McMIiLLAN BINCH MENDELSOHN

TAX BULLETIN
February 2008

BUDGET 2008: CORPORATE TAX HIGHLIGHTS

On February 26, 2008, Finance Minister Jim Flaherty delivered the federal government’s 2008 Budget. The corporate
tax highlights of Budget 2008 include the following:

TAXATION OF SIFTsS: PROVINCIAL COMPONENT

At present, the tax on particular distributions from specified investment flow-through trusts and partnerships (“SIFTs”)
is comprised of two components: the federal general corporate tax rate (19.5% for 2008 and reduced to 15% by 2012)
and an additional tax in lieu of provincial tax at a rate of 13%.

Budget 2008 proposes that for a SIFT’s 2009 and subsequent taxation years, the provincial component of the SIFT tax
will be determined based on the general provincial corporate income tax rate in each province in which the SIFT has a
permanent establishment.

To determine the applicable rate for a SIFT, the SIFT’s taxable distributions will be notionally allocated to provinces in
accordance with the general corporate taxable income allocation formula. Taxable distributions that are not allocated to
any province would be subject to tax at the rate of 10%. To account for the SIFT tax imposed by the Province of Quebec,
the rate applicable to taxable distributions allocated to Quebec will be deemed to be nil.

SR&ED PROGRAM

Budget 2008 proposes to enhance the scientific research and experimental development (“SR&ED”) tax incentive program
by increasing the annual expenditure limit and the taxable income and capital phase-out thresholds.

For taxation years ending after February 25, 2008, the following limits and thresholds will be used (pro-rated, as required)
to determine the enhanced SR&ED investment tax credits (“IT'Cs”) available to Canadian-controlled private corporations:

Current Proposed
Expenditure Limit $2 million $3 million
Taxable Income Phase-Out Range $400,000 - $600,000 $400,000 - $700,000
Taxable Capital Phase-Out Range $10 million - $15 million $10 million - $50 million

Expenditures incurred on SR&ED carried on outside Canada do not currently qualify for the SR&ED ITC. Budget 2008
proposes to extend the SR&ED ITC regime to capture permissible salary and wages in respect of Canadian-resident
employees carrying on SR&ED activities outside Canada, provided the activities are directly undertaken by the taxpayer
and completed solely in support of SR&ED carried on by the taxpayer in Canada. Permissible salary and wages will
be limited to 10% of the total salary and wages directly attributable to SR&ED carried on in Canada by the taxpayer
throughout the year.
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Budget 2008 also proposes to improve the administration of the SR&ED program.

ENHANCED CAPITAL COST ALLOWANCE INITIATIVES
Budget 2008 proposes a number of initiatives to improve the capital cost allowance (“CCA”) system, including:

. Manufacturing and Processing: Last year’s budget proposed a temporary incentive to permit CCA to be
claimed on an accelerated basis in respect of eligible machinery and equipment acquired on or after March 19, 2007 and
before 2009 that are used in manufacturing or processing. CCA in respect of machinery and equipment eligible for the
temporary incentive may be claimed on a 50% straight-line basis. Budget 2008 proposes to extend the accelerated CCA
treatment for an additional three years, which will include a one-year extension of the availability of the 50% straight-line
rate, followed by a two-year period during which accelerated CCA will be provided on a declining basis.

o Aligning CCA Rates with Useful Life: To better reflect the rate at which capital property depreciates, Budget
2008 proposes adjustments to the existing CCA rates for railway locomotives, carbon dioxide pipelines and pumping and
compression equipment for carbon dioxide pipelines.

o Clean Energy Generation: Building on the proposals from the previous year, Budget 2008 expands the list of
particular energy-generation equipment that falls within the class of property in respect of which CCA may be claimed
at the accelerated rate of 50% on a declining balance basis.

The foregoing provides only an overview. Readers arve cautioned against making any decisions based on this material alone. Rather, a
qualified lawyer should be consulted.

© Copyright 2008 McMillan Binch Mendelsobn LLP



ABOUT MCMILLAN BINCH MENDELSOHN LLP

McMILLAN BINCH MENDELSOHN

McMillan Binch Mendelsohn LLP, one of Canada’s leading business law firms, is committed to advancing our clients’

interests through exemplary client service combined with thoughtful and pragmatic advice. The firm is a values-driven

organization that takes a dynamic and sophisticated approach to providing practical and creative solutions to its clients.

Its client first, team-based approach draws effectively upon our diverse expertise. The firm has a national, cross-border

and international practice and has grown to be one of the top 20 largest firms in Canada. The firm is agile and flexible,

committed to always striving for excellence. For additional information, visit www.mcmbm.com.

PRIVATE EQUITY GROUP

For further information, please contact your McMillan Binch Mendelsobn lawyer, or one of the following members of our Tax Group:

TORONTO

Sheila M. Crummey
Michael Friedman
Mary-Ann Haney
Melissa McBean
Todd Miller

Ryan Morris
Catherine Roberts
Laura Stoddard
Michael D. Templeton
Richard B. Thomas
David Wentzell
Jamie Wilks
Mickey Yaksich

MONTREAL

Louis -Frédérick Coté
Andrew Etcovitch

John Israel Galambos

416.865.7017
416.865.7914
416.865.7293
416.865.7073
416.865.7058
416.865.7180
416.865.7202
416.865.7277
416.865.7837
416.865.7179
416.865.7036
416.865.7804
416.865.7097

514.987.5016
514.987.5064
514.987.5058

sheila.crummey@mcmbm.com
michael.friedman@mcmbm.com
mary.ann.haney@membm.com
melissa.mcbean@mcmbm.com
todd.miller@mcmbm.com
ryan.morris@membm.com
catherine.roberts@mcmbm.com
laura.stoddard@mcmbm.com
michael.templeton@mcmbm.com
richard.thomas@mcmbm.com
david.wentzell@mcmbm.com
jamie.wilks@mecmbm.com

mickey.yaksich@mcmbm.com

louis-frederick.cote@mcmbm.com
andrew.etcovitch@mcmbm.com

john.galambos@mcmbm.com

McMiLLAN BINCH MENDELSOHN

TORONTO | TEL: 416.865.7000 | FAX: 416.865.7048

MONTREAL | TEL: 514.987.5000 | FAX: 514.987.1213

www.mcmbm.com


mailto:sheila.crummey@mcmbm.com
mailto:michael.friedman@mcmbm.com
mailto:mary.ann.haney@mcmbm.com
mailto:melissa.mcbean@mcmbm.com
mailto:todd.miller@mcmbm.com
mailto:ryan.morris@mcmbm.com
mailto:catherine.roberts@mcmbm.com 
mailto:laura.stoddard@mcmbm.com
mailto:michael.templeton@mcmbm.com
mailto:richard.thomas@mcmbm.com 
mailto:david.wentzell@mcmbm.com
mailto:jamie.wilks@mcmbm.com
mailto:mickey.yaksich@mcmbm.com
mailto:andrew.etcovitch@mcmbm.com
mailto:john.galambos@mcmbm.com
http://www.mcmbm.com

