
A lot has been said and written about the proposed tax changes released by the Federal Government on 
July 18, 2017 and so I wanted to reach out to my corporate clients explaining some of the details. 

I was in Edmonton last week to attend presentations by tax specialists regarding these proposed 
changes.  At this point they are just proposals so we do not know what the final outcomes will be.  The 
media reports you are hearing are merely reactions to these proposals.  Unfortunately, the press 
releases from the Federal Government show the best case scenario with the proposed effects limited to 
the “wealthy” and use words like “loopholes” to turn public opinion in their favor.  The opposition 
portrays the worst case scenario, and of course, the truth is somewhere in between.  These proposals, if 
implemented in their current fashion, will affect far more people than just the “1%”; however, they are 
also not the end of business as we know it. 

The basis of the Canadian corporate and personal tax system is to have total taxes paid the same or 
similar whether it is earned as salary or taken as a dividend.  This of course does not take into account 
the differences between employment and self-employment.  As business owners, our level of 
responsibility and risk is far greater than that of almost all employees. The government does not seem 
to be considering this risk when making these proposals.  The following information is a brief outline of 
these proposals the Federal Government released July 18, 2017. 

There are 3 main parts to the proposal: 

1. Limit income splitting between family members within a small business. 

Currently, small businesses whose owners have adult children, can give partial ownership of the 
company to those adult children and use dividends (a discretionary distribution of after tax 
corporate profits) to give them a share of the profits of the corporation.  The proposal would 
require the company to prove that the non-active spouse or child “earned” those dividends by 
working for the company.  This is a complete reversal of current policy that has been repeatedly 
tested in tax court.  To this point, there have been no requirements to receive a dividend other 
than ownership of a share in a company. 

My Opinion:  If you pay dividends to a non-active spouse or adult child, this will make a 
significant difference to the total tax paid by you and your family.  If you do not pay dividends to 
a non-active spouse or adult child, then this will have no real effect on you and your business.  
Regardless of opposition to it, this part of the release is expected to be put into place January 1, 
2018. 

2. Increase taxation on investment income inside a corporation 

Currently, investment income such as dividends, interest and rent are taxed at a high rate in a 
corporation; however, some of the taxes are refundable if that investment income is paid out to 
the shareholders of a company.  This was done purposely to encourage owners of a corporation 
to pay out the investment income from a corporation so that personal taxes would be paid on 
that income.  The new proposal is to remove the refundable portion of the taxes so that the high 
rate of tax would be paid permanently.  The purpose of this change is to actively discourage 
companies from holding investments inside a small business corporation. 



My Opinion:  If you have no investments or rental properties in your corporation, then this will 
make no difference to your business.  If you hold investments in your corporation, then the goal 
of these changes will be to force you to pay the profits of your corporation to yourself, pay the 
high personal taxes, and then invest what is remaining.  The main issue is that if you are saving 
money inside your corporation for future expansion, the Federal Government will take a larger 
piece of your savings, making it harder to expand your business.  This is contrary to what the 
Federal Government states as their goal of encouraging small business to expand and will limit 
the ability of a small business to take advantage of expansion opportunities. 

3. Converting some types of income inside your corporation 

In some cases, if your corporation is set up in a specific manner, then it is possible to convert 
some income from a dividend to a capital gain; the tax rate is approximately 15% lower in 
Alberta between the two.  This is a more complicated transaction that takes planning and incurs 
a lot of professional fees.  Most small business owners do not engage in this type of transaction. 

My opinion:  This proposal will most likely only affect wealthier persons which, was the stated 
goal.  It is the only one of the 3 proposals that I think will actually have a chance of achieving the 
goals that they have stated in their press releases. 

 

The general response from the business and tax community is that these proposals are both short 
sighted and punitive for those of us who choose to try to build a business.  However, if your corporation 
does not make a lot of profits, and if you do not pay out dividends to family members, then in most 
cases, you will not see much of a difference.  But, if your business grows and becomes successful enough 
to retain cash and other investments inside the corporation, these changes will affect how your business 
operates and plans for the future. 

This has been a brief overview and does not cover the proposal in detail.  Please call the office if you 
have any questions or want to discuss the tax change proposals in more detail. 

 

 


