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Canada’s Deputy Prime Minister and Finance Minister Chrystia Freeland
delivered the 2024 Federal Budget in the House of Commons on April
16, 2024. The budget proposes more than $52.9 billion in new spending
over the next five years. To partially cover these spending commitments,
the budget is also proposing to increase the inclusion rate on annual
capital gains above $250,000 for individuals and on all capital gains by
corporations and trusts from one-half to two-thirds.

The budget was focused on Canadian individuals and businesses still
feeling the impacts of a prolonged period of high inflation and interest
rates—as well as overarching economic uncertainty and affordability
issues. Below is an analysis of the major measures and their
implications.

The KPMG Federal Budget 2024 webcast highlights measures
announced in the federal budget and their implications. Guest
speaker Bill Morneau, former Minister of Finance for Canada
shared his perspective in discussion with Business Journalist
Jacqueline Hansen.

Budget 2024 analysis

The following analysis provides key considerations for the upcoming budget
that may impact Canadians and businesses.

Personal and private enterprise tax | The green transition | Productivity
and innovation | Housing and affordability | International tax policy



Personal and private enterprise tax

One of the most significant measures announced in the 2024 budget
was the proposed increase to the capital gains inclusion rate, from
one-half (50 per cent) to two-thirds (66.67 per cent) for trusts and
corporations, and from one-half to two-thirds on the portion of capital
gains realized in the year that exceeds $250,000 for individuals. The
budget also increases the Lifetime Capital Gains Exemption (LCGE) to
$1.25 million (from $1,016,836), with indexation resuming in 2026. (Both
of these tax measures apply to dispositions that occur on or after June
25, 2024.) The budget also introduces a Canadian Entrepreneurs’
Incentive that allows an individual taxpayer to use a one-third capital
gains inclusion rate for the disposition of qualifying shares, subject to a
lifetime limit of up to $2 million in capital gains per individual that will be
phased in by increments of $200,000 per year, beginning January 1,
2025.

The budget makes further changes to the draft Alternative Minimum
Tax (AMT) legislative proposals, which allow for fewer tax credits,
deductions, and exemptions than under ordinary personal income tax
rules. It's a parallel calculation to the ordinary personal income tax and
is intended to prevent higher income Canadians from excessively using
deductions, credits, and other tax preferences to reduce their tax bill.
Taxpayers will pay either regular tax or AMT—whichever is highest.

In response to concerns about how the previously announced changes
would impact charities, the budget will now allow individual taxpayers to
claim 80 per cent of the Charitable Donations Tax Credit when
calculating AMT (instead of the previously proposed 50 per cent). The
budget also includes amendments to exempt Employee Ownership
Trusts (EOT) from AMT.

Special tax rules for EOTs were introduced in the 2023 federal budget to
provide an alternative business succession option for retiring business
owners to transfer the business to employees. The 2024 budget clarified
the conditions that must be satisfied to claim a temporary tax exemption
on up to $10 million of capital gains that may be realized when a
business is sold to an EOT.

For further details on how the budget impacts small-and-medium sized
businesses (SMBs), see our insights here.



A green transition

Canada has committed to
achieving carbon neutrality by
2050, with a net-zero economic
plan that includes $93 billion in
incentives intended to attract
investments by 2034-35. However,
it's a tricky balance: While many
business leaders agree that more
support for climate investment is
required, there is also concern
about federal government
expenditures overall.

In last year’s budget, the federal
government announced a range of
funding programs and tax
measures for decarbonization.
There wasn'’t a lot of new
information provided in the 2024
budget, but a new incentive was
announced for the electric vehicle
(EV) supply chain. While
businesses that manufacture EVs
will be able to claim the 30 per cent
Clean Technology Manufacturing
investment tax credit on new
machinery and equipment, the
2024 budget also introduces a new
10 per cent Electric Vehicle
Supply Chain investment tax
credit. More details will be
provided in the 2024 Fall Economic
Statement.

Ongoing actions include delivering
the previously announced maijor
economic investment tax credits by
the end of 2024, including the
Carbon Capture, Utilization, and
Storage investment tax credit;
Clean Technology investment tax



credit; Clean Hydrogen investment
tax credit; Clean Technology
Manufacturing investment tax
credit; and Clean Electricity
investment tax credit.

Productivity and innovation

Prior to the budget announcement,
the Bank of Canada issued a
warning about Canada’s weak
labour productivity, which fell to 71
per cent of the U.S. The budget
has attempted to address Canada’s
productivity challenges, most
notably with the Al investment tax
credit aimed at accelerating the
growth of the sector, promoting job
creation, boosting productivity, and
encouraging the development and
adoption of Al.

The budget’s proposed Al funding
measures include $2.4 billion to
build and provide access to
computing capabilities and
technological infrastructure for
Canada’s Al researchers, start-ups,
and scale-ups; boost Al start-ups to
bring new technologies to market;
and accelerate Al adoption in
critical sectors, such as agriculture,
clean technology, health care, and
manufacturing.

Consultations were launched
earlier this year that proposed cost-
neutral changes to modernize and
simplify the Scientific Research
and Experimental Development
(SR&ED) program and to



introduce a “patent box” regime,
designed to keep intellectual
property (IP) in Canada. While the
budget proposes a $600 million
investment SR&ED, it's not clear
how this funding could be used to
boost research and innovation, but
a second phase of consultations
later this year aims to inform how
this funding will be targeted. In the
meantime, the budget proposes
new measures that allow
businesses to write off the full cost
of investments in patents, data
network infrastructure equipment,
and other data processing
equipment.

Housing and affordability

Housing and affordability has been
identified as a major risk to the
economy, making recruitment more
challenging and driving up
employee wages. Ahead of the
budget, the majority (94 per cent)
of Canadian business leaders in
our KPMG Business Survey —
Federal Budget 2024 edition called
it the biggest risk to the economy,
with nearly nine in 10 (87 per

cent) saying the rising cost of living,
driven largely by housing costs, is
forcing their business to pay more
for labour and affecting their ability
to attract and retain already-scarce
talent.

Housing was a major theme in the
2024 budget, which proposed $8.5
billion in new spending and a



strategy to ‘unlock’ 3.87 million new
homes by 2031. An additional $15
billion was announced for the
Apartment Construction Loan
Program in 2025-26, bringing the
program’s total to more than $55
billion. According to the
government, these funds are
expected to provide low-cost
financing to build more than
131,000 new rental homes across
Canada. Another $1 billion will be
offered through the ongoing
Affordable Housing Fund to
launch a new Rapid Housing
stream.

But there’s a strong need for public-private cooperation to help the
current housing position. To encourage home builders to speed up the
pace of new home construction, the government has passed legislation
(Bill C-56) to remove the Goods and Services Tax (GST) through an
enhanced rebate for new purpose-built rental housing (for qualifying
projects). The budget also introduces an accelerated CCA of 10 per cent
for new eligible purpose-built rental projects that begin construction on
or after April 16, 2024 and before Jan. 1, 2031. It also provides potential
relief from new interest deductibility limitations on certain financing for
these projects.

International tax policy

Overall, the 2024 budget did not
introduce many changes to
international corporate tax policy,
but it did reaffirm the government’s
intention to introduce a Digital
Services Tax and Global Minimum
Tax. The Organisation for
Economic Co-operation and
Development (OECD)’s project on
Base Erosion and Profit Shifting
(BEPS) has already had a



significant influence on the
Canadian and global tax
landscape. The OECD’s Inclusive
Framework on BEPS includes Pillar
One, which would extend additional
taxing rights to market jurisdictions
over a portion of income belonging
to the world’s largest and most
profitable multinationals. Pillar Two
seeks to impose a 15 per cent
minimum tax rate on their profits,
applicable to multinationals with
annual revenues of at least 750
million euros.

The 2024 budget reaffirmed
Canada’s commitment to the Pillar
One multilateral treaty on taxing
multinationals, which addresses the
challenge of taxing global digital
companies. However, work on this
pillar is not advancing as quickly as
anticipated, prompting the
Canadian government to move
forward with its own Digital
Services Tax (DST). The DST
would apply a three per cent tax to
gross revenue derived from certain
digital services, such as online
marketplace services, social media
services, user data revenue and
digital advertising.

The budget also reaffirmed the government’s intention to introduce
Global Minimum Tax legislation. Canada has committed to
implementing the primary taxing rule in Pillar Two as of 2024, and has
recently released draft legislation to enact a Canadian Global Minimum
Tax Act. When in effect, the GMTA (and similar legislation in other
countries) would impact companies in numerous ways: by possibly
increasing taxes payable, requiring new financial statement disclosures,
as well as increasing compliance costs and co-ordination requirements.

Looking ahead: Next steps for you and your business



KPMG’s multi-disciplinary tax teams can help support you and your
business in navigating the impacts of measures announced in this
year’s federal budget, including planning considerations for the changes
to the capital gains inclusion rate and opportunities for government
funding and incentives. If you would like to connect with an advisor to
discuss more about budget implications and next steps, please e-mail
us.
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About the KPMG Business Survey - Federal Budget 2024
Edition

KPMG in Canada surveyed 534 Canadian companies between
February 3 and February 27, 2024, using Saqo's Methodify online
research platform. All respondents are business owners or executive-
level decision makers. Thirty-one per cent are leaders of companies
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with $500 million to $1 billion in annual qross revenue; 14 per cent,
between $300 million to $499 million; 35 per cent, between $100 million
and $299 million; 19 per cent, between $99 million to $10 million and the
remaining one per cent, below $10 million. Seventy-five per cent of the
companies are privately held and 25 per cent are publicly traded. Forty-
two per cent are family-owned businesses.
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2024 Federal Budget Highlights

April 16, 2024
No. 2024-17

Canada's Deputy Prime Minister and Finance Minister Chrystia Freeland delivered the
2024 federal budget on April 16, 2024. The budget expects a deficit of $40.0 billion for
2023-24 and forecasts deficits of $39.8 billion for 2024-25, and $38.9 billion for 2025-26.
Although the budget does not change the federal personal or corporate tax rates, Finance
announced that it will increase the inclusion rate for capital gains realized on or after June
25, 2024, in certain circumstances. Specifically, the inclusion rate will increase to 2/3 for
corporations and trusts and to 2/3 for individuals on the portion of capital gains realized in
the year that exceed $250,000. Finance also provided details on related changes to
increase the Lifetime Capital Gains Exemption to $1.25 million and clarified a temporary
tax exemption on up to $10 million in capital gains that may be realized when a business is
sold to an Employee Ownership Trust (EOT).

One of the major themes of this year’s budget is to increase the affordability of housing. In
particular, the budget provides several incentives for purpose-built rental housing in
Canada, including an elective exemption from the interest deductibility limitation and
enhanced Capital Cost Allowance (CCA) for certain new additions of property. There are
also new measures intended to benefit first-time homebuyers. Finance’s budget also
focuses on clean economy changes, including to provide expected detail on the Clean
Electricity investment tax credit, among others.

Capital gains changes
Capital gains inclusion rate

The budget increases the inclusion rate for capital gains realized on or after June 25, 2024.
In particular, the budget increases the inclusion rate for corporations and trusts to 2/3 (from
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1/2) and for individuals to 2/3 (from 1/2) on the portion of capital gains realized in the year
that exceed $250,000.

The budget notes that the $250,000 threshold would effectively apply to capital gains
realized by an individual, either directly or indirectly via a partnership or trust, net of any:

e Current-year capital losses
e Capital losses of other years applied to reduce current-year capital gains

e Capital gains in respect of which the Lifetime Capital Gains Exemption, the
proposed EOT Exemption or the proposed Canadian Entrepreneurs’ Incentive is
claimed.

Where an individual claims the employee stock option deduction, the budget provides a 1/3
deduction of the taxable benefit to reflect the new capital gains inclusion rate, but that
individual would be entitled to a deduction of 1/2 the taxable benefit up to a combined limit
of $250,000 for both employee stock options and capital gains.

The budget notes that net capital losses of prior years would continue to be deductible
against taxable capital gains in the current year by adjusting their value to reflect the
inclusion rate of the capital gains being offset. As a result, a capital loss realized prior to
the rate change would fully offset an equivalent capital gain realized after the rate change.

The budget also provides transitional rules for tax years that begin before and end on or
after June 25, 2024 where two different inclusion rates would apply. Effectively, the annual
$250,000 threshold for individuals would not be prorated in 2024 and would apply only in
respect of net capital gains realized after June 25, 2024.

The budget notes that it intends to make other consequential amendments to reflect the
new inclusion rate, and that it will release additional design details soon.

Personal tax changes
Lifetime Capital Gains Exemption

The budget increases the Lifetime Capital Gains Exemption (LCGE) to $1.25 million (from
$1,016,836), with indexation of the LCGE resuming in 2026. This tax measure applies to
dispositions that occur on or after June 25, 2024.

Canadian Entrepreneurs’ Incentive

The budget introduces the Canadian Entrepreneurs’ Incentive that allows an individual
taxpayer to use a 1/3 capital gains inclusion rate for the disposition of qualifying shares,
subject to a lifetime limit of up to $2 million in capital gains per individual that will be phased
in by increments of $200,000 per year. The budget notes that this tax measure applies in
addition to any available capital gains exemption.
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A share of a corporation is a qualifying share if certain conditions are met, including among
others:

e The share must be a share of a “small business corporation” at the time of sale

e The share must be a share of a Canadian-Controlled Private Corporation and more
than 50% of the fair market value of the corporation’s assets must generally be
used principally in an active business carried on primarily in Canada by the
corporation throughout the 24-month period immediately before the disposition of
the share

e The taxpayer must be a founding investor at the time the corporation was initially
capitalized and must hold the share for a minimum of five years prior to disposition

o The taxpayer must be actively engaged on a regular, continuous and substantial
basis in the activities of the business, throughout the five-year period immediately
before the disposition of the share

e The share does not represent a direct or indirect interest in certain corporations,
including a professional corporation.

This measure applies to dispositions that occur on or after January 1, 2025.
Alternative Minimum Tax

The budget makes further changes to the draft Alternative Minimum Tax (AMT) legislative
proposals published for consultation on August 4, 2023. More specifically, the budget
allows individual taxpayers to claim 80% of the Charitable Donations Tax Credit when
calculating AMT (instead of 50% which was previously proposed). The budget also
includes several additional amendments to fully allow certain deductions and exempt
Employee Ownership Trusts from AMT, among other changes. In addition, the budget
proposes several technical amendments. These amendments apply to taxation years that
begin on or after January 1, 2024.

The budget further proposes to exempt certain Indigenous settlement and community
trusts from AMT. The budget invites comments on this change from stakeholders by June
28, 2024.

Employee Ownership Trust tax exemption
The budget provides the conditions that a taxpayer must satisfy to claim the temporary tax
exemption on up to $10 million in capital gains realized on the sale of a business to an

EOT. The conditions to claim the exemption include that:

e The individual, trust or partnership must dispose of shares of a corporation that is
not a professional corporation
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e The transferred shares must be exclusively owned by the individual claiming the
exemption (or a related person or a partnership in which the individual is a
member) and over 50% of the fair market value of the corporation’s assets must be
used principally in an active business, throughout the 24 months immediately prior
to the qualifying business transfer

e The individual (or their spouse or common-law partner) must be actively engaged
in the qualifying business on a regular and continuous basis for a minimum period
of 24 months, at any time prior to the qualifying business transfer

e Theindividual and the EOT (and any corporation owned by the EOT that acquired
the transferred shares) must elect to be jointly and severally, or solidarily, liable for
any tax payable by the individual as a result of the exemption being denied due to
a disqualifying event within the first 36 months after a qualifying business transfer.
A disqualifying event would occur if an EOT loses its status as an EOT or if less
than 50% of the fair market value of the qualifying business’ shares is attributable
to assets used principally in an active business at the beginning of two consecutive
taxation years of the corporation. If the disqualifying event occurs more than 36
months after a qualifying business transfer, the EOT would be deemed to realize a
capital gain equal to the total amount of exempt capital gains.

The budget notes that multiple individuals may claim the exemption for a qualifying
business transfer, but the total exemption for that transfer cannot exceed $10 million. The
individuals must agree on how to allocate the exemption.

The budget notes that capital gains exempted under this measure will be subject to a 30%
inclusion rate for alternative minimum tax purposes. The budget also extends the normal
reassessment period of an individual for a taxation year in respect of this exemption by
three years.

In addition, the budget expands qualifying business transfers to include the sale of shares
to a “worker cooperative” corporation as defined under the Canada Cooperatives Act. The
government indicates that additional details will be released in the coming months.

This tax measure applies to qualifying dispositions of shares that occur between January 1,
2024 and December 31, 2026.

Home buyers’ plan

The budget increases the withdrawal limit under the home buyers’ plan to $60,000 (from
$35,000) for 2024 and subsequent calendar years in respect of withdrawals made after
April 16, 2024. This increase would also apply to withdrawals made for the benefit of a
disabled individual.
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The budget also temporarily defers the start of the 15-year repayment period to the fifth
year following the year in which a first withdrawal was made (from the second year) for
participants making a first withdrawal between January 1, 2022 and December 31, 2025.

Mineral Exploration Tax Credit

The budget extends eligibility for the Mineral Exploration Tax Credit for one year, to flow-
through share agreements entered into on or before March 31, 2025 (instead of March 31,
2024).

Qualified investments for registered plans

The budget asks for stakeholder feedback on the qualified investment rules to improve the
clarity and coherence of the registered plans regime. In particular, Finance is seeking input
on issues including harmonizing the rules relating to investments in small businesses and
whether annuities that are qualified investments only for RRSPs, RRIFs, and RDSPs
should continue to be qualified investments, among other considerations.

Deduction for tradespeople’s travel expenses

The budget announces that the government will consider providing for a single,
harmonized deduction for tradespeople’s travel, in response to a private member’s bill to
enact an alternative deduction for certain travel expenses of tradespeople in the
construction industry, with no cap on expenses, retroactive to the 2022 taxation year.

Volunteer Firefighters Tax Credit and the Search and Rescue Volunteers Tax Credit

The budget increases the Volunteer Firefighters Tax Credit and the Search and Rescue
Volunteers Tax Credit to $6,000 (from $3,000). This measure applies to the 2024 and
subsequent tax years.

Canada Child Benefit

The budget extends eligibility for the Canada Child Benefit for six months after a child’s
death, for individuals that would have otherwise been eligible for the Benefit in respect of
that particular child, effective for deaths that occur after 2024. This extension would also
apply to the Child Disability Benefit.

Disability Supports Deduction

The budget expands the list of expenses recognized under the Disability Supports
Deduction effective for the 2024 and subsequent taxation years. The following expenses
would qualify for this deduction, subject to the specified conditions:

e Severe and prolonged impairment in physical functions — The cost of an
ergonomic work chair and the cost of a bed positioning device
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e Impairment in physical or mental functions — The cost of an alternative input
device and the cost of a digital pen device

e Vision impairment — The cost of a navigation device for low vision.
e Impairment in mental functions — The cost of memory or organizational aids.

The budget also expands the list to recognize expenses for certain service animals under
this deduction.

Business tax changes

Interest deductibility limits — Purpose-built rental housing

The budget introduces an elective exemption from the excess interest and financing
expenses limitation (EIFEL) rules for certain interest and financing expenses incurred
before January 1, 2036, in respect of arm’s length financing used to build or acquire eligible
purpose-built rental housing in Canada. Eligible purpose-built rental housing is a residential
complex:

o With at least four private apartment units (i.e., a unit with a private kitchen,
bathroom, and living areas), or 10 private rooms or suites, and

¢ In which at least 90% of residential units are held for long-term rental.

Consistent with the broader EIFEL rules, this exemption would apply to taxation years that
begin on or after October 1, 2023.

Accelerated CCA — Purpose-built rental housing

The budget introduces an accelerated CCA of 10% for new eligible purpose-built rental
projects that begin construction on or after April 16, 2024 and before January 1, 2031, and
are available for use before January 1, 2036. Eligible property is defined in the same
manner as that for the purpose-built rental housing exemption from the EIFEL rules,
including projects that convert existing non-residential real estate into a residential complex
or add to an existing structure that meets the definition. The accelerated CCA would not
apply to renovations of existing residential complexes.

Investments eligible for this measure would continue to benefit from the Accelerated
Investment Incentive, to which the half-year rule does not apply for eligible property put in
use before 2028. After 2027, the half-year rule would apply.

Accelerated CCA — Productivity-enhancing assets

The budget provides immediate expensing for new additions of property acquired on or
after April 16, 2024 and that becomes available for use before January 1, 2027 included in
Class 44 (patents or the rights to use patented information for a limited or unlimited period),
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Class 46 (data network infrastructure equipment and related systems software), and Class
50 (general-purpose electronic data-processing equipment and systems software).

Property that becomes available for use after 2026 and before 2028 would continue to
benefit from the Accelerated Investment Incentive. Property that has been used, or
acquired for use, for any purpose before it is acquired by the taxpayer would be eligible for
the accelerated CCA only if:

¢ Neither the taxpayer nor a non-arm’s-length person previously owned the property;
and

e The property has not been transferred to the taxpayer on a tax-deferred basis.

The accelerated CCA would be prorated for short taxation years and would not be
available in the following taxation year.

Canada Carbon Rebate for Small Businesses

The budget introduces a new Canada Carbon Rebate for Small Businesses in the form of
an automatic refundable tax credit for eligible businesses. The tax credit would be available
to a Canadian-controlled private corporation that:

e For the 2019-20 to 2023-24 fuel charge years, files a tax return for its 2023
taxation year by July 15, 2024, and for future fuel charge years, files a tax return
for a taxation year ending in the calendar year in which the fuel charge year
begins, and

e Has no more than 499 employees throughout Canada in the calendar year in
which the fuel charge year begins.

The tax credit amount for an eligible corporation for an applicable fuel charge year would
be:

e Determined for each applicable province in which the eligible corporation had
employees in the calendar year in which the fuel charge year begins, and

e Equal to the number of persons employed by the eligible corporation in the
province in that calendar year multiplied by a payment rate specified by the
Minister of Finance for the province for the corresponding fuel charge year.

The CRA will automatically determine and pay the tax credit amount to eligible
corporations.

Mutual fund corporations

The budget deems a corporation (that might otherwise qualify as a mutual fund
corporation) not to be a mutual fund corporation if the corporation is controlled by or for the
benefit of one or more members of a “corporate group” (i.e., persons or partnerships, or
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combinations of persons or partnerships that do not deal with each other at arm’s length —
“specified persons”) that owns shares of the corporation having a fair market value in
excess of 10% of the fair market value of all the issued and outstanding shares of the
corporation. The rule does not apply if the corporation was incorporated not more than two
years earlier, or if the aggregate fair market value of the shares of the corporation owned
by specified persons does not exceed $5 million.

This amendment would apply to taxation years that begin after 2024.
Synthetic equity arrangements

The budget modifies an anti-avoidance rule in the synthetic equity arrangements rules that
results in the denial of the dividend received deduction in circumstances where there is a
compensation payment to the counterparty to the arrangement. Specifically, the budget
removes the so-called “tax-indifferent investor exception” to this anti-avoidance rule that
denies the dividends received deduction on a share in respect of which there is a synthetic
equity arrangement. This amendment applies to dividends received on or after January 1,
2025.

Manipulation of bankrupt status

The budget removes the exception to the debt forgiveness rules for bankrupt corporations
(but not for individuals) and the loss restriction rule applicable to bankrupt corporations. As
a result, the general rules that apply to other corporations whose commercial debts are
forgiven would apply to bankrupt corporations, as would other relief available for insolvent
corporations. These changes apply to bankruptcy proceedings that are commenced on or
after April 16, 2024.

Clean economy incentives
Clean Electricity investment tax credit

The budget provides additional details on the Clean Electricity investment tax credit, which
allows eligible entities to claim 15% of the capital cost of eligible property. The budget
includes new information on which entities and property are eligible for the credit, the
associated labour requirements and potential repayment obligations, among other details.
In general, the Clean Electricity investment tax credit would apply to eligible property that is
acquired and becomes available for use on or after April 16, 2024 and before 2035,
provided it has not been used for any purpose before its acquisition, and was not part of a
project that began construction before March 28, 2023.

The eligibility requirements for the Clean Electricity investment tax credit are long and
complex, and discuss many special situations. Very generally, the credit is available to
taxable Canadian corporations, provincial and territorial Crown corporations, and
corporations owned by municipalities or Indigenous communities and pension investment
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corporations. Eligible property owned by a partnership may also be eligible for the credit.
The equipment eligible for the Clean Electricity investment tax credit includes:

e Equipment used to generate electricity from solar, wind, or water energy
e Concentrated solar energy equipment

e Equipment used to generate electricity, or both electricity and heat, from nuclear
fission

e Equipment used for the purpose of generating electricity, or both electricity and
heat, solely from geothermal energy

e Equipment that is part of a system used to generate electricity, or both electricity
and heat, from specified waste materials

e Stationary electricity storage equipment
e Equipment that is part of an eligible natural gas energy system

e Equipment and structures used for the transmission of electricity between
provinces and territories.

In order to qualify for this tax credit at the 15% rate, taxpayers must meet the proposed
labour requirements that apply to other related clean economy credits. Further, a taxpayer
can only claim one credit for a particular expenditure that is also eligible for other clean
economy credits (except for the Atlantic investment tax credit in certain situations).

Clean Technology Manufacturing investment tax credit

The budget extends the Clean Technology Manufacturing investment tax credit to
businesses engaged in polymetallic extraction and processing, effective for property that is
acquired and becomes available for use on or after January 1, 2024.

Among other changes, the budget modifies eligible expenditures to include investments in
eligible property used in qualifying mineral activities that are expected to produce primarily
qualifying materials at mine or well sites, including tailing ponds and mills located at these
sites (i.e., eligible property must be used or be expected to be used for activities in which
50% or more of the financial value of the output comes from qualifying materials). The tax
credit could generally be subject to recapture when, within a 10-year period following its
acquisition, it is converted for use in a non-qualifying activity.

Electric Vehicle Supply Chain investment tax credit

The budget announces the government intends to introduce a new 10% Electric Vehicle
Supply Chain investment tax credit on the cost of buildings used in key segments of the
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electric vehicle supply chain, for businesses that invest in Canada across the following
supply chain segments:

e Electric vehicle assembly

e Electric vehicle battery production

e Cathode active material production.
International tax changes
Withholding for non-resident service providers

The budget provides that the CRA may waive the requirement for a person who pays a
non-resident for services provided in Canada to withhold 15% of the payments and remit it
to the CRA, over a specified period, provided that:

e The payments are exempt from Canadian income tax because of a tax treaty
between the non-resident’s country of residence and Canada or are exempt
income from international shipping or from operating an aircraft in international
traffic, and

e The conditions established by the CRA are met.

This proposal would allow the CRA to waive the withholding requirement on multiple
transactions with a single waiver. This measure would come into force on royal assent of
the enacting legislation.

Crypto-Asset Reporting Framework

The budget implements the Crypto-Asset Reporting Framework (CARF) developed by the
OECD. Crypto-asset service providers that are resident in Canada or carry on business in
Canada will be required to report annually to the CRA for each Canadian resident and non-
resident customer and each crypto-asset, the annual value of specified crypto-asset
transactions. Reportable crypto-assets would exclude central bank digital currencies and
specified electronic money products required to be reported under the Budget 2024
amendments to the Common Reporting Standard (CRS). Crypto-asset service providers
will also have to obtain and report information on each of their customers, including
information on natural persons who exercise control over customers that are corporations
or other legal entity.

Common Reporting Standard
The budget amends the CRS to:

¢ Include specified electronic money products and central bank digital currencies
which are not covered by the CARF
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¢ Require that additional information be reported for financial accounts and account
holders

e Strengthen the due diligence procedures financial institutions are required to follow

e Remove Labour-Sponsored Venture Capital Corporations (LSVCC) from the list of
non-reporting financial institutions and treat a non-registered account held in an
LSVCC as an excluded account provided that annual contributions to the account
do not exceed US$50,000, and

e Provide that the anti-avoidance provision of the CRS applies to where it can
reasonably be considered that the primary purpose of a practice or an
arrangement is to avoid an obligation of any person under the CRS.

The CARF and the amended CRS would apply to the 2026 and subsequent calendar
years, with the first reporting and exchange of information under the CARF and amended
CRS to take place in 2027 for the 2026 calendar year.

Pillar One, Pillar Two and Digital Services Tax

The budget reaffirms Canada’s commitment to Pillar One. However, in view of delays in
implementing the Pillar One multilateral treaty, the budget reiterates the government’s plan
to enact a digital services tax, which is currently before Parliament in Bill C-59. The Digital
Services Tax would begin to apply for calendar year 2024, with that first year covering
taxable revenues earned since January 1, 2022.

The budget also reiterates the government’s intention to introduce Global Minimum Tax
legislation in Parliament to implement Pillar Two.

Indirect tax changes
Extending GST relief to student residences

The budget allows universities, public colleges, and school authorities to effectively qualify
for the 100% GST Rental Rebate for new qualifying purpose-built rental student housing
projects. The budget also relaxes the rebate conditions for new student housing provided
by universities, public colleges, and school authorities that operate on a not-for-profit basis
to allow these entities to claim the rebate for any new student residence that they acquire
or construct, provided it is primarily for the purpose of providing a place of residence for
their students.

These measures apply to student residences that begin construction after September 13,
2023 and before 2031, and that complete construction before 2036.
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Tobacco tax

The budget increases the tobacco excise duty rate by $4 per carton of 200 cigarettes,
effective April 17, 2024. The rate will increase as follows:

e Cigarettes (per five cigarettes or fraction thereof) — Increase to $0.92883 (from
$0.82883)

e Tobacco Sticks (per stick) — Increase to $0.18576 (from $0.16576)

e Manufactured Tobacco (per 50 grams or fraction thereof) — Increase to $11.61031
(from $10.36032)

e Cigars — Increase to $40.43121 per 1,000 cigars plus the greater of $0.14533 per
cigar and 88% of the sale price or duty-paid value (from $36.07829 per 1,000
cigars plus the greater of $0.12968 per cigar and 88% of the sale price or duty-paid
value).

The budget notes that cigarettes held by certain manufacturers, importers, wholesalers and
retailers at the beginning of April 17, 2024 would be subject to an inventory tax of $0.02 per
cigarette (subject to certain exemptions) to account for the $4 increase. Taxpayers would
have until June 30, 2024 to file a return and pay the cigarette inventory tax.

Vaping product tax

The budget increases the vaping product excise duty rate, effective July 1, 2024. This
proposed increase would also apply to the additional duty imposed in respect of
participating jurisdictions under the coordinated vaping product taxation framework. The
rate will increase as follows:

e Non-participating jurisdictions — $1.12 per 2 ml or fraction thereof for the first 10
ml of vaping substance in the vaping device or immediate container, and $1.12 per
10 ml or fraction thereof for amounts over the first 10 ml.

e Participating jurisdictions — $2.24 per 2 ml or fraction thereof for the first 10 ml of
vaping substance in the vaping device or immediate container, and $2.24 per 10
ml or fraction thereof for amounts over the first 10 ml.

Currently, the excise duty rates are $1 per 2 ml or fraction thereof for the first 10 ml of
vaping substance in the vaping device or immediate container, and $1 per 10 ml or fraction
thereof for amounts over the first 10 ml for both participating and non-participating
jurisdictions.

Page 12 of 18



TaxNewsFlash — Canada April 16, 2024
2024 Federal Budget Highlights No. 2024-17

Other tobacco and vaping product taxation changes
The budget proposes other tobacco and vaping product taxation changes, including to:

e Provide a new prescribed limit of up to 2500 grams of packaged raw leaf tobacco
for importation for personal use, and amend the definition of “packaged”, effective
on the first day of the month following royal assent to the enabling legislation

e Allow the CRA to share confidential information for the purposes of the
administration or enforcement of the Tobacco and Vaping Products Act, effective
upon royal assent to the enabling legislation

e Require tobacco prescribed persons to file information returns for tobacco excise
stamps, effective on the first day of the month following royal assent to the
enabling legislation

e Authorize the CRA to specify the brands of tobacco products for export that are
exempted from the special excise duty and marking requirement, effective on the
first day of the month following royal assent to the enabling legislation.

GST/HST on face masks and face shields

The budget repeals the temporary zero-rating of certain face masks or respirators and
certain face shields under the GST/HST, effective for supplies made on or after May 1,
2024.

Fuel, alcohol, cannabis, and tobacco sales tax framework

The budget provides additional flexibility to Indigenous governments seeking to exercise
tax jurisdiction on their lands. Specifically, the amendments would enable Indigenous
governments to enact a value-added sales tax, under their own laws, on fuel, alcohol,
cannabis, tobacco, and vaping (FACT) products within their reserves or settlement lands.

Administrative changes
Charities and qualified donees

The budget modifies the operation of the rules for registered charities and other qualified
donees. Among other changes, the budget proposes to allow the CRA to communicate
certain official notices digitally to charities. The budget also removes the requirement that
donation receipts contain certain information (e.g., the place of issuance of the receipt).
These proposed legislative amendments generally apply upon royal assent.
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Non-compliance with information requests

The budget includes several amendments to the information gathering powers in the
Income Tax Act.

First, the budget gives the CRA the authority to issue a notice of non-compliance to a
person where the Minister believes that the person has not complied with a requirement to
provide assistance or information. A person who receives a notice may, within 90 days of
receiving the notice, request in writing that the Minister review the notice. Within 180 days
of receiving the request to review the notice, the Minister must confirm, vary or vacate the
notice, and must vacate the notice if the Minister determines that the notice was
unreasonable or that the person had already reasonably complied with the request for
assistance or information. After the person receives notification of the Minister’s decision,
the person may, within 90 days, apply to a judge to review the Minister’s decision. While a
notice is outstanding, the person served with the notice is liable for a penalty of $50 for
each day of non-compliance, to a maximum of $25,000. Also, if a notice related to a
taxpayer is issued to the taxpayer or to a person who does not deal at arm’s length with the
taxpayer, the normal reassessment period for the relevant taxation years of the taxpayer is
suspended.

In addition, the budget allows the Minister to include in a requirement or notice for
information or documents under the Minister's general audit power, the Minister's domestic
requirement power, or the Minister’s foreign-based information or document requirement
power, an explicit requirement that the person provide any answers to questions,
information or documents sought by the Minister orally, under oath or affirmation, or by
affidavit.

Further, the budget gives the Minister the power to seek a compliance order from the Court
for the alleged failure to comply with a requirement for foreign-based information or
documents. Previously, the Minister had the power to seek a compliance order in relation
to requests under the Minister’s general audit power and domestic requirement letters, but
not for requests for foreign-based information or documents.

The budget also introduces a new penalty where the Minister obtains a compliance order
against a taxpayer. The penalty is 10% of the aggregate tax payable by the taxpayer for
the relevant taxation years, if the tax payable for one of the taxation years to which the
compliance order relates is $50,000 or more. Previously, the primary consequences of
non-compliance with a compliance order was a contempt order.

The budget expands the circumstances in which a taxpayer’s normal reassessment period
is suspended where a taxpayer or non-arm'’s length person contests a Minister’'s
requirement for documents or information by way of an application for judicial review or in
other circumstances. The normal reassessment period will be suspended where:

e A taxpayer or non-arm’s length person contests a requirement for information or
documents under the Minister’s general audit power

Page 14 of 18



TaxNewsFlash — Canada April 16, 2024
2024 Federal Budget Highlights No. 2024-17

e The period during which a person contests a requirement for foreign-based
information or documents

e The period during which a taxpayer or non-arm’s length person contests a notice of
non-compliance; and,

e The period during which a notice of non-compliance remains outstanding (as noted
above).

Finally, the budget gives the Minister the explicit power to require the provision or delivery,
in a reasonable manner and within a reasonable period of time and without costs to the
Minister, of documents or information. This change applies both for domestic and foreign-
based information requests.

The budget makes similar changes to other taxation statutes, including the Excise Tax Act.
These changes would come into force on royal assent of the enacting legislation.
Avoidance of tax debts

The budget expands the circumstances in which there will be joint and several, or solidary,
liability (under section 160 of the Income Tax Act) where property of a tax debtor is
transferred to a non-arm’s length transferee. The rules in section 160 will now apply where
there has been a transfer of property from a tax debtor to another person, as part of the
same transaction or series of transactions there is a separate transfer of property from a
person other than the tax debtor to a person that does not deal at arm’s length with the tax
debtor, and one of the purposes of the transaction or series is to avoid joint and several, or
solidary, liability. If these conditions are met, the property transferred by the tax debtor will
be deemed to have been transferred to the ultimate non-arm’s length transferee.

In addition, the existing penalty for those who engage in, participate in, assent to, or
acquiesce in what the budget calls “section 160 avoidance planning” is expanded to
include the new circumstances described above. Moreover, a taxpayer who participates in
such avoidance planning will be jointly and severally, or solidarily, liable for the full amount
of the avoided tax debt, including any amounts retained by a planner that facilitated such
planning.

The budget makes similar changes to other taxation statutes, including the Excise Tax Act.

This rule applies in respect of a transaction or series of transactions that occurs on or after
April 16, 2024,

Reportable and notifiable transactions penalty

The budget amends the general provision that subjects a person who fails to file or make a
return liable for a penalty up to $25,000, imprisonment, or both. Specifically, the budget
removes from the scope of this provision the failure to file information returns under the
reportable transactions rules (in section 237.3 of the Income Tax Act) and the notifiable
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transactions rules (in section 237.4 of the Income Tax Act) because these two sets of
mandatory disclosure rules already contain specific penalties.

This amendment would be deemed to have come into force on June 22, 2023.
Other administrative changes
The budget also announces specific administrative changes, including:

¢ New investments to simplify tax services and deliver benefits and services through
modern technologies that are designed to meet the evolving needs of Canadians

e The piloting of new automatic filing services (SimpleFile Digital and SimpleFile by
Paper) in summer 2024.

Consultations

The budget announces that the government intends to launch several new consultations
including on:

¢ A new tax on residentially zoned vacant land
e Expanding access to alternative financing products, like halal mortgages

o A CRA tool to complement the existing strategies of financial institutions to verify
borrower income for mortgages.

e R&D and intellectual property retention (a second phase of consultations),
including exploring how Canadian public companies could be made eligible for the
enhanced Scientific Research and Experimental Development credit.

Previously announced tax changes

The budget confirms that Finance intends to proceed with certain previously announced tax
measures, as modified by recent consultations and deliberations. These measures include:

Clean Hydrogen investment tax credit

e Clean Technology Manufacturing investment tax credit
e Concessional loans

e Short-term rentals

e Canadian journalism labour tax credit

e GST/HST joint venture election
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e Enhanced (100%) GST Rental Rebate to qualifying co-operative housing
corporations

e Proposals relating to the Underused Housing Tax

e Enhanced (100%) GST Rental Rebate for purpose-built rental housing
e Carbon Capture, Utilization, and Storage investment tax credit

e Clean Technology investment tax credit

e Enhancing the reduced tax rates for zero-emission technology manufacturers
e Employee Ownership Trusts

¢ Retirement Compensation Arrangements

e Intergenerational Business Transfers

e Alternative Minimum Tax

e Tax on Repurchases of Equity

e Modernizing the General Anti-Avoidance Rule

e Global Minimum Tax (Pillar Two)

o Digital Services Tax

e Excessive Interest and Financing Expenses Limitations

e Revised Luxury Tax draft regulations to provide greater clarity on the tax treatment
of luxury items

e Transfer pricing

¢ Dividend Received Deduction by Financial Institutions
e Substantive Canadian-controlled private corporations
e Hybrid mismatch arrangements.

In the budget, the government also reaffirms its commitment to move forward as required
with other technical amendments.

Page 17 of 18



TaxNewsFlash — Canada April 16, 2024
2024 Federal Budget Highlights No. 2024-17

We can help

Your KPMG adviser can help you assess the effect of the tax changes in this year’s federal
budget on your personal finances or business affairs, and point out ways to realize any
benefits or ease their impact. We can also keep you abreast of the progress of these
proposals as they make their way into law.

kpmg.ca
iniy o

Contact Us | KPMG in Canada Privacy Policy | KPMG On-Line Privacy Policy | Legal

Information is current to April 16, 2024. The information contained in this TaxNewsFlash-Canada is of a general nature and is not
intended to address the circumstances of any particular individual or entity. Although we endeavour to provide accurate and timely
information, there can be no guarantee that such information is accurate as of the date it is received or that it will continue to be accurate
in the future. No one should act upon such information without appropriate professional advice after a thorough examination of the
particular situation.

© 2024 KPMG LLP, an Ontario limited liability partnership and a member firm of the KPMG global organization of independent member

firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved. The KPMG name
and logo are trademarks used under license by the independent member firms of the KPMG global organization.

Page 18 of 18


https://home.kpmg.com/ca/en/home.html
https://home.kpmg.com/ca/en/home/misc/contact-kpmg.html
https://home.kpmg.com/ca/en/home/misc/privacy.html
https://home.kpmg.com/ca/en/home/misc/privacy.html
https://home.kpmg.com/ca/en/home/misc/legal.html
https://www.linkedin.com/company/kpmg-canada
https://twitter.com/KPMG_Canada
https://www.youtube.com/KPMGCanada
https://plus.google.com/+KpmgCa

	Att 2 - 2024 Canadian Federal Budget - KPMG Canada
	2_ca-2024-federal-budget-highlights
	2024 Federal Budget Highlights




