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BRIEFINGNOTE 

 

Introduction 

The Canadian federal government has recently announced a significant update regarding the proposed 

increase in the capital gains inclusion rate.  Initially set to take effect on 25 June 2024, the implementation 

of this increase has now been deferred to 1 January 2026.  This briefing note aims to provide our clients with 

a comprehensive understanding of the deferral, its context, and its implications.  

Background 

In the 2024 Federal Budget, the government proposed an increase in the capital gains inclusion rate from 

50% to 66.67%.  This change was intended to apply to individuals, corporations, and trusts.  For individuals, 

the higher inclusion rate would apply to capital gains exceeding an annual threshold of C$250,000.  The 

proposed changes were met with considerable concern and criticism from taxpayers and industry 

professionals.  

For more details regarding the 2024 Federal Budget and its proposed increase in the capital gains inclusion 

rate, please refer to our previous briefing note here.  Please note that this Note supersedes our earlier note.  
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Deferral Announcement 

On 31 January 2025, the Department of Finance announced that the increase in the capital gains inclusion 

rate from 50% to 66.67% has been deferred to 1 January 2026.  This decision was made to provide clarity 

and certainty for taxpayers regarding their 2024 tax filings.  The deferral means that the current inclusion 

rate of 50% will remain in effect until the new implementation date.  

As a result of this deferral, the proposed increase in the withholding tax rate on dispositions of taxable 

Canadian property by non-residents of Canada from 25% to 35%, which was set to take effect on 1 January 

2025, will also be deferred.  Consequently, the withholding tax rate for such non-residents will remain at 

25% throughout 2025.  

The C$250,000 annual threshold that will trigger the higher inclusion rate for individuals will also take effect 

on 1 January 2026.  

Implications of the Deferral 

The deferral of the capital gains inclusion rate increase brings several implications for taxpayers and industry 

professionals: 

The deferral provides much-needed certainty for taxpayers who were unsure whether they needed to account 

for the proposed increase in their 2024 tax filings.  The Canada Revenue Agency had previously indicated its 

intention to administer the changes as proposed, even though they had not been enacted into law.  The deferral 

means that taxpayers can now file their 2024 returns based on the current 50% inclusion rate without concern 

for retroactive changes.  

If enacted, the deferred higher effective tax rates would partially simplify compliance for taxpayers who have 

already had or will have dispositions in 2024 or 2025 by aligning the changes with the start of a new tax year.  

Such parties no longer need to go through the complexities associated with mid-year changes, although we 

would still recommend seeking professional advice to navigate other complex transition rules.  

Investment fund managers and other industry professionals who had already prepared documentation based 

on the proposed higher inclusion rate will need to revert to the current rate.  This may involve additional 

compliance work and the reissuance of tax slips.  

The deferral comes at a time of political change, with Prime Minister Justin Trudeau announcing his resignation 

and the Governor General proroguing Parliament.  The upcoming 2025 Canadian federal election adds further 

uncertainty to the future of the proposed changes.  

Conclusion 

The deferral of the capital gains inclusion rate increase to 1 January 2026 is a welcome development for 

taxpayers, as it provides much-needed clarity and simplifies compliance requirements.  However, the political 

landscape and upcoming election introduce an element of uncertainty to the future of these proposed changes.   

Amidst this uncertainty, taxpayers now have an extended period to explore various estate planning 

opportunities in respect of structures involving Canadian real estate and Canadian natural resources.  Careful 

estate planning is particularly relevant for private wealth structures which are owned by non-residents of 

Canada and which were set up to primarily hold Canadian real estate. The non-Canadian resident shareholders 

of such private wealth structures may be exposed to Canadian capital gain taxes (and thus the increase in the 

capital gains inclusion rate on 1 January 2026) when the non-Canadian resident shareholder makes a share 

transfer of the holding company even though it may have been incorporated outside Canada. 

For further information or assistance with your estate or tax planning, please do not hesitate to contact us. 
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1 Stephenson Harwood is a law firm of over 1300 people worldwide, including 200 partners. Our people are 

committed to achieving the goals of our clients – listed and private companies, institutions and individuals. 

2 We assemble teams of bright thinkers to match our clients' needs and give the right advice from the right 

person at the right time. Dedicating the highest calibre of legal talent to overcome the most complex issues, 

we deliver pragmatic, expert advice that is set squarely in the real world.   

Our headquarters are in London, with eight offices across Asia, Europe and the Middle East. In addition, we 

have forged close ties with other high quality law firms. This diverse mix of expertise and culture results in a 

combination of deep local insight and the capability to provide a seamless international service.  

 

© Stephenson Harwood 2024. Any references to Stephenson Harwood in this communication means Stephenson Harwood and/or its 

affiliated undertakings. Any reference to a partner is used to refer to a partner of Stephenson Harwood or a partner of Wei Tu Law Firm. 

The association between Stephenson Harwood and Wei Tu Law Firm is not in the form of a partnership or a legal person. 

 
Full details of Stephenson Harwood LLP and its affiliated undertakings can be found at www.shlegal.com/legal-notices.  

 

Information contained in this briefing is current as at the date of first publication and is for general information only. It is not intended to 

provide legal advice.  
 

Unless you have consented to receiving marketing messages in relation to services of interest to you in your personal capacity, the 

services marketed in this message are offered only to the business for which you work. 
 


