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Agenda



Capital Gain Inclusion Rate Increase



• Federal budget 2024 announced that June 25, 2024 onwards, 
the capital gains inclusion rate has increased from 50% (1/2) 
to 66.67% (2/3rds).
– Please note this is still draft legislation.

• Will cover how this impacts
– Individuals
– Trusts
– Corporations

• Other considerations
– Replacement property
– Employee stock options
– Capital gains reserve
– Increase to the lifetime capital gains exemption 

Overview



• Individuals
– Will benefit from the 50% inclusion rate on the first 

$250,000 capital gains (yearly).
– Capital gains in excess of $250,000 will be subject to the 

2/3rd inclusion rate.
• Trusts

– Subject to the 2/3rd inclusion rate for all capital gains taxed 
within the trusts.

– May distribute capital gains to individual beneficiaries to 
benefit from the 50% inclusion rate on the first $250,000.

• Corporations
– Subject to the 2/3rd inclusion rate on all capital gains after 

June 25, 2024.

Capital gains realized on or after 
June 25, 2024



Other considerations:

• Replacement property rules
– Replacement property election filed prior to June 25, 

2024 will result in the taxpayer being subject to the 
2/3rd income inclusion rate upon the eventual sale of 
the replacement property. 

• Employee stock options

– Higher taxes may be payable on Canadian-controlled 
private corporation (CCPC) shares where the shares 
were acquired prior to June 25, 2024 but sold at a 
later point. 

Capital gains realized on or after 
June 25, 2024



Other considerations:
• Capital gains reserve

– Capital gains brought into income in 2025 onwards 
will be subject to the 2/3rd income inclusion rate.

• Reserves are brought into income on the first day of each 
taxation year.

• Increase to the lifetime capital gains exemption 
(LCGE)
– Qualifying dispositions on or after June 25, 2024 will 

be subject to the increased LCGE - $1,250,000. 
– Relevant for qualified small business corporation 

(QSBC) shares or qualified farm or fishing property 
(QFFP).

Capital gains realized on or after 
June 25, 2024



Capital gains realized on or after 
June 25, 2024



Corporate capital gain flow-
through rate



Alternative Minimum Tax (AMT)



• Increase federal AMT rate from 15% to 
20.5%.  
– In most provinces provincial AMT rate is a % of 

the federal rate.  
• Changes to the calculation of Alternative 

Taxable Income (“ATI”)
• Increase to basic minimum tax exemption 

from $40,000 to approx. $173,000 in 2024.  
AMT will only apply to ATI if it is higher than 
$173,000

Summary of AMT Changes



Comparison of some of the 
proposed changes

v Assuming the deduction under paragraphs 110(1)(d) or 110(1)(d.1) applies. 
vi Other than expenses incurred to earn commission income



Daniel realizes a capital gain of $3M on 
shares of a QSBC and can claim his lifetime 
capital gains exemption(“LCGE”) on $1M.  

Note- all examples for AMT are based on a sale prior to June 24, 2024. 
Inclusion rate increase and the increase in the LCGE are not considered for the 
purpose of the AMT presentation. 

Example 1 – Capital gains eligible 
for LCGE



Ordinary rules:
• Taxable capital gain is $1.5M and after Daniel claims a net 

deduction of $500,000 as his LCGE.  
AMT - Old
• The gain otherwise sheltered by Daniel’s LCGE is included in 

ATI at a rate of 30%.  
• However, the $2,000,000 capital gain not sheltered by 

Daniel’s LCGE will be included in his ATI at a rate of 80%. 
AMT - New
• The gain otherwise sheltered by Daniel’s LCGE is included in 

ATI at a rate of 30%.
• The $2,000,000 capital gain not sheltered by Daniel’s LCGE 

will be included in his ATI at a rate of 100%. 

Example 1 – Capital gains eligible 
for LCGE



These numbers don’t include provincial AMT.

Example 1 – Capital gains eligible 
for LCGE



Example 2 – Taxation of stock 
options and donation of securities

Caroline exercises an employee stock 
option and acquires shares of a publicly 
listed company with a value of $1M (nominal 
strike price) and disposes of these shares to 
a registered charity (a qualified donee).  



Ordinary rules:
• Taxable employment benefit of $1M, claim the stock option 

deduction and claim the deduction for the gain on the donated 
securities. 

AMT - Old
• ATI is equal to 40% of the stock option deduction in her 

income (i.e. $200,000 = $500,000 * 40%) and claim the 
deduction for the gain on the donated securities bringing her 
ATI to nil.

AMT - New
• ATI is equal to the value of the stock option less 70% so that 

the stock option inclusion is 30% or $300,000 and will not 
receive a deduction for the gain on the donated securities.  

Example 2 – Taxation of stock 
options and donation of securities



Example 2 – Taxation of stock 
options and donation of securities



• Trust borrows funds to invest (i.e. 
prescribed rate loan planning).  

• Trust earns $100,000 of investment 
income and deducts $30,000 of interest 
incurred to earn the investment income.  

• Remaining income is distributed to 
beneficiaries as an income distribution.

• Trust receives a deduction for the 
distribution.  

Example 3 – Trusts with loans to 
earn property income



Ordinary rules:
• Trust would not be subject to taxes 
AMT - Old
• Trust would not be subject to taxes 
AMT - New
• If the Trust cannot claim the AMT exemption*, 

the Trust will be subject to tax as the interest 
deduction is reduced to 50% under the 
proposed AMT rules.

* Only GRE and QDTs can claim the AMT exemption

Example 3 – Trusts with loans to 
earn property income



Example 3 – Trusts with loans to 
earn property income



Ordinary rules:
• The capital gain realized on the donation of shares 

is not taxable. Sarah can claim the full donation 
tax credit and carryforward any unused amount.

AMT - Old
• The capital gain realized on the donation of shares 

is not taxable. Sarah can claim the full donation 
tax credit and carryforward any unused amount.

AMT - New
• Sarah’s ATI for AMT purposes will include 30% of 

the capital gain and the donation tax credit will be 
reduced by 50%.  

Example 4 – Donations of public 
company shares



Example 4 – Donations of public 
company shares



Residential Property Flipping
(Federal)



• New rules on “Flipped Property” -Flipped property means a housing 
unit of taxpayer (other than property that qualifies as inventory), 
located in Canada that was owned by the taxpayer for less than 365 
consecutive days prior to the disposition of the property. 

• Exemptions include:
– Death of taxpayer or a person related to the taxpayer;
– A related person becoming a member of the taxpayer’s household or the 

taxpayer becoming a member of the household of a related person;
– Divorce/separation (if living apart for at least 90 days prior to the disposition);
– Concern about personal safety of the taxpayer or a person related to the 

taxpayer;
– Disability or liability or illness of the taxpayer or a person related to the taxpayer;
– An eligible relocation of the taxpayer or the spouse or common-law partner;
– Insolvency of the taxpayer; or
– Destruction or expropriation of the property.

Residential property flipping



• Apply to dispositions occurring on or after Jan 1, 2023.
• Even if property is held for over 365 days, CRA can still deny 

the principal residence exemption (PRE) and the capital gains 
treatment in certain cases. 
– (Facts & Intent often comes to play)

• Flipped property rules are extended to assignment sales 
(under 12 months).

• If taxpayer realizes a gain from flipped property:
– Taxpayer is deemed to carry on business that is an adventure or 

concern in the nature of trade with respect to the flipped 
property,

– Property is deemed to be inventory, not capital property,
– No PRE is available, and
– Profit is business income rather than a capital gain and any 

business losses are denied.

Residential property flipping



Related party transfers and unintended situations:
• No exceptions/continuity rules from the application of the 

flipped property rules. 
• Flipped property rules may apply in certain unintended 

situations where:
– Section 85 tax deferred transfer.
– An amalgamation or windup.
– Principal residence distributed by a trust to the beneficiary at cost and the 

beneficiary then disposes of the property within 365 days of the distribution. 
– Principal residence of an individual transferred to the individual’s estate 

upon death and the estate disposes of the property within 365 days unless 
the estate is related to the deceased (note spousal relationships end upon 
death).

• Review fact pattern for properties sold within 365 days of 
ownership.

• Additional CRA audit activity for recent property sales.

Residential property flipping



Residential Property Flipping
(BC)



• Residential Property (Short-Term Holding) Profit Tax Act.
• Referred to as BC flipping tax.

• Introduced in the BC government’s 2024 budget to impose 
tax on sale of properties owner for less than 730 days. 

• 20% additional tax applied on the net taxable income. 
• Applicable on sales January 1, 2025 onwards.

Overview 



• If a person (an individual, corporation, partnership or trust) sells or 
disposes of a taxable property on or after Jan 1, 2025.

• Net taxable income from a disposition within 730 days of the purchase 
subject this this additional tax

• Net taxable income = POD – ACB – cost of improvements. This calculation is 
independent of the ITA. 

• Taxable property- beneficial interest in a residential property or a right 
to acquire a beneficial interest in a residential property. 

• Housing unit
• Properties zoned for residential use
• Right to acquire such properties (includes assignment sales on pre-builds)

What does the BC flipping 
tax apply to



Application of the tax

• 20% if sold within the first year
• Gradually reduced to 0% over the second year

• See next slide for an example.



Example



Exempt from all Requirements

Exemptions for Persons:

Associations 
& NPOs

Registered 
charities

Indigenous 
nations

Government 
bodies

Beneficiaries 
of REIT’s

District owned 
corporations

Commercial 
use property*

Prescribed 
persons

Additional exemptions:
• Partnerships where all partners are 

persons listed aside
• Various First Nations’ lands and 

reserves are exempt
• Property exclusively for commercial 

use

A trust may be exempt if the trustee or all beneficiaries are persons listed 
above, at the date of the taxable transaction.

*Commercial use property does not holding/renovating the property prior to sale, providing 
accommodations under a tenancy or short-term vacation rental agreement. 



Exempt from Tax, but 
Required to File

For Individuals

Serious illness or 
disability

Individual’s or 
related 
individual’s death

Change in 
household 
membership

Eligible 
relocation

Involuntary 
termination of 
employment

End of marriage 
or common-law 
partnership
Threat to 
personal safety

For Individuals, Corporations, 
and Partnerships

Housing unit 
destroyed

Bankruptcy or 
insolvency

Property 
acquired through 
lottery

Expropriation of 
property

ForeclosureDeath of an 
individual

Completion date 
delayed by 365+ 
days



Additional Exemptions from 
Flipping Tax

• Builders and developers
• Sales to related individuals or corporations
• Primary residence deduction

• Up to a $20,000 reduction to taxable income



Filing and Penalties

• If the BC flipping rules apply, a return is to be filed within 90 days 
of sale.

• Failure to file on time, penalty greater of:
• $500, or
• 5% of unpaid tax + (1% x A x B)

• A = Greater of $500 or remaining unpaid amount of flipping 
tax.

• B = Number of months the return was late.



• Watch for sale of properties in 2025 that are sold within 730 
days of ownership. 

• Rollover acquisition and disposition traps – an exemption from 
income tax does not mean an exemption from the flipping tax.
– Property acquired from a related person is deemed to 

have been acquired on the date that the related person 
acquired the property. 

• June 24th crystallizations – sale within 730 days of 
crystallization may be subject to the flipping tax.

• Sales within 730 days of a distribution from a trust to a 
beneficiary that is unrelated to a trustee.

Takeaways and Traps



Excessive Interest and
Financing Expenses Limitation 

(EIFEL)



What is EIFEL?

• OECD mandate to harmonize tax rules and 
prevent harmful tax competition

• Limit on deductibility of net interest and other 
financing expenses based on a fixed ratio of “tax-
adjusted” EBITDA (adjusted taxable income or 
“ATI”)

• Applicable to all Canadian corporations and 
trusts, unless it is an “excluded entity”

• Denied IFE may be carried forward indefinitely
• No carryback mechanism



What is EIFEL?

Subsection 18.2(2)
(A – (B+ C + D + E))/F or (A – (B+ C + D + E))

• A = Taxpayer’s IFE
• B = Taxpayer’s ATI x Applicable fixed ratio
• C = Taxpayer’s IFR
• D = Taxpayer’s received capacity 
• E = Taxpayer’s absorbed capacity
• F = Amount determined for A above



EIFEL Exceptions

• Excluded entities – at least one of the following four 
conditions:
– CCPC (alone or with associated group) with taxable capital 

not in excess of $50M
– Canadian groups with net interest expense not in excess of 

$1M
– Certain broader group of taxpayers who are sufficiently 

“Canadian”
– Public Private Partners (“P3”) in certain scenarios

• Excluded interest – two group members can elect
• Exempt interest – interest in respect of financing of 

Canadian P3 infrastructure projects
• Potential exemption for rental housing providers (not 

enacted)



Trust Reporting Updates



• Came into effect starting with Dec 31, 2023 tax 
year-end for trusts

• Key changes from before
– Bare trusts required to file
– Schedule 15 beneficial ownership info reporting
– Penalties for non-compliance and missing info

Trust Reporting Updates
Background



• Bare trusts are not required to file for 2023 or 2024 per CRA’s 
temporary relief
– Other affected trusts still required to file T3 and Sch 15

• Technical amendments released in Aug 2024. Exemptions, among 
other things, to be provided in respect of:
– Joint bank accounts
– Situations involving spouses and their principal residence
– General partner holding property for the use of the partnership
– Legal owner holding property pursuant to court order
– Value of any asset less than $50,000
– Value of cash, GIC, publicly listed debt or shares, and personal 

use property less than $250,000
• Department of Finance consultation ended in Sep 2024

Trust Reporting Updates
Current Status



Genuine Intergenerational 
Business Transfer

(GIST)



• 84.1 is an anti-avoidance/anti-surplus stripping provision
• Conditions for application – i.e. the trap:

– A non-corporate taxpayer disposes of shares (“subject 
shares”) in a Canadian resident corporation (“subject 
corporation”)

– To another corporation with which the taxpayer does not 
deal at arm’s length

– Immediately after the disposition the subject corporation is 
connected with the purchaser corporation

• Result – PUC grind or deemed dividend if PUC of new 
shares or non-share consideration exceeds “hard ACB” 
of old shares

Background 
84.1 Issue



Background 
84.1 Issue

• Parent sells shares to Newco to 
realize a capital gain, sheltered 
by CGE

• Consideration is $1M promissory 
note from Newco

• Dividend from QSBC to Newco is 
used to repay promissory note

• However, if 84.1 applies:
– Parent deemed to receive a 

dividend of $1M instead of a 
capital gain 

• Up to $488,900 additional tax

Newco

QSBC

Parent Child

Sale

$1M 
PnoteFMV $1M 

ACB $1
PUC $1
CGE $1M



• 84.1(2)(e) provides the GIST exception
– Level the playing field with an arm’s length 

sale
– If conditions are met, the sale is deemed to 

occur at arm’s length 
• 84(2.31) – immediate business transfer (IBT) 

completed in 3 years; or
• 84(2.32) – gradual business transfer (GBT) 

completed over 5 to 10 years.

Background
Why is it relevant?



• Seller must not have previously sought GIST 
exception in respect of shares that derive value 
from the same business

• Share must be Qualified Small Business 
Corporation (“QSBC”) of Family Farm or Fishing 
Corporation (“FFFC”) shares

• Child who owns purchaser corporation must be 
at least 18 years of age

GIST
Pre-Sale Condition



IBT
• Must give up de facto control 

at the time of disposition
– i.e. voting and factual 

control

GIST Condition #1
Transfer of Control

GBT
• Must give up de jure control 

at the time of disposition
– i.e. voting control



IBT GBT
• Must give up  > 50% of the equity interest at the time of 

disposition 
• Must give up the remaining equity interest within 36 months
• “specified class” of non-voting preferred shares are excluded 

from this requirement

GIST Condition #2
Transfer of Economic Interest

GBT
• Parent must divest 

themselves of all debt & 
equity beyond a certain 
threshold within 10 years
– 50% QSBC / 30% FFFC of initial 

FMV
– No “specified class” carve-out



IBT
• Must transfer management 

of business within 36 
months after the disposition
– “reasonable” 

circumstances 
considered for exception

GIST Condition #3
Transfer of Management

GBT
• Must transfer management 

of business within 60 
months after the disposition
– “reasonable” 

circumstances 
considered for exception



IBT
• For at least 36 months after the 

disposition:
– Child must control 

purchaser corporation
– Continue to carry on the 

active business 
– Child engaged in business 

on a regular, continuous 
and substantial basis 

GIST Condition #4
Child Engagement

GBT
• For at least 60 months* after 

the disposition:
– Child must control 

purchaser corporation
– Continue to carry on the 

active business 
– Child engaged in business 

on a regular, continuous 
and substantial basis 

* Potentially longer depending on when “final sale 
time” is



GIST
Planning Considerations

• Common fact pattern:
• QSBC/FFFC 
• Child is already involved in the business and willing to 

take over the family business
• Parent is willing to give up control and equity now
• Parent needs funds from business for their retirement
• Child is unable to secure personal financing for buyout

• Extended definition “child” 
• Capital gain reserve extended up to 10 years
• Some flexibility between IBT and GBT depending on 

timing of transition
• Joint election required – joint liability
• Cost vs. Benefit



Questions

Contact information:
Logan Song- lsong@manningelliott.com

Daman S. Bhathal- dbhathal@manningelliott.com


