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Recommendations

Recommendation 1: That the Government of Canada create a new program that would allow
individuals to withdraw up to $100,000 from their RRSP/RESPs to make a down payment on the
purchase of a new or existing business without having to pay tax on the withdrawal.

Recommendation 2: That the Government of Canada increase the Small Business Deduction
(SBD) threshold to $750,000 and index the threshold to the CPI.

Recommendation 3: That the Government of Canada create a tax incentive that allows older
workers (over 60) to earn up to $20,000 from part-time work without resulting in them moving into
a higher tax bracket.
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OVERVIEW

The past five years have been marked by significant instability for the Canadian economy. As a result,
Small and Medium Enterprises (SMEs), which form the backbone of Canada's economy, have been
unable to make strategic investments in their businesses that could promote growth both nationally and in
local communities from coast to coast to coast.

In light of ongoing trade tensions with our largest trading partner, the Government of Canada must take
targeted actions to harness the collective strength of franchise and non-franchised small businesses
across Canada to strengthen local communities in every corner of the country.

Franchising is a unique licensing model that offers everyday Canadians interested in owning their own
business the opportunity to do so with the backing of an established franchise system. Many well-known
franchise brands that are recognized across Canada and throughout the world are owned and operated
by franchisees who live and work in their local community. Franchise business owners are small business
owners who are in business for themselves, but not by themselves.

The Canadian Franchise Association (CFA) argues that the main barriers to unlocking SME growth are
the costs of doing business, access to capital, and access to labour. As the Government of Canada
prepares to develop its upcoming budget, addressing these issues will be crucial to ensuring small
businesses continue to be the backbone of the Canadian economy.

Recommendation 1: The Government of Canada should establish a new program that would allow
individuals to withdraw up to $100,000 from their RRSPs or RESPs to make a down payment on
the purchase of a new or existing business without incurring immediate tax on the withdrawal.

Raising capital to purchase a new or existing business is a significant challenge that entrepreneurs face.
Many Canadians have funds in their RRSPs or RESPs that could be used to help finance such
purchases.

The CFA believes that permitting individuals to borrow up to $100,000 from their RRSPs or RESPs to
assist in financing the purchase of a business, without facing immediate tax penalties associated with the
loan, would assist everyday Canadians in realizing the dream of owning their own business.

These funds would provide a new source of capital for the business while requiring that the owner

repay the amount through structured repayments. The Home Buyers’ Plan (HBP) could serve as a model
for such a program. The borrowed amount would need to be repaid to the RRSP or RESP on a non-
deductible basis beginning in the second calendar year after the loan.

This approach would enable those ready to start a business to unlock their retirement savings for the
funding of a new or existing business.

We recommend some restrictions on the proposal, similar to those included in the HBP, so as not to allow
abuse, including disallowing the use of RRSP or RESP funds for refinancing an existing business.
Canada’s banking system already provides multiple avenues to support this goal.

Furthermore, a comparable program exists in the United States, where individuals are allowed to borrow
from their 401(k) accounts to finance a new business venture. The IRS allows individuals to borrow up to
$50,000 or half of their vested balance, whichever is less.
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Recommendation 2: That the Government of Canada increase the Small Business Deduction
threshold to $750,000 and index it to the Consumer Price Index (CPI).

While the CFA appreciates government support for small businesses during the toughest days of the
COVID-19 pandemic, the Small Business Deduction (SBD) threshold has remained static and has failed
to keep pace with the current economic reality.

The SBD has long been a tool to promote the growth of Canadian small businesses by allowing more
capital to be reinvested into the business. Small businesses are well-known for being key drivers of
employment and economic growth in Canada. Accordingly, both the Government of Canada and
provincial governments have recognized the sector’s importance and provided the benefit of the SBD to
support the sector’s health and encourage growth.

To account for the impacts of inflation, the federal government and most provincial governments have
indexed their personal income tax systems. However, this is not the case for the business tax system. As
a result, businesses face hidden tax increases each year because the deduction threshold has remained
static.

The SBD threshold has remained unchanged at $500,000 for the last 16 years. During that period, the
CPI has increased by nearly 44%. To put that in perspective, for the SBD threshold to have the same
financial impact as it did in 2009, it would need to increase by almost $225,000. The CFA believes that an
increase to $750,000 in the upcoming budget is a reasonable first step. Furthermore, indexing the
threshold to the CPI would ensure its value is not eroded over time.

For context, most franchised small businesses work on narrow margins where every penny counts. They
are local small businesses run by local franchisees who live, work, and contribute to their communities.
The CFA is concerned that expenses for those small businesses have increased dramatically recently,
leaving less money for salaries and capital investments. In fact, this has led to a reduction in discretionary
spending on local community projects and sponsorships as well.

Recommendation 3: That the Government of Canada create a tax incentive that allows older
workers (over 60) to earn up to $20,000 from part-time work without resulting in them moving into
a higher tax bracket.

Many franchised and non-franchised small businesses continue to struggle with ongoing and significant
issues in filling and retaining jobs across all wage levels. As a result, they are unable to reach their full
potential, limiting the positive impact these businesses could have on the overall economy.

Government decisions over recent years have only exacerbated the issue by further shrinking the overall
labour pool. Additionally, with the government's plan to reduce the number of non-permanent residents in
Canada to about 2 million (5% of the population), small businesses will likely continue facing persistent
labour shortages as the workforce adapts.

One way to mitigate the effects of these rapid immigration changes is to tap into the expanding 60-plus
segment of the population. Canadians aged 60 and over have valuable experience that could help ease
ongoing labour shortages. However, many older Canadians face tax challenges that discourage them
from re-entering the workforce. Often, those who do return face higher taxes because their retirement
income (RRSP, RRIF, investment income, etc.), combined with earnings from a modest part-time job, can
push them into a higher tax bracket. This can negate the benefits of returning to work, even on a part-
time basis.

The CFA advocates that the non-refundable tax credit for career extension, currently offered by Quebec
to encourage workers aged 60 or older to stay or rejoin the workforce, should serve as a model for a
federal equivalent. It reduces the income tax payable on their eligible work income exceeding $5,000.
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Under Quebec’s program, the maximum tax credit is:
* $1,400 if you were between 60 and 64 on December 31, 2024
« $1,540 if you were 65 or older on December 31, 2024

The credit is reduced based on eligible work income. If one's eligible work income for 2024 exceeds
$38,945, the credit is decreased by 5% of the excess income. However, there is no reduction if you were
born before January 1, 1951, and your credit would be $560 or less.

Conclusion

The Government of Canada is well placed to use the current trade-related uncertainties as an opportunity
for Canadian businesses to contribute to building a strong, resilient, and unified economy. While Canada
has a proud history of innovation and diligent effort, recent years have seen this entrepreneurial drive
dampened by instability and excessive regulation.

Members of the Canadian Franchise Association actively serve their local communities across the
country. They are small business owners who live, work, and create jobs locally, all while supporting their
families.

Today, small businesses face ongoing economic challenges such as labour shortages, inflation, and
increased borrowing costs. These issues have caused many to cut hours, raise prices due to increased
costs, and delay investments needed for growth.

Uncoordinated increases in business expenses across various levels of government further strain small
businesses’ profitability. For instance, a typical small business might encounter annual hikes in minimum
wage, CPP, El, workers' compensation, employer health taxes, and property taxes. It is crucial for
governments to collaborate in supporting small businesses to develop a stronger, more resilient economy.

The CFA believes these straightforward recommendations can promote economic growth and encourage
everyday Canadians to realize the dream of owning their own business through the power of franchising.

We welcome the opportunity to discuss these recommendations and are available at your convenience.
For more information, please contact Derek Robertson, Head of Government Relations & Strategic
Partnerships, at drobertson@cfa.ca.
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About the CFA

The Canadian Franchise Association (CFA) is the national, not-for-profit association of more than 600
corporate members representing over 78,000 franchise small business owners of more than 67,000
franchise establishments.

Each year Canadian franchises:

- Contribute more than $133 billion per year to the Canadian economy.
- Create nearly 2 million jobs.

- Pay nearly $70 billion in wages.

- Enable 78,000 Canadians to be their own boss.

- Contribute nearly $32 billion in federal and provincial taxation.

CFA members represent a diverse cross-section of businesses and over 60 sectors in Canada. Our
members range from large, established franchise systems, to smaller or emerging franchise brands.
Members share the conviction that their commitment to excellence improves franchising for everyone
involved, including franchisors, franchisees, suppliers, and customers.



