	2
	0
	2

	Sahtu
	
	
	
	
	
	
	

	
	Fort Good Hope 
	6
	43
	9
	1
	9
	2
	12

	
	Tulita 
	6
	43
	9
	1
	6
	1
	8

	
	Deline
	6
	37
	9
	1
	7
	2
	9

	
	Norman Wells 
	6
	43
	9
	2
	14
	3
	18

	Thebacha
	
	
	
	
	
	
	

	
	Fort Smith 
	24
	41
	38
	21
	35
	33
	88

	Tu Nedhe
	
	
	
	
	
	
	

	
	Fort Resolution 
	14
	28
	22
	3
	5
	4
	12

	
	Lutselk'e 
	-
	13
	-
	0
	1
	0
	1

	Yellowknife
	
	
	
	
	
	
	

	
	Yellowknife 
	37
	56
	58
	224
	339
	351
	915


what is the level of tax relief implied by the gnwt numbers?

The Legislative Assembly earlier this year approved an increase to the Cost of Living Tax Credit.  This change was approved in anticipation of the introduction of the road tax and is designed to provide tax relief to households to help offset the expected cost increases related to the new tax.

	Table 3:  Estimate of the Tax Credit For Households Using GNWT Cost Estimates

	
	
	
	
	
	
	

	
	
	Household Income
	GNWT

	
	
	Average
	Median2
	Tax Credit
	Tax Cost
	Balance

	
	
	(1)
	(2)
	(3)
	(4)
	(5)

	
	
	($)
	
	($000's)
	

	
	
	
	
	
	
	

	Northwest Territories
	162
	100
	2,092
	1,301
	791

	
	
	
	
	
	
	

	Deh Cho
	
	
	
	
	

	
	Fort Providence 
	121
	104
	30
	15
	15

	Hay River 
	
	
	
	
	

	
	Hay River 
	171
	156
	222
	23
	199

	Inuvik
	
	
	
	
	

	
	Inuvik 
	169
	150
	201
	32
	168

	Mackenzie Delta
	
	
	
	
	

	
	Aklavik 
	115
	91
	26
	6
	20

	
	Fort McPherson 
	129
	110
	35
	9
	27

	Nahendeh
	
	
	
	
	

	
	Fort Simpson 
	158
	144
	68
	63
	4

	
	Fort Liard 
	115
	80
	17
	2
	15

	North Slave
	
	
	
	
	

	
	Rae-Edzo 
	126
	91
	53
	56
	-2

	
	Rae Lakes 
	99
	82
	6
	8
	-2

	
	Wha Ti 
	134
	104
	13
	13
	0

	Nunakput
	
	
	
	
	

	
	Paulatuk 
	150
	115
	10
	1
	9

	
	Tuktoyaktuk 
	118
	77
	31
	6
	26

	
	Holman 
	102
	82
	14
	2
	12

	Sahtu
	
	
	
	
	

	
	Fort Good Hope 
	121
	96
	25
	12
	13

	
	Tulita 
	115
	102
	17
	8
	8

	
	Deline
	110
	93
	20
	9
	10

	
	Norman Wells 
	177
	177
	56
	18
	37

	Thebacha
	
	
	
	
	

	
	Fort Smith 
	165
	148
	141
	88
	53

	Tu Nedhe
	
	
	
	
	

	
	Fort Resolution 
	113
	82
	22
	12
	9

	
	Lutselk'e 
	126
	110
	13
	1
	12

	Yellowknife
	
	
	
	
	

	
	Yellowknife 
	177
	177
	1,073
	915
	158


Table 3 provides an estimate of the level of tax relief by community
.  These estimates will likely overstate the actual tax relief to each community because they have been derived from the 1996 Census estimates for household income (although they have been adjusted for the change in average income from 1996 to 2001).  The Census estimates include income received by households from social assistance, the guaranteed income supplement and worker’s compensation.  These sources of income are not eligible for the Cost of Living Tax Credit and therefore using income estimates that include these sources of income will give a result that would be higher than what would actually be received.  This impact would be partially offset by the fact that this methodology uses the total household income and not the actual distribution of the household income for each earner in the household to arrive at the amount of tax relief.  For example a household with two earners of $33,000 would receive $15 more in tax relief than a household with a single earner of $66,000.  Therefore this methodology would also tend to slightly understate the actual tax relief by household. 

Table 3 columns (1) and (2) show the estimated average and median tax relief for each household by community.  The median value is the level of tax relief where one half of the households in that community fall below and the other half fall above that value.

Table 3 shows that the average household in the NWT would receive $162 (column 1) while one half of households would receive less than $100 (column 2).  The estimates by community vary with the smaller communities generally receiving less tax relief and they have lower average incomes.  

A problem with this kind of tax relief is that the higher your income the greater your tax relief.  In addition higher income households normally spend a lower proportion of their income on goods and services than do lower income earners.  Consumers with low income or with significant traditional income (non-market income) will receive less tax relief but they may be impacted by the new tax almost as much as those with higher incomes. 

	Table 4:  Estimated Tax Relief For Families

	
	
	
	
	
	
	

	
	
	      Cost of Living Tax Credit
	Tax Cost
	    Balance

	
	
	Average
	Median
	Average
	Average
	Median

	
	
	(1)
	(2)
	(3)
	(4)
	(5)

	
	
	              ($)
	             ($)
	          ($)

	Northwest Territories
	
	
	
	
	

	
	Husband/Wife
	177
	177
	643
	-466
	-466

	
	Single Male Parent
	142
	123
	643
	-501
	-520

	
	Single Female Parent
	93
	74
	643
	-550
	-569


Table 4 gives the estimated tax relief by type of family.  Column (1) shows that, for example, the average single female parent family would receive $93 in tax relief while column (2) shows that half of these families would receive less than $74.  Many elders would also receive very little tax credit.  For example an elder who receives the maximum old age security and guaranteed income supplement as their only source of income (about $11,500 per year) would receive only an $18 increase in the northern cost-of-living tax credit to offset the rise in prices of the road tax.

Another significant problem is that this kind of tax relief does not differentiate between the location of consumers and how they are impacted by the tax.  For example, consumers in Yellowknife will bear the largest tax burden but they will be compensated the same as consumers living in centres nearer the NWT border who are impacted less by the tax.  

what is the net impact on households according to the gnwt?

If we accept the GNWT provided numbers on the impacts on costs and use the estimated tax relief yielded by the increase in the Cost of Living Tax Credit the impact of the road tax does not appear significant.  

Table 3 Column (3) gives the estimated Cost of Living Tax Credit increase of $2.1 million while column (4) gives the estimated tax cost of $1.3 million.  The net impact or balance is a positive change of $0.8 million for NWT households.  Of course the impact is different for each community but using the GNWT cost numbers the only communities with a marginal negative are Rae-Edzo and Rae Lakes.  This analysis of course does not look at the distributional impacts by income level and family type but in the aggregate if the GNWT numbers are accepted the tax does not appear pose a significant problem for NWT households.

what is wrong with the gNWT’s estimates?

There are number of serious problems with the estimates provided by the GNWT on the impact of the new road tax on household costs.  They can be summarized as follows:

1. The GNWT assumes that all truck traffic moves at full truckloads when in reality (with the exception of fuel) most traffic moves at only a fraction of weight capacity.

2. The GNWT when deriving its estimates for many communities assumed a traffic pattern that doesn’t reflect the actual operation of the trucking industry.

3. The GNWT has passed along the burden of collecting the tax to the transportation companies but has not allowed that they will have to add a significant administration cost to the new tax.

4. The GNWT has not included the impact of the cost of backhauls of returned freight, etc.

5. The GNWT in using gasoline, groceries and heating fuel has only covered a small part of the total goods and services purchased by households and therefore has not reflected the scope of the impact of the tax on household costs.

6. The GNWT has not allowed that increased fuel costs that result from the imposition of the tax will lead to higher freight charges.

Each of these points is explained in more detail below.

Trucks Do not move at full weight capacity

The government assumes that all traffic moves in truckloads with trailers at full weight capacity.  This is not the case as many trailers “cube out” or fill up in volume before the weight capacity is reached.  This is because many commodities such as cereals, paper towels, etc. are not heavy but occupy a great deal of space.  Carrying these commodities results in trailers that are full in volume but not in weight.   In addition in many cases because of scheduling, etc. it is not realistic to wait until all trailers are full before they are dispatched.  A more realistic figure that is closer to industry standards would be to estimate that on average trailers would travel at 60% to 70% of weight capacity.  This change has the impact of increasing the government’s cost calculation by 40% to 60%.

All communities do not receive direct service at full truckload

The government assumes that all communities receive direct service by full truckload. For example, the government assumes that Rae receives its groceries by full truckload directly from the south and that the trucks then return empty to the south.  In reality almost all traffic moves in what is referred to as less than truckload (LTL) with deliveries in Rae made by trucks with Yellowknife as their final destination.  This means that freight delivered to Rae would still be subject to the toll charge to Yellowknife as the increase in freight costs due to the toll would be allocated amongst all shipments.  This has the impact of increasing the government’s cost calculation for Rae by 24%.  Similarly the GNWT assumes that groceries delivered to Lutselk’e would be impacted by the road tax to Hay River.  In fact groceries are trucked to Yellowknife and flown to Lutselk’e.  This has the impact of increasing the GNWT’s estimates for Lutselk’e by almost three and one third times or 330%.  Another example is Fort McPherson where the GNWT has assumed direct deliveries when in practice it is serviced by trucks destined to Inuvik and therefore the Inuvik road tax would apply.  This has the impact of doubling the GNWT cost estimates for the community of Fort McPherson.

the trucking companies will incur significant administration costs

The GNWT has imposed most of the burden of issuing permits and collecting and remitting fees on the transportation companies.  The fact that most traffic moves at LTL while the tax is based on an assumption of full truckload means that the trucking companies will have to allocate the tax to each shipment in each specific trailer.  This imposes a significant burden on the companies and it will lead to sizable administrative costs that they will have to pass along to their customers.  It has been estimated that this cost could reach 30% of the cost of the tax.

the gnwt has ignored the fact that there are backhauls

The GNWT when producing its estimates assumed that the only costs are for inbound traffic.  In reality most businesses have returns of products, packing crates etc. that must go back out.  If the truck is not empty it will be subject to the tax and if a not unrealistic return ratio of 1 to 6 (one truck in six would have a backhaul) is used it would increase the tax impact by 17%.

the gnwt has covered only a small portion of household expenditures impact by the tax

The government provides data only for the impact on groceries, heating fuel and motor fuel.  It does not account for the fact that all goods and services purchased by NWT households would be impacted by the tax.  For example, snowmobiles, trucks, building materials, air tickets, meals purchased from restaurants and many other goods and services would all be impacted by the new tax. 

According to Statistics Canada’s 1998 Survey of Consumer Expenditures NWT households the average household income in the NWT was $71,196 and each household spent $49,900 or 70% of its income on current consumption of goods and services.  Of the total expenditure on goods and services only about 20% was spent on motor fuel, groceries and heating fuel.

The exclusion by the GNWT of 80% of the goods and services purchased by NWT households in their cost analysis significantly understates the impact of the road tax on NWT residents.

the gnwt has allowed for an increase in freight costs due to the rise in the price of fuel

Fuel accounts for about 25% to 30% of most transportation company costs.  The road tax would increase the cost of fuel purchased in the NWT to anywhere from one to over two cents per litre.  If about one quarter of the fuel used by NWT transport carriers was purchased in the NWT it would have the impact of increasing the road tax by one half to one percent based on the distance travelled.

An Alternative to the Government analysis

an estimate of the full impact of the road tax

If estimates of the administration cost of the new tax, the impact on the fuel costs for transportation companies and less than weight capacity are added to the road tax it produces a much different and larger estimate of the impact of the road tax.  Table 5 presents the results of adding these items to the published road toll.  

Column (1) gives the proposed road tax by community.  Where communities are served by LTL by trucks destined to another community at a further destination the tax to the farther destination has been used.  For example, trucks to Rae are charged the Yellowknife toll because trucks destined for Yellowknife serve Rae.

Column (2) presents the estimated administration cost that will be added by the transportation carriers to reflect their expenses in collecting and administering the tax.  

Column (3) gives the estimated impact on road transportation fuel costs as a result of the rise in NWT fuel prices due to the tax. 

Column (4) gives the estimated impact on air carrier fuel costs as a result of the rise in NWT fuel prices due to the tax.  

Column (5) gives the impact of the GST on the costs in columns (1) to (4).  Column (6) is the sum of all costs plus the GST.  

Column (7) is the gross weight capacity of a full trailer in kilograms.  Column (8) is the normal percentage of capacity of trailers carrying merchandise to NWT communities.  Column (9) is the normal capacity of trailers in kilograms carrying merchandise to NWT communities. 

Column (10) is column (6) divided by column (9), which gives the cost per kilogram of freight.

How does this estimate compare with the gnwt provided numbers

Table 6 compares the alternative cost (per Kg of freight) estimates developed above with those provided by the GNWT. 

Column (1) gives the GNWT supplied estimates.  Column (2) is the alternative estimates developed above.  Column (3) is column (2) minus column (1).  Column (4) is the percentage difference of column (3).

	Table 5:  Estimated Cost Per Kilogram of Freight as a Result of the Road Tax

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	Tax
	Cost
	Gas
	Air
	
	
	Gross
	
	Net
	Cost Kg

	
	
	Trailer
	Admin
	Impact
	Impact
	GST
	Total
	Weight
	Capacity
	Weight
	Freight

	
	
	(1)
	(2)
	(3)
	(4)
	(5)
	(6)
	(7)
	(8)
	(9)
	(10)

	
	
	($)
	($)
	($)
	($)
	($)
	($)
	(Kgs)
	(%)
	(Kgs)
	($)

	Deh Cho
	
	
	
	
	
	
	
	
	
	

	
	Fort Providence 
	260
	78
	1
	0
	24
	363
	25,000
	65%
	16,250
	0.022

	Hay River 
	
	
	
	
	
	
	
	
	
	

	
	Hay River 
	145
	44
	1
	0
	13
	202
	25,000
	70%
	17,500
	0.012

	Inuvik
	
	
	
	
	
	
	
	
	
	

	
	Inuvik 
	320
	96
	2
	0
	29
	447
	25,000
	50%
	12,500
	0.036

	Mackenzie Delta
	
	
	
	
	
	
	
	
	
	

	
	Aklavik 
	320
	96
	2
	3
	29
	450
	25,000
	65%
	16,250
	0.028

	
	Fort McPherson 
	320
	96
	2
	0
	29
	447
	25,000
	65%
	16,250
	0.027

	Nahendeh
	
	
	
	
	
	
	
	
	
	

	
	Fort Simpson 
	565
	170
	5
	0
	52
	791
	25,000
	60%
	15,000
	0.053

	
	Fort Liard 
	45
	14
	0
	0
	4
	63
	25,000
	60%
	15,000
	0.004

	North Slave
	
	
	
	
	
	
	
	
	
	

	
	Rae-Edzo 
	625
	188
	6
	0
	57
	876
	25,000
	65%
	16,250
	0.054

	
	Rae Lakes 
	625
	188
	6
	6
	58
	883
	25,000
	65%
	16,250
	0.054

	
	Wha Ti 
	625
	188
	6
	6
	58
	883
	25,000
	65%
	16,250
	0.054

	Nunakput
	
	
	
	
	
	
	
	
	
	

	
	Paulatuk 
	320
	96
	2
	6
	30
	454
	25,000
	65%
	16,250
	0.028

	
	Tuktoyaktuk 
	320
	96
	2
	6
	30
	454
	25,000
	65%
	16,250
	0.028

	
	Holman 
	320
	96
	2
	6
	30
	454
	25,000
	65%
	16,250
	0.028

	Sahtu
	
	
	
	
	
	
	
	
	
	

	
	Fort Good Hope 
	625
	188
	6
	13
	58
	889
	25,000
	65%
	16,250
	0.055

	
	Tulita 
	625
	188
	6
	13
	58
	889
	25,000
	65%
	16,250
	0.055

	
	Deline
	625
	188
	6
	13
	58
	889
	25,000
	65%
	16,250
	0.055

	
	Norman Wells 
	625
	188
	6
	13
	58
	889
	25,000
	65%
	16,250
	0.055

	Thebacha
	
	
	
	
	
	
	
	
	
	

	
	Fort Smith 
	455
	137
	3
	0
	42
	636
	25,000
	65%
	16,250
	0.039

	Tu Nedhe
	
	
	
	
	
	
	
	
	
	

	
	Fort Resolution 
	315
	95
	2
	0
	29
	440
	25,000
	65%
	16,250
	0.027

	
	Lutselk'e 
	625
	188
	6
	6
	58
	883
	25,000
	65%
	16,250
	0.054

	Yellowknife
	
	
	
	
	
	
	
	
	
	

	
	Yellowknife 
	625
	188
	6
	0
	57
	876
	25,000
	65%
	16,250
	0.054


All of the alternative estimates are higher and they range from two-thirds to three or four times higher than those provided by the GNWT.  Fort McPherson is the most extreme with the alternative estimates being 450% higher than the government numbers.

	Table 6:  Difference Between GNWT and Alternative Estimates

	Cost per Kilogram of Freight as a Result of the Road Tax

	
	
	
	
	
	

	
	
	GNWT
	Alternative
	Difference
	% Difference

	
	
	              (1)
	     (2)
	         (3)
	     (4)

	
	
	                  (Cents/Kg)
	

	Deh Cho
	
	
	
	

	
	Fort Providence 
	1.2
	2.2
	1.0
	86%

	Hay River 
	
	
	
	

	
	Hay River 
	0.7
	1.2
	0.5
	65%

	Inuvik
	
	
	
	

	
	Inuvik 
	1.4
	3.6
	2.2
	155%

	Mackenzie Delta
	
	
	
	

	
	Aklavik 
	1.4
	2.8
	1.4
	98%

	
	Fort McPherson 
	0.5
	2.7
	2.2
	450%

	Nahendeh
	
	
	
	

	
	Fort Simpson 
	2.6
	5.3
	2.7
	103%

	
	Fort Liard 
	0.2
	0.4
	0.2
	109%

	North Slave
	
	
	
	

	
	Rae-Edzo 
	2.3
	5.4
	3.1
	134%

	
	Rae Lakes 
	2.3
	5.4
	3.1
	136%

	
	Wha Ti 
	2.3
	5.4
	3.1
	136%

	Nunakput
	
	
	
	

	
	Paulatuk 
	1.4
	2.8
	1.4
	99%

	
	Tuktoyaktuk 
	1.4
	2.8
	1.4
	99%

	
	Holman 
	1.4
	2.8
	1.4
	99%

	Sahtu
	
	
	
	

	
	Fort Good Hope 
	3.7
	5.5
	1.8
	48%

	
	Tulita 
	3.7
	5.5
	1.8
	48%

	
	Deline
	3.7
	5.5
	1.8
	48%

	
	Norman Wells 
	3.7
	5.5
	1.8
	48%

	Thebacha
	
	
	
	

	
	Fort Smith 
	2.0
	3.9
	1.9
	96%

	Tu Nedhe
	
	
	
	

	
	Fort Resolution 
	1.4
	2.7
	1.3
	93%

	
	Lutselk'e 
	1.4
	5.4
	4.0
	288%

	Yellowknife
	
	
	
	

	
	Yellowknife 
	2.8
	5.4
	2.6
	93%


what is the average cost for each household using the alternative estimates?

Table 7 provides estimates of the cost to each household and uses the tax relief estimates to arrive at the net cost of the proposed road tax for each household by community.

Columns (1) and (2) on Table 7 present the average and median tax credit for households by community.  Column (3) presents an estimate of the average tax cost to each community.  Columns (4) and (5) present the net cost for households for the average and median incomes.

	Table 7:  Estimate of the Net Impact of the Road Tax on Households

	
	
	
	
	
	
	

	
	
	Cost of Living Tax Credit
	Tax Cost
	Balance

	
	
	Average
	Median
	Average
	Average
	Median

	
	
	(1)
	(2)
	(3)
	(4)
	(5)

	
	
	($)
	($)
	($)

	
	
	
	
	
	
	

	Northwest Territories
	162
	100
	643
	-482
	-543

	
	
	
	
	
	
	

	Deh Cho
	
	
	
	
	

	
	Fort Providence 
	121
	104
	248
	-128
	-144

	Hay River 
	
	
	
	
	

	
	Hay River 
	171
	156
	112
	59
	44

	Inuvik
	
	
	
	
	

	
	Inuvik 
	169
	150
	335
	-167
	-185

	Mackenzie Delta
	
	
	
	
	

	
	Aklavik 
	115
	91
	259
	-144
	-169

	
	Fort McPherson 
	129
	110
	276
	-147
	-166

	Nahendeh
	
	
	
	
	

	
	Fort Simpson 
	158
	144
	593
	-435
	-449

	
	Fort Liard 
	115
	80
	47
	68
	32

	North Slave
	
	
	
	
	

	
	Rae-Edzo 
	126
	91
	592
	-465
	-501

	
	Rae Lakes 
	99
	82
	595
	-497
	-513

	
	Wha Ti 
	134
	104
	595
	-461
	-491

	Nunakput
	
	
	
	
	

	
	Paulatuk 
	150
	115
	257
	-107
	-142

	
	Tuktoyaktuk 
	118
	77
	263
	-145
	-187

	
	Holman 
	102
	82
	257
	-155
	-175

	Sahtu
	
	
	
	
	

	
	Fort Good Hope 
	121
	96
	520
	-399
	-424

	
	Tulita 
	115
	102
	520
	-405
	-419

	
	Deline
	110
	93
	520
	-410
	-427

	
	Norman Wells 
	177
	177
	520
	-343
	-343

	Thebacha
	
	
	
	
	

	
	Fort Smith 
	165
	148
	429
	-264
	-280

	Tu Nedhe
	
	
	
	
	

	
	Fort Resolution 
	113
	82
	289
	-176
	-206

	
	Lutselk'e 
	126
	110
	500
	-374
	-390

	Yellowknife
	
	
	
	
	

	
	Yellowknife 
	177
	177
	600
	-423
	-423


The average household in the NWT would receive a $170 tax credit while paying out $643
 in increase costs for a net cost of $482.  One half of NWT households would have a net cost of $543 as a result of the tax.

Table 8 presents an estimate of the net impact of the road tax on families.  The largest impact is on single parent families who receive only an average tax credit of $93 while paying $643 in increased tax related costs for a net cost of $569.

	Table 8:  Estimated Tax Relief For Families

	
	
	
	
	
	
	

	
	
	Cost of Living Tax Credit
	Tax Cost
	Balance

	
	
	Average
	Median
	Average
	Average
	Median

	
	
	(1)
	(2)
	(3)
	(4)
	(5)

	
	
	($)
	($)
	($)

	
	
	
	
	
	
	

	Northwest Territories
	
	
	
	
	

	
	Husband/Wife
	177
	177
	643
	-466
	-466

	
	Single Male Parent
	142
	123
	643
	-501
	-520

	
	Single Female Parent
	93
	74
	643
	-550
	-569


how much will each sector of the economy pay for the road tax?

The question to be asked with the imposition of any new tax is how will the tax burden be distributed?  In other words who will pay the tax?  There are only three possible sectors that can bear the tax burden.  They are households, businesses and governments.

The Road Tax Impact on the Household Sector

It is estimated that households in the NWT will pay $6.1 million or about 30% of the total road tax in 2001.  The estimate was derived by multiplying the average tax cost per household by community on Table 7 Column (3) by the estimated number of households in each community.  The results by community were then summed to arrive at the NWT estimate.

The Road Tax Impact on the business sector

The GNWT has stated that truckers will pass along the new road tax to their customers and this will no doubt be the case.  This will also likely be true with the trucker’s main customers who at the wholesale and retail level will include the increased transportation costs in their prices and pass them along to final consumers in the NWT.  

NWT businesses that currently export goods and services, or are attempting to develop markets outside of the territory, are likely to be the greatest impacted by the proposed road tax.  The exporting industries are in a particularly vulnerable position because they must not only pay the tax on all of the inputs they import into the territory but they must also pay the tax on their final products when they are shipped out. 

Currently the only exporting industries are mining and a small (but important and growing) number of manufacturing (fibre glass tanks, etc.) and natural resource firms (egg production, fish marketing and forestry).  In addition the tourism sector an export sector.  The out-of-territory or foreign business sector will pay to the extent that businesses in the NWT that export goods and services are able to pass along the new tax.

The tourism industry will likely be able to pass along increased costs as tourists will pay higher prices for domestically purchased goods and services but, in a competitive international market, higher costs for tour packages may lead to reduced demand.  It is expected that exporting industries other than tourism will not be able to pass along their costs as they compete in national or international markets where they are “price takers” and cannot control prices.  This means that some businesses that have low profit margins might not be able to absorb the new tax and have to close or abandon export markets.  

In the case of the mining and oil and gas sector it is expected that they will be forced to absorb the cost of the new tax although they may reduce expenditures to help offset some of the impact.  It is anticipated that the mining industry will bear from 40% to 50% or $8 to $10 million of the road tax burden in 2002.  This figure is based on the number of expected loads on the winter road and no significant expansion of the oil and gas and exploration sectors.

The Impact of the Road on the government sector

The federal, GNWT and local governments as final consumers will bear a significant portion of the impact of the road tax.  According to Statistics Canada’s 1999 Provincial Economic Accounts governments spent over $861 million on goods and services in the NWT along with another $149 million in capital expenditures for a total of over $1.0 billion.  These expenditures do not include direct transfers (such as social assistance) and grants to persons or businesses.

After deducting expenditures of $404 million for direct wages and estimated capital consumption allowances of $111 million, governments spent $495 million in 1999 in the NWT on other goods and services that would be subject to some degree to the impact of the new road tax.  

As shown on Table 1 the GNWT expects to incur $2.1 million in permit costs in 2001.  Based on the level of impact on the GNWT it is expected that the federal government would incur between $0.8 and $1.2 million and other levels of public government will likely incur similar amounts.  In total it is estimated that the government sector will contribute 20% or about $4.0 million annually to the tax. 




� The average number of persons per dwelling by community from the 1996 census was divided into the estimated 2000 population by community provided by the NWT Bureau of Statistics to arrive at an estimate for the number of households.


� These estimates were derived using average household income by community from the 1996 Census and were updated using the latest taxation statistics.  The average income per household was then applied to the new Cost of Living Tax structure.


� In this analysis it has been estimated that “groceries” account for about 23% of the weight of consumer goods purchased by the average household.  The remaining 77% is comprised of clothing, household furnishings, building materials, electronic goods, recreational equipment, etc.  The average cost of $643 was developed by applying the alternative tax impact costs for each community presented in Table 5 to the following quantities of goods:  Gasoline – 2000 litres; Heating fuel –3200 litres; Groceries – 2100 Kgs; and Other Household Goods – 7170 Kgs.  It is acknowledged that not all households will use the same quantity (based in Kgs) of goods but, while it is known that higher income households will purchase more expensive goods than lower income households, it is not unrealistic to assume that the same basic consumer basket will be purchased.  The quantity of goods (not the value) would vary more closely with family size than income level.
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