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As an owner-manager, the end of the year is an excellent opportunity for you to consider 
ways to improve your tax position. You still have time to manage taxes for yourself and your 
incorporated business for 2017 before the new year arrives. This year it is especially 
important that you consider year-end tax planning because of the government’s private 
company tax proposals that may result in increased taxes in 2018 for many private 
companies and their shareholders.  
 
New tax rules for private companies are on their way  
 
While doing your review this year, keep in mind that the way private companies and their 
shareholders are taxed will be changing in 2018. Major proposals were floated in a 
government consultation paper released this summer, before being modified in October after 
a spirited public consultation process. As a result, owner-managers of private companies will 
need to re-evaluate whether it makes sense to pay dividends to family members in lower tax 
brackets in 2018. Finance is proposing to extend the tax on split income rules to certain adult 
individuals. If the amount of dividends that these individuals receive is “unreasonable” under 
the circumstances, they will be taxed at the top marginal tax rate—regardless of their own 
personal tax rate. Under the new rules, a “reasonableness test” will apply to split income, 
which includes income from a related individual’s business or income from a corporation 
where a related individual has influence. The reasonableness test would look at factors such 
as labour and capital contributions to the business, risk assumed and previous returns or 
remuneration. These new rules are proposed to be more restrictive for family members aged 
18-24. 
 
Also, many private companies need to be aware of how the government’s proposals will 
change the way that income earned on passive investments inside of private companies will 
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be taxed (although details about the new rules aren’t expected to be available until the 
Federal Budget in 2018).  
 
In both cases, we recommend you set up a meeting with your KPMG advisor before the end 
of the year so that you can carefully review how these changes might affect your unique tax 
situation.   
 
Our 2017 year-end planning checklist 
 
To assist you with your review of your 2017 tax situation, KPMG has prepared the following 
checklist with added tips. The checklist will help you review your compensation, family tax 
considerations and business tax considerations, among other things.  
 
These tips assume your corporation has a December 31 year-end. But even if it doesn't, you 
can still use these ideas to maximize personal tax savings in 2017 and whenever your 
business' year-end comes up. For more general tips on year-end tax savings for individuals, 
see our TaxNewsFlash-Canada 2017-57 “2017 Year End Personal Tax Planning Tips”. 
 

  Also, see KPMG’s TaxNewsFlash-Canada 2017-53, “Charitable Gifts — Tax Savings for 2017” 
  for information about tax savings that are available to you when you make donations to charities. 
 

 
Your Compensation  

 Have you planned an effective dividend/salary mix?  

As the owner of an incorporated business, you can choose to receive corporate income 
as salary or dividends. To determine what’s best for you for 2017, you should carefully 
analyze the best mix of salary and dividends for you, which will depend on many factors 
including:  

• Your current and future cash flow needs 
• Your income level 
• The corporation's income level 
• Payroll taxes on salary 
• The possible effects of the private company proposals on you and your company. 

You may want to pay yourself enough salary to allow the maximum possible contribution 
to an RRSP. The same goes for any family members you've employed. The maximum 
contribution is 18% of the previous year's earned income, up to a limit of $26,010 for 
2017 and $26,230 for 2018. As such, you will need about $145,722 in salary in 2017 to 
make the maximum RRSP contribution for 2018. Remember, the salary paid must be 
reasonable for your company to get a tax deduction. 
 
However, if you are in a volatile business that could easily suffer from an economic 
downturn, remember that paying out a large salary in a profitable year to reduce company 
income can take away your company’s option to carry-back a later year's business loss to 

 

https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2017/ca-year-end-personal-tax-saving-tips-for-2017v2.pdf?j=39782494&e=hgilroy@kpmg.ca&l=19170436_HTML&u=691658603&mid=10490152&jb=0&utm_medium=Email&utm_source=ExactTarget&utm_campaign=
https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2017/ca-charitable-gifts-tax-savings-for-2017V2.pdf?j=39768088&e=rmacklem@kpmg.ca&l=19170436_HTML&u=690988210&mid=10490152&jb=0&utm_medium=Email&utm_source=ExactTarget&utm_campaign=
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recover corporate taxes paid, if such a loss materializes. 
 

 Have you considered accruing your salary or bonus?  

Once you decide on the appropriate salary or bonus for your company to pay you, 
consider accruing the salary or bonus in the business at year-end but deferring the 
payment to you until next year (up to 179 days after the company's year-end). Assuming 
a December 31 year-end, the company gets a deduction in 2017, source deductions do 
not have to be remitted until the salary or bonus is paid in 2018, and you don't have to 
include the amount in your income until you file your personal tax return for 2018, 
sometime in 2019. Keep in mind that you may want to actually pay yourself enough 
salary in 2017 to allow the maximum possible contribution to an RRSP in 2018. 

If your company claims R&D tax credits, you may want to pay yourself enough salary or 
bonus to keep the company’s taxable income at or below the federal small business 
deduction limit of $500,000. Doing so can help to enhance the benefits of your company’s 
R&D tax credits and refunds. 

 

 
Family Tax Considerations  

 Family employment — Have you thought about paying a salary to your family?  

If you have family members who provide services to your incorporated business, you may 
want to consider employing them and paying them an appropriate salary. Your company 
will get a tax deduction for the salary paid, if it is reasonable in light of the services they 
perform for the business (e.g., bookkeeping, administrative work, acting as a director). A 
salary is usually considered “reasonable” if the services are genuinely being provided and 
if the salary is similar to arms’ length comparables. Note that the extra cost of any payroll 
taxes and Canada Pension Plan contributions should be weighed against potential tax 
savings. A salary may also allow your family members (e.g., a spouse and/or children) to 
contribute to their RRSP.  

 

 Do you have family members who hold shares in your company? 

If you have family members who are also shareholders in your business, consider paying 
them additional dividends in 2017, before the new tax on split income regime comes into 
effect in 2018. Dividends paid to family members in 2018 that do not meet the new 
proposed “reasonableness test” (which we covered on page one) will be taxed at the top 
personal marginal tax rate—regardless of that family member’s actual personal tax rate. 
These rules will be more restrictive for family members aged 18-24. The proposed new 
rules would apply to the 2018 and subsequent tax years. More details about this new 
regime are expected before the end of this year (see TaxNewsFlash-Canada No. 2017-
46, “Small Business Tax Rate Drops to 9% by 2019”). 

 

https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2017/ca-small-business-tax-rate-drops-to-9-percent-by-2019.pdf
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In 2017, you and your tax advisor may want to consider reviewing your situation and think 
about your family company’s organizational structure—as well as any changes you might 
need to make concerning share ownership and distributions, on a go-forward basis. As 
well, you might want to gather information and documentation to provide support for 
family members who contribute to the family business that might satisfy the requirements 
of the new reasonableness test.   

 Business Tax Considerations  
 Do the changes to the small business deduction affect you? 

Are you able to claim a small business deduction? The small business tax deduction will 
be worth more to your company in 2017 than it will in the new year. This is because the 
small business tax rate will be decreasing to 10% in 2018 (from 10.5% in 2017). It will 
decrease again to 9% in 2019.  

Has your corporate group claimed more than one small business deduction? Several 
changes introduced in the 2016 federal budget were intended to limit the multiplication of 
the small business deduction through the use certain partnerships and corporations. 
These changes are effective for a corporation’s tax year that begins after March 21, 2016. 
As a result, many companies will be impacted by these news rules in their fiscal 2017 
year.  You should review your corporate structure to determine if your company is eligible 
to claim the small business deduction and whether any changes should be made to your 
corporate structure as a result of these new restrictions to the small business deduction. 
The rules are complex and may require that practical and tax compliance issues be 
addressed well before your company’s fiscal 2017 corporate tax return filing due date. 
 

 Should you pay dividends in 2017 instead of 2018? 

The income tax rate for non-eligible dividends (generally, dividends that are paid 
from a company’s income that were taxed at the small business tax rate or as 
interest income) is increasing slightly in 2018—the federal tax rate will go up by 
0.34% (to 26.64%, climbing from 26.30% in 2017). If you were considering paying a 
non-eligible dividend of, say, $100,000 out of your company in early 2018, you can 
realize an absolute tax savings of at least $340 by paying that dividend in 2017 
instead. These savings could end up being higher if the provinces also announce 
increases to their 2018 tax rates for non-eligible dividends. 

For example, Ontario announced an increase to its non-eligible dividend tax rate 
resulting in the combined Federal and Ontario top personal tax rate on non-eligible 
dividends increasing by 1.54% (to 46.84% in 2018 from 45.30% in 2017). Similarly, 
New Brunswick increased its non-eligible dividend tax rate resulting in the combined 
Federal and New Brunswick top personal tax rate on non-eligible dividends 
increasing by 0.63% (to 46.88% in 2018 from 46.25% in 2017). 
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A new top personal income tax rate in British Columbia for 2018 of 16.8% (from 
14.7% in 2017), results in the combined Federal and B.C. top personal tax rate on 
non-eligible dividends increasing by about 2.8% in 2018 (B.C. has not yet responded 
to the Federal increase to its 2018 non-eligible dividend tax rate so the 2.8% 
increase may actually be slightly higher for 2018). Incidentally, the new B.C. top 
personal tax rate also results in the combined Federal and B.C. rate on eligible 
dividends increasing by 2.9% (to 34.20% in 2018 from 31.30% in 2017). 

 Paying Inter-corporate Dividends 

If you need to pay inter-corporate dividends by transferring cash or assets through 
your corporate group (for example, to provide cash flow for your company to pay 
dividends to you personally) you should calculate “safe income” before paying an 
inter-corporate dividend. This is because the anti-avoidance tax rule which re-
characterizes certain tax-free inter-corporate dividends as capital gains that are 
subject to tax could apply. By calculating “safe income” you can determine if the 
dividend qualifies for the exception to the anti-avoidance rule for dividends paid out 
of a corporation’s safe income. 

 
 Will you be affected by the new passive income tax regime?  

The government will be introducing rules in 2018 that could eliminate the financial 
advantages of investing passively through a private corporation. As a result, it will 
soon become less beneficial to earn investment income in a company and distribute 
non-eligible dividends, than it will be to earn investment income personally. The 
current system of refundable taxes on passive income might be replaced with one 
where individuals who set up passive investments within a private company will be 
taxed on their investments at the same rate as a salaried individual in the top 
personal tax rate. The government is deciding between several methods for taxing 
such investments. Further details are expected to be released in the 2018 budget.  

The government announced on October 18, 2017, that there will be no tax increase 
on passive investment income below a $50,000 annual threshold, and confirmed 
that the new rules would apply on a “go-forward basis”. The government says that 
this $50,000 threshold is intended to allow you to build up passive investments to 
help cover things like income fluctuations, start-up costs or maternity leave. The 
government has also said that passive investments that have already been made by 
private corporations’ owners will be “protected” (this includes future income earned 
from these investments). It is still not clear exactly how the government intends to 
implement these new rules, including any transitional measures, or when these rules 
will take effect (see TaxNewsFlash-Canada No. 2017-47, “Private Companies — 
Passive Income Relief Announced”). 

https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2017/ca-private-companies-passive-income-relief-announced.pdf
https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2017/ca-private-companies-passive-income-relief-announced.pdf


TaxNewsFlash – Canada                                                November 23, 2017 
Owner-Managers — Tax Planning Tips for 2017      No. 2017-60 
 
 

Page 6 of 8 
 

If you own a private company that has passive investments, please contact your 
KPMG advisor to determine if there are any steps you should take before the end of 
the year. 

  
 Do you use billed-based accounting?  

Billed-based accounting is no longer available, but some relief is available this year to 
professionals who have traditionally relied on this tax-deferral method (i.e., accountants, 
dentists, lawyers, doctors, veterinarians, or chiropractors). Under billed-based 
accounting, some professionals elected to exclude work in progress from their income 
(“work in progress” is work that has been done but has not yet been billed). Electing this 
method allowed costs associated with incomplete work to be expensed without the 
matching inclusion of the related income. However, for taxation years that begin after 
March 21, 2017, designated professionals will not be able to exclude the value of a work 
in progress from their business income in a taxation year. Instead, professionals will have 
to include in their year-end business income the lesser of either the cost of their work in 
progress or the fair market value of their to-be-completed work.  

If this affects you, you may be able to benefit from some special transitional relief in the 
next 2-5 taxation years.  
 

 Are you properly timing your purchase and sale of fixed assets?  

If your company has a depreciable asset you're thinking about selling that will be subject 
to recaptured depreciation, consider holding off on closing the sale until after your 2017 
corporate year-end, as long as it makes sense for your business. That way, you'll be able 
to claim capital cost allowance (CCA) on the asset for one more year. You'll also defer 
the recapture arising from the sale until 2018. 

On the other hand, if you're considering buying any depreciable assets, try to acquire 
them by December 31, 2017 (assuming your company has a December 31 year-end). As 
long as you can actually put the asset to use in your business this year, acquiring the 
asset just before the company's year-end will accelerate the timing of your tax deduction 
— you'll be able to claim CCA on the asset for 2017 at half of the CCA rate otherwise 
allowable (due to the "half-year" rule). You'll also be able to claim CCA at the full rate for 
all of 2018. 
 

 

 Have you considered repaying shareholder loans?  

If you borrow money from your corporation at low or no interest, you are generally 
considered to have received a taxable benefit from the corporation equal to the CRA's 
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current 1% prescribed interest rate, minus any interest you actually pay during the year or 
within 30 days after the end of the year.  

Unless the loan is for a limited number of qualified purposes, it will be included in your 
income for tax purposes in the year it was advanced, unless you repay it within one year 
after the end of the company's taxation year in which the loan was made. For example, if 
your company has a December 31 year-end and it loaned you funds on October 1, 2016, 
you must repay the loan by December 31, 2017 to avoid paying tax on the amount of the 
loan as income in your 2016 personal tax return.  

 
 Have you applied for apprentice and co-op tax credits? 

If your company claims federal or provincial tax credits for apprentices and co-op 
students you employ, you may already know these tax credits can provide a valuable 
cash flow boost to your business. If you already claim these credits, it’s important to 
determine if there have been any changes or enhancements to these type of credits. For 
example, Ontario recently introduced a new Graduated Apprenticeship Grant for 
Employers to replace the existing Apprenticeship Training Tax Credit. If you don't claim 
these credits, it's worth the time to check on whether you qualify. It's important to gather 
the proper documents to support your claim for these credits, such as apprenticeship 
training agreements, as soon as possible because it can be difficult to get these 
documents after apprentices have left your employ. If your apprentices or co-op students 
are leaving your company at the end of the year, now is a good time to make sure you 
have all the paperwork you need from them.  

 

 

 Can you reduce the taxable benefit on your company car? 

If you drive an automobile provided by your company, your taxable benefit for your use of 
the car may be reduced for 2017. The taxable benefit consists of two elements: the 
standby charge and the operating cost benefit. If certain conditions are met, you can 
reduce your standby charge by a percentage equal to your personal-use kilometres 
driven divided by 20,000 (assuming the car was available to you for the full 12 months). 
The standby charge may be reduced by any reimbursement you make in 2017 for use of 
the car other than the portion relating to the operating cost. 

The taxable benefit for operating costs is 25¢ per kilometre of personal use for 2017. If 
the company pays any operating costs during the year for your personal use of the 
company car and you don’t fully reimburse the company by the following February 14, the 
25¢ rate applies (less any partial reimbursement that you pay by this date).  
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 Have you considered other planning opportunities? 

Other opportunities may be available to you and your business. For example, you could:  

• Take steps to maintain your corporation’s small business status 
• Use your lifetime capital gains exemption 
• Maximize capital dividend payments  
• Make a tax-free repayment of capital (this repayment must be carefully structured to 

ensure it will be tax-free) 
• Consider segregating investment assets from your operating company for asset 

protection purposes 

 

 1BWe can help 

Most businesses find year-round tax planning to be absolutely crucial for getting the most 
out of their financial resources. Your KPMG Enterprise adviser can help you review your 
personal and business tax situation and determine which steps you and your business 
can take before the end of the year. 

For details, contact your KPMG Enterprise adviser.  
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