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Act now before sweeping tax changes

Do you know how the 
proposed changes will 
affect you, your family, 
and your business?

On July 18, 2017, the 
Department of Finance 
proposed significant changes 
to the tax treatment for 
income splitting, the lifetime 
capital gains deduction, and 
other complex tax rules 
directly affecting many private 
corporations and trusts. The 
proposed changes are far 
reaching, could affect many 
corporations in Canada, and 
may cause a different approach 
to year end planning.

Your KPMG adviser can help you assess the effects of these proposed 
changes and consider planning opportunities before any changes are enacted. 
We can also keep you apprised of the progress of these proposals as they 
move through the legislative process. Historically, many proposed changes 
from the Department of Finance do become law. 

You need to know
Income splitting using private corporations 

 – The main purpose of the proposed rules is to prevent a higher-income 
taxpayer from being able to split income with any related individual or 
family member where the individual is not actively involved in the business 
and where it can be taxed in the hands of a lower-income person.

 – 2017 is the last year families may benefit from income splitting under the 
current tax structure.

 – New proposed rules will affect all Canadian residents (regardless of age) 
who are related to private corporations. 

 – Beginning in 2018, the new rules would eliminate all income splitting 
opportunities for family members not actively involved in the business. 

 – For example, a non-active family member receiving a non-eligible $40,000 
dividend from a corporation currently pays ~$2,500 in tax, and under new 
rules, the tax amount would be ~$16,000 (assuming there is no other 
income from other sources). The maximum loss of tax savings is up to 
$35,000 per person depending on the amount of the dividend.

 – Under the proposed changes, family members need to document their 
contributions to the business and discuss with their KPMG advisers to 
determine the preferred compensation method (i.e., wages or dividends).

 – The definition of family members is extended to included uncles, aunts, 
nieces and nephews, who are residents of Canada.

Lifetime capital gain exemption (LCGE) shares 

 – Beginning in 2018, Finance wants to prevent the multiplication of the LCGE 
on Qualified Small Business Corporation (QSBC) shares owned by a family 
trust. The LCGE will not apply to gains recognized by a trust. 

 – Individuals are no longer eligible to claim the LCGE in respect of capital 
gains that accrued on QSBC shares or Qualified farm or fishing property 
while owned by a trust. A tax-deferred roll out from a trust to the individual 
beneficiary must be completed for the gains to qualify in the future and 
only gains accrued after the roll out will qualify. Critical decisions regarding 
share ownership will be required by the trustees.
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 – The proposed rules will not allow the 
LCGE to be claimed on the portion of the 
gain that accrued on the shares when 
they were owned prior to an individual 
turning 18. This change could significantly 
increase the tax liability resulting from the 
sale of QSBC shares or qualified farming 
or fishing property. 

 – To support these changes, a valuation 
should be considered on January 1 of 
the year that an individual turns 18. 

 – For any minor beneficiary, the only way 
to access the LCGE is for the individual 
to own the shares directly and sell in 2018 
to a 3rd party that is unrelated.

 – Any capital gains incurred by a non-active 
family member are subject to the new 
income splitting rules discussed here.

 – In 2018, there will be a one-time election 
available for certain trusts to recognize 
any accrued capital gains on eligible trust 
property. Critical decisions regarding the 
future (i.e. chance that business will be 
sold or increase cost base can be used on 
death) will be required. Planning is available 
but will require a quick response time.

Passive investments held in private corporations

One of the key features of the Canadian tax system is the concept of income 
integration. All income that is earned personally vs. in a company should attract 
the same net tax over time. However, starting in 2018, this foundation of our 
tax system may change. 

We have used the table below to show the potential changes.

Investment 
income Individual

Corporation 
(existing 

rules)

Corporation 
(proposed 

rules)

Increase in 
taxes under 

proposed rules

Interest income 50% 54% 71% + 31%

Capital gains 25% 27% 57% + 111%

Public company 
dividends

32% 32% 64% + 100%

The Department of Finance is proposing to eliminate income integration, 
eliminate refundable dividend taxes, and eliminate capital dividend account 
amounts for capital gains. No draft legislation has been written regarding these 
changes so the final outcome is unknown at this time.

You are likely considering how these changes will specifically affect you and 
the planning we have completed for you in the past. Many people like you are 
asking questions like, “Why should I keep my family trust active?” and, “Are 
there other options for splitting income in the future?”, among others. We can 
work with you to provide a personalized Impact Study that will highlight how 
the proposed changes could affect you, your family, and your business. Please 
contact your KPMG tax adviser to discuss further.


