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MEETING AOC: 102-20-25 

STANDING COMMITTEE ON ACCOUNTABILITY AND OVERSIGHT 
 

TUESDAY APRIL 29, 2025 
DET’ANCHOGH KŲ́É - EAGLE ROOM 

1:15PM 
 

AGENDA 
 

1. Call to Order 
 

2. Prayer or Reflection  
 

3. Review and Adoption of Agenda 
 

4. Declarations of Conflict of Interest 
 

5. Public Matters 
 

a) Ministerial Briefing regarding Territorial Formula Financing with Minister Wawzonek 
and Officials  
 

i. Presentation  
 

6. In Camera Matters 
 

a) Committee Debrief on Territorial Formula Financing Presentation  
 

b) Legislative Proposals  
i. 2025-04-14 – Government House Leader – Legislative Initiative  

 
ii. 2025-04-01 – Government House Leader – Legislative Initiative  

 
iii. 2025-03-25 – Government House Leader – Legislative Initiative  
 

c) Committee Calendar  
 

7. New Business 
i. None 

 
8. Date and Time of Next Meeting: May 21, 2025 at 8:45am   
 
9. Adjournment 



Description of 
Territorial Formula Financing

NWT Department of Finance
Fiscal Policy Division

Finance

April 2025



Presentation Outline
• Introduction to Territorial Formula Financing (TFF)  - history, context and size
• TFF Principles, especially policy neutrality
• TFF Structure
• Gross Expenditure Base and its Escalators:

− Population Adjusted Gross Expenditure (PAGE);
− Provincial/Territorial/Local Government Spending  (P/T-L); and
− Population adjustment factor

• Eligible revenues
− Inclusion, measurement and categorization

• Economic Development Incentive 
• Resource revenues
• TFF response to revenue shocks
• Annex: Technical Details on Territorial Formula Financing
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Territorial Formula Financing
• TFF is a federal transfer for the three territories to fill the fiscal gap between 

what the territories can raise in own source revenues and what they need to 
provide government programs and services at comparable levels to those in 
the provinces.

• The TFF Grant is unconditional block funding.

• TFF has been in place since 1985-86:
− Agreements from 1985-86 to 2006-07;

− TFF was put into the Federal-Provincial Fiscal Arrangements Act in 2007-08 and 
is renewed every five years;

− Renewal adjustments in 2014-15 (revenue coverage, resource devolution);

− Renewal adjustments in 2019-20 (technical changes to revenue measurement); 

− Renewal discussions for 2029-30 at preliminary stage.

• Before 1985-86: annually negotiated budgets prepared by territorial officials 
subject to item-by-item scrutiny and approval by federal officials.
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Presenter Notes
Presentation Notes
TFF is often considered equivalent to the Constitution requirement to equalize Canadian provinces to be able to deliver comparable services at comparable tax rates. However more than that with key differences in that it provides an expenditure needs component and is the majority of the territories’ revenues.

The expenditure needs component is recognition that the territories do not have enough of an economic base to raise enough revenues to adequately deliver programs and services. The NWT economy lacks the tax bases needed to raise required revenues under any realignment of revenue sources. 

Although faced with the same public expectations and desire for the same entitlement levels, there is no capacity to fund programs at nationally comparable levels, especially given the lack of economies of scale. 

TFF came about after the Drury Report that recognized the need for self-government in the North with increased territorial autonomy and responsibility. With increased responsibility came the need for funding on mutually agreed criteria (principles) and the avoidance of arbitrary and unpredictable funding. 




TFF Principles

• Responsibility and accountability

• Adequacy and comparability

• Affordability

• Predictability and certainty

• Neutrality

• Stability

• Flexibility

• Sound Incentives
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Presenter Notes
Presentation Notes
The logic of TFF comes from a set of fiscal principles that makes TFF more than a simple transfer and instead a commitment to development of the North through responsible self-government and that reflects the territories’ unique needs. 
Responsibility and  accountability – to support territorial fiscal responsibility and accountability for budget decisions and federal accountability for transfers.
Adequacy and comparability – adequate funds to provide reasonably comparable services to those in provinces and reasonably comparable levels of taxation while still reflecting special circumstances and challenges to provide programs and services in the territories.
Affordability – federal affordability over time for TFF
Predictability and certainty – permit federal and territorial governments with predictability for orderly fiscal planning (short and long term)
Neutrality – neutral mechanism so funding levels not subject to discretionary actions of either government
Stability – stable funding to meet the expenditure needs that result from significant volatility in territorial own source revenues and expenditures caused by changes in economic and fiscal conditions
Flexibility – do allow TFF to adapt to changing circumstances such as self-government agreements and devolution of program responsibilities. 
Incentives – to avoid disincentives on the part of the territories to raise own revenues and provide territories with incentives to support economic development, expand revenue sources, address social issues and foster self-sufficiency. 



Principle of Policy Neutrality
• TFF is designed not to change as a result of the GNWT’s direct spending and 

tax policy actions:

− Higher spending will not increase the Gross Expenditure Base (or increase 
the TFF entitlement);

− Higher tax rates, or the imposition of new taxes, will not increase eligible 
revenues (or decrease the TFF entitlement); 

− Lower spending or taxes will not affect the size of the TFF entitlement.

• The GNWT’s actions can exert indirect influence: for example, by making the 
NWT an attractive place to live, the Gross Expenditure Base is increased.
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Presenter Notes
Presentation Notes
Of all the principles, policy neutrality is key to understanding that GNWT fiscal actions do not directly influence the amount of TFF that is received. 




Basic Structure of TFF
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TFF 
Grant

Gross 
Expenditure 

Base
(Last year’s GEB 

multiplied by the growth 
in population adjusted 

growth in 
provincial/local 

government spending 
(PAGE)

Eligible 
Revenues

(Own-source tax bases 
multiplied by National Average 

Tax Rates, then subtract the 
Economic Development 

Incentive at 30%)

- =

Presenter Notes
Presentation Notes
Key message is that the TFF about fiscal capacity gap-filling and is not the difference between actual expenditures and revenues

Gross Expenditure Base (GEB) is a proxy for expenditure requirements to deliver comparable programs and services to other jurisdictions while acknowledging the unique circumstances in the north. 
The PAGE is the population-adjusted government expenditure escalator and is calculated using:
the growth in Provincial and Local Government Expenditure (PL) growth
Population Adjustment Factor (PAF) that is the ratio of NWT population growth to national population growth
Eligible Revenues are a proxy for the GNWT’s ability to raise revenue on its tax base. This uses National Average Tax Rates on the NWT tax base to generate an estimated yield. 
Standardized tax base x standardized tax rate (National Average Tax Rate)





Importance of the Gross Expenditure Base

• The GEB is the proxy measure of the expenditure requirements to deliver 
government programs and services comparable to the provinces taking 
into account northern circumstances:

− Remoteness;

− Harsh climate;

− Very small, dispersed populations;

− Lack of economies of scale; and

− High cost of living.

• The GEB is larger than Eligible Revenues for all territories; therefore, the 
growth in the GEB is the main factor in the growth rate of TFF 
entitlements.
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Presenter Notes
Presentation Notes
The GEB has been adjusted over the years to the extent that there is no method for determining “adequacy”. 

Once a program is devolved and its expenditure need is added to the GEB it is no longer tracked separately following the principle of responsibility and accountability where the territorial government receives block funding and allocates based on government priorities that change over time. 

The latest devolution for the management of lands, waters and non-renewable resources added $60.3 million to the GEB but the GNWT was under no obligation to use these funds only for the management of lands, waters and non-renewable resources once added to the GEB.  



Eligible Revenues 
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• Eligible Revenues are measurement of the GNWT’s revenue-raising 
capacity, not actual revenues. 

• Transfers and recoveries are excluded  from the Grant calculation. 
Increases in these revenues will increase the GNWT’s total revenues. 

• Revenues included in Grant: 

− Revenues that fund expenditure responsibilities that were included in 
the original GEB (1982-83); and

− Revenues that fund expenditure responsibilities transferred to the 
GNWT and compensated for an adjustment to the GEB.

− Exception is resource revenues, which are outside the TFF.

− Taxes, fees and charges are generally included; federal transfers and 
investment income and cost recoveries are excluded.

Presenter Notes
Presentation Notes
TFF includes nine categories of revenue similar to Equalization: 
Personal income tax (includes other revenue such as health care premiums);
Business income revenues; 
Consumption taxes (for examples: sales taxes, lotteries, motor vehicle licensing); 
Tobacco taxes;
Gasoline tax;
Diesel tax;
Alcoholic beverages;
Payroll tax; and
Property taxes and miscellaneous.
Revenues not included in eligible revenues: resource revenues (shared outside of TFF), investment income, transfers, recoveries.
Resource revenues were kept outside of TFF through negotiation: Canada desired comparable treatment to provinces in Equalization (revenue sharing of 50%) and on the territorial side, the collaboration with Indigenous government partners made transparency paramount. 




Fiscal Capacity and Eligible Revenues
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• Eligible Revenues under the Representative Tax System (RTS) is key concept in 
measuring ability to raise revenues in TFF:

• Actual own source revenue determined by:

Actual Tax Revenue       = Own Tax Base x Own Tax Rate

vs. Eligible Revenues under the RTS:

Fiscal Capacity =  Own Tax Base standardized according to RTS 

x the National Average Tax Rate (NATR)

− Focus of RTS is on volumes and NATR

− What could have been raised, not what was actually raised

− Therefore, Eligible Revenues are independent of actual taxation 
decisions, such as tax increases or new taxes: “tax effort” is neither 
rewarded nor penalized.

Presenter Notes
Presentation Notes
Fiscal capacity is not the GNWT revenues but the GNWT could hypothetically raise at national average tax rates and using a representative tax system. 

“Representative” means using a tax base that mimics the average behaviour of all jurisdictions. For example, provinces with sales taxes have different exemptions so the representative system only exempts sales categories that most taxing provinces exempt such as groceries or children’s clothing. 



Economic Development Incentive (EDI)
• The EDI removes 30% of Eligible Revenues from the TFF calculation.

• The EDI improves the incentive to grow tax bases through economic growth. 

• If the NWT tax rate is equal to the National Average Tax Rate and the tax base is 
same as the Representative Tax Base, the EDI reduces the rate at which the TFF
Eligible Revenue is reduced from 100% to 70% when the tax base expands.

• The NWT corporate income tax rate is about the national average and the corporate 
taxable income (tax base) is the same across the country. Therefore, for every dollar 
increase in corporate taxes, the TFF Eligible Revenues decreases 70 cents. 

• This “claw back” rate depends on own tax practices compared to the national 
average practices: a low tax rate means a high claw back rate (and vice versa).

• Large tax cuts would not lead to a claw-back issue but could in theory eventually 
lead to a claw-back problem if future tax bases were to grow significantly. At that 
point, the TFF reduction, on the margin, could be greater than the own-source 
revenue increase, leading to a decline in total revenues. (This is a theoretical 
scenario seldom if ever encountered.)
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Presenter Notes
Presentation Notes
The TFF is part of providing fiscal resources while the territorial governments continue to strive for fiscal independence. 

The EDI provides an incentive to continue to support economic development and expansion of the tax base even though fiscal independence will be a long time coming.  



Implications of Revenue Shocks
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• TFF’s single annual calculation uses three-
year moving averages of data, lagged two 
years to provide predictability and 
stability (two principles) but immediate 
responsiveness is reduced.

• Own-source revenues from tax base 
changes (not the tax rate) affect TFF two 
years later and then by only one-third of 
the amount per year for three years. 

• The EDI reduces the response by 30%.

• The process takes four years to complete 
after the year of change.

($millions) Shock Response
Year 1: Own-Source 

Revenue Change (tax 
base shock)

-100

Year 2: No response

Year 3: TFF Response 
1/3 +23.3

Year 4: TFF Response 
2/3 +23.3

Year 5: TFF Response 
3/3 +23.3

Year 6: Status Quo

Total -100 +70

Presenter Notes
Presentation Notes
The TFF grant is calculated once for the year as a predictability principle but this reduces responsiveness of the TFF to own source revenues changes. 
However, TFF responds to own source revenue decreases due to changes in the tax base, but it takes four years to do so. 

The table in this slide shows that TFF doesn’t react at all to a shock in the year it occurs but does so partially over time.  The example assumes a one-time shock of a $100-million loss in year one in a tax base exactly at the national average tax rate. 
In year 1 total revenues decline $100 million because nothing happens to TFF in years 1 and 2. TFF begins to respond with a $23-million increase in years three to five. Over the entire period, the $100 million is offset by a $70 million increase in TFF, for a net revenue loss of $30 million. 

The same thing happens in reverse if the revenue shock is an $100 million increase  in revenues. Instead of TFF increasing $70 million, it decreases $70 million for a net revenue gain of $30 million. 

This is a very generalized example to show the dynamics. There are different effects when actual taxing practices are involved compared to the Eligible Revenues that measure fiscal capacity. 




Resource Revenue Sharing
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• Starting April 1, 2014, under the Northwest Territories Lands and Resources 
Devolution Agreement, the GNWT collects all resource revenues (after land 
claim royalty amounts removed) and shares 50 per cent with the federal 
government.

• The GNWT’s “net fiscal benefit” (remaining 50%) of resource revenues is 
capped at 5% of the GEB. This cap has never been triggered nor is it expected 
to be triggered in the foreseeable future. 

• Resource revenues in 2025-26 would have to exceed ~$109 million to trigger 
the cap (and only revenues beyond that level would be affected).

• Resource revenues are outside TFF, but the resource revenue offset is 
subtracted from the TFF entitlement to be made two years later; i.e. 2023-24’s 
resource revenues were offset against the TFF entitlement for 2025-26.

o Resource revenues (public accounts), 2023-24: $559,000 

o Resource revenue offset against TFF, 2025-26: $279,500

Presenter Notes
Presentation Notes
Effective April 1, 2014, Canada, the GNWT and five Indigenous governments signed the Northwest Territories Lands and Resources Devolution Agreement for that devolved the management of territorial lands, waters and non-renewable resources to the GNWT. 

Resource revenue sharing was part of that Agreement. 




Thanks / Merci  
Mahsi / Máhsi / Máhsı / Mársı / Hąį’
ᖁᔭᓐᓇᒦᒃ / Quyanainni / Quana

Kinanāskomitin

Presenter Notes
Presentation Notes
Organized by Dene, Inuit, and Algonquian languages
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Annex:

Technical Details on Territorial 
Formula Financing



Basic Structure of TFF 2025-26
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TFF Grant = Spending Needs – Revenue Raising Capacity

Presenter Notes
Presentation Notes
Here’s what TFF looks like visually for 2025/26. The GEB gave the NWT $2.2 billion. Eligible Revenues after the EDI took away $386 million. There is an adjustment after the basic entitlement calculation. The Resource Revenue Offset is how we share resource revenues with the federal government. We don’t remit any money to them. Instead, the TFF payment is reduced two years after resource revenues are generated. So the 2025/26 offset is based on half the resource revenues from 2023/24, which were $279,500. After that, the total TFF entitlement was calculated to be $1.8 billion.
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Page Escalator and the Gross Expenditure Base
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PAGE = PL x POP

2024-25 Base x 2025-26 PAGE = 2025-26 Base

2025 PAGE growth = 4.948%



Provincial Local (PL) Government Expenditure Snapshot
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• The PL escalator is calculated using a three-year moving average lagged two years. 

• PL captures the spending of other jurisdictions on programs and services. 

• Quarterly data is released for both Stats Canada and Conference board.

• Statistics Canada is preferred is the actual data and Conference Board is used to 
develop the forecast. 



Population Adjustment Factor Screenshot
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• Stats Can Q3 (July Estimate) are used to determine the population 
adjustment factor. 

• Three year moving average, lagged two years.

NWT 3yr moving average  / Can 3yr moving average  =  NWT Population Adjustment

Presenter Notes
Presentation Notes
NWT 3yr moving average / Can 3yr moving average = NWT Population Adjustment




NWT RTS Revenues
Yield of Tax Bases at National Average Tax Rates 

($ thousands)
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Revenue Categorization
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Categorization of Revenues Continued
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Calculation of Fiscal Capacity Example: 
Consumption Taxes
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Consumption Table 3
Calculation of Tax Base and Fiscal Capacity: Consumption Taxes

First Estimate of Fiscal Capacity 

• This is the calculation using the 2023-24 data; the most recent year in the 
three-year moving average used in the entitlement calculation for 2025-26

Presenter Notes
Presentation Notes
Provinces have been omitted to save space



Revenue-Specific Claw-Back Estimates
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• These rates apply to tax base changes, not tax rate
changes:
− Tax rate changes and new or eliminated taxes have 

no effect on TFF and the full amount of the revenue 
change will be felt within total revenues (TFF + 
Own-Source Revenues).

• Each category of eligible revenues has its own claw-
back rate.

• High claw-back rate signals low tax effort (e.g. 
consumption tax).

• Low claw-back rate signals high tax effort (e.g. 
tobacco, alcohol).

• Cutting taxes will increase the claw-back rate, raising 
taxes will lower it.

TFF Clawback Rates 2025/26 
(70% after EDI)
For every actual dollar earned by 
GNWT, TFF claws back a share.

Personal Income Tax 69%
Corporate Income Tax 75%
Tobacco Tax 47%
Gasoline Tax 87%
Diesel Fuel Tax 16%
Alcohol Sales 35%
Payroll Tax 40%
Consumption Tax 140%
Property Tax 74%



History of TFF Entitlements
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*The GEB to ER ratio includes Resource Revenues
** Total Revenues are on a nonconsolidated basis, with the exception of 2024-25 and 2025-26 which use the most recent budgeted amounts
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