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“The dark days of the Great Recession are over, and despite tough
times in the global economy, the future is bright for Canada. Our first
balanced budget since the downturn is the legacy of a man who
steered our nation through the worst economic crisis since the 1930’s:
my predecessor, colleague and friend, Jim Flaherty. Jim and Prime
Minister Harper made bold and disciplined choices that responded to
extraordinary challenges. Today, we travel down the path of
possibilities that Jim Flaherty created. Economic Action Plan 2015

is a balanced budget, low-tax plan for jobs and growth, one that works
for all Canadians.”

Joe Oliver







Introduction *

Chapter 1

Introduction

The Government is fulfilling its promise to balance the budget in 2015, pursuant to
its long-standing commitment to responsible fiscal management. Economic Action
Plan 2015 will see the budget balanced and Canadians can rest assured that Canada’s

fiscal house is in order.

Under the Government’s Economic Action Plan, the deficit has been reduced from
$55.6 billion at the height of the global economic and financial crisis to a projected
surplus of $1.4 billion for 2015-16 (Chart 1.1).

The Government has eliminated the deficit

Chart 1.1
Budgetary Balance After Measures
billions of dollars
6
4.8
4
2.6 2.6
2 1.4 7
; 5 m B
-2
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2013- 2014- 2015- 2016- 2017- 2018- 2019-
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Sources: Public Accounts of Canada; Department of Finance.
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Canada’s Economic Action Plan has been underpinned by prudent fiscal
management and the Government’s low-tax plan for families and businesses.

Since 2006, the Government’s priorities have been to create well-paying and secure
jobs for Canadians, lower taxes for Canadian families and businesses, and balance
the budget.

This Government has lowered taxes every year since coming into office. In fact,
since 2006 the Government has introduced over 180 tax relief measures. The overall
federal tax burden is now at its lowest level in more than 50 years.

Canadian families and individuals have benefitted from significant tax reductions
that have given them the flexibility to make the choices that are right for them.
Canadians at all income levels are benefitting from the tax relief introduced by the
Government, with low- and middle-income Canadians receiving proportionally
greater relief (Chart 1.2).

The impact of the Government’s low-tax plan

Chart 1.2
Per Cent Reduction in Personal Income Taxes as a Result
of Tax Relief Provided Since 2006 by Family Income, 2015

per cent
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Notes: Tax paid equals federal personal income tax payable for 2015 in the absence of tax relief provided since 2006. Tax relief
provided since 2006 excludes increases in benefits.

Source: Department of Finance.
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Tax relief measures introduced since 2006, in combination with benefit increases,
are leaving more money in the pockets of all Canadians:

e (Canadian families and individuals will receive $37 billion in tax relief and
increased benefits in 2015-16 as a result of actions taken since 2006.

A typical two-earner family of four will receive tax relief and increased benefits of
up to $6,600 in 2015, as a result of the Family Tax Cut, the Universal Child Care
Benefit, the Goods and Services Tax (GST) rate reduction, the introduction of new
credits, such as the Children’s Fitness Tax Credit, and broad-based income tax relief
including the reduction in the lowest personal income tax rate (Chart 1.3).

EcCoNOMIC A CTION PLAN 2015 5



* Chapter 1

Tax Relief for a Family of Four—Example

Henry and Cathy are a couple with two children, Grace and Elizabeth. Henry earns $84,000
and Cathy earns $36,000. As a result of actions taken by the Government since 2006, their
family will receive $6,640 in tax relief and enhanced benefits in 2015, allowing Henry and
Cathy to invest their hard-earned money where they see fit.

As shown below, this tax relief and these enhanced benefits include:

e $3,293 in income tax relief, of which $1,865 is due to measures announced in the 2014
Family Package;

e $2,329 in enhanced benefits, including $1,224 as a result of the enhanced Universal
Child Care Benefit announced in the 2014 Family Package; and

e $1,018 from the Government'’s reduction of the GST rate from 7 per cent to 5 per cent.

The Impact of the Government’s Low-Tax Plan

Chart 1.3

Total Federal Tax Relief and Increased Benefits for a Typical Two-Earner
Family of Four, 2015
Total Federal Tax Relief and Increased Benefits = $6,640

GST relief
$1,018

Child benefit
increases
$2,329

Source: Department of Finance.
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The Government’s low-tax plan is also giving businesses strong incentives to invest
in Canada. This helps the economy grow, spurs job creation and raises Canada’s
standard of living. Actions taken by the Government since 2006, including those
proposed in Economic Action Plan 2015, will reduce taxes for job-creating
businesses by $14.7 billion in 2015-16. Canada now has the lowest overall tax rate
on new business investment in the Group of Seven (G-7) (Chart 1.4).

Canada leads the G-7 with the lowest overall tax rate

on new business investment

Chart 1.4
Marginal Effective Tax Rate' on New Business Investment, 2015
per cent
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The marginal effective tax rate (METR) on new business investment takes into account federal, provincial and territorial statutory
corporate income tax rates, deductions and credits available in the corporate tax system and other taxes paid by corporations,
including capital taxes and retail sales taxes on business inputs. The methodology for calculating METRs is described in the
2005 edition of Tax Expenditures and Evaluations (Department of Finance). The METR includes measures announced as of

January 1, 2015 that will be in effect on December 31, 2015. It excludes the resource and financial sectors and tax provisions
related to research and development.

2 OECD (Organisation for Economic Co-operation and Development) average excludes Canada.
Source: Department of Finance.
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Canada’s Economic Action Plan is working. Canada continues to move forward in
the face of a fragile external environment and profound global economic uncertainty.
Canada has achieved one of the best economic performances among G-7 countries
over the recovery. Indeed, real gross domestic product (GDP) has increased more in
Canada than in any other G-7 country since the end of the recession (Chart 1.5).

Canada has performed better than other G-7 economies

over the recovery

Chart 1.5
Real GDP Growth Over the Recovery

per cent
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Notes: The trough was 2009Q1 for Germany and Japan and 2009Q2 for Canada, the United States, the United Kingdom, France and Italy.
The last data point is 2014Q4 for all countries.

Sources: Haver Analytics; Department of Finance calculations.

Reflecting this solid performance, over 1.2 million more Canadians are working now
than at the end of the recession in June 2009—one of the strongest job creation
records in the G-7 over this period. The majority of these net new jobs have been
full-time positions in high-wage, private-sector industries.
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The Government’s prudent fiscal plan has carefully steered Canada to balanced
budgets in the face of headwinds, such as the sharp decline in crude oil prices—
the third-largest decline in the last three decades. All the while, the Government
has remained committed to putting money back in the pockets of hard-working

Canadian families and businesses.

Our Government is fulfilling its promise to balance the federal budget.
We are now in a position to fulfill our promise to help Canadian families
balance theirs.

—Prime Minister Stephen Harper

Actions taken by the Government over the past year will help further support
economic growth and the creation of jobs in Canada. On a cash basis, these include:

e Support for Canadian families through the new Family Tax Cut and Universal
Child Care Benefit enhancements totalling $7.8 billion in 2015-16 and over
$4.5 billion ongoing.

e Support for small businesses through the Small Business Job Credit and
Employment Insurance (EI) premium freezes for three years, followed by a
committed reduction in EI premiums to a seven-year break-even rate in 2017.

e  $5.8 billion in new investments that will continue to build and renew federal
infrastructure across the country, with the majority of this support being
delivered within three years.
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These measures, together with those announced in Economic Action Plan 2015,
total almost $10 billion in 2015-16, or 0.5 per cent of GDP, and average $8.5 billion
per year thereafter, on a cash basis (Chart 1.6). This will provide significant support
to the Canadian economy starting in the second quarter of 2015.

Economic Action Plan 2015 invests in Canada’s economy

Chart 1.6
Measures Supporting Jobs and Growth (Cash Basis)
billions of dollars
11
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Note: The value of these measures is presented here on a cash basis, rather than an accrual basis, as the cash outlays correspond to
economic activity in the years shown.
Source: Department of Finance.
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Sound and sustainable public finances are paramount to ensuring ongoing economic
growth and job creation over the longer term. Balanced budgets ensure low taxes,
support the sustainability of the services and programs Canadians depend on, and
inspire confidence in investors and consumers.

In this challenging environment, it is vital that the federal government stay
focused on balancing its budget...

—~Canadian Council of Chief Executives

Prior to the global recession, the Government reduced Canada’s debt by more than
$37 billion and the federal debt-to-GDP ratio to 28.2 per cent. As a result, Canada
was well positioned to weather the storm as the global economy fell into recession.
Canada was able to emerge from the recession faster and stronger than virtually any
other major advanced economy.

In successive budgets, beginning with Budget 2010, and as the economy recovered,
the Government wound down fiscal stimulus and controlled spending to engineer a
return to balanced budgets.

Having balanced the budget, the set-aside for contingencies will continue to protect
the fiscal outlook from global economic uncertainty, and will be used to reduce the
level of federal debt, if it is not required.

At the G-20 Leaders’ Summit in 2013, Prime Minister Stephen Harper announced
Canada’s commitment to achieve a federal debt-to-GDP ratio of 25 per cent by 2021.
In the 2013 Speech from the Throne, the Government committed to reduce the debt-
to-GDP ratio to pre-recession levels by 2017. The Government remains on target to
meet both commitments.
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The Government’s commitment to balanced budgets has made Canada a recognized
leader for fiscal stewardship on the world economic stage. Canada’s total
government net debt-to-GDP ratio remains the lowest of any G-7 country and
among the lowest of the advanced G-20 countries (Chart 1.7).

Canada’s net debt is the lowest of any G-7 country

Chart 1.7
Total Government Net Debt-to-GDP Ratios, 2015
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Note: The total government net debt-to-GDP ratio is the ratio of total liabilities net of financial assets of the central, state and local levels
of government, as well as those in social security funds, to GDP. For Canada, total government includes the federal, provincial/territorial
and local government sectors, as well as the Canada Pension Plan and the Québec Pension Plan. For international comparability,
adjustments are made to unfunded public pension liabilities.

Source: International Monetary Fund, Fiscal Monitor, April 2015.

Reducing Canada’s debt burden is also a question of intergenerational fairness—it
would simply not be fair to saddle our children and grandchildren with inevitable tax
hikes to pay for the expenses we could not settle ourselves.

Balancing the budget takes hard work and tough choices. A balanced budget:

e Ensures taxpayer dollars are used to support important social
services—such as health care—rather than paying interest costs.

e Preserves Canada’s low-tax plan and allows for further tax reductions, fostering
growth and the creation of jobs for the benefit of all Canadians.
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e Helps to instill confidence in consumers and investors, whose dollars spur
economic growth and job creation.

e Strengthens the country’s ability to respond to longer-term challenges,
such as population aging, and unexpected global economic shocks.

e Signals that public services are sustainable, ensuring fairness for future
generations by avoiding future tax increases or reductions in services.

To secure recent gains, the Government is proposing to enshrine in law its prudent
approach to fiscal planning by introducing balanced budget legislation. This
proposed legislation confirms the Government’s ongoing commitment to
responsibly managing taxpayers’ money.

Economic Action Plan 2015

Going forward, global economic uncertainty dictates that for Canada to become an
even safer, more confident and more prosperous country, the Government must
continue to take responsible and deliberate steps to create jobs, foster economic
growth and maintain its commitment to fiscal responsibility.

Canada’s Economic Action Plan is working, but the job is not done and there are
new challenges on the horizon. The Government must stay the course to protect
the economic interests of Canadians and the security of Canada.

Economic Action Plan 2015 will continue to implement measures that support what
matters to Canadians:

e Supporting jobs and growth by maintaining the right economic environment
to allow job-creating businesses to thrive and reach new markets with their
products, proposing new investments in public infrastructure, and training a
highly skilled workforce that is responsive to the evolving needs of employers.

e Helping families and communities prosper by continuing to provide tax relief
for Canadian families and individuals, enhancing opportunities for all
Canadians, and celebrating Canada’s cultural and natural heritage.

o Ensuring the security of Canadians by continuing to support the Canadian
Armed Forces and protecting Canadians from the threat of terrorism at home
and abroad.

Maintaining focus on these priorities is the best way to ensure that Canada’s future is
secure and prosperous, with a healthy economy fuelled by low taxes and sustainable
public finances.
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Supporting the Manufacturing Sector and
Investing in Advanced Research (Chapter 3.1)

Since 2006, the Government has taken action to reduce taxes to promote investment

in Canada, and leverage the collective efforts of post-secondary institutions, industry,

and government to build a robust research sector. Economic Action Plan 2015 builds

on this foundation by:

Encouraging Investment in Canada’s Manufacturing Sector

Maintaining a low tax burden on businesses to encourage investment in Canada.

Providing manufacturers a 10-year tax incentive to boost productivity-
enhancing investment.

Providing up to $100 million over five years, starting in 2015-16, for a new
Automotive Supplier Innovation Program.

Developing a national aerospace supplier development initiative.

Providing $2.5 million per year, starting in 201617, to increase the analytical
capacity needed to support the Defence Procurement Strategy.

Supporting World-Class Advanced Research

14

Providing an additional $1.33 billion over six years, starting in 2017-18, to the
Canada Foundation for Innovation to support advanced research infrastructure
at universities, colleges and research hospitals.

Providing $105 million over five years, starting in 2015-16, to CANARIE,
Canada’s world-class high-speed research and education network.

Dedicating an additional $46 million per year to the granting councils, starting
in 2016-17.

Providing up to $243.5 million to secure Canada’s participation in the Thirty
Meter Telescope and related domestic work on leading-edge components.

Providing an additional $30 million over four years, starting in 2016-17,
to support cutting-edge research and technology development in Canada’s
satellite communications sector.

Extending Canada’s participation in the International Space Station mission
to 2024.
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o Dedicating $119.2 million over two years, starting in 201516, to the National
Research Council’s industry-partnered research and development activities.

e Providing $56.4 million over four years, starting in 201617, to Mitacs in
support of graduate-level industrial research and development internships.

Helping Small Businesses and Entrepreneurs
Create Jobs (Chapter 3.2)

This Government recognizes the vital role that small businesses play in creating jobs
and generating economic growth. Since 2006, the Government has taken significant
action to support job-creating businesses by lowering taxes, cutting red tape, and
encouraging entrepreneurship. Economic Action Plan 2015 builds on this
foundation by:

Helping Small Businesses Grow and
Fostering Entrepreneurship

e Reducing the small business tax rate from 11 per cent to 9 per cent by 2019.

e Increasing the Lifetime Capital Gains Exemption to $1 million for owners of
farm and fishing businesses.

e Increasing access to venture capital financing to help innovative, high-growth
companies grow and create jobs.

e Providing $14 million over two years to Futurpreneur Canada in support of
young entrepreneurs.

e  Supporting the Action Plan for Women Entrepreneurs to help women business
owners succeed.

Reducing Red Tape for Businesses and Enhancing
Corporate Governance

e Reducing the frequency of remittances for the smallest new employers.

o Launching the planning and preparation required for federal adoption of the
Business Number as a Common Business Identifier.
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Training a Highly Skilled
Workforce (Chapter 3.3)

Since 2006, the Government has acted to ensure the development of a skilled, mobile

and productive workforce. Despite significant investment, some challenges remain.

Many Canadians are still out of work or underutilized at a time when there are skills

and labour market shortages in certain sectors and regions. To this end, Economic

Action Plan 2015 proposes additional concrete actions that respond to current labour

market challenges and meet longer-term labour market needs, including:

Training the Workforce of Tomorrow

Facilitating the harmonization of apprenticeship training and certification
requirements in targeted Red Seal trades.

Providing $1 million over five years to promote the adoption of the Blue Seal
Certification program across Canada.

Making a one-time investment of $65 million to business and industry
associations to allow them to work with willing post-secondary institutions to
better align curricula with the needs of employers.

Expanding eligibility for the Low- and Middle-Income Canada Student Grants
to short duration programs.

Making the Canada Student Loans Program work for families by reducing the
expected parental contribution.

Eliminating in-study student income from the Canada Student Loans Program
needs assessment process.

Investing $248.5 million over five years in Aboriginal labour
market programming.

Supporting Canadian Workers

16

Investing $53.8 million over two years to extend the current Employment
Insurance Working While on Claim pilot project to August 2016.

Enhancing labour market information, including the launch of a new one-stop
national labour market information portal.

Pursuing negotiations with provinces and territories on the $1.95-billion-per-year
Labour Market Development Agreements to reorient training towards labour
market demand.

Providing $35 million over five years to make permanent the Foreign Credential
Recognition Loans pilot project.
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Ensuring a Safe and Healthy Workplace

Strengthening Canada Labour Code protections for all employees and interns
under federal jurisdiction.

Providing $4.8 million over five years to increase compliance with the health and
safety provisions of the Canada Labour Code.

The Government will make every effort to reach agreement with bargaining
agents within a reasonable timeframe on necessary reforms to disability and sick
leave management.

Investing in Infrastructure (Chapter 3.4)

Our quality of life and ability to compete on the global stage depend on the

performance and quality of our public infrastructure. In Economic Action Plan 2015,

this Government continues to make unprecedented long-term investments to ensure

that Canadians continue to benefit from world-class infrastructure across the

country by:

Providing an additional $750 million over two years, starting in 2017-18,
and $1 billion per year ongoing thereafter for a new and innovative Public
Transit Fund.

Continuing to provide $5.35 billion per year on average for provincial, territorial
and municipal infrastructure under the New Building Canada Plan.

Creating a new dedicated infrastructure fund to support the renovation,
expansion and improvement of existing community infrastructure in all regions
of the country as part of the Canada 150 celebrations.

Continuing to build and renew federal infrastructure and on-reserve schools,
including through $5.8 billion in investments over six years.
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Growing Trade and Expanding
Markets (Chapter 3.5)

International trade and investment are vital to the continued growth of the Canadian
economy and contribute to the prosperity of people and businesses across Canada,
including in the natural resources sector. Since 2006, the Government has worked
tirelessly to ensure that Canadian exporters and investors have access to foreign
markets and preferential terms of trade and investment with other nations, and that
Canada responsibly develops its natural resources for the benefit of all Canadians.
Economic Action Plan builds on this track record by:

Fostering Trade

e Providing $50 million over five years for a program to share the cost of exploring
new export opportunities with small and medium-sized enterprises.

e Providing $42 million over five years to expand the footprint and resources
of the Trade Commissioner Service.

o Investing $18.1 million over two years, starting in 2016—17, to promote trade
opportunities for the agriculture and agri-food sector.

e Providing an additional $12 million over two years, starting in 2016-17,
to market Canadian agricultural and agri-food products around the world.

e Allocating $5.7 million over five years, starting in 2015-16, to help secure new
market access for Canadian seal products.

e Providing $3 million over three years, starting in 2015-16, for the International
Maritime Centre to attract foreign shipping companies to establish their
headquarters in Vancouver.

e Supporting a new tourism marketing campaign in the United States.

o Ensuring that Canada’s trade remedy system operates in an effective, accessible
and transparent manner.

Responsible Resource Development

e Providing accelerated capital cost allowance treatment for assets used in facilities
that liquefy natural gas.

e Extending the Mineral Exploration Tax Credit until March 31, 2016.

o Allocating $135 million over five years, starting in 2015-16, to the Major
Projects Management Office Initiative.
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Providing $34 million over five years, starting in 2015-16, for consultations
related to projects assessed under the Canadian Environmental Assessment Act.

Dedicating $80 million over five years, starting in 2015-16, to the National
Energy Board for safety and environmental protection and greater engagement
with Canadians.

Providing $30.8 million over five years, starting in 2015-16, for measures
to enhance the safety of marine transportation.

Allocating $22 million over five years, starting in 2015-16, to renew the
Targeted Geoscience Initiative.

Dedicating $23 million over five years, starting in 2015-16, to stimulate the
technological innovation needed to separate and develop rare earth elements
and chromite.

Continuing to support the transformation of the forest sector by providing
$86 million over two years, starting in 2016-17, to extend the Forest Innovation
Program and the Expanding Market Opportunities Program.

Low-Tax Plan to Help Families Make Ends
Meet (Chapter 4.1)

Since 2006, the Government has introduced several measures to make life more

affordable for Canadian families and individuals, while recognizing that they are

better placed than governments to determine their own spending priorities.

Economic Action Plan 2015 builds on the Government’s record of support for

families and individuals by keeping taxes low and introducing new measures to help

families make ends meet, support seniors, and protect consumers, such as:

Helping Families Make Ends Meet

Increasing the Tax-Free Savings Account annual contribution limit to $10,000.

Reaffirming the Government’s commitment to reduce EI premiums for over
16 million Canadians in 2017.

Extending Employment Insurance Compassionate Care Benefits from six weeks
to six months to better support Canadians caring for gravely ill family members.

Supporting Seniors

Reducing the minimum withdrawal factors for Registered Retirement
Income Funds to permit seniors to preserve more of their retirement savings.
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e Introducing a new Home Accessibility Tax Credit for seniors and persons with
disabilities to help with the costs of ensuring their homes remain safe,
secure and accessible.

Protecting Consumers and Enhancing Canada’s
Financial Sector

e Delivering a new and exclusive financial consumer protection framework
for federally regulated banks.

e Expanding the voluntary mortgage prepayment disclosure commitment to
non-federally regulated mortgage lenders.

e Launching a National Strategy to support improved financial literacy.

Building Strong Communities (Chapter 4.2)

Since 2006, the Government has fostered opportunities to work, live, and prosper in
safe and vibrant communities. In addition, the Government’s continued support for
our natural and cultural heritage helps build stronger communities by bringing
people together through shared artistic and cultural experiences and promoting a safe
and clean environment. Economic Action Plan 2015 advances the Government’s
ongoing commitment by:

Supporting the Charitable and Non-Profit Sector

e Exempting donations involving private shares and real estate from
capital gains tax.

e  Providing charities with more flexibility to diversify their investments.

Taking Action for Veterans

e Introducing a new Retirement Income Security Benefit to provide additional
financial security after the age of 65 for moderately to severely disabled veterans.

e Expanding access to the Permanent Impairment Allowance to help compensate
disabled veterans for the loss of career opportunities associated with
their disabilities.

e Modifying the Earnings Loss Benefit to ensure that part-time Reserve Force
veterans have access to the same level of income support as Regular and full-
time Reserve Force veterans.

o (Creating a new tax-free Family Caregiver Relief Benefit to recognize the vital
contributions of informal caregivers to the health and well-being of veterans.
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Increasing the level of individualized care to veterans requiring regular support

by improving the ratio of veterans to case managers.

Supporting the Most Vulnerable in Communities

Providing $150 million over four years, starting in 201617, to allow cooperative
and non-profit social housing providers to prepay long-term, non-renewable
mortgages held with Canada Mortgage and Housing Corporation

without penalty.

Enhancing support for Child Advocacy Centres across Canada.

Helping Canadians With Disabilities

Introducing a new Home Accessibility Tax Credit for persons with
disabilities and seniors to help with the costs of ensuring their homes remain
safe, secure and accessible.

Allocating $2.0 million in 2015-16 to support stakeholder consultations on a
Canadian Autism Partnership.

Extending the temporary measure that allows a qualifying family member
to become the plan holder of a Registered Disability Savings Plan.

Introducing amendments to the Copyright Act that will enable Canada to
implement and accede to the Marrakesh Treaty to Facilitate Access to Published
Works for Persons Who Are Blind, Visually Impaired or Otherwise

Print Disabled.

Investing in the Health of Canadians

Increasing transfers for health care by a projected $27 billion over the next
five years.

Providing $14 million over two years for the Canadian Foundation for
Healthcare Improvement to help identify efficiencies in the health system.

Renewing the mandate of the Mental Health Commission of Canada for another
10 years, beginning in 2017-18.

Providing up to $42 million over five years, starting in 2015-16, to help improve
seniors’ health through innovation by establishing the Canadian Centre for
Aging and Brain Health Innovation.

Investing in Aboriginal Communities

Investing $30.3 million over five years for the expansion of the First Nations
Land Management Regime.
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Providing $200 million over five years, starting in 2015-16, to improve First
Nations education.

Providing $12 million over three years to Indspire to provide post-secondary
scholarships and bursaries for First Nations and Inuit students.

Assisting International Communities

Allocating $6 million over five years, starting in 2015-16, to introduce measures
that will help ensure Canadians have access to safe, reliable and lower-cost
remittance services.

Investing $22.8 million in 2016-17 for Grand Challenges Canada to continue its
promising work towards solving global health challenges through innovation.

Establishing the Development Finance Initiative to support effective
international development by providing financing, technical assistance and
business advisory services to firms operating in developing countries.

Celebrating Our Heritage

Supporting activities and events to celebrate Canada’s 150" anniversary in 2017,
with $210 million over four years, starting in 2015-16.

Providing $13.4 million over five years, starting in 2015-16, and $2.8 million
ongoing to support and modernize the Canadian Honours System.

Investing up to $20 million over four years, beginning in 2016—17, to support the
next generation of Canadian Olympic and Paralympic athletes.

Providing $25 million over five years, beginning in 201617, to renew the
Harbourfront Centre Funding Program.

Proposing changes to the Copyright Act to extend the term of protection of sound
recordings and performances.

Protecting Canada’s Environment

22

Continuing to support, with $75 million over three years, starting in 2015-16,
the implementation of the Species at Risk Act.

Providing $2.0 million in 2015-16 to the Pacific Salmon Foundation to support
the Salish Sea Marine Survival Project.

Extending the Recreational Fisheries Conservation Program by providing
$10 million per year for three years, starting in 2016-17.

Dedicating $34 million over five years, starting in 2015-16, to continue to
support meteorological and navigational warning services in the Arctic.
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Renewing the Chemicals Management Plan, with $491.8 million over five years,
starting in 2016-17.

Renewing support for the Federal Contaminated Sites Action Plan
with $99.6 million over four years ($1.35 billion on a cash basis), starting
in 2016-17.

Protecting Canadians (Chapter 4.3)

The Government’s foremost responsibility is to ensure the safety and security of

Canadians and defend our sovereignty. Supporting Canadian men and women in

uniform is a top priority of the Government. Economic Action Plan 2015 introduces

new measures to strengthen national security and ensure Canadians feel safe and

secure in their homes, online, and in their communities, such as:

Defending Canada

Strengthening the Canadian Armed Forces by providing $11.8 billion over
10 years through an increase to the annual escalator for National Defence’s
budget to 3 per cent, starting in 2017-18.

Providing up to $360.3 million in 201516 for the Canadian Armed Forces to
extend its mission to counter the Islamic State of Iraq and the Levant (ISIL).

Providing $7.1 million in 2015-16 for the Canadian Armed Forces to deliver
training assistance to the Ukrainian Security Forces.

Providing $23 million over four years on a cash basis, starting in 2015-16,
to upgrade the physical security of Canadian Armed Forces bases.

Enhancing National Security

Investing $292.6 million over five years in intelligence and law enforcement
agencies for additional investigative resources to counter terrorism.

Doubling the budget of the Security Intelligence Review Committee by
providing $12.5 million over five years, starting in 2015-16, and $2.5 million
ongoing thereafter to enhance its review of the Canadian Security
Intelligence Service.

Providing $58 million over five years, starting in 2015-16, to further protect the
Government of Canada’s essential cyber systems and critical infrastructure
against cyber attacks.

Investing $36.4 million over five years to support the operators of Canada’s vital
cyber systems in addressing cyber security threats, as required by new legislation.
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e Providing $60.4 million over three years on a cash basis to support an enhanced
security model on Parliament Hill.

Protecting the Integrity of Our Borders

e Providing $15.7 million over five years to expand eligibility for the Electronic
Travel Authorization to low-risk travellers from Brazil, Bulgaria, Mexico
and Romania.

Strengthening Community Safety

o Investing $27 million over five years, starting in 2015-16, to enhance security
measures at Canada’s federal courts and registry offices and the Supreme Court
of Canada.

e Providing $10 million over five years to the City of Ottawa to support policing
services in the Nation’s Capital.

e Providing $3 million over two years, starting in 2016—17, to take initial steps to
establish a Public Safety Broadband Network, a high-speed mobile network
dedicated to emergency management.

e  Supporting a memorial for the three Royal Canadian Mounted Police officers
killed in Moncton in June 2014.

Balancing the Budget (Chapter 5)

The Government is fulfilling its promise to balance the federal budget in 2015. The
Government will return to balanced budgets while maintaining the lowest federal tax
burden on Canadians in over half a century. Economic Action Plan 2015 introduces
new efforts to build on our sound public finances and further modernize

government operations.

e The Government is fulfilling its promise to balance the budget in 2015.

e The deficit has been reduced from $55.6 billion at the height of the global
economic and financial crisis to a projected surplus of $1.4 billion in 2015-16.

o  The federal debt-to-GDP (gross domestic product) ratio is expected to fall
to 27.9 per cent in 2017-18, below its pre-recession low, putting the Government
on track to meeting its target of 25 per cent of GDP by 2021.

e (Canada’s total government net debt burden is the lowest of any Group of Seven
(G-7) country and among the lowest of the advanced G-20 countries.

e The Government will introduce balanced budget legislation to enshrine in law its
prudent approach to fiscal planning.
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To support debt reduction, the Government is planning on dedicating the
amounts set aside for contingencies, if not required, to reduce the federal debt.

To ensure that the Government continues to do business with ethical suppliers in
Canada and abroad, a new government-wide procurement integrity framework
will be introduced.

The Government is also proposing new measures as part of its ongoing effort to
strengthen tax compliance, and improve the fairness and integrity of the tax
system, to ensure everyone pays their fair share.
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Chapter 2

Economic Developments
and Prospects

Highlights

v

v

The Canadian economy has experienced one of the best performances
among the Group of Seven (G-7) countries over the recovery.

Over 1.2 million more Canadians are working now than at the end of the
recession, one of the strongest job performances among G-7 countries over
this period.

Since mid-2014, weak global growth, combined with continued steady
increases in oil supply, has led to significant declines in world crude
oil prices.

This is affecting Canada, which is a producer and net exporter of crude oil.

However, the Canadian economy is resilient: real gross domestic product
(GDP) is expected to grow at a pace of about 2 per cent in both 2015
and 2016.

Moreover, actions taken by the Government in the fall of 2014 and in
Economic Action Plan 2015 will provide almost $10 billion of support to the
Canadian economy this fiscal year, starting in the second quarter of 2015.

Risks to the Canadian economic outlook remain largely external, stemming
from the uncertainty surrounding both the future path of oil prices and
global growth.

Notes: This chapter incorporates data available up to and including April 17, 2015, unless otherwise
indicated. All rates are reported at annual rates unless otherwise noted.
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The Canadian economy continues to grow, in the context of a global recovery that
remains fragile. The global economy continued to expand at a modest pace in 2014,
reflecting relatively weak growth in the euro area and Japan and moderating growth
in China. The U.S. remains a bright spot in the global economy, showing
encouraging signs of stronger momentum.

Crude oil prices have declined sharply since mid-2014, largely reflecting increased
supply. While this will be generally positive for global growth, it is expected to be
largely offset by ongoing underlying weakness in economic momentum. As a result,
global economic growth is expected to remain modest again in 2015.

For Canada, as a producer and net exporter of crude oil, lower oil prices have led
to a significant downward revision to the outlook for economy-wide prices and
therefore, nominal GDP. Despite the sharply lower oil prices, economic growth is
expected to be resilient, with real GDP expected to grow by 2.0 per cent in 2015
and 2.2 per cent in 2016.

This chapter reviews major global and Canadian economic developments over the
past year, presents the March 2015 average private sector economic forecast that
forms the basis for the fiscal projections presented in Economic Action Plan 2015,
and discusses the risks and uncertainties surrounding this economic forecast.
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Global Economic Developments
and Outlook

The global economy expanded at a modest rate in 2014. This softness reflected very
modest growth in the euro area, a continuing downshift in Chinese growth, and
either contraction or stagnation for much of the year in Japan, Russia and Brazil.
The U.S. economy, however, has shown signs of strengthening, which is an
encouraging sign for Canada, as the United States is Canada’s largest export market.

In the context of ongoing modest global growth, a key development has been the
decline in crude oil prices of about 50 per cent since mid-2014. As most countries are
net importers of oil, this should support global growth in 2015 through lower energy
costs and hence real income gains for households and firms. However, underlying
economic weakness is expected to persist in a number of economies, leading to only
a modest expected pickup in global growth in 2015 (Chart 2.1).

Global growth remained subdued in 2014 and is expected
to pick up only modestly in 2015 and 2016

Chart 2.1
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Europe

Despite an expected improvement in its near-term outlook, the euro area continues to
face risks of stagnation and prolonged low inflation. Following a year-and-a-half-long
recession that ended in mid-2013, economic growth turned positive but remained

modest, at just 0.9 per cent in 2014 (Chart 2.2). Inflation continued to slow throughout

last year and the most recent data showed a fourth consecutive monthly fall in
consumer prices in March 2015. Further, while core inflation remains positive, it has
also drifted well below 1 per cent, raising the risk of deflation.

Euro area growth remains modest and consumer price

inflation has fallen significantly

Chart 2.2
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In response to the weak economic recovery and low and declining inflation, the
European Central Bank (ECB) has introduced several monetary easing measures in
recent months. In particular, the ECB expanded the asset purchase program it
introduced last September to include sovereign, agency and European institution
securities in an effort to reduce longer-term interest rates, increase business and
consumer confidence, and in turn encourage greater lending and investment.
Expectations of lower long-term interest rates have also contributed to the
depreciation of the euro in recent months, which should support European export
competitiveness. Asset purchases by the ECB are being made at a rate of €60 billion
per month from March 2015 to at least September 2016 for a total of €1.1 trillion
(or about 10 per cent of GDP), comparable in size to the most recent asset purchase
program by the U.S. Federal Reserve that ran from September 2012 to October 2014.

Overall, the IMF expects real GDP growth in the euro area to pick up to 1.5 per cent
in 2015 and 1.6 per cent in 2016 as the impacts of recent monetary policy easing,
lower oil prices and the recent depreciation of the euro feed through the economy.

In the United Kingdom, stronger private domestic demand contributed to a pickup in
economic growth to 2.8 per cent in 2014 from 1.7 per cent in 2013. The IMF expects
that growth will remain at around this pace this year before slowing somewhat to

2.3 per cent in 2016.

Japan

In Japan, economic growth exhibited large swings during 2014, in large part
reflecting the impacts of recent policy changes. In particular, real GDP contracted
in the second and third quarters of 2014 following the April 2014 consumption tax
increase before rebounding to 1.5 per cent in the fourth quarter. Overall, the
economy recorded no growth in 2014 following an increase of 1.6 per cent in 2013.

The IMF projects that Japanese economic growth will only improve modestly
to 1.0 per cent in 2015 and 1.2 per cent in 2016, in spite of the expected positive
impacts of recent monetary policy easing, lower oil prices and exchange

rate depreciation.
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Emerging Economies

Growth in emerging economies eased in 2014, driven by negative developments in a
number of large economies. In particular, growth in China slowed, Brazil’s economy
stagnated and the Russian economy is now likely in recession. This was partly offset
by an acceleration of the pace of expansion in India (Chart 2.3). Looking ahead, the
IMF expects overall growth in emerging economies to be 4.3 per cent this year,
slightly lower than its 2014 pace, before picking up to 4.7 per cent in 2016.

Growth outlook is mixed for emerging economies

Chart 2.3
IMF BRICs Real GDP Growth Outlook

per cent

10

Actual Forecast

India

China

/

i \Aa
4 i

-6

2013 2014 2015 2016

Note: BRIC countries are Brazil, Russia, India and China.
Source: IMF, April 2015 World Economic Outlook.

32 EcoNOMIC A CTI1ON PLAN 2015



Economic Developments and Prospects *

In China, real GDP growth eased to 7.4 per cent in 2014 from 7.8 per cent in 2013,
compared with growth of about 9 per cent on average over the previous five years.

In the first quarter of 2015, growth continued to slow to 5.3 per cent. In light of more
modest growth, Chinese policy-makers undertook a number of recent stimulus
measures, including an easing of mortgage policies, a reduction in monetary policy
rates in November 2014 and then again in March of this year, and an increase in
budgeted government spending this year including an acceleration of already-
planned infrastructure projects.

Looking ahead, the IMF expects authorities to put a greater weight on reducing
financial sector vulnerabilities, stemming in particular from the housing market and
the shadow banking sector. As a result, growth is expected to be 6.8 per cent in 2015,
in line with the revised official growth target of about 7 per cent for the year, and to
slow further to 6.3 per cent in 2016. Nevertheless, there are significant risks
associated with the challenge of shifting towards a more sustainable growth model
in China with greater reliance on domestic consumption. As well, managing the
ongoing adjustment of the housing market may prove to be more difficult

than expected.

United States

In the face of global challenges, the U.S. economy continues to show a pickup in
underlying growth. Despite a temporary setback at the start of 2014, the economic
expansion has subsequently strengthened, averaging almost 4 per cent growth over
the last three quarters of the year.

While growth was modest in the fourth quarter of 2014 and in early 2015, it is
expected to strengthen going forward. U.S. labour market conditions have continued
to improve, as monthly job gains have picked up from about 190,000 on average over
the 2011-2013 period to 260,000 on average last year, the fastest annual pace since the
late 1990s. As well, monetary policy is expected to remain highly accommodative.
Financial markets expect the Federal Reserve to tighten only gradually, beginning in
the second half of this year, because of still-elevated labour market slack and
softening inflation.
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Although the U.S. has become the largest producer of oil in the world, it also
remains a net importer and the world’s largest oil consumer. As a result, the decline
in oil prices will boost U.S. economic activity, with lower gasoline prices translating
into significant real income gains for households. However, this positive impact may
be partly offset by the appreciation of the U.S. dollar in recent months, which could
weigh on U.S. exports.

On balance, private sector economists in the March survey expect real GDP growth to
be steady at 2.3 per cent in the first quarter of 2015 and then strengthen to around

3 per cent for the rest of the year (Chart 2.4). On an annual basis, growth is projected
to be 3.1 per cent in 2015, up from 2.4 per cent in 2014, and to remain close to

3 per cent in 2016. Recent economic indicators suggest that growth in the first quarter
of 2015 may be softer than expected, due in part to temporary factors such as severe
winter weather.

Growth in the United States is expected

to strengthen in 2015 and 2016

Chart2.4
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Financial Market Developments

Ongoing global economic weakness, along with low expected inflation in most
advanced economies, has led to a trend decline in long-term interest rates since early
2014 (Chart 2.5). In particular, 10-year government bond rates for Germany and
other euro area economies are at record lows, with yields for German 5-year
government bonds falling into negative territory for the first time in history.

While U.S. government bond rates also remain very low, expectations of eventual
monetary policy rate increases have boosted government bond rates in that country
modestly since the end of January 2015. In contrast, Canadian 10-year bond rates
have remained broadly stable at about 1.5 per cent since the beginning of the year.

Long-term interest rates in advanced economies remain low

Chart 2.5
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Most major currencies have lost ground to the U.S. dollar since mid-2014. For the
euro area and Japan, this reflected economic weakness relative to the U.S. and
widening interest rate differentials due to expected divergence in monetary policies.
‘While the Canadian dollar has also been affected by the latter factor, the decline in
crude oil prices has also put significant downward pressure on the exchange

rate (Chart 2.6).

Exchange rates for major currencies have depreciated

relative to the U.S. dollar since mid-2014

Chart 2.6
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Commodity Prices

After trading broadly in the US$80 to US$110 per barrel range over much of the
prior two years, West Texas Intermediate (WTI) crude oil prices have declined
sharply since June 2014, with about half of the decline occurring since the 2014
Update of Economic and Fiscal Projections (Fall Update) in November (Chart 2.7).
While prices have largely stabilized in the US$45 to US$55 range since the beginning
of February, they are about 50 per cent below their recent peak in late June 2014.
Although the decline has been cushioned to some extent for Canadian producers

by a lower Canadian dollar and reduced spreads to the U.S. WTI benchmark,

the Canadian effective price (CEP) price is still down sharply since last June.

Global crude oil prices have declined sharply

Chart 2.7
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The drop in WTI oil prices—55 per cent between June 2014 and January 2015—is
the third largest decline in the last three decades (Chart 2.8). In comparison, prices
fell 62 per cent in 1986 (when Saudi Arabia suspended its role as the swing producer
of the Organization of the Petroleum Exporting Countries (OPEC) and increased
production) and remained at very low levels for close to a decade. During the
2008-2009 global recession, prices dropped by 71 per cent from a record high,

but rebounded rapidly over the following year. Although there is considerable
uncertainty over the path of crude oil prices going forward in the current episode,
most private sector economists expect that prices will remain low over the first half of
2015 before recovering gradually to levels still below those seen in mid-2014.

The current drop in WTI oil prices is the third largest decline

in the last three decades

Chart 2.8
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The decline in oil prices has occurred in the context of a relatively weak global
economic environment, and hence only modest demand growth for oil. However,
the primary driver of the drop in prices has been increased oil supply, with increased
production in the United States representing over 85 per cent of the incremental rise
in global production since 2011 (Chart 2.9).

The U.S. has been the primary source of rising global

oil supply

Chart 2.9
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The increase in U.S. oil production began to accelerate rapidly after 2011 in
particular (Chart 2.10), with additional production reaching more than 4 million
barrels per day as of March 2015 (resulting in an increase of over 5 per cent in global
oil supply). Virtually all of this production has been shale oil production from
reserves made economically viable by new drilling technology and innovations.
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Until the spring of 2014 this increase in U.S. production was more than offset by
unplanned production outages elsewhere in the world (most notably in Libya and
ITraq, due to geopolitical unrest). As a result, global prices remained broadly stable
through the first half of 2014. However, by mid-2014, markets reached a tipping
point. The net increase in U.S. production was exceeding decreases in production
due to production outages elsewhere, inventory levels began to rise, and prices began
to decline. Prices were further dampened by a downward revision to the global oil
demand projection from the Organisation for Economic Co-operation and
Development’s International Energy Agency in early October, as well as in response
to the IMF’s release of its October World Economic Outlook, which showed a
downgrade to global growth expectations. Finally, the price decline accelerated
sharply following OPEC’s November 27 decision to maintain its production targets
to protect market share.

Stronger U.S. oil production was offset by unplanned

production outages up until mid-2014

Chart 2.10
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As U.S. shale oil production has been the main driver of the growth in global supply,
most market analysts anticipate that crude oil prices will not begin to rebound until
there is evidence of a meaningful decline in U.S. production. As shown in

Chart 2.11, the number of active rigs dedicated to oil production in the U.S. has
already started to decline. But this has not translated into actual production declines.
This is because producers are shutting down their least productive rigs and refocusing
efforts on fields with lower costs and higher productivity. As a result, production has
broadly plateaued thus far in 2015 and is likely to gradually decline later this year.
However, as the technology in this industry is relatively new, and underlying
production costs continue to decline, there is considerable uncertainty over the
actual timing and magnitude of the expected decline in production.

Fewer active U.S. oil rigs will eventually lead to falling

production and lower global oil supply

Chart 2.11
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Since the Fall Update, prices for most other commodities have also declined,
although, in general, by much less than crude oil prices. For most non-oil
commodities much of these price declines have reflected supply factors. However, at
least some of the recent declines, particularly for lumber and base metals, appear to
be linked to soft demand (Chart 2.12).

Most other commodity prices have also declined since

the Fall Update

Chart 2.12
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Canada’s Economic Performance

Despite a weak global economic environment, Canada continues to lead all other
G-7 economies in real GDP growth over the recovery (Chart 2.13).

Canada has performed better than other G-7 economies

over the recovery

Chart 2.13
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Canada’s strong economic performance has been driven by a solid domestic
economy, with Canada enjoying ongoing growth in private domestic demand since
the end of the recession. This sustained growth has been supported by the strongest
growth in real business investment in the G-7 over the recovery (Chart 2.14).

Canada’s business investment performance has been the

strongest in the G-7 over the recovery

Chart 2.14
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Reflecting this solid domestic performance, over 1.2 million more Canadians are
working now than at the end of the recession in June 2009—one of the strongest job
creation records in the G-7 over this period (Chart 2.15). The majority of these net
new jobs have been full-time positions in high-wage, private sector industries—

an essential condition for a sustained recovery and expansion.

Canada’s employment growth has been among

the strongest in the G-7 over the recovery

Chart 2.15
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‘When measured on a comparable basis, Canada’s unemployment rate is now slightly
higher than that in the U.S.! (Chart 2.16), despite the fact that job growth since
pre-recession peaks has been twice as fast in Canada as in the United States. This is
largely a result of the large difference in the evolution of labour force participation

rates between the two countries over this period. The Canadian labour force

participation rate stands at 65.9 per cent, 3.2 percentage points higher than in the
U.S., where the participation rate has fallen sharply since mid-2009 and stands at
a 37-year low.

Canada’s labour market situation remains more solid

than in the United States

Chart 2.16
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1

Conceptual differences raise the Canadian unemployment rate relative to the U.S. rate. In
particular, Statistics Canada considers as unemployed those passively looking for work (e.g.
reading want ads) as well as those who will begin work in the near future, while the U.S. Bureau
of Labor Statistics does not include either group in the labour force. In addition, the Canadian
methodology includes 15-year-olds (who have a higher-than-average unemployment rate),

while the U.S. does not.
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Population aging, reflected in a rapidly increasing number of individuals of
retirement age, has led to declines in the participation rates of both the U.S.

and Canada over the last several years. However, in the U.S. these underlying
demographic forces have been aggravated by deeper and more protracted labour
market weakness during the recession and recovery. This has resulted in many more
middle-aged and older individuals retiring or withdrawing permanently from the
labour market, due to a lack of employment opportunities. In contrast, Canada’s
better labour market performance over the recovery has served to mitigate the
impacts of an aging population, and an increasing number of older individuals have
chosen to remain actively engaged in the labour market.

While Canada’s economic record over the recession and recovery has been strong,
particularly relative to its peer countries in the G-7, Canada has not been immune to
external developments, with weak external demand growth weighing on Canadian
exports. Without solid growth in global demand for Canadian products, the incentive
for businesses to take on additional capacity has waned. As a result, real business
investment growth has slowed to an annual rate of less than 1 per cent since
mid-2012—compared with almost 12 per cent on average earlier in the recovery.
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Encouragingly, exports have shown signs of firming more recently. After posting
average growth of just 1.2 per cent per quarter over 2012 and 2013, real exports
grew by 6.8 per cent on average during 2014, in line with stronger growth in U.S.
demand (Chart 2.17). Further, the depreciation of the Canadian dollar has improved
the international competitive position of Canadian firms. This, along with expected
stronger U.S. economic growth, points to stronger production and exports in
non-energy sectors going forward.

Export growth picked up in 2014 following weakness

in the previous two years

Chart 2.17
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The degree to which Canadian manufacturing firms will be able to respond to
expected stronger U.S. growth varies by sub-sector. Capacity utilization rates (the
degree to which firms are employing their productive resources) in many sub-sectors
are still below their pre-recession peaks. In addition, many sub-sectors remain well
below historical highs. In other sub-sectors, notably transportation equipment and
wood products, capacity utilization rates are either at or close to their historical
peaks. In sub-sectors where current capacity is more limited, there will be a greater
impetus to make capacity-increasing investments in the face of improving

demand (Chart 2.18).

Many manufacturing sub-sectors have spare capacity to

expand output to meet expected stronger U.S. demand

Chart 2.18
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More generally, a durable increase in demand will provide greater incentives for
increased investment in the manufacturing sector and elsewhere in the economy,
which in turn will lead to higher productive capacity and higher real GDP
growth (Chart 2.19).

Expected stronger demand bodes well for future business

investment in the manufacturing sector

Chart 2.19
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Residential investment has also been an important contributor to Canadian GDP
growth both before the 2008-2009 global recession and over most of the recovery.
This has been driven by Canadian households taking advantage of solid employment
gains and low interest rates to invest in housing assets—whether they are purchasing
their first homes, moving into larger homes or renovating existing homes. Reflecting
this, the pace of household debt accumulation relative to disposable income
increased between 2002 and the depths of the global recession in mid-2009, before
slowing and then broadly stabilizing at an elevated level since 2012 (Chart 2.20).

Household debt relative to income has broadly stabilized,

albeit at an elevated level

Chart 2.20
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Higher debt loads leave the household sector more vulnerable to income shocks

or a sudden and sharp increase in interest rates. However, as households have
accumulated debt in a very low interest rate environment, the cost of servicing that
debt is at a record low. As of the fourth quarter of 2014, household interest payments
as a share of disposable income stood at 6.9 per cent, the lowest level since data are
available starting in 1990 (Chart 2.21). Total debt payments, which include principal
reimbursement, also remain manageable. For example, a measure of the mortgage
debt-service ratio—the ratio of mortgage principal and interest payments on an
average-priced property relative to average household pre-tax income assuming a

5 per cent down payment, which is typical for a first-time homebuyer—remains in
line with its historical average.

The interest cost of servicing debt is at an all-time low

Chart 2.21
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The Government tightened the rules governing government-backed insured
mortgages four times since 2008. Following the implementation of these measures,
there has been an appropriate and desirable moderation in housing market activity in
most regional markets across Canada. Toronto and Vancouver, in contrast, have
continued to experience periods of strong sales and price growth, with housing
market strength in these cities supported by factors such as population growth and
land scarcity. More recently, uncertainty about future economic conditions resulting
from lower oil prices has led to a slowing of housing market activity and lower prices
throughout Alberta and Saskatchewan.

Impacts of Lower Oil Prices on the
Canadian Economy

The decline in global crude oil prices since mid-2014 will have impacts throughout
the global economy, resulting in an income transfer from relatively few oil exporting
countries to many oil importing countries. As a result, for the global economy the net
impact is positive, as lower energy costs translate into real income gains and stronger
economic activity for households and firms.

However, as Canada is a net oil exporter, lower oil prices will have a net negative
impact on Canada’s growth prospects, particularly through the price channel (GDP
inflation) and to a lesser extent activity (real GDP).

The impact of lower crude oil prices on GDP inflation will be negative, largely reflecting

lower crude oil export prices. In particular, the value of Canada’s crude oil exports

in the second quarter of 2014 (before the decline in oil prices) was $100 billion, or

5.1 per cent of nominal GDP. The decline in crude oil export prices reduced the value
of exports, and hence nominal GDP, by almost $40 billion (2 per cent of GDP)
between the second quarter of 2014 and February 2015 (export volumes have
remained broadly unchanged).

Consumer prices have also been affected by lower crude oil prices, with Consumer
Price Index (CPI) inflation down dramatically from its peak of 2.4 per cent in
October 2014 to 1.2 per cent as of March 2015. This entirely reflects lower gasoline
prices, which have seen their largest declines since the 2008-2009 global

recession (Chart 2.22). In contrast, core inflation, which excludes the impact

of gasoline and other volatile items, has remained near 2 per cent.
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Lower gasoline prices have driven down total CPI inflation

Chart 2.22
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The impacts of sustained low oil prices on Canadian real GDP are mixed.

Lower crude oil prices result in a reduction in the incomes, or corporate profits, of
firms in the energy sector. Lower corporate profits in the energy sector will first affect
real GDP through weaker investment and hiring within the energy sector, which will
eventually lead to reduced production in the sector. However, over time, these
negative effects will be offset to some extent by the positive impacts of lower crude
oil prices on the non-energy sectors of the Canadian economy—which are
responsible for the large majority of goods and services produced in Canada

and exported.
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Lower crude oil prices will have a much different impact on the incomes of
Canadian households. Lower employment in the energy sector will have some
negative effects on household income. In addition, insofar as Canadians are
shareholders of firms in the energy sector (through their direct investments, as well as
through their holdings of mutual funds, private pension plans, etc.), lower equity
prices in the energy sector will have an impact on household wealth, which could
modestly reduce consumer spending if the decline in oil prices persists. However,
these negative impacts will be more than offset by the immediate real income gains
associated with lower gasoline and other energy-related prices. Households spent
$48 billion on gasoline and motor oil in the second quarter of 2014. The decline in
gasoline prices between mid-2014 and the first quarter of 2015 (approximately

25 per cent) freed up approximately $12 billion (over 1 per cent of total consumer
spending) for households to spend on other goods and services. This real income
gain will support consumer spending going forward.

There are also some important offsetting factors that are largely external to Canada.
The global economy will benefit from lower crude oil prices, in particular the U.S.
economy as it remains a significant net importer of crude oil. A stronger U.S.
economy will benefit Canada as it is the destination for nearly 75 per cent of
Canadian exports. In addition, the lower value of the dollar has both cushioned the
decline in crude oil prices received by Canadian energy producers and boosted the
international competitive position of Canadian manufacturers and exporters.

This too will provide support to real GDP growth by making non-energy exports,
which account for about 80 per cent of Canada’s total goods exports, more attractive.

Further, the reduction in the target for the overnight rate by the Bank of Canada on
January 21, 2015 has led to lower borrowing costs for households and businesses,
which should also help support domestic economic activity going forward.

Government Actions Will Support Economic
Growth and Job Creation

Actions taken by the Government over the past year will also help to further support
economic growth and job creation in Canada. On a cash basis, these include:

e  Support for Canadian families through the Family Tax Cut and Universal
Child Care Benefit enhancements totalling $7.8 billion in 2015-16 and over
$4.5 billion ongoing.
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e  Support for small businesses through the Small Business Job Credit and
Employment Insurance (EI) premium freezes for three years, followed by a

committed reduction in EI premiums to a seven-year break-even rate in 2017.

e  $5.8 billion in new investments that will continue to build and renew federal
infrastructure across the country, with the majority of this support being
delivered within three years.

These measures, together with measures announced in Economic Action Plan 2015,
total almost $10 billion in 2015-16, or 0.5 per cent of GDP, and average $8.5 billion
per year thereafter, on a cash basis (Chart 2.23). This will provide significant support
to the Canadian economy starting in the second quarter of 2015.

Economic Action Plan 2015 invests in Canada’s economy

Chart 2.23
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Source: Department of Finance.
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Canadian Economic Outlook—
Private Sector Forecasts

The average of private sector economic forecasts has been used as the basis for fiscal
planning since 1994 and introduces an element of independence into the
Government’s fiscal forecast. This practice has been supported by international
organizations such as the IMF.

The Department of Finance regularly surveys private sector economists on their
views on the outlook for the Canadian economy. The economic forecast presented in
this section is based on a survey conducted in March 2015, and includes the views of
15 private sector economists.

The March 2015 survey of private sector economists included:

e BMO Capital Markets,

e Caisse de dépot et placement du Québec,

e Canadian Federation of Independent Business,
e (CIBC World Markets,

o The Conference Board of Canada,

e Desjardins,

e  Deutsche Bank of Canada,

e THS Global Insight,

e Industrial Alliance Insurance and Financial Services Inc.,
e Laurentian Bank Securities,

e National Bank Financial Group,

e Royal Bank of Canada,

e Scotiabank,

e TD Bank Financial Group, and

e the University of Toronto (Policy and Economic Analysis Program).
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Relative to the September 2014 survey presented in the Fall Update, private sector
economists have revised down their near-term outlooks for both real GDP and, more
significantly, GDP inflation, largely reflecting the economic impacts of lower crude
oil prices. The economists now expect real GDP growth of 1.2 per cent in the first
quarter of 2015, rising gradually to 2.3 per cent by the fourth quarter of the year.
The expected impact on economy-wide prices is significantly larger, with the
economists now expecting GDP prices to decline by 3.1 per cent in the first quarter
of 2015, following a drop of 2.3 per cent in the fourth quarter of 2014. As a result,
economists expect nominal GDP to decline by 2 per cent in the first quarter of 2015.
Growth in nominal GDP is expected to resume and accelerate though the rest of
2015, closing the year at a healthy 5 per cent pace (Table 2.1).

Table 2.1
Average Private Sector Forecasts
per cent, period to period at annual rates

2014Q4" 2015Q1 2015Q2 2015Q3 2015Q4

Real GDP growth

September 2014 survey 24 2.6 2.6 2.6 25
March 2015 survey 24 1.2 1.5 2.0 2.3
GDP inflation

September 2014 survey 1.3 21 1.9 1.8 2.0
March 2015 survey -2.3 -3.1 1.0 25 2.7
Nominal GDP growth

September 2014 survey 3.7 4.9 4.6 4.4 4.4
March 2015 survey 0.1 -2.0 24 44 5.0

T Values for 2014Q4 for the March 2015 survey are actual values.
Sources: Statistics Canada; Department of Finance September 2014 and March 2015 surveys of private sector economists.
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Reflecting the downward revision to the near-term outlook, the economists expect
nominal GDP growth of 1.6 per cent in 2015, down from 4.3 per cent in the
September survey (Chart 2.24). Nominal GDP growth over the remainder of the
forecast horizon has been revised up modestly. As a result, the level of nominal GDP
is expected to be $55 billion lower in 2015 relative to the September survey, with this
gap narrowing to under $50 billion thereafter.

The outlook for nominal GDP growth has been revised

down for 2015 but modestly up thereafter

Chart 2.24
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The economists expect the unemployment rate to continue to gradually decline over
the forecast horizon and reach 6.1 per cent in 2019.

CPI inflation is projected to increase by just 0.9 per cent in 2015 as a result of
declines in gasoline prices before firming to 2.2 per cent in 2016. The economists
expect core inflation to remain stable around 2 per cent throughout 2015 and over
the remainder of the forecast horizon.
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The economists have revised down their outlooks for short- and long-term interest

rates relative to the September survey. The economists now expect 3-month treasury
bill rates to average 0.6 per cent in 2015 (down from 1.2 per cent in the September
survey), gradually climbing to 3.0 per cent by 2019. Similarly, they expect 10-year

Government of Canada bond rates to average 1.7 per cent in 2015 (down from
3.0 per cent in the September survey) and to rise to 3.9 per cent by 2019.

The economists have also significantly revised down their outlooks for crude oil

prices. In the March survey, the economists expect WTT crude oil prices to average

US$54 per barrel in 2015, down from expectations of US$96 in September. The

economists expect prices to rise to US$67 in 2016 before gradually climbing to the
US$80 range by 2019, well below the September outlook of US$100.

Table 2.2
Average Private Sector Forecasts
per cent, unless otherwise indicated

2015-
2014"' 2015 2016 2017 2018 2019 2019

Real GDP growth

Economic Action Plan 20142 23 25 2.5 2.3 22 - -
September 2014 survey® 25 26 24 2.3 2.2 21 2.3
March 2015 survey 25 20 2.2 2.3 2.2 2.0 2.2
GDP inflation

Economic Action Plan 2014? 1.5 20 2.0 2.0 2.0 - -
September 2014 survey? 20 1.6 2.0 2.1 2.0 2.0 1.9
March 2015 survey 18 -04 2.6 2.3 2.1 2.1 1.7
Nominal GDP growth

Economic Action Plan 20142 39 45 4.5 4.4 4.2 - -
September 2014 survey® 45 4.3 4.4 44 4.2 4.1 4.3
March 2015 survey 44 16 4.9 4.7 4.3 4.2 3.9
Nominal GDP level (billions of dollars)
Economic Action Plan 2014% 1,968 2,056 2,150 2,244 2,339 - -
September 2014 survey? 1,978 2,063 2,155 2,251 2,347 2,444 -
March 2015 survey 1,976 2,008 2,106 2,204 2,299 2,396 -
Difference between March 2015 survey and

September 2014 survey2 2 .55 -49 47 47 48 -
3-month treasury bill rate
Economic Action Plan 2014 10 15 2.7 3.6 4.0 - -
September 2014 survey 09 1.2 2.1 2.9 34 3.6 2.6
March 2015 survey 09 06 1.0 2.0 2.7 3.0 1.9
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Table 2.2

Average Private Sector Forecasts

per cent, unless otherwise indicated

2015-
2014" 2015 2016 2017 2018 2019 2019

10-year government bond rate
Economic Action Plan 2014 30 35 4.1 4.6 4.8 - -
September 2014 survey 23 3.0 3.6 4.1 4.3 4.4 3.9
March 2015 survey 22 17 2.5 3.2 3.7 3.9 3.0
Exchange rate (US cents/C$)
Economic Action Plan 2014 937 953 959 96.2 96.3 - -
September 2014 survey 91.3 896 908 906 908 911 90.6
March 2015 survey 905 79.2 808 836 855 865 83.1
Unemployment rate
Economic Action Plan 2014 6.8 6.6 6.4 6.3 6.2 - -
September 2014 survey 70 6.8 6.5 6.4 6.3 6.3 6.5
March 2015 survey 6.9 6.7 6.6 6.3 6.2 6.1 6.4
Consumer Price Index inflation
Economic Action Plan 2014 1.5 19 2.0 2.0 2.0 - -
September 2014 survey 20 19 2.0 2.0 2.0 2.0 2.0
March 2015 survey 1.9 09 2.2 2.0 2.0 2.0 1.8
U.S. real GDP growth
Economic Action Plan 2014 27 31 3.0 2.9 2.6 - -
September 2014 survey 21 31 2.9 2.8 25 2.5 2.7
March 2015 survey 24 31 2.9 2.6 24 2.4 2.7
WTI crude oil price ($US per barrel)
Economic Action Plan 2014 - - - - - - -
September 2014 survey 99 96 95 99 100 101 98
March 2015 survey 93 54 67 75 78 78 70

T Values for 2014 for the March 2015 survey are actual values.
2 Figures have been restated due to historical revisions to the Canadian System of National Accounts from Statistics Canada.

Sources: Department of Finance December 2013, September 2014 and March 2015 surveys of private sector economists.
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The September private sector survey outlook for crude oil prices was not used for
fiscal planning in the Fall Update, reflecting the decline in crude oil prices between
the time of the September 2014 survey and the Fall Update in mid-November. In the
Fall Update, WTI crude oil prices were assumed to remain at US$81 per barrel from
late 2014 to 2019, consistent with a level of nominal GDP $3 billion below the
September survey in 2014 and $16 billion below per year thereafter.

WTI crude oil prices are now expected to be almost US$30 per barrel below the Fall
Update assumption in 2015, with prices expected to return to the US$80-range by
2019. For its part, the March 2015 private sector forecast for nominal GDP is

$39 billion lower than the Fall Update outlook for 2015, with this gap narrowing

to $32 billion lower by 2019 (Table 2.3).

Table 2.3
Fall Update and March 2015 Survey Forecasts for WTI
Crude Oil Prices and Nominal GDP

2014' 2015 2016 2017 2018 2019

WTI crude oil prices ($US per barrel)

Fall Update 95 81 81 81 81 81
March 2015 survey 93 54 67 75 78 78
Difference between March 2015 survey and

Fall Update -2 -27 -14 -6 -3 -3
Nominal GDP level (billions of dollars)
Fall Update® 1,975 2,047 2139 2,235 2,331 2,428
March 2015 survey 1,976 2,008 2,106 2,204 2,299 2,396
Difference between March 2015 survey and

Fall Update 1 -39 -33 -31 -31 -32

T Values for 2014 for the March 2015 survey are actual values.
2 Figures have been restated due to historical revisions to the Canadian System of National Accounts from Statistics Canada.
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Risk Assessment

On April 9, 2015, the Minister of Finance met with the private sector economists to
discuss the economic projections resulting from the March 2015 survey, as well as
the risks surrounding the outlook. At that time, the economists agreed that the
average forecast from the March survey was a reasonable basis for fiscal planning.

The risks to the economic outlook remain and are largely external to the Canadian
economy, stemming from uncertainty surrounding both the future path of oil prices
and global growth.

Crude oil prices have declined markedly since the time of the Fall Update. While

private sector economists expect prices to reclaim some of their lost ground starting
later this year, the risk of sustained low prices or even additional declines remains a
possibility, in particular if there is no meaningful sustained decline in global supply.

Further, there is uncertainty over the magnitude of the impact of lower oil prices on
the Canadian economy. In the March survey, private sector economists anticipate
that real GDP growth will slow from 2.4 per cent in the fourth quarter of 2014 to

1.2 per cent in the first quarter of 2015. However, economic data to date for early
2015 suggest that real GDP growth in the first quarter is likely to be weaker than
expected, or even flat. At the same time, however, price indicators, including terms
of trade, suggest that the decline in GDP inflation in the first quarter could be smaller
than expected in the March survey, which would leave nominal GDP growth in

the quarter broadly in line with expectations in the March survey.

Beyond 2015, the Department of Finance considers that the average private sector
forecast for GDP inflation in the March survey is prudent. Indeed, the projected
modest pickup in GDP inflation over this period despite a robust recovery in oil
prices is consistent with falling non-energy commodity prices which would offset
some of the terms-of-trade gains (higher export prices relative to import prices)
resulting from higher oil prices. Overall, this leads to prudent assumptions for the
commodity price outlook in the March survey of private sector economists.
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Persistently lacklustre global growth poses further risks to the forecast. Economic
growth has remained weak and uneven in the euro area. While the risk of a
sovereign debt crisis has receded with the recent temporary financing agreement for
Greece, negotiations are ongoing and could result in renewed financial market
uncertainty and volatility. There is also the possibility of a deeper slowdown in
emerging economies. As a result, there is a risk that global growth could once again
surprise on the downside (Chart 2.25).

The global economic outlook has been serially

revised down since 2011

Chart 2.25
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Reflecting the repeated downward revisions to global growth, the outlook for interest
rates has also been revised down in recent years, with economists repeatedly pushing
back the path of expected interest rate increases (Chart 2.26). Should global growth
fail to pick up as expected, it is likely that interest rates could once again be lower
than currently expected.

Private sector forecasts for interest rates

have also been repeatedly revised down

Chart 2.26
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The U.S. economy, Canada’s largest trading partner, could be stronger than
anticipated, given the recent stronger-than-expected performance of U.S. labour
markets and the anticipated boost to growth from lower crude oil prices. At the same
time, recent economic indicators suggest that U.S. economic growth has not
accelerated as expected in early 2015.
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From a domestic perspective, elevated levels of household debt continue to pose a
risk to the outlook. In particular, should the economy be significantly weaker than
expected and unemployment increases substantially, households may reduce their
spending more than they would if they had lower debt levels.

Planning Assumptions

In light of these risks, for fiscal planning purposes, the Government is adjusting
downward the private sector forecast for nominal GDP by $7 billion for 2015
through 2017, $13 billion for 2018, and $20 billion in 2019 (Table 2.4).

The Government will continue to evaluate economic developments and risks to
determine whether or not it would be appropriate to maintain this adjustment for
risk in the future. As discussed in Chapter 5.2, this translates to a set-aside for
contingencies of $1.0 billion per year between 2015-16 and 2017-18, $2.0 billion
in 2018-19 and $3.0 billion in 2019-20.

Table 2.4
Economic Action Plan 2015 Planning Assumption for Nominal GDP
billions of dollars

2015 2016 2017 2018 2019

March 2015 survey 2,008 2,106 2204 2,299 2396
Adjustment for risk -7 -7 -7 -13

Economic Action Plan 2015 fiscal planning assumption 2,001 2,099 2,197 2,286 2,376

Addendum

Adjustment for risk in 2014 Fall Update -20 -20 -20 -20
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Chapter 3

Creating Jobs and Economic Growth

Introduction

Canada’s Economic Action Plan continues to support job creation and promote
economic growth. The Government of Canada’s Plan has allowed Canada to recover
all of the jobs lost during the global recession—supporting the creation of over

1.2 million net new jobs since the depths of the downturn. Given ongoing global
economic uncertainty, however, the Government remains focused on supporting job
creation and economic growth.

To this end, Economic Action Plan 2015 builds on the Government’s plan for jobs
and growth by:

e Supporting the manufacturing sector and investing in advanced research by
keeping taxes low, supporting Canada’s manufacturing and processing
companies, and investing in world-class advanced research.

e Helping small businesses and entrepreneurs create jobs by fuelling small
business growth, fostering entrepreneurship, and reducing red tape and the tax
compliance burden.

e Training a highly skilled workforce by helping Canadians acquire the skills that
will get them new and better jobs.

e Investing in infrastructure by introducing a new and innovative Public Transit
Fund—the Government’s largest targeted infrastructure program—to promote
public transit infrastructure investment in a manner that is affordable for
taxpayers and efficient for commuters.

o Growing trade and expanding markets by securing preferential terms of trade
and investment with other nations, helping Canadian businesses fully capitalize
on global opportunities, and responsibly developing Canada’s natural resources.
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Table 3.0
Creating Jobs and Economic Growth
millions of dollars

2014- 2015- 2016- 2017- 2018- 2019-
2015 2016 2017 2018 2019 2020 Total

Supporting the Manufacturing Sector and

Investing in Advanced Research

Encouraging Investment in Canada's

Manufacturing Sector 8 146 338 393 348 1,231
Supporting World-Class Advanced Research 25 115 206 249 363 396 1,354
Subtotal—Supporting the Manufacturing

Sector and Investing in Advanced Research 25 123 351 586 756 744 2,585
Helping Small Businesses and

Entrepreneurs Create Jobs
Helping Small Businesses Grow and

Fostering Entrepreneurship 80 279 397 520 855 1,225 3,356
Reducing Red Tape for Businesses and

Enhancing Corporate Governance 13 13 13 18 57
Subtotal—Helping Small Businesses and

Entrepreneurs Create Jobs 80 279 410 533 868 1,243 3,413
Training a Highly Skilled Workforce
Training the Workforce of Tomorrow 20 144 181 192 197 736
Supporting Canadian Workers 48 31 7 7 7 100
Ensuring a Safe and Healthy Workplace 1 1 1 1 1 5
Subtotal—Training a Highly Skilled Workforce 68 176 189 200 205 840
Investing in Infrastructure
Investing in Infrastructure 250 500 1,000 1,750
Continuing to Build and Renew Federal

Infrastructure 5 393 428 235 256 276 1,593
Subtotal—Investing in Infrastructure 5 393 428 485 756 1,276 3,343
Growing Trade and Expanding Markets
Fostering Trade 17 34 39 20 20 131
Responsible Resource Development 110 117 130 80 76 513
Subtotal—Growing Trade and

Expanding Markets 127 151 169 100 96 644
Total—Creating Jobs and

Economic Growth 110 991 1,517 1,963 2,680 3,564 10,825
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Table 3.0
Creating Jobs and Economic Growth
millions of dollars

2014- 2015- 2016- 2017- 2018- 2019-

2015 2016 2017 2018 2019 2020 Total
Less funds existing in the fiscal framework 192 207 183 115 115 811
Less funds sourced from internal reallocations 25 40 86 22 22 15 209
Less anticipated cost recovery 18 19 15 14 14 80
Announced in or prior to the Fall Update 80 305 200 -30 555
Net Fiscal Cost 5 436 1,006 1,773 2,529 3,420 9,169

Note: Totals may not add due to rounding.
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Creating Jobs and Economic Growth
Supporting the Manufacturing Sector and Investing in Advanced Research

Chapter 3.1

Supporting the Manufacturing Sector
and Investing in Advanced Research

Highlights

Encouraging Investment in Canada’s Manufacturing Sector

v

v

v
v

Maintaining a low tax burden on businesses to encourage investment
in Canada.

Providing manufacturers a 10-year tax incentive to boost productivity-
enhancing investment.

Providing up to $100 million over five years, starting in 2015-16, to support
product development and technology demonstration by Canadian
automotive parts suppliers through the new Automotive Supplier
Innovation Program.

Developing a national aerospace supplier development initiative.

Providing $2.5 million per year, starting in 2016—17, to increase the
analytical capacity needed to support the Defence Procurement Strategy.

Supporting World-Class Advanced Research

v

Providing an additional $1.33 billion over six years, starting in 2017-18,
to the Canada Foundation for Innovation to support advanced research
infrastructure at universities, colleges and research hospitals.

Creating a more efficient and effective national digital research infrastructure
system by providing $105 million over five years, starting in 2015-16, to
CANARIE, Canada’s world-class high-speed research and

education network.

Dedicating an additional $46 million per year to the granting councils,
starting in 2016-17, focused in areas that will fuel economic growth and
respond to important challenges and opportunities.
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Providing up to $243.5 million to secure Canada’s participation in the Thirty
Meter Telescope and related domestic work on leading-edge components.

Providing up to $72.3 million in 2015-16, on a cash basis, to Atomic Energy
of Canada Limited to maintain safe and reliable operations at the Chalk
River Laboratories.

Providing an additional $30 million over four years, starting in 2016-17,
to support cutting-edge research and technology development in Canada’s
satellite communications sector.

Extending Canada’s participation in the International Space Station mission
to 2024.

Dedicating $119.2 million over two years, starting in 2015-16, to the National
Research Council’s industry-partnered research and development activities,
helping Canadian businesses increase their competitiveness and develop
new, cutting-edge products.

Helping to develop the next generation of research and development leaders
by providing $56.4 million over four years, starting in 2016—17, to Mitacs in
support of graduate-level industrial research and development internships.
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Introduction

Since 2006, the Government has worked to implement its long-term economic plan
for greater prosperity. This plan is anchored on the principle that governments have
a responsibility to create the right conditions and opportunities for people and
businesses to be successful.

Recognizing the importance of manufacturers and processors to the Canadian
economy, the Government has taken action to strengthen the sector’s
competitiveness, including by creating a low-tax environment and investing in
advanced research and development (see Annex 3 for further details).

The Government’s focus on improving business tax competitiveness has produced
clear results: total business tax costs in Canada are the lowest in the Group of Seven
(G-7) and 46 per cent lower than those in the United States. Low taxes encourage
capital investment, which in turn spurs job creation.

The Government recognizes that the translation of new ground-breaking ideas into
the marketplace enhances opportunities for Canadians and Canadian businesses.
Since 2006, the Government has invested more than $13 billion in new funding in all
facets of the innovation ecosystem including advanced research, talent development,
research infrastructure and business innovation.

Economic Action Plan 2015 builds on this foundation by investing in initiatives
that will:

o Keep taxes on business investment low to encourage investment in Canada.

e  Provide manufacturers a 10-year tax incentive to invest in productivity-
enhancing equipment.

e  Support innovation in the automotive and aerospace industries.

e Invest in world-class advanced research at universities and colleges and
in companies.

Together, these actions will help create the right conditions for businesses to
succeed, creating the foundations for jobs, growth and long-term prosperity.
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Encouraging Investment in Canada’s
Manufacturing Sector

Improving business tax competitiveness has been a central element of the

Government’s approach to fostering an environment in which businesses can thrive

and compete in the global economy. Taxes are one of the main factors that drive

investment decisions.

Actions taken by the Government, including those proposed in Economic Action

Plan 2015, will reduce taxes for job-creating businesses by $14.7 billion in 2015-16.

To date, the Government has:

74

Reduced the small business corporate income tax rate to 11 per cent and
increased the amount of annual income eligible for this lower rate to $500,000.
Economic Action Plan 2015 proposes to further support small business growth
by reducing the small business tax rate to 9 per cent by 2019.

Increased the Lifetime Capital Gains Exemption from $500,000 to $800,000 and
indexed this new limit to inflation, bringing it to $813,600 in 2015. Economic
Action Plan 2015 proposes to increase the limit to $1 million for owners of farm
and fishing businesses.

Introduced and subsequently extended an accelerated capital cost allowance for
investment in machinery and equipment used in manufacturing or processing.
Economic Action Plan 2015 proposes to continue to encourage productivity-
enhancing investments by providing an extended tax incentive until the end

of 2025.

Reduced the federal general corporate income tax rate to 15 per cent as of 2012
from 22.12 per cent in 2007.

Eliminated the federal capital tax and helped to secure the elimination of
provincial general capital taxes through a financial incentive.
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As evidence of the substantial improvement in business tax competitiveness that has
been made since 2006, Canada now has the lowest overall tax rate on new business
investment in the G-7 (Chart 3.1.1).

Canada leads the G-7 with the lowest overall tax rate

on new business investment

Chart 3.1.1

Marginal Effective Tax Rate' on New Business Investment, 2015
per cent
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The marginal effective tax rate (METR) on new business investment takes into account federal, provincial and territorial statutory
corporate income tax rates, deductions and credits available in the corporate tax system and other taxes paid by corporations,
including capital taxes and retail sales taxes on business inputs. The methodology for calculating METRs is described in the 2005
edition of Tax Expenditures and Evaluations (Department of Finance). The METR includes measures announced as of
January 1, 2015 that will be in effect on December 31, 2015. It excludes the resource and financial sectors and tax provisions related
to research and development.
2 OECD (Organisation for Economic Co-operation and Development) average excludes Canada.
Source: Department of Finance.

EcCoNOMIC A CTI1ON PLAN 2015 75



* Chapter 3.1

The competitiveness of Canada’s business tax system is supported by third-party
analysis. The KPMG publication, Competitive Alternatives 2014, rigorously analyzed
the impact of federal, state, provincial and municipal taxes on business operations.
KPMG concluded that total business tax costs in Canada are the lowest in the G-7
and 46 per cent lower than those in the United States.

Recognizing that the ability to attract investment from abroad is vital to the growth
of the Canadian economy, particularly in the energy sector where projects can
involve immense capital requirements and carry significant risk, the Government has
also updated Canada’s foreign investment framework to ensure that Canada
continues to benefit from foreign investment that fuels economic growth, jobs

and prosperity.

Canada Has Modernized Its Investment Policy Framework

to Support Business Investment

e The Government announced in March 2015 that it is delivering on its commitment to
progressively increase the Investment Canada Act net benefit review threshold for
investments in Canadian businesses involving World Trade Organization private-
sector foreign investors from $369 million in asset value to $1 billion in enterprise
value, over a four-year period. The change to enterprise value captures the
increasing importance of people, know-how, intellectual property and other intangible
assets in the valuation of modern, knowledge-intensive businesses. The review
threshold remains unchanged for acquisitions of control by foreign state-owned
enterprises or foreign acquisitions of control of Canadian cultural businesses.

e On April 24, 2015, the threshold will increase to $600 million in enterprise value and
will remain at that level for the next two years. It will then increase to $800 million for
the following two years, after which it will go up to $1 billion.

e When the Canada-European Union Comprehensive Economic and Trade Agreement
comes into force, the threshold will increase to $1.5 billion for European Union
countries, as well as for those countries with which Canada has free trade
agreements with relevant most-favoured nation provisions (i.e., Chile, Colombia,
Honduras, Mexico, Panama, Peru, South Korea and the United States).

o Collectively, these changes will focus the Government’s reviews on the most
significant transactions, while helping to attract beneficial foreign investment to the
Canadian economy.
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The Government’s low-tax plan and other actions have contributed to a favourable
environment for investment by businesses in all sectors of the economy. Canada’s
strong appeal as a place to do business has been recognized by third-party analysis.
Bloomberg has ranked Canada as the second most attractive place in the world to
do business. Canada’s strong economic performance has been supported by the
strongest growth in real business investment in the G-7 over the recovery. When
Canadian companies invest in state-of-the-art equipment and structures, they
increase their productivity and competitiveness. This helps the economy grow,
spurs job creation and raises Canadians’ standard of living.

Tax Support for Manufacturing Investment

Economic Action Plan 2015 proposes a 10-year investment incentive for
Canada’s manufacturers.

In light of ongoing fragility in the global economy and the importance of capital
investment in spurring productivity and growth, Economic Action Plan 2015
proposes continued tax support for Canada’s manufacturers.

In 2007, the Government introduced an accelerated capital cost allowance (CCA)
to encourage investment in machinery and equipment used in manufacturing and
processing. This measure, which provides a 50 per cent straight-line depreciation
rate, will expire at the end of 2015.

From 2007 to 2014, more than 28,000 businesses in the manufacturing sector, which
employs Canadians in all regions of the country, took advantage of the incentive.

In order to support continued investment in machinery and equipment and help
bolster productivity, Economic Action Plan 2015 proposes to provide manufacturers
with an accelerated CCA at a rate of 50 per cent on a declining-balance basis for
eligible assets acquired after 2015 and before 2026.

Providing the new incentive for this extended period of time will help to provide
businesses with planning certainty for larger projects where the investment may not
be completed until several years after the investment decision is made and for longer-
term investments with multiple phases.
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By allowing a substantially faster write-off of eligible investments than the usual
30-per-cent declining-balance rate, this measure will defer taxes and allow businesses
to recover the cost of capital assets more quickly (see Chart 3.1.2). After four
taxation years, more than 90 per cent of the cost of the asset will have been
deducted. In the absence of the accelerated CCA, lower annual deductions mean
that it would have required seven taxation years to deduct 90 per cent of the cost of
the asset.

Accelerated capital cost allowance allows costs to be

deducted more quickly

Chart 3.1.2

lllustrative Deductions for a $10,000 Investment in an Eligible Asset in the
First Three Taxation Years After the Asset Is Put in Use
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Note: The half-year rule provides that in the year an asset is acquired, one-half of the normal CCA deduction may be claimed. This is
equivalent to an assumption that on average, assets are acquired half-way through the taxation year.

Source: Department of Finance.
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The incentive will provide concrete, long-term support, enabling Canadian
manufacturers to plan the investments that are needed to compete in a global
economy. New investment will help position them to meet both present and future
economic challenges, while creating jobs and growth. The deferral of tax associated
with this new accelerated CCA is expected to reduce federal taxes for manufacturers
by $1.1 billion over the period from 2016-17 to 2019-20.

Tax Support for Manufacturing Investment

A company that manufactures sheet metal products in the Vancouver area would like
to purchase a new computer-controlled machine press costing $500,000 in 2016 in
order to increase its productivity. The accelerated CCA will allow the business to
deduct $114,500 more of the cost of the machine during the first three taxation years
following the acquisition than it would have under the regular 30-per-cent CCA rate.
The resulting deferral of $17,175 in federal income tax otherwise payable in those
years will make it easier for the company to finance the acquisition of the machine.

A food processor based in Quebec City is considering investment in new equipment in
order to expand its capacity and begin exporting its products. It plans to invest

$4 million in new machinery in 2016. The accelerated CCA will allow the business to
deduct $916,000 more in respect of the cost of the equipment during the first three
taxation years following the acquisition than it would have under the regular 30-per-
cent CCA rate. The resulting deferral of $137,400 in federal income tax will help the
company to invest in a marketing strategy in order to maximize the visibility of its
products in new export markets.

A distillery in Toronto is looking to modernize its production facility. It intends to invest
$2 million in new equipment in 2016 in order to increase the plant's capacity and
efficiency. The accelerated CCA will allow the business to deduct $458,000 more in
respect of the cost of the equipment during the first three taxation years following

the acquisition than it would have under the regular 30-per-cent CCA rate. With the
resulting deferral of $68,700 in federal income tax, the company will be in a better
position to pay for the training its employees will need to use the new

equipment productively.
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Unilateral Tariff Relief to Support
Canadian Manufacturers

Economic Action Plan 2015 announces that Canada has unilaterally eliminated over
1,800 tariffs, providing more than $450 million in annual tariff relief for
Canadian manufacturers.

Since 2009, Canada has unilaterally eliminated over 1,800 tariffs, providing more
than $450 million in annual tariff relief for Canadian manufacturers. These
measures include:

e Eliminating all remaining tariffs on machinery and equipment and
manufacturing inputs, making Canada a tariff-free zone for industrial
manufacturers as of January 1, 2015.

e  Waiving the 25 per cent tariffs on certain imported ships to support a modern
and efficient shipping industry that supports Canadian businesses.

e Removing the tariffs on mobile offshore drilling units to support offshore oil and
gas exploration.

These actions translate into a direct reduction of production costs, enhance the
competitiveness of Canadian manufacturers in both domestic and foreign markets
and help them invest and create jobs here at home. In November 2013, the
Organisation for Economic Co-operation and Development highlighted Canada’s
global leadership through these measures, noting their importance in strengthening
the country’s position in global value chains, and its attractiveness as a place to
invest and do business. The Government will continue to work with Canadians to
identify further opportunities for tariff liberalization.

Recognizing the importance of the manufacturing sector to the Canadian economy,
the Government has introduced a number of broad-based and targeted measures
that are helping manufacturers create jobs, growth and long-term prosperity

across Canada.
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The Government’s Commitment to Canadian Manufacturers

Is Longstanding and Strong

Since 2006, the Government has taken significant action to strengthen Canada’s
overall business environment, benefitting firms in all sectors, including manufacturers
(see Annex 3). This includes:

e Providing a more competitive environment for investment though broad-based tax
reductions to ensure long-term competitiveness. Canada now has the lowest
overall tax rate on new business investment in the G-7.

e Concluding free trade agreements with 38 countries to open new markets for
Canadian businesses and promote economic growth. This includes the historic
Canada-European Union Comprehensive Economic and Trade Agreement and the
landmark Canada-Korea Free Trade Agreement, which entered into force on
January 1, 2015.

¢ Providing financial assistance through the Regional Development Agencies to
support business growth, productivity, and innovation and help small and
medium-sized businesses effectively compete in the global marketplace. Recent
improvements include refocusing the Atlantic Innovation Fund and launching the
Western Innovation Initiative.

o Doubling the budget of the Industrial Research Assistance Program, with a further
$110 million per year, to better support research and development by small and
medium-sized firms through advice and financial support.

e Making permanent and adding a military component to the Build in Canada
Innovation Program, which supports innovation in Canada by helping businesses
bridge the pre-commercialization gap through federal procurement of late-stage
innovations not yet available in the marketplace.

¢ Providing an unprecedented level of investment in public infrastructure across the
country that has enhanced Canada’s long-term economic growth and
competitiveness, including the $33 billion 2007 Building Canada Plan, the
$53 billion New Building Canada Plan and infrastructure stimulus measures.

e Advancing the replacement of the Champlain Bridge in Montreal and
the construction of the Detroit River International Crossing to secure safe and
efficient access to Canada’s busiest crossings, which are critical for the movement
of goods to markets.

The Government has also taken targeted steps to support business competitiveness
and innovation in the manufacturing sector, including:

¢ Increasing the capital cost allowance rate for manufacturing and processing
buildings to 10 per cent from 4 per cent.

o Eliminating more than 1,800 tariffs on imported machinery and equipment and
manufacturing inputs, providing $450 million in annual tariff savings and making
Canada the first tariff-free zone for industrial manufacturers in the G-20.
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The Government’s Commitment to Canadian Manufacturers

Is Longstanding and Strong

e Advancing the $35 billion National Shipbuilding Procurement Strategy, a long-term
commitment to generate high-value jobs through the construction of new vessels
for the Royal Canadian Navy and the Canadian Coast Guard at Canadian
shipyards on both coasts. In 2015, construction will begin at Irving Shipbuilding Inc.,
in Halifax on the first of six Arctic Offshore Patrol Ships for the Royal Canadian
Navy. Vancouver Shipyards has completed investments to modernize its shipyard
for building non-combat ships, and construction of the two initial blocks for the
Canadian Coast Guard’s Offshore Fisheries Science Vessels began in
October 2014.

e Allocating $1 billion to the Automotive Innovation Fund since its creation in
2008, to support significant new research and development projects and
long-term investments.

e Announcing stable funding of close to $1 billion over five years (starting in
2013-14) for the Strategic Aerospace and Defence Initiative, and launching a
new Technology Demonstration Program for the aerospace sector in 2013.

e Establishing the Pulp and Paper Green Transformation Program in 2009, with
$1 billion over three years to support capital projects in the pulp and paper sector
that offer demonstrable environmental benefits.

e Providing over $190 million to the Investments in Forest Industry
Transformation program.

o Establishing a new Advanced Manufacturing Fund, with funding of $200 million
over five years, as part of the renewal of the Federal Economic Development
Agency for Southern Ontario in 2013.

¢ Investing in the National Research Council’s Factory of the Future project as part of
the November 2014 federal infrastructure package to enable companies in the
automotive and aerospace sectors to improve the efficiency, flexibility and
intelligence of their factories through access to collaborative research and
advanced manufacturing techniques, such as 3D printing, at state-of-the-art
facilities in Winnipeg, London and Montreal.
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Fostering Automotive Supplier Innovation

Economic Action Plan 2015 proposes to provide up to $100 million over five years,
starting in 2015—16, to support product development and technology demonstration
by Canadian automotive parts suppliers through the new Automotive Supplier
Innovation Program.

Automotive suppliers are an integral part of Canada’s automotive footprint and
success. In order to stay competitive, these companies, many of which are small and
medium-sized enterprises, must make new product development the cornerstone of
their business strategies. Vehicle manufacturers are demanding a supply of
innovative products to meet new fuel efficiency, emission and safety standards and
address the growing consumer interest in connected and automated vehicle
technologies. Suppliers that can demonstrate an ability to meet these demands will
not only succeed in winning business from domestic manufacturers, but will be well
positioned to market their solutions globally.

If Canada aspires to remain a large and relevant automotive manufacturing
Jurisdiction, doing so on the basis of low cost labour is no longer an option.
Instead, it must be a leader in productivity, deploying leading edge technology
in both products and processes.

—Canadian Automotive Partnership Council
A Call for Action I, 2013

Automakers demand creative solutions from their suppliers and they must be
confident that new components and systems will be ready for inclusion on
global vehicle platforms. This confidence can only be built by physical
demonstrations of new technologies under secure, real-world conditions. Only
when new ideas are demonstrated and their viability is confirmed, will the
automakers commit to new supplier selections for the next vehicle generation.

—AUTO21
Pre-Budget Submission to the Standing Committee on Finance
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Economic Action Plan 2015 proposes to provide $100 million over five years,
starting in 201516, for the creation of the Automotive Supplier Innovation
Program, to help Canadian automotive suppliers gain a competitive edge through
new innovative products and processes. Of this amount, $50 million over three
years, starting in 2015-16, will be reallocated from the Automotive Innovation Fund
and new resources of $50 million over two years will be provided starting in
2018-19. The program will help research and development projects to become
commercially viable by supporting product development and technology
demonstration on a cost-shared basis with participating firms.

The Automotive Supplier Innovation Program will complement existing initiatives
supporting the automotive sector, such as the Automotive Innovation Fund, by
strengthening Canada’s parts supply base and creating a favourable environment for
automotive research and development, while providing firms with new opportunities
to enter global supply chains.
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Spurring Large-Scale Automotive Research and

Development Investments

The Automotive Innovation Fund supports strategic, large-scale research and
development projects to build innovative, greener and more fuel-efficient vehicles.
To date the Government has allocated $1 billion to this program, and repayable
contributions have been provided for seven projects, including up to:

e $80 million toward an investment of up to $730 million by Ford Motor Company of
Canada to establish a flexible engine assembly plant and create an advanced
powertrain research centre in Windsor, Ontario.

e $54.8 million toward an investment of up to $365 million by Linamar Corporation to
develop and commercialize advanced components and modules in three product
areas: transmissions, engines and drivelines.

e $70.8 million toward an investment of up to $506 million by Toyota Motor
Manufacturing Canada Inc. to maximize production efficiency, reduce emissions and
upgrade equipment to permit the production of more fuel-efficient vehicles, including
electric vehicles.

e $21.7 million toward an investment of up to $199 million by Magna International to
develop energy-efficient components for vehicles and innovative powertrain
components for next generation vehicles.

e $16.8 million toward an investment of up to $120 million by Toyota Motor
Manufacturing Canada Inc. to establish an assembly line for the new Lexus RX450h
hybrid, supporting hybrid expertise in the Canadian supplier base, and to increase
capacity for the RX350 model in Cambridge, Ontario.

e $71.6 million toward an investment of up to $716 million to install a state-of-the-art
global manufacturing platform at Ford Motor Company of Canada’s Oakuville
Assembly Complex and to conduct fuel consumption and emissions research
and development.

e $50.7 million toward an investment of up to $500 million by Linamar to produce
fuel-efficient powertrain components for next generation transmissions.
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Developing the Canadian Aerospace
Supply Chain

Economic Action Plan 2015 announces that the Government will work with industry and
provincial stakeholders to develop a national aerospace supplier development initiative
modelled on the successful MACH program pioneered by Aéro Montréal.

Canada’s aerospace sector is a global technology leader and a major source of high-
quality jobs, directly employing 73,000 people across the country, and is among the
most research-intensive industries in Canada. Following the 2012 Aerospace
Review, chaired by the Honourable David Emerson, the Government announced in
Economic Action Plan 2013 and subsequent months several measures to support the
aerospace sector, including:

e Making available $110 million over four years, beginning in 201415, and
$55 million annually thereafter, for the creation of a Technology Demonstration
Program, to be partly funded from the Strategic Aerospace and
Defence Initiative. The program, which was launched in September 2013,
has held two rounds of competition to date and projects are currently
under review.

e Providing stable funding of close to $1 billion over five years, starting in
201314, for the Strategic Aerospace and Defence Initiative and reviewing the
administration and operation of the program to improve its effectiveness.

e Launching the Consortium for Aerospace Research and Innovation in Canada
to facilitate collaboration among aerospace stakeholders (industry, academia
and research centres) to foster the development of advanced technologies,
support the training of highly qualified personnel and support
innovation outreach.
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Stimulating Aerospace Innovation Through the Strategic

Aerospace and Defence Initiative

The Strategic Aerospace and Defence Initiative was established in 2007 to encourage
strategic research and development projects, enhance the competitiveness of
Canadian aerospace and space companies, and foster collaboration between
research institutes, universities, colleges and the private sector. Recent projects
supported by the program include:

e $75 million to Wescam Inc. (Burlington, Ontario) to expand and improve its current
portfolio of electro-optical/infrared equipment in order to build its next generation of
cameras and sensors, which are essential to Canada’s defence, security, and search
and rescue operations.

e $300 million to Pratt and Whitney Canada (Longueuil, Quebec) to develop a
portfolio of technologies, validate them on demonstrators, and introduce them in
the development of new and existing engines. These technologies are expected to
help reduce the noise levels, weight, emissions, carbon footprint and environmental
impact of new engines.

e Previous contributions under the Strategic Aerospace and Defence Initiative have
resulted in significant economic impacts. This includes:

- Through a contribution of close to $6 million from the Strategic Aerospace and
Defence Initiative, Norsat (Richmond, British Columbia) is now able to offer
leading-edge products and services based on innovations in portable satellite
terminal development that are lighter, more compact, easier to use and less
expensive. The company has successfully commercialized over 20 new
products while diversifying its client base beyond the military, with clients in
emergency response, transportation and the resource industry. To date, the
research and development project has enabled the company to generate over
$11 million in revenues.

- With the assistance of $2 million from the Strategic Aerospace and Defence
Initiative, an investment by FLYHT Aerospace Solutions (Calgary, Alberta) in
research and development has resulted in the successful development of an
innovative product upgrade, the enhanced Automated Flight Information Report
System 228, which delivers operational efficiencies, enhanced safety and cost
savings to the aviation industry. FLYHT has achieved this success by
collaborating with local firms in its supply chain. These partnerships will
continue to build on Canadian-based technology and expand business
opportunities for all the firms involved.

EcoNOMIC A CTI1ON PLAN 2015 87



* Chapter 3.1

Building on this foundation, Economic Action Plan 2015 announces that the
Government will work with the Aerospace Industries Association of Canada and
other industry and provincial stakeholders to develop a national aerospace supplier
development initiative modelled on the successful MACH program pioneered by
Aéro Montréal. Economic Action Plan 2015 proposes to reallocate $6 million in
2016-17 from the Strategic Aerospace and Defence Initiative toward this new
initiative. The new program is intended to improve the performance and
competitiveness of firms in this highly innovative sector, many of which are small
and medium-sized enterprises. It will also benefit large aerospace firms, which
require a healthy supply chain to support their global growth.

MACH Supplier Development Initiative

Launched by Aéro Montréal in 2011, the MACH initiative is a program for accelerating
the aerospace supply chain’s competitiveness and performance through three
main goals:

1. To create an improved business culture for more openness, collaboration
and innovation;

2. To improve supply chain competitiveness, one company at a time; and
3. To develop new local integration capabilities.

The initiative also aims to develop strategies and projects that will help fill the gaps in
integration capabilities in Quebec and to foster the development of a world-class
supply chain.

Small and medium-sized enterprises participating in the program are supported in their
activities by a larger equipment manufacturer that acts as sponsor or mentor. MACH
helps suppliers assess their performance, identify gaps, and determine the actions
necessary to improve.

Sources: Aerospace Review Report: Beyond the Horizon: Canada’s Interests and
Future in Aerospace; Aéro Montréal.
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Maximizing Economic Benefits From
Defence Procurement

Economic Action Plan 2015 proposes to provide $2.5 million per year, starting in
2016-17, to Industry Canada to undertake research on Canada’s defence industrial
base and key industrial capabilities that will support the implementation of the Defence
Procurement Strategy and the creation of jobs and growth in Canada.

In 2013, an expert panel led by Mr. Tom Jenkins produced the report Canada First:
Leveraging Military Procurement Through Key Industrial Capabilities on maximizing the
economic benefits of defence procurement, including by targeting key industrial
capabilities within Canada that can meet the operational requirements of the
Canadian Armed Forces and foster long-term economic growth. The report also
noted the need to strengthen Canada’s analytical capacity in order to maximize the
economic benefits from defence procurement.

In 2014, the Government announced the implementation of the Defence
Procurement Strategy to ensure that defence procurement delivers the right
equipment to the Canadian Armed Forces and generates economic benefits and jobs
for Canadians. Consistent with the Jenkins report, Economic Action Plan 2015
proposes to provide $2.5 million per year starting in 2016—17, to Industry Canada to
increase the analytical capacity needed to support the Defence Procurement
Strategy, by providing expert data analysis and research on the key industrial
capabilities within Canada’s defence industrial base and opportunities to generate
high-quality jobs, innovation, and exports from procurement.
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Supporting World-Class
Advanced Research

The translation of new ground-breaking ideas into the production of high-value
goods and services contributes to enhanced opportunities for Canadians and
Canadian businesses, including job creation, economic diversification and increased
trade. These activities fuel a growing economy and improve productivity, increasing
the standard of living of Canadians.

As the economic opportunities stemming from the application of new knowledge
increase, it is crucial for Canada to possess a strong science and technology base,
robust research infrastructure and a highly qualified workforce. Since 2006, the
Government has invested more than $13 billion in new funding in all facets of the
innovation ecosystem (illustrated below) including advanced research, research
infrastructure, talent development and business innovation. The Government has
also nurtured the strategic interactions between research institutions, researchers and
enterprises required to seize the array of opportunities resulting from this ever-
expanding knowledge base.
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Federal Investments in Science, Technology and Innovation Since 2006

Research

More than $2.8 billion in additional
granting council support for advanced
research at post-secondary institutions
and research hospitals

More than $600 million in new genomics
funding to support research through
Genome Canada

More than $280 million in support to
organizations such as the Perimeter
Institute and TRIUMF to enhance
Canada'’s scientific lead in fundamental
and applied physics

More than $95 million in support of other
health research priorities, including
neurosciences and mental health through
organizations such as Brain Canada

$2 billion in support from the Knowledge
Infrastructure Program to address
accumulated deferred maintenance,
repairs and construction at post-
secondary institutions

$1.2 billion to the Canada Foundation for
Innovation to support research
infrastructure at post-secondary
institutions and research hospitals

More than $182 million to support the
operations of CANARIE, Canada’s ultra-
high-speed research network enabling
collaboration among researchers

.

As of 2014-15, cumulative science, technology and innovation
commitments made since 2006 exceeded $13 billion. In
addition, Economic Action Plan 2015 proposes to provide more
than $1.5 billion in new resources over five years in these areas.

$490 million to develop promising research
talent with the creation of the Vanier
Canada Graduate Scholarships and the
Banting Post-Doctoral Fellowships, and
additional Canada Graduate Scholarships

$195 million to attract world-leading
academic talent to Canada through the
Canada Excellence Research Chair
program

$128 million to support research and
development internships with private
sector partners through Mitacs and the
National Research Council (NRC)

Business Innovation

More than $3.7 billion to support
commercialization in sectors such as
manufacturing and natural resources

$912 million to transform the NRC and
enhance its ability to support innovative
Canadian firms, including by doubling the
support offered to companies through the
Industrial Research Assistance Program

$805 million to support the application by
industry of post-secondary research
through granting council programs
focused on business needs

$422 million to increase access to
expertise and capital for innovative
businesses through the Venture Capital
Action Plan

Note: Figures reported reflect the value of new commitments up to 2014-15.
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The Government intends to continue to support the pillars of a knowledge-based
economy, guided by its renewed science, technology and innovation strategy, Seizing
Canada’s Moment: Moving Forward in Science, Technology and Innovation 2014. The
Strategy, released in December 2014, highlights the Government’s commitment to
support research excellence in areas of strength and relevance to Canada. It also
highlights the Government’s commitment to lever the collective efforts of the post-
secondary education sector, industry and government institutions through research
partnerships focused on developing talent and advancing innovation in Canada.

Canada has the necessary ingredients for building an innovation economy:
world-class research strengths, a highly-educated and skilled workforce and
one of the best business environments on the planet. Canada must seize this
moment and leverage our many advantages by promoting global research
leadership, strengthening our skills and abilities as well as pushing for world-
leading business innovation.

—Seizing Canada’s Moment: Moving Forward in Science,
Technology and Innovation 2014

Economic Action Plan 2015 proposes to provide more than $1.5 billion over

five years to advance the renewed science, technology and innovation strategy’s
objectives, including long-term sustained advanced research support through the
Canada Foundation for Innovation and the federal granting councils. Economic
Action Plan 2015 also continues to improve federal support for business innovation,
including by increasing the availability of direct support for research and development
in the automotive, forest and health sectors (see Chapters 3.1, 3.5 and 4.2). In
addition, Economic Action Plan 2015 proposes to streamline existing innovation
programming to make it more relevant and accessible to businesses, consistent with
the recommendations of the 2011 Review of Federal Support to Research and
Development, chaired by Tom Jenkins of OpenText Corporation.
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Supporting Research, Infrastructure
and Talent

Canada’s capacity for knowledge creation is among the most impressive in the
world. Backed by a strong commitment from the Government, Canada continues to
rank first in the G-7 for research and development expenditures in the higher
education sector as a share of the country’s gross domestic product. Canada also
performs strongly in terms of research excellence and in developing, attracting and
retaining highly qualified personnel.

Canada ranks first among G-7 countries in higher education

research and development spending as a share of
the economy

Chart 3.1.3
Research and Development Investment in the Higher Education Sector, 2012
per cent of GDP
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Note: Data are for 2012, which is the latest year for which they are available for all G-7 countries.
Source: Organisation for Economic Co-operation and Development, Main Science and Technology Indicators.
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With almost 100 universities and some 130 polytechnics and colleges, Canada has a
world-class post-secondary education sector that embraces its role in the innovation
system, collaborating with the private sector to apply new knowledge and developing
the highly skilled workforce required throughout the economy. While the provinces
and territories are primarily responsible for the post-secondary education system, the
federal government plays an important role through transfers to the provinces and
territories as well as through considerable direct support for students and post-
secondary research.

The higher education sector is the second largest performer of research in Canada
after the private sector. Canadian universities undertake nearly $12 billion in
research activities annually, just over half of which are externally funded. The
Government is the largest external funder of university research, providing

$3.2 billion in 2013 for the direct costs of research, associated institutional costs,
infrastructure and salary support, primarily through the granting councils and the
Canada Foundation for Innovation. The Government also provides research support
through leading not-for-profit organizations such as Genome Canada, which plays
an important role in funding specialized research that creates benefits for Canadians
and opportunities for businesses.

Genome Canada Catalyzes Scientific Breakthroughs and

Important Applications

Genome Canada is a not-for-profit organization established in 2000 to accelerate
the development of Canadian research capacity in genomics. It has received over

$1 billion to date in federal support to fund large-scale genomics research projects,
and has raised over $1.3 billion from other sources, including provinces, international
partners and industry. Economic Action Plan 2013 provided Genome Canada with
$165 million in multiyear support for its operations through 2016-17.

Genome Canada has played a central role in helping Canada to become a highly
visible and respected world player in this critical research area. For example, in 2014,
Dr. Stephen Scherer, senior scientist and director of Centre for Applied Genomics at
The Hospital for Sick Children funded by Genome Canada, was identified as a Nobel
Prize contender for his research on the causes of autism. Dr. Scherer and his team at
Sick Kids found a statistically significant way of predicting and diagnosing autism using
genetic sequencing. This earlier detection will offer families better opportunities for
treatment of the one in 68 children affected by autism.

Genome Canada also funded a team of scientists from British Columbia, Quebec, and
Sweden who released genome sequences of two of the most economically important
forest trees in the world—the white spruce and Norway spruce (published in
Bioinformatics and Nature, respectively). Among the largest genome assemblies to
date, these sequences will allow the development of innovative tools for tree breeding
that address economically and ecologically important targets such as insect resistance,
wood quality, growth rates, and adaptation to changing climate.
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Economic Action Plan 2014 provided the largest annual increase in research support
through the granting councils in over a decade when fully phased in, providing stable
and predictable funding for leading-edge research. This includes creating the new
Canada First Research Excellence Fund with resources of $1.5 billion over the next
decade to help Canadian post-secondary institutions excel globally in research areas
that create long-term economic advantages for Canada.

Positioning Canada’s Post-Secondary Institutions to

Become Global Research Leaders

Launched by the Prime Minister in December 2014, the Canada First Research
Excellence Fund is a $1.5 billion legacy investment to help Canadian post-secondary
institutions turn their key research strengths into world-leading capabilities and raise
Canada’s standing globally.

Up to $350 million will be awarded under the Fund'’s first competition; the deadline for
applications was March 2, 2015, with results to be announced in July 2015. A second
competition is underway to allocate up to a further $950 million, with applications due in
October 2015 and results to be announced in the spring of 2016.

By enabling Canadian post-secondary institutions to strategically advance their greatest
strengths on the world stage, the Fund will help them compete with the best in the
world for talent and partnership opportunities, make breakthrough discoveries and
seize emerging opportunities that create long-term benefits for Canadians.

Economic Action Plan 2015 demonstrates the Government’s continued commitment
to support world-class post-secondary research and help sustain Canada’s strong
capacity for developing knowledge and talent, with new support for the Canada
Foundation for Innovation, digital research infrastructure, the granting councils, and
premier Canadian research strengths in physics, astrophysics and astronomy through
TRIUMF and the international Thirty Meter Telescope project.

Investing in Leading-Edge Research Infrastructure

Economic Action 2015 proposes to provide §1.33 billion over six years, starting in 2017—
18, to the Canada Foundation for Innovation to support advanced research infrastructure.

The Canada Foundation for Innovation is a not-for-profit corporation that supports
the modernization of research infrastructure at universities, colleges, research
hospitals and other not-for-profit research institutions across Canada. Through the
Foundation, the Government invests with other partners in state-of-the-art facilities
and equipment that play a crucial role in attracting and retaining the world’s top
minds, training the next generation of researchers and supporting private

sector innovation.
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To date, the Foundation has committed more than $6.2 billion in support for over
8,880 projects at 144 research institutions in 69 municipalities across Canada. These
contributions, along with those from institutions and their partners, have resulted in
a total investment of almost $14 billion in Canadian research infrastructure since the
Foundation’s creation.

Economic Action Plan 2015 proposes to provide an additional $1.33 billion to the
Foundation over six years, starting in 2017-18. This investment will strengthen
Canada’s capacity for highly competitive research and technology development by
supporting advanced research equipment and facilities, including digital research
infrastructure; industry-relevant research infrastructure at colleges through the
College-Industry Innovation Fund; and the ongoing operations and maintenance
needs of national research facilities. This additional funding underscores the
Government’s continued commitment to investing in research excellence in Canada.

Impacts of Canada Foundation for Innovation-Funded

Projects Are Felt Across the Economy

Research enabled by the Canada Foundation for Innovation supports the necessary
conditions for sustainable, long-term economic growth, including the creation of spin-off
ventures and the commercialization of discoveries. The impact of the Foundation is felt
through a stronger society and economy, health system and environment.

¢ Research repairs urban infrastructure. To repair its water mains, the city of
Hamilton, Ontario, deployed robots underground to insert a new flexible pipe within
an existing pipe. Researchers from Queen’s University worked with the city to apply
the pipe-liner technology. With this new technology, the city only paid a fraction of
what it would have cost to excavate and replace the pipes, without disturbing its
residents with dirt, dust and inconvenience from having sidewalks dug up. A
$1.5 million investment from the Foundation helped to develop this new technology.

¢ Research accelerates innovation. Researchers at the Northern Alberta Institute of
Technology help companies get their new oil sands technologies into the field faster
by quickly testing them in a lab. The group recently tested a company’s alternative
extraction method that eliminates the use of sodium hydroxide, thus reducing the
volume of fluid tailings and making them easier to reclaim. The Foundation provided
close to $800,000 to the Northern Alberta Institute of Technology for
related facilities.

¢ Research builds stronger ships. Naval engineers at the Memorial University
of Newfoundland are working with industry partners from across the globe to set
international construction standards for ships to safely and affordably traverse ice
flows and withstand extreme weather conditions in the Arctic. Both Canadian and
American governments rely on the research to improve ship safety. The Foundation
provided $400,000 for this research.
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Impacts of Canada Foundation for Innovation-Funded

Projects Are Felt Across the Economy

* Research gives industries a competitive edge. Researchers at the University of
British Columbia and Université Laval assembled the genomic sequence of
Canada’s most predominant and economically important tree—the white spruce.
The breakthrough makes tree-breeding more efficient, since desirable traits such as
pest and drought resistance and high wood quality can now be identified in as little
as five years when it used to take decades. The ability to breed hardier stock more
efficiently will help Canada to remain a leader in the competitive global forest
industry. The Foundation invested over $358,000 at the two universities to support
this research.

¢ Research creates safer buildings. Western University’'s Wind Engineering, Energy
and Environment Dome (WiIindEEE) represents a technological breakthrough in the
study of wind-related events—and the effects of these events on various structures.
The facility is the only one in the world with the ability to mimic high-intensity wind
systems, including tornadoes and downbursts. This capability gives researchers
insight into how best to renovate existing structures and build new ones that can
both harness wind energy and reduce the property loss and high insurance costs
that result from wind. The Foundation invested $12 million in the Wind Engineering,
Energy and Environment Dome.

¢ Research improves cybersecurity. Two companies in British Columbia have
become important players in the cybersecurity industry, thanks in part to research at
the British Columbia Institute of Technology. It helped one Vancouver Island spin-off
produce an industrial firewall that protects critical infrastructure, such as hydro and
oil and gas installations, from cyber threats. A Vancouver-based company worked
with the Institute to develop a leading testing platform for cybersecurity and counts
large companies such as Shell and Siemens among its clients. The Institute
received $360,000 from the Foundation.

¢ Research improves flood warnings. Hydrologists at the University of
Saskatchewan are building a network of 30 weather stations and streamflow gauges
to capture vital hydrometeorological data in the Rocky Mountains north of Banff and
in the Front Ranges of the Kananaskis Valley. The measurements will be shared in
real time online to improve flood warnings and management of the region’s water
supply. The Foundation provided over $524,000 to help develop the network.

Strengthening Digital Research Infrastructure

Digital research infrastructure refers to the elements required to perform data- and
computationally intensive research and data management. It includes
high-performance computing, storage, high-speed networks and other resources.
Digital research infrastructure is increasingly recognized as being essential to
advanced research in both the public and private sectors.
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Federal Support for Digital Research Infrastructure Is

Comprehensive

The federal government is providing significant support for digital research
infrastructure, particularly in the academic sector through: (1) the Canada Foundation
for Innovation, which supports high-performance computing through Compute Canada;
(2) CANARIE, which delivers an ultra-high-speed “backbone” network, connecting
Canadian researchers nationwide and internationally; and (3) the granting councils,
which provide support to post-secondary researchers for a range of research-related
activities, including software and research data management.

As set out in the renewed Science, Technology and Innovation Strategy, the
Government is committed to enhancing Canada’s research capacity through
investments in transformative infrastructure projects that enable world-class research
and enrich Canada’s research landscape. This includes the development of a Digital
Research Infrastructure Strategy that includes new policies on research data
management and storage and a coordinated long-term approach to the funding and
provision of networking, high-performance computing, and software tools. A new
Digital Research Infrastructure Strategy will promote coordination among the
federal agencies involved in the delivery of digital research infrastructure and will
help to optimize the following new Economic Action Plan 2015 investments in
digital research infrastructure.

Supporting Digital Infrastructure Through the Canada
Foundation for Innovation

Economic Action Plan 2015 proposes to allocate $100 million from resources of the
Canada Foundation for Innovation to support digital research infrastructure.

In addition to the funding being proposed for CANARIE to support its national
research and education network (see below), a total of $100 million from the Canada
Foundation for Innovation ($25 million from the Foundation’s unallocated

interest income as set aside in Economic Action Plan 2013 and $75 million out of
the $1.33 billion in new resources provided to the Foundation in Economic Action
Plan 2015) will be targeted to digital research infrastructure. This funding will build
on the $50 million announced by the Foundation for its ongoing

Cyberinfrastructure Initiative.
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Supporting Canada’s High-Speed Research Network

Economic Action Plan 2015 proposes to provide $§105 million over five years for
CANARIE, starting in 2015—16, to continue to operate Canada’s national world-class
high-speed research and education network.

As Canada’s national ultra-high-speed backbone network, CANARIE enables
data-intensive, leading-edge research and big science across Canada and around the
world. Researchers in academic institutions, major science facilities and federal labs
use CANARIE to maximize the impact of their findings by disseminating
knowledge and collaborating effectively in national and international research
projects. CANARIE also benefits entrepreneurs and small businesses by providing
access to cloud resources that can help to accelerate product development and
sharpen their competitive edge in the global marketplace.

Economic Action Plan 2015 proposes to provide $105 million over five years,
starting in 2015-16, for CANARIE to continue to support the operations of
Canada’s ultra-high-speed research network. Funding will support the evolution of
the network to meet growing demand and ensure it will continue to support
world-class research collaborations across the country and internationally.

CANARIE Helps Entrepreneurs and Small Businesses
Accelerate Product Development

CANARIE’s Digital Accelerator for Innovation and Research (DAIR) program provides
Canadian entrepreneurs with free access to high-performance cloud resources. DAIR
enables small businesses to accelerate product development while reducing costs by
levering the scale, speed and agility of cloud resources.

e SavvyDox, an Ottawa-based company providing a technology platform that enables
users to collaborate and to share and edit sensitive documents with similar results
as having a face-to-face meeting, used DAIR during its product development and
validation phase. The company has indicated that cloud technologies are critical to
both ongoing product development and testing, facilitating seamless delivery of the
product to a global client base.

e ZEROSPAM Security Inc., headquartered in Montreal, used DAIR’s platform to
experiment with different complex systems to benchmark the efficiency of its spam
filtering solutions. According to the company, DAIR offered an affordable, easily
accessible way to test and evaluate potential product offerings.

To date, approximately 300 small and medium-sized businesses across Canada have
used DAIR to lower their costs and get their products to markets faster.
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Supporting Leading-Edge Research Through
the Granting Councils

Economic Action Plan 2015 proposes to provide an additional $46 million in 2016—17
and ongoing to the granting councils focused in areas that will fuel economic growth and
respond to important challenges and opportunities.

The Government recognizes the importance of fostering a strong advanced research
environment in Canada. The creation of knowledge, application of scientific
discoveries and development of highly qualified people bring vast social and
economic benefits for Canadians.

To strengthen the research capacity of post-secondary institutions and support their
growing interactions with the private sector, Economic Action Plan 2015 proposes to
provide an additional $46 million in 2016—17 and ongoing to the granting councils
focused in areas that will fuel economic growth and respond to important challenges
and opportunities, as follows:

e  $15 million per year to the Natural Sciences and Engineering Research Council,
of which $10 million per year is directed to collaborations between companies
and researchers from universities and colleges under the new consolidated suite
of similar business innovation programs (as described below in the section
entitled “Strengthening the Delivery of Business Innovation Programs”). This
new funding will target research areas such as natural resources and energy,
advanced manufacturing, and environment and agriculture. The balance of
$5 million per year will be directed to industry-driven research initiatives at
Canada’s polytechnics and colleges through the College and Community
Innovation Program (see below). The Natural Sciences and Engineering
Research Council will also continue to support collaborative research in the
automotive, manufacturing, forest and fishing industries, further to the direction
and resources provided in Budget 2008.

e  $7 million per year to the Social Sciences and Humanities Research Council for
its Partnership Grants, which support collaborations between academic
researchers, businesses and other partners to advance research and knowledge
mobilization in the social sciences and humanities.
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e  $15 million per year to the Canadian Institutes of Health Research, of which
$13 million is for the expansion of the Strategy for Patient-Oriented Research, to
advance health care innovation in partnership with provincial governments,
research institutions, and the private and not-for-profit sectors, with a view to
increasing the effectiveness and efficiency of the health care system. The balance
of $2 million per year will support additional research to better understand and
address the health challenges posed by anti-microbial resistant infections.

o  $9 million per year to the Research Support Fund to support the indirect
costs borne by post-secondary institutions in undertaking federally
sponsored research.

Colleges and polytechnics play an important role in helping small and medium-sized
enterprises bring new technologies, products and processes to the marketplace. As
indicated above, Economic Action Plan 2015 includes an additional $5 million
annually for the College and Community Innovation Program starting in 201617,
increasing its budget to $55 million per year. This program supports collaboration
between colleges and industry on research and development projects that focus on
company needs, helping firms to become more innovative and productive.

Together these new investments reflect the Government’s commitment to support
research excellence at Canadian post-secondary institutions and will enable the
granting councils to support the implementation of the Government’s new science,
technology and innovation strategy, Seizing Canada’s Moment: Moving Forward in
Science, Technology and Innovation 2014.
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Confirming Canada’s Participation in the
World-Leading Thirty Meter Telescope

Economic Action Plan 2015 proposes to provide resources totalling $243.5 million over
10 years, starting in 2014—15, to enable Canadian access to and participation in the
construction of the Thirty Meter Telescope.

Canada’s world-leading strength in astronomy and astrophysics was noted by the
Council of Canadian Academies in its report, The State of Science and Technology in
Canada, 2012. Canadian research publications in this field are highly impactful and
Canadian expertise in astronomy is sought after internationally. Canadian university
researchers and federal scientists have made significant contributions to the
instrumentation of leading international observatories since Canada first participated
in the construction of an international observatory, the Canada-France-Hawaii
Telescope, which saw first light in 1979.

As announced by the Prime Minister on April 6, 2015, Economic Action Plan 2015
proposes to build on this scientific leadership by providing $243.5 million over

10 years toward securing a viewing share for Canadian researchers at the Thirty
Meter Telescope, in partnership with the United States, Japan, China and India. A
combined $100 million is proposed to be reallocated from the existing resources of
the National Research Council, the Canada Foundation for Innovation, Western
Economic Diversification Canada, the Federal Economic Development Agency for
Southern Ontario, Canada Economic Development for Quebec Regions and Public
Works and Government Services Canada.

The telescope will be constructed at the summit of Hawaii’s Mauna Kea volcano
and operational in 2023-24. It belongs to the next generation class of telescopes
called Very Large Optical Telescopes, which are expected to lead the next wave of
astronomic discoveries. When completed, the telescope will be the world’s most
advanced ground-based observatory, with optical and infrared capabilities, as well as
one of the world’s largest and most powerful telescopes—nearly three times the size
of the largest telescopes that currently exist. The telescope will enable astronomers to
study a broad range of astrophysical phenomena, including the processes that lead to
star and planet formation, as well as subjects such as supermassive black holes.

It will also enable star-by-star observation of galaxies located several million light
years away.
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The majority of the support allocated in Economic Action Plan 2015 will be spent in
Canada on the design, construction and assembly of key telescope components,
including a precision-steel enclosure and cutting-edge adaptive optics technologies.
As part of the project, dozens of Canadian businesses are expected to develop
advanced capabilities and products transferable to future applications in the health,
defence and telecommunications sectors. The final terms of Canada’s commitment
are subject to approval by the Thirty Meter Telescope’s Board of Governors

this spring.

Canadian Space Observation and Exploration Successes

The Council of Canadian Academies noted Canada’s world-leading strength in
astronomy and astrophysics in its report, The State of Science and Technology in
Canada, 2012. Key accomplishments include:

o As aresult of its scientific leadership in astronomy and involvement in ground-
breaking discoveries, Canada has been a sought-after partner in the development
of international astronomy facilities since the 1970s. Canada’s technical lead in
adaptive optics systems allows for the correction of atmospheric turbulence (what
makes stars “twinkle”) and enables the clear observation of the faintest celestial
objects and bodies. The National Research Council’'s unique expertise in this field
has facilitated the participation of Canadian researchers and companies in the
construction of several international observatories, including the Canada-France-
Hawaii Telescope, the Gemini Observatories and the Thirty Meter Telescope.

o The Canadian Space Agency is responsible for Canada’s participation in
international space-based astronomy missions. In particular, the Agency is involved
in the development of the James Webb Space Telescope, in collaboration with the
U.S. National Aeronautics and Space Administration and the European Space
Agency. Canada is developing the new telescope’s fine guidance sensor and
tuneable filter imager cameras. The cameras are expected to provide astronomers
with unprecedented information on the origin and structure of the universe. The
James Webb Space Telescope is expected to launch in 2018 and will be the
successor to the Hubble Space Telescope.

e Construction of the first observatory to be built in three decades in Canada began in
2013. The Canadian Hydrogen Intensity Mapping Experiment (CHIME) will be led
by a consortium comprising the University of British Columbia, the University of
Toronto and McGill University. It will map the distribution of neutral hydrogen to
produce a three-dimensional map of cosmic structure over the largest volume of the
universe ever observed. CHIME will be operational in 2015.
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Investing in Canada’s Premier Strengths
in Physics

Economic Action Plan 2015 proposes to provide an additional $45 million over five years,
starting in 2015—16, to enable TRIUMF to continue to advance its world-leading
research activities.

TRIUMF, located in Vancouver, is Canada’s premier physics laboratory and home
to the world’s largest cyclotron particle accelerator. The facility brings together
leading scientists, postdoctoral fellows and graduate students from across Canada
through a unique 18-member university alliance, and connects these talented
individuals with leading counterparts from around the world to explore the
fundamental structure and origins of matter. Through TRIUMF’s ambitious
international partnerships, Canadian researchers have been at the centre of some of
the most important international research projects, most recently making critical
contributions to the discovery of the Higgs Boson particle at the Large Hadron
Collider at the European Organization for Nuclear Research.

TRIUMEF has also forged highly successful partnerships with industry leaders in
order to commercialize its scientific breakthroughs. It is recognized globally for its
innovative work in the production of the world’s most popular medical isotopes with
Nordion, used for treating thyroid, breast and other cancers. TRIUMF’s
contribution to the safe and reliable production of medical isotopes in hospitals has
earned one of its research teams the Natural Science and Engineering Research
Council’s 2015 Brockhouse Canada Prize for Interdisciplinary Research in Science
and Engineering.

Economic Action Plan 2015 proposes to provide $45 million over five years,
beginning in 2015-16, to enable the continuation of world-leading research taking
place at TRIUMF. The Government expects TRIUMEF’s research partners and
end-users, including health care organizations and businesses, to also increase their
contributions towards the continued success of the facility, in order to fully capture
the scientific and economic opportunities arising from public investments to date.
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Supporting Atomic Energy of Canada Limited

Economic Action Plan 2015 proposes to provide up to $72.3 million in 2015-16, on a
cash basis, to Atomic Energy of Canada Limited to maintain safe and reliable operations
at the Chalk River Laboratories.

Atomic Energy of Canada Limited (AECL) is a federal Crown corporation that
specializes in a range of nuclear products and services. Building on the successful
sale of AECL’s commercial reactor division to CANDU Energy Inc. in 2011, the
Government is moving forward with the restructuring of the nuclear laboratories
at AECL to ensure that its operations are efficient and continue to meet the needs
of Canadians.

Economic Action Plan 2015 proposes to provide up to $72.3 million in 2015-16, on
a cash basis, to AECL to maintain safe and reliable operations at the Chalk River
Laboratories, and to meet licensing requirements and other regulatory obligations.

Renewing Funding for the Council of
Canadian Academies

Economic Action Plan 2015 proposes to provide $15 million over five years, starting in
201516, to continue support for science-based assessments conducted by the Council of
Canadian Academies.

The Council of Canadian Academies provides the Government with independent,
multidisciplinary and evidence-based assessments on a wide breadth of science-
related issues of importance to Canadians, drawing from the expertise of Canadian
and international leaders in their fields. As governments in Canada and around the
world continue to address matters of increased complexity, the robust science advice
provided by the Council remains valuable to policy development. The 2013
evaluation of the Council’s work highlighted its considerable influence in shaping
important federal policies, and it was credited by the Organisation for Economic
Co-operation and Development for providing assessments valuable to other
international jurisdictions.

Economic Action Plan 2015 proposes to provide $15 million over five years, starting
in 2015-16, to enable the Council of Canadian Academies to continue to contribute
to the development of evidence-based policies and regulations through expert-driven
science assessments.
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Supporting Business Innovation

To maintain Canada’s prosperity, Canadian businesses must capitalize on our
country’s sound economic framework, world-class science and entrepreneurial spirit
and make innovation a cornerstone of their business strategies.

In Economic Action Plan 2015, the Government continues to foster the conditions
that enable businesses to increase their innovative intensity. This includes increasing
the responsiveness of federal support to the needs of businesses, including small and
medium-sized enterprises, by continuing to scale up successful approaches and
helping to mitigate the risk inherent in developing new technologies.

Economic Action Plan 2015 also includes commitments to key international science
and technology initiatives that create significant business opportunities for
innovative Canadian firms.

Fostering the Growth of Canada’s Space Sector

Canada has a proud history in space. In 1962 it became the third nation in space,
and it was the first country in the world to have its own satellite—beaming television
to the far corners of Canada’s North. Following the 2012 Aerospace Review, chaired
by the Honourable David Emerson, the Government announced several measures to
support the space sector, including:

e Launching Canada’s Space Policy Framework, which provides a comprehensive
approach to Canada’s future in space to ensure our continued commitment to
exploration, commercialization and development.

e (Creating a new Space Advisory Board to provide advice to the Government on
Canada’s role and future in space.

Building on this foundation, Economic Action Plan 2015 announces three measures
to foster the growth and competitiveness of the space sector.
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Supporting Commercialization of Space Technologies

Economic Action Plan 2015 proposes to provide $30 million over four years, starting in
201617, to support cutting-edge research and technology development in Canada’s
satellite communications sector.

Canada’s global leadership in satellite communications began with the launch of
Anik A-11n 1972, followed by Anik A-2 in 1973, when our country became the first
to employ satellites for domestic communications. Canada also holds the unique
position of being the only non-European member of the European Space Agency
(ESA). This membership provides Canadian businesses with the opportunity to
access the European space market and to participate in projects through the ESA’s
Advanced Research in Telecommunications System (ARTES) program. The
ARTES program offers Canadian companies in the satellite communications
sector the ability to simulate their technologies in space, an essential part

of commercialization.

Economic Action Plan 2015 proposes to provide $30 million over four years, starting
in 2016-17, to the Canadian Space Agency to support cutting-edge research and
technology development through the ARTES program at the European Space
Agency. These additional resources will enhance the competitiveness of Canada’s
satellite communications sector throughout its supply chain, opening new markets
for Canadian innovations and supporting Canada’s role in space.

Extending Canada’s Participation in the International
Space Station

Economic Action Plan 2015 announces the extension of Canada’s participation in the
International Space Station mission to 2024.

Space exploration has driven significant advances in scientific research for Canada,
and has enabled the development of leading-edge space technologies to the benefit
of all Canadians. Canada is a trusted and sought-after partner in international space
projects, and our contributions to the International Space Station are critical to its
ongoing operations and maintenance. The knowledge and effort dedicated to
building the world-famous Canadarm2 and Dextre have generated significant spin-
offs, including robots for breast cancer detection, pediatric surgery and neurosurgery.
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To secure Canada’s place among the top space-faring nations and ensure a presence
in space for Canadian astronauts, Economic Action Plan 2015 announces that
Canada will continue its participation in the International Space Station mission to
2024. The Canadian Space Agency will engage with the National Aeronautics and
Space Administration to define the terms of this continued participation.

Inspiring the Next Generation of Engineers and Scientists

In 2013, astronaut Chris Hadfield became the first Canadian commander of the
International Space Station, an orbiting science laboratory that was assembled in
space by Canadian robotic ingenuity. Colonel Hadfield shared his mission with the
world through digital technologies and captured the imaginations of a generation of
future Canadian engineers and scientists.

Fostering Business-Driven Research
and Development at the National
Research Council

Economic Action Plan 2015 proposes to provide $119.2 million over two years, starting in
2015-16, to support the industry-partnered research and development activities of the
National Research Council.

In 2012, the Government announced that the National Research Council would
be refocused to better support collaborative research and development projects

that are driven by industry needs. Since that time, the Council has embarked on a
transformative new strategic direction that is concentrated on demand-driven,
industry-relevant applied research that will help Canadian businesses increase their
competitiveness and develop the innovative products of tomorrow.

Economic Action Plan 2015 proposes to provide $119.2 million over two years,
starting in 2015-16, to enable the Council to continue to fulfill its new role as
Canada’s research and technology organization by supporting business innovation
initiatives across Canada.
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National Research Council:

Transforming to Advance Business Innovation

Economic Action Plan 2012 announced the transformation of the National Research
Council into a research and technology organization focused on helping Canadian
businesses innovate. Drawing from its extensive scientific expertise, the Council
partners with Canadian businesses in developing and deploying new technologies
that enable the successful commercialization of new products and services across all
industry sectors. The Council delivers on its innovation mandate by collaborating with
industry on longer-term research and development and by providing companies with
business and technical advisory services, financial support for innovation projects,
and access to strategic international partnerships and leading-edge infrastructure.

The Council is delivering on flagship initiatives stemming from the Government’s
commitment to support business innovation through demand-driven, industry-relevant
programs. In particular:

e Economic Action Plan 2012 provided an additional $110 million per year ongoing to
double the support offered to companies through the Industrial Research Assistance
Program and launch the Concierge Service to help small firms connect with federal,
provincial and regional organizations delivering business innovation support.

e Economic Action Plan 2013 provided $20 million over three years to provide credit
notes allowing small and medium-sized enterprises to access research and
business development services at post-secondary education institutions and non-
profit research institutions of their choice.

e As a complementary measure to the Venture Capital Action Plan (see Chapter 3.2),
the Canada Accelerator and Incubator Program funded in Economic Action Plan
2013 and 2014 allows recipient organizations across Canada to expand their
services to entrepreneurs, including by providing them with intensive mentoring and
access to facilities, wider entrepreneur networks and strategic advice.

e Economic Action Plan 2014 also allocated up to $30 million over two years to
the Council to support youth internships in innovative small and medium-
sized enterprises.

The Government has also committed significant additional resources to ensure that the
Council’s facilities continue to be leading-edge, secure and relevant to businesses. In
addition to fully replacing and securing the Council’s information technology equipment
and infrastructure following the August 2014 cyberintrusion, the Government also
announced in November 2014 a total investment of $104 million for repairs, major
upgrades and the acquisition of new capabilities at the Council’s facilities, including the
Factory of the Future initiative in Winnipeg, London and Montreal. The Factory of the
Future will support the deployment of advanced manufacturing processes in the
aerospace and automotive industries.

In continuing to align the activities of the Council with industry needs, the Government
announced in February 2015 the appointment of Tom Jenkins as Chair of the Council,
involving a business innovation leader in the strategic direction and management of the
Council for the first time.
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The National Research Council’s Partnerships With

Industry Fuel Success

¢ In partnership with Rio Tinto Alcan, the Council is leading activities to advance the
lightweighting of automotive vehicles. This work is developing the potential of
aluminum in parts assembly and multi-materials technologies. The Council will
diffuse and transfer the technologies developed under this program to suppliers of
original equipment manufacturers such as General Motors and Nova Bus.

e Canadian Natural Resources Limited (Canadian Natural) and Pond Biofuels are
partnering in a three-year project with the Council to develop a demonstration-scale
algal biorefinery, which will use algae to transform industrial carbon dioxide
emissions from Canadian Natural's Primrose South oil sands site into commercial
products such as fuel for jet planes and biomass used in feedstocks and
land reclamation.

¢ In partnership with the Canadian Wheat Alliance, KWS and Syngenta Inc., the
Council is improving the efficiency of genomic technologies to accelerate the crop
improvement cycles that will lead to higher-quality wheat plants and ultimately
improve the yield, production, sustainability and profitability of wheat farming.

e Zymeworks Inc. worked in collaboration with the Council over many years to
develop therapies for the treatment of cancer and inflammatory diseases.
Benefitting from the Council’s expertise and scientific facilities, Zymeworks has
secured several rounds of venture capital funding and earned LifeSciences British
Columbia’s Emerging Life Sciences Company of the Year Award in 2013.

Internships for the Next Generation of Research
and Development Leaders

Economic Action Plan 2015 proposes to provide $56.4 million over four years, starting in
2016—17, to Mitacs in support of more than 6,000 new graduate-level research and
development internships focused on business-related challenges.

Mitacs supports innovation in Canada by facilitating research collaborations
between Canadian universities and companies and helping graduate students and
postdoctoral fellows to become future innovation leaders. Mitacs’ programming
includes the Accelerate research internship program, which allows graduate students
and postdoctoral fellows from over 60 Canadian universities to apply their
specialized expertise to business-related challenges. Since 2006, the Government’s
support for Mitacs’ Accelerate program has translated into over 10,000 internships
being awarded across Canada.
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Economic Action Plan 2015 proposes to provide $56.4 million over four years,
starting in 2016—17, to Mitacs in order to expand its Accelerate program, increasing
the number of internships being delivered by 1,500 per year. Going forward, Mitacs’
Accelerate program will become the primary delivery agent for federally supported
graduate-level industrial research and development internships, as the Natural
Sciences and Engineering Research Council’s Industrial Postgraduate Scholarships
Program will be wound down following the fulfillment of current commitments.
Mitacs will work with stakeholders to broaden the parameters of its Accelerate
program to accommodate internships of longer duration, similar to those currently
supported by the Industrial Postgraduate Scholarships Program.

Strengthening the Delivery of Business
Innovation Programs

Economic Action Plan 2015 announces the Government’s intent to further streamline
business access to research and development support and strengthen linkages between
complementary programs.

Economic Action Plan 2015 announces the Government’s intent to streamline a
number of similar programs administered by the Natural Sciences and Engineering
Research Council to simplify business access to federal support for research

and development.

For example, the Natural Sciences and Engineering Research Council will
consolidate its programs supporting research partnerships undertaken by college
researchers and businesses with its programs offering similar support for universities.
‘While maintaining existing support for research activities at colleges and
universities, this integration of similar programming will offer companies a single
window through which they can undertake research collaborations with a
university, a college, or both depending on project needs. Details on the additional
consolidation measures will be announced by the Government in the

coming months.

This consolidation of business innovation offerings delivers further on the
Government’s commitment to streamline programs with similar objectives and scale
up the most successful approaches, consistent with the recommendations of the 2011
Review of Federal Support to Research and Development.
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Economic Action Plan 2015 further proposes to support new collaborations between
companies and researchers from both universities and colleges by providing

$15 million per year on an ongoing basis to the Natural Sciences and Engineering
Research Council (as described in the section entitled “Supporting Leading-Edge
Research Through the Granting Councils”).

Strengthening Linkages Between
Complementary Programs

In addition to the program enhancements noted above, the Natural Sciences and
Engineering Research Council will develop an online business portal to provide
companies with a single entry point to its partnership programs. The new portal will
be connected to the National Research Council’s Concierge Service for innovative
companies. In addition, the Natural Sciences and Engineering Research Council,
the National Research Council and Mitacs will collaborate to streamline and
integrate application and review processes, enabling interested applicants and
companies to more easily access a comprehensive range of available

innovation support.

Fostering International Science and
Technology Partnerships

Economic Action Plan 2015 proposes to add $1 million per year on an ongoing basis,
starting in 2015—16, to the existing International Science and Technology Partnerships
Program in support of a science, technology and innovation agreement with South Korea.

The International Science and Technology Partnerships Program funds projects and
partnerships under Canada’s science, technology and innovation agreements with
select countries (Brazil, China, India and Israel). Prime Minister Harper and South
Korean President Park announced their intention to negotiate a Canada-South Korea
science, technology and innovation agreement during the Prime Minister’s
September 2014 visit to South Korea. Once an agreement is in place, funding will be
used to finance collaborative industrial research and development projects with
commercial potential. This will enhance opportunities for Canadian firms, research
institutes and universities to gain access to networks, technology and talent in

South Korea, a country well known for its capacity to commercialize research and
development. It will also complement the Canada-South Korea Free Trade
Agreement and foster a deeper and broader bilateral relationship.
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Enhancing Business Use of
Intellectual Property

Economic Action Plan 2015 proposes to modernize Canada’s intellectual property
framework to help innovators better protect their intellectual property.

Intellectual property is a valuable strategic asset for businesses competing in local
and global markets. The Government has a strong record of taking action to ensure
Canada’s intellectual property framework provides robust, balanced protection for
consumers and rights holders. The 2012 Copyright Modernization Act updated
Canada’s copyright laws for the digital age; the Combatting Counterfeit Products Act
implemented new measures to address the serious problem of counterfeit goods;
and Economic Action Plan 2014 harmonized Canada’s intellectual property
administration framework with international norms, helping innovative Canadian
businesses access international markets, lowering costs and reducing the regulatory
burden and red tape.

Building on these measures, Economic Action Plan 2015 proposes to further
modernize Canada’s intellectual property framework to keep pace with
internationally recognized best practices. The Government will propose
amendments to the Patent Act, Trade-marks Act and Industrial Design Act to provide
intellectual property agents with a statutory privilege for confidential
communications with clients, enhancing Canada as a place in which to invent and
market inventions. This measure will bring Canada’s framework in line with other
common law countries such as Australia, New Zealand and the United Kingdom.
Amendments will also be proposed to modernize administrative practices and
increase clarity and legal certainty for businesses. For example, proposed
amendments would provide the Canadian Intellectual Property Office with the
ability to extend key deadlines in cases of force majeure events such as floods or

ice storms.
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Table 3.1.1

Supporting the Manufacturing Sector and Investing in Advanced Research

millions of dollars

2014- 2015- 2016~ 2017- 2018- 2019-
2015 2016 2017 2018 2019 2020 Total
Encouraging Investment in Canada’s
Manufacturing Sector
Tax Support for Manufacturing Investment 120 310 360 325 1,115
Fostering Automotive Supplier Innovation 8 17 25 30 20 100
Developing the Canadian Aerospace
Supply Chain 6 6
Maximizing Economic Benefits From Defence
Procurement 3 3 3 3 10
Subtotal—Encouraging Investment in Canada’s
Manufacturing Sector 8 146 338 393 348 1,231
Supporting World-Class Advanced Research
Supporting Research, Infrastructure and Talent
Investing in Leading-Edge Research
Infrastructure Through the Canada
Foundation for Innovation 97 207 270 574
Supporting Canada’s High-Speed Research
Network 21 21 21 21 21 105
Supporting Leading-Edge Research
Through the Granting Councils 46 46 46 46 184
Confirming Canada’s Participation
in the World-Leading Thirty
Meter Telescope 25 24 42 43 49 19 201
Investing in Canada’s Premier Strengths
in Physics 6 9 10 10 10 45
Supporting Atomic Energy of
Canada Limited 4 4 5 5 19
Renewing Funding for the Council of
Canadian Academies 3 3 3 3 3 15
Supporting Business Innovation
Supporting Commercialization of
Space Technologies 10 10 5 5 30
Fostering Business-Driven Research and
Development at the National
Research Council 60 60 119
Internships for Next Generation of Research
and Development Leaders 11 14 16 16 56
Fostering International Science and
Technology Partnerships 1 1 1 1 1 5
Subtotal—Supporting World-Class
Advanced Research 25 115 206 249 363 396 1,354
Total—Supporting the Manufacturing Sector
and Investing in Advanced Research 25 123 351 586 756 744 2,585
Less funds existing in the
fiscal framework 89 104 46 21 21 280
Less funds sourced from
internal reallocations 25 24 24 8 9 3 93
Net Fiscal Cost 10 224 532 726 720 2,211
Note: Totals may not add due to rounding.
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Chapter 3.2

Helping Small Businesses and
Entrepreneurs Create Jobs

Highlights

Helping Small Businesses Grow and Fostering
Entrepreneurship

v
v

v

Reducing taxes further for small businesses.

Increasing the Lifetime Capital Gains Exemption to $1 million for
owners of farm and fishing businesses.

Improving access to financing for Canadian small businesses.

Expanding services of the Business Development Bank of Canada and
Export Development Canada to help small and medium-sized enterprises.

Increasing access to venture capital financing to help innovative,
high-growth companies grow and create jobs.

Providing $14 million over two years to Futurpreneur Canada in support
of young entrepreneurs.

Supporting the Action Plan for Women Entrepreneurs to help women
business owners succeed.

Reducing Red Tape for Businesses and Enhancing
Corporate Governance

v
v

Reducing the frequency of remittances for the smallest new employers.

Launching the planning and preparation required for federal adoption of
the Business Number as a Common Business |dentifier.

Modernizing Canada’s federal corporate governance framework to
facilitate best practices, including increasing women’s participation in
corporate leadership.
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Introduction

The Government has worked to foster an environment in which businesses can grow
and contribute to Canada’s long-term prosperity. It recognizes the vital role that
small businesses play in creating jobs and generating economic growth, and that
strong business strategies are central to a company’s success in creating and
sustaining a competitive edge. Since 2006, the Government has taken significant
action to support job-creating businesses by lowering taxes, cutting red tape and
encouraging entrepreneurship.

Economic Action Plan 2015 builds on this foundation through measures that will:

e  Further reduce taxes for small businesses.
e Improve entrepreneurs’ access to financing and advice.
e Reduce job-killing red tape that hurts businesses and entrepreneurs.

e Foster a greater role for women in establishing, growing and leading companies.

These actions, together with Economic Action Plan 2015 initiatives to encourage
investment, expand trade and connect Canadians with available jobs, will help
entrepreneurs to grow their businesses and create jobs.
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Helping Small Businesses Grow
and Fostering Entrepreneurship

Small businesses are critical to the health of the Canadian economy. They represent
99 per cent of all businesses in the country and employ half of all Canadians working
in the private sector. Through reduced business taxes, improved access to finance,
increased support for mentoring, and new tools and resources to assist entrepreneurs,
the Government has encouraged and supported the growth and success of

small businesses.

To help small businesses grow and create jobs, the Government has delivered
substantial ongoing tax relief to small businesses and their owners. This includes
both a reduction in the corporate income tax rate for small businesses to 11 per cent
and increases in the amount of income eligible for this lower rate to $500,000.
Together, these changes are reducing taxes for small businesses by an estimated
$2.2 billion in 2015 alone. Small business owners are also benefitting from increases
to the Lifetime Capital Gains Exemption.

On September 11, 2014, the Government announced further action to create jobs,
growth and long-term prosperity with the introduction of the Small Business Job
Credit. Almost 90 per cent of Employment Insurance (EI) premium-paying
businesses, about 780,000 in total, will directly benefit from the credit. This credit is
expected to save small businesses more than $550 million over 2015 and 2016,

and will cut their EI premiums by nearly 15 per cent.

Building on past support, the Government will continue to invest in policies that
foster entrepreneurship and help small businesses to grow and thrive. Small
businesses are of vital importance to Canada’s economic performance;

their success remains a top priority of the Government.
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A Strong Record of Support for Small Businesses

This Government has delivered substantial ongoing tax relief to small businesses and
small business owners by:

e Reducing the small business tax rate to 11 per cent as of 2008 and increasing the
amount of annual income eligible for this lower rate from $300,000 to $400,000 in
2007 and to $500,000 in 2009.

¢ Reducing the general corporate income tax rate to 15 per cent in 2012 from
22.12 per cent in 2007. This benefits successful small businesses when their
income exceeds $500,000.

¢ Increasing the Lifetime Capital Gains Exemption (LCGE) on qualified small
business shares to $750,000 from $500,000 in 2007. The Government further
increased the LCGE to $800,000 for 2014 and indexed the new limit to inflation,
bringing it to $813,600 for 2015. The LCGE is estimated to be delivering over
$1 billion of federal tax relief annually to small business owners and owners of farm
and fishing businesses.

In addition, the Government has provided support to small businesses through a
number of initiatives, including:

e Providing $100 million to the Canada Accelerator and Incubator Program to help
entrepreneurs create new companies and realize the potential of their ideas
through intensive mentoring and other resources to develop their business.

¢ Doubling the budget of the Industrial Research Assistance Program with a further
$110 million per year, to better support research and development by small and
medium-sized firms through advice and financial support.

e Committing up to $400 million under the Venture Capital Action Plan to increase
financing for innovative, high-growth companies.

e Saving Canadian businesses over $22 million in administrative burden, as well as
290,000 hours in time spent dealing with red tape, through the One-for-One Rule
under the Red Tape Reduction Action Plan.

e Funding of $3 million per year, ongoing, to make BizPaL permanent. BizPaL is an
online service that helps small businesses cut through red tape by creating a
tailored list of permits and licences from all levels of government necessary to
operate their specific businesses.

e Launching the Canada Job Grant to encourage greater employer participation in
skills training decisions and ensure that training is better aligned with
job opportunities.

e Supporting up to 1,000 internships for recent post-secondary graduates in small
and medium-sized enterprises through a reallocation of $15 million annually within
the Youth Employment Strategy.

e Unilaterally eliminating close to 1,900 tariffs since 2009, providing more than
$525 million in annual tariff relief, and making Canada a tariff-free zone for
industrial manufacturers.

e Opening new markets and supporting exporting businesses through the Global
Markets Action Plan, which aims to nearly double the number of Canadian small
and medium-sized enterprises exporting to emerging markets, from 11,000
to 21,000.
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Small Business Job Credit

In recognition of the important contribution that small businesses across the country
make to job creation and economic growth, the Government announced the Small
Business Job Credit in September 2014.

e The credit will provide relief to small businesses for Employment Insurance (El)
premiums paid in 2015 and 2016. The credit will be available to any firm paying
employer El premiums equal to or less than $15,000 in those years.

e The credit will effectively reduce small businesses’ El premium rate by 28 cents
from the legislated rate of $1.88 to $1.60 per $100 of insurable earnings. The credit
is calculated as the difference between premiums paid at the legislated rate and
the reduced small business rate.

e The credit is expected to provide savings of more than $550 million over the next
two years for small businesses. Aimost 90 per cent of all El premium-paying
businesses in Canada will receive the credit, reducing their El payroll taxes by
nearly 15 per cent.

Lowering the El Premium Rate in 2017

Economic Action Plan 2015 reaffirms the Government’s commitment to implementing
the seven-year, break-even EI premium rate-setting mechanism in 2017.

This Government understands that small businesses are a cornerstone of the
economy—creating jobs that support families in our communities. That is why this
Government has protected businesses from substantial rate increases in EI premiums
to ensure stability and predictability for employers and employees.

The Government’s actions to date include freezing the EI premium rate for
employees at the 2013 level of $1.88 per $100 of insurable earnings until 2016. In
2014, this left $660 million in the pockets of job creators and their employees. The
Government also introduced the Small Business Job Credit in 2014 to lower small
businesses’ EI premiums from the current legislated rate of $1.88 to $1.60 per $100 of
insurable earnings in 2015 and 2016. Any firm that pays employer premiums equal
to or less than $15,000 in those years will be eligible for the credit.

In 2017, the Government will implement the seven-year break-even EI premium
rate-setting mechanism, which will ensure that EI premiums are no higher than
needed to pay for the EI program over time. Any cumulative surplus recorded in the
EI Operating Account will be returned to employers and employees through lower
EI premium rates once the new mechanism takes effect.

This is expected to result in a substantial reduction in the EI premium rate, from
$1.88 in 2016 to an estimated $1.49 in 2017, a reduction of 21 per cent.
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Example: Employment Insurance Premiums—

Additional Relief for Small Businesses

A technology firm in Halifax, Nova Scotia, has 15 employees with average salaries of
$40,000. The company’s Employment Insurance (El) premiums are too high to qualify
for the Small Business Job Credit. At a rate of $1.88 per $100 of insurable earnings,
the company will pay $15,792 in employer El premiums in 2015 and 2016. At the
estimated rate of $1.49 in 2017, the company’s El premiums will be reduced by
$3,276 to $12,516. These are real savings that the company can reinvest to fuel
growth and create new jobs.

Reducing Taxes for Small Businesses

Economic Action Plan 2015 proposes to reduce the small business tax rate from 11 per cent
to 9 per cent by 2019.

Recognizing the important role of small businesses in Canada as job creators, the
Government is committed to keeping taxes low for small businesses across the
country. Canada’s federal income tax system supports small businesses through a
preferential tax rate for Canadian-controlled private corporations with less than

$15 million in taxable capital. The small business tax rate, which was reduced to

11 per cent in 2008, generally applies to the first $500,000 per year of qualifying
active business income. This preferential rate allows small businesses to retain more
earnings that can be used to reinvest and create jobs. Almost 700,000 small
businesses benefit annually from this lower rate.

To further encourage small business growth, Economic Action Plan 2015 proposes
to further reduce the small business tax rate to 9 per cent by 2019. This will be the
largest tax rate cut for small businesses in more than 25 years. This 2-percentage-
point reduction will be phased in as follows:

e 10.5 per cent effective January 1, 2016;
e 10 per cent effective January 1, 2017;
e 9.5 per cent effective January 1, 2018; and

e 9 per cent effective January 1, 2019.

It is estimated that this measure will reduce taxes for small businesses and their
owners by $2.7 billion over the 2015-16 to 2019-20 period.
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For example, as a result of actions already taken by the Government to reduce the
small business tax rate and increase the amount of income eligible for that rate, the
amount of federal corporate income tax paid by a small business with $500,000

of taxable income is 34 per cent lower in 2015 than in 2006 (Chart 3.2.1). When the
proposed reduction in the small business tax rate takes full effect in 2019, the amount
of federal corporate income tax paid by this business will be 46 per cent lower than
in 2006. This represents an annual tax reduction of up to $38,600 that can be
reinvested in the business to fuel its growth.

Example: corporate income tax reductions for

small businesses

Chart 3.2.1
Federal Corporate Income Tax Paid by a Small Canadian-Controlled Private
Corporation With $500,000 of Taxable Income
federal tax paid
$100,000
$80,000 34% 46%
decline decline
$60,000
$40,000
$20,000
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Tax Savings From Small Business Tax Reductions

A small business that operates a number of food trucks in the Kitchener-Waterloo region
currently has $100,000 in annual taxable income. The proposal to reduce the small
business tax rate to 9 per cent will reduce its federal corporate income tax bill to $9,000
by 2019—%$4,120 less than it would have paid in 2006 (a reduction of 31 per cent). It can
use this amount to invest in new equipment or to increase an employee’s hours.

A small business based in Moncton offers career counselling and coaching. It has grown
rapidly in recent years and its annual taxable income is currently $400,000. With the
proposal to reduce the small business tax rate to 9 per cent, this business will pay
$36,000 in federal corporate income tax in 2019—$25,480, or 41 per cent, less than it
would have paid in 2006. These additional after-tax earnings can be used to acquire
more suitable office space or to explore future growth opportunities.

Increasing the Lifetime Capital Gains
Exemption to $1 Million for Owners of Farm
and Fishing Businesses

Economic Action Plan 2015 proposes to increase the Lifetime Capital Gains Exemption
Jfor qualified farm or fishing property to $1 million.

The Lifetime Capital Gains Exemption (LCGE) for farm or fishing property
provides an incentive to invest in the development of productive farm and fishing
businesses, and helps farm and fishing business owners to accumulate capital for
retirement. Budget 2007 increased the LCGE for qualified farm or fishing property
to $750,000 from $500,000, the first increase in the exemption since 1988. Economic
Action Plan 2013 further increased the LCGE for qualified farm or fishing property
to $800,000 for 2014 and indexed the new limit to inflation, bringing it to $813,600
for 2015.

To allow farm and fishing business owners to maintain more of their capital for
retirement, Economic Action Plan 2015 proposes to increase the LCGE applicable
to capital gains realized on the disposition of qualified farm or fishing property to
$1 million. This measure will apply to dispositions of qualified farm or fishing
property that occur on or after Budget Day, 2015.
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For taxation years after 2015, the LCGE for qualified farm or fishing property will
be maintained at $1 million until the indexed LCGE applicable to capital gains
realized on the disposition of qualified small business shares ($813,600 in 2015)
exceeds $1 million. At that time, the same LCGE limit, indexed to inflation, will
once again apply to the three types of property.

It is estimated that this measure will reduce capital gains taxes on owners of farm
and fishing businesses by about $50 million over the 2015-16 to 2019-20 period.

Tax Savings From Increasing the LCGE for Qualified Farm

or Fishing Property to $1 Million

Fred is 65 years old and has owned a farm in southwestern Ontario for the past
40 years.

When Fred retires and sells his farm at the end of 2015, he will realize a capital gain
of more than $1 million on his qualified farm property. The $186,400 increase in the
LCGE for qualified farm or fishing property means that Fred may receive an additional
$27,028 in federal tax relief that will support him in his retirement.

Improving Access to Financing for Canadian
Small Businesses

Economic Action Plan 2015 proposes to amend the Canada Small Business Financing
Act to allow more small businesses to apply for financing under the Canada Small
Business Financing Program and allow larger loans to be made available.

The Canada Small Business Financing Program facilitates the extension of loans

by participating private sector financial institutions to small businesses for the
acquisition of real property and equipment and for leasehold improvements by
sharing the risk with financial institutions. The program helps new businesses get
started; helps established firms make improvements and expand; improves access to
loans that would not otherwise be available to small businesses; stimulates economic
growth; and creates jobs for Canadians.

Since 2006, the program has provided over 50,000 loans to small businesses totalling
approximately $1 billion per year.
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Economic Action Plan 2015 proposes to amend the Canada Small Business Financing
Act to: (1) increase the maximum loan amount for real property from $500,000 to
$1 million; and (2) raise the small business eligibility criteria from firms with gross
annual revenues of $5 million or less to firms with gross annual revenues of

$10 million or less.

In addition, Economic Action Plan 2015 proposes to increase the maximum
duration of government coverage for real property loans from 10 to 15 years under
the program. These changes will help enhance the ability of small businesses across
Canada to secure capital to grow their business and create jobs.

Expanding Services of the Business
Development Bank of Canada to Support
Canadian Businesses

Serving over 32,000 entrepreneurs and providing over 8,000 small loans in 2013-14
alone, the Business Development Bank of Canada (BDC) plays an important role in
helping Canadian small and medium-sized enterprises to grow and become more
competitive, innovate, increase their efficiency and explore new markets, at home
and abroad. By offering financial services that are complementary to those of other
financial institutions in Canada, BDC works to ensure that small and medium-sized
enterprises have the opportunity to grow and succeed.
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Business Development Bank of Canada: Helping Small

and Medium-Sized Enterprises Grow and Succeed

The Business Development Bank of Canada (BDC) helps small and medium-sized
companies by providing entrepreneurs with financing, investments and advisory
services, paying particular attention to companies that face market gaps, in accordance
with its complementary role in the Canadian financial services industry. BDC'’s services
have helped a wide range of small and medium-sized enterprises to grow and succeed:

¢ Minipi Lodges has been providing unique fly fishing adventures in Labrador for
more than 50 years. As part of a comprehensive effort to help firms exploit digital
technologies, BDC Consulting provided the company with a comprehensive Internet
strategy, including an overhaul of its digital assets and a targeted e-marketing plan to
build the company’s online presence. The investment is paying off in broadening the
company’s reach to clients beyond the traditional U.S. Northeast market to other
areas in the U.S., as well as Europe and Asia.

e Groupe Meloche, based in Salaberry-de-Valleyfield, Quebec, provides precision
machining, surface treatment, painting and assembly and manufacturing engineering
services to the aerospace and defence industries. With a growth rate of more than
25 per cent annually, the company has benefitted from the expertise and approach
that BDC brings to this sector, including patient capital solutions that support
ambitious investment strategies and the relatively long lead times to develop
and bring innovative products to market.

e Marwood Metal Fabrication Ltd., a provider of steel and aluminum stampings and
assemblies, as well as wire and tube products, to the automotive industry, is based
in Tillsonburg, Ontario. The company has been a BDC client since 1994. Since then
it has grown from 9 to over 450 employees. Marwood continues to grow and
innovate, all as part of its long-term plan to support its growing global customer base.

¢ Magnum Cementing Services Operations, which is based in Alberta, provides oil
companies across Western Canada with sophisticated primary and remedial oilfield
cementing services. Formed in 2008, the company has received BDC financing for
head office and satellite operations and achieved a track record of technical
excellence, in-house equipment fabrication, innovation and integrity.

BDC is developing new initiatives to:

e Help high-impact small and medium-sized enterprises, which show a strong
ambition to grow and succeed, to achieve their full potential. In the coming
years, BDC will gradually implement a plan to facilitate access by these
firms to tailored solutions at each stage of their development. With a strong
pan-Canadian network of partners and a deep knowledge of opportunities and
challenges facing entrepreneurs, BDC will leverage expertise drawn from
the private sector, governments and other service providers, such as relevant
non-profit organizations and academic institutions.
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e Address the unique needs of high-growth firms (companies with annualized
growth of 20 per cent for three consecutive years) with ambitions to pursue
growth through an acquisition-based strategy. Entrepreneurs seeking financing
in these situations can have few tangible assets to pledge as security but do not
wish to dilute their ownership of the business. BDC will increasingly make
available quasi-equity solutions in the $2 million to $10 million range to such
entrepreneurs. This financing helps companies stay in business and remain in
Canadian hands when they might otherwise cease operations or be acquired by
foreign interests.

e Help small and medium-sized enterprises improve productivity and sales by
financing the development and application of information and communication
technologies (ICT). BDC is committed to providing $200 million per year in
ICT loans and $300 million in venture capital investments in ICT firms as part
of Digital Canada 150, the federal government’s digital economy strategy.

e Support regions exhibiting strong growth. With over 100 locations across
Canada, BDC plans on opening 9 new business centres and 14 new shared
offices over the coming years.

e Ensure small and medium-sized enterprises across Canada have a greater
awareness of and easier access to business solutions.

BDC will continue to work with a variety of stakeholders and partners, including
Export Development Canada, Futurpreneur Canada and the 236 Community
Futures Development Corporations with which it has partnership agreements,

to extend its reach and support a healthy entrepreneurial ecosystem.

New Export Development Canada Initiatives
for Canadian Small Businesses

Export Development Canada (EDC), Canada’s export credit agency, plays an
important role in supporting small businesses seeking to export for the first time,

to increase exports within existing markets or to expand to new ones. Over the last
year, EDC has served more than 6,100 small and medium-sized enterprise (SME)
customers. EDC supports SME customers by providing them with protection against
a variety of risks with accounts receivable insurance, by fulfilling their need to access
more working capital financing, and by facilitating their access to foreign markets
with market information and introductions to potential buyers. This support is
crucial to increase the presence of Canada’s small businesses in key developed and
emerging markets and create new jobs for Canadians.
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EDC is developing new initiatives to:

Facilitate easy access to credit insurance for SMEs. EDC is launching an online
self-service product that provides selective sales insurance coverage, primarily
for the small end of the SME spectrum, in minutes.

Provide tailored services for high-growth SMEs. EDC is expanding its
SME Mentoring Program, which selects companies with high growth
aspirations and provides additional customized assistance to help them
break into new markets.

Extend the corporation’s risk appetite to support SME business opportunities.
EDC is tailoring its services to SMEs by “stretching” the corporation’s risk
appetite in specific areas, such as providing a 100 per cent loan guarantee to
domestic banks to encourage them to increase credit facilities for Canadian
SMEs, and increasing the approval rate of SME requests for accounts receivable
insurance for their foreign buyers.
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Helping Innovative Companies Grow and Create
Jobs Through the Venture Capital Action Plan

Venture capital is a key source of financing that usually comes with the technical and
managerial expertise that innovative businesses require to grow and to create jobs. In
January 2013, the Government of Canada announced the Venture Capital Action
Plan, a comprehensive strategy to increase private sector investment in

innovative businesses. The Venture Capital Action Plan has made available:

e Up to $350 million to establish up to four large-scale private sector-led funds
of funds in partnership with institutional and corporate investors as well as
interested provinces.

e An aggregate investment of up to $50 million in established high-performing
venture capital funds in Canada.

e Additional resources to continue developing a robust venture capital system
and a strong entrepreneurial culture in Canada.

In partnership with private sector investors and interested provinces, the
Government of Canada has created four new private sector-led venture capital funds
of funds. These funds of funds are active investors in venture capital funds and in
innovative, high-growth companies:

e Northleaf Venture Catalyst Fund is managing $233.5 million in new venture
capital financing, which includes investments of $156 million from private sector
investors and $38.75 million from each of the Governments of Canada and
Ontario. Northleaf Capital Partners is seeking additional commitments to reach
a target fund size of $300 million.

e Teralys Capital Innovation Fund is managing $279 million in new venture
capital financing, which includes investments of $186 million from private sector
investors and $46.5 million from each of the Governments of Canada and
Quebec. This fund has an emphasis on investment opportunities in the life
sciences sector. Teralys Capital is seeking additional commitments to reach
a target fund size of $375 million.
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o Kensington Venture Fund is managing $160 million in new venture capital
financing, which includes investments of $107 million from private sector
investors and $53 million from the Government of Canada. This fund has an
emphasis on investment opportunities in clean technology and energy
technology as well as information and communication technologies. Kensington
Capital Partners is seeking additional commitments to reach a target fund size of
$300 million.

e  HarbourVest Canada Growth Fund is managing $197.2 million in new venture
capital financing, which includes investments of $131.5 million from private
sector investors and $65.7 million from the Government of Canada in the first
close. Managed by HarbourVest Partners, the fund is focused on investment
opportunities in the information and communication technologies sector, and is
open to investors until the spring of 2016 to reach its target fund size of
$375 million.

Innovative Companies Benefitting From

the Venture Capital Action Plan

Innovative, high-growth companies need financing as well as technical and managerial
expertise to grow and create jobs. Recognizing these needs, the Government,

in partnership with private sector investors and interested provinces, invested in four
large-scale private sector-led funds of funds established under the Venture Capital
Action Plan. The fund managers of the funds of funds are responsible for making
investments that are market-oriented and focused on maximizing returns, managing
the day-to-day activities of the funds of funds, and securing additional investments for
the funds.

As of April 1, 2015, Northleaf Capital Partners and Kensington Capital Partners have
publicly announced investments by Northleaf Venture Catalyst Fund and Kensington
Venture Fund, respectively:

o Northleaf Venture Catalyst Fund has invested in XPV Water Fund Il, Georgian
Partners Growth Fund Il, Versant Venture Capital Fund V, Version One
Ventures Il and Golden Venture Partners Il, helping these underlying venture
capital funds to achieve their close and commence investments in innovative,
high-growth companies.

o Northleaf Venture Catalyst Fund has also invested directly in innovative, high-growth
companies such as Wattpad (an online storytelling and publishing platform),
Vision Critical (a customer intelligence and research firm), Silanis (a global leader
in electronic signature services) and eSentire (a cyber-security service provider).

e Kensington Venture Fund announced investments in three underlying venture capital
funds: Georgian Partners Growth Fund Il, Novacap TMT IV and Walden Venture
Capital VIII; and directly in Blue Ant Media, a high-growth media company that
creates and distributes Canadian content internationally.
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The Government of Canada has also invested an aggregate of $50 million in four
high-performing funds (Lumira Capital II, Real Ventures Fund III, CTT Life
Sciences Fund II and Relay Ventures III) in Canada that focus on investment
opportunities in the life sciences and information and communication technologies
sectors. These investments are helping innovative businesses access the capital they
need to grow and create jobs.

The Government of Canada is implementing the Canada Accelerator and Incubator
Program to help outstanding and high-potential incubator and accelerator
organizations in Canada expand their support to entrepreneurs, supported by

$100 million from Economic Action Plan 2013 and 2014. Business accelerators and
incubators offer mentoring, financial support, business advice, commercialization
support, office and development space and complementary services to entrepreneurs
with a view to increasing the number of innovative firms that are investment-ready
and able to develop into sustainable, high-growth businesses. Fifteen organizations
were chosen to advance in the selection process under this program and, to date,
funding has been awarded to 14 organizations across Canada. Program recipients
are located in every Canadian region.
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Canada Accelerator and Incubator Program

The Government of Canada is making available $100 million to help outstanding and
high-potential incubator and accelerator organizations expand their support to
entrepreneurs. The following 15 organizations have advanced in the selection process
and funding levels have been announced as indicated below:

BC Technology Industry Association ($10.4 million)
Bioenterprise Corporation ($2.5 million)
Centre d’entreprises et d'innovation de Montréal ($6.2 million)

Centre for Drug Research and Development, in collaboration with CDRD Ventures Inc.
($10.9 million)

Communitech Corporation, in collaboration with University of Waterloo Velocity, Laurier
LaunchPad, and the Waterloo Accelerator Centre (funding not yet announced)

Corporation Inno-Centre du Québec ($3.3 million)
HIGHLINE, formerly GrowLab Ventures Inc. and Extreme Startups ($0.6 million)

Invest Ottawa, in collaboration with Wesley Clover, PARTEQ Innovations, and
Innovation Park at Queen’s University ($7.7 million)

Manitoba Technology Accelerator ($1.06 million)
Prince Edward Island BioAlliance Inc. ($3.8 million)
Propel ICT ($2.9 million)

Ryerson University, in collaboration with Simon Fraser University and University of
Ontario Institute of Technology ($10.7 million)

The Next 36 ($2.7 million)

University of Alberta, in collaboration with TEC Edmonton and Innovate Calgary
($6 million)

Wavefront Wireless Commercialization Centre Society ($9.5 million)

Supporting Young Entrepreneurs Through
Futurpreneur Canada

Economic Action Plan 2015 proposes to provide $14 million over two years, starting in
2015—-16, to Futurpreneur Canada to support young entrepreneurs.

Entrepreneurship is critical to fostering innovation, economic growth and
improvements in quality of life. The Government is committed to providing young
entrepreneurs with the tools they need to become the business leaders of tomorrow.
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Futurpreneur Canada is a national not-for-profit organization that helps young
entrepreneurs become successful business leaders through mentorship, learning
resources and start-up financing. Since its inception in 1996, Futurpreneur Canada
has helped more than 7,500 young entrepreneurs launch over 6,200 businesses.
The Government has provided Futurpreneur Canada with over $58 million in
support since 2006.

Economic Action Plan 2015 proposes to provide $14 million over two years to
Futurpreneur Canada, starting in 2015-16. Through Futurpreneur Canada, the
Government will help young entrepreneurs access financing and mentoring, thereby
contributing to small business growth and success. This funding is conditional on
Futurpreneur Canada raising matching funds from non-federal sources.

Supporting Women in Business Through the
Action Plan for Women Entrepreneurs

Economic Action Plan 2015 announces support for the Action Plan for Women
Entrepreneurs in order to help women entrepreneurs succeed, through mentorship
and increased access to credit and international markets.

The Government is committed to continuing support for women entrepreneurs to
grow their businesses. Through the new Action Plan for Women Entrepreneurs
(Action Plan), the Government is helping to connect women with the tools they
need to succeed in business. This includes a series of initiatives targeted at
supporting women entrepreneurs through mentorship, networking opportunities,
and increased access to financing and international markets.

Economic Action Plan 2015 announces that the Government will support the Action
Plan for Women Entrepreneurs. Key initiatives under the Action Plan include: an
online platform to foster networking; the “Just One Pledge” campaign to encourage
mentorship and championing; enhanced trade missions for companies led by women
entrepreneurs; the Business Development Bank of Canada making available

$700 million over three years to finance women-owned businesses; and a national
forum to bring together women entrepreneurs and provide them with tools,

networks and connections they need to reach their full growth potential.
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Reducing Red Tape for Businesses and
Enhancing Corporate Governance

The Government has taken a number of steps to reduce red tape for businesses.
Since its implementation in 2012, the Red Tape Reduction Action Plan has proved
to be a successful, system-wide control on the growth of regulatory red tape while
maintaining high standards for safety and protection. The One-for-One Rule and
other Red Tape Reduction Action Plan (Action Plan) reforms have brought a new
level of discipline to how the Government fosters a more predictable environment
for businesses. The Government has made tangible progress in cutting red tape for
Canadians and businesses, including:

e Saving Canadian businesses over $22 million in administrative burden, as well
as 290,000 hours in time spent dealing with red tape, through the One-for-One
Rule, whereby regulators must remove a regulation each time they introduce a
new regulation that imposes administrative burden on business.

e Posting 34 new service standards and over 100 pre-existing service standards in
compliance with the requirements of the Action Plan, making the approval
process for complying with regulations more transparent for businesses.

e Making the regulatory system more predictable by publishing 40 forward
regulatory plans highlighting upcoming regulatory changes and containing over
400 anticipated regulatory initiatives, with all major regulators covered.

e Fulfilling a commitment under the Action Plan by completing and releasing the
Administrative Burden Baseline initiative’s count of regulatory requirements.
As of June 30, 2014, the Government of Canada had a total of 129,860 federal
requirements in regulations and related forms that imposed administrative
burden on businesses in Canada. Federal departments will update this count
annually to contribute to openness and transparency in the monitoring and
reporting of red tape.

The Government has also followed through on its commitment to legislate the
One-for-One Rule, making Canada the first country to introduce legislation for
such a rule.

Over the next year, the Government will build on its record of reducing red tape
to encourage an environment more conducive to the growth and success of small
businesses. To further improve the overall conditions for business investment,
the Government will also continue to modernize Canada’s legal and regulatory
frameworks in the area of corporate governance.
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Reducing the Tax Compliance Burden

A fair and well-functioning tax system facilitates compliance and simplifies
administration. Through ongoing review and revision of the tax system and its
administration, the Government has made important advances in reducing the tax
compliance burden.

The Government’s sustained approach to reducing the administrative burden
associated with the tax system has made a significant contribution to the broader
initiative to eliminate unnecessary red tape. A PwC study analyzing the ease of
paying taxes in 189 countries, titled Paying Taxes 2015, reflects the positive impact
of the Government’s systematic approach to reducing the tax compliance burden.
According to the study, it takes 25 per cent less time for a business in Canada to
prepare, file, and pay its taxes each year than is the case for a business in the
United States.

Actions to reduce the tax compliance burden have had positive results:

e The Canada-Ontario Tax Collection Agreement was amended to provide for
federal administration of Ontario’s corporate taxes for taxation years that end
after 2008. PwC estimated that this change reduces compliance costs by more
than $135 million annually for Ontario businesses, by allowing for a single
annual tax form, a single tax collector and one set of income tax rules.

e The streamlining of sales taxes has resulted in substantial savings to businesses
in Ontario and Prince Edward Island. For example, the Province of Ontario
estimates the savings for businesses in Ontario to be in excess of $500 million
annually, as businesses now only have to file and remit a single sales tax.

e Budget 2007 and Economic Action Plan 2014 reduced the frequency of
required tax remittances and filings for small businesses in respect of income
taxes, source deductions and sales taxes. These measures continue to reduce
the paperwork burden, eliminating the requirement for an estimated 8.7 million
filings and remittances annually for more than 970,000 small and
medium-sized employers.

The Government is continuing to reduce the tax compliance burden through new
actions in Economic Action Plan 2015. In addition, the Government intends to
continue the consultation launched in Economic Action Plan 2014 on the
conversion of eligible capital property into a new class of depreciable

capital property.
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A Quarterly Remitter Category for New Employers

Economic Action Plan 2015 proposes to assist the smallest new employers by reducing the
frequency of required remittance payments by two-thirds. An estimated 80,000 new
employers each year will benefit and an estimated 640,000 required payments to the
Canada Revenue Agency will be eliminated annually.

Throughout the taxation year, employers are required to withhold from employee
wages amounts in respect of personal income tax and the employee portions of
Canada Pension Plan (CPP) contributions and Employment Insurance (EI)
premiums. Businesses then remit these withholdings to the Government,

along with the employer portions of CPP contributions and EI premiums.

Currently, new employers must remit withholdings monthly for at least one year.
After that, they may be eligible to apply for quarterly remitting if they have an
average monthly withholding amount of less than $3,000 and have demonstrated a
perfect compliance record over the preceding 12 months. The requirement to remit
withholdings monthly until a track record has been established can be onerous for
new businesses and other small employers, such as families that hire someone to
help care for a child or ailing relative.

To make it easier for the smallest new employers to file and pay taxes, Economic
Action Plan 2015 proposes to reduce the number of remittance payments that new
employers must prepare and submit to the Canada Revenue Agency. Beginning in
2016, new employers will be eligible for quarterly remitting if they have monthly
withholdings of less than $1,000 and maintain a perfect compliance record in respect
of their Canadian tax obligations. This amount of withholdings corresponds to the
withholdings related to one employee at a salary of up to $43,500, depending on the
province of residence. The proposed changes will mean that, each year, an estimated
80,000 new employers will see their number of required remittance payments cut by
two-thirds, eliminating the requirement for an estimated 640,000 payments

each year.

While this measure will not affect the amount of tax owing, it is estimated that
changes in the timing of remittances will increase public debt charges by about
$4 million over the 2016—17 to 2019-20 period.
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Consulting on the Active Versus Passive Business
Income Rules for the Small Business Deduction

Economic Action Plan 2015 proposes to review the rules used to define active versus
passive income.

The small business deduction is available on up to $500,000 of active business
income of a Canadian-controlled private corporation. Stakeholders, such as self-
storage facilities and campgrounds, have expressed concern as to the application of
the rules used to define passive versus active business income. To continue to
improve the fairness and simplicity of the tax system, the Government will conduct
a review of the active versus passive business income rules for purposes of the small
business deduction.

Expanding the Use of Business Numbers

Economic Action Plan 2015 announces the Government’s commitment to undertake the
initial planning and preparation required for federal adoption of the Business Number as
a Common Business Identifier. In addition, Economic Action Plan 2015 proposes to give
the Minister of Employment and Social Development and the Minister of Labour the
authority to collect, use and verify Business Numbers to administer business-facing
programs for which they are responsible.

The Government is continuing to cut red tape and expand electronic services for
businesses. Economic Action Plan 2015 announces the Government’s commitment
to undertake the planning and preparation required for federal adoption of

the Business Number, and its initial implementation. The Business Number is a
nine-digit number that the Canada Revenue Agency assigns to a business (or other
organization such as a charity) for tax matters. Under the proposed approach, a
business dealing with the federal government would only have to register once to be
eligible to access a range of federal programs and services for businesses, instead of
having to register separately under each federal service or program. This would
make it simpler for businesses to interact with government, reducing red tape and
enabling more efficient digital self-service.
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In addition, Economic Action Plan 2015 proposes to give the Minister of
Employment and Social Development and the Minister of Labour the authority to
collect, use and verify Business Numbers to administer business-facing programs
for which they are responsible (i.e., programs that involve direct dealings with
businesses). The use of Business Numbers will allow a single identifier to be used to
electronically register, provide and update information for multiple government
programs. This will reduce paper burden, simplify registration, eliminate
duplication, and help businesses access Government services in a more

effective manner.

Streamlining Withholding Requirements
for Non-Resident Employers

Economic Action Plan 2015 proposes to provide an exception to an income tax
withholding requirement for qualifying non-resident employers in respect of payments
made to non-resident qualifying employees who have an exemption from Canadian
income tax because of a tax treaty.

An employer (including a non-resident employer) is generally required to pay
amounts to the Canada Revenue Agency as deductions from an employee’s salary or
wages. Amounts paid are held on account of the employee’s Canadian income tax
owing. This requirement, known as “Regulation 102”, is a requirement for all
employees working in Canada, even if the employee is a non-resident who is exempt
from Canadian income tax because of a tax treaty. In these circumstances, if the
non-resident employee files a Canadian income tax return, the Canada Revenue
Agency will refund all paid amounts.

Economic Action Plan 2015 proposes to streamline the Regulation 102 tax
compliance requirements for non-resident employers in relation to non-resident
employees working in Canada. Specifically, it is proposed that qualifying non-
resident employers be exempted from Regulation 102 tax compliance requirements
for non-resident employees where a tax treaty applies and certain other conditions
are met.

It is estimated that this measure will reduce federal revenues by about $8 million
over the 2016-17 to 2019-20 period.
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Repeated Failure to Report Income Penalty

Economic Action Plan 2015 proposes to amend the penalty for the repeated failure to
report income to apply in a taxation year only if a taxpayer fails to report at least
$500 of income in the year and in any of the three preceding taxation years.

Penalties may apply when taxpayers fail to report all of their income on their income
tax returns. Penalties are designed to promote compliance, while being fair and
proportionate. Where a taxpayer fails to report an amount of income in a taxation
year and had failed to report an amount of income in any of the three preceding
years, the taxpayer is liable to a penalty equal to 10 per cent of the unreported
income for that taxation year.

Another penalty (the “gross negligence” penalty) applies if the taxpayer knew or,
under circumstances amounting to gross negligence, ought to have known that an
amount of income should have been reported. The amount of this penalty is
generally equal to 50 per cent of the understatement of tax payable (or the
overstatement of tax credits) related to the omission. The penalty for repeated
failure to report income does not apply if the gross negligence penalty applies.

Because the penalty for a repeated failure to report income is based on unreported
income, rather than the understatement of tax, it can sometimes impose a greater
penalty than would have been the case if the gross negligence penalty had instead
applied. This result could arise, for example, with a lower-income taxpayer that has
failed to report income on which tax was withheld at source.

Economic Action Plan 2015 proposes to amend the penalty for a repeated failure to
report income to ensure that it retains its objective of detering non-compliance, but is
proportionate in relation to other penalties. It is proposed that the penalty apply in a
taxation year only if a taxpayer fails to report at least $500 of income in the year and
in any of the three preceding taxation years. The amount of the penalty will equal
the lesser of:

e 10 per cent of the amount of unreported income; and

e an amount equal to 50 per cent of the amount by which the understatement of
tax (or the overstatement of tax credits) related to the omission exceeds the
amount of any tax paid in respect of the unreported amount (e.g., by an
employer as employee withholdings).
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No changes are proposed to the gross negligence penalty, which will continue
to apply in cases where a taxpayer fails to report income intentionally or in
circumstances amounting to gross negligence.

It is estimated that this measure will reduce federal revenues by about $45 million
over the 2016-17 to 2019-20 period.

The Canada Revenue Agency Continues to Cut Red Tape
and Improve Services

The Government has continuously engaged small and medium-sized businesses

to cut red tape. Collaboration with stakeholders is essential to ensure that the
Government’s red tape reduction actions make a real difference for small businesses.
Stakeholder organizations that represent small business owners, such as the
Canadian Federation of Independent Business (CFIB), are playing a vital role in
helping the Canada Revenue Agency (CRA) improve and enhance its service
offerings to small and medium-sized businesses.

This collaboration is bringing results. The CRA has taken action to enhance its
administrative processes and its service options for businesses, including:

e Requiring CRA enquiries agents to use a standard Agent ID when dealing with
a business, making it easier for business owners and representatives to provide
feedback on CRA services.

e  Launching its first mobile reminder app for businesses.

e  Using the Business Number as a common identifier to simplify a business’
dealings with federal, provincial and municipal governments.

e Expanding online payment options with the launch of pre-authorized debits.

Starting in 2015, the Government will strengthen its partnership with small
businesses by launching a new Small Business Consultation Forum involving the
CRA and the CFIB. The Forum will meet twice a year and provide the CRA with
feedback from the small and medium-sized business community to ensure their
needs are reflected in the administration of the Canadian tax system.

Based on the valuable feedback offered by small businesses and their stakeholders,
the CRA is taking steps to put in place the following measures:

e The CRA will partner with the CFIB and other stakeholders to raise awareness
of the CRA’s services in the small business community, including the ongoing
expansion of its online services.
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e The CRA will continue to improve the use of plain language in its
communications products, with a focus on the 100 most commonly used
messages to taxpayers.

e Building on the My Business Account Enquiries Service, the CRA will work to
ensure that taxpayers can rely on written information received in a letter from
the Agency and on the CRA website.

e The CRA will continue to help business owners get it right from the start by
establishing the Liaison Officer Initiative as a permanent program. Through this
initiative, CRA audit staff offer meetings to business people to discuss tax
requirements, respond to questions and provide tips on avoiding common errors
particular to their type of business.

e The CRA will develop a plain-language publication that will provide information
to help businesses understand and prepare for the CRA audit process, including
their rights, responsibilities and the recourse available to them.

Modernizing Canada’s Corporate
Governance Framework

Economic Action Plan 2015 proposes to modernize Canada’s federal corporate governance
framework to increase women’s participation in corporate leadership, improve shareholder
democracy and communications, strengthen corporate transparency and reduce the
regulatory burden on Canadian businesses.

Recognizing that increasing opportunities for women to serve on corporate boards
and in leadership roles makes good business sense, the Government will propose
amendments to the Canada Business Corporations Act to promote gender diversity
among public companies, using the widely recognized “comply or explain” model
of disclosure currently required for TSX-listed companies and by most provincial
securities regulators. Amendments will also be proposed to modernize director
election processes and communications with shareholders and to strengthen
corporate transparency through an explicit ban on bearer instruments, through
which the identity of the owner can be concealed. Amendments to related statutes
governing cooperatives and not-for-profit corporations will also be introduced to
ensure continued alignment among federal laws.
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Table 3.2.1

Helping Small Businesses and Entrepreneurs Create Jobs

millions of dollars

2014-
2015

2015-
2016 2017 2018 2019 2020 Total

2016- 2017- 2018- 2019-

Helping Small Businesses Grow
and Fostering Entrepreneurship

Small Business Job Credit 80
Reducing Taxes for Small Businesses

Increasing the Lifetime Capital Gains
Exemption to $1 Million for Owners
of Farm and Fishing Businesses

Supporting Young Entrepreneurs
Through Futurpreneur Canada

305 200 -30 555
-43 180 540 845 1,215 2,737

10 10 10 10 10 50

Subtotal—Helping Small Businesses
Grow and Fostering Entrepreneurship 80

Reducing Red Tape for
Businesses and Enhancing
Corporate Governance

A Quarterly Remitter Category
for New Employers

Streamlining Withholding
Requirements
for Non-Resident Employers

Repeated Failure to Report
Income Penalty

279 397 520 8556 1,225 3,356

10 10 10 15 45

Subtotal—Reducing Red Tape
for Businesses and Enhancing
Corporate Governance

Total—Helping Small Businesses
and Entrepreneurs Create Jobs 80

Less funds existing in the
fiscal framework
Announced in or prior to the
Fall Update 80

Net Fiscal Cost

13 13 13 18 57

279 410 533 868 1,243 3,413

305 200 -30 555
-35 201 563 868 1,243 2,840

Note: Totals may not add due to rounding.
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Chapter 3.3
Training a Highly Skilled Workforce

Highlights

Training the Workforce of Tomorrow

v~ Supporting provinces and territories to facilitate the harmonization of

apprenticeship training and certification requirements in targeted Red
Seal trades.

Providing $1 million over five years to promote the adoption of the Blue Seal
Certification program across Canada.

Making a one-time investment of $65 million to business and industry
associations to allow them to work with willing post-secondary institutions to
better align curricula with the needs of employers.

Expanding eligibility for the Low- and Middle-Income Canada Student Grants
to short duration programs.

Making the Canada Student Loans Program work for families by reducing
the expected parental contribution under the needs assessment process.

Removing the penalty on post-secondary students who work by eliminating
in-study student income from the Canada Student Loans Program needs
assessment process.

Investing $248.5 million over five years in Aboriginal labour
market programming.

Investing $2 million over two years, starting in 2016-17, to expand the
Computers for Schools program, extending access to refurbished computer
equipment to non-profit organizations such as those that support low-income
Canadians, seniors and new Canadians.

Supporting Canadian Workers

v’ Investing $53.8 million over two years to extend the current Employment

Insurance Working While on Claim pilot project to August 2016.
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v~ Enhancing labour market information, including the launch of a new one-
stop national labour market information portal.

v~ Pursuing negotiations with provinces and territories on the $1.95-billion-per-
year Labour Market Development Agreements to reorient training towards
labour market demand.

v~ Providing $35 million over five years to make permanent the Foreign
Credential Recognition Loans pilot project.

Ensuring a Safe and Healthy Workplace

v~ Strengthening Canada Labour Code protections for all employees and
interns under federal jurisdiction.

v~ Providing $4.8 million over five years to increase compliance with the health
and safety provisions of the Canada Labour Code.

v~ Modernizing the Government Employees Compensation Act to simplify and
accelerate claims processing and clarify coverage.

v~ The Government will make every effort to reach agreement with bargaining
agents within a reasonable timeframe on necessary reforms to disability and
sick leave management.
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Introduction

Canada’s labour market, like many other countries’ labour markets, is shifting
towards high-skilled employment. Employment growth over the past three decades
has been highest for those with post-secondary education. These trends are expected
to continue: about two-thirds of the job openings in Canada over the next decade are
expected to be in occupations that require a post-secondary education.

The demand for skills development beyond high school appears particularly
pronounced in the skilled trades. Employment in the skilled trades has grown at
a robust pace since 2000. The job vacancy rate in the skilled trades has surpassed
pre-recession levels and is currently above all occupations (4.9 per cent in the
skilled trades compared to 3.9 per cent in all occupations in 2014).

Overall, Canada ranks well internationally in developing its workforce and providing
it with skills and education. Canadians are among the most highly educated in

the world, placing at the top of all the members of the Organisation of Economic
Co-operation and Development (OECD) countries in terms of post-secondary
educational attainment. Canada’s labour force participation rate also compares
favourably with that in other OECD member countries. Since 2006, the Government
has taken action to ensure the development of a skilled, mobile and productive
workforce, action which has contributed to the resilience of Canada’s labour market
despite the challenging global economic environment of recent years. In fact, the
Canadian economy has experienced one of the best performances among the Group
of Seven (G-7) economies in terms of output growth and job creation, with over

1.2 million net new jobs created since the recovery began in June 2009. Moreover,
high-wage, full-time, private-sector employment has been the main source of job
creation over the recovery.
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Post-Secondary Education in Canada

Over 2 million students were enrolled in Canadian post-secondary institutions during
the 2012—-13 academic year. According to the OECD, over half of Canadians aged 25
to 64 have completed some form of post-secondary education.

The Government of Canada invests over $10 billion annually to support post-secondary
education. This includes cash transfer support to provinces and territories through the
Canada Social Transfer, direct financial assistance to students through Canada
Student Loans and Canada Student Grants, and specific programming targeted to First
Nations and Inuit students. The Government also provides significant tax assistance to
students and those who support them, including through tax credits for enrolment in
post-secondary educational programs.

The Government invests significant funding in training and education. This includes
$2.7 billion annually through the Canada Job Fund Agreements, which include the
Canada Job Grant; the Labour Market Development Agreements; and the Labour
Market Agreements for Persons with Disabilities. A number of targeted federal
programs also exist to support the labour market participation of underrepresented
groups, including youth, persons with disabilities, Aboriginal peoples and older
workers. In addition, over $10 billion annually is invested by the Government in
support of post-secondary education, which includes providing students with
financial assistance such as Canada Student Loans and Canada Student Grants.

The Government has also created targeted federal programs to support apprentices
and the employers that hire them, including, in Economic Action Plan 2014, the
creation of the Canada Apprentice Loan to provide apprentices in Red Seal trades
with access to over $100 million in interest-free loans each year. Overall, new
registrations in apprenticeship programs increased by 23 per cent between 2006
and 2012.
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Investing in Skills Training for Canadians

In 2014—15, the Government transferred $2.7 billion to support labour market
programming through:

e $1.95 billion to provinces and territories through the Labour Market
Development Agreements.

e $500 million to provinces and territories through the Canada Job Fund Agreements
as part of the introduction of the Canada Job Grant, which was announced in
Economic Action Plan 2013.

e $222 million to provinces and territories through Labour Market Agreements for
Persons with Disabilities.

Over $10 billion annually is invested by the Government in support of post-secondary
education, which includes providing students with financial assistance such as Canada
Student Loans and Canada Student Grants, the Canada Apprentice Loan, and specific
programming targeted to First Nations and Inuit students.

Since 2006, the Government has provided support for skills training for:

e Youth through the Youth Employment Strategy, with investments of over
$330 million per year.

o Persons with disabilities through the Opportunities Fund, with investments of about
$40 million per year.

e Aboriginal peoples through annual investments of over $400 million, including:

- $350 million per year provided through the Aboriginal Skills and Employment
Training Strategy to Aboriginal organizations to provide training and employment
services to Aboriginal peoples.

- $210 million over five years through the Skills and Partnership Fund, announced
in 2010, to provide Aboriginal peoples with project-specific training that
responds to the demands of the Canadian labour market.

- $241 million over five years announced in Economic Action Plan 2013 to help
ensure young, on-reserve First Nations Income Assistance recipients who can
work have the incentives and training necessary to gain employment.

The Government has also taken actions to support the labour market participation
of older Canadians who wish to remain in the workforce:

e Economic Action Plan 2014 provided $75 million over three years to renew the
Targeted Initiative for Older Workers, a federal-provincial-territorial employment
program providing assistance to improve the employability of unemployed workers
aged 55 to 64.
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Federal Support for Older Workers

Announced in 2006, the Targeted Initiative for Older Workers assists workers aged
55 to 64 living in small communities affected by significant downsizing, closures, or
ongoing high unemployment to improve their employability and reintegrate into the

labour market. The initiative is cost-shared between the federal and provincial and

territorial governments under bilateral agreements.

Economic Action Plan 2014 announced the renewal of the Initiative for an additional
three years, starting in 201415, representing an investment of $75 million and bringing
the total federal investment in the Initiative to an estimated $345 million by 2016—17.
Program eligibility was also expanded to communities where employers are
experiencing unfilled demand and/or skills mismatches. This demand-driven approach
is designed to tailor projects to local needs and further enhance the labour market
participation rate of older workers.

To date, more than 35,500 unemployed older workers living in small communities
across the country have been targeted to participate in the Initiative.

Despite these significant investments, some challenges remain. Many Canadians
are still out of work or underutilized at a time when there are skills and labour
market shortages in certain sectors and regions. Most notably, the labour market
in the skilled trades has tightened considerably over the economic recovery and
Canadian employers are experiencing increasing difficulty hiring skilled trades
workers. At the same time, a number of groups are struggling to reach their full
potential in the labour market, in particular recent immigrants and

Aboriginal peoples.

To this end, Economic Action Plan 2015 proposes a number of concrete actions
that respond to current labour market challenges and meet longer-term labour
market needs. The Government is also taking steps to strengthen protections

under the Canada Labour Code and to modernize the occupational illness and

injury management system for federal employees. In addition, the Government

will make every effort to reach agreement with bargaining agents within a
reasonable timeframe on necessary reforms to disability and sick leave management.
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Training the Workforce of Tomorrow

Like many other countries, Canada’s labour market is shifting towards high-skilled
employment, with virtually all net job creation over the past decade in high-skilled,
high-wage occupations. Overall, Canada ranks well internationally in developing
its workforce and providing it with the skills and education needed to meet this shift
in demand.

However, while Canadian youth are participating in post-secondary education at
record levels, many struggle to find and maintain suitable employment. Compared
to other OECD countries, fewer Canadian students graduate in high-demand fields
such as science, technology, engineering and mathematics, and from apprenticeship
programs. Employers also report difficulties in finding skilled workers, particularly
those with the right combination of technical and “soft” skills, such as the ability to
communicate clearly, think strategically and work in teams. These skill shortages
speak to a need to better align the education and training system with the skills
sought by employers.

This is why the Government has taken steps to help Canada’s next generation gain
the skills and experience they need to successfully transition into the workplace.
As announced in Economic Action Plan 2014, the Youth Employment Strategy is
being improved to provide youth with more practical and real-life work experience
including through internships in high-demand fields such as science, technology,
engineering, mathematics and the skilled trades, and to help youth make more
informed career choices that prepare them for the transition into the labour force.
Economic Action Plan 2014 also announced further support for apprenticeship
training, for example by creating the Canada Apprentice Loan and the Flexibility
and Innovation in Apprenticeship Technical Training pilot project, and renewing
the Computers for Schools Program, which provides students and interns with
access to information and communications technology equipment and skills training.
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Support for Youth Employment

The Government is committed to ensuring that youth have access to employment
opportunities in high-demand fields and that they are provided with the supports they
need to be trained and informed labour market participants who achieve their

full potential.

Since 2006, the Government has provided support for youth to develop skills and obtain
real-life job experience though the Youth Employment Strategy, with current investments
of over $330 million per year. Through this Strategy, more than 600,000 youth, including
recent post-secondary graduates, summer students and youth at risk, have benefitted
from programming designed to enhance their employability skills and facilitate a
successful transition into the labour force. Of this amount, more than 74,000 post-
secondary graduates and youth at risk have obtained valuable career-related work
experience through internships under the Career Focus and Skills Links streams of the
Strategy. Another 390,000 youth aged 15 to 30 have obtained summer work experience
under the Canada Summer Jobs stream.

In addition, in 2014—15, the National Research Council’s Industrial Research Assistance
Program funded about 1,000 internships with innovative small and medium-sized
companies, involving total support of $20 million, including $15 million from the Youth
Employment Strategy as announced in Economic Action Plan 2014.

Since 2006, the Government’s support for Mitacs’ Accelerate program has allowed
graduate students and postdoctoral fellows to apply their specialized expertise to
business-related challenges, translating into over 10,000 internships being awarded
across Canada.

Economic Action Plan 2015 proposes to build on these initiatives with a number of
targeted measures that will help youth obtain training and education that aligns with
the evolving needs of the Canadian labour market and ensure that they are equipped
with work-ready skills. The Government will also introduce further measures to
better support apprentices.

A skilled and engaged Aboriginal labour force can improve the lives of Aboriginal
peoples, mitigate employment gaps due to Canada’s aging population and contribute
to the growth of the Canadian economy. Economic Action Plan 2015 proposes to
provide funding for Aboriginal labour market programming, including the Skills

and Partnership Fund, which provides skills development and training for
Aboriginal peoples, in partnership with businesses and other levels of government,

in order to equip them for jobs in high-demand sectors of the economy, including

in high-skilled occupations.
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Supporting Apprenticeship Training

Apprenticeship training plays an important role in Canada’s post-secondary

education system, providing skills and knowledge necessary to power and grow

the Canadian economy. Supporting the take-up and completion of apprenticeships,

followed by certification, contributes to increasing the supply of skilled labour.

Since 2006, the Government has recognized the importance of apprentices to

Canada’s economy and has committed substantial financial support to apprentices

and the employers that hire them.

Support for Apprentices

Federal government support for apprentices includes:

The Apprenticeship Incentive Grant, introduced in Budget 2006, is a taxable grant
of $1,000 per year, up to a maximum of $2,000 per person, available to registered
apprentices once they have successfully finished their first or second year/level
(or equivalent) of an apprenticeship program. Over 387,000 Apprenticeship
Incentive Grants have been disbursed since 2006.

The Apprenticeship Completion Grant, introduced in Budget 2009, is a taxable grant
of a maximum of $2,000 available to registered apprentices who have successfully
completed their apprenticeship training and obtained their journeyperson
certification in a designated Red Seal trade. Since 2009, approximately

137,000 Apprenticeship Completion Grants have been disbursed.

The Tradesperson’s Tools Deduction, introduced in Budget 2006, allows
tradespersons to deduct from their income part of the cost of eligible tools they must
acquire as a condition of employment. About 20,000 tradespersons claim this
deduction each year.

The Apprenticeship Job Creation Tax Credit, introduced in Budget 2006,
encourages employers to hire new apprentices in eligible trades by providing a

tax credit of 10 per cent of the wages payable to eligible apprentices in the first two
years of their apprenticeship program (up to a maximum credit of $2,000 per
apprentice, per year). More than 11,700 businesses benefitted from the credit

in 2013.

The fees eligible for the Tuition Tax Credit were extended starting in 2011 to include
occupational, trade and professional examination fees required to obtain a
professional status, or certification or license in order to practice a profession or
trade in Canada. It is estimated that more than 30,000 individuals are benefitting
from this enhancement each year.
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Support for Apprentices

Economic Action Plan 2013 created additional opportunities for apprentices by:

e Reallocating $4 million over three years to work with provinces and territories to
harmonize requirements for apprentices, as well as examine the use of practical
tests as a method of assessment, in targeted skilled trades.

¢ Introducing measures to support the use of apprentices through federal construction
and maintenance contracts, the Investment in Affordable Housing and infrastructure
projects receiving federal funding.

Economic Action Plan 2014 further supported apprentices by:

o Creating the Canada Apprentice Loan, which provides interest-free loans of up to
$4,000 per period of technical training to help registered apprentices in Red Seal
trades with the costs of training. It is estimated that at least 26,000 apprentices per
year will apply for over $100 million in loans.

¢ Introducing the Flexibility and Innovation in Apprenticeship Technical Training pilot
project to expand innovative approaches to the delivery of apprentice technical
training aimed at reducing non-financial barriers to completing training and
obtaining certification.

Supporting Apprentices at Every Stage

David is registered in a four-year apprenticeship program at his local community college
in Ontario to become a Heavy Duty Equipment Technician, which is a Red Seal trade.
The apprenticeship program consists of a combination of workplace-based training

and two months of in-class technical training per year over three years. David’s
expenses for this year include $400 in tuition and $2,500 in tools. David’s workplace-
based training allows him to earn $25,000 annually.

In recognition of the costs he incurs as an apprentice, David is able to receive $447 in
federal tax relief in 2015, including:

e $60 under the Tuition Tax Credit for his annual tuition of $400.

e $120 under the Education Tax Credit (based on a credit amount of $400 per month
for the in-class portion of his training).

e $20 under the Textbook Tax Credit (based on a credit amount of $65 per month for
the in-class portion of his training).

e $172 from the Canada Employment Credit, which provides a non-refundable tax
credit based on an amount of $1,146.

e $75 from the Tradesperson’s Tools Deduction, which allows tradespersons to deduct
from their income up to $500 of the total cost of eligible tools acquired in a taxation
year that exceeds the amount of the Canada Employment Credit.
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Supporting Apprentices at Every Stage

In addition to the personal income tax relief that David receives, his employer is eligible
for a tax reduction of $2,000 per year, the maximum credit under the Apprenticeship Job
Creation Tax Credit, during the first two years of David’s apprenticeship program.

David may also claim the Apprenticeship Incentive Grant of $1,000 during each of the
first two years of his apprenticeship program, and when he successfully completes his
apprenticeship program and obtains his provincial/territorial journeyperson certification,
he can apply for the Apprenticeship Completion Grant of $2,000.

In addition, David may apply for the Canada Apprentice Loan of up to $4,000 per period
of technical training to help pay for tuition, tools, equipment and living expenses.

Because he has paid premiums and meets all the Employment Insurance (EIl) program
eligibility requirements, David can receive El regular benefits when he begins his in-
class technical training. Although there is a normal two-week waiting period as an
apprentice, the waiting period would be waived for David’'s subsequent in-class
technical training sessions.

David could also be eligible for El Part Il support delivered in partnership with the
province under the Labour Market Development Agreement. El Part |l support could
cover training-related expenditures such as basic living expenses, relocation/commuting
costs, training materials and child care expenses.

Providing Support to Provinces and Territories
to Harmonize Apprenticeship Training

Economic Action Plan 2015 proposes to extend further support to the provinces and
territories to facilitate the harmonization of apprenticeship training and certification
requirements in targeted Red Seal trades.

The Government recognizes that skilled trades are essential to Canada’s economic
prosperity. To reduce barriers to accreditation in the skilled trades and improve
labour mobility, Economic Action Plan 2015 proposes to extend further support to
the provinces and territories for implementing recommendations made by the
Canadian Council of Directors of Apprenticeship to harmonize apprenticeship
training and certification requirements in targeted Red Seal trades. For example,
jurisdictions will work towards adopting common sequencing for technical training
curriculum content and similar total hours for training, both in-class and on-the-job.

This measure will directly benefit apprentices by ensuring that they are able to have
their credentials recognized in all Canadian provinces, making it easier to relocate to
work and train where the jobs are.
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Promoting Blue Seal Certification

Economic Action Plan 2015 proposes to provide $1 million over five years, starting in
2015-16, to promote the adoption of the Blue Seal Certification program across Canada.

The Blue Seal Certification program is designed to encourage journeypersons in
skilled trades to improve their business skills after they have achieved journeyperson
status. Under the program, journeypersons can obtain a Blue Seal by completing
150 hours of study in one or more of 18 business-related subject areas offered by an
approved training provider. Blue Seal Certification can help entrepreneurial
tradespeople succeed and encourage more journeypersons to start or expand their
own business, increasing the number of employers able to offer apprenticeship
positions. Currently, the Blue Seal Certificate is only awarded in Alberta and
Saskatchewan, with a similar certificate offered in the Atlantic provinces through
the new Atlantic Trades Business Seal Program.

In line with the Government’s commitments to encourage entrepreneurship,
Economic Action Plan 2015 proposes to provide $1 million over five years to
Employment and Social Development Canada’s Red Seal Secretariat to promote
the adoption of the Blue Seal Certification program across Canada.

Increasing awareness of Blue Seal certification nationally will increase
chances of business success for entrepreneurial tradespeople, [offer] more
succession planning options for retiring tradespeople, and [provide] additional
incentive for apprentices to complete their certification.

—Polytechnics Canada
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Fostering Training That Responds to
Employer Needs

Economic Action Plan 2015 proposes to provide a one-time investment of $65 million
over four years, starting in 2016—17, to business and industry associations to allow them
to work with willing post-secondary institutions to better align curricula with the needs
of employers.

In recent years the Government has taken important steps to reform the skills training
system to help Canadians acquire the skills that will get them hired or help them get
better jobs. Building on these actions, Economic Action Plan 2015 proposes to provide
a one-time investment of $65 million over four years, starting in 2016-17, to business
and industry associations to support partnerships between employers and willing
educational institutions. Through these partnerships, groups of employers and industry
organizations will work with willing post-secondary institutions to develop curricula
and programs that are aligned with the specific skills needs of the labour market.

For example, during the first phase of this initiative Canadian Manufacturers &
Exporters, Canada’s largest trade and industry association, will work with Siemens
Canada and several post-secondary institutions to develop a new curriculum in
support of an advanced manufacturing skills certification. This initiative would be
subsequently expanded to other industries, such as mining and forestry; employers,
including SMEs; and willing post-secondary institutions. This action will support the
productivity and competitiveness of Canadian employers while ensuring that post-
secondary students and recent graduates have the necessary skills to successfully
transition into the workforce.

Expanding Eligibility for Canada Student Grants

Economic Action Plan 2015 proposes to provide $184 million over four years,
starting in 2016—17, to expand eligibility for Canada Student Grants to students in
short-duration programs.

Since 2006, the Government has made significant investments in post-secondary
education to remove financial barriers and to streamline and modernize the Canada
Student Loans Program, including launching the new, consolidated Canada Student
Grants Program which took effect in 2009. During the 2012—-13 academic year, the
Canada Student Loans Program disbursed approximately $2.6 billion in loans to over
480,000 post-secondary students. During the same period, nearly 357,000 students
received a total of $695 million in Canada Student Grants, of which approximately
$515 million was provided to students from low- and middle-income families.
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Building on these initiatives, as announced by the Prime Minister on April 7, 2015,
Economic Action Plan 2015 proposes to expand the eligibility for the Low- and
Middle-Income Canada Student Grants to help Canadians acquire or upgrade their
skills for quick entry into the labour market.

Beginning in 2016-2017, Canada Student Grants will be made available to qualifying
low- and middle-income students enrolled in educational programs with a minimum
duration of 34 weeks. Currently, students must be enrolled in an educational program
with a minimum duration of 60 weeks to qualify. The expansion would help
approximately 42,000 additional students per year, including approximately

22,000 students at private career colleges, gain eligibility to Canada Student Grants.

This measure will help ensure that more students can pursue short duration
post-secondary programs that focus on practical skills and provide a quick
transition from education to employment.

Expanding Eligibility for Canada Student Grants

Tara is registered in a one-year dental assistant training program at her local career
college in British Columbia. She is from a family of four and is currently living at home.
Her parents’ combined income for 2014—15 was under $43,000.

Under the proposed program changes, Tara will be able to receive a Low-Income
Canada Student Grant of $125 for each month of study or the equivalent of $1,000 for
the duration of her training program.

Making Canada Student Loans Work
for Families

Economic Action Plan 2015 proposes to provide §119 million over four years, starting in
201617, to reduce the expected parental contribution under the Canada Student Loans
Program needs assessment process.

The Canada Student Loans Program currently assumes that parents will contribute a
specific amount to their dependent child’s education. Many parents of children in
post-secondary education are in a position to contribute to their child’s education,
but not all have the financial flexibility to do so. Canadian families can face
competing financial pressures as they care for aging family members while raising
children, or balance other obligations on the family budget. As a result, some post-
secondary students receive less support from the Canada Student Loans Program, or
none at all, under an assumption that their parents can contribute a specific amount.
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Economic Action Plan 2015 proposes to reduce the expected parental contribution
under the Canada Student Loans Program needs assessment process. Reducing the
parental contribution better recognizes the financial realities faced by Canadian
families. This measure would provide increased support to approximately

92,000 students.

Enhancing Canada Student Loans

Economic Action Plan 2015 proposes to provide $116 million over four years, starting in
201617, to eliminate in-study student income from the Canada Student Loans Program
needs assessment process.

Whether it is to help cover the costs of tuition, housing and basic necessities, or gain
valuable job experience, many students work while studying at post-secondary
institutions. The Canada Student Loans Program currently reduces support to
working students for every dollar earned above $100 per week. Economic Action
Plan 2015 proposes to remove this penalty for working by eliminating in-study
student income from the Canada Student Loans Program needs assessment process.
This change ensures that students can work and gain valuable labour market
experience while attending school without having to worry about a reduction in their
financial assistance. An estimated 87,000 students would receive increased loan
amounts as a result of the elimination of in-study income.

Enhancing Canada Student Loans

Marc is registered in a four-year Bachelor's degree at McMaster University. He is
from a family of four living in Ontario. His parents’ combined after-tax income for
2014-15 was $75,673. Marc works part-time while studying and earns approximately
$200 per week.

Under the current program requirements, since Marc earns more than the $100
in-study income limit, his financial assistance is reduced on a dollar-for-dollar basis.
Under the proposed changes, Marc will be eligible to receive an additional

$100 per week in Canada Student Loans. By eliminating in-study income from the
Canada Student Loans needs assessment, Marc will be able to continue working at
his part-time job without having to worry about a reduction in his financial assistance.

In addition, the amount of financial resources that Marc’s parents are expected to
contribute will be reduced. The current Canada Student Loans Program needs
assessment assumes Marc’s parents contribute $1,079 for each year of study. Under
the proposed changes, his parents will no longer be expected to contribute to his
post-secondary education, and his loan amount will increase by up to

$1,079 per year.
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Investing in Aboriginal Labour
Market Programming

Economic Action Plan 2015 proposes to provide $248.5 million over five years beginning
in 2015-16 to support Aboriginal labour market programming.

Over the next decade, approximately 400,000 young Aboriginal peoples will join the
approximately 900,000 Aboriginal peoples across Canada already of working age.
However, Aboriginal peoples continue to face barriers to employment, with many
requiring additional education and training to meet the needs of the Canadian labour
market. Economic Action Plan 2015 proposes to provide $215 million over five
years beginning in 2015-16 and $50 million per year thereafter to the Skills and
Partnership Fund, which provides skills development and training for Aboriginal
peoples, in partnership with businesses and other levels of government. This training
equips Aboriginal peoples for jobs in high-demand sectors of the economy,
including in high-skilled occupations. The proposed funding would complement

the $350 million provided annually for the Aboriginal Skills and Employment
Training Strategy.

Economic Action Plan 2015 also proposes to provide $33.5 million over five years
beginning in 2015-16 for administrative support for Aboriginal labour market
programs and to launch a pilot labour force survey on reserve in order to improve
available labour market information.

Improving Canadians’ Access to Computer
Equipment and Digital Skills

Economic Action Plan 2015 proposes to provide $2 million over two years, starting in
201617, to expand the Computers for Schools program, extending access to refurbished
computer equipment to non-profit organizations such as those that support low-income
Canadians, seniors and new Canadians.

The Computers for Schools program supports the refurbishment and reuse of surplus
government computer equipment so it can be donated to schools and other learning
organizations across the country. The program also provides students and recent
graduates with market-relevant skills and experience in information and
communications technology fields.
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Recognizing the important social and environmental benefits of this successful
program, Economic Action Plan 2015 proposes to provide $2 million over

two years, starting in 201617, to expand the Computers for Schools program and
extend access to refurbished computer equipment to a wider group of not-for-profit
organizations, including those that support low-income Canadians, seniors and new
Canadians. The program will be renamed to reflect its expansion to enable more
Canadians to fully participate in the digital economy.

Supporting Canadian Workers

Canada’s skilled and highly educated workforce is one of our key advantages in
competing and succeeding in the global economy. That is why, since 2006, the
Government has placed a strong emphasis on promoting labour force attachment,
enhancing skills training, building a fast and flexible economic immigration system,
and developing untapped potential in the labour market.

Through Economic Action Plan 2012, the Government took action to connect
unemployed workers with available jobs that match their skills and provide them
with additional support to find work through the introduction of the Connecting
Canadians with Available Jobs initiative. This initiative:

e Enhanced labour market information including online job postings to support
job search activities.

e  (larified the definition of “suitable work” and “reasonable job search” for
Employment Insurance claimants.

e Better connected the Temporary Foreign Worker Program and the Employment
Insurance program to help ensure Canadians are considered before temporary
foreign workers.
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Economic Action Plan 2013 announced that the Government would transform skills
training in Canada, ensuring that federal funding responds to the hiring needs of
employers. Most notably, Economic Action Plan 2013 announced the introduction
of the Canada Job Grant, which provides employers with the opportunity to
participate meaningfully as partners in the skills training system. The Canada Job
Grant provides up to $15,000 per year for training costs, including training and
training materials, with employers contributing on average one-third of the total costs
of training. The Grant is now available in all provinces and territories. Further, in
2014, the Government introduced a new generation of Labour Market Agreements
for Persons with Disabilities to better meet the needs of persons with disabilities and
employers. The Government is continuing the transformation of Canada’s skills
training system through the renegotiation of the $1.95-billion-per-year Labour Market
Development Agreements.

Support Through the Canada Job Grant ‘

The Canada Job Grant has provided funding to Oxygen Technical Services Limited,
an information technology service provider in Winnipeg. The support given to Oxygen
Technical Services through the Canada Job Grant will allow the company to provide
skills training and certification for 15 employees. Another recipient of the Canada Job
Grant is Dynalndustrial, a heavy industrial custom fabrication company in
Saskatchewan. Funding will support skills training in a wide range of areas, including
leadership, sales and crane operations.

In addition, the immigration system as a whole has undergone a significant
transformation since 2006, making it more efficient, flexible and responsive to ensure
it supports the needs of the Canadian labour market. As announced in Economic
Action Plan 2014, recent initiatives include:

e Significant reforms to the Temporary Foreign Worker Program to ensure
Canadians are considered first for available jobs and temporary foreign workers
are only used as a last and limited resort when Canadians are not available.

e The implementation of Express Entry, a new application management system
that allows the Government of Canada, provinces and territories, and employers
to actively target skilled immigrants under key economic immigration programs.
The new system was launched in January 2015.
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Economic Action Plan 2015 builds on these recent initiatives with new measures to:
promote labour force attachment through a renewal of the Employment Insurance
Working While on Claim pilot project; assist employers in meeting their skilled
labour shortages through improved labour market information and support for
labour market mobility; and better integrate new Canadians into the labour market
by providing access to foreign credential recognition loans.

Removing Disincentives to Work

Economic Action Plan 2015 proposes to provide up to $53.8 million over two years,
starting in 2015—16, to extend the current Employment Insurance Working While on
Claim pilot project to August 2016.

The Working While on Claim pilot project helps individuals stay connected to
the labour market by changing the way earnings are deducted from Employment
Insurance benefits in order to ensure that claimants always benefit from accepting
work. Under the current pilot, claimants can keep 50 cents of their Employment
Insurance benefits for every dollar they earn, up to a maximum of 90 per cent of
the weekly insurable earnings used to calculate their Employment Insurance
benefit amount.

The current Working While on Claim pilot project has demonstrated that it removes
disincentives for Employment Insurance claimants to accept available work and
encourages them to maintain a stronger attachment to the labour force. While these
results are encouraging, more information is necessary to support a permanent,
legislated approach. To this end, Economic Action Plan 2015 proposes to provide
up to $53.8 million over two years, starting in 2015-16, to extend the current
Employment Insurance Working While on Claim pilot project to August 2016.
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Improving Take-up of the Working Income
Tax Benefit

Economic Action Plan 2015 reaffirms the Government’s commitment to making work
more attractive to low- and modest-income individuals who face obstacles to joining or
staying in the workforce.

In Budget 2007, the Government introduced the Working Income Tax Benefit
(WITB), a refundable tax credit that supplements the earnings of low-income
workers. The WITB helps to reduce the “welfare wall” by ensuring that individuals
are in a better financial position when they secure employment. The WITB is a
central part of the Government of Canada’s objective of improving work incentives
for low-income Canadians.

Building on this important first step, the WITB was enhanced in Budget 2009 by

$580 million, effectively doubling the total tax relief provided by the WITB. About
1.5 million Canadian families currently benefit from the WITB. This includes about
900,000 single individuals receiving average benefits of about $700 and about

600,000 couples and single parents receiving average benefits of approximately
$1,000. However, some eligible workers may not be receiving benefits due to a lack
of awareness of the credit or difficulty in making a claim. The Government of Canada
will examine initiatives to further increase awareness and take-up of the WITB.

Enhancing Labour Market Information

Economic Action Plan 2015 confirms new investments in enhanced Labour Market
Information and proposes to reallocate $4 million over two years, starting in 2015—16,

to support the launch of a new one-stop national labour market information portal.

In addition, Economic Action Plan 2015 proposes to reallocate $7 million over two years,
starting in 2015—16, to support improved labour mobility.

Easy access to accurate, timely and comprehensive labour market information is
critical to the efficient matching of workers with jobs. It not only helps mitigate
labour shortages and avoid mismatches in the short term, but also helps students
make informed choices so that they train for jobs that will be in demand.
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This is why the Government of Canada launched a new Career Choice Tool to
inform young people about fields of study that are in demand. It is also why the
Government is making substantial new investments in labour market information,
including, as announced in June 2014, $14 million per year for a new Job Vacancy
Survey and a new National Wage Survey to provide timely and detailed information
on occupation demand and wages at the regional level.

In addition, in November 2014, the Government of Canada, along with its
provincial and territorial partners, endorsed a Framework for Labour Market
Information for Canada to ensure that governments work together to provide
Canadians with the high quality, easily accessible labour market information
products that they need. As a first step, the Government is proposing to reallocate
$4 million over two years to support the launch of a new one-stop national labour
market information portal, developed under the guidance of a national panel of
experts with representatives from governments, employer associations and other key
partners. This investment will lay the groundwork for a new way of developing and
disseminating labour market information, where partnerships are front and centre.

At the same time, the Government is supporting the mobility of Canadian workers
across provinces and territories so that they can move to where the job opportunities
are and employers have a larger pool of qualified skilled workers through:

e  The launch of a new labour mobility portal which will provide comprehensive
information to Canadians who wish to move for work.

e Animproved Job Bank that makes it easier for workers to find information on
job opportunities outside their local geographic area.

e Proposing to reallocate $7 million over two years, starting in 2015-16, for
targeted programming to support the relocation of youth and immigrants to
areas where job opportunities exist.

e Taking steps to ensure that Employment Insurance claimants are aware of their
job search responsibilities when moving or considering moving for work. The
Government will also ensure that individuals willing to move are not excluded
from Employment Insurance training opportunities across the country.

e Funding to provinces and territories to support the implementation of
recommendations to harmonize apprenticeship training and certification
requirements in targeted Red Seal trades.
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Ensuring Training Reflects Labour
Market Needs

As announced in Economic Action Plan 2013, the Government is retooling the
$1.95-billion-per-year Labour Market Development Agreements with provinces and
territories to reorient training towards labour market demand.

The Government is transforming Canada’s skills training system. In addition to
implementing the Canada Job Grant and a new generation of Labour Market
Agreements for Persons with Disabilities, in the last year progress has been made
towards retooling the $1.95-billion-per-year Labour Market Development
Agreements with provinces and territories to ensure that labour market
programming is responsive to the needs of both employers and job seekers and
that the unemployed are being connected with available jobs to get them back

to work sooner.

The Government has consulted broadly with employers, industry groups, regional
economic development groups, education and training institutions, service providers
and subject-matter experts. Employers indicated that they welcome an increased role
in training decisions, and stakeholders suggested new ways to better train Canadians
for available jobs.

The Government is continuing to work closely with provinces and territories
towards the implementation of retooled Labour Market Development Agreements
that will encourage greater employer participation in skills training decisions and
ensure that training is better aligned with job opportunities.
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Removing Financial Barriers to Foreign
Credential Recognition

Economic Action Plan 2015 proposes to reallocate up to $35 million over five years,
starting in 2015—16, to make the Foreign Credential Recognition Loans pilot project
permanent to support internationally trained workers in their pursuit of foreign
credential recognition.

Internationally trained workers, including skilled immigrants and Canadians with
international training or education, make an essential contribution to Canada’s
labour market and economy. However, 36 per cent of immigrants encounter
financial barriers to completing the foreign credential recognition process. In 2011,
the Government introduced the Foreign Credential Recognition Loans pilot project
to provide loans to foreign-trained individuals to help cover the costs of the
credentialing process. Under the first two years of the pilot project, nearly

1,500 loans totalling $9 million were disbursed with average loan amounts of
approximately $6,000 nationwide. This shows that the Foreign Credential
Recognition Loans pilot project is meeting a demonstrated need encountered by
newcomers to Canada trying to get jobs in their field. Building on this success,
Economic Action Plan 2015 proposes to make the Foreign Credential Recognition
Loans pilot project permanent. This further action will help foreign-trained
individuals get their credentials recognized faster and obtain jobs in their

fields sooner.

This pilot project brings government, non-profit organizations and private
stakeholders together to provide financial assistance to internationally trained
workers. It helps newcomers follow their career paths in Canada and integrate
into Canadian society.

—Queenie Choo, CEO of S.U.C.C.E.S.S
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Foreign Credential Recognition Loans

Angela is an international pharmacy graduate from the Philippines. After coming to
Canada in 2012, Angela worked as a pharmacy assistant while pursuing her licence as
a pharmacist. In April 2013, she received a Foreign Credential Recognition loan, which
helped cover the costs associated with training and examinations. Angela has since
been hired as a pharmacist.

Labour Market Integration of New Canadians

Economic Action Plan 2015 reaffirms the Government’s commitment to the labour market
integration of new Canadians by committing to explore ways to respond to the recent
report of the Panel on Employment Challenges of New Canadians.

The Government remains committed to supporting the economic prosperity of new
Canadians. In October 2014, the Government appointed a Panel on Employment
Challenges of New Canadians to consult with immigrant-serving organizations,
regulators, employers and other stakeholders. Consultations were held in
Vancouver, Calgary, Saskatoon, Toronto, Ottawa, Montreal and Halifax, as well as
online, with over 750 stakeholders sharing their experiences and feedback on ways to
help transition new Canadians into jobs aligned with their skills and experience.

Released in April 2015, the Panel’s report, Survival to Success: Transforming Immigrant
Outcomes, indicates that more can be done to make the foreign credential recognition
process faster and easier, and to connect immigrants with the right jobs.

Economic Action Plan 2015 reaffirms the Government’s commitment to improve
the labour market integration of new Canadians. The Government is closely
reviewing the Panel’s findings and exploring how to best respond to

its recommendations.
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Reforming the Temporary Foreign
Worker Program

Economic Action Plan 2015 confirms the Government’s commitment to ensuring that
the Temporary Foreign Worker Program continues to promote Canada’s economic
and labour market interests.

The Government remains committed to reforming the Temporary Foreign Worker
Program to ensure the program is used as intended and that Canadians are given
the first chance at available jobs. In 2014, the Government announced significant
reforms to the Temporary Foreign Worker Program and introduced the
International Mobility Programs.

The Government will continue to implement these reforms, including introducing
legislation to allow the Government to set relevant fees in a timely manner, to ensure
that the Temporary Foreign Worker Program continues to promote Canada’s
economic and labour market interests.

Ensuring a Fast and Flexible Economic Immigration System

Since 2006 the Government of Canada has put in place a number of measures to
ensure that Canada’s immigration system is fast, flexible and supports Canada’s
labour market by promoting job creation and economic growth:

e As of January 1, 2015, skilled foreign workers have access to Express Entry,
a new electronic application management system for Canada’s key economic
immigration programs. Express Entry selects the top economic immigrants who
are most likely to succeed in Canada and contribute to the Canadian economy,
the labour market and communities. In turn, Express Entry helps newcomers
participate more fully in the economy and integrate more quickly into Canadian
society. Express Entry will help ensure the immigration system addresses
Canada’s economic and labour market needs while reducing backlogs and
improving processing times.

e As of April 1, 2013, Canada’s Start-Up Visa, the first of its kind in the world, is
targeting a new type of immigrant entrepreneur who has the potential to build
innovative companies that can compete on a global scale and create jobs.

The Start-Up Visa links immigrant entrepreneurs with experienced private sector
organizations that have expertise in working with start-ups.

e The Foreign Credential Recognition Program is a key component of the
Government of Canada’s commitment to attract, select and integrate skilled
immigrants into the Canadian economy and society. Achieving Canada’s economic
potential requires that immigrants and newcomers have the opportunity to use their
skills and talents to the fullest. The Foreign Credential Recognition Program offers
strategic financial support to provincial and territorial governments, regulatory
bodies, national associations and credential assessment agencies to facilitate
the assessment and recognition of credentials acquired in other countries.
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Ensuring a Fast and Flexible Economic Immigration System

e The Pan-Canadian Framework for the Assessment and Recognition of
Foreign Qualifications sets out a shared national vision by federal, provincial and
territorial governments to improve the foreign credential recognition processes
across Canada and enhance the labour market outcomes of internationally trained
individuals. The Framework applies to all regulated occupations but targets certain
occupations to ensure that processes and supports are in place to enable the
timely recognition of foreign credentials. Targeted occupations include dentists,
engineering technicians, licensed practical nurses, medical radiation technologists,
physicians and teachers (K-12). Skilled trade occupations are also integral to
the Framework.

Ensuring a Safe and Healthy Workplace

The Government of Canada is committed to ensuring safe, fair and productive
workplaces. It has taken important steps in collaboration with employers to help
support and protect Canadian workers. Building on this, Economic Action Plan
2015 proposes to amend the Canada Labour Code to strengthen protections related to
occupatio