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Donating securities
‘in-kind’ to charity

Tax-optimizing your philanthropy

When it comes to charitable donations, our first thought is to make a donation in the form of
cash. However, there are a variety of ways to support your favourite charitable causes, one of
which is to donate publicly traded securities in-kind.

The Canada Revenue Agency (CRA) defines a publicly traded security to include a share, debt
obligation or right listed on a designated stock exchange, a share of the capital stock of a
mutual fund corporation, a unit of a mutual fund trust, an interest in a related segregated fund
trust or a prescribed debt obligation.

When such securities are donated in-kind from a non-registered account, a tax receipt is
issued for their fair market value (FMV) on the donation date. As with cash donations, a tax
credit can then be claimed to reduce your income tax bill. In addition, in-kind donations can
cost you less, and there is no reduction in what the charity receives.

How the donation tax credit works

When you make charitable donations, both the federal and provincial governments allow you to claim a credit
against the income tax you owe. The tax credit is based on the total dollar value of all donations in the year, no
matter how many individual donations you make. The value of the credit varies by province, with the credit rate
ranging from 20% to 25% on your first $200 of annual donations, and 40% to 54% on the amount over $200.

You can claim donations up to 75% of your net income in a year. Donations not claimed in the current year can be
carried forward to be used in any of the next five years. This assures that a large single donation can be fully
utilized, even if it exceeds the net income threshold. As well, this gives you flexibility if it is more beneficial to
forego claiming the entire credit in the current year, and instead strategically spread it across multiple years.

For more on the principles of the donation tax credit, see our article “Three tax strategies for charitable giving.”

Donating cash or selling appreciated securities?

Most people make periodic charitable donations in cash, but that may not be optimal when you own securities that
have appreciated in value. Cash is worth what you have in your hands, but appreciated securities carry a waiting
tax liability, with half of the capital gain being taxable when there is a sale or disposition under current rules.

Let’'s say you want to contribute to a local charity’s capital fund, and you have equal balances in your chequing
account and your (appreciated) securities account. If you write a cheque, you still have your securities, but with
their pending tax liability. If you sell the securities to make the donation, there is less money available for the
donation due to the tax, which means that either the charity gets less, or you need to top up the donation from
your chequing account.

One way or another, you or the charity will bear the brunt of the tax in these two scenarios. The question is
whether there is a way for you to keep your fully spendable chequing balance, while making the maximum
donation to the charity using your securities? This is where in-kind donations come in.



Donating securities in-kind to eliminate tax on capital gains

Typically, when there is a change of ownership of a security, a disposition is deemed to occur, and a capital gain
or capital loss is triggered. However, when a security is transferred directly to a registered charity as a donation,
the tax on any capital gain is reduced to zero. We can illustrate this with the following example:

e Donoris in a 40% combined federal-provincial tax bracket in a province with a top donation credit rate of 50%
e $10,000 donation, using a security with $10,000 FMV and $6,000 adjusted cost base (ACB)
e There has already been $200 in charitable donations made elsewhere this year

Sell Securities, Donate Securities

Donate Cash Directly

FMV of securities $10,000 $10,000
ACB of securities $6,000 $6,000
Capital gain $4,000 $4,000
Taxable capital gain $2,000 $0
Tax on capital gain $800 $0
Available for donation $9,200 $10,000
Top-up from chequing $800 $0
Total donation $10,000 $10,000
Tax savings from donation credit $5,000 $5,000
Total cost of donation $5,800 $5,000

Donating securities in-kind to trigger a capital loss

The donation of appreciated securities is attractive, as we have just outlined. However, donating depreciated
securities can also be a viable option, especially when it comes to your year-end tax planning.

When you donate depreciated securities, you trigger a capital loss that will be applied against capital gains
realized in that same tax year. You can then carry back any remaining capital loss to offset capital gains in the
three previous tax years or carry those losses forward indefinitely. So not only will you receive a tax credit for the
FMV of the donated securities, you will also be reducing your tax bill if you have realized capital gains elsewhere.

Seeking Professional Guidance

This article is intended to provide a broad overview of donating securities in-kind. It is important that you engage
in the services of a tax professional to discuss these matters and to obtain the appropriate advice.

Mutual funds are offered through Credential Asset Management Inc. and Qtrade Asset Management (a tradename of Credential Asset
Management Inc). Mutual funds and other securities are offered through Qtrade Advisor and Credential Securities, a division of Credential
Qtrade Securities Inc. Credential Securities is a registered mark owned by Aviso Wealth Inc.

Aviso Wealth Inc. (“Aviso Wealth”) is the parent company of Credential Qtrade Securities Inc. (“CQSI”), Credential Asset Management
(“CAM"), Qtrade Asset Management (“QAM”) and Northwest & Ethical Investments L.P. (“NEI"). NEI Investments is a registered trademark
of NEI. Any use by CQSI, CAM, QAM or NEI of an Aviso Wealth trade name or trademark is made with the consent and/or license of Aviso
Wealth. Aviso Wealth is a wholly-owned subsidiary of Aviso Wealth Limited Partnership, which in turn is owned 50% by Desjardins
Financial Holdings Inc. and 50% by a limited partnership owned by the five Provincial Credit Union Centrals and the CUMIS Group Limited.

The information contained in this article was obtained from sources believed to be reliable; however, we cannot guarantee that it is
accurate or complete. This material is for informational and educational purposes and it is not intended to provide specific advice including,
without limitation, investment, financial, tax or similar matters. This document is published by CQSI and CAM and unless indicated
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