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Executive Summary

Gifting publicly-listed securities from an exercise of stock options to charity can be
a tax-efficient way to give more to your favourite cause. If you work for a publicly-
traded company and you get stock options, then you may want to consider using
them to make a gift to charity. Why? With a little planning, gifting these securities
can eliminate the taxable employment benefit that normally arises when exercising
employee stock options. In this piece, we take a look at this tax-efficient way to
support the causes that matter to you while maximizing the value of your gift.

We are working on an update to this report, due to proposals in the 2024
federal budget (among them, an increase to the capital gains inclusion rate)
that may affect the content below. For more information, please see the CIBC
report titled 2024 federal budget: Selected measures, or Budget 2024 from
the federal government.
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Taxation of stock donated upon option exercise

In general, when an employee stock option is exercised the
difference between the exercise price and the fair market

value of the securities is included in income as an employment
benefit.! For qualifying options?, you can claim an offsetting
deduction equal to one-half of the benefit, so that only 50%?3 of
the stock option benefit is taxed at your marginal rate.*

When you donate stock received upon exercising employee
stock options to a registered charity—including your private
foundation or donor advised fund—you'll get a charitable tax
receipt for your gift's fair market value. You can use this to claim
a charitable donation credit. Also, you may be able to claim a
tax deduction equal to another one-half of the taxable benefit
of exercising the option. This means that the entire employee
stock option benefit is effectively tax-free.”

How to donate using options

To claim this additional tax deduction, you need to make the gift
in one of the two ways listed below:

1. Exercise the options, receive the securities and donate them to a
registered charity within 30 days of the exercise and in the same
calendar year. Be careful if you're exercising the securities near
year end as this will shorten the time to donate them to charity.

2. Alternatively, you can direct the broker to exercise your
securities, sell them and pay the proceeds directly to the
charity. Most brokers will have a written form for this
direction. Note that it's important you don't receive the
proceeds in your own account—this method only works if the
proceeds are paid directly to the charity from the broker.

With a little planning, you can eliminate taxes on your
stock options while helping a cause that matters to you.

No capital gains tax

You can also eliminate any capital gains tax when you gift the
publicly-listed securities.® If you exercise the options and the
securities’ value increases during the 30-day window, any
capital gain accrued between the date the securities were
acquired and the date they were donated to charity, is eligible
for the full exemption from capital gains tax.

Other requirements

Here are some of the other requirements to be able to claim
the tax deductions related to the exercise of the stock options
and the donation of the securities to charity:

1. You're an employee

2.You're arm’s length from your employer

3. The options are for publicly-listed securities

4.The securities have characteristics like common shares

5.The exercise price for the options is at least the fair market
value at the time the options were granted

6.The options were either:
a. Issued before July 1, 2021

b.Issued by an employer whose annual gross revenue does
not exceed $500 million, or

c. For each applicable vesting year, for securities with a fair
market value of $200,000 or less as of the date of grant’

We recommend you have your tax professional confirm if you
can claim the tax deduction.
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Withholding tax

When you exercise options, your employer (via your broker) is
required to withhold tax on the exercise. Withholding tax is not
required, however, on the portion of the taxable benefit reduced
by a deduction. It is also not required when you exercise your
options, and direct your broker to sell the securities and gift all the
proceeds to charity. To get the full deduction you need to request
that the broker not withhold tax and gift 100% of the proceeds to
charity. Please confirm with your payroll administrator whether
they will continue to withhold on a portion of the taxable benefit
when securities are donated in-kind to the charity.

Cashless exercise

When you exercise options, generally you need to pay the
exercise price for the options. But if instead, you direct your
broker to deduct the exercise price from the proceeds of selling
the securities (known as a “cashless exercise”), then the charity
won't receive the full proceeds. In this case, you'll end up paying
tax on the portion of the proceeds not given to charity.

Example

Florence has an option to purchase 1,000 securities of ABC Corp.
at $4 and the securities are now worth $10. She doesn't want to
pay the $4,000 to exercise the option and purchase the securities,
so she instructs her broker to exercise the options and pay the
proceeds to charity. In this case, the charity receives $6,000, which
is the proceeds of $10,000 less the exercise price of $4,000.

Since Florence is only sending a portion of the proceeds to charity,
her tax deduction will be prorated for her $6,000 gift.? If Florence
wants to fully eliminate the tax on the exercise, she will need to
pay the exercise price of $4,000 herself, and gift the full $10,000
to charity. Florence may want to speak with her CIBC advisors to
determine if any additional planning opportunities are available to
fund the exercise costs.

Owning more of the same securities

You may already own the same securities (“identical
properties”) as in your stock option agreement. In this case,
you'll need to designate the optioned securities as the securities
gifted in your income tax return for the year of disposition. To
make this designation, there can be no other acquisitions or
dispositions of the same securities from the date of the exercise
until the date the securities are gifted.

Designating the optioned securities makes sure you have
gifted the right securities in the 30-day window and it sets the
cost base of the gift at the cost base for the exercised options.
Without this designation, the cost base would be the weighted
average of all the securities you hold, which is required under
the averaging rule for identical properties.

What's your option?

With a little planning, you can eliminate taxes on your stock
options while helping a cause that matters to you. Contact your
tax professional to ensure this strategy is right for your financial
situation.
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CIBC Family Office helps you and your family manage the complexities of multi-generational wealth. Working with our clients to
help them organize and understand the intricacies of wealth ownership, we develop a plan that is tailored to each individual family,
responsive to the needs of each member and reflects the family's current and future vision.
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! For employee stock options granted by Canadian-controlled private corporations (CCPCs), the income inclusion is generally deferred until the securities are sold.

2 To qualify for this deduction, among other requirements, the option price can't be less than the fair market value of the securities at the time the option was granted.
3 For Quebec taxation, this deduction is reduced to 25% for some employee stock options.

4 For options granted after June 30, 2021, there may be a limit to the amount of stock options granted annually that qualify for the deduction.

5 Under proposed alternative minimum tax (AMT) rules that start in 2024, 30% of the employee stock option benefit from exercising qualifying options on publicly traded
securities that are donated would be included in adjusted taxable income when calculating AMT. This might result in AMT for the year.

¢ Under proposed AMT rules that start in 2024, 30% of capital gains on publicly listed securities that are donated in-kind would be included in adjusted taxable income. This
might result in AMT for the year.

7 For employers with annual gross revenues exceeding $500 million, you can gift securities from each vesting year with a greater value, but only the securities worth
$200,000 as of the date of grant from each vesting year are eligible for these deductions.

8 In the example she can claim 60% of the 50% tax deduction. Since she can claim the other 50% tax deduction for employee stock options, she will only be taxable on 20%
of the taxable benefit.

This report is published by CIBC with information that is believed to be accurate at the time of publishing. CIBC and its subsidiaries and affiliates are not liable for any errors
or omissions. This report is intended to provide general information and should not be construed as specific legal, lending, or tax advice. Individual circumstances and current
events are critical to sound planning; anyone wishing to act on the information in this report should consult with their financial, tax and legal advisors.

“CIBC Private Wealth" consists of services provided by CIBC and certain of its subsidiaries, through CIBC Private Banking; CIBC Private Investment Counsel, a division of CIBC
Asset Management Inc. (“CAM"); CIBC Trust Corporation; and CIBC Wood Gundy, a division of CIBC World Markets Inc. (“"WMI"). CIBC Private Banking provides solutions
from CIBC Investor Services Inc. (“ISI"), CAM and credit products. CIBC Private Wealth services are available to qualified individuals. The CIBC logo and “CIBC Private Wealth"
are trademarks of CIBC, used under license.
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