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With the 2017 federal budget likely due to be released in late February or March, there is
speculation that the government may curtail the preferential tax treatment afforded to gains on the

disposition of capital property. Currently, only 50% of gains realized on the disposition of capital

property is included in a taxpayet’s income and subject to tax; this has resulted in a significant tax

rate differential between ordinary income and dividends compared to capital gains. It is no surprise

that a number of planning strategies have been developed to convert dividends and ordinary

income to capital treatment. The significance of the tax rate differential between ordinary income,

dividends and capital gains (by province) is best illustrated in the chart below. Note that the tax rate

differential is the largest for ordinary income (i.e., could be as high as 27% for those in Nova

Scotia) and smallest for eligible dividends (i.e., for those in Saskatchewan; however, there is still a
difference of at least 6.33%).

2017 top marginal rates of tax

Ordinary Eligible
income vs. dividend vs. | Dividend vs.
Capital capital gain capital gain | capital gain
gains  Ordinary  Eligible Regular differential differential differential
@ 50% income dividend dividend E)=B)-A) | =O)-AA) | (G)=(D)-Aa)
A () © D)
British
Columbia 23.85% 47.70% 31.30% 40.61% 23.85% 7.45% 16.76%
Alberta 24.00% 48.00% 31.71% 41.24% 24.00% 7.711% 17.24%
Saskatchewan 24.00% 48.00% 30.33% 39.91% 24.00% 6.33% 15.91%
Manitoba 25.20% 50.40% 37.78% 45.74% 25.20% 12.58% 20.54%
Ontario 26.76% 53.53% 39.34% 45.30% 26.77% 12.58% 18.54%
Quebec 26.65% 53.31% 39.83% 43.84% 26.66% 13.18% 17.19%
New
Brunswick 26.65% 53.30% 33.51% 45.96% 26.65% 6.86% 19.31%
Nova Scotia 27.00% 54.00% 41.58% 46.97% 27.00% 14.58% 19.97%
PEI 25.69% 51.37% 34.22% 43.87% 25.68% 8.53% 18.18%
Newfoundland  25.65% 51.30% 42.61% 43.61% 25.65% 16.96% 17.96%
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It is anticipated that the government will increase the capital gain inclusion rate from 50% to
66.67% or possibly 75% to address the current deficit. The implication of this change is illustrated

in the chart below. Note that a 75% inclusion rate would result in a 50% increase in capital gains tax

and a 66.67% inclusion rate would result in a 33.33% increase in capital gains tax.

2017 top matginal rates of tax (capital gains @ 66.67%)

Income vs. Eligible Dividend
capital dividend vs. | vs. capital
Capital gains capital gains
gains differential gains differential
@ Regular  Eligible Regular (E)=(B)- differential (G)=(D)-
66.67% income dividends dividends A) F)=(©O)-A) A)
@) B) ©) ®)
British
Columbia 31.80%  47.70% 31.30% 40.61% 15.90% -0.50% 8.81%
Alberta 32.00%  48.00% 31.71% 41.24% 16.00% -0.29% 9.24%
Saskatchewan 32.00% 48.00% 30.33% 39.91% 16.00% -1.67% 7.91%
Manitoba 33.60%  50.40% 37.78% 45.74% 16.80% 4.18% 12.14%
Ontario 35.69%  53.53% 39.34% 45.30% 17.84% 3.65% 9.61%
Quebec 35.54%  53.31% 39.83% 43.84% 17.77% 4.29% 8.30%
New Brunswick  35.54%  53.30% 33.51% 45.96% 17.76% -2.03% 10.42%
Nova Scotia 36.00%  54.00% 41.58% 46.97% 18.00% 5.58% 10.97%
PEI 34.25%  51.37% 34.22% 43.87% 17.12% -0.03% 9.62%
Newfoundland 34.20%  51.30% 42.61% 43.61% 17.10% 8.41% 9.41%
2017 top matginal rates of tax (capital gains @ 75%)
Income vs. Eligible Dividend
capital dividend vs. | vs. capital
gains capital gains
Capital differential gains differential
gains  Regular  Eligible Regular (E)=(B)- differential (G)=(D)-
@ 75% income dividends dividends @A) F)=(©)-A) @A)
(GY) B) © )
British
Columbia 35.78%  47.70% 31.30% 40.61% 11.93% -4.48% 4.84%
Alberta 36.00%  48.00% 31.71% 41.24% 12.00% -4.29% 5.24%
Saskatchewan 36.00%  48.00% 30.33% 39.91% 12.00% -5.67% 3.91%
Manitoba 37.80%  50.40% 37.78% 45.74% 12.60% -0.02% 7.94%
Ontario 40.15%  53.53% 39.34% 45.30% 13.38% -0.81% 5.15%
Quebec 39.98%  53.31% 39.83% 43.84% 13.33% -0.15% 3.86%
New Brunswick  39.98%  53.30% 33.51% 45.96% 13.33% -6.47% 5.99%
Nova Scotia 40.50%  54.00% 41.58% 46.97% 13.50% 1.08% 6.47%
PEI 38.53%  51.37% 34.22% 43.87% 12.84% -4.31% 5.34%
Newfoundland 38.48%  51.30% 42.61% 43.61% 12.83% 4.13% 5.14%
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Given these potential changes, where a significant capital asset sale is being contemplated, you may
want to consider structuring the transaction to provide you with flexibility should the inclusion rate
change. This change could also affect any succession or estate plans currently in place. Before
changes to the tax legislation are announced by the government, please contact us to discuss how

you, your family and your business may be affected and what can be done.
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