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Revised
Income
Sprinkling
Measures

On December 13, 2017, the federal Department of Finance released revised proposals
concerning tax planning with private corporations with respect to the measures restricting
income sprinkling among family members. The proposals were originally announced on
July 18, 2017 and you can refer to our previous communication on those proposals that was
sent in July 2017. The original proposals extended the tax on split income (TOSI) to individuals
aged 18 and over (specified adult individuals). The revised measures represent the steps
taken by the government to limit the ability of owners of private corporations to lower their
personal taxes by sprinkling income to family members who do not sufficiently contribute
to the business.
The revised December 13, 2017
proposals, are a response to extensive consultations made with
interested parties regarding how
the income sprinkling measures
would affect family owners of
private corporations. The measures were introduced to ensure
that tax planning, involving
for example, the payment of
dividends to family members
who are taxed at lower tax rates,
is curtailed.
The revised measures aim to
simplify the complex July 18,
2017 proposals. These proposals at-tempt to provide more
certainty in determining when
income will be subject to TOSI
and taxed at the higher tax
rate. The government indicates
the changes to the rules make
them easier to understand by
having the rules better target the
income sprinkling planning the
government wants to curb. The
rules are supposed to reduce the
potential compliance burden of
their application.
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The revised measures were
announced in conjunction
with guidance released by the
Canada Revenue Agency (CRA)
concerning the changes to the
measures and how the CRA will
interpret and administer the
new proposals.
In general, the revised measures
are to apply for the 2018 and
sub-sequent taxation years.
Owners of private corporations
will have until the end of 2018
to adjust to the proposed
exclusion for significant shareholdings.
We set out below some highlights regarding these revised
measures.
Highlights of Changes to the
Income Sprinkling Rules
The TOSI will potentially apply
in respect of amounts that are
received by specified adult
individuals, either directly or
indirectly, from a related
business. Generally, a business

will be a related business if an
individual who is related to
the specified adult individual is
actively engaged in the business
or owns significant portions of
the equity in the corporation
that carries on the business.
Specified adult individuals will
be excluded from the application of the TOSI, including
those aged 18 to 24, who
contribute labour to a related
business on a regular, continuous and substantial basis.
If none of the exclusions from
TOSI apply, the individual
who attained the age of 25
years in or before the year will
be subject to TOSI on amounts
derived directly or indirectly
from a related business, but only
to the extent that the amounts
exceed a reasonable return.

1980 Sherbrooke St W, 10th Floor Montréal (Québec) H3H 1E8 T: (514) 937-6392 F:(514) 933-9710

slfcpa.ca

1
3

TAXNews

Since 1935

DECEMBER 2017 I SLF TAX NEWS

Revised Income Sprinkling Measures
The revised income

• the TOSI rules will not apply to income
received by an individual from a related
business if the individual’s spouse made if
the individual’s spouse made contributions
to the business and has attained the age of
65 year in or before the year the amount
was received. Special rules will apply in
respect of a deceased individual, so that the
surviving spouse continues to benefit from
the contributions made by the deceased
individual;

sprinkling measures clarify
the process for determining
whether a family member
is significantly involved
in the business, and thus
excluded from potentially
being taxed at the highest
marginal tax rate (known as

• the TOSI will not apply to adults aged 18
and over who make a substantial labour
contribution (generally an average of at
least 20 hours per week) to the business
during the year, or during any five previous
years. For businesses with seasonal operations, the labour contribution requirement
will be applied for the part of the year in
which the business operates;

the tax on split income
or TOSI).
The following individual
members of a business
owner’s family or situations
will be excluded from the
revised measures on TOSI:

• the TOSI will not apply to the specified
adult individual over the age of 24 in
respect of income received from “excluded
shares” owned by the individual. The
exclusion from TOSI will apply to income
received from the share (including from
the disposition of the share) if the following conditions are met:
	- the individual has attained the age of
25 years in or before the year;
- the individual owns at least 10% of the
outstanding shares of the corporation in
terms of votes and values; and
- the corporation meets the following
conditions:
- it earns less than 90% of its business
income from the provision of services;
- it is not a professional corporation (i.e.,

a corporation that carries on the professional practice of an accountant, dentist,
lawyer, medical doctor, veterinarian or
chiropractor); and
- all or substantially all of its income is
not derived from a related business in
respect of the specified individual. This
is intended to prevent a service business
from inappropriately accessing this
exclusion by interposing a non-service
entity between it and the intended recipient of the income (e.g., a professional
corporation pays rent for the building in
which the professional business is carried
on to a corporation owned by the adult
children of the professional).
- For 2018, taxpayers seeking to rely on this
exclusion will have until the end of 2018 to
meet the condition of owning at least 10%
of the outstanding shares of the corporation in terms of votes and value;
• an individual who has attained the age
of 17 before the taxation year will not
be subject to TOSI on income derived
directly or indirectly from an excluded
business of the individual for the year. An
excluded business of an individual for a
year means
a business in which the individual is
actively engaged on a regular, continuous
and substantial basis in the year or in
any five previous years. Gains from
the disposition of property will be an
excluded amount only if the individual
satisfies the
5 year test; and
• a taxable capital gain that arises on the
deemed disposition as a result of the death

The revised proposals exclude from the application of the TOSI, taxable capital gains that arise from
the disposition to arm’s length persons of “qualified farm or fishing property” or “qualified small
business corporation shares”, regardless of whether the life time capital gains exemption is claimed or
the age of the individual disposing of that property. This exclusion would also apply to taxable capital
gains realized by a trust that are allocated to the beneficiaries of the trust.
Income derived from property acquired as a result of the breakdown of marriage or common-law
partnership will be exempted from the application of the TOSI rules.
The original proposals that applied TOSI to compound income has been eliminated (i.e., income earned
from the investment of an initial amount of income that is subject to the TOSI or attribution rules).
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Generally, individuals aged 18
to 24 will be permitted a prescribed rate of return on capital
contributed to a related business.
In certain cases, however, such
as when the individual earned
the capital from an unrelated
business, the individual will be
permitted a reasonable return
on the contribution.
New rules for inherited property
will apply to individuals who
have attained the age of 18 and
not just those whose spouse have
attained the age of 65. For purposes of applying the exclusions
from the TOSI in respect of
income from inherited property,
the individual inheriting the
property will generally not face
less favourable treatment then
the deceased individual.
The class of related individuals
for purposes of the TOSI rules
will not be extended to aunts,
uncles, nephews and nieces.
Individuals aged 25 or over
who do not meet any of the
exclusions would be subject to a
reasonableness test to determine
how much income, if any, would
be subject to the highest marginal tax rate. In certain cases,
adults aged 18 to 24 who have

contributed to a family business
with their own capital will be
able to use the reasonableness
test on the related income.
The revised income sprinkling
proposals simplify and clarify
the reasonableness tests used.
The tests consider whether
these individuals made
contributions to the business
considering such factors as, the
work performed in support of
the related business; the property they contributed directly
or indirectly, in support of the
business; the risks assumed in
respect of the related business;
the total amounts that were
paid or that became payable,
directly or indirectly by the
person or partnership to them,
or for their benefit, in respect
of the business; and such other
factors as may be relevant.
The revised measures will
be legislated as part of the
federal Budget process. These
measures do not consider
recommendations made by the
Standing Senate Committee on
National Finance in its report,
entitled, Fair, Simple and
Competitive Taxation: The
Way Forward for Canada,
which was also released on
December 13, 2017.

Other measures affecting tax
planning with private corporation
In October 2017, the Department of Finance announced that
it will not move forward with
changes that would limit access
to the Lifetime Capital Gains
Exemption or changes to the
rules concerning the conversion
of income to capital gains.
However, it will move forward
regarding the measures to limit
the tax deferral opportunities
related to passive investments.
The passive investment proposals
will be included in Budget 2018
and when introduced, will apply
only on a go-forward basis.
Also in October 2017, the
Department of Finance
proposed to lower the effective
federal small business tax rate
from 10.5% in 2017 to 10%
effective January 1, 2018, and
9% effective January 1, 2019
and thereafter.

Observations
• Planning may be required
to fit within the exceptions
for the TOSI rules, otherwise,
the income received from a
related business will need
to be evaluated to determine
whether it represents a
reasonable return. The CRA
guidelines released on
December 13, 2017 may
be of some assistance.
• The revised proposals
remain very complex.
Each situation will need
to be examined against
the proposed rules to
limit income sprinkling.
• Finally, there continues to
be criticism of the revised
proposals. It remains to be
seen whether the revised
proposals will be further
changed, especially considering the recommendations of
the Standing Senate Committee on National Finance, one
of which, recommended that
the Minister of Finance withdraw the proposed changes
to the Income Tax Act respecting Canadian-controlled
private corporations.

NOTICE TO READERS The information contained in this publication is intended solely to provide general guidance on matters of interest for the
personal use of the reader, who accepts full responsibility for its use. The information in this document is provided with the understanding that the
authors and publishers are not herein engaged in rendering legal, accounting, tax or other professional advice or services. As such it should not be
used as a substitute for consultation with your Schwartz Levitsky Feldman LLP advisor.
SLF TAX NEWS is published by Schwartz Levitsky Feldman LLP Chartered Accountants, SLF TAX NEWS is intended to provide general information
and commentary on issued of current interest and is not intended to constitute a complete analysis for all issues and should not be interpreted as
advice to any particular reader. For additional explanations with respect to specific concerns, you are invited to address your inquiries to a member
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