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Information Note
Department of Finance

Title: Underground Economy Initiative (UEI) Update

Issue: To update the minister on the status of the UELI.

Background and Current Status:

Following from the tough but necessary fiscal measures taken in Budget 2016 some
questions have been raised on whether the propensity for consumers and businesses in this
province to participate in the underground economy has increased. Accordingly, the UEI
was struck with a mandate to consider various approaches for addressing the prevalence of
the underground economy to mitigate the uneven playing field that the underground
economy creates, and to make recommendations as appropriate.

The UEI is co-chaired by the provincial Department of Finance, and the Canadian Home
Builders’ Association of Newfoundland and Labrador. Secretariat functions are provided by
the Tax and Fiscal Analysis Division.

The intention is that UEI Committee members will report with a collective voice to ensure the
Committee’s mandate is most effectively met. By November 30, 2017, the Committee will
prepare its first scheduled report, on activities and findings to that point in time, and will
recommend a course for future work. It will also provide other ad hoc reporting as required.

Inaugural Meeting

The Committee’s first meeting was held on May 29, 2017. Each attendee provided a
summary of what they see as key priorities from their own perspectives, and they expressed
concerns about the underground economy and its impacts on businesses and consumers.
Participants expressed eagerness in contributing to the success of the Committee.

The Department of Finance delivered a presentation on the UEI which helped focus the
meeting. Some of the things discussed were the Terms of Reference, information sharing,
confidentiality, and what kinds of activities the Committee could undertake. For example,
there was substantial discussion around how best to improve the coordination of information
sharing between various government agencies so as to improve compliance verification in
respect of the requirements under programs and permitting, throughout the various levels of
government. More communication and education for the public was also seen as a useful
area for the Committee to pursue.

The second meeting is scheduled for Monday, June 19, 2017, which will include a
presentation from the Government Purchasing Agency on the government procurement
process in order to help inform the Committee as it considers how regulatory compliance
can be addressed in part through the procurement process. The Department of Finance will
make efforts to try to secure a presentation for a subsequent meeting on the topic of how
municipalities might be able to assist the Committee in dealing with underground economy
issues.

Analysis:

The underground economy crosses all social classes, income levels, and age groups, and
exists in all industries to varying degrees, and occurs in urban and rural economies. It is
unfair and challenging for compliant businesses due to uneven playing fields, and it is unfair
for compliant consumers and risky for non-compliant consumers. It also impacts the
government treasury and impacts integrity of government programs and services. Although



the underground economy is dynamic and very complicated government must actively try to
mitigate it effects.

Action Being Taken:

e The Department of Finance will endeavor to ensure that the UEI Committee will focus on
productive activities and will provide support and guidance for the Committee as required.

Prepared/Approved by: W. Norman / J. Griffin / C. Martin
Ministerial Approval: Received from Hon. [Minister's Name]
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Information Note

Department of Finance

Title: Cannabis Tax

Issue: Cannabis taxation is one of the issues included on the June 19 Federal-Provincial

Territorial Finance Minister's Meeting in Ottawa. This note is being prepared in the
event that the Federal Minister solicits feedback from PTs regarding a coordinated
cannabis tax regime.

Background and Current Status

The Government of Canada has tabled legislation for cannabis legalization in Parliament
(Bill C-45) with an effective implementation date of just before July 1, 2018.

Legalization of cannabis products will likely generate modest revenues from existing tax
bases — including through the imposition of HST, federal excises tax, provincially imposed
taxes and/or proprietary markups.

The Parliamentary Budget Officer (PBO) has opined that the higher the price for legal
cannabis, the more likely consumers will choose the illicit market. The PBO has suggested
that the legal price premiums of $1, $2, and $3 per gram were projected to result in declining
legal market share percentages of 65, 56, and 43, respectively.

The federal Task Force on Cannabis Legalization and Regulation noted that tax and price
coordination between levels of government is critical and recommends that any tax regime
implemented include equitable distribution of revenues.

While the GNL has yet to finalize any decision regarding the pricing and regulatory model to
be used in this province, Minister Morneau may use the June 19 meeting as an opportunity
to gage the degree of interest that PTs may exhibit regarding the possibility of a coordinated
cannabis tax regime.

Analysis

Product-specific taxes in Canada (e.g., on alcohol, tobacco and fuel) are generally imposed
both indirectly at the federal level on manufacturers and importers, and directly at the
provincial/territorial (PT) level on final consumers (but are usually pre-collected at the
wholesale-level).




e In establishing a new cannabis control framework, all levels of government will have a
stake in ensuring that tax rates do not lead to prices that promote or perpetuate contraband
activity.

e Pursuant to this, a coordinated FPT regime could be effective in limiting the illicit market by
ensuring a modest, uniform level of taxation in cannabis prices across Canada.

e This type of approach could consist of a single taxation authorlty at the federal level

------ combined with a revenue sharing mechanism with PTs

29.(1)(a),
34.(1)(b) a _

It is unknown at this time, whether a coordinated taxation framework would require the
participation of all provinces, or if the framework would operate along the same lines as the
HST, whereby some provinces have elected not to participate in that framework.

Although a single regime would entail a common cannabis tax base and a single
administrator, there are several considerations related to how cannabis tax rates could be
determined.

e In addition to ensuring a low common rate to prevent contraband, uniform rates could
mitigate cross border revenue leakage that may otherwise arise between jurisdictions with
varying price points.




34.(1)(b)- -

e The provincial rate components could be separately determined by each jurisdiction. A
potential maximum overall rate (i.e., of the combined federal/PT component) could be set
and changed over time with agreement from both levels of government.

e Compared to the single rate option, this approach would allow jurisdictions to adjust their PT
rate component of a tax on cannabis to a level of their choosing, subject to the conditions of
the agreement (i.e. similar to CITCA, whereby HST participating provinces can only change
the provincial portion by certain degrees over a specified time frame).

NLC Mark-up Considerations

e Mark-ups are a key feature of the province’s alcohol regulatory framework.

Prepared/ Reviewed by: D. Haynes/J. Griffin / C. Martin
Approval:





