
Canadian Private Corporations and Family Trusts
You may have seen the news recently that the Federal Government (via the Department of Finance) has now issued 
certain proposals to restrict or eliminate certain previously legitimate tax planning opportunities currently available to 
Canadian Private Corporations and Family Trusts.

The proposed changes include the following key measures:

1. Restricting the ability for small business owners to split income by sprinkling dividends among family members (either
directly or by using family trusts). This includes:

1. Extending the existing kiddie tax to individuals of all ages, and not just minor children, and
2. Introducing a reasonability test to the payment of dividends – i.e. dividend recipients now must be involved in the

business, and the reasonability standards will be higher for those under the age of 25 than for those aged 25 and
over.

2. Eliminating the ability for small business owners to multiply their lifetime enhanced capital gains exemption claims by
using other family member shareholders, and especially by using other family member beneficiaries of a family trust.
More specifically:

1. One will not be able to use the capital gains exemptions of minors any more.
2. Another reasonability test will be introduced, namely that individuals must be involved in the business in order to

use their capital gains exemptions.
3. No capital gains exemptions will be able to be claimed through Family Trusts.
4. It does appear that there will be an opportunity for elective crystallization of existing gains before

implementation of the new rules.

3. Imposing additional taxes on certain investment holding companies in order to discourage incorporated business
owners from investing their partially tax deferred accumulated earnings from active business income into passive
investments in a tax efficient manner. The proposed rules in this regard are complex, to say the least.

The above-noted changes are currently proposed to come into effect for the 2018 taxation year, and are subject to a 
technical consultation process now underway.

Now these proposals will not affect everyone, but those that are affected (private companies and family trusts) may 
be significantly impacted. Based on our preliminary review of the proposed tax changes, it is clear that they are 
very unfavourable to both private corporations and their shareholders.

Our firm is currently doing the following to assist our clients with this 
matter:

• Reviewing our client’s corporate structures to determine which client’s will be impacted;
• Reviewing the draft legislation in detail to develop possible solutions to mitigate any potential negative impact;
• Educating our clients with regards to the proposed changes;
• Corresponding with Department of Finance to represent the interests of our corporate clients; and
• Corresponding with our Professional Bodies (CPA Canada) to ensure that the profession represents the interests

of our corporate clients.

If you have any questions, please feel free to contact us to discuss.
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