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ARTICLE

Federal Budget 2016 — A Focus on the Middle Class and Continued Scrutiny of
Corporate Tax Avoidance

T he  Honourab l e  Wi l l i am  M orneau ,  M i n i ste r o f  Fi nance ,  tab l ed  the  Governm ent 's 2016  Federa l  Budge t  (Budge t  2016) on  M arch  22 ,  2016  (Budge t  Day).
As wi de l y an t i ci pa ted ,  Budge t  2016  i ncl uded  m a j o r i ncreases to  p rog ram  spend i ng  and  tax expend i tu res,  wi th  m easures tha t  ta rge ted  fam i l i es wi th
ch i l d ren ,  studen ts,  and  sen i o rs.  T here  i s a l so  si gn i f i can t  spend i ng  on  i n f rastructu re  and  si m i l a r i n i t i a t i ves.  T he  ove ra l l  resu l t  i s g rea te r p ro j ected  de f i ci ts
than  those  an t i ci pa ted  i n  the  L i be ra l 's e l ect i on  p l a t fo rm , though  i n  l i ne  wi th  m ore  recen t  p ronouncem ents to  m a i n ta i n  the  deb t-to -GDP ra t i o :

 Pro j ect i on  (b i l l i ons o f  do l l a rs)

 2015-16 2016-17 2017-18 2018-19 2019-20 2020-21

Federa l  De f i ci t (5 .4 ) (29 .4 ) (29 .0 ) (22 .8 ) (17 .7 ) (14 .3 )

Federa l  Deb t 619 .3 648 .7 677 .7 700 .5 718 .2 732 .5

 Pro j ect i on  (Percen t)

Deb t  Percen t  o f  GDP 31.2 32 .5 32 .4 32 .1 31 .6
30 .9

 
 

A t  the  sam e t i m e , the re  i s con t i nued  focus on  tax m easures desi gned  to  restri ct  the  pe rce i ved  avo i dance  o f  co rpo ra te  taxa t i on ,  and  to  l i m i t  the  l eakage
o f  tax revenues to  o the r i n te rna t i ona l  j u ri sd i ct i ons.

Business Income Tax Measures

Smal l  Busi ness Deduct i on  (SBD)

Sma l l  Busi ness Tax Ra te

Budge t 2016  announced  severa l  changes re l a t i ng  to  the  sm a l l  busi ness deduct i on  and  re l a ted  m atte rs.  No tab l y,  m any sm a l l  busi nesses wi l l  be  a ffected
by the  Governm ent 's announcem ent to  m a i n ta i n  the  sm a l l  busi ness tax ra te  a t  10 .5  pe rcen t  on  the  f i rst  $500 ,000  pe r yea r o f  qua l i fyi ng  act i ve  busi ness
i ncom e o f  a  Canad i an -con tro l l ed  p ri va te  co rpo ra t i on  (CCPC),  and  to  re ta i n  the  cu rren t  g ross-up  facto r and  d i vi dend  tax cred i t  ra te  app l i cab l e  to  non-
e l i g i b l e  d i vi dends.  T he  2015  Federa l  Budge t  (Budge t  2015) had  announced  a  reduct i on  o f  the  sm a l l  busi ness ra te  f rom  11  pe rcen t  to  9  pe rcen t  ove r
fou r yea rs beg i nn i ng  i n  2016  (a l ong  wi th  co rrespond i ng  changes to  the  d i vi dend  g ross-up  facto r and  tax cred i t  ra te ),  bu t  those  reduct i ons be l ow the
10 .5  pe rcen t  ra te  wi l l  no  l onger occu r.  T he  genera l  co rpo ra te  tax ra te  fo r busi ness i ncom e tha t  does no t  qua l i fy fo r the  SBD wi l l  rem a i n  a t  15  pe rcen t .

Mul t i p l i ca t i on  o f  the  SBD

Budge t 2016  p roposes changes to  address concerns abou t  pa rtne rsh i p  and  co rpo ra te  st ructu res tha t  have  been  i m p l em ented  by som e taxpayers to
m u l t i p l y access to  the  SBD.

T he  p roposed  ru l es ta rge t  pa rtne rsh i p  st ructu res where  a  shareho l de r o f  a  CCPC i s a  m em ber o f  the  pa rtne rsh i p  o r does no t  dea l  a t  a rm 's l eng th  wi th  a
m em ber o f  the  pa rtne rsh i p ,  and  the  pa rtne rsh i p  pays the  CCPC as an  i ndependen t  con tracto r fo r se rvi ces d i rect l y o r i nd i rect l y rendered  to  the
partne rsh i p .  Such  structu res were  estab l i shed  i n  o rde r to  ci rcum ven t the  $500 ,000  busi ness l i m i t  tha t  genera l l y m ust  be  shared  am ong  pa rtne rs o f  a
partne rsh i p .  T he  new ru l es wi l l  deem  the  CCPC to  be  a  m em ber o f  the  pa rtne rsh i p ,  the reby restri ct i ng  i ts access to  the  SBD as though  i t  were  a  m em ber
o f  the  pa rtne rsh i p .  T h i s tax m easure  wi l l  a ffect  m any p ro fessi ona l s,  i ncl ud i ng  accoun tan ts and  l awyers,  who  a re  m em bers o f  a  p ro fessi ona l  pa rtne rsh i p .

S i m i l a rl y,  access to  the  SBD wi l l  be  restri cted  where  a  CCPC earns act i ve  busi ness i ncom e f rom  p rovi d i ng  se rvi ces o r p roperty (d i rect l y o r i nd i rect l y,  i n
any m anner wha teve r) to  a  p ri va te  co rpo ra t i on  and  the  CCPC, one  o f  i ts sha reho l de rs o r a  pe rson  who  does no t  dea l  a t  a rm 's l eng th  wi th  such
shareho l de r,  has a  d i rect  o r i nd i rect  i n te rest  i n  the  p ri va te  co rpo ra t i on .

T here  wi l l  genera l l y be  an  excep t i on  to  these  ru l es where  the  CCPC earns a l l  o r substan t i a l l y a l l  o f  i ts act i ve  busi ness i ncom e f rom  p rovi d i ng  se rvi ces
o r p roperty to  a rm 's l eng th  pe rsons o the r than  the  pa rtne rsh i p  o r p ri va te  co rpo ra t i on  re fe renced  above .

Avo i dance  o f  Taxab l e  Cap i ta l  L i mi t

T he  $500 ,000  SBD i s genera l l y restri cted  fo r co rpo ra t i ons tha t  have  a  taxab l e  cap i ta l  above  $10 ,000 ,000  and  e l i m i na ted  fo r co rpo ra t i ons tha t  have  a
taxab l e  cap i ta l  wh i ch  exceeds $15 ,000 ,000 .  T he  taxab l e  cap i ta l  o f  associ a ted  co rpo ra t i ons i s genera l l y poo l ed  toge the r fo r the  pu rposes o f  com put i ng
whe the r o r no t  they exceed  these  l i m i ts.  Two  co rpo ra t i ons can  be  deem ed to  be  associ a ted  wi th  one  ano the r i f  they a re  bo th  associ a ted  wi th  a  th i rd
co rpo ra t i on ,  bu t  an  e l ect i on  can  be  f i l ed  to  deem  them  no t  to  be  associ a ted  wi th  one  ano the r.  Budge t  2016  p roposes tha t ,  where  th i s e l ect i on  i s m ade ,
a l l  th ree  co rpo ra t i ons wi l l  st i l l  be  associ a ted  wi th  one  ano the r fo r the  pu rposes o f  the  com puta t i on  o f  taxab l e  cap i ta l .

Re-Characte ri za t i on  o f  Property Income as Act i ve  Busi ness Income



Genera l l y,  where  p roperty i ncom e i s ea rned  by a  CCPC from  an  associ a ted  co rpo ra t i on  tha t  deducts the  paym ent f rom  i ts act i ve  busi ness i ncom e, i t  can
be  re -characte ri zed  as act i ve  busi ness i ncom e and  m ay be  e l i g i b l e  fo r the  SBD. Budge t  2016  p roposes to  restri ct  the  ab i l i ty to  re -characte ri ze  such
i ncom e i n  ci rcum stances where  the  payer co rpo ra t i on  has m ade  an  e l ect i on  no t  to  be  associ a ted  wi th  the  reci p i en t  co rpo ra t i on  o r i s no t  a  CCPC.

Consu l ta t i on  on  Act i ve  vs.  Investmen t Busi ness

Budge t 2015  had  announced  a  revi ew o f  when  i ncom e shou l d  be  consi de red  to  have  been  de ri ved  f rom  an  "act i ve  busi ness" ,  wh i ch  i s a  requ i rem en t fo r
e l i g i b i l i ty fo r the  SBD and  va ri ous o the r tax i ncen t i ves such  as the  l i fe t i m e  cap i ta l  ga i ns exem pt i on .  Incom e f rom  an  "act i ve  busi ness"  genera l l y
i ncl udes a l l  busi ness i ncom e, o the r than  i ncom e f rom  a  pe rsona l  se rvi ces busi ness o r a  speci f i ed  i nvestm en t busi ness.  Speci f i ed  i nvestm en t busi ness
i ncom e genera l l y i ncl udes any i ncom e f rom  a  busi ness the  p ri nci pa l  pu rpose  o f  wh i ch  i s to  de ri ve  i ncom e f rom  p roperty (i ncl ud i ng  i n te rest ,  d i vi dends,
ren ts and  roya l t i es),  sub j ect  to  ce rta i n  excep t i ons such  as where  the  busi ness has m ore  than  f i ve  fu l l -t i m e  em p l oyees.

Budge t  2016  announced  tha t  i ts revi ew o f  th i s m a tte r i s com p l e te ,  and  no  changes a re  p roposed  to  the  exi st i ng  ru l es.  As a  resu l t ,  taxpayers wi l l
con t i nue  to  re l y upon  the  pub l i shed  adm i n i st ra t i ve  gu i dance  and  case  l aw when  m aki ng  a  de te rm i na t i on  on  whe the r i ncom e qua l i f i es as be i ng  f rom  an
act i ve  busi ness.

El i g i b l e  Cap i ta l  Property (ECP)

Budge t 2016  p roposes to  repea l  the  ECP reg i m e  and  rep l ace  i t  wi th  a  new cap i ta l  cost  a l l owance  (CCA) cl ass.  T he  ob j ect i ve  o f  these  changes i s to
si m p l i fy the  tax deduct i on  ru l es app l i cab l e  to  goodwi l l  and  pu rchases o f  i n tang i b l es.  A consequen t i a l  i m pact  o f  th i s change  i s tha t  cap i ta l  ga i ns
a t t ri bu tab l e  to  goodwi l l  and  i n tang i b l es wi l l  cause  CCPCs to  pay add i t i ona l  re fundab l e  i ncom e tax on  such  ga i ns.

Under the  exi st i ng  ru l e ,  75  pe rcen t  o f  a l l  expend i tu res on  ECP a re  i ncl uded  i n  the  Cum u l a t i ve  E l i g i b l e  Cap i ta l  (CEC) poo l  and  deducted  a t  a  7  pe rcen t
decl i n i ng  ba l ance  basi s.  Upon  a  sa l e  o f  ECP, 75  pe rcen t  o f  the  sa l e  p roceeds reduce  the  CEC poo l .  Any nega t i ve  ba l ance  wou l d  f i rst  recap tu re
p revi ousl y cl a i m ed  deduct i ons and  be  taxab l e  as a  fu l l  i ncom e i ncl usi on ,  and  any rem a i n i ng  am oun t i s then  i ncl uded  i n  i ncom e a t  a  50  pe rcen t
i ncl usi on  ra te .

A new CCA cl ass,  be i ng  Cl ass 14 .1 ,  wi l l  be  crea ted .  T h i s Cl ass 14 .1  wi l l  have  a  5  pe rcen t  annua l  depreci a t i on  ra te ,  wh i ch  i s rough l y equ i va l en t  to  the
e ffect i ve  ra te  tha t  i s app l i ed  to  CEC (i .e . ,  the  CEC deduct i on  i s a t  a  7  pe rcen t  ra te  on  75  pe rcen t  o f  e l i g i b l e  cap i ta l  expend i tu res).  To  re ta i n  the
si m p l i f i ca t i on  ob j ect i ve ,  the  Cl ass 14 .1  wi l l  genera l l y i ncl ude  the  CCA p rovi si ons app l i cab l e  to  recap tu re ,  cap i ta l  ga i ns and  depreci a t i on  (e .g . ,  the
"ha l f -yea r ru l e " ).

Under the  p roposa l ,  CEC poo l  ba l ances wi l l  be  ca l cu l a ted  and  t ransfe rred  to  the  new CCA cl ass as o f  January 1 ,  2017 ,  i ncl ud i ng  fo r taxpayers whose
taxa t i on  year st radd l es January 1 ,  2017 .  T he  open i ng  ba l ance  o f  the  Cl ass 14 .1  wi l l  be  equa l  to  the  ba l ance  on  Decem ber 31 ,  2016  o f  the  exi st i ng
CEC poo l .  Fo r the  f i rst  ten  years,  the  depreci a t i on  ra te  fo r Cl ass 14 .1  wi l l  be  7  pe rcen t  i n  respect  o f  expend i tu res i ncu rred  be fo re  January 1 ,  2017 .

Budge t  2016  a l so  p roposes speci a l  ru l es to  si m p l i fy the  t ransi t i on  fo r sm a l l  busi nesses by a l l owi ng  sm a l l  ba l ances t ransfe rred  to  the  Cl ass 14 .1  to  be
e l i m i na ted  qu i ckl y,  and  a l l owi ng  the  f i rst  $3 ,000  o f  i nco rpo ra t i on  expenses to  be  deducted .

T h i s m easure ,  i ncl ud i ng  the  t ransi t i ona l  ru l es,  wi l l  app l y as o f  January 1 ,  2017 .

Cl ean  Energy Equ i pment

Budge t 2016  a l l ows ce rta i n  p roperty acqu i red  fo r use  on  o r a f te r Budge t  Day to  be  depreci a ted  a t  an  acce l e ra ted  ra te .  E l ectri c veh i cl e  cha rg i ng  sta t i ons
wi l l  be  e l i g i b l e  fo r a  CCA ra te  o f  50  pe rcen t  (i f  they supp l y a t  l east  90  kW o f  con t i nuous power) o r 30  pe rcen t  (i f  be tween  10  kW and  90  kW),  up  f rom  the
curren t  20  pe rcen t  ra te .  Certa i n  "downstream "  equ i pm ent usi ng  m ore  than  75  pe rcen t  to  cha rge  e l ectri c veh i cl es m ay a l so  qua l i fy.  M oreover,  these
h i gher CCA ra tes wi l l  a l so  app l y to  qua l i fyi ng  e l ectri ca l  energy sto rage  equ i pm ent.

Emi ssi ons Trad i ng

Budge t 2016  crea tes a  speci f i c reg i m e  to  govern  the  tax t rea tm en t o f  em i ssi ons a l l owances acqu i red  i n  taxa t i on  years beg i nn i ng  a f te r 2016  (o r end i ng
a f te r 2012 ,  i f  the  taxpayer e l ects).  Bri e f l y,  th i s reg i m e  essen t i a l l y t rea ts such  a l l owances as i nven to ry,  and  governs the  deduct i on  o f  accrued  em i ssi ons
ob l i ga t i ons.

L i fe  Insu rance  Po l i ci es

Di stri bu t i ons Invo l vi ng  L i fe  Insu rance  Proceeds

L i fe  i nsu rance  p roceeds rece i ved  as the  resu l t  o f  the  dea th  o f  an  i nd i vi dua l  a re  genera l l y exem pt f rom  i ncom e tax.  When  l i fe  i nsu rance  p roceeds a re
rece i ved  by a  co rpo ra t i on ,  the  co rpo ra t i on  m ay add  the  am oun t o f  the  po l i cy bene f i t  to  i ts cap i ta l  d i vi dend  accoun t  (CDA),  a l l owi ng  the  paym ent o f  tax-
f ree  cap i ta l  d i vi dends to  sha reho l de rs.  Where  the  p roceeds a re  rece i ved  by a  pa rtne rsh i p ,  a  si m i l a r resu l t  can  be  ach i eved  under the  ru l es fo r
com put i ng  the  ad j usted  cost  base  (ACB) o f  a  pa rtne r's i n te rest  i n  a  pa rtne rsh i p ,  wh i ch  ACB can  then  be  wi thd rawn by the  pa rtne r on  a  tax-f ree  basi s.

Som e taxpayers have  structu red  the i r a ffa i rs so  tha t  these  ru l es m ay no t  app l y as i n tended  i n  ci rcum stances where  a  co rpo ra t i on  o r pa rtne rsh i p  i s no t  a
ho l de r o f  the  po l i cy,  bu t  i s en t i t l ed  to  rece i ve  a  po l i cy bene f i t ,  resu l t i ng  i n  an  a rt i f i ci a l  i ncrease  i n  a  co rpo ra t i on 's CDA ba l ance  o r a rt i f i ci a l  i ncrease  i n
the  ACB o f  a  pa rtne r's pa rtne rsh i p  i n te rest .  T he  Governm ent i s cu rren t l y cha l l eng i ng  a  num ber o f  these  structu res under the  exi st i ng  tax ru l es.  Budge t
2016  p roposes tha t  l i fe  i nsu rance  p roceeds rece i ved  by a  co rpo ra t i on  o r pa rtne rsh i p  wi l l  no t  resu l t  i n  excessi ve  add i t i ons to  the  CDA (i n  the  case  o f  a
co rpo ra t i on ) o r ACB (i n  the  case  o f  a  pa rtne rsh i p ).  Report i ng  ru l es wi l l  a l so  be  st reng thened .  T h i s m easure  wi l l  app l y to  po l i cy bene f i ts rece i ved  as a
resu l t  o f  a  dea th  occu rri ng  on  o r a f te r Budge t  Day.

Transfe r o f  L i fe  Insu rance  Po l i ci es

Budge t 2016  p roposes changes to  p reven t  a  po l i cyho l de r f rom  extract i ng ,  on  a  tax-f ree  basi s,  the  excess o f  the  fa i r m arke t  va l ue  o f  a  po l i cy ove r i ts
cash  su rrender va l ue  i n  ci rcum stances where  the  po l i cy i s t ransfe rred  to  a  co rpo ra t i on  o r pa rtne rsh i p .  T h i s m easure  app l i es to  d i sposi t i ons tha t  occu r on
or a f te r Budge t  Day.  To  address t ransfe rs o f  l i fe  i nsu rance  po l i ci es p ri o r to  Budge t  Day,  a  si m i l a r m easure  wi l l  app l y to  reduce  the  am oun t added  to  a
CDA, the  pa i d  up  cap i ta l  o f  a  sha re  o f  a  co rpo ra t i on  and /o r the  ACB o f  a  pa rtne rsh i p  i n te rest .

Debt Parki ng  to  Avo i d  Fo re i gn  Exchange  Ga i ns

T he  cu rren t  deb t  pa rki ng  ru l es a re  i n tended  to  p recl ude  p l ann i ng  to  avo i d  the  app l i ca t i on  o f  the  deb t  fo rg i veness ru l es.



Budge t 2016  p roposes to  i n t roduce  ru l es so  tha t  any accrued  fo re i gn  exchange  ga i ns on  a  fo re i gn  cu rrency deb t  wi l l  be  rea l i zed  when  the  deb t
becom es a  "pa rked  ob l i ga t i on " .  M ore  pa rt i cu l a rl y,  the  deb to r wi l l  be  deem ed to  have  rea l i zed  the  ga i n ,  i f  any,  tha t  i t  o the rwi se  wou l d  have  rea l i zed  i f  i t
had  pa i d  an  am oun t (exp ressed  i n  the  cu rrency i n  wh i ch  the  deb t  i s denom i na ted ) i n  sa t i sfact i on  o f  the  p ri nci pa l  am oun t o f  the  deb t  equa l  to :

where  the  deb t  becom es a  pa rked  ob l i ga t i on  as a  resu l t  o f  i ts acqu i si t i on  by the  cu rren t  ho l de r,  the  am oun t fo r wh i ch  the  deb t  was acqu i red ;  and

i n  o the r cases,  the  fa i r m arke t  va l ue  o f  the  deb t .

Fo r th i s pu rpose ,  whe the r a  fo re i gn  cu rrency deb t  wi l l  becom e a  pa rked  ob l i ga t i on  a t  any pa rt i cu l a r t i m e  wi l l  genera l l y be  based  on  ru l es si m i l a r to
exi st i ng  ru l es i n  the  Income Tax Act app l i cab l e  to  o the r deb ts.

Ru l es si m i l a r to  those  con ta i ned  i n  the  deb t  fo rg i veness ru l es wi l l  be  i n t roduced  to  de te rm i ne  whe the r a  cred i to r i s re l a ted  to ,  and  the re fo re  no t  dea l i ng
a t  a rm 's l eng th  wi th ,  a  deb to r where  t rusts and  pa rtne rsh i ps a re  i nvo l ved .

Excep t i ons wi l l  be  p rovi ded  so  tha t  a  fo re i gn  cu rrency deb t  wi l l  no t  becom e a  pa rked  ob l i ga t i on  i n  the  con text  o f  ce rta i n  bona  f i de  com m erci a l
t ransact i ons.

Re l a ted  ru l es wi l l  p rovi de  re l i e f  to  f i nanci a l l y d i st ressed  deb to rs.  T h i s re l i e f  wi l l  be  si m i l a r to  the  deduct i ons cu rren t l y ava i l ab l e  to  deb to rs wi th  respect
to  am oun ts i ncl uded  i n  i ncom e because  o f  the  app l i ca t i on  o f  the  deb t  fo rg i veness ru l es.

T hese  m easures wi l l  app l y where  a  fo re i gn  cu rrency deb t  becom es a  pa rked  ob l i ga t i on  a f te r Budge t  Day,  sub j ect  to  a  g rand fa the ri ng  ru l e  fo r
ag reem ents i n  wri t i ng  be i ng  i n  p l ace  be fo re  Budge t  Day.

Pl ann i ng  Stra teg i es Invo l vi ng  Deri va t i ves

Budge t 2016  p roposes to  excl ude  de ri va t i ves f rom  the  app l i ca t i on  o f  the  i nven to ry va l ua t i on  ru l es.  In  pa rt i cu l a r,  th i s p rovi si on  wi l l  app l y to  a  swap
agreem ent,  a  fo rward  pu rchase  o r sa l e  ag reem ent,  a  fo rward  ra te  ag reem ent,  an  op t i on  ag reem ent o r a  si m i l a r ag reem ent.  T he  p rovi si on  i s i n tended  to
restri ct  the  ab i l i ty o f  a  taxpayer to  recogn i ze  decl i nes i n  va l ue  be fo re  the re  i s an  actua l  rea l i za t i on  o f  the  de ri va t i ve  i nstrum en t.  T h i s m easure  wi l l
app l y to  de ri va t i ves en te red  i n to  on  o r a f te r Budge t  Day.

International Tax Measures

Base  Erosi on  and  Pro f i t  Sh i f t i ng

In  the  fa l l  o f  2015 ,  the  Organ i sa t i on  fo r Econom i c Co-opera t i on  and  Deve l opm ent (OECD) re l eased  i ts f i na l  reports (Fi na l  Reports) regard i ng  the  base
erosi on  and  p ro f i t  sh i f t i ng  (BEPS) p ro j ect .  Budge t  2016  p roposes to  i n t roduce  l eg i sl a t i on  to  i m p l em ent o r con f i rm  the  Governm ent 's support  fo r ce rta i n
BEPS i n i t i a t i ves as fo l l ows:

Transfe r Pri ci ng  Documenta t i on  — Coun try-by-Coun try Report i ng:  T he  Governm ent wi l l  i n t roduce  l eg i sl a t i on  to  requ i re  coun try-by-coun try report i ng
fo r l a rge  m u l t i na t i ona l  en te rp ri ses wi th  to ta l  annua l  conso l i da ted  g roup  revenue  o f  a t  l east  €750  m i l l i on  (M NE).  An  M NE whose  u l t i m a te  pa ren t  i s
resi den t  i n  Canada ,  o r wh i ch  has a  Canad i an  resi den t  subsi d i a ry i n  ce rta i n  ci rcum stances,  wi l l  be  requ i red  to  report  i n  Canada .  Canada  wi l l  sha re
the  i n fo rm at i on  i n  the  report  wi th  each  o the r j u ri sd i ct i on  i n  wh i ch  the  M NE opera tes and  wh i ch  has m et ce rta i n  l ega l  and  p rocedura l  requ i rem en ts
fo r coun try-by-coun try report i ng .

Revi sed  Transfe r Pri ci ng  Gu i dance:  T he  Fi na l  Reports recom m end revi si ons to  the  BEPS T ransfe r Pri ci ng  Gu i de l i nes on  the  app l i ca t i on  o f  the  a rm 's
l eng th  p ri nci p l e  i n  cross-bo rde r t ransfe r p ri ci ng .  T he  CRA a l ready app l i es m any o f  these  revi si ons as i t  regards them  as consi sten t  wi th  i ts cu rren t
p ract i ces.  However,  the  OECD has no t  com p l e ted  i ts revi si ons app l i cab l e  to  l ow va l ue -add i ng  se rvi ces and  cash  boxes.  Budge t  2016  p rovi des tha t
the  Governm ent wi l l  deci de  on  a  Canad i an  course  o f  act i on  i n  these  a reas when  the  OECD has com p l e ted  i ts work.

Trea ty Abuse :  T he  Fi na l  Reports recom m end a  m i n i m um  standard  to  com bat t rea ty abuse ,  and  i n  pa rt i cu l a r t rea ty shopp i ng .  T he  m i n i m um  standard
wou l d  requ i re  t rea t i es to  i ncl ude  e i the r a  genera l  an t i -abuse  pu rpose  test  o r de ta i l ed  " l i m i ta t i on  o f  bene f i ts"  ru l e .  Budge t  2016  con f i rm ed  the
i n ten t i on  to  consi de r e i the r m i n i m um  standard  approach ,  and  m ay am end  cu rren t  tax t rea t i es th rough  b i l a te ra l  nego t i a t i ons,  a  m u l t i l a te ra l
i nstrum en t tha t  wi l l  be  deve l oped  i n  2016 ,  o r a  com b i na t i on  o f  the  two .

Spon taneous Exchange  o f  Tax Ru l i ngs:  T he  Fi na l  Reports recom m end a  m i n i m um  standard  fo r the  spon taneous exchange  o f  ce rta i n  tax ru l i ngs.
Budge t  2016  con f i rm ed  the  i n ten t i on  to  i m p l em ent the  m i n i m um  standard .

Extensi on  o f  the  Back-to -Back Ru l es

Canada  l evi es wi thho l d i ng  tax on  va ri ous types o f  paym ents — i n  pa rt i cu l a r,  i n te rest ,  ren t ,  roya l t i es,  and  d i vi dends — m ade  by a  Canad i an  resi den t  to  a
non-resi den t .  T he  ra te  o f  tax under the  Income Tax Act i s 25  pe rcen t ,  bu t  i s f requen t l y reduced ,  o r even  e l i m i na ted ,  by Canada 's tax t rea t i es.  As a  resu l t ,
a  non-resi den t  tha t  m i gh t  o the rwi se  pay the  h i gh  25  pe rcen t  sta tu to ry ra te  on  a  paym ent f rom  a  Canad i an  resi den t  wi l l  o f ten  use  som e so rt  o f  "back-to -
back"  st ra tegy to  avo i d  the  25  pe rcen t  sta tu to ry ra te  and  i nstead  pay a t  a  l ower t rea ty ra te .  Genera l l y these  stra teg i es i nvo l ve  i n te rposi ng  an
i n te rm ed i a ry i n  a  favourab l e  t rea ty-j u ri sd i ct i on .  T he  Canad i an  resi den t  pays an  am oun t to  the  i n te rm ed i a ry a t  the  l ow t rea ty ra te ,  and  the  i n te rm ed i a ry
then  pays a  (m ore  o r l ess) co rrespond i ng  am oun t to  the  non-resi den t ,  typ i ca l l y wi thou t  any fu rthe r wi thho l d i ng  tax.

T he  Income Tax Act was am ended  i n  2014  to  add  "back-to -back l oan  a rrangem ent"  ru l es to  e l i m i na te  th i s so rt  o f  p l ann i ng  wi th  respect  to  m any cross-
bo rde r back-to -back l oan  structu res.  T he  ru l es app l y by i gno ri ng  the  paym ent to  the  i n te rm ed i a ry and  deem i ng  the  Canad i an  resi den t  to  pay i n te rest
d i rect l y to  the  non-resi den t ,  and  the re fo re  be  sub j ect  to  the  25  pe rcen t  sta tu to ry wi thho l d i ng  ra te .

Budge t  2016  p roposes to  extend  the  back-to -back ru l es i n  fou r i m portan t  ways,  a l though  no  d ra f t  sta tu to ry l anguage  was i ncl uded  wi th  the  budge t
papers:

1.  T he  exi st i ng  ru l es wi l l  be  extended  to  back-to -back st ructu res fo r the  paym ent o f  cross-bo rde r ren ts,  roya l t i es o r si m i l a r p ropert i es.  L i ke  the  2014
am endm ents,  the  new ru l es wi l l  funct i on  by i gno ri ng  the  paym ent to  the  i n te rm ed i a ry and  deem i ng  the  Canad i an  resi den t  to  m ake  the  ren t  o r
roya l ty paym ent d i rect l y to  the  non-resi den t .  T hese  ru l es wi l l  app l y to  paym ents m ade  a f te r 2016 .

2.  Characte r subst i tu t i on  ru l es wi l l  be  added  to  ensure  tha t  the  back-to -back ru l es canno t  be  avo i ded  by havi ng  the  f i rst  l eg  (i .e .  Canad i an  resi den t  to
i n te rm ed i a ry) o f  a  back-to -back a rrangem ent st ructu red  as a  l oan ,  com b i ned  wi th  a  second  l eg  (i n te rm ed i a ry to  non-resi den t) st ructu red  as a  roya l ty,
o r vi ce -ve rsa ,  o r by a  f i rst  l eg  tha t  i s a  l oan  o r roya l ty,  and  a  second  l eg  tha t  i s a  d i vi dend .  T he  ru l es wi l l  ope ra te  by deem i ng  the  Canad i an
resi den t  to  m ake  a  paym ent to  the  non-resi den t  havi ng  the  sam e tax-characte r as the  paym ent on  the  f i rst  l eg .  T hese  ru l es wi l l  app l y to  paym ents
m ade  a f te r 2016 .

3.  Back-to -back ru l es wi l l  be  extended  to  bo th  dom est i c and  cross-bo rde r sha reho l de r l oans.  Canad i an  shareho l de r l oan  ru l es can  app l y where  a
Canad i an  resi den t  co rpo ra t i on  l ends m oney to  a  shareho l de r,  and  the  l oan  rem a i ns ou tstand i ng  a t  the  end  o f  the  co rpo ra t i on 's taxa t i on  year
fo l l owi ng  the  year i n  wh i ch  i t  m ade  the  l oan .  T he  ru l e  deem s the  am oun t to  be  i ncom e o f  the  shareho l de r i f  he  o r she  i s a  Canad i an  resi den t



i nd i vi dua l ,  o r a  d i vi dend  sub j ect  to  Canad i an  wi thho l d i ng  tax i f  the  shareho l de r i s a  non-resi den t .  T he  ru l e  can  be  avo i ded  th rough  a  back-to -back
structu re  i n  wh i ch  the  resi den t  co rpo ra t i on  l ends funds to  an  “unconnected ” i n te rm ed i a ry (genera l l y,  an  i n te rm ed i a ry tha t  dea l s a t  a rm 's l eng th  wi th
and  i s no t  "a ff i l i a ted "  wi th  the  resi den t  co rpo ra t i on ),  wh i ch  i n  tu rn  l ends funds to  a  shareho l de r o f  the  co rpo ra t i on .  Budge t  2016  p roposes to  extend
concep ts si m i l a r to  those  i n  the  exi st i ng  back-to -back l oan  a rrangem ent ru l es to  back-to -back shareho l de r l oan  a rrangem ents.  T he  ru l es wi l l
funct i on  by deem i ng  the  shareho l de r to  be  d i rect l y i ndeb ted  to  the  Canad i an  co rpo ra t i on .  T hey wi l l  app l y as o f  Budge t  Day.  Fo r back-to -back
structu res i n  exi stence  on  Budge t  Day,  the  deem ed i ndeb tedness wi l l  be  deem ed to  have  a ri sen  on  Budge t  Day,  wh i ch  e ffect i ve l y shou l d  g i ve  the
corpo ra t i on  un t i l  the  end  o f  i ts fo l l owi ng  taxa t i on  year to  undo  the  st ructu re .

4.  Budge t  2016  wi l l  add  ru l es to  extend  the  back-to -back ru l es to  st ructu res i nvo l vi ng  m u l t i p l e  i n te rm ed i a ri es.  T he  ru l es wi l l  app l y to  paym ents o f
i n te rest  o r roya l t i es m ade  a f te r 2016 ,  and  to  sha reho l de r deb ts as o f  January 1 ,  2017 .

Investment Tax Measures

Labour-Sponsored  Ven tu re  Cap i ta l  Corpora t i ons Tax Cred i t  (LSVCC)

Budge t 2016  p roposes to  resto re  the  15  pe rcen t  federa l  tax cred i t  (an  i ncrease  f rom  10  pe rcen t) on  pu rchases o f  sha res o f  p rovi nci a l l y reg i ste red
LSVCCS p rescri bed  under the  Income Tax Act fo r the  2016  and  subsequen t  taxa t i on  years.  In  add i t i on ,  Budge t  2016  p roposes to  a l l ow ce rta i n  newl y
reg i ste red  LSVCCs under exi st i ng  p rovi nci a l  l eg i sl a t i on  to  be  e l i g i b l e  fo r p rescri p t i on  under the  Income Tax Act.  T he  5  pe rcen t  federa l  tax cred i t  fo r
federa l l y reg i ste red  LSVCCs wi l l  be  e l i m i na ted  fo r the  2017  and  subsequen t  taxa t i on  years.

Mutua l  Fund  Corpora t i ons — Sw i tch  Fund  Shares

Budge t 2016  p roposes to  e l i m i na te  tax-de fe rred  swi tch i ng  o f  sha res o f  one  m utua l  fund  fo r sha res o f  ano the r m u tua l  fund  where  bo th  m utua l  funds a re
part  o f  the  sam e m utua l  fund  co rpo ra t i on .  T h i s p roposa l  does no t  app l y to  swi tches be tween  shares o f  the  sam e m utua l  fund  — fo r exam p l e ,  where  the
d i ffe rence  be tween  the  shares re l a tes to  m anagem ent fees o r expenses bo rne  by the  shares.  T he  p roposa l  wi l l  app l y to  swi tches tha t  occu r a f te r
Sep tem ber 2016 .

Budge t  2016  does no t  con ta i n  any de ta i l ed  p rovi si ons abou t  th i s m easure .  Fu rthe r,  the re  i s no  m en t i on  o f  p rovi d i ng  a  m echan i sm  to  a l l ow a  m utua l
fund  wi th i n  a  m u l t i -cl ass m utua l  fund  co rpo ra te  st ructu re  to  convert  i n to  a  m u tua l  fund  t rust  on  a  tax-de fe rred  basi s.  T he  m utua l  fund  m erger ru l es do
no t  cu rren t l y con tem p l a te  th i s type  o f  tax-de fe rred  reo rgan i za t i on .

Mutua l  Fund  Trusts and  Poo l ed  Fund  Trusts

Budge t 2016  p roposes to  am end  the  cap i ta l  ga i ns re fund  fo rm u l a  to  re f l ect  the  new 33  pe rcen t  top  tax ra te  app l i cab l e  to  m u tua l  fund  t rusts.  T h i s i s a
re l i evi ng  m easure .

Budge t  2016  p roposes to  i ncrease  the  ra te  o f  Part  X I I .2  tax f rom  36  pe rcen t  to  40  pe rcen t .  Pa rt  X I I .2  tax app l i es to  "desi gna ted  i ncom e"  ea rned  by
certa i n  t rusts (i ncl ud i ng  a  un i t  t rust  tha t  does no t  qua l i fy as a  m u tua l  fund  t rust  under the  Income Tax Act) i f  the  t rust  has a  non-resi den t  bene f i ci a ry o r
o the r "desi gna ted  bene f i ci a ry" .

Sa l es o f  L i nked  No tes

A l i nked  no te  i s an  i nvestm en t tha t  p rovi des a  re tu rn  ca l cu l a ted  based  on  the  i nvestm en t pe rfo rm ance  o f  a  re fe rence  asse t .  Investo rs genera l l y take  the
posi t i on  tha t  the  re tu rn  on  a  l i nked  no te  i s no t  taxab l e  un t i l  m a tu ri ty,  and  i nvesto rs who  ho l d  the  no te  as cap i ta l  p roperty and  se l l  be fo re  m atu ri ty
typ i ca l l y t rea t  the  ga i n  as a  cap i ta l  ga i n  (ra the r than  as fu l l y taxab l e  re tu rn  on  the  no te ).

Budge t  2016  p roposes am endm ents tha t  wi l l  t rea t  the  re tu rn  on  a  l i nked  no te  as accrued  i n te rest  fo r the  pu rposes o f  the  p rescri bed  deb t  ob l i ga t i on
ru l es,  whe the r the  re tu rn  i s ea rned  a t  m a tu ri ty o r rea l i zed  as a  ga i n  on  a  sa l e  be fo re  m atu ri ty.  I f  pa rt  o f  the  ga i n  i s based  on  a  f i xed  i n te rest  ra te ,  the
ru l es wi l l  excl ude  the  po rt i on  o f  re tu rn  tha t  i s reasonab l y a t t ri bu tab l e  to  f l uctua t i ons i n  m arke t  i n te rest  ra tes.  A l so ,  fo re i gn  cu rrency f l uctua t i ons wi l l  be
i gnored  fo r l i nked  no tes denom i na ted  i n  fo re i gn  cu rrency.  T h i s m easure  wi l l  app l y to  sa l es o f  l i nked  no tes a f te r Sep tem ber 2016 .

Mi nera l  Exp l o ra t i on  Tax Cred i t  fo r Fl ow -Through  Share  Investo rs:

Budge t 2016  p roposes to  extend  e l i g i b i l i ty fo r the  m i ne ra l  exp l o ra t i on  tax cred i t  fo r one  year,  to  f l ow-th rough  share  ag reem ents en te red  i n to  on  o r
be fo re  M arch  31 ,  2017 ,  i n  o rde r to  assi st  j un i o r m i n i ng  com pan i es.

Personal Income Tax Measures

Fami l i es w i th  Ch i l d ren

A new Canada  Ch i l d  Bene f i t  (CCB) wi l l  rep l ace  the  Canada  ch i l d  tax bene f i t  and  the  un i ve rsa l  ch i l d  ca re  bene f i t  wi th  the  new CCB paym ents sta rt i ng  i n
Ju l y 2016 .  Fam i l i es wi th  ne t  i ncom e (bo th  spouses) no t  exceed i ng  $30 ,000  pe r yea r wi l l  rece i ve  the  m axi m um  annua l  bene f i t  o f  $6 ,400  pe r ch i l d  under
age  6  and  $5 ,400  pe r ch i l d  aged  6  th rough  17 .  Once  a  fam i l y's ne t  i ncom e exceeds $30 ,000  pe r yea r,  the  m axi m um  annua l  bene f i ts a re  reduced  based
on  the  fam i l y's ne t  i ncom e and  the  num ber o f  ch i l d ren .  A l though  Budge t  2016  i ncreases the  bene f i ts rece i ved  by m ost  fam i l i es,  fam i l i es wi th  an
i ncom e over approxi m a te l y $160 ,000  (depend i ng  on  the  num ber and  ages o f  ch i l d ren ) wi l l  no  l onger rece i ve  any bene f i ts.

CCB paym ents a re  no t  taxab l e ,  wi l l  no t  reduce  bene f i ts pa i d  under the  GST  cred i t ,  and  wi l l  no t  be  added  to  a  taxpayer's i ncom e fo r the  pu rposes o f
federa l  i ncom e-tested  p rog ram s de l i ve red  ou tsi de  o f  the  i ncom e tax system .

Other Changes Af fect i ng  Fami l i es w i th  Ch i l d ren  and  Studen ts

Income Sp l i t t i ng:  Be fo re  Budge t  2016 ,  a  h i gher i ncom e spouse  i n  a  coup l e  wi th  a t  l east  one  ch i l d  under the  age  o f  18  cou l d  'sp l i t '  up  to  $50 ,000  o f
i ncom e wi th  the i r l ower i ncom e spouse ,  resu l t i ng  i n  up  to  approxi m a te l y $2 ,000  i n  tax savi ngs pe r yea r.  Budge t  2016  p roposes to  e l i m i na te  th i s
cred i t .

Chi l d ren 's Fi tness and  Arts Tax Cred i ts:  Budge t  2016  p roposes to  phase  ou t  the  ch i l d ren 's f i tness tax cred i ts and  a rts tax cred i ts as fo l l ows:

2016 :  m axi m um  e l i g i b l e  am oun ts a re  reduced  i n  ha l f  to  $500  fo r the  ch i l d ren 's f i tness tax cred i t  and  $250  fo r the  ch i l d ren 's a rts cred i t ;  and

2017 :  bo th  cred i ts wi l l  be  e l i m i na ted  go i ng  fo rward .



Chi l d ren  w i th  Di sab i l i t i es:  In  Budge t  2016 ,  ch i l d ren  wi th  d i sab i l i t i es wi l l  be  en t i t l ed  to  rece i ve  a  m axi m um  annua l  bene f i t  o f  $2 ,750  pe r yea r i n
add i t i on  to  the  CCB, and  once  the  fam i l i es'  ne t  i ncom e exceeds $65 ,000  th i s m axi m um  bene f i t  i s reduced  by the  fam i l i es'  ne t  i ncom e and  num ber
o f  ch i l d ren .

Canada  Studen t  Gran ts and  Repayment o f  S tuden t  Loans:  Budge t  2016  p roposes to  i ncrease  Canada  Studen t  Gran ts am oun ts fo r post-secondary
educa t i on  fo r l ow and  m i dd l e  i ncom e fam i l i es and  a l so  fo r pa rt -t i m e  studen ts.  A l so ,  i t  i s be i ng  p roposed  tha t  the  Canada  Studen t  Loans Program
Repaym ent Assi stance  P l an  be  revi sed  so  tha t  studen ts do  no t  have  to  sta rt  to  repay the i r Canada  Studen t  Loan  un t i l  the i r annua l  i ncom e exceeds
$25 ,000 .

Educa t i on  Tax Cred i ts and  Textbook Tax Cred i ts:  Budge t  2016  p roposes to  e l i m i na te  the  educa t i on  tax cred i ts and  textbook tax cred i ts (up  to  $400
and  $65 ,  respect i ve l y,  pe r m on th  en ro l l ed  as a  fu l l  t i m e  studen t).  T he  tu i t i on  tax cred i t  wi l l  rem a i n  and  any i ncom e tax p rovi si ons tha t  cu rren t l y re l y
on  e l i g i b i l i ty fo r the  educa t i on  tax cred i t  wi l l  be  am ended  to  rem a i n  as we l l .  T h i s m easure  wi l l  app l y e ffect i ve  January 1 ,  2017 ,  though  unused
educa t i on  and  textbook cred i t  am oun ts wi l l  rem a i n  ava i l ab l e  to  be  cl a i m ed  i n  2017  and  subsequen t  yea rs.

Teacher and  Earl y Ch i l dhood  Educa to r Schoo l  Supp l y Tax Cred i t:  Budge t  2016  p roposes to  g i ve  teachers and  ea rl y ch i l dhood  educa to rs who  buy
the i r own  e l i g i b l e  teach i ng  supp l i es a  re fundab l e  tax cred i t  o f  15  pe rcen t  fo r up  to  $1 ,000  i n  expend i tu res pe r yea r.

Sen i o rs

Budge t 2016  i ncl udes ce rta i n  m easures desi gned  to  p rovi de  add i t i ona l  f i nanci a l  secu ri ty to  sen i o rs,  i ncl ud i ng  i ncreasi ng  the  Guaran teed  Incom e
Supp l em ent top -up  bene f i t  by up  to  $947  annua l l y fo r l ow-i ncom e, si ng l e  sen i o rs,  basi ng  bene f i ts on  i nd i vi dua l  sen i o rs'  i ncom es where  coup l es l i ve
apart  due  to  reasons beyond  the i r con tro l .  T here  wi l l  a l so  be  consu l ta t i on  regard i ng  enhancem ents to  the  Canada  Pensi on  P l an .

In  add i t i on ,  Budge t  2016  l e f t  pensi on  i ncom e sp l i t t i ng  i n  i ts cu rren t  fo rm .

Top  Marg i na l  Income Tax Ra te  — Consequen t i a l  Amendments

Bi l l  C-2  was i n t roduced  on  Decem ber 9 ,  2015 ,  and  i ncl uded  a  reduct i on  i n  the  second  pe rsona l  i ncom e tax ra te  to  20 .5  pe rcen t  (f rom  22  pe rcen t) and
the  i n t roduct i on  o f  a  new federa l  33  pe rcen t  pe rsona l  i ncom e tax ra te  on  i ncom e i n  excess o f  $200 ,000  (p l us the  app l i cab l e  p rovi nci a l  ra tes).  Budge t
2016  p roposes fu rthe r consequen t i a l  am endm ents to  re f l ect  the  new top  m arg i na l  fede ra l  i ncom e tax ra te .

Budge t  2016  a l so  con f i rm s the  Governm ent 's i n ten t i on  to  p roceed  wi th  d ra f t  l eg i sl a t i ve  p roposa l s re l eased  fo r com m ent on  January 15 ,  2016  to  m od i fy
the  i ncom e tax t rea tm en t o f  ce rta i n  t rusts and  the i r bene f i ci a ri es,  i ncl ud i ng  g rea te r f l exi b i l i ty i n  recogn i zi ng  chari tab l e  dona t i ons by a  g radua ted  ra te
esta te ,  and  ensuri ng  i ncom e a ri si ng  i n  ce rta i n  t rusts on  the  dea th  o f  the  p ri m ary bene f i ci a ry i s taxed  i n  the  hands o f  the  t rust  and  no t  the  bene f i ci a ry.

Other Persona l  Tax Matte rs

Onta ri o  E l ectri ci ty Support  Prog ram: Budge t  2016  p roposes to  exem pt f rom  i ncom e am oun ts rece i ved  under the  On ta ri o  E l ectri ci ty Support  Prog ram .

Northe rn  Resi den ts Deduct i ons: Budge t  2016  p roposes to  i ncrease  the  m axi m um  northe rn  resi dency deduct i on  fo r the  2016  taxa t i on  year tha t  each
m em ber o f  a  househo l d  m ay cl a i m . Resi den ts o f  the  In te rm ed i a te  Zone  wi l l  be  en t i t l ed  to  deduct  ha l f  o f  these  i ncreased  am oun ts.

Dona t i on  o f  Pri va te  Company Shares o r Rea l  Esta te :  Budge t 2016  a l so  announces the  i n ten t i on  no t  to  p roceed  wi th  the  m easure  announced  i n
Budge t  2015  tha t  wou l d  p rovi de  an  exem pt i on  f rom  cap i ta l  ga i ns tax fo r ce rta i n  d i sposi t i ons o f  p ri va te  co rpo ra t i on  shares o r rea l  esta te  where  cash
proceeds f rom  the  d i sposi t i on  a re  dona ted  to  a  reg i ste red  chari ty o r o the r qua l i f i ed  donee  wi th i n  30  days.

Notab l e  Omi ssi on :  Budge t 2016  does no t  i ncl ude  p rovi si ons wi th  respect  to  changes to  the  t rea tm en t o f  stock op t i ons o r i ncreases i n  the  cap i ta l
ga i ns i ncl usi on  ra te  (the  po rt i on  o f  cap i ta l  ga i ns tha t  i s taxab l e ,  wh i ch  i s cu rren t l y 50  pe rcen t).

GST/HST Measures

De Mi n i mi s Fi nanci a l  Inst i tu t i ons

Fi nanci a l  i nst i tu t i ons a re  sub j ect  to  ru l es wh i ch  restri ct  the i r ab i l i ty to  cl a i m  i npu t  tax cred i ts and  i m pose  si gn i f i can t  com p l i ance  requ i rem en ts.  In
add i t i on  to  banks,  i nsu rance  com pan i es,  i nvestm en t dea l e rs and  i nvestm en t p l ans,  en t i t i es,  ce rta i n  en t i t i es wi th  m ore  than  $1  m i l l i on  o f  f i nanci a l
revenues m ay be  sub j ect  to  these  ru l es.  To  a l l ow a  pe rson  to  engage  i n  basi c deposi t -m aki ng  act i vi ty wi thou t  tha t  act i vi ty l ead i ng  i t  to  be i ng  t rea ted  as
a  f i nanci a l  i nst i tu t i on  fo r GST /HST  purposes,  Budge t  2016  p roposes tha t  i n te rest  ea rned  i n  respect  o f  ce rta i n  deposi ts wi l l  no t  be  i ncl uded  i n
de te rm i n i ng  whe the r the  pe rson  exceeds the  $1  m i l l i on  th resho l d .

App l i ca t i on  o f  GST/HST to  Cross-Border Re i nsu rance

To p rovi de  a  l eve l  p l ayi ng  f i e l d  fo r dom est i c supp l i e rs,  the  Exci se  Tax Act i m poses se l f -assessm ent requ i rem en ts on  ce rta i n  reci p i en ts o f  se rvi ces
p rovi ded  ab road  fo r consum pt i on  i n  Canada .  Canad i an  b ranches o f  m u l t i na t i ona l  f i nanci a l  i nst i tu t i ons m ust  a l so  se l f -assess GST /HST  on  ce rta i n
expenses i ncu rred  ou tsi de  o f  Canada  wh i ch  re l a te  to  i ts Canad i an  act i vi t i es.  Budge t  2016  p roposes to  cl a ri fy tha t  ced i ng  com m i ssi ons and  the  m arg i n
fo r ri sk t ransfe r i n  i m ported  re i nsu rance  se rvi ces do  no t  fo rm  part  o f  the  tax base  tha t  i s sub j ect  to  the  se l f -assessm ent p rovi si ons con ta i ned  i n  the
GST /HST  i m ported  supp l y ru l es fo r f i nanci a l  i nst i tu t i ons.  Budge t  2016  wi l l  a l so  se t  ou t  speci f i c cond i t i ons under wh i ch  the  speci a l  ru l es fo r f i nanci a l
i nst i tu t i ons do  no t  i m pose  GST /HST  on  re i nsu rance  p rem i um s charged  by a  re i nsu re r to  a  p ri m ary i nsu re r.

Other Sa l es and  Exci se  Tax Measures

Hea l th  Care:  Budge t  2016  p roposes to  add  i nsu l i n  pens,  i nsu l i n  pen  need l es and ,  i n  ce rta i n  ci rcum stances,  i n te rm i t ten t  u ri na ry ca the te rs to  the  l i st
o f  ze ro -ra ted  m ed i ca l  devi ces.  However,  pu re l y cosm et i c p rocedures wi l l  now be  taxab l e  regard l ess o f  the  i den t i ty o f  the  supp l i e r.

Exported  Ca l l  Cen tre  Servi ces:  Se rvi ces p rovi ded  to  non-reg i ste red  non-resi den ts a re  genera l l y ze ro -ra ted .  However,  am ong  the  excep t i ons to  the
zero -ra t i ng  i s a  se rvi ce  m ade  to  an  i nd i vi dua l  i n  Canada  a t  the  t i m e  the  se rvi ce  i s pe rfo rm ed . Budge t  2016  p roposes to  extend  ze ro -ra t i ng  to
se rvi ces p rovi ded  by ca l l  cen tres i n  Canada  where  i t  can  reasonab l y be  expected  tha t  the  ca l l e rs wi l l  be  p ri m ari l y l oca ted  ou tsi de  o f  Canada .

Report i ng  o f  Grandparen ted  Housi ng  Sa l es:  T ransi t i ona l  ru l es i m pose  si gn i f i can t  report i ng  ob l i ga t i ons on  new hom e bu i l de rs wi th  respect  to
t ransact i ons tha t  st radd l e  the  da te  o f  a  change  i n  the  p rovi nci a l  HST  ra te .  Budge t  2016  p roposes to  si m p l i fy bu i l de r report i ng  by l i m i t i ng  the
report i ng  requ i rem en t to  those  g randparen ted  housi ng  sa l es fo r wh i ch  the  consi de ra t i on  i s equa l  to  o r g rea te r than  $450 ,000  and  p rovi d i ng  bu i l de rs
wi th  an  opportun i ty to  co rrect  past  m i sreport i ng  and  avo i d  po ten t i a l  pena l t i es.

GST/HST on  Dona t i ons to  Chari t i es:  In  add i t i on  to  the  exem pt i ons ava i l ab l e  fo r m any goods and  se rvi ces p rovi ded  by chari t i es,  Budge t  2016
proposes a  re l i evi ng  change  to  p rovi de  tha t  when  a  chari ty supp l i es p roperty o r se rvi ces i n  exchange  fo r a  dona t i on .  Where  such  supp l i es a re
taxab l e  and  when  an  i ncom e tax rece i p t  m ay be  i ssued  fo r a  po rt i on  o f  the  dona t i on ,  on l y the  va l ue  o f  the  p roperty o r se rvi ces supp l i ed  wi l l  be
sub j ect  to  GST /HST.

Cl ose l y Re l a ted  Test:  To  ensure  tha t  the  cl ose l y re l a ted  test  app l i es on l y i n  si tua t i ons where  nearl y com p l e te  vo t i ng  con tro l  exi sts,  Budge t  2016
proposes to  requ i re  tha t ,  i n  add i t i on  to  m ee t i ng  the  cond i t i ons o f  the  cu rren t  test ,  a  co rpo ra t i on  o r pa rtne rsh i p  m ust  a l so  ho l d  and  con tro l  90  pe rcen t
o r m ore  o f  the  vo tes i n  respect  o f  eve ry co rpo ra te  m atte r o f  the  subsi d i a ry co rpo ra t i on  (wi th  l i m i ted  excep t i ons) i n  o rde r to  be  consi de red  cl ose l y



re l a ted .

Restri ct i ng  the  Re l i e f  o f  Exci se  Tax on  Di ese l  and  Avi a t i on  Fue l:  In  response  to  ce rta i n  cou rt  deci si ons wh i ch  have  expanded  the  scope  o f  these
re l i e f  p rovi si ons,  Budge t  2016  p roposes to  cl a ri fy i nstances i n  wh i ch  re l i e f  i s p rovi ded .  Re l i e f  wi l l  be  ava i l ab l e  fo r hea t i ng  o i l  i n  respect  o f
bu i l d i ngs.  Wh i l e  re l i e f  wi l l  be  ava i l ab l e  fo r fue l  used  to  genera te  e l ectri ci ty,  tha t  re l i e f  wi l l  no t  be  ava i l ab l e  where  such  e l ectri ci ty i s p roduced  fo r
use  i n  a  veh i cl e .

Enhanci ng  Certa i n  Securi ty and  Co l l ect i on  Provi si ons:  Budge t  2016  p roposes to  i ncrease  the  m axi m um  am oun t o f  secu ri ty requ i red  fo r a  pe rson  to
be  i ssued  a  l i cence  o r any du ty-pa i d  tobacco  stam ps f rom  $2  m i l l i on  to  $5  m i l l i on .  In  add i t i on ,  Budge t  2016  p roposes to  g i ve  the  M i n i ste r o f
Na t i ona l  Revenue  the  au tho ri ty to  requ i re  securi ty fo r paym ent o f  assessed  am oun ts and  pena l t i es i n  excess o f  $10  m i l l i on  tha t  a re  no t  o the rwi se
co l l ected  under the  Exci se  Act ,  2001.

Contact Us

For a  consu l ta t i on  on  how the  Federa l  Budge t  m ay i m pact  you r busi ness o r you r pe rsona l  tax posi t i on ,  connect  wi th  one  o f  the  con tri bu t i ng  au tho rs
be l ow.
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