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QUEBEC BUDGET  2014-2015

The Québec Finance Minister, Carlos J. Leitdo, presented his first and Quebec’s sec-
ond 2014-2015 budget at the National Assembly this afternoon and announced that
the government will incur a deficit of $3.1 billion for 2013-2014 and $2.35 hillion in
2014-2015. He further stated that the budget will be balanced in 2015-2016.

The following is a summary of the highlights contained in the budget.

Individuals

ADJUSTMENT TO THE ELIGIBILITY AGE
FOR RETIREMENT INCOME SPLITTING
BETWEEN SPOUSES

Corporations

GENERAL REDUCTION OF THE TAX RATE
FROM 8% TO 4% FOR
MANUFACTURING SMES

Since 2007, Québec’s personal tax sys- The government isimplementing, as a part
tem has included an income splitting of Budget 2014-2015, generally applicable
mechanism that enables couples re- measures that will enable SMEs to free up
ceiving certain retirement income to funds that they can then use to develop their
reduce their overall tax burden. ability to export.

Under the mechanism, an individual These measures are:
may transfer up to 50% of hisretire-
ment income eligible for splitting to
his spouse and deduct the split income
in calculating hisincome, provided
such incomeisincluded in calculating
the income of his eligible spouse.

ageneral reduction of the tax rate from 8% to 4%
between now and April 1, 2015 for manufactur-
ing SMEs;

The tax rate will be reduced from 8% to 6%
starting on the day following the day of the
Budget Speech and will be reduced to 4% start-

Some types of retirement income, such _ _
ing April 1, 2015.

as retirement income paid by an RPP,
an additional deduction in the calculation of taxa-
ble income for manufacturing SMES remote from

(Continued on page 3)

major urban centres to offset their higher trans-

NO CHANGES TO QUEBEC’S PERSONAL portation costs.

INCOME TAX RATES WERE ANNOUNCED
IN THE BUDGET.

(Continued on page 2)
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Corporations

(Continued from page 1)

The expression “manufacturing SME”, for agiven tax-
ation year, means a corporation at least 25% of whose
activities consist of manufacturing and processing ac-
tivities.

The actual eligibility and amount of tax rate reduction
will be based upon formul ae that involve the propor-
tion of a corporation’s activities attributable to manu-
facturing and processing activities consisting of assets
and labour.

ADDITIONAL DEDUCTION FOR TRANSPORTATION COSTS
OF REMOTE MANUFACTURING SMES

Budget 2014-2015 provides for the implementation of

an additional deduction in calculating income for tax

purposes, corresponding to:

e 2% of grossincome, with a$100 000 cap per corporation,
for manufacturing SMEs located in the intermediate zone;

e 4% of grossincome, with a $250 000 cap per corporation,
for manufacturing SMEs located in the remote zone;

e 6% of grossincome, with no cap per corporation, for manu-
facturing SMEs located in the special remote zone.

The zones are defined as follows:

e the major urban centres, i.e. the Montréal, Québec and Gat-
ineau census metropolitan areas (CMAS), will not be eligi-
ble;

e theintermediate zone will be defined as the territory, delim-
ited by the RCMs, within aradius of 100 kilometres of Gat-
ineau or Québec or within aradius of 150 kilometres of
Montréal;

o theremote zone will be defined as the territory, delimited by
the RCMs, beyond aradius of 100 kilometres of Gatineau or
Québec or beyond aradius of 150 kilometres of Montréal;

e the specia remote zone will be made up of territories more
isolated from the rest of Québec, i.e. the municipality of
L’Tle-d Anticosti, the agglomeration of Tles-de-la-Madeleine,
the Golfe-du-Saint-L aurent MRC (C6te-Nord) and the
Kativik Regional Government (Nord-du-Québec).

The rate of the additional deduction an eligible corpo-

ration may claim for ataxation year will depend, on

the rate associated with the region in Québec where it
carries out its manufacturing activities (“ base rate”)
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and, on the level of its manufacturing activities.

NEW MEASURES TO FIGHT TAX EVASION
AND UNREPORTED WORK

The government is announcing the implementation of
new initiatives aimed, in particular, at:

e improving tax auditing in the construction sector;

e ensuring agreater presence in certain at-risk sectors,

e ingtaling salesrecording modules (SRMs) in bars and resto-
bars,

e expediting pena case management.

IMPLEMENTATION OF THE ATTESTATION FROM REVENU
QUEBEC RESPECTING PRIVATE CONSTRUCTION SITES

The government is announcing that the requirements
relative to the attestation from Revenu Québec

for public contracts will also apply to private construc-
tion contracts of $25 000 or more.

Asof January 1, 2015, contractors will be required to
obtain an attestation from Revenu Québec and provide
it to the recognized client before entering into certain
private construction contracts. These requirements will

apply:

e where the cumulative amount of contracts between a recog-
nized client and a given contractor exceeds $25 000 in a cal-
endar year;

o toal levelsof subcontracting.

The attestation from Revenu Québec will be valid for
contracts entered into during a 90-day period as of the
date on which it isissued. At the end of the 90-day
validity period, the contractor will be required to ob-
tain a new attestation from Revenu Québec in order to
enter into new contracts.

The attestation from Revenu Québec for private con-
struction sites applies to contractors and recognized
clients operating a business. For the purposes of the
attestation, the following persons, in particular, are
subject to the measure:

e acontractor who holds avalid licence from the Régie du
batiment du Québec and who is hired for a construction con-
tract;

(Continued on page 3)
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(Continued from page 2)

e arecognized client who is aregistrant within the meaning of
the Act respecting the Québec sales tax and who holds aval-
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id licence from the Régie du bétiment du Québec, other than
agovernment department, public body, state-owned enter-
prise, or municipality, who entersinto a contract with a con-
struction contractor holding avalid licence from the Régie
du batiment du Québec.

| ndividuals

(Continued from page 1)

can be split between spouses regardless of their age,
while others, for instance, from aregistered retirement
savings plan (RRSP), cannot be split before age 65.

To correct the unfairness caused by retirement income
splitting between spouses under age 65, the govern-
ment is announcing, in Budget 2014-2015, that hence-
forth the eligibility age for this measure will be 65 for
all sources of retirement income.

ENCOURAGE ACTIVE LIVING
FOR SENIORS

Budget 2014-2015 provides for a $1 000 increase, to
$4 000 as of January 1, 2015, in the maximum
amount eligible for the tax credit for experienced
workers.

A NEW TAX CREDIT TO FOSTER ACTIVE AGING

Budget 2014-2015 provides for the introduction of a
refundable tax credit to support the participation of
seniorsin physical, artistic, cultural and recreational
activities.

This tax assistance will apply to eligible expenses
paid as of the day after Budget Speech 2014-2015.
The tax credit will represent 20% of eligible expenses
not exceeding $200 a year and target seniors 70 and
over with an individual income of $40 000 or less.

To qualify for the tax credit, an activity must general-
ly be:
engaged in weekly for at least eight consecutive weeks;

e structured, that is, it must enable seniorsto participate in an
activity in aspecific setting.

A physical activity must also enable seniors to devel-
op or maintain their cardiorespiratory endurance, their
muscular strength or endurance, their flexibility or
their balance.

An artistic, cultural or recreational activity must en-
hance seniors’ ability to develop or improve their dex-
terity, coordination, cognitive skills, socia integration
or psychologica well-being.

INDEXING OF THE PARENTAL CONTRIBUTION
FOR CHILDCARE SERVICES

The government is announcing that the indexing of
the reduced contribution for educational childcare
services will betied to the rate of growth in the cost
of childcare services.

e Asof October 1, 2014, the parental contribution will be
raised to $7.30 aday.

e Asof September 1, 2015, the parental contribution will be
raised by afactor equivalent to the annual growth in the cost
of childcare services.

Furthermore, thisindexing principle, tied to the
change in the cost of childcare services, will enable
families to benefit from the network’ s productivity
gans.

tax & business ALERT hasbeen prepared by LEVI & LEVI, LLP for the general information of our clients, staff and other interested parties. The

enclosed comments are of a general nature and are not intended to cover all aspects of the subject matter. Prior to implementing any planning based upon

information in this publication, the specific facts pertaining to any particular situation should be carefully considered. We will be pleased to assist in this
regard and to provide further details pertaining to the matters discussed herein.
If you know of someone who should be added to our mailing list or if you require additional copies,
please contact us at (514) 931-7600
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HARMONIZATION WITH CERTAIN MEASURES OF THE FEDERAL BUDGET OF FEBRUARY 11, 2014

The 2014-2015 Budget announces the modification of Québec’s tax legislation and regulations to
incorporate some of the measures announced by the Minister of Finance of Canada on February 11,
2014. These changes will be adopted only after the assent of the relevant federal statutes or the
adoption of the relevant federal regulations and will apply on the same dates as those applicable to the
corresponding federal measures.

MEASURES RELATING TO INCOME TAX

The following measures will be incorporated to Québec’ s tax legislation and regulations:
e Addition of certain expenses to the list of expenses eligible for the tax credit for medical expenses;

e Introduction of atax credit for volunteers participating in search and rescue activities;

e Measuresrelating to property used in the course of carrying on afarming business and a fishing business;

e Tax deferral granted to certain farmers located in regions hit by drought, flooding or excessive moisture;

e Inclusion of certain income attributed to aminor by a partnership or atrust for the purposes of calculating tax on split
income;

e Elimination of graduated rate taxation for certain trusts and estates;

e Elimination of the 60-month exemption from the residency presumption rules that apply to non-resident trusts and from
certain other related rules;

e Extension from five to ten years of the deferral period of gifts of ecosensitive land made by an individual;

e Donationsin the context of death;

e Donations of cultural property acquired under a gifting arrangement that is atax shelter;

e Registration of organizations or associations that receive gifts from foreign states that support terrorism;

e Change to the anti-avoidance rule concerning captive insurance corporations;

e Addition of new €ligibility conditions to the exception relating to offshore regulated financial institutions;

e Changeto the anti-avoidance rule currently contained in the thin capitalization rules;

e Increasein the thresholds determining how frequently employers must remit withholdings at source;

e  Changes concerning the accelerated capital cost allowance for clean energy generation

MEASURES RELATING TO THE GST/HST

In accordance with the principle of general harmonization of the Québec salestax (QST) system with
the GST/HST system, Québec's tax system will be changed to incorporate, with adaptations on the
basis of its general principles and specific features arising from the provincial context, the federal
measures:

e making technical changesto the provisions concerning real property to ensure consistent treatment of different types of

housing and see that the special valuation rule for subsidized housing applies as it should within the framework of the
rules on the place of supply asin the context of a change in the tax rate;

o clarifying the application of GST/HST public service body rebates in relation to non-profit organizations that operate
certain health care facilities;

e  zero-rating precious metals refining services supplied to non-resident persons not registered for the purposes of the
GST/HST system;

o simplifying the tax treatment of the temporary importation of certain railcars;

e codifying the longstanding relieving provisions related to the tax treatment upon re-entry into Canada of Canadian
goods on which the GST/HST has already been paid;

e updating certain legidative references stipulated in the regulations, other than the reference stipulated in the Taxes,
Duties and Fees (GST/HST) Regulations, which has no equivalent in the QST system.
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Other Measures

» Budget 2014-2015 is announcing arise in the specific tax on tobacco products of $4.00 per carton of 200
cigarettes, i.e. $0.50 per pack effective June 5, 2014.

» Alcoholic beverages sold in Québec are subject to a specific tax whose rates depend on the type of product
and where they are consumed. The government is announcing that as of August 1, 2014, the applicable
rates will be the same regardless of where alcoholic beverages are consumed.

» Inthe case of alcoholic beverages sold for consumption at home, the specific tax on alcoholic beverages
will rise from $0.50 to $0.63 per litre for beer and from $1.12 to $1.40 per litre for wine and spirits.

» For alcohalic beverages sold for consumption on-site, the tax will decline from $0.82 to $0.63 per litre for
beer and from $2.47 to $1.40 per litre for wine and spirits.

» Anincreased contribution of $150 million is being requested of Hydro-Québec for 2014-2015 in order to
raise its net earnings to $3.05 million comprised of $50 million through efficiency gains; $85 million from
additional export revenues; and a $15-million effort in remuneration through a payroll freeze.

» Creation of Entreprises Québec which will be a one-stop service provider that will provide accessible and

improved service to any business. In addition to providing information and referrals, Entreprises Québec
will offer guidance for al administrative formalities and all programs of the Québec government.

ALERT DATES

June 15, 2014 Second installment due for individuals required to make income tax installments.

and their spouses

September 15, 2014 Third installment due for individuals required to make income tax installments.

December 15, 2014 Final installment due for individuals required to make income tax installments.

|
I
|
|
I
I
I
I Filing date for individual s reporting business income including professiona income
|
I
|
|
I
I

\W—_—_—_—_—_—_—_—_—_—_—_/

Readers arereminded that while budget proposals are customarily given the effect of law
immediately, the amending legislation, when ultimately adopted by the
National Assembly, may be altered to some degree.

June 4, 2014 Page 5



TAX & BUSINESS ALERTS LEVI & LEVI, LLP

The Quebec Voluntary Retirement Savings Plan (VRSP)

Quebec recently introduced the Voluntary Retirement Savings Plan (VRSP) Act (Bill 39). Y ou may havere-
sponsibilities under this plan. The VRSP is Quebec’s version of the federally-endorsed Pooled Registered Pen-
sion Plan (PRPP), with some variations specific to Quebec.

What isa VRSP?

VRSPs are group savings plans offered by employers and administered by authorized administrators. They are
governed by the Act respecting voluntary retirement savings plans, which will take effect on 1 July 2014.

The plan is called voluntary because membership is optional. The employees determine their contribution to
the plan and the employer is not required to contribute to the plan.

Which Companies are Required to Set up a VRSP?

Any Quebec business may choose to set up a VRSP for its employees but if the employer has five or more
eligible employees who have at least one year of uninterrupted service on December 31 of ayear, the
employer will be required to join aVRSP in the following year, unless aregistered pension plan or a
registered retirement savings planisin place.

If acompany has five employees but they do not al have one year of uninterrupted service, the company
would not be required to offer a VRSP until all five employees have attained one year of uninterrupted service.

WhoisEligible?

VRSPs are mainly for employees who do not have access to a group retirement savings plan with source de-
ductions offered by their employers. Employees must be 18 or over and have at least one year of uninterrupted
service, as defined in the Act Respecting Labour Standards.

Employees will not have to take any stepsto sign up; it will be done automatically. Self-employed workers and
any other interested parties will also be able to sign up for VRSPs by contacting an authorized administrator.

Deadlines

Companies covered by the Act must offer a VRSP at the latest by:

» 31 December 2016, if they have 20 or more €eligible employees on 30 June 2016

» 31 December 2017, if they have 10 to 19 eligible employees on 30 June 2017

» adate to be determined by the government, which cannot be prior to 1 January 2018, if they have 5to 9
eligible employees.

All employerswith 5 or more €eligible employees must create a plan and all eligible em-
ployees are automatically enrolled as members of the plan. If all eligible employees opt

out of the plan, the employer should consult with an authorized plan administrator to
determine how to proceed with a plan that has no members.
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L ogiRénov Home Renovation

Tax Cred|t credit only for the 2014 and 2015 taxation years. You
must claim it when you file your incometax return.

You can claim the L ogiRénov home renovation tax

This refundable tax credit has been implemented on a
temporary basis to encourage individuals, be they
owners or co-owners of adwelling, to renovate their
principal residence, expand it, adapt it to the special
needs of afamily member or convertitintoaninter- ,  Renovating one or more rooms of the home (kitchen, bath-
generational home.

EXAMPLES OF WORK RECOGNIZED FOR THE PURPOSES
OF THE LOGIRENOV TAX CREDIT

room, living room, etc.)

The renovation work must have been done by aquali- ¢  Finishing the basement
fied contractor under a contract entered into after April o«  Replacing floor coverings
24, 2014, and before July 1, 2015. Theinitial con-
struction of the dwelling must have been completed
before January 1, 2014, and the dwelling must beone «  Replacing the exterior siding
of the following:

Replacing the plumbing

e Repairing theroofing

e asingle-family home e Replacing the rainwater gutters

a pre-fabricated house or mobile home permanently secured
in place

e Replacing aweeping tile, sanitary drainage, fall pipe or foun-
dation drain

e aunit in acondominium building The amount of the tax credit corresponds to 20% of
the portion of an individual's eligible expenses that
exceeds $3,000, up to a maximum tax credit of $2,500
per eligible dwelling.

e adwedlinginaresidentia duplex or triplex.

To qualify for the tax credit, the work done must es-
sentially cover the living space of the home aswell as s .
its exterior siding and roofing. What's more, to encour- Renoclimat program

age households to incorporate eco-friendly work into || Rénoclimat is a government program that is available
their home renovation projects, all work recognized || Since 2007 to encourage owners to improve the

for the purposes of the EcoRenov tax credit and car- || energy efficiency of their homes.

ried out after that tax credit has expired (that is, work

done under a contract entered into after October 31, || Y ou can be eligible for financial assistance under the
2014) will be recognized for the purposes of the Logi- || Rénoclimat program if you are:
Rénov tax credit. e carrying out insulation work;

e carrying out work affecting your home's air tightness;

e ingtalling or replacing mechanical systems (ventilation system,
water heater, heat pump, geothermal heating system).

VISIT US

Take a moment to visit our Web Site which offers a full profile of our firm and back issues of

our newsletters.

ww.levifca.com
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ABOUT LEVI & LEVI

LEvI & LEVI isafirm of chartered professional accountants that tracesits origin in Montreal to 1970. We
pride ourselves on being more than just an accounting firm. We offer an effective blend of personalized ser-
vice, experience and technological leadership, coupled with a steadfast commitment to consistently deliver ex-
cellence.

Our Chartered Professional Accountants and Business Consultants provide advisory services on a broad range
of issues to both our individual and corporate clients. The members of our firm possess unique talents, exper-
tise and experience, giving our clients access to a knowledge base of considerable breadth and depth. Together
with our support personnel, we share a commitment to developing practical solutions for the business chal-
lenges of today, and to devising strategies for tomorrow.

OUR SERVICES

Our firm takes pride in adding value to every client that we serve through our extensive expertise and proac-
tive approach to your financial needs. We match our dedication to adding value with experience and expertise:
we have experience in servicing virtually every type of industry and professional practice.

TAXATION

Our office has a strong basis in federal and provincial tax issues. Our tax group has been in existence for 50+
years and is highly qualified and experienced. Our accountants work hard to minimize your taxes, yet make
sure that you fulfill your tax requirements ethically while working to add value. We can fill avariety of tax
needs, both domestic and international as well as corporate and personal. Our specialtieslie in tax reporting
and representation, tax planning (business, personal, divorce and litigation), tax structuring of entities and
transactions and tax research.

FINANCIAL

LEVI & LEVI can meet all of your basic financial needs with our exemplary Accounting Services Group that
can truly add value whether it’s your business or your personal finances that we are reviewing. We work with
business entities as well as non-profits and foundations. Our accounting services include; auditing and compi-
lation review of financial statements, budgets and forecasts, and government reporting. We won'’t simply pro-
cess your financial statements, our mission isto add value. We will go the extra mile to help you forecast or
locate opportunities that you may be missing.

BUSINESS CONSULTING

LEVI & LEVI’s Business Consulting unit has proven itself as a valuable resource to businesses of all kinds. We
can help you plan your future, whether you see it coming or not. We can help you bring seminal business
eventsto life; like mergers and acquisitions, business valuation, leases and contracts, or business development
plans, all of which take a huge amount of planning and attention to detail. If there are no big events on your
horizon, we can still be of service by helping you to anticipate the unexpected through our forecasting, real
estate projections, risk management assessments, or our feasibility studies. We look at your business and all of
its many facets, to find both issues and opportunities and bring that valuable insight to you.



LITIGATION SUPPORT AND DISPUTE RESOLUTION SERVICE AREAS

. Civil and criminal Fraud Investigation

. Management and employee fraud and theft
. I dentification of secret commissions and kickbacks
. Sar banes-Oxley compliance audits

. Sar banes-Oxley 404 audits

. Intellectual Property Litigation Support

. Training on fraud awar eness and prevention
. Due Diligence Audits

. Business valuation

. Fairness opinions

. I nsurance claim assistance

. Retail sales audits

. Contract dispute resolution

. Professional negligence litigation support

. Fraud prevention program design, implementation and evaluation
. Bank duediligence audits

. Employee background audits

. Financial discrepancy analysis

. Divor ce litigation support

. Insurance claim quantification

. Breach of contract quantification

. Electronic Discovery and Data Recovery

. Computer forensics

CONTACT INFORMATION
SENCRL

LEVI & LEVI ~

1303 Greene Avenue, Suite 400
Montreal, Quebec H3Z 2A7
Tel: (514) 931-7600 Fax: (514) 931-3600
Philip C. Levi, CFE, FCPA, FCA, CPA/CFF, FCPA+IFA
plevi@levifca.com
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