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FISCAL COMMENTS

Canada’s Minister of Finance, Paul Martin, tabled his budget this afternoon. As expected, the budget does
not announce any significant tax measures. The majority of the fiscal texts restate the measures
announced over the past five years. The fiscal comments on the budget will then be some of the briefest
in a long time.

                        MEASURES AFFECTING DESJARDINS - BUSINESSES

Deferral of 2002 first-quarter tax instalments for
SMEs

Like the provincial government, the Federal
Department of Finance announces measures that
are designed to defer the payments of the January
to March 2002 instalments.

These measures apply to all corporations whose
taxable capital for tax purposes under section 1.3 is
below $15 million. These measures affect almost all
the caisses.

In general, the corporations affected will be able to
defer the payments of January, February and March
2002 by six months.

In addition, corporations whose fiscal year ends
between January and March 2002 will be able to
pay their Federal balance due no later than six
months after the end of their year and those whose
fiscal years end between April and June will be able
to pay the balance due on September 30, 2002.

More information will be sent to the caisses in a new
Fiscalité Express.

Venture Capital – Eligibility of Limited
Partnerships

Currently, pension funds and other tax-exempt
investors may be unwilling to choose a limited

partnership, because interests in limited
partnerships are generally treated as foreign
property for the purposes of the income tax rules
that limit the amount of foreign property that a
deferred income plan can hold.

One of the proposed measures in the budget
involves removing the 30-per-cent ownership
limitation in limited partnerships as a condition for
eligibility.

Accordingly, a limited partnership may be eligible
even though a limited partner, either alone or as
part of a non-arm’s-length group, has more than a
30-per-cent ownership interest in the partnership.
However, for the purpose of the foreign property
rules, any limited partner or group that holds more
than a 30-per-cent interest in a limited partnership
will be treated as owning a proportionate interest of
each property owned by the partnership, including
any foreign property.

An ownership interest of 30 per cent or less in a
limited partnership will remain exempt from
treatment as foreign property.

This measure will apply after 2001.

                               MEASURES AFFECTING INDIVIDUALS 

Quarterly Reassessment of the GST Credit

The GST credit is paid out quarterly over a twelve-
month period (the benefit year) beginning each
July. Currently, the credit is calculated on the basis
of the income and family information provided at
the end of the previous calendar year, six months
before the beginning of the benefit year.

This budget announces that starting with the
benefits payable for July 2002, an individual’s
entitlement to the GST credit for a quarter will be
based on the individual’s family situation at the end
of the previous quarter. This will help to respond
more rapidly to the changes in family situations,
such as births, deaths and marriages.



Federal Budget 2

Deduction for Tools – Apprentice Mechanics

The budget proposes to provide an income tax
deduction for the extraordinary portion of the cost
of new tools acquired by apprentice vehicle
mechanics after 2001 and used by them during
their apprenticeship.

The amount of the deduction will be the total cost of
new tools acquired in a taxation year, less the
greater of $1,000 and 5 per cent of the individual’s
apprenticeship income for the year. Any part of the
eligible deduction that is not taken in the year in
which the tools are acquired can be carried forward
and deducted in subsequent taxation years.

Deduction for Tuition Assistance

Some adult students who take basic education to
upgrade their skills receive direct financial
assistance from governments to pay their tuition
fees. This tuition assistance must be included in the
income, and the tuition fees do not qualify for any
tax relief.

The budget proposes that individuals may deduct,
in computing their taxable income, the amount of
tuition assistance received for adult basic education
that has been included in their income. In order to
be eligible, the tuition assistance must be provided
under certain programs, such as the Employment
Insurance or other similar provincial programs.

This measure will apply to eligible tuition assistance
received after 1996. Administrative procedures will
be established over the coming months for the
assistance received before 2001.

Extending the Education Tax Credit

Currently, students who receive financial
assistance for post-secondary education under the
government training programs cannot claim the tax
credit for education.

Starting in 2002, the budget proposes to extend
access to the education tax credit to students who
receive taxable assistance for post-secondary
education under some programs, such as

Employment Insurance or other similar provincial
programs.

However, those whose tuition fees are paid by the
employer are not eligible for the credit.

Donations of Some Securities to Charities

Under a special measure, the amount included in
the income of a donor for capital gains tax
purposes arising from donations of publicly traded
securities is cut by half. Accordingly, the capital
gains inclusion rate is reduced to 25%.

This measure was supposed to end on
December 31. As announced in the October 12,
2001 release, this measure is now made
permanent.

The measure also applies to corporations.

Also, a similar measure that applied to donations of
securities purchased within a stock option scheme
is also extended indefinitely.

Promoting Sustainable Woodlot Management

Currently a taxpayer may make an
intergenerational transfer of farm property by
deferring tax, if the property was principally used in
a farming business in which the taxpayer or a
family member was actively.

The operation of a woodlot can in some cases be
considered a farming business. The tax-exempt
intergenerational deferral cannot be used given the
requirement for active involvement.

The budget proposes to facilitate the
intergenerational rollovers of woodlots that are
farming businesses. For transfers occurring after
December 10, 2001, a new test will allow the
intergenerational rollovers where the conditions of
other rollovers are met and where the transferor or
a family member is actively involved in managing
the woodlot to the extent required by a prescribed
forest management plan.
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                         SUMMERY OF BUDGETARY TRANSACTIONS
                (billions of dollars)

1997-1998 1998-1999 1999-2000 2000-2001f 2001-2002f 2002-2003f 2003-2004f

Budgetary transactions
Revenues 153.2 155.7 165.7 178.6 171.3 174.7 180.7
    - Change (%) 8.7 1.6 6.4 7.8 -4.1 2.0 3.4
Program spending -108.8 -111.4 -111.8 -119.3 -130.5 -136.6 -140.2
    - Change (%) 3.8 2.4 0.4 6.7 9.4 4.7 2.6

Operating balance -108.8 44.3 53.9 59.2 40.7 38.2 40.4

Public debt charges -40.9 -41.4 -41.6 -42.1 -39.2 -36.3 -38.1
    - Change (%) -9.1 1.2 0.5 1.2 -6.9 -7.4 5.0

Contingency Reserve --- --- --- --- 1.5 2.0 2.5

Budgetary balance -149.7 2.9 12.3 17.1 0.0 0.0 0.0

Debt paydown 3.5 2.9 12.3 17.1 0.0 0.0 0.0

Financial requirements/source 12.7 11.5 14.6 19.0 -1.9 -1.0 1.2

Program spending-to-GDP ratio (%) 12.3 12.2 11.5 11.3 12.0 12.4 12.1
Debt-to-GDP ratio (%) 65.5 63.0 57.9 51.8 50.5 49.9 47.1
f: forecasts
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Proposed Expenditures and Revenue in the December 2001 Budget
(In millions of  $) 2001-2002f 2002-2003f 2003-2004f 2004-2005f 2005-2006f 2006-2007f Total
Security
    Intelligence and Law Enforcement 273 253 276 279 275 278 1,634
    Entrant Control 143 186 184 157 165 165 1,001
    Emergency Preparedness and Military Deployment 535 316 204 201 192 192 1,638
    Air Security 115 462 573 367 366 306 2,189
    Border Measures 72 306 260 257 201 151 1,246
Health 105 78 78 261
Skills, Learning and Research 429 318 318 1,065
Strategic Infrastructures and Environment 207 181 234 622
Strategic Infrastructure Foundation Commitments for 2,000 M 2,000
Aboriginal Children 90 95 185
International Assistance 215 0 285 500
Africa Fund Commitments for 500 M 500
Ministerial Events 569 361 198 1,128

Total of Announced Spending 2,664 2,551 2,703 1,260 1,199 1,092 13,969
Deferral of Tax Instalments 2,000 -2,000 0
Tax-Expenditure Measures 10 40 60 110
Air-travel Security Charge -430 -445 -445 -445 -445 -2,210
Cost Recovery -50 -50 -30 -25 -25 -180

Total Revenue 2,010 -2,400 -435 -475 -470 -470 -2,280
f: forecasts


