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On 7 February 2025, the Department of Finance confirmed with EY tax professionals that
the deferral of the proposed increase in the capital gains inclusion rate extends to all
proposed consequential amendments to the Income Tax Act, including the proposed
amendments to the employee stock option deduction.

On 31 January 2025, the government announced that the proposed increase in the capital
gains inclusion rate from one-half to two-thirds, for capital gains exceeding $250,000 annually
for individuals and all capital gains realized by corporations and most types of trusts, will be
deferred from 25 June 2024 to 1 January 2026.1

The employee stock option deduction is intended to reflect the capital gains inclusion rate so
that employee stock options that meet certain conditions are effectively taxed at the same
rate as capital gains. Therefore, the draft legislation that included the proposed increase in
the capital gains inclusion rate to two-thirds also proposed a corresponding reduction in the
employee stock option deduction from one-half to one-third. As expected, the government
has confirmed that the implementation of the corresponding proposed changes to the
employee stock option deduction is also deferred until 1 January 2026.

Except in the case where options exercised were granted for shares of a Canadian-controlled
private corporation, income tax must be withheld on the employment benefit received on the
exercise or disposition of an option. The employee stock option deduction can be taken into
account in determining the amount of income tax to withhold where the stock options meet
the necessary conditions to qualify for the employee stock option deduction.

L For more information, see EY Tax Alert 2025 Issue No. 6, Federal government announces EY
deferred implementation date of the capital gains inclusion rate change.
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As a result of the deferral of the implementation date, a stock option deduction of one-half
can be used for purposes of determining the amount of income tax to withhold for employee
stock options exercised or disposed of in 2025 that qualify for the stock option deduction.

Further, due to the recent changes and ongoing challenges for those filing information
returns, on 19 February 2025, the Canada Revenue Agency (CRA) announced that it will not
assess late-filing penalties for information returns that are normally due on 28 February
2025, provided the information returns are filed by 7 March 2025. If the T4 information
return is not filed by 7 March 2025, late-filing penalties will be applied on the basis of the
original 28 February due date (i.e., if the T4 information return is filed on 8 March 2025,

it will be considered to be eight days late).

Note that the CRA also announced an extended period of relief from late-filing penalties in
circumstances where information reported on certain information returns needs to be
recalculated as a result of the deferred implementation of the increase in the capital gains
inclusion rate. The extended relief period ends on 17 March 2025. At the time of writing, it
was unclear whether this further extension would apply to T4 information returns requiring
the recalculation of employee stock option deductions.

Revenu Québec administers taxation separately for the province of Quebec. For stock options
that qualified for the one-half employee stock option deduction for Quebec tax purposes,
Quebec has indicated that this one-half stock option deduction will continue to apply to stock
options exercised or disposed of before 1 January 2026.

At the time of writing, Revenu Québec has not announced late-filing penalty relief with
respect to information returns.

Learn more

For more information, contact your EY or EY Law advisor, or one of the following
professionals.

Lawrence Levin
+1 416 943 3364 | lawrence.levin@ca.ey.com

Viktoria Maguire
+1 416941 1891 | viktoria.maguire@ca.ey.com

Edward Rajaratnam
+1 416943 2612 | edward.rajaratham®ca.ey.com

Finance confirms employee stock option change deferred to 2026 | 2


https://www.canada.ca/en/revenue-agency/news/newsroom/tax-tips/tax-tips-2025/update-filing-information-returns.html
mailto:lawrence.levin@ca.ey.com
mailto:viktoria.maguire@ca.ey.com
mailto:edward.rajaratnam@ca.ey.com

EY | Building a better working world

EY is building a better working world by creating new value
for clients, people, society and the planet, while building
trust in capital markets.

Enabled by data, Al and advanced technology, EY teams
help clients shape the future with confidence and develop
answers for the most pressing issues of today and
tomorrow.

EY teams work across a full spectrum of services in
assurance, consulting, tax, strategy and transactions.
Fueled by sector insights, a globally connected,
multidisciplinary network and diverse ecosystem partners,
EY teams can provide services in more than 150 countries
and territories.

All'in to shape the future with confidence.

EY refers to the global organization, and may refer to one or
more, of the member firms of Ernst & Young Global Limited,
each of which is a separate legal entity. Ernst & Young
Global Limited, a UK company limited by guarantee, does
not provide services to clients. Information about how EY
collects and uses personal data and a description of the
rights individuals have under data protection legislation are
available via ey.com/privacy. EY member firms do not
practice law where prohibited by local laws. For more
information about our organization, please visit ey.com.

About EY's Tax Services

EY's tax professionals across Canada provide you with deep
technical knowledge, both global and local, combined with
practical, commercial and industry experience. We offer a range
of tax-saving services backed by in-depth industry knowledge.
Our talented people, consistent methodologies and unwavering
commitment to quality service help you build the strong
compliance and reporting foundations and sustainable tax
strategies that help your business achieve its potential. It's how
we make a difference.

For more information, visit ey.com/ca/tax.

About EY Law LLP

EY Law LLP is a national law firm affiliated with EY in Canada,
specializing in tax law services, business immigration services
and business law services.

For more information, visit eylaw.ca.

About EY Law's Tax Law Services

EY Law has one of the largest practices dedicated to tax
planning and tax controversy in the country. EY Law has
experience in all areas of tax, including corporate tax, human
capital, international tax, transaction tax, sales tax, customs and
excise.

For more information, visit http://www.eylaw.ca/taxlaw

© 2025 Ernst & Young LLP. All Rights Reserved.
A member firm of Ernst & Young Global Limited.

This publication contains information in summary form, current as of the
date of publication, and is intended for general guidance only. It should
not be regarded as comprehensive or a substitute for professional advice.
Before taking any particular course of action, contact EY or another
professional advisor to discuss these matters in the context of your
particular circumstances. We accept no responsibility for any loss or
damage occasioned by your reliance on information contained in this
publication.

ey.com/ca


http://www.eylaw.ca/taxlaw

	Finance confirms employee stock option change deferred to 2026

