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SPECIAL KNOWLEDGE BUREAU REPORT

THE FALL ECONOMIC STATEMENT AND BILL C-32
By Evelyn Jacks, President, Knowledge Bureau

Contributing Editors: Walter Harder, Al Gordon

The Finance Department made two important announcements on November 3 and 4 respectively. The
first was the November 3 Fall Economic Statement, which reported on changes in the fiscal outlook since
the April 7, 2022 Federal Budget, the current state of the economy, fiscal projections within a forecast
period ending 2027/28, a further downside scenario and finally the introduction of new personal and
business income tax measures.

This was followed by a second announcement and 169 pages of draft legislation: the introduction of Bill
C-32, the Fall Economic Statement Implementation Act, which included a Ways and Means Motion to
implement certain measures in the November 3 Fall Economic Statement as well as certain provisions
previously announced in the April 7, 2022 Federal Budget. An overview of both is provided in this
Knowledge Bureau Special Report.

FALL ECONOMIC REPORT — NOVEMBER 3, 2022

Our economy is shrinking and we can’t avoid that. This was the key message Canada’s Finance Minister
delivered in her November 3, 2022 Fall Economic Report and mini-budget. The realities are clear: with
higher inflation and interest rates, Canada will see significantly weaker economic growth than
anticipated in the April 7, 2022 Budget, just six months ago.

Tax and financial advisors have an important opportunity to proactively review tax and financial plans
before year end, to consider ways to shore up wealth in preparation for 2023 under the circumstances.
These will be discussed below.

The Economic Outlook
Issues for review in conversations about the forecasts in the November 3 Economic Statement:

o Interest Rates: Short term interest rates, which have risen 200 basis points more than expected in
the April 7, 2022 budget are expected to peak at 3.8% in the first quarter of 2023.

e Inflation: CPI inflation projections were really off in the April 2022 Budget, which predicted 3.9% for
2022. Now that rate is projected to be 6.8% for 2022, then 3.5% for 2023, before settling in to just
over 2% throughout the rest of the forecast period. But it will not reach the 2% Bank of Canada
target rate until mid-2024. The downside scenario, however, is that inflation will stay at 5.3%
throughout 2023; then 2.5% in 2024, 1.6% in 2025 and then 2% by 2026.
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Average Private Sector Forecasts and Department of Finance Downside Soenario
Per cent, unless othensise indicated
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Nota: Foracast avarages may not equal smrage of years dus o nounding. Numibers may not add dus to rounding

¢ Nominal and Real GDP Growth: While nominal Gross Domestic product (GDP) was projected to
expand by 8.0% in 2022 and 4.8% in 2023 before settling in at a growth rate of 3.9% in 2024, it will
now come in at 11.8% in 2022, 2.6% in 2023 and 3.7% in 2024. Real GDP growth looks worse: 3.2% in
2022 and only 0.7% in 2023 — significantly off from the 3.1% projected in the April Budget. The
downside scenario is worse: a —0.9% real GDP growth factor. By the end of the forecast period
(2022 to 2026) we will have seen a persistence of weak growth: and average of 2%. In the short
term, real GDP growth is projected to be just above zero for the next several quarters.

o Unemployment: The unemployment rate is expected to increase to over 6% in 2023 and then
decline to 5.7% by the end of the forecast period (2022 to 2026).

e Strength of the Canadian Dollar: Budget 2022 expected a strong dollar in the $80.2 range for much
of the forecast period. Now, the projections are for a weaker dollars: an average of $78.2 for the
period.
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e 3 Month Treasury Bill Rates. These are expected to be higher than in the April 7 Budget projects:
2.2% for 2022, 3.6% for 2023 and 2.8% for 2024 before settling down in the 2% range thereafter.

e 10 Year Government Bond Rates. Also, higher than projected in the spring, they are now coming in
at 2.8% for 2022, 3.1% for 2023, 2.8% for 2024 and 2025, and 3% for 2026.

The Tax Outlook

The reduction in economic activity under the government’s downside scenarios will lead to lower
personal and corporate tax revenues, lower excise taxes and duties and lower proceeds from pollution
pricing frameworks than earlier anticipated, at least for 2022-23. Higher interest rates will also result in
a short-term decrease in Bank of Canada net profits. Still, taxes will rise:

o Personal income tax revenues — the largest revenue line item for government (48%) will increase to
$209.4 billion 2022-23 or 5.6%, before tapering down to 4.6% growth rate after this.

o Corporate income tax revenues — this will increase by 15.4% in 2022-23 and then the growth rate
will taper down to 5.1% in 2023-23 due to the projected slow-down in economic growth in 2023.
After this, revenues from corporate taxes are projected to grow only 1.5% per year for the
remainder of the forecast period.

o GST revenues — these are projected to grow by 2.2% in 2022-23 and then by an average of 4.9%
over the remaining forecast period.

o El Premium revenues — these are projected to grow at 11.7% for 2022-23 and then taper down to
4.2% based on built in premium rate increases: $1.58 per $100 of insurable earnings in 2022, $1.63
in 2023 and $1.66 in 2024. These increases are on top of CPP increases in the forecast period, which
will make the cost of labor more expensive for business owners.

o CPPIncreases - For 2023, the CPP contribution rate increases from 5.7% to 5.95%. Starting in 2024
$4,700 of pensionable earnings will be added to the indexed base pensionable earnings. In 2025
another $5,000 of pensionable earnings will be added. The rate payable on the additional earnings
is 4.0%. The following table shows the projected premiums to the year 2025, adjusted for known
pensionable earnings for 2023 and government projections for 2024 and 2025.

Add.
Regular Max. Pens. Max. Reg. \EVE o b \EVS

CPP Rate Earn. Premiums Z:r:: Pens. Earn. SE Prem.

$55,900 $2,593.80 $55,900 0% $2,593.80 $5,187.60
2019 5.10% $57,400 $2,748.90 $57,400 0% $2,748.90 $5,497.80
2020 5.25% $58,700 $2,898.00 $58,700 0% $2,898.00 $5,796.00
2021 5.45% $61,600 $3,166.45 $61,600 0% $3,166.45 $6,332.90
2022 5.70% $64,900 $3,499.80 $64,900 0% $3,499.80 $6,999.60
2023 5.95% $66,900 $3,754.45 $66,900 0% $3,754.45 $7,508.90
2024 5.95% $67,700 $3,819.90  $4,700 $72,400 4.00% $188.00 $4,007.90 $8,015.80
2025 5.95% $69,700 $3,938.90 | $9,700 $79,400 4.00% $388.00 $4,326.90 $8,653.80
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Table A16
The Revenue Outlook
billions of dollars

Projection
2021- 2022- 2023- 2024- 2025- 2026 2027-
2022 2023 2024 2025 2026 2027 2028
Income tax revenues
Personal income tax 1984 209.4 2163 226.2 2387 2495 2616
Corporate income tax 78.8 91.0 864 85.2 a7 882 91.6
Mon-resident income tax 10.8 13.8 13.7 129 13.0 134 143
Total 288.0 3142 3164 3243 3388 3511 367.6
Excise tax and duty revenues
Goods and Services Tax 46.2 472 515 539 55.8 579 60.0
Customs import duties 5.2 6.4 6.6 6.8 7.0 73 16
Other excise taxes/duties E 123 126 129 13.0 132 133
Total 6.7 £5.8 706 735 75.9 784 80.9
Other taxes 0.0 0.2 08 09 1.0 10 1.0
Total tax revenues 350.7 380.1 3879 3988 M57 4306 4495
proceeds from the pollution pricing 63 78 98 118 134 150 16.3
Employment Insurance premium revenues 239 26.6 28.2 296 307 Ny 28
Other revenues
Enterprise Crown corporations 128 6.8 85 102 114 127 12.8
Other programs 18.7 234 259 264 26.7 273 278
Met foreign exchange 09 1.1 22 26 29 31 32
Total 324 314 366 392 411 430 438
Total budgetary revenues 4133 4459 462.5 479.4 500.8 520.3 542.4
Per cent of GDP
Total tax revenues 141 136 136 134 134 134 134
If::::ﬁ;en?;r{mm the pollution pricing 03 03 03 04 04 0s 0s
Employment Insurance premium revenues 1.0 10 1.0 1.0 1.0 10 1.0
Other revenues 13 1.1 13 13 13 13 13
Total budgetary revenues 16.6 16.0 16.2 16.2 16.2 162 16.2

Mate: Totaks may not add due o rownding.

Table A1.6 above provides an overview of projected budgetary revenues by major component.

Important Note:

Coming Soon: New Minimum Taxes on HNW Individuals: Details for a reformed Alternative Minimum

Tax, which has not been reviewed since 1986, are expected to be announced in the 2023 Federal

Budget to claw back the use of otherwise legitimate tax deductions and credits.

©Knowledge Bureau, Inc. All rights reserved.



New Tax Measures
The following measures aim to raise taxes on certain economic activities undertaken by investors and
provide economic incentives to businesses:

Personal Tax Measures: Two new personal tax measures were introduced in this mini-budget:

Condo and other real estate speculators. An extension of the residential property flipping rules to
assignment sales, which are rights to purchase a residential property before constructed or lived in, will
be starting January 1, 2023. Thus, a taxpayer who acquires the right to purchase a property once it is
constructed and sells the property before taking possession will be taxed on any gains on the sale of
those rights as business income. If the taxpayer exercises their right to purchase the property, the 12-
month holding period begins again upon exercise of the right.

Low income earners — CWB changes. An automatic advance of up to 50% of the anticipated refundable
Canada Workers Benefit for those who qualified in the previous year by filing a tax return prior to
November 1 of the tax filing year (example November 1, 2022 for the 2021 year). This provision to apply
for advance payments has had little uptake and will be discontinued. Automatic advances will be paid in
July, October, and January with any additional CWB due paid when the next tax return is filed. There is
no word yet on repayment of the automatic advance when the taxpayer does not qualify for the CWB
due to income testing.

Business Tax Measures

1. Perhaps the most controversial of these provisions is a Tax on Share Buybacks — a 2% tax on the
net value of all types of share buybacks by public corporations in Canada. More details will be
announced in the 2023 Federal Budget. The intent is to have corporations invest profits back into
the business and employment instead of flowing profits to shareholders.

2. Anew refundable Clean Technology Investment Tax Credit equal to 30% of the capital cost of
eligible equipment, provided it becomes available for use on of after the day the 2023 Budget is
released. This credit would be phased out starting with property acquired in 2032 and eliminated
for property available for us after 2034. The phase out rates would be 20%, 10% and 5%
respectively in 2032, 2033 and 2034.

e Businesses in the Atlantic provinces will be able to claim this new credit as well as the Atlantic
Investment Tax Credit. Available since 2012, qualified property means property in Atlantic
Canada that is used primarily for manufacturing and processing, farming or fishing, logging,
storing grain, or harvesting peat. Qualified property includes new buildings and new machinery
and equipment (prescribed in Regulation 4600), and new energy generation and conservation
property (prescribed in Regulation 4600). Qualified property can also be used primarily to
produce or process electrical energy or steam in a prescribed area (as described in Regulation
4610).

3. Avrefundable Investment Tax Credit for Clean Hydrogen Production of at least 40%, with reductions
of 10% when certain labor conditions are not met. It is expected to come into force as of Budget
Day 2023 and will be phased out after 2030.

©Knowledge Bureau, Inc. All rights reserved.



4. A minimum tax for multi-national corporations: a two-pillar plan for international tax reform will
ensure treaties to tax the largest and most profitable companies will come into force by 2024
across 137 countries including Canada and that a minimum effective tax rate of 15% on profits will
be paid in every jurisdiction in which they operate.

The Multi-Generational Outcome

The 2022 November Fall Economic Report has multi-generational implications. All Canadians must
brace for an economic runway that includes continued high inflation and interest rates which will lead to
a more pronounced economic slowdown. In downside scenarios, the government anticipates elevated
and more deeply entrenched inflation, which will lead to more interest rate hikes.

These conditions, as described in the document, will impact consumer confidence, and business activity
and the level of wealth in general. Financial advisors will want to take stock of current valuations of
assets and debt levels, and discuss ways to shore up net worth under the circumstances. Asitis
expected that economic conditions will worsen in the short term, ensuring that top-ups are made to
TFSAs and RRSPs, before year end can create some added security for 2023.

Business Owners. Small businesses will experience increases in El and CPP source deductions, which will
affect their profits as well as the take-home pay of their employees. For owner-managers, a review of
their own salary, bonus, dividend mix are in order; together with those other family members who are
active in the business.

Donors. New minimum taxes on the horizon will impact people with higher incomes and wealth,
representing a clawback of tax deductions and credits. For these reasons, larger charitable donations
may have more after-tax value in the current tax year.

Investors & Real Estate Speculators. A proposed new tax on share buybacks will impact investors
including those age 65 and older and people with more than $100,000 in annual income who the
government says have disproportionate amounts of dividend and interest income. A proactive
discussion on the effect of this new 2% on portfolios will likely be well received as investment solutions
are reviewed. Anti-flipping rules will put personal residence dispositions under the audit microscope.

Business Owner Retirement - Bill C-208 Response. This Mini-Budget was silent on changes to “genuine”
intergenerational rollover provisions or adjustments to capital gains inclusion rates. This points to a
need to discuss business owner retirement sooner, rather than later.

Vulnerable Senior Provisions. Dispite the fact that over a third of all seniors (38%) and half of
those over the age of 75 (47%) have a disability, and over 10% of seniors with a more severe
disability live below the Official Poverty Line, this document was silent on new provisions for our
aging population. This means that families will continue to bear the increased economic
consequences of caregiving in the near future, at a time when financial resources are increasingly
squeezed by inflation and high interest rates. Fortunately, there are existing provisions in the
Income Tax Act to help with this, as outlined in the Year End Tax Planning Checklists attached.
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PEER-TO-PEER TRAINING OPPORTUNITIES WITH KNOWLEDGE BUREAU 2022 - 2023

—
©o ¥
= RELIEF

="
- w
ANDIT BEFENCE: — -
Lol T INVESTOTS & DANER MAVAEERS
] Jan. 18,2023 0 Mmay 24,2023 [l Sept.20,2023 O November 12023
Enrolment deadline: May 15 Enrolment deadline: Sept. 15 Enrolment deadline: Oct, 15

Enrolment deadline: Jan. 15
] February 7, 2023 - We will once again host an in-person event in Toronto at the Pearson Convention

CE SUMMIT BUNDLE: THE EVENT (10 CE CREDITS) AND THE ONLINE CERTIFICATE COURSE (20 CE CREDITS)

M single M puo M Tio M quad

Early Bird: Register by end of month prior to event

Deadline
# of Events 1 2 4
Full Tuition Fee £790 each
ENROLMENT STATUS VOLUME DISCOUNTS - COST PER EACH EVENT
[ New student $690 $630 $550 $475
[ scholar $630 $595 $495 $450
[] pesignation Grad $590 $495 $450 $395
[ Team Member 5395 each

SCHOLAR (INDIVIDUAL CERTIFICATE) AND DESIGNATION PROGRAMS
24/7 — START ANYTIME

WORKPLACE TRAINING DIVISION

The Empower Series — Programs and VIP pricing for Leaders and Groups

Are you an Owner-Manager or Business Leader in a large firm?
to explore online training solutions for your team!

Five options to choose from:

The Scholar The Designation CE Summits: DAC Acuity: Partnership

Program: Programs: Live Virtual Events Strategic
Conference In-

: ™ m
_For leaders or DMA™, R“::'.M , Person and Virtual
single-course grads MFA-P Events

Programs:

Digital Practitioner
Program
Truth & Reconciliation
Program

*Custom designed Education Programs
*Your own, branded, Education Platform powered by Knowledge Bureau
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Navigate your path
to success with us

Let us help you enhance your
career, embark on a new
entrepreneurial venture, or train
your team to deliver high value
accountable financial services
within your communities.

*~ Knowledge
World-Class Financial Education
Bureau

www.knowledgebureau.com
1 866 953 4769



https://learn.knowledgebureau.com/



