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FISCAL COMMENTS

Namely to update the economic data and budget forecasts already announced, Pauline Marois, minister of State for
the Economy and Finance of Québec, tabled this afternoon a Supplementary Statement to the 2002-2003 Budget,
tabled on November 1, 2001.

Here is an outline of the tax measures that were announced.

                              MEASURES AFFECTING INDIVIDUALS

Transfer of all non-refundable tax credits from one
spouse to the other

Starting in 2003, the tax system will be improved so that
all households may benefit fully from the non-refundable
tax credits to which each spouse is entitled.

Accordingly, spouses will be able to transfer to their
partners non-refundable tax credits they do not need to
bring down their income to zero even if they use the
general tax system.

With this improvement, couples – and more specifically
the elderly and families – will benefit from a decrease in
the tax burden of $94 million per year.

Deductions and non-refundable tax credits allocated
in the simplified system

The simplified tax system is also improved by allowing
households to benefit from the following deductions and
non-refundable tax credits:

- deductions for support payments;
- deductions for remote areas;
- tax credits for medical care;
- other deductions and tax credits.

This improvement will bring the tax burden of households
down by $78 million per year.

In addition, the new deductions granted in the simplified
system will be considered in calculating the family
income. This last change will improve the tax credits and
transfer programs that are calculated according to family
income.

These changes are also applicable beginning in 2003.

Employees who make deductible support payments
or who live in a designated remote area

There will be a standardization of the net income concept
in the general and simplified tax systems. Accordingly,
starting in 2003, employees who make deductible
support payments or who live in a designated remote
area will only need to indicate to the employer, through
the Source Deductions Return, an amount they feel can

be taken into account, in the calculation of their income,
as a deduction for support payments and a deduction for
residents of designated remote areas. These employees
will no longer need to make specific calculations.

Tables describing the personal tax system

Attached to the fiscal comments are tables that
summarize the deductions and tax credits that will be
granted in the two tax systems and various tax breaks, in
the form of deductions or non-refundable tax credits, that
will continue to be replaced by the flat amount under the
simplified tax system. As indicated, the data will be
applicable beginning in 2003.

The shaded parts of the table highlight the deductions
and the non-refundable tax credits that, as of the 2003
taxation year, will also be available under the simplified
tax system
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MEASURES AFFECTING BUSINESSES

Employees participating in the Cooperative
Investment Plan (CIP)

The eligible cooperatives may set up a “Cooperative
Investment Plan” (CIP) whose goal is to provide their
members with a deduction in the calculation of their
taxable income when they acquire eligible units of the
cooperative.

For any pay period ending after April 30, 2002, when
the member is also an employee, the employer must
deduct from the remuneration, for the purpose of
calculating the Québec source deduction, the
deductible amount to acquire preferred units eligible to
the CIP. The employer must also deduct from the
remuneration paid an amount equal to the contribution
consisting of preferred units acquired by the employee
through a source deduction from his or her
remuneration and transferred by the employer to an
RRSP under which the employee or the employee’s
spouse is the annuitant.

Thus, the amount withheld from an employee’s
remuneration to acquire qualifying preferred shares in
a CIP will give entitlement to a maximum deduction of
250% of the amount withheld.

Improvement of various refundable tax credits
granted in various regions

In recent years, three refundable tax credits were set up
in order to bolster job creation in Québec’s resource
regions, namely the refundable tax credit for processing
activities in the resource regions, the refundable tax
credit for Gaspésie and certain maritime regions of
Québec and the refundable tax credit for the Vallée de
l’aluminium.

Broadening of the notion of eligible employee

These tax credits are granted with respect to increase
in payroll attributable to eligible employees of an eligible
corporation. The notion of eligible employee will be
broadened to allow more eligible corporations to benefit
from these tax credits.

Refundable tax credit for processing activities in the
resource regions

Previously, the recognized processing activities for
purpose of this tax credit were as follows:

- the second or third processing of lumber or
metals;

- the processing of food;

- the production of non-conventional energy;

- aquaculture or the manufacturing or
processing of finished or semi-finished
products from precious stones or fine stones.

These activities are broadened to include:

- setting precious stones or fine stones;

- making jewels;

- printing or publishing, including activities
relating to typesetting, printing, collating,
folding and bundling;

- drying of structural lumber in ovens and
planing of structural lumber of a plant.

Adjustment to tax assistance regarding E-
commerce Place

E-Commerce Place, located in downtown Montréal,
consists of buildings to be constructed on land
bounded by de la Montagne, Saint-Antoine and
Lucien-L’Allier streets as well as René-Lévesque
boulevard.

Briefly, the tax assistance an eligible corporation that
moves into E-Commerce Place can claim consists of a
refundable tax credit of 35% on the eligible salary,
incurred no later than December 31, 2013, and paid to
its eligible employees to carry out eligible activities, as
well as a five-year tax holiday for foreign experts it
employs.

The amount of the tax credit is however limited to
$12,500 per eligible employee.

To further sustain job creation and accelerate the
development of E-Commerce Place, the method of
payment of this tax assistance may be changed, if the
eligible corporation so elects.

Accordingly, an eligible corporation may henceforth
elect on an annual basis to receive either the existing
refundable tax credit or a refundable credit of
employer contributions to the Health Services Fund
(HSF).

Other measures concerning businesses

The other measures mainly focus on bringing
improvements and broadening the procedural
requirements concerning the granting of tax credits in
the technological sectors, such as biotechnology and
information technology.
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MEASURES AFFECTING DESJARDINS - BUSINESSES

International Financial Centres (IFC)

These measure concern some Desjardins entities that
operate an international financial centre (IFC).

To ensure that the objectives of the measures relating
to IFCs are achieved, various amendments will be
brought to the legislation.

A first amendment will be brought in order to specify
that all qualified international financial transactions
(QIFT) can be carried out in a place other than the
place where the activities of the business are located
within the territory of the city of Montréal.

The law will also be amended so that discount
transactions regarding letters of credit and/or
commercial instruments may constitute a QIFT.

Another amendment will be brought so that the back
office support carried out on behalf of someone relating
to a QIFT and carried out by that person may constitute
a QIFT.

Finally, the law will be amended so that money deposit
activities, trust services and investment dealing and
securities advisement, carried out by an IFC operator
for an immigrant investor as part of the Immigrant
Investor Program and that are directly related with the
program requirement may constitute a QIFT.
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APPENDIX

Table 1.1

DEDUCTIONS AND TAX CREDIT GRANTED UNDER THE TWO TAX SYSTEMS – 2003 TAXATION YEAR

Deductions in the calculation of net income

The same amounts will be deductible in the calculation of net income under both tax systems. Essentially, these
deductions pertain to:
:

Contributions to a registered pension plan (RPP)
Contributions to a registered retirement savings plan (RRSP)
Repayments of amounts overpaid
Contributions to the Québec Pension Plan (QPP) on income from self-employment
Repayments of certain federal benefits
Transfers to an RPP, an RRSP or a registered retirement income fund (RRIF)
Attendance-care expenses
Deductible support payments
Residents of designated remote areas
Moving expenses
Expenses incurred to earn investment income
Allowable business investment losses
Flow-through shares –100% basic deduction
Judicial expenses and expenses relating to an objection
Exploration fees incurred in Québec
Repayment of a student loan granted under the SLPW

Deductions in the calculation of taxable income

Deduction respecting certain benefits (workers’ compensation, federal supplements, indemnities from the Société de
l’assurance automobile du Québec and certain other income replacement indemnities)

Deduction for scholarships, bursaries, and prizes for a remarkable achievement
Deduction relating to the Cooperative Investment Plan (CIP)
Deduction for assistance granted under certain government programs to defray tuition fees relative to adult basic

education
Deduction for an Indian or a person of Indian ancestry
Deduction for income-splitting
Deduction respecting retroactive payments
Deduction respecting an amount exempt from income tax under a tax treaty or agreement

Non-refundable tax credits

Basic tax credit
Tax credits for a person living alone, with respect to age and for retirement income
Tax credits for dependent children and other dependants
Tax credit for a severe and prolonged mental or physical impairment
Tax credit respecting a dependant, other than the spouse, for a severe and prolonged mental or physical impairment
Tax credit for charitable donations, gifts to the government and other gifts
Tax credit for contributions to authorized Québec political parties
Tax reduction in respect of families
Tax credits for the acquisition of shares in labour-sponsored funds (FSTQ or Fondaction) or in the Capital régional et

coopératif Desjardins
Tax credit respecting the reimbursement of support payments
Tax credit for medical expenses
Tax credit for expenses relating to medical care not available in the area of residence
Tax credit for moving expenses relating to medical care
Foreign tax credit
Tax credit respecting support-payment arrears
Transfer of non-refundable tax credits from one spouse to the other
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Refundable tax credits1

All refundable tax credits provided for in the taxation system can be claimed under both the simplified and the general
tax systems. Essentially, these tax credits are the following:

Québec sales tax (QST) credit
Real estate tax refund
Tax credit for child-care expenses
QST rebate for employees or members of a partnership
Tax credit respecting home-support services for seniors
Tax credit respecting the housing of a parent
Tax credit for medical expenses
Tax credit for adoption expenses
Tax credit for the treatment of infertility
Tax credit for a top-level athlete
Tax credit for individuals living in a northern village
Property estate tax refund for forest producers
Tax credit for taxi drivers or taxi owners
Tax credit for the renewal of the stock of taxi vehicles
Tax credit for job creation in the clothing and footwear industry
Tax credit respecting the maintenance of a racehorse
Tax credit respecting the reimbursement of salaries or wages
Tax credit for an on-the-job training period
Tax credit respecting the income tax paid by an environmental trust
Tax credit with respect to the reporting of tips
Tax credits for scientific research and experimental development (R&D)
Tax credits respecting an international financial centre (IFC) operated by a partnership
– 
1 Also includes certain refunds granted under a tax law other than the Taxation Act.

Note: The shaded parts of the Table highlight the deductions and non-refundable tax credits that, as of the 2003 taxation year, will
also be available under the simplified tax system.
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TABLE 1.2

DEDUCTIONS AND NON-REFUNDABLE TAX CREDITS REPLACED BY THE FLAT AMOUNT — 2003 TAXATION
YEAR

Deductions in the calculation of taxable income

Flow-through shares – additional deductions of 25% and 50%
Tax holiday for foreign researchers (R&D)
Tax holiday for Québec seamen
Tax holiday for foreign professors
Tax holiday for foreign post-doctoral interns
Tax holidays for foreign experts
Tax holidays for foreign specialists
Deduction respecting a home-relocation loan
Deduction respecting certain flow-through share issue costs
Deduction for farm losses of part-time farmers
Deduction respecting shares received in exchange for mining property
Deduction for employees of certain government international organizations
Deduction for independent financial derivatives traders
Deduction for foreign producers
Deduction for options to purchase units of a mutual fund trust
Deduction for an eligible rebate
Deduction for workers employed abroad
Deduction for artists respecting copyright income
Deduction for a member of a partnership operating an IFC
Deduction for a stock savings plan (SSP)
Deduction respecting the donation of securities acquired under a stock option
Deduction respecting certified Québec films
Deduction respecting Québec Business Investment Companies (QBICs)
Deductions for stock options granted to employees
Additional capital gains exemption respecting certain resource property
Tax exemptions for IFC employees
Lifetime $500 000 capital gains exemption on small business corporation shares
Lifetime $500 000 capital gains exemption on farm property
Loss carry-overs (capital losses, non-capital losses, farm losses and fishing losses)

Non-refundable tax credits

Tax credit respecting interest paid on a student loan
Tax credit for employment insurance premiums
Tax credit for contributions to the Health Services Fund (HSF)
Tax credit for contributions to the QPP
Tax credit for union or professional dues
Dividend tax credit
Tax credit for tuition or examination fees
Tax credit for members of a religious order
Tax credit respecting alternative minimum tax carried forward
Deduction for logging tax


