The Budget
A few points on the 2024 Federal Budget.
First – according too the Finance Minster, the budget, and the new capital gains tax inclusion rate, will come into effect on June 25th even if legislation has not been passed yet.[footnoteRef:1] [1:  https://www.cbc.ca/news/politics/freeland-summer-break-capital-gains-legislation-1.7210012] 

Second – the budget included many changes, but the one that is probably most substantial is the change of the capital gains inclusion rate;
· increase from 50% to 75% on any capital gain for an individual above $250,000 in capital gains in a calendar year and 
· increase from 50% to 100% on any capital gain for a corporation.
Let’s explore this point a bit further.  If you have a small 3 season cottage worth $500,000 that you inherited (let’s say the fair market value when you acquired it was $60,000).  If you hold for your lifetime, upon your death the cottage is deemed to be sold and the capital gain on this property is;
	Fair Market Value 	= $500,000
	Adjusted Cost Base 	= $60,000
	Capital Gain		= $440,000
Under the rules before June 25, 2024, the taxable capital gain would have been $220,000.  After June 25, 2024, the taxable capital gain is $252,300.  Please note this makes the assumption that the cottage is not your principal residence, and you are not using the Principal Residence Exemption for this transaction illustrated above.
This example carries through assets that you own outside of a registered plan – agricultural land, stocks, equipment, cottages, etc.
For a corporation, as of June 25, 2024, the taxable portion of capital gains is 100% (the entire gain is included as income).
Although this may seem like a minor increase in taxable gains, if you live in Ontario, the result of this increase will leave Canada with one of the highest marginal capital tax rates in the World.[footnoteRef:2]  Only Denmark and Chile will have higher top marginal capital tax rates in the OECD than what Canada will have.[footnoteRef:3]  Further more, in the first quarter of this year, for the first time in 14 years, there was divestment of foreign investment in Canada[footnoteRef:4].  All of the above really brings out the lack of attractiveness of doing business in Canada (which will impact our growth and national wealth). [2:  Capital gains inclusion rate in Canada: The June 24 deadline | BLG]  [3:  http://taxfoundation.org/research/all/global/sainvs-and-investment-oecd/#Capital]  [4:  Foreign investment ‘highlights concerns around the attractiveness of doing business in Canada,’ says BMO economist - The Globe and Mail] 

Third – Alternative Minimum Tax (AMT).  First, what is AMT?   Alternative Minimum Tax it is an alternative method to calculate the income tax you owe in Canada. This tax is often applicable when you have claimed a preferential tax deduction like the capital gains deduction/capital gains exemption or have preferential tax rates due to credits, such as dividend tax credits.[footnoteRef:5]  The 2023 and 2024 Federal Budgets proposed changes to the calculation of AMT by limiting the inclusion rates of some deductions and credits, including charitable donations.[footnoteRef:6]  I will not go into the details of this in this email, but tax rates are higher for those who have to pay AMT than in the past.  This change has not been covered extensively by the media but these changes to AMT are substantial (your accountant will inform you if you on the AMT calculation and if and why you would have to pay tax under that calculation). [5:  https://www.mnp.ca/en/insights/directory/what-is-the-alternative-minimum-tax-and-why-am-i-paying-it]  [6:  What do the proposed Alternative Minimum Tax changes mean for charitable giving? (rsmcanada.com)] 

Fourth – General Anti-Avoidance Rules (GAAR) – First, what is GAAR? General Anti-Avoidance Rules allows the Canadian Revenue Agency (CRA) to assess tax where a taxpayer follows the letter of the law but not its object, spirit, an purpose causing a misuse or abuse of the Income Tax Act.[footnoteRef:7]  These rules are strengthened and broadened which could see their application more often. [7:  https://rsmcanada.com/insights/tax-alerts/2024/tax-anti-avoidance-rule-changes-on-the-horizon.html#:~:text=The%20General%20Anti%2DAvoidance%20Rule,Income%20Tax%20Act%20(Act).] 

Fifth – other things that are not clear in the legislation.  Are estates taxed at 100% because they are considered trusts?  Will the $250,000 be indexed to inflation?  There are several things that are not clear in legislation that are quite important to have determined.
Six – Corporations may risk losing access to the small business tax rate due to the higher capital gains inclusion rate.  The small business deduction (SBD) maximum of $500,000 is gradually reduced when the corporation has investment income above $50,000 until the SBD is completely eliminated at $150,000 in investment income earned in a corporation.  Please speak to your accountant if you feel this could occur.
Seven – what can you do?  The result of these changes do highlight the attractiveness of life insurance as an investment vehicle, especially in corporations.  Deposits to life insurance grow tax free within the policy, and the tax-free death benefit provides liquidity to fund tax liabilities.  The difference between the death benefit and the policy’s adjusted cost basis can be distributed from the corporation’s capital dividend account as a tax-free dividend.  A corporation may also want to establish and fund an individual pension plan which allows you to defer compensation while contributions grow tax free.
Conclusion – so do I think there will be a max exodus of people from Canada due to these changes?  No, it takes a great deal to uproot your life and move to another country.  Not to mention, we are still a great place to live.[footnoteRef:8] [8:  https://www.ctvnews.ca/world/canada-ranks-as-second-best-country-in-the-world-in-2023-u-s-news-1.6554229#:~:text=However%2C%20it%20still%20trails%20behind,various%20attributes%2C%20including%20racial%20equity.] 

But do you know what can leave easily?  
· Capital.  
· Investment.  
· Head offices.  
· Jobs.
These changes make Canada a far less attractive place to invest.  This does not just impact large corporations but also the 1.22 million small and medium sized business that operate in Canada.  The ability for these small and medium sized businesses to grow or even stay where they are financially is dramatically tougher with higher capital taxes.  This will impact not only them but the employees they have and future job growth.  It should be noted that small and medium sized corporations employ over 8.2 million people or almost 68% of our entire labour force in Canada.[footnoteRef:9]  [9:  https://ised-isde.canada.ca/site/sme-research-statistics/en/key-small-business-statistics/key-small-business-statistics-2022] 

If you have any questions or concerns, please contact me.

Lastly, many of your have provided many referrals of your family, friends, relatives and co-workers this year.  I do want to thank you for your continued support and I value each referral that you provide to me.
All the Best.
Don
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At BMO Nesbitt Burns, we care about the safety of our clients and professionals. To help keep you and our team healthy, and to support public health efforts to manage the spread of COVID-19, we are striving to eliminate traffic to our offices. We are still open for business, and happy to connect by email, phone or using one of our virtual meeting options. Thank you for your understanding. Your safety will always be our priority. 


Please note: We cannot take trading instructions via email or voice mail, please contact your Investment Advisor directly.
For disclaimer details, please click here: http://www.bmo.com/nesbittburns/popups/about-us/disclaimers. 


Veuillez prendre note que nous ne pouvons accepter des instructions de négociation par courriel, par téléphone ou par messagerie vocale. Veuillez communiquer directement avec votre conseiller en placement.
Pour plus de détails sur l’avis de non-responsabilité, cliquez ici : http://www.bmo.com/nesbittburns/popups/about-us/disclaimers.
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