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TTFINDINGS

® Canadian microbusinesses (four employees and pre-tax net income of $150,000) pay 20% more in taxes than in the U.S.,
small business (twenty-five employees and pre-tax net income of $1,000,000) pay 23% more.

KEY R
TAKEAWAYS

m_@

— The goal of this report is to identify
how to enhance Canada’s fiscal
competitiveness by providing a
comparative analysis of the fiscal
environment for micro and small
businesses in Canada and the U.S.

@® Payroll taxes are the most burdensome type of tax for micro and small businesses in both countries.
e Average total payroll taxes for microbusinesses in Canada ($27,500) and in the U.S. ($27,000) are similar.
e Average total payroll taxes for small businesses are slightly (4%) higher in Canada ($177,000) than in the U.S. (§171,000).

e InCanada, federal payroll taxes account for roughly three-quarters of the payroll burden on both Canadian micro
and small businesses.

® Across all Canadian provinces, micro and small businesses face higher income taxes than in any U.S. state.
e InCanada, income taxes for micro and small businesses are more than 40% higher than in the U.S.

e For micro businesses in Canada, federal income taxes account for 83% of their total income tax burden, compared to 70%
for small businesses.

The largest differences between Canadian and U.S. tax burdens are in property taxes.
e Property taxes for microbusinesses in Canada are twice as high as in the U.S., and 57% higher for small businesses. |
SUFACTS | =
. @ Canada’s economy has been lagging RECOMMENDATIONS
behind the U.S., notably it’s GDP per
capita is 22% lower than its southern — 1. Reduce corporate income tax rates. Provincial governments should permanently lower the Small Business Tax Rate to 0% by
neighbour. High taxation has 2030. The federal government should also lower the tax rate and even consider lowering it temporarily to 0% as a means of
prevented businesses from investingin stimulating the economy in a difficult economic period.
their operations and the economy. 2. Federal and provincial governments should raise the small business tax rate threshold to at least $700,000 and index it to
The U.S.’s recent economic and fiscal inflation going forward.
agenda, from trade wars to additional 3. Imp‘lemer.1t a business income deduction for personal income tax filers so sole proprietors don't pay tax on a portion of their
tax cuts, has highlighted Canada’s business income.
vulnerabilities and will further widen 4. Implement a lower property tax rate for small businesses.
the economic gap between the two 5. The federal government should lower payroll taxes by reducing El premiums and by increasing the Basic Exemption Amount
countries if Canada does not improve for the CPP.
its competitive environment. 6. British Columbia, Ontario and Quebec should raise their Employer Health Tax thresholds to at least the levels already used by
. . . Manitoba and Newfoundland and Labrador.
To strengthen its economic position, ) o ) )
s 7. Quebec should lower its payroll tax rates so they are more in line with other provinces.
Canada must adopt competitive ] i = |
fiscal policies. B 8. Legislate workers' compensation board (WCB) surplus rebates.
y 9. Reduce property tax unfairness.
. J




Introduction Figure 1

The trade war between Canada and the U.S. has Canada’s GDP growth has lagged behind the U.S...

exposed Canada’s vulnerabilities and highlighted REAL GROSS DOMESTIC PRODUCT IN THE U.S. AND CANADA: PERCENT CHANGE, QUARTERLY AT ANNUAL RATES,
the urgent need for Canada to become a much FROM Q12022 TO Q4 2024°°
more competitive place to do business. 6
However, Canada’s economy has fallen behind
the U.S. (see Figure 1) as our southern neighbour y
has been offering a stronger economic and fiscal Gk
environment for businesses. Since the end of the 2
pandemic, Canada’s economy has stagnated, while — Us
the United States has seen a healthy growth in its 0
real GDP.!
-2
It is worth noting that recent economic growth 2022 2023 2024
in Canada has been almost entirely due to an
increase in hours worked, rather than gains in Figure 2
productivity.? This metric measures how much ...as has its labour productivity growth.

Canadians produce compared to the hours they
work, with higher quantities of production for lower
or constant hours worked yielding higher labour
productivity. Labour productivity in Canada has 6
remained stagnant or even declined since the end

of the pandemic (see Figure 2).2 Meanwhile, the U.S.
has seen positive labour productivity growth each
quarter since Q2 2022. If Canada had maintained the
same productivity growth as the U.S., it would be 0
producing over 8% more output per hour worked.*

LABOUR PRODUCTIVITY IN THE U.S. AND CANADA: PERCENT CHANGE FROM PREVIOUS QUARTER, QUARTERLY,
FROM Q12022 TO Q4 2024"#

-2 Canada
—— (5

-4

-6

2022 2023 2024
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We need to
change the policy
environment in
Canada, or we
risk losing an
entire generation
of future business
owners to other
countries.”

- Ontario,

Enterprise management

Canada’s low labour productivity has

widened the GDP per capita gap with the U.S.
(see Figure 3). This metric reflects the average
output of goods and services per person.
Higher productivity means more supply, lower

prices, better wages, and increased investment.

For example, the United States’ median wage
is over $7,000 higher than Canada’s.’

On average, Canada’s GDP per capita is
22% lower than the U.S., with most provinces
comparable to America’s poorest states.
Except for Alberta, which benefits from a
productive oil and gas sector, all Canadian
provinces fall below the U.S. average, and
six rank among the lowest overall.

This reflects a lower standard of living

and higher business costs in Canada.

An overwhelming 95% of Canadian small
businesses agree that reducing these costs
should be a priority for governments.°

The U.S. economy is outperforming Canada’s.
This is partly due to a more competitive,
business-friendly fiscal environment attracting
more investment, innovation, and talent.

This report compares the two countries’ fiscal
environments to identify how Canada can
improve and lower business costs.

Figure 3

The average GDP per capita is 22% lower in Canada than in the U.S.

CANADIAN PROVINCES AND U.S. STATES, RANKED BY GDP PER CAPITA IN 2022, THOUSANDS USD,

ADJUSTED FOR PURCHASING POWER
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Accessed March 2025. https.//thehub.ca/2023/06/15/trevor-tombe-most-provincial-economies-struggle-to-match-the-u-s,
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About this report

To analyze the difference in tax burden between
Canada and the United States, we compared the
tax burden of a microbusiness and a small business,
each with an equal amount of revenue, pre-tax

net income, employees, and property value across
different locations (see Table 1).

Table 1

Main variables used to analyze tax competitiveness
for a microbusiness and a small business

Smal Business

Pre-tax netincome $150,000 $1,000,000
Number of employees 4 25
Value of property $450,000 $3,000,000

owned

Notes:

1) For further explanations and information on the justification for
these variables, and for additional assumptions, see Appendix 3.

2) The Canadian incorporated business structure differs from that of
the United States. In Canada, incorporated businesses pay corporate
income tax on their net income. However, in the U.S., incorporated
small businesses are generally structured as S corporations.

S corporations allow shareholders to file the business’s net income
on their personal income tax returns (this mechanism is known

as pass-through income). This results in a very different fiscal
environment than in Canada as the business’s netincome is divided
among shareholders rather than taxed at the corporate level.

Since S corporations represent the vast majority of U.S. small
employers that are incorporated, we assume in our analysis that

the analyzed microbusiness and small business in that country is

an S corporation.?

We analyzed the fiscal environments of all 10 Canadian provinces and
20 selected states (see Figures 4a and 4b). Five of the most populous
U.S. states were selected, with the remaining fifteen chosen based
on their trade exposure and geographic proximity to Canada.***

To include the impact of municipal taxation, we selected the largest
municipality in each province and state.'>®

To examine micro- and small businesses’ fiscal environments,
we looked at four types of taxes these businesses must pay:

* Income/franchise taxes’

Payroll taxes
* Property taxes
* Additional municipal taxes'®

This analysis presents figures in each country’s local currency.
Using local currency provides a like-for-like view from a business
owner’s perspective, since taxes are incurred and paid for
domestically. Exchange rate fluctuations do not affect local
businesses’ costs unless a firm trades internationally.

This approach offers a stable basis for comparison over time.

We rounded figures to the nearest hundred for microbusinesses

and to the nearest thousand for small businesses. Individual provincial
breakouts are provided in Appendix 1 where each province is

ranked by the three main taxation types (Income, payroll, property).
Franchise taxes are not explicitly listed in this section, as they apply
only in certain U.S. jurisdictions. However, they are included as part

of the overall income tax burden in the ranking. Additional municipal
taxes, which only apply to certain U.S. cities, are also considered

part of the income tax category as they consist of local income and
franchise taxes.

© Canadian Federation of Independent Business, 2025




Figure 4a

Tax burden for a business located in the largest municipality, by Canadian province, in thousands of dollars, 2025
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Figure 4b

Tax burden for a business located in the largest municipality, for selected U.S. states, in thousands of dollars, 2025
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© Canadian Federation of Independent Business, 2025




The average tax burden

for a microbusiness is

$51,200 in Canada
and only

$42,600 in the U.S.

Total tax burden
Microbusiness

Based on the jurisdictions analyzed,
microbusinesses pay on average 20% more in
taxes in Canada than in the U.S. (see Figure 5).
In other words, a Canadian microbusiness can
expect to see nearly six percent more of its
pre-tax net income go to taxes than an American
one (34.1% vs 28.4%). This gap underscores
the urgent need for a more competitive fiscal
environment to support microbusinesses

in Canada. In fact, 95% of business owners
who have four or fewer employees think
governments should reduce taxes.*

Overall, Eastern Canada yields the least
business-friendly tax environment in our
analysis. When looking at specific jurisdictions,
Quebec ($58,400), New Brunswick ($56,600),
and Nova Scotia ($55,700) have the highest

tax burdens, while South Dakota has the
lowest at $35,600. British Columbia ($45,000)
and Saskatchewan ($45,500) have the lowest
tax burdens in Canada. However, even these
Canadian provinces rank above the U.S. average
and far above most analyzed U.S. states.

Figure 5

A microbusiness pays 20% more in taxes in Canada

than in the U.S.

TOTAL TAXES PAID BY A MICROBUSINESS IN SELECTED PROVINCES/STATES,

WITH BUSINESS PROPERTY OWNED IN THEIR LARGEST CITY
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® $51,200

® 542,600

$- $10,000 $20,000 $30,000 $40,000 $50,000 $60,000

Source: CFIB analysis of government tax rates and thresholds, own calculations.

See Supplementary Information on Methodology document for more details.
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Broken down by type of tax, Canadian provinces across the
board see a universally higher income tax burden and, in most
cases, a significantly larger property tax burden (see Figure 6).

The largest tax expense for businesses in both countries is payroll
taxes. Microbusinesses’ payroll taxes account for 54% of the total
tax burden in Canada and 63% in the U.S. Payroll taxes are similar
across nearly all jurisdictions, except for Quebec, where they are
significantly higher. While income and property taxes in Canada
are quite similar, property taxes are more burdensome than
income taxes in the United States.

The worst-performing U.S. states overall (e.g., Illinois,

Michigan, New York) are largely burdened by disproportionately
high property taxes and unique municipal taxes, while the
best-performing Canadian provinces (e.g., British Columbia,
Saskatchewan) benefit from lower-than-average property taxes.

Much of the reason for the large U.S. advantage in income taxes
comes from changes introduced in the Tax Cuts and Jobs Act
(TCJA) in 2018. Notably, higher standard deductions and the
qualified business income (QBI) deduction both benefit U.S.
pass-through businesses (including S corporations and sole
proprietors) that see their net income taxed through

personal income taxes rather than corporate income taxes

(see Appendix 5, Supplementary Information on Methodology).
Although originally scheduled to expire in 2026, these provisions
were recently extended and expanded starting in 2025.2%%

With the U.S. tax advantage set to persist and expand through
automatic adjustments in recent legislation, immediate action is
needed for Canada to achieve parity in tax competitiveness.

Figure 6

Payroll taxes account for the largest share of a microbusiness’s
tax burden: 54% in Canada and 63% in the U.S.

TOTAL TAXES PAID BY A MICROBUSINESS IN THE LARGEST CITY OF SELECTED
PROVINCES/STATES, BY TAX CATEGORY

® Payroll @ Income/Franchise Property @ Municipal (Excl. Property)

Quebec
New Brunswick
Nova Scotia
P.E.I
N.L.
Illinois
Michigan
New York 327’500
Canada average ° ° —3$12,100
Alberta
Ontario
Pennsylvania
Massachusetts
Manitoba
Saskatchewan
B.C.
Rhode Island
Vermont
Washington
Indiana 327’000

U.S. average s ® — $6,500
California
Minnesota
Ohio
Maine
Montana
Idaho
Texas
Florida
Wyoming
North Dakota
South Dakota

$- $10,000 $20,000 $30,000 $40,000 $50,000 $60,000

Source: CFIB analysis of government tax rates and thresholds, own calculations.

See Supplementary Information on Methodology document for more details.
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The fiscal burden

for a small business is

$374,000 in Canada
and only

$304,000 in the U.S.

11

Small business

The gap between tax burdens for small businesses is
slightly larger than for microbusinesses. The analyzed
small business pays 23% more taxes in Canada than
in the U.S. (see Figure 7), meaning Canadian small
businesses are taxed on 37.4% of their pre-tax net
income, compared to 30.4% in the United States

(a seven percentage point difference).

Eastern Canada fares poorly. Small businesses in
every Atlantic province, as well as in Quebec and
Ontario pay more than the Canadian average. U.S.
regions, such as the Midwest and Mountain West,
are the most competitive. Quebec has the most
burdensome fiscal environment, with small business
paying $425,000 compared to just $246,000 in South
Dakota, the least burdensome jurisdiction.

Six provinces (Quebec, New Brunswick,
Newfoundland and Labrador, Prince Edward Island,
Nova Scotia, and Ontario) have higher tax burdens
than any analyzed U.S. state. Even the lowest taxed
Canadian province, Saskatchewan, has a tax burden
higher than 15 of the 20 U.S. states, with a total tax
bill that is $27,000 higher than the U.S. average,

and over $82,000 more than its southern neighbour,
North Dakota.

Figure 7

A small business pays 23% more taxes in Canada compared to the U.S.

TOTAL TAXES PAID BY A SMALL BUSINESS IN SELECTED PROVINCES/STATES,

WITH BUSINESS PROPERTY OWNED IN THE LARGEST CITY IN EACH
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Source: CFIB analysis of government tax rates and thresholds, own calculations.

See Supplementary Information on Methodology document for more details.
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Broken down by type of tax, Canadian small businesses face a
large tax disadvantage stemming from income and property taxes
(see Figure 8). Notably, the gap between payroll tax burdens in
the U.S. and Canada has grown. While microbusinesses in both
countries have a similar payroll tax burden, small businesses pay
more payroll taxes (3.5%) in Canada than in the United States.
This is largely due to higher employer health tax burdens in
provinces with these systems that apply to small businesses of
this size: BC, Ontario, and Quebec. As with microbusinesses, the
changes introduced in the U.S. TCJA have created a significant
discrepancy between the income tax burdens of small businesses
in Canada and in the United States.

Payroll taxes account for the largest share of the small business
tax burden in both countries. However, they represent a smaller
share of the total tax burden for small businesses than for
microbusinesses, accounting for around half of the tax burden
(47% in Canada and 56% in the U.S.). Income taxes follow, making
up 31% of the tax burden for small businesses in Canada and 22%
in the United States. Property taxes also represent a significant
burden for small businesses, accounting for 22% of the tax burden
in Canada compared to 18% in the United States. The remaining
portion of the average U.S. tax burden consists of additional
municipal taxes, which apply only to certain U.S. cities.

The low overall tax burden in South Dakota, North Dakota,
Wyoming, and Florida results from a complete absence of
state income tax or alternative franchise tax. These states also
benefit from property taxes that are significantly below the
national average.

Figure 8

Payroll taxes account for the biggest tax burden for a small
business in both Canada and the U.S.

TOTAL TAXES PAID BY A SMALL BUSINESS IN THE LARGEST CITY OF SELECTED

PROVINCES/STATES, BY TAX CATEGORY
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N.L.

P.E.I

Nova Scotia
Ontario

Michigan
Canada average

Property @ Municipal (Excl. Property)

$177,000

New York

B.C.

[llinois

Alberta
Pennsylvania
Manitoba
Massachusetts
Saskatchewan
Vermont
Rhode Island
Indiana
Minnesota

U.S. average
Washington
California
Maine

Ohio
Montana
Idaho

Texas

Florida

North Dakota
Wyoming
South Dakota

$- $100,000
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See Supplementary Information on Methodology document for more details
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SPOTLIGHT ON TAX COMPETITIVENESS:

SOLE PROPRIETORS

Sole proprietors are unincorporated businesses—meaning
there is no legal distinction between the owner and their
business. For Canadian sole proprietors, this means that,
unlike the incorporated businesses analyzed previously,
business net income is taxed through the personal income
taxes of the business owner rather than corporate income
taxes. This results in a large difference in the tax burden
between unincorporated and incorporated businesses in
Canada. Comparatively, the difference is minimal in the U.S.
due to incorporated businesses largely already electing to be
taxed through personal income taxes.

To compare the tax burden on sole proprietors, CFIB assumed
the business has no employees and no business property,

so it is only being taxed on its income ($50,000) along with
any additional local-level taxes present in any of the assessed
municipalities in the United States. The result shows that

due to high Canadian personal income taxes, the tax burden
is far greater on Canadian sole proprietors ($8,500 vs $2,900
on average). This may dissuade many business ventures

from starting at all or prompt unincorporated businesses to

incorporate much earlier than they would in the United States.

TOTAL TAXES PAID BY A SOLE PROPRIETOR BUSINESS IN SELECT

LOCATED IN THE LARGEST CITY IN EACH
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Relationship between tax burden and economic health

A heavy tax burden on businesses prevents businesses from
reinvesting their earnings in their operations and the economy,
impacting their economic health. Many potential and current
business owners may forgo investing in local communities if
business projects face high taxation. Instead, they may choose
to build wealth by investing their funds in other markets,
potentially even in other countries.

Figure 9

While taxation boosts government revenues, it also makes
business activity prohibitively expensive and pulls money out
of communities. This cost harms productivity, thereby harming
output per person measured through GDP per capita. Using our
analysis of total costs from taxation, there is a general trend
where businesses with a higher effective tax rate tend to have
lower GDP per capita levels (see Figure 9).

Jurisdictions with lower tax burdens generally exhibit higher output per capita.
RELATIONSHIP BETWEEN TAX BURDEN AND GDP PER CAPITA AMONG ANALYZED JURISDICTIONS (CANADIAN PROVINCES - RED, U.S. STATES - BLUE)
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Governments can boost investment in the economy, and
subsequently its economic health, by reducing taxes. Small
business owners would use tax savings in ways that boost the
economy (see Figure 10). This includes increasing employee
compensation (56%), expanding their business (46%), and hiring
new employees (36%). It is also important to note that small

Figure 10

business owners need their business to be able to make sufficient
money to earn a reasonable income, otherwise many could
discontinue operations if their labour is better allocated elsewhere.
Therefore, actions such as paying down business debt (54%) and
increasing the owner(s) dividends/salary (16%) help ensure that
running a small business remains a viable option.

Canadian small business owners would use tax savings to invest in their business

IF GOVERNMENTS AT ANY LEVEL WERE TO REDUCE THE OVERALL BURDEN OF TAXES AND FEES, WHAT WOULD YOUR BUSINESS DO WITH THE SAVINGS? (SELECT ALL THAT APPLY)

Increase employee compensation (e.g., wages and benefits)

Pay down our business debt

Expand our business (e.g., innovate, increase production, add stores/products)
Hire new employees

Lower or maintain prices

Invest in employee training

Invest in automation (e.g., acquire machinery, tools, payroll software)
Use as a rainy-day fund (emergency fund)

Invest in our digital presence (e-commerce, advertising)

Increase charitable donations

Increase owner(s) dividends/salary

Other

Don’t know/Unsure

Source: CFIB, Your Voice Survey - June 2024, final results, June 4-19, n = 2,035.

® 56%
® 54%
® U6%
® 36%
29%
28%
25%
25%
2U4%
17%
16%
3%
2%
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QUEBEC STANDS ALONE IN DENYING THE SMALL BUSINESS TAX RATE TO CERTAIN INDUSTRIES

While Quebec ranks the worst among the jurisdictions analyzed in terms ~ Our analysis assumes businesses are paying the lower rate, but the

of tax burden, this still understates the true burden placed on Quebec reality is worse for many small businesses, costing them thousands more
small business in the construction and service sectors. This shortfall in taxes. The province must urgently reverse this damaging policy to
exists because the province denies the lower corporate income tax rate keep the cost of doing business affordable and prevent further economic
to many small businesses in these sectors, forcing them to pay 11.5% on  damage. An external study commissioned by CFIB found that reversing
net income up to $500,000 instead of the lower 3.2%—a policy unique to  this policy would create over 10,000 jobs.?* It also found that targeted
Quebec.?? Additionally, Quebec small businesses in any sector other than  support for small businesses yields better economic outcomes than
primary or manufacturing are denied the lower small business tax rate if ~ broad-based business subsidies.

they pay less than 5,500 hours in employee wages annually, essentially a

punishment for being too small.

SMALL BUSINESS TAX RATES BY PROVINCE WITH QUEBEC’S HIGHER RATE ON CONSTRUCTION AND SERVICE SECTORS

12% 11.5%
10%
8%
6%
H% 3.2% 3.2%
e 29 29, 2.5% 2.5%

2% 19 19 %

«~ om om A A

MB SK PEI NS BC AB NB NL ON Quebec
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Income and franchise taxes

The business income tax burden should be interpreted with caution as higher income taxes paid does not
necessarily equate to a higher income tax burden. This is because income taxes are based on net income, which
occurs after all business expenses (including payroll taxes, property taxes, and any applicable franchise tax)
have been subtracted from revenues. As a result, businesses may pay less income tax in certain jurisdictions
due to high levels of payroll taxes and property taxes rather than lower income taxes. This has a minimal
impact on the comparison between the two countries since payroll taxes are nearly identical across all
jurisdictions. However, it means that businesses in provinces like Quebec, which have high property and
payroll taxes, pay less in income taxes than their rates would suggest (see Supplementary Information on
Methodology document for more details). Except for certain franchise taxes, the taxes in this section are based
on net income remaining after subtracting business-expense-type taxes from a pre-tax net income of $150,000
for microbusinesses and $1,000,000 for small businesses (see Supplementary Information on Methodology
document for more details).

A fundamental difference between business taxation in Canada and the U.S. is that, in the latter country,
taxes on netincome are generally paid through business shareholders’ personal income tax returns,

rather than a corporate income tax. This allows business owners in the U.S. to take advantage of various
personal tax deductions (if they have children, for example) that indirectly lower their business’s tax liability.
For this comparison, we assume business owners only take advantage of the deductions universally available
to every business owner, potentially overestimating the amount of taxes U.S. businesses would actually pay in
this area. In addition to income taxes, many U.S. states levy franchise taxes on businesses themselves.

This “entity-level taxation” differs from U.S. federal and state income taxes, which generally tax the business
owners rather than the business itself. These state-level taxes, which are often based on revenues instead of
net income, are included in this section as some states utilize them in lieu of traditional income taxes.
Municipal-specific income/franchise taxation also exists in some cities in the U.S. (see Supplementary
Information on Methodology document for more details). These taxes are not included in this breakdown

but are factored into the overall comparison (see Figures 5 & 7).

As previously mentioned, the U.S. income tax advantage has been largely driven by changes in the TCJA,

which include higher standard deductions and the qualified business income (QBI) deduction. With these
provisions now extended, the U.S. tax advantage has been cemented, worsening Canada’s tax competitiveness
going forward.
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On average, total
income tax for
microbusinesses in

Canada is $12,100

In the U.S., the same
type of tax amounts

to $6,500

Microbusiness

Total income taxes for microbusinesses in Canada
are nearly double those of the U.S. (see Figure 11).
This discrepancy is even more striking if we consider
a microbusiness in Ontario ($14,000), the most
burdensome income tax jurisdiction, which pays
more than three times as much as a microbusiness
in the least burdensome jurisdiction, Ohio ($4,000).

Average provincial/state income taxes are similar,
with a slight advantage for Canadian provinces.
Manitoba stands out with no provincial income tax
for businesses earning $500,000 or less, followed

by Prince Edward Island and Saskatchewan, which
have a low provincial income tax burden of around
$1,100 and $1,200 respectively. Six U.S. states have
no income tax or alternative franchise tax that apply
at this level, meaning microbusinesses in these states
see none of their income taxed at the state level.

The federal income tax burden is where the largest
difference exists between the two countries, with
microbusinesses paying on average more than twice
as much in Canada as in the United States. In British
Columbia, federal income tax reaches $10,600,

the highest in the country and more than twice the
highest observed U.S. federal income tax of $4,500
(South Dakota). Depending on the province, federal
income taxes account for between three-quarters and

all of the income taxes Canadian microbusinesses pay.

Figure 11
Federal taxes are the main reason microbusinesses in Canada
face a higher income tax burden than those in the U.S.

INCOME/FRANCHISE TAXES PAID BY A MICROBUSINESS IN SELECTED
PROVINCES/STATES, BY LEVEL OF GOVERNMENT

° Canadian federal Canadian provincial °
income tax income taxes income tax

U.S.federal g U.S.state
income/franchise taxes

Ontario

B.C.

Quebec

N.L.

Alberta

New Brunswick
Canada average ®
Saskatchewan
Nova Scotia
P.E.I
Massachusetts
Manitoba
Illinois
Washington
New York
Indiana
Minnesota
Michigan
Pennsylvania
Montana

California
o S4,000

U.S. average o
Idaho $2,500
Maine
Vermont
Rhode Island
South Dakota
North Dakota
Wyoming
Florida
Texas
Ohio

__$10,000

$0 $3,000 $6,000 $9,000 $12,000 $15,000

Source: CFIB analysis of government tax rates and thresholds, own calculations.

See Supplementary Information on Methodology document for more details.
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On average, total
income tax for small
businesses in Canada

is $115,000

In the U.S., the same
type of tax averages

$67,000

Small business

Similar to microbusinesses, total income taxes for small
businesses in Canada are significantly higher than those
in the U.S., with a 72% gap between the two countries
(see Figure 12). When comparing Newfoundland and
Labrador, the most burdensome income tax jurisdiction
($129,000), to Florida ($48,000), small businesses in the
former pay 169% more in income taxes. It is worth noting
that the share of provincial/state versus federal income
taxes is almost identical in both Canada (30% provincial,
70% federal) and the U.S. (33% state, 67% federal).

The average provincial income tax in Canada is 57% higher
than state income tax in the United States. Nova Scotia
has the lowest provincial income tax among Canadian
provinces, at $12,000. Four U.S. states have no income tax
or alternative franchise tax at this level. The phase-in of
Texas’ franchise tax results in a significant boost in the tax
burden for that state while the phase-in of Ohio’s franchise
tax is extremely modest.

When it comes to federal income tax, U.S. businesses

pay nearly half what Canadian businesses do. In fact,

a small business in any Canadian province faces higher
income taxes than in any U.S. state, with the exception

of Massachusetts. Even at the upper range, the highest
federal income tax burden in the U.S. ($49,000 in North
Dakota, South Dakota, Wyoming, and Idaho) is 33% lower
than the lowest observed Canadian federal income tax
payable ($73,000) in Quebec—far from Saskatchewan,
where federal income tax reaches $88,000.

Figure 12

Canada’s lowest federal income tax burden for a small
business is still 49% higher than the highest burden in the U.S.

INCOME TAXES PAID BY A SMALL BUSINESS IN SELECTED PROVINCES/STATES,
BY LEVEL OF GOVERNMENT

® Canadian federal Canadian provincial ° U.S. federal o US.state
income tax income taxes income tax income/franchise taxes
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Ontario
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New Brunswick
Manitoba
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Canada average ®
Quebec
Massachusetts
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Illinois
Washington
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Minnesota
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Maine
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Source: CFIB analysis of government tax rates and thresholds, own calculations.

See Supplementary Information on Methodology document for more details.
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FACTORS INFLUENCING CANADIAN TAX COMPETITIVENESS: THE SMALL BUSINESS TAX RATE (SBTR)

Canadian provinces and the federal
government apply a lower corporate tax
rate on the first portion of business income,
typically up to $500,000, with income above
that taxed at a higher general rate—similar
to personal income tax brackets. Exceptions
include Saskatchewan, Nova Scotia, and PEl,
which have higher thresholds that enhance
their appeal to small businesses.

For instance, in Ontario, a business earning
$600,000 pays the province 3.2% on the

first $500,000 and 11.5% on the remaining
$100,000. Without this preferential rate,
every Canadian province would impose a
higher tax burden on microbusinesses than
any U.S. state. The average Canadian burden
without the small business rate would rise to
$69,600—nearly $20,000 more than under the
current system ($51,200).

Federally, the small business tax rate is 9%,
while provincial rates range from 0% to 3.2%.
Lower rates, such as Saskatchewan’s 1% and
Manitoba’s 0%, significantly improve the
business climate and have minimal impact
on government revenues, making them an
effective tool to boost tax competitiveness.

TOTAL TAXES PAID BY THE ASSESSED MICROBUSINESS
WITHOUT SMALL BUSINESS TAX RATES*

P.E.I

Nova Scotia
New Brunswick
N.L.

Quebec
Canada average
Manitoba
Ontario
Saskatchewan
B.C.

Alberta

Illinois
Michigan

New York
Pennsylvania
Massachusetts
Rhode Island
Vermont
Washington
Indiana

U.S. average
California
Minnesota
Ohio

Maine
Montana

Idaho

Texas

Florida
Wyoming
North Dakota
South Dakota

® $69,600

—p $142,600

$- $20,000  $40,000  $60,000  $80,000

*Source: CFIB analysis of government tax rates and
thresholds, own calculations. See Supplementary

Information on Methodology document for more details.

Critics argue the lower rate
discourages growth, encouraging

firms to stay under the threshold.
600,000
However, only a small share

(under 8%) of firms earning over
$400,000 fall just below $500,000.
Most small businesses earn under
$200,000, well below the threshold.
Additionally, there is evidence that
any “bunching” below the threshold
is largely driven by tax planning,
where businesses allocate income to
investments that reduce net income,
rather than actually constraining
their growth.?

500,000

400,000
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Moreover, unlike Canada’s corporate
tax structure, U.S. small businesses
benefit from multiple lower personal
income tax rates, meaning Canada
offers fewer preferential tax brackets
for businesses overall.
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100,000

0

0.1

DISTRIBUTION OF BUSINESSES IN CANADA
BY TAXABLE INCOME LEVEL, 2021**
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Over $3M

**Source: Canada Revenue Agency. (2022, December 31). Number of small business deduction

claimants by taxable income range and by taxation jurisdiction, tax year 2021 [Custom data table

provided to the Canadian Federation of Independent Business].?
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Payroll taxes

Almost three-quarters (71%) of business owners identify payroll taxes as the most harmful tax for their business.?
Payroll taxes consist of numerous taxes on businesses levied by both the provincial/state and federal governments
(see Supplementary Information on Methodology document for more details). They are based on a business’s payroll
size, increasing with the number of employees or average wages. For this analysis, the microbusiness is assumed to
have four employees and the small business 25, with all earning a typical Canadian wage (see Appendix 3 for details).

One difference in payroll costs between Canada and the U.S. is the cost of health insurance. While businesses in

both countries often cover some, or all, of their employees’ health insurance premiums, this cost is generally higher
in the U.S. as less healthcare stems from government insurance than it does in Canada. While many U.S. small
business owners purchase health insurance for their staff, this is optional for businesses with under 50 employees.?”
Therefore, small businesses and their employees often approach these costs as optional benefits which many
business owners use to help attract or retain workers.?® Many employees of small businesses in the U.S. choose to
forgo health insurance altogether or receive health insurance from another source such as a parent or spouse. This
means that even if small businesses offer health insurance, they may not incur any costs associated with it due to
employees opting out. There are significant financial resources available for U.S. small businesses that choose to cover
at least half of their employees’ health insurance costs.? Since these costs are not mandatory for businesses of the
size used in this analysis in either country, they are not considered a tax and therefore are excluded from the analysis.
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Microbusinesses pay
similar payroll taxes
in Canada and the
U.S., which is around

$27,500,

with Quebec being the
notable exception at

$33,900

22

Microbusiness

With the exception of Quebec, where total payroll taxes
reach $33,900, average total payroll taxes in Canada and
the U.S. are similar (see Figure 13). While federal payroll
taxes are almost identical, average provincial payroll
taxes are 55% higher than those of U.S. states. This gap is
largely driven by Quebec’s unique situation, as it assumes
a greater share of payroll costs at the provincial level (see
Supplementary Information on Methodology document
for more details). This arrangement contributes to the
most burdensome payroll taxes in this analysis and the
worst tax environment overall. Additionally, Quebec is
the only province with an Employer Health Tax (EHT) that
applies to businesses of this size.

Apart from Quebec, Canadian jurisdictions face federal
payroll taxes of approximately $22,500. This is similar

to the U.S., where microbusinesses pay $22,600, with the
exception of New York and California ($22,800) where

the cost is higher due to a higher federal unemployment
tax burden.

Payroll taxes at the state and provincial level vary greatly.
Manitoba has the lowest provincial payroll taxes in Canada
at $2,800 and ranks the fourth-lowest overall. However,
this cost is still 47% higher than Texas ($1,900), which has
the lowest state payroll taxes. By contrast, Nova Scotia’s
payroll taxes ($7,800) are more burdensome than those in
almost every other jurisdiction, largely due to having the
highest Workers’ Compensation Board (WCB) premiums.

Figure 13

Payroll taxes for microbusinesses are similar in both countries,
except for in Quebec, where they are significantly higher

PAYROLL TAXES PAID BY A MICROBUSINESS IN SELECTED PROVINCES/STATES, BY LEVEL OF GOVERNMENT

Canadian federal Canadian provincial ° U.S. federal o US.state
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Source: CFIB analysis of government tax rates and thresholds, own calculations.

See Supplementary Information on Methodology document for more details.
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Average total
payroll costs for
small businesses

are slightly higher in
Canada $177,000

than in the U.S.
$171,000
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Small business

Average total payroll taxes for a small business

are slightly higher (nearly 4%) in Canada than in
the U.S. (see Figure 14), whereas they are nearly
identical in both countries for microbusinesses

(see Figure 13).

While federal payroll taxes remain proportional,
provincial payroll taxes are larger, even accounting
for Quebec’s unique situation. Several Canadian
provinces perform significantly worse among small
businesses, largely due to Employer Health Taxes
(EHTs) that apply to small businesses but not to
microbusinesses (with the exception of Quebec).
For example, British Columbia dropped from 17t
to 29 place (second last) when comparing the
payroll tax burden between microbusinesses and
small businesses due to the EHT. Ontario dropped
from 9t place (tied with PEI) to 23" place for the
same reason.

Quebec once again stands out as the most
burdensome jurisdiction with payroll taxes
reaching $217,000, 42% higher than the
jurisdiction with the least burdensome payroll
taxes, Texas ($153,000), and 6% higher than the
jurisdiction with the second most burdensome
payroll taxes, British Columbia ($205,000).
Manitoba once again ranks as the best province
and comes in fourth overall with total payroll
costs of around $158,000.

Figure 14

Payroll taxes for small businesses are similar in both countries,
except for in Quebec, where they are significantly higher
PAYROLL TAXES PAID BY A SMALL BUSINESS IN SELECTED PROVINCES/STATES,

BY LEVEL OF GOVERNMENT
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Source: CFIB analysis of government tax rates and thresholds, own calculations.
See Supplementary Information on Methodology document for more details.
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Total tax burden, without location-based taxation

To provide a full picture of the tax burden, we previously included property taxes and local taxes based on the largest cities in each
province and state. However, it is important to note that many businesses do not operate in these cities, or in any municipality at all.
Some may not own their property, meaning they would not necessarily directly pay property taxes.

To provide this outlook as well, we also ranked jurisdictions on their tax burden without any location-based taxes. This comparison
only shows taxes that would apply in all situations, regardless of location within the province or state. When property taxes and other
municipal-based taxes are excluded, the effect on Canada’s tax competitiveness is mixed, improving its standing for microbusinesses
but reducing it for small businesses, and the country remains far behind the U.S. overall. Several Canadian provinces rose in the
rankings due to high property taxes in their jurisdictions, an area in which the U.S. has a significant advantage (see next section).
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When excluding
local taxes, the
average tax burden
of microbusinesses
is 18% higher in
Canada than in

the U.S.
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Microbusiness

Disregarding location-based taxes, microbusinesses still
face a larger tax burden in Canada than in the U.S., paying
18% more than their southern neighbours (see Figure 15).

When excluding location-based taxes, seven out of 10
provinces (Quebec, Nova Scotia, Newfoundland and
Labrador, Ontario, British Columbia, Alberta, and New
Brunswick) still have a higher total tax burden than any of
the selected U.S. states. Even the lowest-taxed Canadian
province, Manitoba ($36,500), has a higher tax burden than
16 of the 20 analyzed U.S. states.

Furthermore, whether we include location-based taxes

or not, Quebec remains the most burdensome jurisdiction
for microbusinesses, with taxes as high as $48,000.

When compared with taxes paid by microbusinesses in the

neighbouring state of Maine ($34,100), the gap reaches 41%.

Additionally, Nova Scotia remains one of the highest-taxed
provinces with microbusinesses paying $42,800 in taxes.

Figure 15

Seven out of ten provinces have a higher tax burden than
any of the selected U.S. states, when excluding local taxes

TOTAL TAXES PAID BY A MICROBUSINESS IN SELECTED PROVINCES/STATES,
WITHOUT LOCATION-BASED TAXES
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Source: CFIB analysis of government tax rates and thresholds, own calculations.

See Supplementary Information on Methodology document for more details.
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When excluding
local taxes, all
Canadian provinces
have higher tax
burdens for small
businesses than any
analyzed U.S. state.

Small business

When excluding location-based taxes, the gap between
the tax burden of small businesses in Canada and the
U.S. widens even further than for microbusinesses,
reaching 28% (see Figure 16).

If we exclude location-based taxes from our
calculations, all Canadian provinces have a higher tax
burden than any U.S. state, underscoring the urgent
need for more competitive fiscal policies. While Prairie
provinces (Alberta, Manitoba, Saskatchewan) lead
Canada with the lowest tax burden, they still lag behind
their U.S. neighbours in the Midwest and Mountain
West, which are among the most competitive states.

As with microbusinesses, Quebec is the most
burdensome jurisdiction, with small businesses
paying $353,000 in taxes when excluding local-based
taxes. When compared with the neighbouring state of
Maine ($258,000), Quebec small businesses pay nearly
$100,000 more in taxes.

Figure 16

On average, a small business pays 28% more taxes in Canada
than in the U.S., when excluding local taxes

TOTAL TAXES PAID BY A SMALL BUSINESS IN SELECTED PROVINCES/STATES,
WITHOUT LOCATION-BASED TAXES
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See Supplementary Information on Methodology document for more details.
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Property taxes

Property taxes are a levy based on the value of property. While not all business owners own the property they operate on, property taxes
can still indirectly affect them as costs can be passed on through commercial rent. For this analysis, it is assumed that the microbusiness
owns commercial property worth $450,000 and the small business owns $1,000,000 worth of property of the same type (see Appendices 3
and 7 for details).

Canadian property taxes are generally imposed by individual municipalities and provincial governments.*° By contrast, U.S. property
taxes are primarily levied by counties, school districts, and municipalities, not state governments.* Our analysis presents total property
taxes paid as an aggregate of components levied at all levels of government, assuming the business is located in the largest city of each
analyzed jurisdiction. When assessing property tax costs, we collected Canadian rates separately for provincial and municipal taxes.
These two rates were then combined to determine a total effective property tax rate. By contrast, U.S. property taxes were provided as
a single integrated figure, combining property tax rates from all levels of government.

27
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Microbusiness

Property taxes can substantially add to a microbusiness
owner’s tax burden (see Figure 17). A microbusiness in
Canada faces a 25% increase in its tax burden when

Figure 17

Microbusinesses pay nearly seven times more in property taxes
in Moncton, New Brunswick, than in Cheyenne, Wyoming

PROPERTY TAXES PAID BY A MICROBUSINESS IN SELECTED PROVINCES/STATES,
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Source: CFIB analysis of government tax rates and thresholds, own calculations.

See Supplementary Information on Methodology document for more details.
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A small business in
Canada pays 47%
more in property
taxes than one in the
United States.

Small business

Overall, the difference between U.S.

and Canadian property taxes remains

very pronounced for a small business

(see Figure 18). The impact of property taxes

on overall tax burden is similar for small
businesses and microbusinesses. When property
taxes are added to small businesses’ total tax
burden, it increases by an average of 23% in
Canada and 18% in the United States. The
difference in average property taxes between the
two countries (47%) is slightly smaller than for
microbusinesses (58%).

The gap between the highest and lowest
property taxes remains significant with

small businesses in Moncton, New Brunswick
(§125,000) paying nearly seven times more than
in Cheyenne, Wyoming ($18,000). Indianapolis
and Minneapolis are now among the top 10 most
burdensome U.S. cities, while Winnipeg has
dropped two places.

Montréal has the most burdensome municipal
property tax ($95,000), closely followed by Halifax
(§92,000), undermining their tax competitiveness
compared to the United States. Vancouver still
has the lowest municipal property tax in Canada
at $22,000.

Figure 18

Property taxes for a small business are 47% higher in Canada
than in the U.S.

PROPERTY TAXES PAID BY A SMALL BUSINESS IN SELECTED PROVINCES/STATES,
BY LEVEL OF GOVERNMENT
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See Supplementary Information on Methodology document for more details.
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Conclusion and recommendations

The trade war has underscored the uphill battle Canada faces in
remaining economically competitive with the United States. Lower
productivity and GDP per capita reduce the standard of living for all
Canadians, resulting in higher prices for Canadian consumers and
fewer opportunities for Canadian workers. Much of this shortfall can
be blamed on high taxation, preventing businesses from investing in
their operations and the economy. Businesses, ranging from small
startups to established enterprises, face a significantly higher tax
burden in Canada than in the United States. These costs dissuade
entrepreneurs from starting new businesses and established
businesses from expanding their operations.

While Canadian policymakers are unable to control the actions
of foreign nations, they are able to control the tax burden within
Canada. Notably, 65% of business owners believe that tax
reductions would help offset the impacts of the trade war between
Canada and the U.S.*2 These actions can help the country better
weather current global economic challenges and position itself
better for the future. They would also make the country more
attractive to domestic and foreign investors, including investors
in the United States. Furthermore, business owners would

have greater leeway to absorb economic shocks or unforeseen
disruptions such as a trade war or a pandemic. Keeping more
money in their pockets would enable them to reinvest in their
employees, through higher wages or benefits (see Figure 10).
They would also expand their operations through capital
investments in machinery or R&D. In order to boost Canada’s
tax competitiveness and increase our economic health, CFIB
recommends governments do the following:

1. Reduce corporate income tax rates so incorporated
businesses can better compete with their international
counterparts. This is the tax cut that is most prioritized
(72%) by SMEs.* Provincial governments should permanently
lower the small business tax rate to 0% by 2030. The federal
government should also lower the tax rate and even consider
lowering it temporarily to 0% as a means of stimulating the
economy in a difficult economic period.

2. Two-thirds (67%) of SMEs think provincial and federal

governments should raise the small business tax rate
threshold to at least $700,000 as Nova Scotia did in its

Budget 2025-2026.3** The federal threshold has been at
$500,000 since 2009. Thresholds should also be indexed to
inflation to stay proportional to small business size. It is already
the case for unincorporated small businesses in Canada and for
U.S. federal and many states’ personal income tax brackets paid
by business owners. However, no Canadian province indexes its
equivalent small business tax rate threshold.?="

3. Implement a business income deduction for personal
income tax filers similar to the U.S. Qualified Business
Income (QBI) deduction so unincorporated businesses
such as sole proprietors can retain more of their earnings.

4. Implement a lower property tax rate for small businesses,
similar to Toronto or Ottawa’s small business property tax
subclass. More than half (51%) of SMEs think reducing property
taxes should be a priority for governments.3
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Nova Scotia rises in the
rankings by lowering
business taxes

—————o

Nova Scotia’s 2025 budget
lowered the small business
tax rate from 2.5% to 1.5%
and raised the threshold to
$700,000—the latter being the
highest in the country.”° This
decision significantly boosted
Nova Scotia’s standing among
analyzed jurisdictions.

For the analyzed small business,
the province improved from

the second worst in Canada to
approximately average among
Canadian jurisdictions.

Replicating actions like this
across all provinces and
federally would go a long way to
improving Canada’s standing.

. Reduce property tax unfairness. In many cities across Canada, businesses pay a

disproportionate amount of municipal and provincial property taxes. For example, last
year, in Calgary, Alberta, business properties paid almost half (47%) of the municipal
property taxes yet only make up around 17% of the city’s taxable property assessment
value.*® Reducing this imbalance would increase tax competitiveness in the area of
property taxes.

. The federal government should reduce payroll taxes by introducing lower El premiums

through a permanent targeted El credit or by moving the employer/employee split of
the costs from 60/40 to 50/50. The federal government should also increase the Basic
Exemption Amounts for the CPP which have not changed since 1997.

British Columbia, Ontario, and Quebec should raise their Employer Health Tax
thresholds to at least the levels currently used by Manitoba and Newfoundland

and Labrador. These taxes make it much more difficult for small businesses in these

three provinces to be competitive as they face some of the highest payroll taxes in Canada.

. While payroll taxes are generally equivalent in Canada and the U.S., Quebec’s unique

payroll taxes (QPP, employment insurance, etc.) make its overall payroll taxes the highest
among all analyzed jurisdictions in both countries. The Quebec government should lower
these payroll tax rates to better align with other provinces.

. Legislate workers’ compensation board (WCB) surplus rebates. This employer-paid

provincial payroll tax funds insurance for workers involved in workplace accidents.
However, many WCB funds—such as British Columbia’s—have collected more than their
target reserve ratio. They are therefore overfunded, holding far more funds than required
to sustain the program. Rebating the excess amount to businesses would reduce their tax
burden without impacting services delivered.
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Appendix 1

Provincial breakouts
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Each province is assigned two overall rankings (out of 30): one

for microbusinesses and one for small businesses, based on their
fiscal burden relative to the other nine provinces and 20 U.S. states,
using the variables outlined in the methodology (see Appendix 3).
The fiscal burden that forms the rankings includes taxes from the
largest municipality in each jurisdiction, as it does in the main body
of the report. Additionally, category rankings are provided for the
three main taxation types analyzed in the report: income taxes,
payroll taxes, and property taxes. The rankings are provided for the
following provinces/municipalities in this order (see Table 2).

Table 2

Overall rankings for each Canadian province (out of 30)

As stated previously, franchise taxes, which apply to certain U.S.
states, are included in the income tax category. Additional municipal
taxes, which only apply to certain U.S. municipalities, are also
included in the income tax category for these rankings as they
mostly consist of local-level income and franchise taxes.*

Individual income tax rankings may not align with the income tax
burden figures presented in the main report, as they were calculated
in isolation here for comparison purposes.*

Overall Ranking

Overall Ranking
for Small Businesses
(higher is worse)

for Microbusinesses
(higher is worse)

Province Municipality

British Columbia Vancouver
Alberta Calgary

Saskatchewan Saskatoon
Manitoba Winnipeg
Ontario Toronto
Quebec Montréal
New Brunswick Moncton
Nova Scotia Halifax

Prince Edward Island (PEI) Charlottetown

Newfoundland and Labrador (NL) St. John’s

16 22
227 20
17t 16
18t 18
21¢ 25t
30" 30"
29 29t
28" 26t
27 27
26 28
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Microbusiness:

Alberta
Calgary

Total: $48,900

*Tied with British Columbia

Quebec

New Brunswick
Nova Scotia
P.E.l

N.L.

Illinois
Michigan

New York
Canada average
Alberta
Ontario
Pennsylvania
Massachusetts
Manitoba
Saskatchewan
B.C.

Rhode Island
Vermont
Washington
Indiana

U.S. average
California
Minnesota
Ohio

Maine
Montana
Idaho

Texas

Florida
Wyoming
North Dakota
South Dakota

Taxesbytype: @ Payroll Income @ Property
.
) — e 326,600
$9,800
$48,900
o
$10,000 $20,000 $30,000 $40,000 $50,000 $60,000

Overall ranking
for microbusinesses

22/30

Payroll Taxes
13/30

Income Taxes
21/ 30~

Property Taxes
20/30
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Taxesbytype: @ Payroll Income @ Property

Small Business: Quebec

New Brunswick
N.L.

PEL Overall ranking
Alberta Nova Scofia for small businesses

Ontario

Ca[ ar Michigan
g y Canada average O 2 O / 3 O
New York
B.C.
Illinois

Alberta -—————— meessenl) ——— $166,000

Pennsylvania
Manitoba $65,000

Massachusetts $348,000 Payrou. TaXES

Saskatchewan

Vermont
Rhode Island l 2/3 O
Indiana
Minnesota

Washron g Income Taxes
California

Maine 2 O / 3 O

Ohio

Montana
Idaho

Toas Property Taxes
Total: $348,000 Dokt 17/30

Wyoming
South Dakota

$- $50,000  $100,000 $150,000 $200,000 $250,000 $300,000 $350,000 $400,000
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Microbusiness:

British Columbia
Vancouver

Total: $45,000

*Tied with Alberta

Quebec

New Brunswick
Nova Scotia
P.E.l.

N.L.

Illinois
Michigan

New York
Canada average
Alberta
Ontario
Pennsylvania
Massachusetts
Manitoba
Saskatchewan
B.C.

Rhode Island
Vermont
Washington
Indiana

U.S. average
California
Minnesota
Ohio

Maine
Montana
Idaho

Texas

Florida
Wyoming
North Dakota
South Dakota

Taxes by type:

® Payroll

Income @ Property

0]
e ﬂ $27,000
$5,000
$45,000
O
$10,000 $20,000 $30,000 $40,000 $50,000 $60,000

Overall ranking
for microbusinesses

16/30

Payroll Taxes
17/30

Income Taxes
21/ 30~

Property Taxes
5/30
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Taxesbytype: @ Payroll Income @ Property

Small Business: Quebec

New Brunswick
N.L.

" . PEL Overall ranking

British Columbia ove seote for small businesses
Vancouver chigan
Canada'\:vergge O 22 / 30
New York

B.C. mr——————————sssssssssss———— —l) —— $205,000

Illinois
Alberta $33,000

Pennsylvania $364,000
Manitoba ’

Massachusetts Payrou. Taxes

Saskatchewan

Vermont
Rhode Island 2 9/3 O
Indiana
Minnesota

Washron g Income Taxes
California

Maine 25 / 3 O

Ohio

Montana
Idaho

Toas Property Taxes
Total: $364,000 Dot 5/30

Wyoming
South Dakota

$- $50,000  $100,000 $150,000 $200,000 $250,000 $300,000 $350,000 $400,000
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Microbusiness:

Manitoba
Winnipeg

Total: $45,900

Quebec

New Brunswick
Nova Scotia
P.E.l.

N.L.

Illinois
Michigan

New York
Canada average
Alberta
Ontario
Pennsylvania
Massachusetts
Manitoba
Saskatchewan
B.C.

Rhode Island
Vermont
Washington
Indiana

U.S. average
California
Minnesota
Ohio

Maine
Montana
Idaho

Texas

Florida
Wyoming
North Dakota
South Dakota

Taxes by type:

® Payroll

Income @ Property

L $25,300

$10,000

$20,000

$30,000

$10,400
$45,900
O
$40,000 $50,000 $60,000

Overall ranking
for microbusinesses

18/30

Payroll Taxes
4/30

Income Taxes
14/30

Property Taxes
22/30
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Taxesbytype: @ Payroll Income @ Property

Small Business: Quebec

New Brunswick
N.L.

: PEL Overall ranking
Manitoba Nova Scofia for small businesses

W . . Ontario
nnipe Michigan
p g Canada average O l 8 / 3 O
New York
B.C.

Illinois
Alberta
Pennsylvania

Manitoba E—.———— ——) ——— $158,000
Massachusetts Payrou Taxes

Saskatchewan $69,000

e S50 4/30

Indiana
Minnesota

Washron g Income Taxes
California

Maine 23 / 3 O

Ohio

Montana
Idaho

Toas Property Taxes
Total: $346,000 Dokt 20/30

Wyoming
South Dakota

$- $50,000  $100,000 $150,000 $200,000 $250,000 $300,000 $350,000 $400,000
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Microbusiness:

New Brunswick
Moncton

Total: $56,600

*Tied with Newfoundland
& Labrador

Quebec

New Brunswick
Nova Scotia
P.E.l

N.L.

Illinois
Michigan

New York
Canada average
Alberta
Ontario
Pennsylvania
Massachusetts
Manitoba
Saskatchewan
B.C.

Rhode Island
Vermont
Washington
Indiana

U.S. average
California
Minnesota
Ohio

Maine
Montana
Idaho

Texas

Florida
Wyoming
North Dakota
South Dakota

Taxes by type:

® Payroll

——

Income @ Property

e

$25,700

$18,800
$56,600

Overall ranking
for microbusinesses

29/30

Payroll Taxes
7/30

Income Taxes
24/ 30~

Property Taxes
30/30

$10,000 $20,000 $30,000 $40,000 $50,000 $60,000
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Taxesbytype: @ Payroll Income @ Property

Small Business: Ouehe
New Brunswick —

N.L.

New B ok 13 Overall ranking
ew brunswic Nova Scotia for small businesses

M t Ontario
onciton Michigan
Canada average O 2 9 / 3 O
New York
B.C.

Illinois
Alberta
Pennsylvania
Manitoba

Massachusetts Payrou. Taxes

Saskatchewan $161,000

RhO(\j/: ::2:; $125,000 ! / 30

. Indiana $1405,000
Minnesota

Washron g Income Taxes
California

Maine 2 9 / 3 O

Ohio

Montana
Idaho

Toas Property Taxes
Total: $405,000 Dokt 30/30

Wyoming
South Dakota

$- $50,000  $100,000 $150,000 $200,000 $250,000 $300,000 $350,000 $400,000
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Microbusiness:

Newfoundland
& Labrador
St. John’s

Total: $53,400

*Tied with New Brunswick

Quebec

New Brunswick
Nova Scotia
P.E.l.

N.L.

Illinois
Michigan

New York
Canada average
Alberta
Ontario
Pennsylvania
Massachusetts
Manitoba
Saskatchewan
B.C.

Rhode Island
Vermont
Washington
Indiana

U.S. average
California
Minnesota
Ohio

Maine
Montana
Idaho

Texas

Florida
Wyoming
North Dakota
South Dakota

Taxesbytype: @ Payroll Income @ Property

$217,500

$13,300
$53,400

Overall ranking
for microbusinesses

26/30

Payroll Taxes
20/30

Income Taxes
24/ 30~

Property Taxes
25/30

$- $10,000 $20,000 $30,000 $40,000 $50,000 $60,000
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Small Business:

Newfoundland
& Labrador
St. John’s

Total: $390,000

Quebec

New Brunswick
N.L.

P.E.l.

Nova Scotia
Ontario
Michigan
Canada average
New York

B.C.

Illinois
Alberta
Pennsylvania
Manitoba
Massachusetts
Saskatchewan
Vermont
Rhode Island
Indiana
Minnesota
U.S. average
Washington
California
Maine

Ohio

Montana
Idaho

Texas

Florida

North Dakota
Wyoming
South Dakota

Taxesbytype: @ Payroll Income @ Property

$172,000

$89,000
$390,000

Overall ranking
for small businesses

28/30

Payroll Taxes
16/30

Income Taxes
30/30

Property Taxes
23/30

$- $50,000  $100,000 $150,000 $200,000 $250,000 $300,000 $350,000 $400,000
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Microbusiness:

Nova Scotia

b

Halifax

Total: $55,700

Quebec

New Brunswick
Nova Scotia
P.E.l

N.L.

Illinois
Michigan

New York
Canada average
Alberta
Ontario
Pennsylvania
Massachusetts
Manitoba
Saskatchewan
B.C.

Rhode Island
Vermont
Washington
Indiana

U.S. average
California
Minnesota
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Maine
Montana

Idaho

Texas

Florida
Wyoming
North Dakota
South Dakota

Taxes by type:

® Payroll

Income @ Property

" ] —
.
$30,200
$14,400
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o
$- $10,000 $20,000 $30,000 $40,000 $50,000 $60,000

Overall ranking
for microbusinesses
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Payroll Taxes
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Income Taxes
19/30
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26/30
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Taxesbytype: @ Payroll Income @ Property

Small Business: Quebec

New Brunswick
N.L. °

Nova Scoti PEL Overall ranking

i — —_ .
0‘[’? cotia NovaScotia 5189,000 for small businesses
Halifax Michigan $101,000

Canada;g;zg; O $378,000 2 6/3 O
B.C.

Illinois
Alberta
Pennsylvania
Manitoba

Massachusetts Payrou. Taxes

Saskatchewan
Vermont
Rhode Island 2 6/3 O
Indiana
Minnesota

et ‘ Income Taxes
California
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Montana
o Property Taxes
Total: $378,000 s
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South Dakota
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Microbusiness:

Ontario
Toronto

Total: $48,900

*Tied with P.E.I.
**Tied with Quebec

Quebec
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Nova Scotia
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New York
Canada average
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U.S. average
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Taxes by type:

® Payroll

Income @ Property

®
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Taxesbytype: @ Payroll Income @ Property

Small Business: Quebec

New Brunswick
N.L.

Ontari 13 Overall ranking
ntario N Ontario  — . for small businesses

Toronto Michigan
Canada avergge ® $68,000 2 5 / 3 O

New York $376,000
B.C.
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Alberta
Pennsylvania
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Massachusetts Payrou. Taxes
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Indiana
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Toas Property Taxes
Total: $376,000 ot Dokt 19/30
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*Tied with Quebec South Dakota
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Taxesbytype: @ Payroll Income @ Property

Microbusiness: uebec

New Brunswick
Nova Scotia

Prince Edward o for microbusinesses

Island MichigaE 27 /3 O
New Yor
Charlottetown Canada average °

Alberta $26,100
Ontario

Pennsylvania $17,400
Massachusetts 451,200
Manitoba ’

Saskatchewan Payrou. Taxes

B.C.

Rhode Island *
Vermont 9 / 3 O
Washington

Indiana

it ° Income Taxes
Minnesota
e 17/30**
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'T‘ii';i Property Taxes
Total: $54,200 g
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*Tied with Ontario South Dakota
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Taxesbytype: @ Payroll Income @ Property

Small Business: Quebec

New Brunswick
N.L. °

c PEIL —-————————— ——f) —— $163,000 overall ran klng

Prlnce Edward Nova Scotia for Sma“ bUSinesseS

Ontario $116,000
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Microbusiness:

Quebec
Montréal

Total: $58,400

*Tied with Ontario
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Taxes by type:
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Small Business:

Quebec
Montréal

Total: $425,000

*Tied with Ontario
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Microbusiness:

Saskatchewan
Saskatoon

Total: $45,500

*Tied with P.E.I.
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Taxesbytype: @ Payroll Income @ Property

Small Business: Quebec

New Brunswick
N.L.

PEL Overall ranking
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Appendix 2

Sales taxes

53

A major category of taxation, sales taxes, is a percentage tax levied on the cost of most goods and services bought by consumers. They have
a large direct impact on consumers, but businesses generally do not directly pay them. As businesses only have a responsibility to collect
them, sales taxes were omitted from the comparison of direct taxation in this report. However, this does not mean that they do not inflict a
cost on micro- and small businesses.

Table 3: Applicable sales taxes and corresponding rates, 2025, by jurisdiction

British Columbia (BC) 7% California (CA) 8.8%
Alberta (AB) None Texas (TX) 8.2%
Saskatchewan (SK) 6% Florida (FL) 7%
Manitoba (MB) 7% New York (NY) 8.53%
Ontario (ON) 8% Pennsylvania (PA) 6.34%
Quebec (QC) 9.98% Montana (MT) None
New Brunswick (NB) 10% Michigan (MI) 6%
Nova Scotia (NS) 9% Illinois (IL) 8.87%
Prince Edward Island (PEI) 10% North Dakota (ND) 7.04%
Newfoundland and Labrador (NL) 10% Vermont (VT) 6.37%
Canadian Federal Government 5% Maine (ME) 5.50%
Minnesota (MN) 8.13%
Washington (WA) 9.45%
Ohio (OH) 7.24%
Massashusetts (MA) 6.25%
Idaho (ID) 6.03%
Wyoming (WY) 5.44%
South Dakota (SD) 6.11%
Indiana (IN) 7%
Rhode Island (RI) 7%
Sources: U.S. Federal Government None

1) For Canadian provinces - Retail Council of Canada, Sales Tax Rates by Province. Accessed February 2025. https://www.retailcouncil.org/resources/quick-facts/sales-tax-rates-by-province

2) For U.S. states - YUSHKOV, Andrey, Jared WALCZAK, and Katherine LOUGHEAD, 2025 State Tax Competitiveness Index, Tax Foundation. Accessed February 2025.

https.//taxfoundation.org/research/all/state/2025-state-tax-competitiveness-index,

Note: In many U.S. states, a local sales tax is imposed in addition to the state system. The average local rate was included in the state tax rate when applicable.
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Appendix 2

Sales taxes
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For example, the provincial sales taxes of three western provinces (British Columbia, Saskatchewan, Manitoba) and several U.S. states apply
to businesses’ capital investments.**** The taxation of these investments, which include machinery and equipment such as computers,
construction vehicles, and ovens, are a situation where businesses would directly pay sales taxes. Additionally, by raising the cost of goods
and services which business sell, it may raise prices above what consumers are willing to pay, forcing businesses to absorb the cost. In this
way, there is a large indirect cost.

While individual state sales tax rates tend to be lower than those of Canadian provinces, there is no national sales tax in the U.S., resulting
in significantly higher combined sales tax rates in nearly every province in Canada (see Figure 19). Including these factors would therefore
showcase even worse Canadian tax competitiveness, although it is unclear what share of the cost burden businesses would have to absorb.

Figure 19

Total combined sales tax rates by analyzed jurisdiction (rounded to the nearest whole number)
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1)For Canadian provinces - Retail Council of Canada, Sales Tax Rates by Province. Accessed February 2025. https://www.retailcouncil.org/resources/quick-facts/sales-tax-rates-by-province
2) For U.S. states - YUSHKOV, Andrey, Jared WALCZAK, and Katherine LOUGHEAD, 2025 State Tax Competitiveness Index, Tax Foundation. Accessed February 2025.

https://taxfoundation.org/research/all/state/2025-state-tax-competitiveness-index,

Note: In many U.S. states, a local sales tax is imposed in addition to the state system. The average local rate was included in the state tax rate when applicable.
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Basic assumptions Figure 20

Provinces/states analyzed and their largest municipality

The method used to assess tax competitiveness between Canada
and the U.S. uses both variables and constant factors. Variables

differ between scenarios while constant factors are uniform @ Included CanadianProvinces @ Included U.S. States
@ Included municipalities (both)

across all three types of businesses assessed. In order to create

a standardized comparison, we assume the businesses share
identical characteristics across jurisdictions, despite operating in
regions with differing economies, environments, and cultures.

We used characteristics of typical Canadian businesses to estimate
the cost burden if the same business operated in the U.S., all else
being equal.

Jurisdictions analyzed NL St dohns
We analyzed the fiscal environment of all 10 Canadian provinces
and 20 selected states (see Figures 4a and 4b). Five of the most
populous U.S. states were selected, with the remaining fifteen
chosen based on their trade exposure and geographic proximity S
to Canada.**¢ To include the impact of municipal taxation, Calgary S T
we selected the largest municipality in each province and state Seattle
to assess the most probable location within each jurisdiction.*’#®
A comparison of business taxes without any location-based

taxation (property, additional municipal) was also showcased to B"Sei
highlight the amount of taxes a business would pay regardless of its

location within a specific province/state. Due to differences in splits Sloux Falls
between the taxation responsibilities of provincial/state and local e
governments, solely focusing on provincial/state property taxes Los Angeles Chicago Columbus

would produce a skewed result. Choosing smaller municipalities

Indianapolis
would have an unclear effect on property taxes but would likely Jacksonville
reduce business taxes in U.S. states where the largest city imposes
significant municipal income or franchise taxes (e.g., New York,
Michigan, Pennsylvania), in contrast to smaller municipalities that

may have no such taxes or levy them at lower rates.
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Businesses’ characteristics for base scenarios

Selected variables, such as pre-tax net income, number of
employees, and value of property owned, are based on levels
we deemed reasonable given the size and type of business
(see Table 4).

Implied variables were calculated using constant factors that
apply across all scenarios (see Table 5). For example, net income
is determined by subtracting taxes that are considered business
expenses (payroll taxes, property taxes, franchise taxes, etc.)
from pre-tax net income. Because net income varies across
jurisdictions based on business expenses affected by other
taxes (e.g., payroll and property), we average net income for
the analyzed business in each Canadian province to establish

a common revenue starting point using the assumed pre-tax
profit margin stated in Table 5. Meanwhile, annual payroll

was determined using the selected number of employees

per business in this table along with the constant hourly wage
and hours worked that apply uniformly across all scenarios

(see Table 5).

A significant variable that impacts U.S. S corporations’ tax
burden is the number of shareholders. Since net income is

split among shareholders and taxed on their personal returns,
having a higher number of shareholders reduces overall taxes
by allowing greater use of individual deductions and keeping
income in lower tax brackets since each shareholder has less
income to report. Sole proprietors have no shareholders,

since there is no legal distinction between the single owner

and the business. However, a reasonable estimate is needed for
S corporations. To make this assumption, data from the Internal
Revenue Service (IRS) was analyzed.* Based on an average

of the most recent five years of available data (2017-2021),
adjusted for inflation to 2024, the average net income for an

S corporation with 2 shareholders is $127,451, while a business
with 4-10 shareholders averages $568,629.5%°52 These

figures suggest the estimated number of shareholders for the
analyzed microbusiness is broadly in line with the data, while
the estimate for the analyzed small business may understate
the number of shareholders based on our calculated level of
average net income (for U.S. states) of $760,239.

Table 4

Business characteristics selected for the analysis

Unincorporated

Variables . Microbusiness | Small Business
Business
Selected
- Sole Corporation Corporation
Business type . P : / P . /
proprietor S corporation S corporation
Pre-tax net income $50,000 $150,000 $1 million
Number of 0 4 25
employees
Value of owned $0 $450,000 $3 million
property
Numbers of
shareholders 1 2 8
(for U.S. only)
Implied
Average net $50,000 $110,198 $737,326
Income
Revenue $490,196 $1,080,375 $7,228,689
Annual payroll $0 $292,864 $1,830,400
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Additional, constant factors used to analyze tax competitiveness Table 5

. Constant factors used to analyze tax competitiveness
These assumed constant factors apply to every analyzed business

and are used to calculate some variables that distinguish the three
different analyzed scenarios from each other (see Table 4). Most factors Justification
were justified using data that reflects what is reasonable for a typical Employee hours

business and its employees (see Table 5). Each country’s analysis used worked per year*s
its local currency, with no cross-currency effects.

Represents a full-time workload

2oUY (52 weeks @ 40 hours)

Hourly wage of employee(s) $35.20 Average hourly wage in Canada®®
We did not assess personal compensation specifically in either
country. In the U.S., business owners involved in managing or
operating the business must pay themselves a “reasonable” salary.>*
While this salary would stack on top of personal income taxes paid
on business net income, raising their tax liability, Canadian small

Calculated from above
Annual wage of employee(s) $73,216 (2,080 hours @ $35.20/hr)
Average pre-tax profit margin

) . 0
Profit margin 10.2% in Canada (Q1 2025)7

-thi 0,
Tax filing status of Over one-third (68%) of U.S. tax

business owners also draw taxable compensation through salary or shareholders (for U.s. only) Ot filer if:i;ﬁ:aﬁtlg‘?zic:ttlseforp"rati°"
dividends. Moreover, unlike in Canada, where withdrawing funds from o

a business triggers taxation, U.S. business owners can retain, reinvest, Cost burden from sales taxes 0% See Appendix 2

or withdraw pass-through business income as needed since it is only

taxed once. This system offers greater flexibility and a structural Differences in international

currency conversion rates cause no
difference in business affordability
unless the business is engaged in

advantage. As a result, U.S. business owners can pay themselves
a modest salary (minimizing payroll taxes), drawing from business
income as needed, while Canadian owners generally need to draw international trade. A standardized
’ g y measure enables a more direct
higher compensation to achieve a similar after-tax income, subject to comparison and will not be subject
. . f ion in the f
higher personal income tax rates. to fluctuation in the future

Currency conversion rate 1-1
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Table 6

Provinces/states analyzed and their largest municipality

Largest Municipality Largest Municpality

British Columbia (BC) Vancouver California (CA) Los Angeles
Alberta (AB) Calgary Texas (TX) Houston
Saskatchewan (SK) Saskatoon Florida (FL) Jacksonville
Manitoba (MB) Winnipeg New York (NY) New York City
Ontario (ON) Toronto Pennsylvania (PA) Philadelphia
Quebec (QC) Montréal Montana (MT) Billings
New Brunswick (NB) Moncton Michigan (Ml) Detroit
Nova Scotia (NS) Halifax Ilinois (IL) Chicago
Prince Edward Island (PEI) Charlottetown North Dakota (ND) Fargo
Newfoundland and Labrador (NL) St. John’s Vermont (VT) Burlington
Maine (ME) Portland
Minnesota (MN) Minneapolis
Washington (WA) Seattle
Ohio (OH) Columbus
Massashusetts (MA) Boston
Idaho (ID) Boise
Wyoming (WY) Cheyenne
South Dakota (SD) Sioux Falls
Indiana (IN) Indianapolis
Rhode Island (RI) Providence

Sources:
1) For Canadian municipalities - Statistics Canada, Population estimates, July 1, by census metropolitan area and census agglomeration, 2021 boundaries. Accessed April 2025.

https.//wwwil50.statcan.gc.ca/t1/tbll/en/tv.action?pid=1710014801

2) For U.S. municipalities - Lincoln Institute of Land Policy, 50-State Property Tax Comparison Study for Taxes Paid in 2024. Accessed July 2025.

https.//www.lincolninst.edu/publications/other/50-state-property-tax-comparison-study-2024
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