
Richardson GMP: 

Trusted. Canadian.  
Independent.
Richardson GMP is Canada’s largest 
independent wealth management firm, 
entrusted with over $26 billion in client 
assets. With offices across the country, 
we are home to some of Canada’s most 
distinguished Investment Advisors.

All Richardson GMP Advisors share 
a passion for professionalism and a 
commitment to delivering unbiased—
and unparalleled—wealth management 
solutions. 

We are proudly Canadian. Fiercely 
independent. And dedicated to earning 
and rewarding your trust as stewards of 
your wealth.

Tax & Estate Planning
As an individual investor or a business 
owner you have unique objectives and 
priorities that need to be considered.  
At Richardson GMP, your Investment 
Advisor collaborates with our in-house  
Tax & Estate Planning professionals to 
deliver customized wealth management 
solutions designed to address tax,  
estate, insurance, philanthropic and 
succession needs.

Our approach. Our expertise.  
Our experience. Our difference.

FEDERAL BUDGET  
2016

Canadians have been anticipating significant changes in tax legislation 
since the Liberal government was elected in October 2015. The party 
platform indicated that taxes would be increased for high income 
families and tax rules would be tightened for sharing or deferring income 
to reduce taxes within corporations.  

Finance Minister Bill Morneau announced the Liberal’s first federal 
budget plan on March 22, 2016 with promises of supporting Canadian 
families and a clear focus on the middle class wage earner. Subsequent 
to significant income tax rate changes implemented in January 2016, 
the budget provides a framework for larger infrastructure spending 
with deficits expected to be significant in size over the long term; 
infrastructure spending is expected to be $11.9 billion initially and a 
total of $120 billion over 10 years. This spending will be in areas of 
transit, water, as well as a large commitment to First Nations. To achieve 
this plan, the deficit is expected to be nearly $30 billion this year and 
next with another $100 billion in debt over the next five years.

Following are more details on specific budget proposals that could 
impact Richardson GMP clients and their families.

INSIGHTS FROM OUR TAX & ESTATE PLANNING PROFESSIONALS

Budget 2016 & you: 
The changes ahead
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Tax changes for individuals and families
In December 2015, the government reduced the personal tax rate for the “middle class” while increasing 
the tax rate for Canadians in the highest income tax bracket. The federal income tax rate has decreased 
by 1.5% for taxable income between $45,283 and $90,563. Individuals who earn more than $200,000 
per year will pay an additional 4% income tax with the federal tax rate increasing from 29% to 33%.

Another measure to help middle class families is the new tax-free Canada Child Benefit (CCB). Beginning 
July 2016, the CCB will provide up to $6,400 for each child under age 6 and up to $5,400 for children aged 
6-17. The CCB will replace the prior income tested Canada Child Tax Benefit and the taxable Universal 
Child Care Benefit. Only families with incomes below $30,000 per year will receive the full benefit. 

While this new benefit promises to be more generous for low and middle class families, those with higher 
income levels (generally over $150,000) will see a reduction in overall child benefits. As expected, income 
splitting for families with children under age 18 has been eliminated in the Liberal budget. 

Somewhat surprisingly, all families will be impacted by the elimination of the Children’s Fitness and 
Arts Tax Credits which will be reduced by half for 2016 and ultimately eliminated in 2017. For post-
secondary students, non-refundable Education and Textbook Tax Credits will also be eliminated in 
2017. These changes seem to indicate a preference for income tested benefits for all Canadians under 
the new regime.

Impact on retirement planning
Along with returning the maximum TFSA contribution limit to $5,500 per year, it is not surprising 
that the Liberals plan to revert the eligibility age for Old Age Security (OAS) to age 65, reversing a 
Conservative plan to transition these benefits to begin at age 67. 

While there has been much speculation about a “new” average retirement 
age for Canadians based on longevity, the Liberal government is putting 
emphasis on helping those older Canadians who need income assistance 
in their retirement. A further measure will increase the Guaranteed Income 
Supplement (GIS) by more than double for seniors in the lowest income 
bracket, perhaps easing some of the burden for families who support parents 
and grandparents.

Many were hoping for amendments to the Canada Pension Plan (CPP) 
as promised in December 2015, however no changes have yet been 
announced and consultations will continue with a goal to reach an 
agreement between federal, provincial, and territorial governments by the 
end of 2016. This could have a significant impact on those living in Ontario, 
where a provincial pension plan has been proposed. The Ontario Retirement 
Pension Plan (ORPP) would have compulsory annual contributions by 
all workers and employers without employer-sponsored pension plans in 
addition to CPP requirements.

In reaction to income tax 
and savings opportunities, it 
continues to be important to 
create a detailed financial 

plan for your family, planning 
well in advance to ensure that 

your retirement lifestyle is 
optimized and your long term 

goals are reached.

TAKE ACTION
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Tax changes for certain investments
Two significant changes have been proposed in the budget in relation to certain types of  
investment strategies.

Corporate class mutual funds
A mutual fund corporation that is a “switch fund” allows its shareholders to exchange their shares for 
another class of shares in order to change their economic exposure to a different fund of the mutual 
fund corporation. We generally refer to these funds as “corporate class” mutual funds. Typically there 
has been no tax implication at the time of the exchange of shares. Budget 2016 proposes to amend  
the Income Tax Act so that an exchange of shares that results in the investor switching between funds 
will be considered to be a disposition at fair market value for tax purposes effective September 2016. 
The new measure will not apply to switches between series of the same fund. 

Sale of linked notes
A linked note is a debt obligation that provides its holder with a return based 
on the performance of an index or reference asset which is normally unrelated 
to the business activities of the linked note issuer. These notes may also be 
referred to as principal-protected notes and principal-at risk notes

Investors who hold linked notes as capital property have used a strategy 
whereby they sell their linked notes in advance of their maturity in order for the 
taxable disposition on the appreciation in the value to be treated as a capital 
gain instead of fully taxable interest. The logic behind this strategy is that there 
is no deemed interest accrual rules that govern prescribed debt obligations 
because the maximum amount of interest is not determinable at the time of 
the sale. That is, interest can only be accrued and included in income when 
the amount can be determined, which is usually at maturity.

Budget 2016 proposes to amend the prescribed debt obligation provisions  
to deem any gain on the sale of linked notes after September 2016 to be 
interest income. 

The above proposed changes have not been finalized and will be closely monitored.  
Canadian banks are consulting to clarify, modify and/or challenge these proposed amendments.

Utilizing investment strategies 
to reduce tax is only one 

piece of your overall financial 
plan. We strongly encourage 
investors to consult with their 
professional investment and 

tax advisors to assess the 
potential impact of these 
changes on their specific 

holdings, if any.

TAKE ACTION
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Corporate tax measures
Small business deduction
The March budget introduced new changes that were directed at limiting which corporations qualify for 
certain small business benefits. 

The Conservative government had originally committed to lowering the tax rate applicable to small 
businesses to 9% in 2019. This rate is applicable to active business income up to $500,000 and 
is shared among associated corporations. The Liberal government has instead decided to defer the 
reduction and maintain the current rate of 10.5% for 2016 and future years. It is unknown as to 
whether this will be revisited in coming years.

Currently, where Canadian Controlled Private Corporations (CCPC) are considered to be members of a 
partnership, they would be entitled to their pro-rata share of the total $500,000 limit. The share would 
be based on the pro-rata share of income allocated from the partnership. Members of a partnership 
would instead incorporate a CCPC which would provide services to the partnership. This CCPC would 
have access to the full small business deduction due to the CCPC not 
itself being a member of the partnership. 

The budget has proposed extending certain definitions in the 
Income Tax Act to effectively deem the CCPC to be a member of the 
partnership by virtue of the CCPC’s shareholder or a person that doesn’t 
deal at arm’s length with the shareholder, being a member of the 
partnership. This limitation will also apply to CCPCs providing services 
to other related corporations, though a portion of the small business 
deduction can be assigned. 

In both cases there is an exemption where all or substantially all, 
typically determined to mean 90%, of the income earned is from 
providing services to other arm’s length parties.

Eligible capital property
Eligible capital property is a complex area of corporate taxation that may not apply to all business 
owners. The following is a more technical discussion of the changes.

Intangible property such as goodwill, licenses, franchises, incorporation costs and certain other rights 
considered to have an unlimited life are currently included in the eligible capital property pool in 
the amount of 75% of the original expenditure and deducted at a rate of 7% per year. The Liberal 
government has attempted to simplify the treatment of this type of property by creating instead a new 
capital cost allowance (CCA) class which will apply a 5% depreciation rate to the full expenditure 
(subject to the half year and available for use rules) of the intangible as opposed to 75% of the 
expenditure. The change will also allow up to $3,000 in incorporation expenses to be deducted in the 
year of occurrence as a current expense. 

Individuals who are members 
of partnerships and also have 
private corporations should 

consult their professional tax 
advisor to determine if these 
changes will impact them.

TAKE ACTION
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In order to transition the current eligible capital property pool to this new class, the amount currently 
remaining in the class will be moved over to the new CCA class with no gross up and depreciated at 7%. 

It should be noted that the new 5% depreciation rate is essentially the same as 7% of 75% of the 
expenditure. The difference will arise with respect to the disposal of the property which typically occurs 
during the sale of a business. Under the prior regime the disposal was effectively taxed at 50% at 
regular corporate income tax rates. In Alberta, for example, that would result in an effective tax rate on 
the sale of goodwill of 13.5%. Under the new CCA class regime, the lesser of cost or proceeds would 
be removed from the CCA class. Assuming the cost is less than proceeds as it typically is in these 
situations, you would deduct the cost from the depreciated pool. If the pool becomes negative, which 
is also likely if any CCA was claimed in the past, the negative amount becomes an income inclusion as 
recapture taxed at the full corporate rate (27% in Alberta). Any amount of proceeds that exceeds cost 
would then be treated as a capital gain included at 50% but taxed at the higher passive income rate 
including the application of refundable tax. 

This new regime will simplify the treatment of intangibles however fails to recognize goodwill is built by 
the hard work of the original owner on account of income and it is instead treated more akin to passive 
income or a gain on capital property. 

Life insurance

Distribution of life insurance proceeds

Life insurance proceeds are generally not taxable when received and when paid to a corporate life 
insurance proceeds are generally not taxable when received and when paid to a corporate beneficiary 
are added to the capital dividend account (CDA) which can be paid tax free to the corporation’s 
shareholders. In the case where a partnership is the beneficiary of the policy, the proceeds are added to 
the adjusted cost basis of the partnership units which also equates to amounts that can be returned tax 
free to the unit holder.

The budget proposed clarifying that the amount added to the CDA is the 
proceeds received less the policyholder’s adjusted cost basis attributable to 
the policy. This change will only affect recipients of proceeds that are not the 
policyholder. Previously, if the policyholder and the beneficiary were not one 
in the same, the ACB may have been ignored for the purposes of calculating 
the CDA or adjusted cost basis (in the case of a partnership) addition. This 
change applies to benefits received as a result of a death that occurs on or 
after March 22, 2016.

Transfer of life insurance policies

The Liberals have additionally proposed changes to ensure that amounts 
are not received tax free by policyholders upon the disposition of these 
policies to non-arm’s length persons (typically a corporation owned by the 
individual). This is to ensure that consideration received by the transferor 
in excess of the surrender value of the life insurance policy is included in 
the policyholder’s proceeds of disposition (and the transferee’s cost) of the 

For any business owners 
who may have transferred 

permanent insurance policies 
into their corporations before 
March 22, 2016, additional 
planning may be required in 
anticipation of lower tax-free 

capital dividends on the 
business owner’s death.

TAKE ACTION
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policy. This is to prevent the excess being withdrawn from the corporation without being accounted  
for by the transferor as part of the proceeds and then distributed by the corporation a second time as 
tax free CDA.

Note that the above changes are proposed at this time and the target of this change is individuals 
transferring policies to their operating or holding company which has been a common wealth planning 
strategy. The insurance industry will be providing feedback to the government in the ensuing weeks.

Conclusion
Some tax planners were relieved that certain measures were not introduced in the 2016 Federal 
Budget. Speculation was strong that higher taxes would be proposed for all capital gains and lower 
deductions would be available for employee stock options, but these measures were not mentioned in 
the budget. The current government has decided not to pursue legislation providing the ability to defer 
capital gains on the sale of private shares and real estate where the proceeds are donated within 30 
days of disposition. 

Restrictions on the utilization of Small Business Deduction for corporations are a continuing concern for 
business owners. 

The budget does propose measures to significantly increase resources for the Canada Revenue Agency 
(CRA) for tax compliance, monitoring and enforcement of the existing tax system. For this reason, 
ongoing diligence in tax compliance, working closely with your professional tax advisor is important. 

The material provided in this publication is intended for informational purposes only and is not intended to constitute investment, financial, legal or tax advice. 
This material does not take into account your particular situation and is not intended as a recommendation. It is for general purposes only and you should 
seek advice regarding your particular circumstance from your personal tax and/or legal advisors. This material is based upon information considered to be 
reliable, but neither Richardson GMP Limited nor its affiliates warrant its completeness or accuracy, and it should not be relied upon as such. Mar. 2016

Insurance services are offered through Richardson GMP Insurance Services Limited in BC, AB, SK, MB, NWT, ON, QC, NS, NB, PEI and NL. Additional 
administrative support and policy management are provided by PPI Partners. Richardson is a trade-mark of James Richardson & Sons, Limited. GMP is a 
registered trade-mark of GMP Securities L.P. Both used under license by Richardson GMP Limited. Richardson GMP Limited, Member Canadian Investor 
Protection Fund. 16135.03.16


