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It seems each year, particularly before the federal budget is delivered, investors speculate as to whether 
capital gains taxes could be on the government’s agenda. Let’s look at some trends in taxation of capital gains, 
both in Canada and globally, as well as some planning for any potential increase in the capital gains inclusion 
rate. 

Trends in capital gains taxation 
The capital gains tax, of course, is only a concern if you hold appreciated investments in a non-registered 
account. Under Canadian tax law, only 50% of capital gains are taxable, at your marginal rate. Depending on 
your province of residence, for high-income earners, the marginal tax rate on capital gains in 2023 can be as 
high as 27%. 
And, as it turns out, high-income earners pay the majority of capital gains tax. The latest income tax statistics 
(from 2019) show that only about 9% of the 29.5 million personal tax returns filed that year reported any 
taxable capital gains. And of the $37 billion in aggregate taxable capital gains reported, over three-quarters of 
the gains (almost $30 billion) were earned by the 10% of taxpayers with income over $100,000 (roughly 
760,000 filers), while 59% ($22 billion) of the total gains were realized by the 1% of taxpayers with income over 
$250,000 (about 357,000 filers). 
According to the 2023 Report on Federal Tax Expenditures, the partial inclusion of capital gains for individuals 
and corporations will result in a “tax cost” to the government estimated at $22 billion in each of 2023 and 2024. 
The report says that, “This measure provides incentives to Canadians to save and invest, and ensures that 
Canada’s treatment of capital gains is broadly comparable to that of other countries.” 
South of the border, changes may be coming to the taxation of capital gains. Currently, the US taxes short-
term gains (for sales of assets held less than one year) at ordinary income tax rates, which range from 10% to 
37% federally. Long-term capital gains (for sales of assets held longer than one year) are taxed at a favourable 
rate, ranging from zero to 20% (excluding the additional 3.8% net investment income tax — or “NIIT” — for 
higher-income earners). 
A proposal in President Joe Biden's March 2023 budget would effectively increase the tax on capital gains by 
treating them as ordinary income for taxpayers earning more than US$1 million. His plan would also raise the 
top rate on ordinary income back up to 39.6% (from 37%) and increase the NIIT to 5% (from 3.8%). These 
proposals would more than double the current long-term capital gains tax rate to 44.6% (39.6% plus the 5% 
NIIT) from 23.8% (20% plus 3.8%) for these high-income individuals. 
So, what about Canada? You’ll recall that prior to Jan. 1, 1972, Canada didn’t tax capital gains at all. Then 
came the Carter Commission Report, which recommended full taxation of capital gains. But the law, as 
originally introduced, only taxed 50% of capital gains. Subsequent governments increased the inclusion rate to 
66.67% in 1988, then increased it again to 75% in 1990. A decade later, it was dropped back down again to 
66.67% on Feb. 28, 2000, and then further reduced on Oct. 18, 2000 to 50%, where it has remained until 
today. 

https://www.canada.ca/en/department-finance/services/publications/federal-tax-expenditures/2023.html
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You may recall that the NDP’s 2019 election platform proposed a hike in the capital gains inclusion rate to 
75%, however the pre-budget Report of the Standing Committee on Finance issued in March 2023 did not 
include a hike to capital gains tax among itself 230 recommendations. 
In preparation for the 2023 budget discussions, Jonathan Rhys Kesselman, emeritus professor at Simon 
Fraser University’s School of Public Policy, released a paper entitled Pathways to Reform of Capital Gains 
Taxation in Canada in Canada that considers the case for increasing taxes on capital gains in Canada, and the 
implications for the upcoming reform of Canada's Alternative Minimum Tax (AMT). 
Kesselman shows there is a high concentration of capital gains among relatively few taxpayers and at very 
high incomes, and suggests that targeting an increased capital gains inclusion rate, either on large gains 
above a certain dollar amount or by filers with very high incomes, would sharply reduce the number of affected 
taxpayers, “easing both administration and compliance as well as public acceptance.” 

Planning for a potential increase in the capital gains inclusion rate 
If a change were announced to Canada's capital gains inclusion rate, it would likely be effective as of budget 
day. If you’re among those investors who fear that the government may, indeed, increase the inclusion rate, 
what can you do about it now? The easy thing to do is simply sell your appreciated assets and lock-in your 
capital gains tax bill at the current 50% inclusion rate. But the problem with that is that if it didn’t make sense to 
sell an asset prior to a potential tax-rate increase, the fear of such an increase shouldn’t change your 
investment decision. As we often say, “don’t let the tax tail wag the investment dog.” 
But there may be ways to have your cake and eat it too, albeit with some additional tax planning complexity 
and compliance costs. It may be possible, depending on your circumstances, to crystallize any latent capital 
gains on your assets in order to benefit from the current inclusion rate. In addition, it may be possible to 
implement a crystallization strategy without having to pay tax in respect of the resulting capital gains if an 
increase to the inclusion rate is not enacted. These crystallization reorganizations would have to be completed 
before the capital gains inclusion rate is actually increased. 
The basic strategy for appreciated securities is to sell the securities to a Canadian holding company (either 
new or existing) in exchange for shares with a fair market value (FMV) equal to the FMV of the securities being 
transferred. This is a taxable transaction and triggers the capital gain. 
If the capital gains inclusion rate increases in the 2023 federal budget, you do nothing more and have 
crystallized the gain at the current, 50% inclusion rate. The cost of the securities to the holding company will be 
the securities’ FMV. 
If, on the other hand, the capital gains inclusion rate does not increase, you can file a “section 85” rollover 
election and elect that the securities be sold for tax purposes at their adjusted cost base (“ACB” or tax cost) so 
that no gain is realized. The cost of the securities to the holding company will be the elected amount (that is, 
your ACB). 
Since the strategy involves paying the tax today (albeit at the lower inclusion rate), it may not make sense if 
you are not contemplating a sale of the securities in the near future. That’s because taxes would be paid earlier 
than they otherwise would be and thus the time value of money would need to be considered in determining 
whether this strategy makes sense. 

https://www.ourcommons.ca/Content/Committee/441/FINA/Reports/RP12208633/finarp10/finarp10-e.pdf
https://financesofthenation.ca/wp-content/uploads/2023/03/Capital-Gains-Tax-Canada-Version-FON-6.2.pdf
https://financesofthenation.ca/wp-content/uploads/2023/03/Capital-Gains-Tax-Canada-Version-FON-6.2.pdf
https://financesofthenation.ca/wp-content/uploads/2023/03/Capital-Gains-Tax-Canada-Version-FON-6.2.pdf


 Planning for a potential hike in the capital gains inclusion rate   I   3 
 

In addition, you would now own your investment portfolio through a corporation, which adds a layer of 
complexity that you may not want. Annual corporate tax returns will need to be filed for the corporation and, if 
you want to take investment income out of the holding company, the corporation will have to declare dividends, 
which involve director’s resolutions and filing of T5 information tax slips. 
Be sure to speak to your tax and legal advisors before executing this strategy. 

Jamie Golombek, CPA, CA, CFP, CLU, TEP is the Managing Director, Tax & Estate Planning with CIBC 
Private Wealth in Toronto. 
jamie.golombek@cibc.com  

 

Disclaimer 

This report is published by CIBC with information that is believed to be accurate at the time of publishing. CIBC and its subsidiaries and affiliates are not liable for any errors or omissions. 
This report is intended to provide general information and should not be construed as specific legal, lending, or tax advice. Individual circumstances and current events are critical to 
sound planning; anyone wishing to act on the information in this report should consult with their financial, tax and legal advisors. 

The CIBC logo is a trademark of CIBC. 
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