	
  

Budget 2014 Earns Silver Medal
Balanced budget in sight
The latest federal budget earned a silver medal from the Chartered Professional
Accountants of Canada (CPA Canada) with the organization adopting a rating
system appropriate for an Olympic year.
The government continues to employ fiscal restraint and remains on target to
achieve a balanced budget by 2015-16. The deficit is projected to decline to
$2.9 billion for 2014-15, and a surplus of $6.4 billion is projected for 2015-16.
Because of lingering economic uncertainty, the government’s focus has been a
multi-year incremental approach to balancing its books. This approach is
welcome: spending should not increase until it is clear that the budget is
balanced and additional funds are available. Canada’s economy remains
unsettled, and the timing of a return to economic strength is by no means
assured.
CPA Canada applauds the government’s approach to use expenditure controls
rather than increasing the tax burden on Canadians. Strengthening its own
finances better positions the government to help grow the Canadian economy. A
solid fiscal base provides greater flexibility.
This budget does not impose any significant personal or corporate tax increases.
Below we summarize some of the key changes in Budget 2014 and their impact
on Canadians and Canadian businesses.
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Protecting the Tax Base
Combatting domestic tax avoidance and evasion
Budget 2014 introduces numerous measures designed to improve the integrity of
the tax system and protect the tax base. These measures include:
• Extending the income splitting rules applying to income of minor children so
these rules apply to trust and partnership income from business or rental
property
• Eliminating the tax benefits of donations made under gifting tax shelter
arrangements
• Providing Canada Revenue Agency (CRA) with more power to prevent
potential abuse of registered charities by state supporters of terrorism
• Giving CRA the power to register businesses for GST/HST where they fail to
self-register as required

Eliminating graduated rate taxation for trusts and estates
Following on consultations in 2013 on graduated rate taxation for trusts and
estates, the federal government will proceed with proposals to apply flat top-rate
taxation to testamentary trusts (other than estates for their first 36 months) and to
inter vivos trusts created before June 18, 1971. Testamentary trusts will have to
have a calendar taxation year-end; those that do not have one will have a
deemed year-end on December 31, 2015 (estates with a 36-month period that
ends after 2015 will have a deemed year-end on the end date of the 36-month
period).
These changes come with the elimination of a series of other tax preferences for
trusts and estates. These changes will not apply testamentary trusts created for
the benefit of disabled persons.

Combatting international tax avoidance and evasion
Anti-avoidance rules
Budget 2014 imposes measures to combat international tax evasion and
avoidance, including:
• Anti-avoidance measures to (a) address the inappropriate use of back-to-back
loans; (b) prevent derivative “insurance swap” arrangements; and (c)
eliminate the 60-month exemption from the deemed residence rules for nonresident trusts
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New rules to address avoidance of Canadian tax through the inappropriate
use of foreign regulated banks
New rules to prevent the inappropriate use of offshore captive insurance
companies
Measures to promote the exchange of tax information through the negotiation
tax treaties, tax information exchange agreements and other
intergovernmental agreements.

Consultations on Canada’s international tax system
Budget 2014 announces a series of upcoming consultations in line with Canada’s
support for and participation in the Base Erosion and Profit Shifting project of the
Organisation for Economic Co-operation and Development. These include:
• Consultations on the intergovernmental agreement signed with the United
States in February 2014 that enables automatic tax information exchange
under the U.S. Foreign Account Tax Compliance Act (30-day comment
period)
• Further consultations on possible anti-treaty shopping rules (60-day comment
period)
• Broad-based consultations on specific questions related to the international
tax planning of multinational enterprises, cross-border threats to Canada’s tax
base, and Canada’s tax competitiveness (120-day comment period).
CPA Canada encourages efforts like these to maintain the integrity of the tax
base. CPA Canada will work closely with the Department of Finance Canada and
CRA to ensure that actions in this area are properly targeted and do not cause
unintended consequences for international competitiveness of Canadian
businesses and investors.

Not-for-profit Organizations
Consultations on activities of NPOs
The government proposes to review whether the preferential taxation of not-forprofit organizations is properly targeted and not open to potential abuses.
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Measures for Small Businesses
Reducing red tape
Budget 2014 recognizes that entrepreneurs need a framework of low taxes and
minimal red tape so they can focus on growing their businesses. The government
commits to delivering lower taxes and less red tape once the budget is balanced.
The budget announces that Canada Revenue Agency (CRA) will undertake
national consultations every two years on ways it can improve services and
reduce red tape for small businesses, with the next round to occur in the fall of
2014.
Budget 2014 takes limited action toward these ends. Proposed actions for small
businesses include:
• Reducing the remittance thresholds for employer source deductions, thereby
reducing the number of remittances made annually by affected small
businesses
• Introducing electronic filing for charities’ tax returns and applications for
registration
• Opening consultations on the potential benefits of extending access to the
GST/HST joint venture election to more joint venture participants.
In Budget 2014, the federal government has foregone an opportunity to
significantly reduce red tape across the tax system. CPA Canada continues to
encourage the government to consider adopting Standardized Business
Reporting, more specifically, XBRL. Businesses would see reduced compliance
time and costs while the government would benefit from improvements in the
efficiency and accuracy of data collected.

Toward a Simpler Tax System
Simplifying the “eligible capital property” rules
Budget 2014 notes that CPA Canada and others have called for simplified tax
depreciation for intangible property (such as goodwill, licenses, franchises) by
creating a new capital cost allowance class (CCA) for such property. These rules
would replace the existing tax regime for eligible capital property. A 5 percent
CCA rate is proposed for the new Class. We applaud the federal government’s
plans to release draft legislation for consultation in this regard.
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Comprehensive approach needed to reduce tax complexity
To help Canadians keep up with the status of new tax proposals as they make
their way into law, the federal government plans to enact legislation to require the
government to annually table in Parliament a list of the government’s outstanding
tax measures.
This and other measures in this budget show that the government recognizes the
impact of tax complexity on Canadian businesses and the economy. But in the
final analysis, Budget 2014 does not propose any comprehensive approach to
the problem. Canada’s complex tax system is a barrier to jobs, growth and longterm prosperity. The Fraser Institute pegged tax compliance costs for taxpayers
and businesses in 2011 at up to $25 billion – representing 1.4 per cent of
Canada’s GDP.
The House of Commons Standing Committee on Finance has endorsed CPA
Canada’s recommended two-stage approach to tax simplification. First, CPA
Canada continues to urge the government to set up an independent office that
would advise on short-range actions aimed at easing legislative and
administrative complexity of Canada’s tax system. Second, the government
should consider creating an expert panel to explore major structural changes to
the tax system over the long term.

Productivity and Growth
Support for research and innovation
Budget 2014 acknowledges the need to do more to harness innovation and
translate knowledge into marketable products and services. Over the next five
years, the federal government proposes to commit over $1.6 billion to support
research and innovation, largely through direct grants to research institutions.
The federal government also plans to modernize Canada’s framework for
protecting intellectual property and bring it in line with international practices.
While these steps are welcome, CPA Canada believes that enhanced tax
incentives are needed to encourage businesses to conduct more R&D and
commercialize innovation in Canada, as the fiscal situation permits. For example,
other countries encourage the commercialization of innovation through “patent
box” regimes, which reduce taxes on profits earned from such activities.
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Compared to research grants, a patent box regime would do more to spur the
growth of innovative businesses, create value-added jobs, and help Canadian
businesses compete for foreign investment capital.

CCA reform – Greater commitment needed
Budget 2014 expands eligibility for accelerated CCA for clean energy generation
and energy conservation equipment in Class 43.2.
While this change is welcome, we encourage the government to make a greater
commitment to ongoing CCA reform. With the current pace of technological
change and shortening business life cycles, CCA rates should be reviewed for all
classes of equipment so that they correspond to the true economic life of the
asset. Updating CCA rates would encourage manufacturers to invest in the most
modern, productivity-enhancing equipment, and thus enhance their
competitiveness in a global economy.

Personal Tax Measures
Estate donations
Changes are proposed that will offer greater flexibility for charitable donations of
estates on death.

Targeted tax credits versus broad-based relief
In Budget 2014, the federal government continues to opt to ease the personal tax
burden through tightly targeted measures. Among other things, expenses eligible
for the adoption tax credit are increased, and a new targeted tax credit is
introduced for search and rescue volunteers.
CPA Canada supports the goal of reducing the personal tax burden on
Canadians. However, such specific tax measures add unneeded complexity to
the tax system. The simpler alternative would be to provide broader-based tax
relief (for example, through lower personal tax rates) as Canada’s fiscal situation
permits.
About CPA Canada
CPA Canada is the national organization established to support unification of the Canadian
accounting profession under the Chartered Professional Accountant (CPA) designation. It was
created by the Canadian Institute of Chartered Accountants (CICA) and The Society of
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Management Accountants of Canada (CMA Canada) to provide services to all CPA, CA, CMA
and CGA accounting bodies that have unified or are committed to unification. As part of the
unification effort, CPA Canada and the Certified General Accountants Association of Canada
(CGA-Canada) are working toward integrating their operations. Unification will enhance the
influence, relevance and contribution of the Canadian accounting profession both at home and
internationally.

