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List of Recommendations

That the federal government:

Recommendation 1: Abandon its intention to implement an increase in the capital gains inclusion rate as
explained on page 3.

Recommendation 2.: Commission an expert panel to review and report on the tax rules governing small
businesses as described on page 4.

Recommendation 3: Update RRSP and RRIF rules to better support younger Canadians saving for their
retirement and seniors concerned they won’t have sufficient retirement income later in life as detailed on
pages 4-5.

Recommendation 4: Provide a 35 percent refundable tax credit relating to the cost of dental care programs for

employees of small businesses as described on pages 6-7.

Recommendation 5: Develop pharmacare using the same general approach as the federal dental plan:
supporting those without prescription drug coverage while leaving workplace benefit plans intact as described
on pages 7-8.
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Who we are

CALU is Canada’s national association for leaders in the life insurance and financial advisory industry. Along with
our partner organization, Advocis, we speak for thousands of life insurance and financial advisors in every part
of Canada to grow and preserve the financial well-being of Canadians and family businesses.

We offer our recommendations for Budget 2025 in support of the federal government’s stated objectives of
making life more affordable for all Canadians and unlocking growth by boosting our competitiveness and
productivity.

Our recommendations reflect the context of the unprecedented economic headwinds currently facing Canada
including low business productivity, higher inflation, devaluation of the Canadian dollar and the global economic
instability arising from trade protectionism.

These forces will challenge the federal government to adequately support small business owners, the retirement
savings of Canadians of all ages, and the health care needs of the population — and require new measures for
Budget 2025 such as those presented in this submission.

Supporting small business owners

CALU believes that small businesses are the backbone of Canada’s economy. In the current political and
economic environment, it is particularly important for the federal government to take additional steps to foster
entrepreneurship and the growth of small businesses. Accordingly, we offer two recommendations to ensure
their continued significant contribution to GDP and employment in Canada.

A) Capital gains inclusion rate

In January 2025, the federal government announced the deferral — from June 25, 2024, to January 1, 2026 — of
the implementation of the proposed increase in the capital gains inclusion rate announced in Budget 2024 for
which legislation has not been enacted.

The delayed implementation of the proposed measure is positive news. However, CALU continues to believe this
tax measure will negatively impact the growth of small businesses in Canada. In particular, the proposed
increase in taxes on capital gains will reduce incentives for Canadians to become entrepreneurs and build wealth
within a private corporation, as well as unfairly penalize those who have already invested significant time and
resources to establish successful businesses.

Recommendation 1: The federal government should abandon its intention to implement an increase in the
capital gains inclusion rate.
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B) Small business tax reform

Federal rules governing the taxation of small business owners and private corporations are becoming
increasingly complex. Recent examples include:

e Expansion of the tax on split income (TOSI) rules

e Passive investment rules which limit access to the small business deduction
e Modifications to the rules on intergenerational business transfers

e Changes to the Alternative Minimum Tax rules

e Introduction of a new Employee Ownership Trusts (EOT) regime

e Proposed introduction of the Canadian Entrepreneurs’ Incentive

e Proposed modifications to the small business capital gains rollover rules

e Proposed changes to the capital gains inclusion rate

When considered individually, some of these tax measures are beneficial to small business owners and private
corporations. However, when considered in their totality, some of these measures have, and will further result
in negative impacts including inequities in the treatment of different types of businesses; the distortion of the
“theory of tax integration” for small business owners; a significant increase in business planning complexities
and compliance costs; and a disincentive to establishing and growing small businesses in Canada.

Recommendation 2: The federal government should commission an expert panel to review report on the tax
rules governing small business taxation with a view to harmonizing the treatment of various types of
businesses, reducing compliance costs and creating a more fair, coherent and integrated approach to their
taxation.

Enhancing Canada’s retirement system

Millions of Canadians rely on Registered Retirement Savings Plans (RRSPs) to save for retirement, and in turn on
Registered Retirement Income Funds (RRIFs) to provide retirement income. Both those saving for retirement
and retirees have been negatively impacted by the affordability challenges in recent years. More recently, the
increased volatility in domestic interest rates and stocks markets due to global forces are also acting to the
detriment of the retirement savings of Canadians of all ages.

Many younger people are particularly challenged to save for their retirement because of competing needs for
their financial resources early in their working lives. Conversely, some older Canadians fear the loss of their
retirement savings due to the requirement to withdraw money from their RRIF by the end of the year in which
they reach age 71 regardless of any financial need to do so.

Seniors may also find their funds significantly diminished due to taxes payable on the withdrawn funds and loss
of tax sheltering available within the RRIF. Mandatory RRIF withdrawals can also push some into a higher tax
bracket and result in the loss of government benefits such as the Guaranteed Income Supplement (GIS) benefit.
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Following Private Members Motion M-45 in 2022, Finance Canada consulted with stakeholder groups (including
CALU) and tabled a report in Parliament in June 2023. The report does not offer recommendations but contains
valuable information on how RRSP/RRIF rules can best meet the needs of retirees including that:

e The vast majority of RRSP holders wait until required to convert their RRSP to a RRIF and over 60 percent
of those RRIF holders only take the minimum.

e About half of RRIF holders earning between $50,000 - $100,000 are only taking minimum RRIF
withdrawals.

e The average retirement age for Canadians has been increasing, particularly for the self-employed, and a
growing number of people continue to work into their 70’s.

o Life expectancies continue to increase, with a growing number of retirees living well into their 90’s.

The federal government has not yet moved on this report — but the need for action is greater than ever before.
The global and domestic economic environment has changed dramatically — particularly in recent months —
introducing greater financial uncertainty for those who rely on their RRSPs and RRIFs to support their retirement
income.

In the past the federal government reacted to specific market downturns with temporary measures relating to
RRIF minimum payout rules. We believe more permanent relief should be provided, both for those saving for
retirement and for retirees, by expanding retirement saving options and permitting greater control over the
withdrawal of funds from RRIFs. This will support the federal government’s stated objective of making life more
affordable for all Canadians.

Recommendation 3: The federal government should quickly update RRSP and RRIF rules as follows:

3.1 Allow unused RRSP contribution room to be annually indexed to partially compensate for the loss of tax
deferred savings due to delayed contributions resulting from other financial priorities.
3.2 Permit RRSP contributions to continue past age 71.
3.3 Modify RRIF payout requirements by:
3.3.1 Reducing the minimum payout formula so more funds can remain tax-sheltered over a RRIF
holder’s lifetime.
3.3.2 Allowing RRIF holders to exclude up to $170,000 (indexed) from the application of the RRIF
minimum payment formula until the individual attains age 85 similar to the purchase of an
Advanced Life Deferred Annuity (ALDA).
3.3.3 Deferring the requirement to convert an RRSP to a RRIF to age 75.
3.4 Make more publicly transparent the factors used to establish the RRIF minimum payment formula and
establish a regular process for its review to ensure it continues to meet the income needs of older retirees.

Strengthening Canada’s health care system

CALU supports the federal government’s intention to assist those who need, but cannot afford, dental care or
essential medications. The Canadian Dental Care Plan (CDCP) is now available to eligible seniors, children, and
disabled adults with access expanding to the general adult population in 2025. Bill C-64, “An Act respecting
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pharmacare,” received Royal Assent in October 2024 with the stated purpose of improving the access and
affordability of prescription drugs and related products for Canadians.

CALU has concerns with the CDCP and pharmacare for their impact on workplace insurance plans. In the case
of the CDCP, we are concerned about its indirect consequences on the plans of small businesses while
pharmacare could directly reduce or eliminate the drug coverage most Canadians currently enjoy.

We believe that the gaps in dental and prescription medication coverage affecting other Canadians should be
directly addressed without putting at risk what works well today for millions and result in unnecessary
budgetary outlays.

A) Dental care

As the CDCP becomes available to Canadians of working age in 2025, we are concerned that it may incentivize
some businesses to drop their existing employee dental plans in favour of the federal plan.

A survey conducted by Abacus Data for the Canadian Dental Association in November 2024 — prior to the
eligibility of most Canadians of working age to the CDCP — substantiates our concern. It found that 11 percent of
Canadians say they their employer has already reduced their dental insurance coverage because of the CDCP,
including 10 percent for those with annual household incomes below $90,000. The survey also found that 14
percent of Canadians reported their employer has communicated about potential changes to their dental care
plan as a result of the CDCP. This is up from 5 percent in September 2023 and from 9 percent in April 2024.
These figures would likely grow over time as the CDCP is fully implemented and becomes a tangible option for
employers.

Canadians share our concern about the potential drop of dental coverage by employers because of the CDCP.
Survey data from the same source shows that 51 percent are at least “somewhat concerned” that their
employer will drop dental coverage as a result of the new federal program.

We expect that small businesses would be most likely to de-insure their employees because they generally face
higher costs for their health benefits (including dental benefits) than larger corporations and typically offer less
generous benefits to their employees.

The offloading of private dental coverage to the CDCP will inevitably increase costs to the federal purse.
Program costs will also increase as some businesses that do not currently offer dental benefits will choose not to
do so in the future given the availability of a public plan for their employees.

We believe the federal government should take steps to mitigate the unintended consequences of the CDCP
on working Canadians and the public purse by offering a financial incentive to employers to keep their plans.
Survey data from the above source show that 95 percent of employers that currently offer a dental plan could
be encouraged to keep it if such an incentive was available. This includes 20 percent who would unconditionally
do so, 52 percent who would do so depending on the financial incentive, and 23 percent who may do so
depending on how well the CDCP works.

The Conference for Advanced Life Underwriting calu@calu.com
600 - 170 Laurier Ave West www.calu.com
Ottawa, ON K1P 5V5 613-505-9632

Page 6 of 8



calu

The broad objectives of the financial incentive should be to ensure that:

e Small business dental plans are maintained and potentially enhanced.

e More small businesses offer dental coverage as an employee benefit to help their competitive position in
the marketplace and the health of their employees.

e Budgeted CDCP program costs are not exceeded.

Recommendation 4: The federal government should provide a 35 percent refundable tax credit in respect of
the cost of dental care programs for employees of small businesses. The credit should be designed to support
small businesses with employees earning less than the $90,000 family income qualifying limit under the CDCP.

Qualification would be based on the following criteria:

o Type of business — private corporations that qualify for the small business deduction, including farming and
fishing corporations.

e Access to coverage — employer must offer dental benefits to employees as reported on T4 slips.

e Duration — the credit program would be temporary (e.g., three years) with a review at the end of the period.

Under this proposal, employers would continue to pay about 55 percent of the cost of dental insurance for their
employees thus saving the federal government from paying 100 percent of the cost if the employer dropped its
dental coverage. It would also likely result in those employees receiving better dental coverage than what will
be available under the CDCP.

Precedent for a proposal of this type exists in the United States where the Affordable Care Act — or Obamacare —
included incentives and penalties to encourage employers to maintain health insurance coverage for all
employees.

B) Pharmacare

One of the eligibility requirements for the CDCP is that individuals must not have access to any type of dental
insurance or coverage including through employment benefits. We fully support this approach which fills the
coverage gap for Canadians who need it without intentionally disrupting workplace benefit plans that most
Canadians currently enjoy. The Globe and Mail praised this approach by noting that “the design of the dental
care plan is a blueprint for a modernization of social programs. (...) The program’s design recognizes the
importance of the private sector. It does not displace existing private-sector dental plans.”

We propose a similar approach for pharmacare. According to the Canadian Life and Health Insurance Association
(CLHIA), 27 million Canadians have supplementary health insurance plans, including prescription drug coverage,
largely through their workplace. These Canadians value their health benefit plans and do not want to put them
at risk. These plans make life more affordable for the vast majority of Canadians.

We believe that keeping employer health plans undisturbed would help more Canadians with more health
conditions, while public funds would be better used to help those without prescription coverage or who
struggle to afford out-of-pocket costs associated with particular medications or health conditions.

However, it remains unclear whether the pharmacare legislation passed by Parliament, Bill C-64, would provide
drug coverage exclusively to the small number of uninsured, or whether it would reduce or cease coverage for
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those with workplace benefit plans. We believe greater legislative clarity is needed in this respect given the
different interpretations that have been presented — including by federal authorities.

Where legislation references “universal, single-payer, first dollar coverage,” as does Bill C-64, insurance
companies are not permitted to pay for any treatment or drug that is covered under a public system. We believe
the federal government should address this situation if its intention is in fact to allow Canadians to retain
coverage under their employer paid plan. According to the Parliamentary Budget Officer (PBO), the single payer
system would also result in approximately $4B of costs currently paid by employer plans shifting to government.

Recommendation 5: The federal government should develop pharmacare using the same general approach as
the CDCP: supporting those without prescription drug coverage while leaving workplace benefit plans intact.
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