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Looking ahead, a national offset market will also be an important step towards meeting Canada’s 
international commitments under Article 6 of the Paris Agreement. Article 6 of the Paris 
Agreement enables countries to voluntarily cooperate with each other to achieve emissions 
reductions through both the transfer of national carbon credits (Article 6.2 & 6.4) as well as 
through non-market approaches (Article 6.8), such as technology transfer and financing. Failure 
to implement the national frameworks required to meet these commitments risks Canada’s 
standing as an international leader on climate change and GHG reductions, and potentially 
jeopardizing access to capital that flows from these opportunities. 

Ultimately, the goal of any national offset market must be incentivizing national and international 
investment in GHG reduction and sequestration technologies and programs, while also 
encouraging cooperation on achieving national and international emissions targets.  

Recommendations 

That the Government of Canada: 

1. Advance an economy-wide, sector agnostic, national GHG offset credit system based on 
consultations with industry, Indigenous partners, and provincial and territorial governments; and 

2. Ensure alignment with existing offset credit systems, including provincial systems, to create 
consistency between jurisdictions, and to ensure compatibility with the anticipated rollout of 
Article 6 of the Paris Agreement.  

 



 

127 

 

 

 

 

 

 

 

 

 

Finance & Taxation



 

128 

Add Lithium to the List of Qualifying Mineral and Metals 
Under the Income Tax Act  
Description 

With economic development potential similar to oil and gas, and spin-off benefits to value-added 
manufacturing and service industries, untapped lithium resources present an important new 
industry to Alberta. By repurposing existing oil and gas infrastructure and expertise, Alberta will be 
able to grow an economically diverse opportunity with minimal environmental impact.   

Background 

In 2018, the International Energy Agency (IEA) made a prediction that had the potential to disrupt 
the auto industry: by 2030, there would be nearly 125 million electric vehicles owned by people 
around the world, they said.113 That was a significant increase compared to the 3.1 million electric 
vehicles globally owned in 2017. Electric vehicles and other electronics require lithium-based 
energy storage products. One source of lithium is found in the brine of salt flats. In order to obtain 
this lithium, holes are drilled into the flats to pump the brine to the surface. This allows lithium 
carbonate to be extracted through a chemical process.  

Canada has known lithium spodumene (hard rock) resources in Quebec, Ontario and Manitoba. 
While Canada has only started to understand its inventory of lithium brine resources, it is evident 
that lithium dissolved in subsurface brines in western provinces present a unique and elegant 
opportunity for economic development in jurisdictions with existing oil and gas infrastructure and 
expertise. Lithium enriched brines occur within certain reservoirs which historically have been 
tapped for oil and gas. Industry estimates suggest lithium is present in globally competitive 
quantities in these deep reservoirs and that Canada’s expertise in resource development could 
be applied to compete globally in the growing lithium market (Battery Metals Association of 
Canada, 2019).114 

The Income Tax Act, Canada (the Act), as it is currently written precludes companies developing 
lithium brine mining projects from issuing flow-through shares (FTS) which is a means of securing 
financing for the mining, development and production of lithium-based products. In order to be 
able to issue FTS for financing purposes, the issuing corporation must be a principal-business 
corporation.   

  

 
113 1 https://www.cnbc.com/2018/05/30/electric-vehicles-will-grow-from-3-million-to-125-million-by-2030-
iea.html 
114 2 https://www.bmacanada.org/wp-content/uploads/2022/04/AB-Li-Supply-Chain-Summary-
Report_CLA_Final-1.pdf  
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Subsection 66(15) of the Act provides the relevant definitions that apply for the purpose of the 
issuance of FTS. The constraining issue that precludes lithium mining companies from being 
considered a Principal-Business Corporation is the absence of the term ‘lithium’ from paragraph 
(f.1) of this definition.   

Recommendations 

That the Government of Canada:  

1. Amend the definition of the term “mineral”/ “mineral resource” in subsection 248(1) of the Act to 
add the term “lithium” to the list of qualifying minerals and metals.   

2. As per sub-paragraph 248(d)(ii) the following should be included in the list of qualifying 
principal minerals extracted: “lithium and its derivatives, including lithium carbonate, lithium 
hydroxide and lithium chloride”.  
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Restore the Integration of Corporate and  
Personal Income Tax   
Description 

A fully integrated income tax system, as stated by the Carter Commission Report, would avoid 
double taxation under the corporate income tax system and the private income tax system, while 
ensuring that there is relative indifference between earning income through a Canadian 
corporation, by salary or by dividend. It would also address other distortions in Canadian taxation.  

Background 

The Royal Commission on Taxation, better known as the "Carter Commission", conducted its 
comprehensive review of the Canadian income tax system over 50 years ago in 1966, rendering 
its report to Canadians in 1972. The Carter Commission Report introduced, among other 
recommendations, the concept that income should be taxed at the same rate regardless of 
whether it was earned in a corporation or personally. This concept has become known as the 
concept of "tax integration" of the personal income tax system (PIT) and the corporate income tax 
system (CIT). To accomplish this objective the Canadian Income Tax Act has various tax 
integration mechanisms. In effect what this means is that the Canadian personal and corporate 
income tax systems are integrated to yield the same overall tax liability regardless of the structure 
used to earn the income, which, in theory, should not influence a taxpayer's decision as to 
whether the income should be earned personally or through a corporate structure. These tax 
integration mechanisms have two major components.  

The first relates to active corporate income, also called active business income (ABI). There are 
two stages of taxation of corporate earned business income. For a   Canadian   Controlled   
Private Corporation (CCPC) that earns active business income that qualifies for the small 
business deduction (SBD) there is a low rate of corporate tax charged, which is currently 11% 
(combined federal and provincial rates) in Alberta. That same income, if earned personally, would 
be taxed at 48% in Alberta at top personal marginal tax rates. How is this remaining 37% of tax 
charged to maintain integration? The dividend tax credit mechanism achieves the first element of 
integration at the PIT level. When a dividend is paid to the shareholder it is "grossed-up" to a 
taxable dividend and the taxpayer pays tax at full personal marginal tax rates but receives a 
dividend tax credit more or less equal to the tax the corporation originally paid. As a result (in 
theory) the overall tax rate is the same and tax integration is achieved.  

The second tax integration mechanism relates to passive or investment income earned in a 
corporation. In this case the objective is to ensure that there is no tax benefit to earning 
investment income in a corporation by paying a lower rate of tax. This is accomplished by taxing 
the investment income earned by the corporation at high rates, in past years about the same as 
would be paid by an individual earning the income directly.  
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However, in this case, part of the tax is allocated to the refundable dividend tax on hand 
(RDTOH) account with this amount being refunded to the corporation at a prescribed dollar rate 
for every dollar of taxable dividends paid to a (human) shareholder. Theoretically, this amount is 
passed to the shareholder to be taxed under the PIT system thereby again achieving tax 
integration.  

Under these mechanisms, personal income tax returns allow taxpayers to gross-up their dividend 
income and then apply a tax credit to adjust the amount of taxes payable. The rates of gross-up 
and credit were initially set to achieve the full integration of CIT and PIT for small businesses. 
Since its creation in 1972, the dividend tax credit as well as statutory corporate tax rates have 
changed. As a result, in some years there has been over-integration for small business in the 
sense that the dividend credit was generous enough to reduce the combined tax on dividend 
income below that on other income. With the provinces levying differential rates of corporate tax 
on small business, and with federal and provincial surtaxes, the situation has become more 
complex. At present there is consistent over-integration throughout the provinces, with the 
departures from full integration being most significant for investment income earned by a 
corporation.  

The most recent changes to the Income Tax Act, Canada (the Act) have resulted in dramatic and 
punitive changes with the way CCPC's are taxed on active and investment income earned. The 
result has been the absolute decimation of the Carter Commission's objective of integration of the 
CIT and PIT as we have witnessed the under-integration of all forms of income distributed from a 
corporation grow dramatically from mere tenths of a percentage point to approximately 10% per 
cent in the 2021 taxation year. As recently as 2012, the disparity between earning $1,000 of 
investment income in a corporation versus earning the same $1,000 personally was a mere 
$17.20 of additional tax paid.'  

Today that same disparity has grown to $35.40, a 106% increase in the associated tax cost.  

The value of a fully integrated income tax system, as stated by the Carter Commission Report, is 
to avoid double taxation under the CIT and PIT   while ensuring that there is relative indifference 
between earning income through a Canadian corporation, by salary or by dividend.   The   full 
integration of the CIT and PIT has the further benefit of eliminating another non -neutrality of the 
existing corporate income tax in Canada, the distortion of incorporation decisions. Without full 
integration, the combined taxation of corporate source income exceeds the taxation of 
comparable unincorporated businesses.  

1 See Appendix A for a full comparison of the 2012 integration tables to the 2021 integration 
tables.  
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Recommendations 

That the Government of Canada: 

Undertake a full review of the integration mechanisms that currently exist within the Act, including, 
but not limited to: CIT rates for active small business, general and investment income; the 
additional tax on investment income earned in a corporation; the PIT dividend gross-up 
mechanism; and, the PIT dividend tax credit; the CIT RDTOH rates; eligible dividend PIT rates; 
non-eligible dividend PIT rates; and, PIT rates. 

That upon completion of this review, the Department of Finance amend the applicable rates and 
provisions of the Act to ensure the restoration of tax integration as recommended by the Carter 
Commission Report. 
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Reducing the Cost of Working Through Reform to 
GIS Thresholds 
Description 

Labour shortages, already a pressing issue for Canadian businesses before the COVID-19 
pandemic, are growing and new ones emerging. Yet Canada’s Guaranteed Income Supplement 
(GIS) program clawbacks are creating barriers to labour market participation for many 
employable older adults by discouraging the pursuit of income exceeding set values to qualify for 
GIS. This is increasing labour market pressures, negatively impacting quality of life and limiting 
Canada’s potential economic output. 

Background 

Canada’s retirement income system (RIS),115 which includes GIS, functions on many of the 
assumptions that we had decades ago. Though some reforms recently have been introduced, 
innovation to Canada’s RIS programs has been slow, especially in light of the evolving economic, 
demographic, social and labour market context. Research posits that a lack of integrated political 
decision-making, regulation and research is restricting RIS innovation.116   

When Canada’s public pension programs were designed over 50 years ago, the average age of 
the population was under 30. We’re now on average over 40-years-old and living longer. About 
23% of the working age population will be 65 years or older by 2024. Between 2021-2024, 
Canada will lose about 600,000 workers as people age and exceed 65-years-old, lowering the 
share of the population participating in labour markets.117 

Further, many Canadians now face personal financial uncertainty.118 Forty years ago, almost half 
of working Canadians had some form of pension coverage. Today, only about one-third do. 
Faced with living longer and fewer savings, worries about “inadequate savings for retirement, 
outliving their money, and affording health services that are not universally guaranteed (such as 
long-term care)”119 are more prevalent. 

 
115  Canada’s retirement income system is federally-administered publicly funded, and contains three pillars: 
1) Old Age Security (OAS) and the Guaranteed Income Supplement (GIS); 2) the Canada and Quebec 
Pension Plans (C/QPP); and, 3) tax-deferred and other private savings and workplace pensions. 
116  
https://static1.squarespace.com/static/5c2fa7b03917eed9b5a436d8/t/5e41c25873b8a7233f398b72/1581367
901417/Improving-Canada-s-Retirement-Income-System-Setting-Priorities_final.pdf 
117  https://thoughtleadership.rbc.com/squeeze-play-higher-wages-alone-wont-solve-canadas-labour-
shortage-problem/ 
118  https://www.cpacanada.ca/en/news/features/2021-11-04-labour-shortage 
119  
https://static1.squarespace.com/static/5c2fa7b03917eed9b5a436d8/t/5e41c25873b8a7233f398b72/1581367
901417/Improving-Canada-s-Retirement-Income-System-Setting-Priorities_final.pdf 
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What is concerning is that while Canada is experiencing a declining labour force and Canadians 
are facing increasing costs of living and inadequate savings for retirement, research120,  shows 
features of Canada’s public retirement income system have significant work and income earning 
disincentives for older workers. The greatest impact is on recipients of Guaranteed Income 
Supplement (GIS), a government program intended to support low income seniors. 

Basic Old Age Security (OAS) is a monthly payment available to all Canadian residents aged 65 
and over. GIS is based on income and is available to low income OAS recipients. A single senior 
qualifies for GIS if their income is below $19,464; couples qualify if their combined income is 
below $46,656.  

These thresholds are meant to provide “floors” to keep people out poverty. To provide greater 
context for GIS thresholds, in Alberta, for example, the thresholds to meet “low income status” for 
Alberta’s Community Housing Program are much higher: $25,500 to $43,000 (bachelor, 2021), 
depending on where you live.121 This represents the minimum income required to meet basic 
needs in different municipalities throughout Alberta. 

What is discouraging low earning seniors from saving for retirement and taking employment is 
that GIS benefits are reduced or clawed back for other income earned, including employment and 
self-employment income, above $5,000 per year. For earnings between $5,000 and $15,000, GIS 
will be reduced by 50 cents for every dollar of income received.122 

Further, because GIS is based on previous year’s income, the effect of earning additional income 
can be experienced for up to two years. For example, if an individual receiving GIS earns other 
income over $5,000 in 2020, the GIS for that year is clawed back after they file their 2020 taxes 
and they will continue to lose the monthly benefit amount until they file their 2021 tax return 
showing no additional income. Although GIS is paid retroactively for qualifying years, the loss of 
GIS income for an entire year can have significant impact on quality of life during that time period.  

In addition, other provincial income supplements, and health and basic needs programs are also 
restricted if the individual earns income. Although these individuals are in need of additional 
income to meet basic living expenses, the risk of losing benefits creates a major disincentive for 
earning additional income through part-time employment. 

  

 
120  Ibid. 
121  https://open.alberta.ca/dataset/423df5de-6562-4b06-9ccb-596e9d130bb5/resource/1128ae16-d050-
4a98-860c-2e503d84a677/download/sh-2021-income-threshold.pdf 
122  https://www.canada.ca/en/services/benefits/publicpensions/cpp/old-age-security/guaranteed-income-
supplement/apply.html#h2.2-3.1  
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Reform of GIS clawback mechanisms to incentivize older workers to participate in the labour 
force aligns with recommendations from the Melbourne-Mercer Global Pension Index (MMGPI), 
which benchmarks and ranks retirement income systems across the world. In 2019, MMGI made 
three recommendations for improvement to Canada’s RIS. One of those is: “Increase labour force 
participation rates at older ages as life expectancy increases.”123,  

When Canadians work longer there are numerous benefits to the economy and workplaces:  

• Modeling shows that the impact to Canada could be substantial in terms of extra labour 
supply and real output and would result in a substantial increase in living standards.124,  

• Studies show that 1) older workers’ accumulated knowledge, leadership skills and high 
job match quality contribute to high productivity; and, 2) since experience is a key 
element in the commercialization aspects of innovation, an older workforce may increase 
this dimension of innovative capacity.125 

• More seniors working drives economic growth and generates tax revenue for 
government. 

Recommendations 

That the Government of Canada: 

1. Work with provincial and territory governments, industry and academia to create a modern 
framework for RIS that includes undertaking a comprehensive review of the GIS income 
thresholds and claw back rates to allow for higher earnings exemptions and income thresholds.  

2. Ensure reform encourages and allows as much participation as possible in the workforce for 
GIS recipients, helps these individuals stay out of poverty, and allows them to maintain or 
improve their standard of living. 

 

 
123  
https://static1.squarespace.com/static/5c2fa7b03917eed9b5a436d8/t/5e41c25873b8a7233f398b72/1581367
901417/Improving-Canada-s-Retirement-Income-System-Setting-Priorities_final.pdf 
124  https://www.ic.gc.ca/eic/site/eas-aes.nsf/vwapj/SRIsr02.pdf/$FILE/SRIsr02.pdf 
125  https://www.ic.gc.ca/eic/site/eas-aes.nsf/vwapj/SRIsr02.pdf/$FILE/SRIsr02.pdf 
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Addressing Rural Physician Shortages Using Tax Deduction 
Incentives 
Description 

Nationwide, rural Canadians are facing critical shortages in family physician care. As of 2019, 
14.5% of Canadian’s did not have access to a regular health care provider. This shortage has 
occurred due to many intersecting variables that when combined, leave a void in the health care 
system. The family physician represents continuity of care in the health world, most often being 
the quarterback of records, evaluation, follow up and follow through. With 18% of Canadians 
living in rural communities being served by just 8% of the countries physicians there exists a large 
gap in our healthcare availability. In southwest Nova Scotia’s western region alone, over 7,000 
individuals currently find themselves without a family doctor.  

Background 

The landscape of family medicine has changed over the years. Many graduates seek hybrid 
positions when entering the workforce instead of establishing a full-time family practice. Hybrid 
positions are mixed with hospitalist, emergency room and locum hours, where doctors see 
patients, but in an environment of urgent, temporary care, instead of over the lifetime of the 
patient. The appeal seems to be the front-line nature of the work, coupled with the decrease in 
the overhead costs of maintaining an office. As a result, a large percentage of graduates are only 
taking 80% FTE in family practice, meaning that fewer graduates are available to fill family 
physician vacancies. As well, retiring physicians (carrying upwards of 3,000 patients) are being 
replaced with new doctors who need time to onboard new patients, taking approximately 1 year to 
onboard a targeted 1,300 patients, well below the retiring doctor’s built-up list.  

To exacerbate the problem further, rural areas historically have a more difficult time attracting 
doctors. Most doctors are looking for regions that are in or near urban centers and amenities. 
This has created a significant void in all rural areas of Canada. The result is 18% of Canadians 
who call rural areas home are being served by only 8% of our country’s practicing physicians. 
Statistics Canada reported in 2019 that 14.5% of Canadians aged 12 and older did not have a 
regular health care provider.126 

There is no doubt that people without access to comprehensive health care management are 
more likely to develop more serious healthcare issues through lack of early interventions, 
ultimately costing the taxpayer more. 

  

 
126 https://www150.statcan.gc.ca/n1/pub/82-625-x/2020001/article/00004-eng.htm 
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Also recent changes to the Income Tax Act eliminated the value of family trusts, which most 
doctors had in place for their families. It is estimated that in 2019, doctors paid an additional $8 
million in provincial income tax due to these changes just in Nova Scotia (Doctors Nova 
Scotia).127  

These variables create the need to offer strategic incentives.  

Recommendations 

That the Government of Canada: 

1. Implement a “Rural Physician Tax Deduction” into the Federal Income Tax Act to mimic the 
Northern Residents’ Tax Deduction, which is already implemented.  

2. Tailor the tax deduction to mimic the Northern Residents’ Tax Deduction which is applied 
through identification of specific areas in the North to compensate for isolation and higher living 
expenses. The tax system lists towns and cities that correspond with a pre-established level of 
deduction per day, which increases as the towns become further north or more isolated. In the 
rural physician scenario, physicians could be awarded tax deductions based on how far the rural 
town is from an urban medical center. The Federal deduction could be translated through to a 
Provincial deduction, causing the participating Province to alleviate tax as well.  

3. Apply as a tax deduction, not a tax credit. As a tax deduction, the impact gives doctors tax 
savings in the higher tax brackets. It is important to note that doctors graduating with high tuition 
loans appreciate the ability to put earnings towards debt instead of tax.  

4. Award all rural physicians this credit, not just new doctors. Retention is less expensive than 
recruitment. 

 
127 
https://www.cfp.ca/content/66/1/31#:~:text=People%20in%20rural%20areas%20face,provincial%20levels%2
0to%20provide%20direction. 
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Equitable Tax Distribution Policy to Assist Canadian 
Municipalities 
Description 

Municipalities nationwide continue to bear the brunt of the pandemic after providing a key role in 
Canada’s response. Besides carrying the majority of infrastructure funding, they continue to face 
pressures surrounding a myriad of issues including housing, public transit, public safety, and the 
opioid crisis. These are issues that affect the lives of residents and business owners, yet the 
financial resources and legislative abilities provided to municipalities to find local solutions receive 
limited support. A formal review is needed with all ‘partners’ to find a way to create a fairer 
distribution plan to ensure the needs of Canadians are met through local solutions that can 
promote business confidence and economic prosperity.  

Background 

To paraphrase a quote from Mississauga’s legendary mayor Hazel McCallion: ‘The feds have all 
the money, the provinces have all the legislative authority, and the cities have all the issues.’  

This observation draws attention to the fact that the 3,573 municipalities across Canada’s  
10 provinces and three territories are responsible for the construction, operations, and 
maintenance of nearly 60% of the country’s public infrastructure yet receive only 12 cents of 
every tax dollar to cover these costs. They are ‘community builders’ who have very few options – 
other than property taxes and user fees which are regressive - to collect revenue to pay for these 
services.  

There are additional potential revenue options for municipalities, such as development charges 
which do not often cover the full costs of urban growth and these new developments, or they 
could receive a share of fuel, sales, and income taxes, which are not provided by all provinces128.  
However, due to the pandemic and the role municipalities played in responding with economic 
relief and instituting public health measures - factoring in a drop of revenues like user fees - many 
are now looking at unanticipated deficits which they cannot manage since by law they must 
approve balanced operating budget and are now relying on provincial and federal support to 
cover shortfalls129.  

It could also be assumed that both the federal and provincial governments may also be facing 
their own shortfalls, considering there is a consolidated (federal, provincial, territorial) gross debt, 
according to the fiscal year ending March 2021, of $1.4 billion130.  

 
128 ‘Fair taxes and municipal revenues’ – CUPE, May 27, 2019 https://cupe.ca/fair-taxes-and-municipal-
revenues 
129 ‘Let’s empower municipalities’ – Policy Options, June 9, 2021 https://bit.ly/3PPuZgr 
130 ‘Canadian public debt’ – Wikipedia https://bit.ly/38yKRmz 
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However, a recent analysis of government finances conducted by Desjardins indicated these two 
levels of government saw improvements in their 2021-22 deficit estimates due to higher inflation 
and growth.  

As a result, by the end of the 2022-23 fiscal year, six provinces (as well as three in 2021-22) are 
expected to have budget surpluses131. But how these funds have been used may vary.   

Even with the Canada Community-Building Fund (formerly known as the Gas Tax Fund) in place 
to transfer funds to municipalities of all sizes, estimated at more than $2 billion annually for local 
priorities132, it may not be sufficient to deal with a growing number of issues facing municipalities 
today. 

While calls for an overhaul of our current tax system, which has not been reviewed since 1967, 
from various groups including the Canadian Chamber of Commerce continuing, this could be 
viewed only the first step towards a much larger review.  

Municipalities, which are not recognized in the Constitution Act, 1867, and were established 
under provincial/territorial authority, need to be granted more legislative controls to assist them in 
ensuring they can provide the best local solutions to create economically healthier communities in 
order to create a solid base for businesses to succeed.  

Recommendations 

That the Government of Canada: 

Work with provincial and municipal governments to review funding mechanisms to ensure 
municipalities have the ability to fund needs, including providing physical and social infrastructure 
that can assist in setting the stage for a robust and vibrant economic path that can help 
businesses to flourish. This formal review should include tax point transfers to provinces and 
direct funding to municipalities.  

  

 
131 National Union of Public and General Employees, March 10, 2022 https://bit.ly/3x3b2v9 
132 ‘Federation of Canadian Municipalities’ https://bit.ly/3t9hUEK 
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Returning Carbon Tax Proceeds to SMEs  
Description 

Canada has a minimum price for carbon emission. In provinces without their own pricing system 
a federally imposed and administrated carbon tax is collected. However, the approx. 10% of 
proceeds that the federal government committed to return to SMEs and the M.U.S.H sector133 
under this system have not been returned beyond fiscal 2019-20. Impacted businesses have lost 
the ability to utilize these resources for emission reduction actions that could have spared them 
an ongoing, escalating tax burden while also experiencing inflation on the costs of such projects 
because of inexplicable government delay. The government needs to be accountable for its 
commitments regarding the collection and distribution of this tax.       

Background 

The federal carbon pricing system has two parts: a federally imposed and administrated carbon 
tax is charged on a suite of combustible fuels (gasoline, diesel, natural gas, etc.), known as the 
fuel charge and a performance-based system for industries, known as the Output-Based Pricing 
System. 

The federal backstop can apply in part or in whole, for any province whose own climate change 
strategy does not conform with federal standards. Provinces have moved in and out of various 
aspects of the federal system since its launch. Currently, the federal fuel charge applies in 
Ontario, Manitoba, Yukon, Alberta, Saskatchewan and Nunavut. The federal Output-Based 
Pricing System applies in Manitoba, Prince Edward Island, Yukon, Nunavut, and partially in 
Saskatchewan. 

When the federal government imposed carbon pricing it committed that no funds collected would 
be retained by the federal government. A system has been developed and has been returning 
approximately 90% of direct proceeds from the carbon tax to residents in applicable jurisdictions. 
However, the other 10% of proceeds have not been returned since the pause of the Climate 
Action Incentive Fund (CAIF) program in 2020.  

To originally return the 10% of carbon tax proceeds not returned to residents, the federal 
government created the CAIF program. Launched in May 2019, the CAIF was originally allocated 
up to $218 million over 2 years, sourced from 2019-2020 fuel charge proceeds, to be delivered in 
the eligible jurisdictions.134 

  

 
133 https://www.canada.ca/en/environment-climate-change/services/climate-change/carbon-pollution-pricing-
proceeds-programming/climate-action-incentive-fund.html  
134 https://www.canada.ca/en/environment-climate-change/services/climate-change/pricing-pollution-how-it-
will-work/greenhouse-gas-annual-report-2020.html 
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In the CAIF program, the money was designated through two streams: the MUSH Retrofit stream 
which provided funding to municipalities, universities/colleges, schools and hospitals to help them 
make energy efficiency improvements and retrofits to reduce energy use, costs and carbon 
pollution135; and the SME Project stream which provided support to small and medium-sized 
enterprises (SMEs) for retrofit projects in sectors such as building, transportation, industry, waste, 
agriculture and more.136. As of March 31, 2021 approximately $95 million of the adjusted 
allocation of $213 million was committed through the CAIF program.137 

Canadian companies in certain jurisdictions have been put at a competitive disadvantage not 
having access to carbon tax proceeds compared to provinces with self-administered systems. 
This problem is escalating because while the federal government has not returned the carbon tax 
proceeds, businesses have not engaged in the emission reduction activities that the proceeds 
were intended to fund, which has led to them paying carbon tax on emissions they could have 
reduced if given access to the resources. Additionally, the federal government has continued to 
escalate the carbon tax, impacting the resources a business has available for emissions 
reduction projects. Finally, inflation over the last couple years has significantly driven up the cost 
of emission reductions activities which the federal government should have made the funding 
available for sooner.  

Since the federal government’s decision to pause the CAIF program, it has been sharing a new 
policy direction. Through various announcements, including federal Budget 2022, the 
Government of Canada has indicated that the approximately 10% of carbon pollution pricing fuel 
charge proceeds returns not returned to households will be returned to farmers, Indigenous 
peoples, and emissions-intensive, trade exposed small and medium-sized enterprises (EITE 
SMEs).  

Budget 2022 announced that Environment and Climate Change Canada will be responsible for 
administering approximately $1.6 billion in carbon pollution proceeds returns to EITE SMEs in 
applicable jurisdictions. There is an expectation that funds would flow starting in fiscal year 2022-
23 (which ends March 31, 2023) but no program details or timelines have been made available. 
This budget is significant, it will take some time for businesses to understand, plan appropriately, 
and implement this opportunity. Capacity issues will be a considerable concern in some 
jurisdictions, particularly with the limited scope of applicants available under the revised policy 
direction.  

  

 
135 https://www.canada.ca/en/environment-climate-change/services/climate-change/carbon-pollution-pricing-
proceeds-programming/climate-action-incentive-fund/municipalities-universities-schools-hospitals.html 
136 https://www.canada.ca/en/environment-climate-change/services/climate-change/carbon-pollution-pricing-
proceeds-programming/climate-action-incentive-fund/small-medium-enterprises-project-stream.html 
137 https://www.canada.ca/en/environment-climate-change/services/climate-change/pricing-pollution-how-it-
will-work/greenhouse-gas-annual-report-2020.html 
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Further to this, federal programs with excessively limited or narrow scope for fund accessibility 
pull exploratory administration resources from a company without success, driving down future 
enthusiasm for engagement with government programs, a prime concern given the much broader 
eligibility of the previous program.  

It is also unfortunate that given current indications, many SMEs that pay carbon tax through their 
business operation will not be able to access any return of it. Nevertheless, the federal 
government can still take action to address these concerns to ensure a prompt utilization of these 
dollars to introduce greater environmental benefits. 

Recommendations 

That the Government of Canada: 

1. Commit to return all carbon tax proceeds beyond those already being returned to households 
to applicable jurisdictions through a promptly available, broadly accessible program.    

2. Implement a program that allows eligible businesses to access the carbon tax proceeds 
without burdensome conditions, overly onerous reporting requirements or unnecessary 
information requests. The federal government needs to be a partner to business by making the 
process simple.   
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Creating a New RRSP Business Investment Plan 
Description 

Many Canadians have extensive savings in their Registered Retirement Savings Plan (RRSP) 
that they can currently access, tax-free, for means other than retirement such as purchasing a 
home, or to finance full-time training or education under the Lifelong Learning Plan. This 
opportunity to withdraw RRSP funds tax-free should be expanded to include starting a new 
business, purchasing an existing business, or investing in growing an entrepreneur’s business. 

Background 

Raising capital to start or invest in growing a business is always a challenge. The COVID-19 
pandemic has made this even more challenging for businesses, particularly for small and medium 
sized businesses. In fact, a growing number of SMEs report that they either cannot take on more 
debt or do not know if they can138, . Coupled with rising labour costs and inflation, this limits their 
ability to invest in growing their business.  

Many of these Canadian entrepreneurs have significant investments in registered retirement 
products that are not growing or growing very slowly as the economy recovers. Despite being 
available for other investment measures or education, those that want to use that capital to buy or 
start a new business are currently locked out from using their own savings from doing so.   

Canada’s RRSP is a hallmark savings available to Canadians to help plan for retirement. In both 
Canada and abroad, it is not uncommon for governments to allow citizens to borrow from their 
retirement savings in order to purchase or finance homes, businesses, or other necessary 
expenditures.  

In Canada, the most well-known example of borrowing from retirement savings for other purposes 
is the Home Buyers' Plan (HBP). The HBP allows individuals to withdraw from their RRSPs to 
purchase or build a qualifying home for themselves or for a related person with a disability. Under 
the current rules, the federal the HBP allows first-time buyers to use up to $35,000 from their 
RRSPs to make a down payment on a home. Amounts withdrawn under the HBP must be repaid 
on a non-deductible basis to an RRSP over a period not exceeding 15 years, beginning the 
second calendar year following the calendar year in which the withdrawal was made. Any amount 
that is not repaid in a year will be included in the individual’s income for that year.  

Similarly to the HBP, the opportunity to use RRSP savings to start a new business, purchase a 
business, or invest in growing an existing business should be available to Canadians.  

 
138 1. https://chamber.ca/news/new-survey-shows-no-relief-from-rising-costs-for-businesses-ahead-of-boc-
rate-announcement-canadian-chamber-of-commerce/  
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In the United States, the Internal Revenue Service (IRS) allows individuals to borrow from their 
401(k) accounts to help capitalize a new business endeavour139. The IRS rules allow individuals 
to borrow the lesser amount of: 

• $50,000; or 

• Half of your vested balance. 

For example, if an individual has $80,000 in their 401(k) account, the maximum they could borrow 
in a calendar year is half of that balance—$40,000. Let’s say they borrow $10,000 from their 
401(k) in January of the calendar year. After that, they find that they need more money in July. In 
July, they can borrow a maximum of $30,000. 

A similar approach could work in Canada, but more akin to the current HBP wherein the 
withdrawal would be a one-time opportunity up to a maximum amount.  

Furthermore, the scope of borrowing from an RRSP for a business investment would need to 
proactively exclude the ability to use the funds to pay off any business debt and/or refinance an 
existing business. There are a sufficient number of credit vehicles available to small businesses 
to refinance their operations. If a business is unable to secure refinancing through a lending 
institution and can only rely on their RRSP for refinancing, then public policy should not allow the 
withdrawal due to the precarious financial state of the business.  

Many Canadians have a significant amount of capital in their RRSPs that could be used to help 
them finance the purchase of a new or existing business. Even though it is technically currently 
possible to use RRSP assets as security for a loan, the tax consequences are quite severe which 
leaves that capital stranded instead of being put to a more productive use.  

The Canadian Chamber would strongly urge the government to also ensure that there are built-in 
mechanisms to protect from misuse or disingenuous investments. This must include risk 
mitigation for scenarios where a business defaults, and ensure that only business owners or 
business partners are able to invest RRSP funds.   

Canada’s economy cannot grow – and Canadians cannot look forward to improvements in their 
standard of living – without higher levels of private-sector investment. We have an opportunity to 
accelerate that process by allowing Canadians to borrow from their own savings in order to help 
accelerate this process. 

  

 
139 2. https://www.irs.gov/retirement-plans/retirement-plans-faqs-regarding-loans#1  
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Recommendations 

That the Government of Canada: 

Allow Canadians looking to start a new business, buy an existing business, or invest in growing 
their existing business to withdraw one time up to $100,000 tax-free from their RRSPs provided 
they repay, on a non-deductible basis, the amount withdrawn over a period not exceeding 15 
years, beginning the second calendar year following the calendar year in which the withdrawal 
was made. Any plan that allows the use of RRSPs for business investment must have built-in risk 
mitigation scenarios that account for business failures/defaults, and against any abuse or 
disingenuous investment.  

  



 

146 

Flow Through Shares for Innovation Companies 
Description 

Innovative companies have difficulty accessing capital and investment and could benefit 
significantly from flow-through-shares if permitted. 

Background 

A flow-through share (FTS) is a tax-based financing incentive that is available to, among others, 
the mining and resource sectors. An FTS is a type of share issued by a corporation to a taxpayer, 
pursuant to an agreement with the corporation under which the issuing corporation agrees to 
incur eligible development, research and innovation expenses in an amount up to the 
consideration paid by the taxpayer for the shares. 

The company incurs expenditures that flows through to the investor. The investor gets a 
deduction for the expenditures flowed through. This results in tax savings, with larger savings for 
those in the upper tax brackets. Also, the cost base of the investment is reduced by the amount 
deducted. As such, on the sale of the shares, the investor has a capital gain – capital gains are 
only ½ taxed. So, a more or less full deduction for the cost at 100%, with capital gain (at 50%) on 
the sale. 

The “Canada as a Global Leader in Venture Capital Financing” resolution of the Canadian 
Chamber of Commerce also calls for the use of flow-through-shares for technology companies as 
it has generated billions of dollars in revenue for Canadian mining exploration.  

Innovative companies invest significantly in technology and R&D and would benefit greatly from 
the ability to offer flow-through-shares and generate much needed capital.  

Some of these companies leave Canada for the United States and other markets due to 
inadequate investment in Canada. Flow Through Shares would incent investors to invest the 
much needed private capital into these commercially viable and scalable companies.  

The extension of flow-through shares for these companies should be looked at in the context of 
the Canadian Chamber of Commerce's call for a Royal Commission on Taxation in Canada. 

Canada should extend flow-through-shares to ensure our most innovative companies have 
access. 
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Recommendations 

That the Government of Canada: 

Amend the Tax Code to permit flow-through-shares for innovation companies. 
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Exempt Spouses from Tax on Split Income 
Description 

Allowing Canadian-controlled private corporations (CCPC’s) to split income would create 
consistency within the treatment of income taxes. It would also support the success and enhance 
the growth of small businesses, especially family-based businesses. 

Background 

Historically, owners of Canadian-controlled private corporations (CCPC’s) have been able to split 
income with family members by paying dividends on CCPC shares owned directly, or indirectly 
through a Family Trust, to family members including spouses and children. Up until 2000, this 
strategy was available to small business owners with respect to the payment of dividends to all 
family members including minor children10, most often via the use of a Family Trust. The 
objective, and result, was the mitigation of the overall tax burden of the small business owner by 
being able to utilize the low marginal rates of tax for all family members by having these dividends 
taxed in the hands of family members rather than all in the hands of the small business owner. 

In 2000, the Department of Finance introduced legislation to ensure that any dividends paid to a 
minor child (either directly or indirectly) would be taxed in the hands of the minor at the highest 
marginal rate, thus frustrating access to the child’s low marginal tax rates. These changes were 
colloquially referred to as the “kiddie tax” but specifically represented the first efforts of the 
Department of Finance with respect to introducing a “tax on split income” (TOSI). In the Budget 
releases following the 2000 introduction of the “kiddie tax” the government expanded the reach 
and application of TOSI by including not only dividends received by a minor from a related private 
corporation, but also capital gains realized on the sale of shares of a CCPC to a non-arm’s length 
purchaser, rents realized on real property owned by a non-arm’s length party as well as interest 
on debt issued to related parties. At the time, adult children and spouses were not subject to the 
reach of the “kiddie tax” rules as these were specific to minor children. 

On July 18, 2017, the reach of the TOSI rules changed dramatically with the release of the Liberal 
government’s White Paper on the Taxation of CCPC’s. This White Paper formed the basis for 
legislation announced in the 2018 Budget that sought to treat certain adult children and spouses 
in the same manner as minor children with respect to the receipt of dividends and other sources 
of income received from a CCPC. The TOSI rules are very complex and problematic for business 
owners and their advisors in that they specifically eliminate any opportunity for a CCPC to 
remunerate spouses of “principal” shareholders of certain businesses with dividends or other 
sources of income. Because of their complexity and the selective nature of their application, it has 
become clear that, not only do the rules place certain industries (in particular service-based 
businesses) at a distinct disadvantage when it comes to tax planning opportunities, it also reflects 
a distinct gender bias as the vast majority of female spouses who have previously been provided 
with a source of independently-reported income are now viewed as wholly-dependent upon their 
male principal-shareholder spouses. 
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The application of the new TOSI rules to spouses also reflects an inconsistency in the income tax 
treatment of the individual taxpayer versus the family and, in particular, spouses. The “family unit” 
has generally been viewed as the appropriate unit of taxation as opposed to the individual. 
Generally, spouses are considered together as a couple for many income-tested benefits, 
pension income-splitting and spousal RRSP’s which highlights the inconsistent approach to 
enabling principal shareholders to share income with their spouses. Beyond the pure income tax 
considerations, family law legislation in all provinces generally will recognize that both spouses 
make equal contributions in a marriage notwithstanding there may not be direct measurable 
capital contributions to a business. Family assets may be at risk for the purposes of financing 
CCPC debt, may be used indirectly in the execution of business operations or may form the 
quantum of funds contributed for business startup. 

In addition to the shared-asset argument, spouses of principal shareholders are a critical informal 
source of support for business operations. A non-active spouse will often act as a sounding board 
and provide valuable perspective and advice to the active spouse. 

Recommendations 

That the Government of Canada: 

Immediately amend the Income Tax Act to exempt spouses from the application of the tax on split 
income legislation. 
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Driving Innovation in Canada 
Description 

As the federal government embarks on the development of an “Intellectual Property Strategy” and 
building a nation of innovators, there should be a focus on ensuring a two-pronged approach, 
through programs and tax-based mechanisms, to encourage business investment in intellectual 
property and innovation to improve productivity, economic growth, and incomes for Canadians. 

Background 

Canada currently sits 6th in the world for innovation quality and 16th in innovation overall in the 
Global IP Rankings. Another report, The Taylor Wessing 2016 Global Intellectual Property Index, 
ranks Canada as 4th overall in 2016 and at the top of Tier 2. 

A number of countries (the U.K., Belgium, Luxembourg, France, Spain, Hungary, Ireland, 
Switzerland, and China) have adopted a “patent box” tax approach which sharply reduced the 
normal corporate tax rate on income derived from the exploitation of patents. The Netherlands 
widened the policy to an “innovation box” to encompass a broader class of intellectual property. 

Many of the countries with a patent box tax regime rank above Canada on the world rankings. 
The various programs have even caught the eye of several provinces. British Columbia has had 
such a tax policy in place since 2006, Quebec included a patent box policy in its 2016 budget, 
and Saskatchewan announced a patent box tax policy in its 2017 budget. 

The reference to “box” comes from having to tick a box on the tax form that indicates this type of 
revenue is being claimed. 

The types of profits that qualify for the lower tax rate, and how acquired intellectual property is 
treated, differ significantly among countries and provinces. Additionally, the “patent box” rate 
varies considerably among nations and provinces. Finally, some countries put caps on the total 
tax relief companies can receive from patent boxes. In the case of Saskatchewan, the provincial 
government has installed time limits on the number of years of tax relief that can be attached to a 
patent. 

Given the tax advantage provided in some countries for holding intellectual property, the question 
arises whether Canada should adopt similar incentives and, if so, how should they be designed? 

For a number of years, the Canadian Chamber of Commerce and its network have been 
advocating for the implementation of an “innovation box” approach in Canada that would reduce 
the normal corporate tax rate for income derived from developing and commercially exploiting 
patented inventions and other intellectual property connected to new or improved products, 
services and related innovative processes to the benefit of Canada. These types of tax 
approaches support business investment in research and help bridge the commercialization gap. 
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An “innovation box” approach would encourage companies to locate intellectual property activity 
and the new high-value jobs associated with the development, manufacture, and exploitation of 
innovation inside Canada. If properly designed, it would promote and enhance the innovation 
capacity of sectors that leverage science and technology innovations throughout Canada. Firms 
in all sectors across Canada will have a greater incentive to adopt, commercialize or otherwise 
exploit the output of the R&D process here in Canada. 

This would drive new and sufficient economic activity and government tax revenue to more than 
offset the immediate revenue costs of the proposal. The government could also apply the savings 
that will be realized from streamlining the SR&ED tax incentive program to offset all the 
immediate revenue costs of this proposal. 

Finally, an “innovation box” approach would complement the existing SR&ED Investment Tax 
Credit program— firms would have an incentive to base their R&D activities in Canada AND to 
commercialize them in Canada. 

Quebec also funds a “My First Patent Program”. Quebec SMEs with 250 or fewer employees that 
are able to demonstrate research and development efforts completed or in part can apply for a 
non-repayable contribution of up to 50% of eligible expenses, to a maximum of $25,000 for patent 
application projects, industrial design registration or integrated circuit topography. 

Recommendations 

That the Government of Canada: 

1. Implement an “innovation box” approach to encourage more business investment in innovation 
processes in Canada. 

2. Consult with senior business leaders/technologists to define what intellectual property would 
qualify, e.g. patents, copyright, industrial design 

3. Ensure that any such regime adopted in Canada delivers the clarity and simplicity that 
encourages participation in innovation from both SMEs and large companies. 

4. Develop a Canada-wide “My First Patent” program using the Quebec model as a guideline. 
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Fair Taxable Benefit Exemptions for Employee Gift Cards 
Description 

Changes to CRA policy. 

Background 

Food and fellowship at work are often connected. After all, what’s a staff meeting without coffee 
and donuts? (Indeed, to some, they’re the only reason to show up.) Food provided by employers 
can be a vital part of important team-building exercises. 

The COVID-19 pandemic has greatly increased the prevalence of remote work – in many cases, 
employers continue to offer remote work opportunities and have made some jobs permanently 
remote in nature. The lack of in-office meetings, and the resulting lack of food provided to 
employees at those meetings, means local restaurants and bakeries in central business areas 
are suffering. 

In order to try to facilitate some of that in-person interaction over food in a remote work 
environment, and in order to spur local economic development, many employers have have been 
using coffee cards in small amounts for staff – but in doing so, they run into challenges when it 
comes to the assessment of taxable benefits for the receiving employees. 

Under current Canada Revenue Agency rules, employers can provide employees with tax-free 
social events for up to $150 per person, which includes meals and entertainment. Employers are 
looking for clarity that electronic vouchers, for coffee, meals, etc., be included in the $150 limit. It 
is not recommended that CRA dilute the existing $500 non-taxable gifts and awards policy with 
meal vouchers and coffee gift cards intended for staff events. 

Recommendations 

That the Government of Canada: 

Ensure that electronic vouchers and similar coffee/gift cards be covered under the existing non-
taxable $150 social event policy. 


