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Raising the Inclusion Rate of Capital Gains for taxation

This policy would raise the portion of capital gains that are included in
taxable income from 50 per cent to 75 per cent on corporations and
individuals.

Corporate income tax revenues, personal income tax revenues

Variable Source

Personal capital gains: SPSD/M 27.1

Corporate capital gains: 2015 T2 corporate income tax return
Corporate capital losses: 2015 T2 corporate income tax return
Household assets: PBO economic baseline

The cost was estimated for the proposed policy to be applied to capital gains
realized on (or after) April 1, 2020.

Corporate Income Tax Changes

The 2015 T2 corporate income tax return database was used to compute the
impact on corporate income tax revenues. It was assumed that the capital
gains inclusion rate would increase from 50 per cent to 75 per cent for
corporations reporting taxable capital gains. The change in non-refundable
federal tax payable due to the policy change was estimated in order to
determine the impact on corporate income tax revenues.

Next, since corporations can distribute capital gains to shareholders as
dividends, the change in personal income tax payable was calculated,
accounting for refundable tax on investment income. Two assumptions were
made: dividends are paid to shareholders in the same fiscal year as they are

realized in and shareholders pay the top federal personal income tax rate on
eligible dividends.



Personal Income Tax Changes

SPSD/M was used to compute the impact of this policy change on personal
tax revenues.! An increase from 50 per cent to 75 per cent inclusion of capital
gains in taxable income was simulated for all individual tax filers. For the
behavioural impact, we use PBO'’s estimate of the elasticity of taxable income
for high-income earners (0.38).

The cost estimate is projected forward over 2019 to 2025 using SPSD/M and
thereafter using PBO’s June 2019 economic baseline projection for household
assets.

Uncertainty assessment:  This estimate has high uncertainty due to the likelihood of aggressive tax
planning and evasion. Tax literature suggest that higher income individuals
are more responsive to tax policy changes. Depending on the timing and final
design of this policy, there could be significant volatility in personal and
corporate income tax revenues particularly in the short term.

! This analysis is based, in part, on Statistics Canada’s Social Policy Simulation Database and Model (SPSD/M). The
assumptions and calculations underlying the SPSD/M simulation results were prepared by the Office of the
Parliamentary Budget Officer (PBO) and the responsibility for the use and interpretation of these data is entirely that of
the PBO.



Cost of proposed measure

$ millions 2019-2020 2020-2021 2021-2022 2022-2023 2023-2024 2024-2025 2025-2026 2026-2027 2027-2028 2028-2029
Raising - 7,757 -8,181 -8,545 -8,883 -9,235 -9,606 9,984 -10,368 10,754
inclusion rate

Interaction . 265 -280 292 303 315 328 341 354 367
effects

Total cost - -8,022 8,461 -8,837 29,186 -9,550 -9,934 210,325 10,722 11,121
Notes:

Estimates are presented on an accruals basis as would appear in the budget and public accounts.
Positive numbers subtract from the budgetary balance, negative numbers contribute to the budget balance.

“-" = PBO does not expect a financial cost.



