Example: Tax Deferral Capital Gains on Small Business Investments

The February 2000 Federal Budget proposes to allow taxpayers realizing a capital gain on shares of a qualifying small business (QSB) the opportunity to shelter the gain from tax to the extent that the gain in re-invested in another QSB within 60 days. 

The general concept of the proposal is excellent.  If properly structured, it will encourage many more investors and entrepreneurs to make private investment capital available to QSB’s. Unfortunately, the proposed 60-day re-investment requirement is totally inappropriate to prudent equity investing.

1. Finding a new potential QSB investment prospect can easily take 6-12 months. 

2. “Due Diligence” for an investment in a QSB frequently takes another 6-12 months after finding a good prospect.

3. Attempting to rush the QSB re-investment process in 60 days to shelter a QSB gain will likely lead many investors into poor QSB investment decisions, or to withdraw from QSB investment totally, thereby defeating the intent to encourage equity investment in qualifying small business.

It would generally be adequate if the required re-investment period was 24 months after receipt of the QSB capital gain proceeds.  A similar time allowance has existed in the income tax act for many decades with respect to the “rollover rules” for replacement of capital property.

Recommendation

That the federal government amends its proposal for the time limit to re-invest QSB capital gains from 60 days to 24 months.

That under this formal system: 

· Loss transfer is available for non-capital losses, capital losses, unused annual deductions and available tax credits. 
· Losses are offset against all forms of corporate income and across different lines of business.
· Losses, deductions and credits not utilized in a given year are available in future years subject to similar limitations as presently exist in the Income Tax Act.
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