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FEDERAL BUDGET 2016
The Minister of Finance, Bill Morneau, today tabled the new Government of Canada’s
first federal budget — Growing the Middle Class — in the House of Commons. The
budget is expected to show a deficit of $29.4 billion in 2016-17, gradually declining to
a deficit of $14.3 billion by 2020-2021.
The following is a summary of the tax highlights.
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Budget 2016 proposes that the small business tax
rate remains at 10.5 per cent after 2016. In order to
preserve the integration of the personal and corporate income tax systems, Budget 2016 also proposes to maintain the current gross-up factor and dividend tax credit (DTC) rate applicable to noneligible dividends (generally, dividends distributed
from corporate income taxed at the small business
tax rate).
Specifically, the gross-up factor applicable to noneligible dividends will be maintained at 17 per cent
and the corresponding DTC rate at 21/29 of the
gross-up amount. Expressed as a percentage of the
grossed-up amount of a non-eligible dividend, the
effective rate of the DTC in respect of such a dividend will remain at 10.5 per cent after 2016, in
line with the small business tax rate.
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The specified partnership income rules in the Income Tax Act are intended to eliminate the multiplication of the small business deduction in respect
of a partnership of corporations that are not associated with each other. In such a case, a single business limit applies with respect to the partnership’s
business. In the absence of these rules, each Canadian Controlled Private Corporation (CCPC) that
is a member of a partnership could claim a separate small business deduction of up to $500,000 in
(Continued on page 2)
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There are currently two main federal instruments
for the provision of financial assistance to families
with children under age 18: The Canada Child Tax
Benefit (CCTB) and the Universal Child Care
Benefit (UCCB).
To simplify and consolidate existing child benefits
while ensuring that help is better targeted to those
who need it most, Budget 2016 proposes to replace
the CCTB and UCCB with a new Canada Child
Benefit.
The Canada Child Benefit will provide a maximum benefit of $6,400 per child under the age of 6
and $5,400 per child aged 6 through 17. On the
portion of adjusted family net income between
$30,000 and $65,000, the benefit will be phased
out at a rate of 7 per cent for a one-child family,
13.5 per cent for a two child family, 19 per cent
for a three-child family and 23 per cent for larger
families. Where adjusted family net income exceeds $65,000, remaining benefits will be phased
out at rates of 3.2 per cent for a one-child family,
5.7 per cent for a two-child family, 8 per cent for a
three-child family and 9.5 per cent for larger families, on the portion of income above $65,000.
To recognize the additional costs of caring for a
child with a severe disability, Budget 2016 proposes to continue to provide an additional amount of
(Continued on page 4)
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respect of the portion of the partnership’s active business income allocated to it.
In general terms, the small business deduction that a CCPC
that is a member of a partnership can claim in respect of its
income from the partnership is limited to the lesser of the active business income that it receives as a member of the partnership (its “partnership ABI”) and its pro-rata share of a notional $500,000 business limit determined at the partnership
level (its specified partnership income limit, or “SPI limit”). A
CCPC’s specified partnership income is added to its active
business income from other sources, if any, and the CCPC can
claim the small business deduction on the total (subject to its
annual business limit).
Some taxpayers have implemented structures to circumvent
the application of the specified partnership income rules. In a
typical structure, a shareholder of a CCPC is a member of a
partnership and the partnership pays the CCPC as an independent contractor under a contract for services. As a result,
the CCPC claims a full small business deduction in respect of
its active business income earned in respect of the partnership
because, although the shareholder of the CCPC is a member of
the partnership, the CCPC is not a member.
To address this tax planning, Budget 2016 proposes to extend
the specified partnership income rules to partnership structures
in which a CCPC provides (directly or indirectly, in any manner whatever) services or property to a partnership during a
taxation year of the CCPC where, at any time during the year,
the CCPC or a shareholder of the CCPC is a member of the
partnership or does not deal at arm’s length with a member of
the partnership. In general terms, for the purpose of the specified partnership rules:

Tax Free Savings Account
Effective January 1, 2016, the amount of contribution room allocated each year to a qualifying individual will be returned to its original level of
$5,000, indexed to inflation for each year after 2009
and rounded to the nearest $500. On this basis, an
individual’s limit will be $5,500 for 2016.

a CCPC will be deemed to be a member of a partnership
throughout a taxation year if
 it is not otherwise a member of the partnership in the
taxation year,
 it provides services or property to the partnership at
any time in the taxation year,
 a member of the partnership does not deal at arm’s
length with the CCPC, or a shareholder of the CCPC,
in the taxation year, and
 it is not the case that all or substantially all of the
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CCPC’s active business income for the taxation year
is from providing services or property to arm’s length
persons other than the partnership;
• a CCPC that is a member of a partnership (including a
deemed member) will have its active business income
from providing services or property to the partnership
deemed to be partnership ABI; and
• the SPI limit of a deemed member of a partnership will
initially be nil (as it does not receive any allocations of
income from the partnership). However, an actual member of the partnership who does not deal at arm’s length
with a deemed member of the partnership will be entitled
to notionally assign to the deemed member all of or a portion of the actual member’s SPI limit in respect of a fiscal
period of the partnership that ends in the deemed member’s taxation year (and where the actual partner is an
individual, the assignable SPI limit of all members of the
partnership will be determined as if they were corporations).
This measure will apply to taxation years that begin on or after
Budget Day. However, an actual member of a partnership will
be entitled to notionally assign all or a portion of the member’s
SPI limit in respect of their taxation year that begins before
and ends on or after Budget Day.

(Continued from page 1)
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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.
Caption
If you know of someone who should be added to our mailing list or if you require additional
copies,describing picture or
please contact us at (514) 931-76oo
graphic.
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sideration is included in computing the proceeds of the disposition. In contrast, where a policyholder disposes of such an interest
to a non-arm’s length person, a special rule (the “policy transfer
rule”) deems the policyholder’s proceeds of the disposition, and
the acquiring person’s cost, of the interest to be the amount that
the policyholder would be entitled to receive if the policy were
surrendered (the “interest’s surrender value”).

Where the policy transfer rule applies, the amount by which any
consideration
given for the interest exceeds the interest’s surrenLife insurance proceeds received as a result of the death of an
der
value
is
not
taxed as income under the rules that apply to disindividual insured under a life insurance policy (a “policy benepositions
of
interests
in life insurance policies. In addition, this
fit”) are generally not subject to income tax. A private corporation
excess
will
ultimately
be reflected in the policy benefit under that
may add the amount of a policy benefit it receives to its capital
policy.
Where
the
policy
benefit is received by a private corporadividend account, which consists of certain non-taxable amounts.
tion,
it
can
be
paid
tax-free
to that corporation’s shareholders.
A private corporation may elect to pay a dividend as a capital
Where
this
is
the
case
and
consideration
to acquire the interest
dividend to the extent that the corporation’s capital dividend acwas
not
recognized
under
the
policy
transfer
rule, the amount of
count has a positive balance. Capital dividends are received taxthe excess is effectively extracted from the private corporation a
free by shareholders.
second time as a tax-free, rather than as a taxable, amount. These
The income tax rules for partnerships also account for a policy
results are unintended and erode the tax base. Similar concerns
benefit being non-taxable. The adjusted cost base of a partner’s
also arise in the partnership context and where an interest in a
interest in a partnership is increased to the extent of the partner’s policy is contributed to a corporation as capital.
share of a policy benefit received by the partnership. A partner
Budget 2016 proposes amendments to the Income Tax Act to encan generally withdraw funds from a partnership tax-free to the
sure that amounts are not inappropriately received tax-free by a
extent of the partner’s adjusted cost base.
policyholder as a result of a disposition of an interest in a life inIn the life insurance context, only the portion of the policy benefit surance policy. The measure will, in applying the policy transfer
received by the corporation or partnership that is in excess of the rule, include the fair market value of any consideration given for
policyholder’s adjusted cost basis of the policy (the “insurance
an interest in a life insurance policy in the policyholder’s proceeds
benefit limit”) may be added to the capital dividend account of a of the disposition and the acquiring person’s cost. In addition,
corporation or to the adjusted cost base of a partner’s interest in a where the disposition arises on a contribution of capital to a corpartnership.
poration or partnership, any resulting increase in the paid-up capital in respect of a class of shares of the corporation, and the adSome taxpayers have structured their affairs so that the insurance justed cost base of the shares or of an interest in the partnership,
benefit limit may not apply as intended, resulting in an artificial
will be limited to the amount of the proceeds of the disposition.
increase in a corporation’s capital dividend account balance. A
similar result could be achieved under the rules for computing the This measure will apply to dispositions that occur on or after
adjusted cost base of a partner’s interest in a partnership. This
Budget Day. Budget 2016 also proposes to amend the capital diviplanning may allow those taxpayers to avoid income tax on divi- dend account rules for private corporations and the adjusted cost
dends payable by a private corporation or on gains from the disbase rules for partnership interests. This amendment will apply
position of a partnership interest. These results are unintended and where an interest in a life insurance policy was disposed of before
erode the tax base.
Budget Day for consideration in excess of the proceeds of the
disposition determined under the policy transfer rule. In this case,
Although the Government is challenging a number of these struc- the amount of the policy benefit otherwise permitted to be added
tures under the existing tax rules, Budget 2016 proposes to amend to a corporation’s capital dividend account, or the adjusted cost
the Income Tax Act to ensure that the capital dividend account
base of an interest in a partnership, will be reduced by the amount
rules for private corporations, and the adjusted cost base rules for of the excess. In addition, where an interest in a life insurance
partnership interests, apply as intended. This measure will provide policy was disposed of before Budget Day under the policy transthat the insurance benefit limit applies regardless of whether the
fer rule to a corporation or partnership as a contribution of capital,
corporation or partnership that receives the policy benefit is a
any increase in the paid-up capital in respect of a class of shares
policyholder of the policy. To that end, the measure will also inof the corporation, and the adjusted cost base of the shares or of
troduce information-reporting requirements that will apply where an interest in the partnership, that may otherwise have been pera corporation or partnership is not a policyholder but is entitled to mitted will be limited to the amount of the proceeds of the disporeceive a policy benefit.
sition.
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Where a policyholder disposes of an interest in a life insurance
policy to an arm’s length person, the fair market value of any conApril 21, 2015

These measures will apply in respect of policies under which policy benefits are received as a result of deaths that occur on or after
Budget Day.
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up to $2,730 per child eligible for the disability tax credit. The
phase-out of this additional amount will be made to generally
align with the Canada Child Benefit. Specifically, it will be phased
out at a rate of 3.2 per cent for families with one eligible child and
5.7 per cent for families with more than one eligible child, on adjusted family net income in excess of $65,000, effective July 1,
2016. This additional amount will be included in the Canada Child
Benefit payments made to eligible families. Entitlement to the
Canada Child Benefit for the July 2016 to June 2017 benefit year
will be based on adjusted family net income for the 2015 taxation
year.

Flow-through shares allow resource companies to renounce or
“flow through” tax expenses associated with their Canadian exploration activities to investors, who can deduct the expenses in calculating their own taxable income. The mineral exploration tax
credit provides an additional income tax benefit for individuals
who invest in mining flow-through shares. This credit is equal to
15 per cent of specified mineral exploration expenses incurred in
Canada and renounced to flow-through share investors. Like flowthrough shares, the credit facilitates the raising of equity to fund
exploration by enabling companies to issue shares at a premium.

Canada Child Benefit payments under this measure will start in
July 2016. The UCCB and CCTB will be eliminated for months
after June 2016.

Budget 2016 proposes to extend eligibility for the mineral exploration tax credit for one year, to flow-through share agreements entered into on or before March 31, 2017.
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The education tax credit provides a 15-per-cent non-refundable tax
credit of $400 per month of full-time enrolment in a qualifying
educational program and $120 per month of part-time enrolment
in a specified educational program at a designated educational
institution. The textbook tax credit provides a 15-percent nonrefundable tax credit of $65 per month of full-time enrolment in a
qualifying educational program and $20 per month of part-time
Budget 2016 proposes to eliminate the income splitting tax credit enrolment in a specified educational program at a designated edufor couples with at least one child under the age of 18 for the 2016 cational institution.
and subsequent taxation years.
A tuition tax credit is also available that provides a 15-per-cent
T
E
C
non-refundable tax credit on eligible fees for tuition and eligible
E
S
S
T C
examination fees paid to certain educational institutions.
A non-refundable income splitting tax credit is available for couples with at least one child under the age of 18. The credit allows a
higher-income spouse or common-law partner to notionally transfer up to $50,000 of taxable income to their spouse or commonlaw partner for the purpose of reducing the couple’s total income
tax liability by up to $2,000.

Teachers and early childhood educators often incur at their own
A student must first claim any education, textbook and tuition
expense the cost of supplies for the purpose of teaching students in credits earned in a year on their own tax return to bring tax payathe classroom or learning environment.
ble to zero. Unused portions of the credits can be transferred to a
supporting individual, up to a limit, or carried forward by the stuBudget 2016 proposes to introduce a teacher and early childhood
dent for use in a future year.
educator school supply tax credit. This measure will allow an employee who is an eligible educator to claim a 15-per-cent refunda- Budget 2016 proposes to eliminate the education and textbook tax
ble tax credit based on an amount of up to $1,000 in expenditures credits. This measure does not eliminate the tuition tax credit.
made by the employee in a taxation year for eligible supplies.
Changes will be made to ensure that other income tax proviFor the cost of supplies to qualify for the credit, employers will be
required to certify that the supplies were purchased for the purpose
of teaching or otherwise enhancing learning in a classroom or
learning environment. Individuals making claims will be required
to retain their receipts for verification purposes.
The teacher and early childhood educator school supply tax credit
will not be available in respect of an amount that has already been
claimed under any other provision of the Income Tax Act.
This measure will apply to supplies acquired on or after January 1,
2016.

sions—such as the tax exemption for scholarship, fellowship and
bursary income—that currently rely on eligibility for the education
tax credit or use terms defined for the purpose of the education tax
credit will be unaffected by its elimination.
This measure will apply effective January 1, 2017. Unused education and textbook credit amounts carried forward from years prior
to 2017 will remain available to be claimed in 2017 and subsequent years.

(Continued on page 5)

Readers are reminded that while budget proposals are customarily given the effect of law
immediately, the amending legislation, when ultimately adopted by Parliament, may be
altered to some degree.
April 21, 2015
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The children’s fitness tax credit provides a 15-per-cent refundable
tax credit on up to $1,000 of eligible fitness expenses for children
under 16 years of age at the beginning of the taxation year. For
children who are eligible for the disability tax credit and have at
least $100 of eligible expenses, the credit amount is increased by
$500 and is extended to children under 18 years of age.
The children’s arts tax credit provides a 15-per-cent nonrefundable tax credit on up to $500 in eligible fees for programs
of artistic, cultural, recreational and developmental activity for
children under 16 years of age. As with the children’s fitness tax
credit, the age limit of the children’s arts tax credit is extended to
children under 18 years of age and an additional $500 credit
amount is available in respect of children eligible for the disability
tax credit.
Budget 2016 proposes to phase out the children’s fitness and arts
tax credits by reducing the 2016 maximum eligible amounts to
$500 from $1,000 for the children’s fitness tax credit (which will
remain refundable for 2016) and to $250 from $500 for the children’s arts tax credit. The supplemental amounts for children eligible for the disability tax credit will remain at $500 for 2016.
Both credits will be eliminated for the 2017 and subsequent taxation years.
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Attention Snowbirds

(Continued from page 4)
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On December 7, 2015, the Government announced a reduction of
the second personal income tax rate to 20.5 per cent from 22 per
cent and the introduction of a 33-per-cent personal income tax
rate on individual taxable income in excess of $200,000, effective
for the 2016 and subsequent taxation years. (See Levi & Levi’s
“Federal Tax Rate Changes for 2016” newsletter on our website
for more information.)

Under IRS rules, you may be required to file IRS form 8840 Closer Connection Exception Statement for Aliens if you are in
the US for 120 days or more in 2015.
Consult our newsletter “Tax Rules and Guidelines for Canadians Travelling to the U.S. and Abroad” which can be found on
our website.
WWW.LEVIFCA.COM

Budget 2016 proposes further amendments to reflect the new top
marginal income tax rate for individuals that will:
• provide a 33-per-cent charitable donation tax credit (on donations above $200) to trusts that are subject to the 33-per-cent
rate on all of their taxable income;
• apply the new 33-per-cent top rate on excess employee profit
sharing plan contributions;
• increase from 28 per cent to 33 per cent the tax rate on personal services business income earned by corporations;
• amend the definition of “relevant tax factor” in the foreign
affiliate rules to reduce the relevant tax factor from the current 2.2 to 1.9;
• amend the capital gains refund mechanism for mutual fund
trusts to reflect the new 33-per-cent top rate in the formulas
that are used in computing refundable tax;
• increase the Part XII.2 tax rate on the distributed income of
certain trusts from 36 per cent to 40 per cent; and
• amend the recovery tax rule for qualified disability trusts to
refer to the new 33-per-cent top rate.

These measures will apply to the 2016 and later taxation years.
The charitable donation tax credit measure will be limited to donations made after the 2015 taxation year. In the case of the rate
increase on personal services business income earned by corporations in taxation years that straddle 2015 and 2016, the rate inA number of amendments were included that were consequential crease will be prorated according to the number of days in the
to the introduction of the new 33-per-cent top personal income tax taxation year that are after 2015.
rate. The Income Tax Act contains a series of rules that are inThe measure will also extend the proposed 33-per-cent charitable
tended to maintain the neutrality, fairness and integrity of the indonation tax credit (which currently applies to donations made
come tax system. A number of these rules either use the top perafter 2015) to be available for donations made by a graduated rate
sonal income tax rate or use rates or formulas that reflect it. The
estate during a taxation year of the estate that straddles 2015 and
consequential amendments that were announced adjust a number
2016.
of the most significant of these rules. The Government also announced that it would review other income tax rules to determine
whether they require adjustment.

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

www.levifca.com
April 21, 2015
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A number of tax measures that were originally proposed in previous budgets or during the last Parliament were not legislated before
Parliament was dissolved as a result of the election call. Most of these measures would close tax loopholes and improve the integrity of
the tax system, relieve taxpayers of certain tax consequences or improve the administration of the tax system.
Budget 2016 confirms the Government’s intention to proceed with tax and related measures, as modified, to take into account consultations and deliberations since their announcement or release, relating to:

•
•
•
•
•
•
•
•
•
•
•
•
•

“synthetic equity arrangements” under the dividend rental arrangement rules;
the conversion of capital gains into tax-deductible inter-corporate dividends (section 55);
the offshore reinsurance of Canadian risks;
alternative arguments in support of an assessment;
an exception to the withholding tax requirements for payments by qualifying non-resident employers to qualifying non-resident
employees;
the repeated failure to report income penalty;
the acquisition or holding of limited partnership interests by registered charities;
the qualification of certain costs associated with undertaking environmental studies and community consultations as Canadian
exploration expenses;
the sharing of taxpayer information within the Canada Revenue Agency to facilitate the collection of certain non-tax debts;
the sharing of taxpayer information with the Office of the Chief Actuary;
the tax deferral in respect of the commercialization of the Canadian Wheat Board;
the Goods and Services Tax/Harmonized Sales Tax joint venture election; and
the relief of the Goods and Services Tax/Harmonized Sales Tax for feminine hygiene products.

Budget 2016 also announces the Government’s intention not to proceed with the measure announced in Budget 2015 that would provide an exemption from capital gains tax for certain dispositions of private corporation shares or real estate where cash proceeds from
the disposition are donated to a registered charity or other qualified donee within 30 days.

ALERT DATES

April 30, 2016

Deadline for filing personal income tax returns other than those permitted to file by
June 15.

June 15, 2016

Second installment due for individuals required to make income tax installments.
Filing date for individuals reporting business income including professional income
and their spouses

September 15, 2016 Third installment due for individuals required to make income tax installments.
December 15, 2016

April 21, 2015

Fourth installment due for individuals required to make income tax installments.
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L & L is a firm of chartered professional accountants that traces its origin in Montreal to 1970. We pride
ourselves on being more than just an accounting firm. We offer an effective blend of personalized service, experience and technological leadership, coupled with a steadfast commitment to consistently deliver excellence.
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, expertise 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 challenges of today, and to devising strategies for tomorrow.
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L & L takes pride in adding value to every client that we serve through our extensive expertise and proactive 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.
T
L & L has a strong basis in federal and provincial tax issues. Our tax group 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 a variety of tax needs, both domestic and international
as well as corporate and personal. Our specialties lie in tax reporting and representation, tax planning
(business, personal, divorce and litigation), tax structuring of entities and transactions and tax research.
F
L & L 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 compilation
review of financial statements, budgets and forecasts, and government reporting. We won’t simply process
your financial statements, our mission is to add value. We will go the extra mile to help you forecast or locate
opportunities that you may be missing.
B
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L & L ’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
events to 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.
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Civil and criminal Fraud Investigation
Management and employee fraud and theft
Identification of secret commissions and kickbacks
Sarbanes-Oxley compliance audits
Sarbanes-Oxley 404 audits
Intellectual Property Litigation Support
Training on fraud awareness and prevention
Due Diligence Audits
Business valuation
Fairness opinions
Insurance claim assistance
Retail sales audits
Contract dispute resolution
Professional negligence litigation support
Fraud prevention program design, implementation and evaluation
Bank due diligence audits
Employee background audits
Financial discrepancy analysis
Divorce litigation support
Insurance claim quantification
Breach of contract quantification
Electronic Discovery and Data Recovery
Computer forensics
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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, FCA•IFA
plevi@levifca.com
Jeremy Levi, CPA, CGA
Jeremy@levifca.com
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