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Hon. Yonah Martin (Deputy Leader of the Opposition):
Honourable senators, I rise on this occasion to put on record my
concerns about Bill C-74, the budget implementation act, 2018,
and to speak to this report.

This bill implemented provisions of the budget tabled in
Parliament last February, as well as a few new provisions that
were not included in the original budget. I’m deeply concerned
about this bill, which was unexpectedly rushed through the Senate
during Routine Proceedings. While Canadians from coast to coast
to coast are preparing to celebrate Canada Day and the summer
holidays, economic uncertainty and stress seem to be on the rise.
More than ever, with the strained NAFTA negotiations and the
looming trade war with our largest trading partner south of the
border, Canadian business owners need the government’s support
and assurances to be able to keep their businesses afloat, let alone
keep their current employees working through this difficult time.
Unfortunately, this 559 page omnibus bill does provide relief, but
places more tax burden on the shoulders of hard-working
Canadians.

Colleagues, I have always, and will continue to, rise in defence of
small businesses. They truly are the backbone of our economy,
accounting for about 97.9 per cent of all businesses in Canada and
employing more than 8.2 million Canadians across the country.
They represent family-owned businesses, like farmers, convenience
store owners and laundromat operators, and families working day
and night to make ends meet to put food on the table. They
represent aspiring entrepreneurs who envision bettering the lives of
others through their innovation. They represent medical doctors,
accountants, lawyers, who have gone through years of rigorous
training.

In light of the Trudeau government’s announcement that it
would cut the small business tax rate to 9 per cent, effective
January 1, 2019, in support of the middle class and those working
hard to become a part of it, what they are not telling Canadians is
that the new measures included in this bill will make it harder for
small businesses to qualify for the small business tax rate. The new
rules on passive income, coupled with the new income sprinkling
rules, which abruptly came to an end this past January, along with
other provisions set out in this bill, will have small businesses
paying more tax, not less.

According to a report from the Government of Canada entitled
Tax Measures: Supplementary Information, the government itself
expects to collect $43 million in extra revenue in the current fiscal
year through the changes in passive income rules. By 2023, it
projects to collect additional tax revenue totalling $2.3 billion.
To me, this sounds like pickpocketing the middle class and those
working hard to become a part of this class.

What is passive income, and why is it important in this context?
Passive income is derived from any source in which the investor
does not have active participation in the business. This includes
investment in bonds, stocks, limited partnerships, income trust
funds, et cetera. This is different from the day-to-day income one
earns from their business, for example, sales of goods and
services. This matters because passive investments allow
businesses to diversify their income streams and permit them to
put away money for future anticipated needs. Businesses may use
passive income during the bottom of the business cycle, when
sales are down and they need to offset losses incurred. Passive
income can also be used to save for new equipment or property
for the future.

The government’s new rules would essentially penalize businesses
for earning passive investment income. Under the new rules,
businesses that earn anything above the $50,000 passive-income
threshold would effectively see their small business deduction limit
shrink, until they no longer qualify for the small business tax rate.
Any business that earns $150,000, $100,000 in excess of the
$50,000 threshold, in passive income would in effect be ineligible
for the small business tax rate.

At second reading of this bill on June 11, I asked Senator
Mitchell, the sponsor, how toughening the rules of passive income
and income sprinkling will help small businesses. To that, the
senator replied, ‘‘. . . passive investments don’t create jobs. . . .’’

I respectfully disagree. If government discourages small
businesses from investing in passive income, they will be left
more vulnerable should there be an economic downturn. Passive
investments allow businesses to keep staff when the going gets
tough. Think of it as a rainy day fund.

Small business owners assume risk and often forego salaries for
themselves to ensure the success of their business. I find it
unfitting for government to impose a one-size-fits-all policy to
Canadian-controlled private corporations, CCPCs. Each small
business faces unique sets of opportunities and challenges, and
Canadian business owners have a much better understanding of
their own challenges and opportunities than the government. In
fact, a recent petition tabled in the House of Commons last
Monday was signed by more than 45,000 Canadians calling on the
government to abandon its package of small business tax changes.

In the current climate of protectionism, passive income has
become ever so important. Along with the ongoing, shaky
NAFTA negotiations, which includes a potentially dangerous
trade war with the United States, our biggest trading partner,
Canadian businesses need the government’s support more than
ever. It is exactly for uncertain times like this that small businesses
put aside money. It lessens the financial impact during economic
hardships. More than 70 per cent of our exports go to the United
States. The two economies are closely intertwined, and the current
state of the bilateral trade relations means a hard hit for Canadian
businesses and their employees.
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What is even more insulting to small businesses in Canada is the
federal government going back on its word about grandfathering
existing passive investments. Initially the government promised
that passive investments held before the new rules came into
force would be exempt. Dan Kelly, President of the Canadian
Federation of Independent Business, said:

The proposed rules penalize businesses that have been
compliant with the law and acted prudently in the face of
economic uncertainly and risk by creating a capital reserve
through passive investments. We’re asking the government to
keep the promise they made to the small business community
and protect firms with previous passive investments from the
new rules before the budget is signed into law.

By breaking this promise, the federal government will now be
unfairly taxing businesses who have held passive investments well
before and shortly after the original changes were announced.
Matthew MacAdam, partner and leader for tax services in Nova
Scotia at Grant Thornton said that the government’s change of
heart was unexpected in the Canadian business world. He went
on to say that he felt for clients ‘‘who transferred passive assets
into their corporations ahead of the budget, thinking they were
doing themselves a favour, only to realize today that their passive
income will cause the corporation to lose some of its small
business deduction starting in 2019.’’

These unfair tax changes will have a ripple effect, cutting into
other industries, including the financial industry. RBC President
and CEO Dave McKay said:

We would certainly encourage the federal government to
look at these issues because, in real time, we’re seeing capital
flow out of the country.

. . . if we don’t keep the capital here, we can’t keep the
people here . . . .

Investors follow certainty. We are sending the wrong signals to
entrepreneurs and investors with these changes.

Senator Mitchell also proudly stated that the Trudeau government
has created 600,000 very good jobs in the last two years.
Unfortunately, those jobs that were created temporarily through

short-term fiscal stimulus are disappearing, and they are
disappearing fast. According to an article from Financial Post
on June 14, it reported:

While jobs in Canada have declined by 50,000 overall since
December, the U.S. has added nearly a million new jobs.

The article further noted that:

Statistics Canada found in its annual survey that firms plan
to trim investment outlays this year by another one per cent,
their fourth-straight annual decline. In contrast, a semi-annual
survey of investment intentions in the U.S. found that firms
revised up their plans to increase investment spending from
a 2.7-per-cent increase just six months ago, all the way up to
a 10-per-cent increase in the latest survey.

This should be alarming as decreased investment in Canada
translates into fewer jobs for Canadians. This is another
contradiction to the federal government’s mandate of growing the
middle class and reducing unemployment.

Colleagues, with the passage of Bill C-74 we have created a
hostile business climate, inhibiting investments and savings, which
is vital in today’s world filled with economic uncertainty. The
Canadian Federation of Independent Business noted, ‘‘Many of
our members have expressed concerns about their ability to remain
competitive in Canada, much less on a global stage, with some even
expressing a desire to move their operations south of the border.’’

In order for Canadian businesses to flourish and create more
jobs, the government ought to impose less red tape and less
sneaky tax-grab measures to finance its out-of-control spending
so that the businesses can allocate their resources in areas that
they know will create more value for their businesses and
good-paying jobs.

In this chamber, we often refer to small businesses as the engine
of our economy. In my view, the provisions set out in Bill C-74
will impose more burdens than offer support to small businesses.

But what is done is done. Again, the government has only given
lip service to small businesses, who have yet again been overlooked
and are now overburdened with broken and empty promises.
Conservatives have and will always stand up for small business and
for all Canadian families.
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