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FOREWORD

On February 18, 1993, the Kativik Regional Government (KRG) and the Makivik
Corporation tabled a joint brief with the National Assembly Commitiee on the
Budget and Administration on the subject of taxation in Nunavik (Appendix 1). The
Québec government ministers present when the brief was tabled included the
Minister of Finance, the Minister of Revenue and the Chairman of the Treasury

Board.

The brief contained the following recommendations:

«l,

That la Commission du budget et de l'administration take into

consideration the creation of a Nunavik Quebec task force,
which would include the main provincial depantments concerned
such as Finance, Revenue and SAA and northem
representatives in order, as of December 1993, to make

practical proposals with respect to :

. the establishment of a specific Nunavik temtory tax
regime which would reflect nonthem economic realities

both in terms of philosophy and in terms of process;

. the development and expansion of a genuine Nunavik
tax base.

That, in the course of a second phase and in recognition of the
complex effects of intergovernment taxation tradeoffs, the rask
force engage in talks with the federal Department of Finance

and Revenue with a view {0 :

o the consolidation of a Nunavik regional tax regime with
reference to proposals made by the provincial-Nunavik
group as of December 1993;

. the development and expansion of a Nunavik 1ax base.



. 3 That negotiations commence {mmediately berween for the first
part KR G. and Makivik Corporation and for the second part
the Quebec Depantments of Finance and Transport as well as
S.A.A., asto how to subsidize air and sea service operators to
Nunavik. In this respect, the North Shore and Madeleine
Island precedents would provide usefull guidelines.  The
working group on «ngrihemn transportation» would, as a matter
of course invite federal representatives from D.O.T. and
Nonhern Affairs Canada

4. That the Quebec Department of Revenu implement, in
cooperation with KR G. and Makivik Corporation, a system to
facilitate the filing of (gx returns by residents of Nunavik

5. Thar Quebec legislation and regulations be revised with regard
to indirect taxation and taxation of consumption in order to
provide Inuit hunters with the same fiscal exemptions enjoyed
by other food producers in the province, including farmers.

6. That the provincial Department of Revenue repeal regulations
respecting the retroactive taxation of allowances and benefits.
At the same time, in cooperation with Nunavik employers, it
would formulate a stable, predictable regime which would be
made fully public.»

Following the Commission’s deliberations (Appendix 2) and an exchange of letters
(Appendix 3), it was agreed to establish a working group composed of representatives
from the Ministére des Finances, Revenue Québec, the Treasury Board, the
Secrétariat aux affaires autochtones, KRG and Makivik Corporation, which would
be mandated to study the recommendations contained in the brief tabled on
February 18. This decision was also in response to the first recommendation of the
brief, wever, i membership in the worki

The work of the group extended from June 1993 to February 1994. Eight working

sessions were required, not including the internal working sessions and commitiee

meetings: June 14 in Lachine, June 28, 29 and 30 in Kuujjuaq, October 1 in Québec
City, November 4 in Québec City, December 8 in Lachine, January 18 and 19 in
Québec City, February 7 and 8 in Montreal and March 23 in Québec City. The
scope of the work was such that the working group was unable to file its report in
December 1993 as recommended in the joint Makivik-KRG brief.
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During the December 8 meeting, the group met with a representative of the
Fédération des coopératives du Nouveau-Québec, along with representatives of the
principal unions in Nunavik (CEQ, CNTU, FIIQ and SFPQ). On this occasion, the
union representatives filed a brief (Appendix 4).



CONTEXT

To define the context that would provide a framework for the examination of various
tax options for Nunavik, several issues need to be addressed :

. Why did the elected officials of Nunavik file a brief with the Committee on
the Budget and Administration on February 18, 1993?

- How does this action relate to the political option of the Inuit of 19757
. What is the overall picture of the Nunavik economy?

. What are the demographic characteristics of Nunavik?

A, The reasons for the action

What criteria were the elected Nunavik representatives and the
representatives of Makivik Corporation and Kativik Regional Government
able to use to justify the special characteristics of their region’s economic and
taxation situation?

Two principal criteria: the region’s isolation and its northern specificity.

In effect, as pointed out by the Inuit representatives on February 18, 1993, for
all intents and purposes, Nunavik could be compared to an island off the
coast of Québec. No road links this vast territory of 563,000 km? with the
rest of Québec and no road interconnects the 14 northern villages. Except for
the annual service from the South, maritime service is almost nonexistent.
Nunavik must rely on a single method of transportation: the airplane, and this
is very expensive.

Isolation of the territory, as will be discussed later in this report, leads to
much higher costs, particularly in the food sector. .
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Nunavik’s northern specificity emphasizes the feeling of remoteness and the
economic constraints. 1t snows more than eight months of the year and there

* are three times the number of sub-zero days at Kuujjuak than at Montréal.

The intense cold increases overall operating costs, for heating and building
maintenance, for example.,

e 197 ion

The Inuit decision to sign the James Bay and Northern Québec Agreement
(JBNQA) in 1975 has political, administrative and taxation aspects.

The political dimension of the choice is not a secondary one. Although the
JBNQA text includes hundreds of pages of highly technical considerations, the
Inuit option is clear : they opted to work with the Québec government on the
basis of cooperation. They also opted for municipal corporation status
respecting community lands as opposed to Indian type reserve status. Inuit
lands (category 1 - 3,250 milesz) cover only 1.6 percent of the total region.
To summarize, the Inuit decided to become partners with other Québecers.
Nevertheless, it should be noted that Nunavik Inuit, under the Constitution.
retain a fiduciary relationship with the federal government.

Their decision was not risk-free. It assumed the goodwill of Québec
authorities, an assumption that has been proven valid. At the same time, it
exposed the Inuit 1o the arrival of numerous Québecers and Canadians of
different backgrounds.

The 1975 option also dealt with administrative issues and public services.
Regional institutions, open to everyone and mainly managed by the Inuit,
work with Québec government departments: KRG, the Kativik Regional
Health and Social Services Council, the Kativik School Board and the Kativik
Regional Development Council. Municipal corporations work closely with the
Ministére des Affaires municipales. These organizations administer a total
annual budget in excess of $100 million.

The Inuit political and administrative option reveals a largely ignored reality:
the residents of Nunavik, including the Inuiy, are full-fledged taxpayers, like
almost every other Québecer and Canadian. Since they are not subject to the
Indian Act, the Inuit receive none of the tax exemptions it provides,

The elected representatives went 1o the National Assembly Committee on the
Budget and Administration on February 18, 1993 to seek an adjustment of the
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.. existing taxation system, not to abolish it. The desired changes stem from
Nunavik's isolation and northern specificity.

In 1975, the Québec government undertook to implement a system to equalize
public services and working conditions in Northern Québec. This initiative is
clearly described in section 15.0.21 of the JBNQA on health and socia)
services in Nunavik:

"Inimplementing the Agreement, Québec should recognize and
allow to the maximum extent possible for the unique difficulties
of operating facilities and services in the North:

{a)  in recruiting and retaining staff, generally; working
conditions and benefits should be sufficiently attractive
to encourage competent personnel from outside Region
104 to accept posts for periods of time ranging from
three (3) to five (5) years;

w) [..]

{c)  in budgeting for the development and operating of
health and social services and facilities so as to
compensate for the disproportionate impact of northemn
costs, including transpontation, construction and fuel
costs.”

This wording confirms the difficult circumstances prevailing in Northern
Québec in 1975, However, as will be seen, implementation of the JBNQA
produced unforeseen consequences for the overall northern economy.

Two economie

When the Agreement was signed and implemented in 1977-78, the sudden
appearance of a cash economy and salaried workers shattered the traditional
economic framework. There arose a troubled coexistence between two
distinct economies, a situation that is the source of social tensions.

One economy is based mainly on a salaried workforce and expenditures in the
public sector and paragovernmental institutions which include 687 of the
employees in Nunavik and 70% of the Inuit employees. The private sector
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has only 544 salaried employees; they are often poorly paid, with annual

__ incomes markedly less than $20,000.

Within the public sector economy, employees, many of whom are Québecers
come to discover the North, have incomes better adapted to the
characteristics of the region. Indeed, it is common for these employees to
receive bonuses, allowances or benefits whose value can exceed $30,000 a year
over and above wage levels.

Since June 1993, the Joint Working Group has focused mainly on the other
economy. This comprises residents on low incomes, including the elderly, the
unemployed and the disabled. This other economy also includes hunters,
since Québec’s support to hunters under the JBNQA represents only 2.6% of
the annual income of Inuit households.

Most Inuit, having very little purchasing power because of low incomes and
very high costs are weighed down by the taxes on consumer goods and
services. The arrival of the GST in 1992 and the subsequent reform of the
QST was a severe blow since it increased the proportion of the income of the
residents of Nunavik had to set aside for purchasing goods and services.
Transportation costs should be noted as one of the factors contributing to this

situation.

Demographic characteristics of Nunavik

Certain highly specific characteristics of Nunavik have particular economic
consequences for the region. The following tables compare demographic data
for Nunavik with data for Québec as a whole:



Population (1991)

| Nunavik Québec
Total population 7,693 6,895,960
Under age 20 535% 27.8%
Natural] growth 4 times greater than
that of Québec
Sources: Groupe de recherche Hypothése inc. (GRH), 1992.
Statistics Canada, 1991.
Dependants (1991)
Nunavik Québec
Active population (aged 15 to 64 years) 56.2% 69.5%
Number of dependants per household
4.6 2.6
Dependency ratio!
78.1% 43.8%
Sources: GRH, 1992.
Statistics Canada, 1991.
Notes: A higher number of dependants and a lower percentage of active

persons place a beavier economic and financial burden on the people of

Nunavik than on other Québecers.

The dependency ratio indicates that for each 100 persons of working age, there
are a certain number of persons who are dependent on them.

=



Education (1991)

Nunavik Québec
Less than 9 years of schooling 48% 23.9%
Cégep or university diploma 0.8% 28.7%

Schooling of persons aged 35
years and over

Less than 7 years:
72.1%

8 to 12 years: 25.9%

More than 12 years:
2.0%

Less than 9 vears: 20.7% |
910 12 years: 41%
13 to 15 years: 285

16 years and more:

10.3%
Source: GRH, 1992.
Statistics Canada, 1991.
Notes: Inuktitut is the mother tongue of more than 83% of Nunavik residents,

which leads to communication problems and influences the level of
education and the employment rate.
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There are only about 1,400 jobs for a population of 7,693.

If the number of persons of working age (4,323) is considered alone, the under-
employment rate is around 68%. For Québec, this figure is 33.3%.

Of these 1,400 jobs, approximately 60% are permanent full time; the rest (40%) are
part time (permanent or temporary) or temporary full time.

Roughly 68 of the jobs in Nunavik are in the public and parapublic sectors; 32%
are in the private sector. It should be noted that jobs in the public and parapublic
sectors have major fringe benefits pertaining to transportation expenses, travel and
housing. In comparison, such benefits are minimal in private-sector jobs,

Source: GRH, 1992.

Savings

Nunavik Québec
1983 0% 12.8%
1991 n.a. 10.2%

Sources: Rapport Duhaime, 19&¢~
Statistics Canada, 1991

Conclusion

A young population, a lack of regional employment opportunities and the
number of dependants per family in Nunavik make for an excessively high
financial burden on people living in the region. Moreover, this financial
burden is confirmed by a zero savings rate in Nunavik, unlike in the rest of

Québec.
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POINTS STUDIED BY THE WORKING GROUP

The Working Group on Taxation in Nunavik examined a number of questions during
its mandate and decided 1o focus more closely on the following issues: cost of living
and purchasing power, assistance and incentives, information and preparation of tax
returns. northern housing program and municipal taxation, negotiations with the
Federal Government, and Inuit hunters, trappers and fishers.

A

Cost of living and purchasing power

It is common knowledge that the cost of living in Northern Québec is
extremely high. Indeed, anyone who has visited this part of Québec even
briefly can attest 1o the fact. However, beyond impressions, recent in-depth
studies tend to confirm this state of affairs.

1.

Problems

Following a 1989 study, the Bureau de la statistique du Québec (BSQ)
established a cost of living index for Québec's remote regions based on
a rate of 100 for the Montréal region. Under this system, the Hudson
Bay region has an average rate of over 212 and the Ungava Bay region
an index of over 151. The index is 116 for the Lower North Shore, 106
for the Middle North Shore and 111 for fles-de-la-Madeleine. Ivujivik
in Nunavik has the highest index of any region at 247. Note that
Ivujivik is the farthest community from Montréal (see Table 1). The
index reveals sharp variations in the cost of living; these differences
have a significant impact on the daily life of the people living in
Nunavik.

According to another study by the Department of Indian Affairs and
Northern Development (DIAND), the price of a grocery basket of
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perishable and non-perishable foods for a family of four is twice as
expensive in Nunavik than in the Ottawa region, and almost twice as
expensive as in the Val-d'Or region (see Table 2). These price
differences confirm the BSQ index mentioned above, i.e. the large
variation between Nunavik and other remote regions that can be

accessed by road or by water.

This same DIAND study indicates that a family of four having an
annual income of approximately $13,500, the equivalent of 40 hours
work at the minimum wage, and living in the Kuujjuaq and
Povungnituk region would spend over 80% of its salary on groceries.
By way of comparison, in 1992, this figure would be 50% in the Val-
d’Or region and 439 in the Ottawa region (see Table 3).

The major reason for most of the differences in the BSQ index and the
price of the grocery basket among the various regions within Nunavik
is the variation in transportation costs. For example, it costs four times
more 1o transport food by air to the Povungnituk and Salluit region
than 1o Kuujjuagq (see Table 4).

Furthermore, based on 1,200 income tax returns prepared for 1992 in
the Nunavik region (see Appendix 5) the average income of people
living in Nunavik is very low (813,661.20). Most families living in the
Nunavik region must spend a very large portion of their income on
groceries.

The Québec government had already acknowledged the disparity in the
cost of living in remote regions when, several years ago, it introduced
the principle of a tax deduction for residents of remote regions of the
province. Unfortunately, it must be reported that a major portion of
the population, over 73% of the 1,200 individuals whose 1ax returns
were filed for 1992, did not receive all or part of this deduction.
Indeed, 1o receive the deduction, depending on the number of
dependants per household in Nunavik, income must reach
approximately $30,000. This $30,000 figure comes from the DIAND
study in 1991

Thus there are two parallel economies. The first one, in which
workers enjoy clearly superior benefits and working conditions, is the
economy of the public and parapublic sectors. The other economy is
that of the private sector, the self-employed and the unemployed,
where there are almost no benefits or allowances to compensate for
the higher cost of living.
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Other Canadian provinces recognize this disparity by adjusting their
different forms of assistance between the more southern regions and
those of the north. Such, for example, is the case in Ontario and
Manitoba.

The study of 1,200 income tax returns confirms that people working
outside the public and parapublic sectors almost never receive the
remote residents deduction that was established to take into account
the higher cost of living. Very high costs are due mainly to the high
cost of transportation, since these regions are totally inaccessible by
road and have almost no maritime service.

This situation produces a much higher cost of living than what is found
in other remote regions like the North Shore and fles-de-la-Madeleine.
Although their cost of living is much lower than in Nunavik, these
regions currently receive Québec government subsidies for the
transportation of goods and passengers, subsidies that are not currently
available for the Nunavik region. Information obtained from the
Ministére des Transports shows these subsidies total almost $12 million
a year (sce Appendix 6).

Mention must also be made of the fact that the taxation system for the
extremely high transportation and storage costs only widen the
disparities. In fact, the various consumer taxes are proportional to the
cost of the goods; they are not fixed amounts. For example, prices of
consumer goods in the Nunavik region are higher than prices in other
regions of Québec. The difference lies mainly in the various
transporiation and storage costs incurred in bringing goods to the
region. The end result is that residents of Nunavik must pay higher
consumer taxes (GST and QST) than other Québecers for the very
same item. Given that the same product costs on average 82 9% more
in Nunavik than in Montreal, when one applies the combined federal
and provincial consumption tax of 13.95 %, northern consumers will,
in terms of real purchasing power, pay a consumption tax of 25.39 %.

Several options exist to partially offset this higher cost of living and
maintain an equitable taxation system for people in the various
regions.
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2. Possible solutions

a Adjusted, refundable income tax credit

This option aims to transform the remote residents deduction
into a refundable income tax credit for the Nunavik region.
Given the characteristics and disparities found right within the
Nunavik region, this income tax credit should be adjusted for
internal cost of living disparities.

Advaruages

. provides an acceptable redistribution of the benefit by
not favouring high-income salaried workers (universal
income tax credit);

- is fair to all the inhabitants of the Nunavik region,
through the internal adjustment;

- allows all taxpayers, irrespective of their number of
dependants and income level, to receive the refundable
credit, which is designed 10 reduce disparities in the ¢ost
of living;

- enables all taxpayers to meet their basic needs,
irrespective of their situation and income level or the
regional disparities;

- enables people to spend these amounts within the
region, thereby stimulating the local economy;

- uses the existing system, thereby reducing the
administrative costs incurred in implementing the
prograrm;

- requires few government controls beyond existing
controls;
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. enables attainment of the objectives at a reasonable cost
(estimated at berween $1,000,000 and 51,500,0{)0);]

- promotes regional employment and is unlikely to require
any adjustment to the overall integration of income
security programs;

- enhances economic competition.

Disadvantages

- forces all taxpayers to prepare a tax return in order 10
receive the refundable income tax credit;

- requires initial government work to set up the tvpes of
internal adjustments for the various regions of Nunavik:

- may stimulate requests from other remote regions of
Québec for a similar deduction;

- offers no guarantee that the money will be spent on
essential goods.

Transportation subsidy

This program would subsidize the region’s various carriers (air

and maritime). The subsidy should only cover the

transportation of goods deemed essential, such as clothing. food.

gas, and hunting and fishing equipment.

Advaniages

- impacts directly on lowering the cost of living. and
permits a study or review of the system of allowances
paid to employees in the region;

- promotes the Nunavik regional economy;

x $5475  x W% x 73%

estimated  credit % of persons not receiving
average rate the deduction
deduction .
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- reduces, in theory, the cost of basic goods consumed by
the inhabitants of Nunavik;

- enables expanded application of an existing program in
other remote regions to compensate for the high cost of
living.

Disadvaruages

- offers no guarantee that the subsidy, which would be
paid to carriers, for example, would directly benefit
purchasers of the various goods;

- involves administrative control costs for MTQ and the
carrier;

- requires a minimum annual investment of approximately
$5,000,000 for a real impact on the purchase prices of
goods deemed essential. This amount was determined by
a fact-finding reporn on subsidies to local airlines for the
transportation of mail;

- does not decrease disparity berween low-income earners,
i.e. private sector workers, and peopie emploved in the
public service. Since all taxpayers would benefit equally
from this subsidy, intraregional distribution of wealth
would not be enhanced.

Welfare adjustments
The final option is an adjustment in the level of social

assistance benefits for people living in the region, 1o
compensate for the high cost of living.

Advariages
- uses existing income security programs;

. enables the unemployed or low-income earners to make
up the shortfall;

- maintains, in theory, the integration of income security
programs and the taxation system; .



20

- permits the use of similar programs existing in other
Canadian provinces.

Disadvantages

. stimulates demand for social assistance; this would have
a highly negative impact on regional economic and social
development;

. requires more extensive reform of the income security
and taxation systems to maintain their integration;

- requires a complete overhaul regarding integration of
social programs with the taxation system. Indeed, an
adjustment to social assistance with no adjustment to the
personal exemption would significantly discourage
people from re-entering the work market;

- does not allow people working and earning between
$15,000 and $30,000 a year to qualify for this assistance.
This would create inequity among the categories of
people living around the poverty line;

. does not stimulate integration of the population with the
rest of Québec, by encouraging social assistance rather
than employment;

- maintains inequity berween the two economies for
people who work but are unable to qualify fully for the
deduction;

- similar requests can be anticipated from other remote
regions of Québec.

3. Recommendations
. Whereas there are two parallel economies (public and private

sectors);

- Whereas persons of the first economy (public secior) benefit
from better working conditions;

.-
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- Whereas persons in the second economy (private sector and the
unemployed) may not receive the existing remote residents
deduction because their income is too low;

. Whereas this situation creates inequity, in monetary terms, by
preventing a group of individuals from qualifying for this
deduction;

- Whereas this deduction was introduced to take into account the
high cost of living in all of the remote regions;

- Whereas there are great disparities in the cost of living within
the Nunavik region.

We recommend

that the government transform the existing remote residents deduction
into an adjusted, refundable tax credit for the Nunavik region.

Moreover:

- Whereas the cost of living in the Nunavik region is much higher
than in any other remote region of Québec;

- Whereas one of the objectives is to enable a greater number of
persons living in Nunavik to be compensated for the high cost
of living in the region;

- Whereas another objective is to promote Nunavik's regional
economic development so as to increase the purchasing power
of the region’s inhabitants;

. Whereas it is preferable to promote a reduction in the purchase
price of the various essential goods consumed by people living
in the Nunavik region;

- Whereas it is essential to narrow the spread in the cost of living
between the Nunavik region and the other remote regions of
Québec;

- Whereas the overall intention is to stimulate employment and
encourage the foreseeable empowerment and autonomy of the
population of Nunavik as agreed in the 1975 James Bay and
Northern Québec Agreement.
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We recommen

that the existing transportation subsidy in other remote regions of
Québec be extended to the Nunavik region to offset the major
disparities in the cost of living between the region and the rest of
Québec.

treatment of fi t

Certain employers compensate their employees for the transporiation costs
incurred when employees buy supplies in regions further south or when they
shop locally. Beneficiaries have vehemently contested Revenue Québec’s tax
treatment of such compensation.

1.

Problems

In 1992, Québec’s Minister of Revenue audited the books of certain
employers in Nunavik. Following this audit, certain taxpayers received
proposed assessments or assessment notices, based mainly on the fact
that employees of these audited firms were being paid an employment
benefit for the transportation of food, a benefit that was not included
in their calculation of income.

This benefit was either supplied in kind, that is, the employer was
directly paying the transportation costs of a certain number of kilos, or
as an allowance paid directly to the emplovee for the transportation
costs of the number of kilos 10 which he was entitled. In some cases,
the compensation was in the form of a refund upon submission of
receipts, a lJump-sum payment or a combination of the two.

Employees audited by Revenue Québec who had not included this
employment benefit in their calculation of income found they had an
outstanding income tax balance to pay.

Recognizing that some confusion had been created by the absence of
income tax slips and source deductions for this food transportation
benefit, Québec decided to absorb the additional income tax owed by
certain of the public and parapublic sector emplovees audited by
Revenue Québec. In this way, certain of the employees assessed
benefited by the Treasury Board decision of June 22, 1993, thereby



23

avoiding the payment of federal and provincial income taxes on food
transportation assistance for 1990 and 1991.

Position of Revenue Québec

After study and analysis, Revenue Québec maintained its position that
any compensation paid to employees in the northern regions for food
transportation must be included in the calculation of income resulting
from the employee’s duties or job, whether such compensation were
paid as a reimbursement of expenses or as an allowance.

The ruling also applies to any amount paid directly by an employer
who assumes responsibility for food transportation.

Revenue Québec considers that food transportation benefits are
covered by section 37 of the Taxation Act and therefore must be
included in the calculation of income.

Position of certain union organizations

The Working Group read the "Brief on the Taxation of Food
Transportation Costs in Northern Québe¢” presented to it on
December 8, 1993 by the Centrale de I'enseignement du Québec
(CEQ), the Confederation of National Trade Unions (CNTLU), the
Fédération des infirmiéres et infirmiers du Québec (FIIQ) and the
Syndicat de la fonction publique du Québec (SFPQ).

Their argument was founded on section 15.0.21 of the James Bay and
Northern Québec Agreement previously mentioned in this report. This
section stipulates that Québec should take into account the exceptional
difficulties in operating facilities and services in the North "in
budgeting for. . . 5o as to compensate for the disproportionate impact

of northern costs, including transportation. . . ."

According to the unions, Revenue Québec’s position will create an
exodus from the region of people who must lose a large part of their
disposable income because of the depaniment’s decision to include
food transportation assistance in the calculation of income.
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Position of Makivik Corporation and the Kativik Regional Government

Makivik Corporation and KRG believe that in one way, Revenue
Québec’s position regarding the tax treatment of food transportation
assistance may affect the stability of personnel rotation. However,
their main criticism is that with employees obliged to carry a heavier
tax burden, employers’ already enormous costs will rise as they are
forced to pay higher salaries to offset the taxing of food transportation
assistance.

Possible solutions

a Status quo

The status quo would continue the audits and maintain past and
future assessments.

Advaruages

. complies with legislation;

- maintains equity for all Québec taxpayers;
- maintains tax revenues.

Disadvantages

significantly increases income taxes for affected
taxpayers;

- may arouse resentment and deterioration of the social
climate;

. may provoke a personnel exodus and recruiting or
replacement problems;

- creates inequity in comparison with taxpayers covered by
the Treasury Board decision of June 22, 1993,

- may lead to additional costs for employers:



- may produce legal challenges;

- provoke deterioration of working conditions.

Amendment to the Act

This option would change the Act to make food transportation
assistance non-taxable.

Advantages

- pleases the beneficiaries of this assistance;

- ends any discussion;

- recognizes the special nature of the region.
Disadvantages

- opens the door to other demands of the same nature;

. is hard to justify and incompatible with a period of fiscal
restraint;

- overturns a well-entrenched system;

. maintains inequity between the two economies.

Cancellation of assessments

This option would cancel past assessments and make no future
assessments.

Advantages

- pleases the beneficianes;

. recognizes the special nature of the region;

- ends any discussion.
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Disadvantages

- produces great inequality among other Québec
taxpayers;

*

raises a problem of legal justification.

Remission decree

This option would forgive the income tax, interest and penalties
resulting from the inclusion in income of food transporiation
assistance for the tax years 1990 and 1991, and mainiain the tax
for 1992 and subsequent years.

Advaruages

- constitutes a good compromise and a reasonable position
which is justifiable in the circumstances;

- is fair to people not covered by the June 1993 decision
of the Treasury Board;

- relieves taxpayers of a major burden which they would
have had to pay all at once.

Disadvantages

- constitutes a precedent;

- favours a specific category of taxpayers (discrimination):

- leads to the refunding of approximately $200,000 w0
$300,000 10 taxpayers who had complied with Revenue

Québec’s position;

. produces a loss of tax revenue.
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Recommendations

- Whereas the existing taxation system makes food transportation
assistance for employees in Nunavik taxable, whether such
assistance was paid in kind or in cash;

- Whereas the income of certain employees in Nunavik was
adjusted to include food transportation assistance following a
Revenue Québec audit ;

- Whereas among employees assessed, certain benefited from the
June 22, 1993 decision of the Treasury Board, thereby avoiding
payment of income tax on food transportation assistance for
1990 and 1991;

- Whereas certain confusion was created by the absence of
income tax slips and withholding at source regarding food
transporiation assistance;

- Whereas it is desirable that all employees in Nunavik in similar
circumstances who paid the additional tax resulting from the
taxing of food transportation assistance be treated equally.
subject to a request to this effect.

We recommend:

- that the government pass a decree aimed at returning to
employees in Nunavik the income taxes, interest and penalties
resulting from the inclusion of food transportation assistance in
their taxable income for taxation years 1990 and 1991

- that the existing taxation system applicable to the various forms
of food transportation assistance be maintained.
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C. Public incentive plans

Certain employers offer incentives in the form of bonuses, refunds or benefits,
to facilitate recruiting or retaining their personnel.

1. Problems

The employment contracts or collective agreements of certain
employees, particularly those in the public and parapublic sectors,
provide for the payment of certain benefits, assistance or incentives
because of regional disparities. These payments mainly involve the
following:

- annual isolation and distance bonus;

- costs of moving and storing goods and furniture;
- lodging;

- reimbursement of trips out and travel expenses;
. death of the employee;

- food transportation (see Part III, B);

- vehicle transportation costs;

- service bonus.

Generally, the existing taxation system taxes the various forms of
assistance for personal or living expenses, whether paid in kind or in
cash. However, certain assistance is subject to a particular ruling; such
is the case for moving expenses and "trips out” and "lodging” benefits.

"Trips out” and "lodging" benefits are often granted in kind, i.e. in the
case of "trips out”, the employee is entitled to x airline tickets and only
receives the benefit if he actually leaves the region. The employee
may not opt instead for a cash payment and spend the money as he
wishes.

In the case of the "lodging" benefit, the employee has no choice. The
benefit must be taken in kind, i.e., the lodging that is offered. For all
practical purposes, there is no housing market to speak of in Nunavik.

The Working Group also raised the question of the regional economy.
asking what means of promoting local purchases could be used. It was
deemed desirable that more cash be spent in Nunavik, more
particularly, by encouraging the local purchase of foodstuffs,

.-
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Makivik Corporation representatives and KRG pointed out that private
sector employers complain of their difficulty in recruiting personnel
because of their inability to offer the same incentives as public and
parapublic sector employers, that they do not have the means to
compete in regard to employment conditions. At the same time, they
agreed that the public incentives plan for public and parapublic sector
employees is sometimes a source of tension between the beneficiaries
and the rest of the population,

Possible solutions
a Review of the plan

This option would see a complete review of the incentives plan
offered by public and parapublic sector employers, to ensure
they adequately meet the desired objectives.

Advantage

- permits verification of whether the system is correctly
meeting its original objectives.

Disadvantages
. requires an in-depth analysis and possible negotiations;

. may create uncertainty among the employees affected:

does not necessarily solve the problem of recruiting
private sector employees.

b. Conversion into cash of any assistance

This option would pay in cash any form of incentive received by
a Nunavik resident because of, or on the occasion of, his duties
or his job and which must be included in the calculation of his
income, including lodging costs and certain costs for trips out of
the region. "
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Advartages
- preferred by several beneficiaries;
- offers greater management and administrative flexibiliry:
- promotes local buying.
Disadvantages

. must be covered by in-depth analyses and possibie
negotiations;

- raises employers’ costs.

Conversion into cash of all food transportation assistance
This option would convert into cash payments for all food
transportation assistance.

Advaruages

. preferred by several beneficiaries;

- offers greater management and administrative flexibility;
- promotes local buying:

. exists in certain collective agreements.

Disadvantages

L]

must be covered by in-depth analyses and possible
negotiations;

- raises employers’ costs.
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Recommendations

. Whereas the existing taxation system taxes the various forms of
assistance for personal or living expenses, whether paid in kind
or in cash;

- Whereas it is desirable to promote local buying in Nunawvik;

. Whereas the payment of assistance in cash offers greater
management and administrative flexibility.

We recommend:

- that the unions and employers undertake a sweeping review of
the public incentives plan to ensure that it adequately meets its
intended objectives;

- that in this review, the parties involved place importance on the
conversion into cash of anmy form of assistance for food
transportation made available to a Nunavik resident because of,
or on the occasion of, his duties or his employment and that
such assistance be paid in cash at the same time as his
remuneration;

- that in this review, the parties involved study the relevance of
converting into cash any form of assistance made available to
a Nunavik resident because of, or on the occasion of, his duties
or his employment, which assistance must be included in the
calculation of his income, such as lodging costs and the cost of
certain trips out of the region;

- that the existing taxation system applicable to the various forms
of assistance for personal or living expenses be maintained.
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D. .. Tax information and preparation of incom T

1.

Problems

As mentioned previously, in the spring of 1993, Makivik Corporation
approved a project for the preparation of tax returns on behalf of
Nunavik residents. The project stemmed from numerous calls for
assistance in dealing with government from Makivik Corporation
members who had received requests for documents, arbitrary
assessments, garnishment of salaries, etc. The need to implement the
project was made urgent by the announced changes in the federal
Family Allowance Act requiring both spouses to file income tax returns
in order to continue receiving family allowances.

Makivik Corporation hired six people from the Montréal area who
visited all the Inuit communities over a three-month period. The
project, which began on April 26, 1993, resulted in the preparation of
income tax returns for 1,211 individuals at a cost of $171,000. These
individuals received net federal and provincial refunds totalling over
$1.5 million. It was felt that without the project, these individuals
would have been deprived of benefits to which they were entitled.

Comments of the income tax agents hired for this project highlighted
Nunavik residents’ poor knowledge and understanding of taxation
matters, particularly regarding the following points :

a) Personal income taxes in general, and the documents and
information needed 1o prepare income tax returns. The agents
spent a great deal of time sorting through documents provided
so as to locate those relevant to the preparation of a tax return.

b) When a balance is owed, the advantage of filing an income tax
return before the deadline to avoid penalties and interest
charges, and that it is better not to wait for a salary garnishee
to settle an unpaid balance.

c) Refundable tax credits. Sales tax credits, for example, and the
fact that everyone is entitled to these credits even if they have
no income durin; the year.
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d) Government programs in general. For example, child tax
benefits, old age security and income security programs;
eligibility for such programs and how to apply for benefits.

The project clearly showed the need to inform and educate Nunavik
residents not only about income tax in general, but also about the
various government programs and how to access them.

It should be pointed out that Makivik Corporation has planned a
second phase of this project, the preparation of previous years’ income
tax returns for all Nunavik residents requesting this service. It is
estimated that 5,000 returns will have been filed by the time this phase
is completed. Also, in response to requests from its membership,
Makivik Corporation will sponsor a project for the preparation of 1993
income tax rewrns. This year, in collaboration with the Kativik
Regional Government and the Kativik School Board, a four-week
training session was established for ten Nunavik residents. These
trainees will then be hired by Makivik for an eight-week period to
complete returns on behalf of residents of their community and travel
to other Nunavik communities. The total cost of the project is
expected 1o be in the vicinity of $240,000.

At the June 1993 meetings of the Working Group held in Kuujjuag,
representatives of the Kativik Regional Government and the Kativik
Regional Development Corporation pointed out the growing need for
some form of direct liaison with government for Nunavik's
entrepreneurs and small businesses, particularly regarding deductions
at source, sales tax and preparation of corporate tax returns. As a
result, in October 1993, Revenue Québec designated representatives
who Nunavik residents could contact with specific questions about sales
tax, personal income tax and social programs.

In considering the three policy options on tax information and returns
studied by the Working Group on Taxation, it may be useful to review
some of the points covered previously in this report:

- For historical reasons, the level of schooling of Nunavik
residents (83% of whom report Inuktitut as their mother
tongue) lags well behind the Québec average.

- The cash economy is a very recent phenomenon in Northern
Québec where, as recently as 1970, the per capita income for
Ungava residents ranged from $650 to $784 a year.
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2. Possible solutions

Establishment of a provincial taxation office in Nunavik

This solution would see the opening of a district taxation office
for Nunavik in the region. This taxation office would provide
services in Inuktitut and in both official languages to Nunavik
residents (regarding personal taxation) and to the small
businesses in the region (regarding employer remittances, sales
tax, corporale taxation, etc.).

Advantage

- provides Nunavik residents with easy access in their own
language to tax-related information.

Disadvantages

- entails considerable expenditures to establish and s1aff
a district taxation office in Nunavik whose annual
operating cost would reach $300,000;

- does not solve the dilemma for Northern Québec
residents who, for a variety of reasons, are unable to
complete their own income tax returns an<d who have no
access to the various income tax prepzration services
readily available to those living elsewhere in Québec;

. means that a large number of Nunavik residents would
be deprived of monies to which they are entitled, as
shown by the returns completed by the Makivik project;

- does not provide for information services to Nunavik
residents regarding government programs and funding,
and changes in government legislation affecting the
region.

Makivik-sponsored income tax preparation service
Under this solution, Makivik Corpc :tion would continue 10

provide the services it offered for 19¢. and 1993 and would act
as a liaison or intermediary between Nunavik residents and the
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Québec government regarding such items as arbitrary
assessments, requests for filing, money owed to the government,
child tax benefits, etc.

Advantages

. if modelled on the 1993 Makivik Corporation project,
provides part-time employment for ten residents of the
region;

- provides Nunavik residents with access to personal
income tax preparation services and to the tax credits
available, and thereby stimulates the regional economy.

Disadvantages

- makes no allowance for the fact that Makivik
Corporation has neither the personnel nor the financial
resources 1o continue offering such services 1o residents

of the region;

- does not meet the needs of the region’s small businesses
OT entrepreneurs;

. does not provide the region’s residents with direct access
to government information, increasing delays and the
work for Makivik staff. To procure certain information,
for example, Makivik Corporation must obtain an
authorization from the individual and forward it to the
government before this information can be released. It
takes an additional two to three weeks before Makivik
is in a position to help a resident of the region.

Makivik/Kativik Regional Government training and
employment program funded in part by government

This option would see a continuation of the Makivik
Corporation project with either KRG or Makivik Corporation
acting as the Project Coordinator. Financed in part by the
Québec government, the program would cover five years and be
phased out beginning in year three. Under this program.
Nunavik residents would be trained in the field of personal
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income taxation and then hired to prepare income tax returns
for their fellow citizens.

The Project Coordinator would also be responsible for
informing Nunavik residents about ‘taxation matters and
providing training. This could be carried out with the
cooperation of the media (radio, television and Makivik
Newsletter). The project would be phased out as the
population became accustomed to making tax returns and as
more residents received tax preparation training. It is
anticipated that some of the trainees will develop sufficient
skills 10 offer their services on a fee basis to residents of the
different communities.

Advaruages

- ensures that all residents have access to personal income
tax preparation services,

- ensures that Nunavik residents are educated and
informed about personal taxation in general and specific
issues in particular;

- provides part-time employment for some of the region’s
residents and could stimulate the creation of tax return
preparation businesses in the region.

Disadvarutages

- does not meet the needs of the region’s small businesses
and entrepreneurs;

- provides no guarantee of success regarding educating
and informing the general population about tax issues or
regarding continuity of services by the private sector;

- entails costs of $500,000 to $600,000 over five years.

Recommendation

Whereas Nunavik residents must be in a position to file tax
returns and be informed about taxation matters;

-
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- Whereas the above-mentioned objective can best be achieved
through a program implemented within the region;

- Whereas Makivik Corporation has neither the financial nor
personnel resources to pursue on its own the program it
established;

- Whereas any cost sharing arrangement would be temporary.

We recommend

That the Government of Québec and Makivik Corporation or KRG
reach a cost sharing agreement to guarantee continuation of the
taxation training and employment program, which program would be
phased out over a period of three to five years and would entail
decreasing financial outlays.

E. Initiate discussions on the northern housing program and municipal taxation

in Nunavik

1. Problems

To fully understand the reality of today's Nunavik, it must be
remembered that, for all practical purposes, recognition of the Inuit as
citizens of Québec and of Canada dates only from the mid-1950s, when
the federal government undertook to build the first Inuit villages and
10 offer the first government services to the Inuit people.

During their four-thousand year presence in Nunavik, the Inuit lived
as semi-nomads, responsible for their own survival.

At the end of the 1950s, however, the federal government, which built
the first houses, distributed them to several Inuit families. Later, the
Department of Indian Affairs and Northern Development organized
the distribution of rudimentary municipal services.

What must be remembered about that time in order to understand
subsequent events is that the Inuit were still living under a form of
subsistence economy, some barter, and that they had no r'rioney which
would have enabled them to pay rent or the cost of municipal services.



38

Over time, the economy developed somewhat, but the programs
remained essentially unchanged, i.e. a company-like housing program
for all the Inuit, and no municipal taxes. This persisted until recent
years, even after the signing of the James Bay and Northern Québec
Agreement and the transfer of jurisdiction to Québec.

The political leaders of Nunavik believe, however, that the system
applying to their region is an exception and must one day resemble
what occurs in the rest of Québec. They are also aware that municipal
taxation is an important aspect of responsible participation in the
democratic way of life, and that being excluded slows down the
development of their municipal and regional institutions. In this
regard, they have made it known on several occasions that they were
open 1o change. They have even accepted the principle of municipal
taxation for citizens of Kuujjuagq, a pilot project which came into being
in 1986 and which failed because non-resident unionized workers
alleged that their collective agreement protected them from such a tax.
The Inuit, however, agreed with the project. They showed the same
openness to the housing program, which they wished 10 see expanded
to include various incentives for development of a private housing
sector.

It is generally recognized that Nunavik has two economies: one is the
affluent economy of people with stable jobs having benefits and
allowances that soften the effect of the high cost of living in Nunavik.
These individuals also enjoy access to company housing and are subject
10 no form of municipal taxation. The other economy is that of the
unemployed (almost half the population, depending on the village) who
receive no employment benefits and therefore feel the full weight of
the cost of living.

Between these two economies is an ever-increasing gap that the
elected representatives of Nunavik want to close. They feel that the
most economically secure could share in some way in municipal
taxation and that their housing needs could be filled in such a way as
to lighten the financial burden of governments. As for the less-
advantaged, who are unfortunately too numerous, Nunavik’s elected
representatives believe they are punished in a number of ways by the
existing taxation system.

Recommendation
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Whereas Nunavik has two economies, whereas there is no
responsibility for taxes at the local level and whereas there is no
program for access to private housing,

We recommend

that the Government of Québec and the representatives of Nunavik
begin discussions regarding access to private housing and municipal
taxation in Nunavik.

Negotiati wi feder ve o)

The second recommendation contained in the joint Makivik - KRG brief was
that, once its recommendations have been formulated, the Working Group
begin negotiations with Revenue Canada and Finance Canada aimed at the
creation of a specific taxation community in Nunavik and consolidation of the

Northern Québec tax base.

It was decided that any discussion with the federal government should not be
initiated until after the Québec government ministries and agencies
represented on the Working Group have taken a stand on the Group’s

recommendation.

Inuit hunters, trappers and fisbers

The fifth recommendation in the joint Makivik - KRG brief was that Québec
legislation be amended so as to include, for tax purposes, Inuit hunters,
trappers and fishers with other Québec food producers such as farmers.

After discussion, it was agreed that recommendations affecting the cost of
living and purchasing power would adequately solve problems encountered by
this group of Inuit regarding the high cost of gas and equipment.



40

RECOMMENDATIONS

Since the signing of the James Bay and Remote Québec Agreement, the Nunavik
region has become an integral part of Québec, and its citizens, mainly Inuit, have
1zken on the same tax obligations as other Québecers. However, the remoteness of
Nunavik, its climate, its isolation, the extent of development and the high cost of
living make the region significantly different from the others and, for these reasons,
should be granted a special taxation status.

Therefore, having considered the situation of Nunavik overall and in relation to the
situation in the rest of Québec, we make the following recommendations:

1.

That the government transform the existing remote residents deduction into
an adjusted, refundable tax credit for the Nunavik region.

That the existing transportation subsidy in other remote regions of Québec be
extended to the Nunavik region to offset the major disparities in the cost of
living between the region and the rest of Québec.

That the government pass a decree aimed at returning to employees in
Nunavik the income taxes, interest and penalties resulting from the inclusion
of food transportation assistance in their taxable income for taxation years

1990 and 1991.

That the existing taxation system applicable to the various forms of food
transportation assistance be maintained.

That the unions and employers undertake a sweeping review of the public
incentives plan to ensure that it adequately meets its intended objectives.

That in this review, the parties iovolved place importance on the conversion
into cash of any form of assistance for food transportation made available to
a Nunavik resident because of, or on the occasion of, his duties or his
employment and that such assistance be paid in cash at the same time as his
remuneration
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That in this review, the parties involved study the relevance of cooverting into
cash any form of assistance made available to a Nunavik resident because of,
or on the occasion of, his duties or his employment, which assistance must be
included in the calculation of his income, such as lodging costs and the cost
of certain trips out of the region

That the existing taxation system applicable to the various forms of assistance
for personal or living expenses be maintained.

That the Government of Québec and Makivik Corporation or KRG reach a
cost sharing agreement to guarantee continuation of the taxation training and
employment program, which program would be phased out over a period of
three to five years and would entail decreasing financial outlays.

That the Government of Québec and the representatives of Nunavik begin
discussions regarding access to private housing and municipal taxation in
Nunavik,
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