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Ontario Won’t Adopt All Federal 
Passive Income Changes 
November 15, 2018 
No. 2018-46 

Ontario’s Minister of Finance Vic Fedeli announced that Ontario will not adopt federal 
measures to phase-out the small business limit for passive investment income. The 
province’s Fall Economic Update, released on November 15, 2018, also notes that Ontario 
will not proceed with measures to implement new personal income tax brackets and will not 
make changes to the Ontario Research and Development Tax Credit and the Ontario 
Innovation Tax Credit, as proposed by a previous government in Ontario’s 2018 provincial 
budget. Ontario has also announced new measures to introduce a non‐refundable tax 
credit for low‐income individuals and families. 

Background 
Ontario’s 2018 provincial budget was delivered on March 28, 2018. The budget, some of 
which has not yet been enacted, proposed changes to Ontario’s personal income tax 
rates and brackets and elimination of the surtax. The budget also increased tax credit 
rates for the Ontario Research and Development Tax Credit and the Ontario Innovation 
Tax Credit for qualifying companies, among other changes. For details, see 
TaxNewsFlash-Canada 2018-16, “Highlights of the 2018 Ontario Budget”. 

Following these proposals, a new government came to power as a result of the 
province’s June 7, 2018 election. 

 
Corporate tax changes 

Ontario will not mirror federal small business limit changes 

The Update indicates that Ontario will not parallel federal changes to reduce the small 
business limit for Canadian-controlled private corporations (CCPCs) and associated 

https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2018/ca-highlights-of-the-2018-ontario-budget.pdf
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corporations that have a certain threshold of income from passive investments. The 2018 
federal budget announced a new taxation regime that would reduce the business limit on a 
straight line basis for CCPCs that have between $50,000 and $150,000 of investment 
income for taxation years that begin after 2018. As a result, qualifying Ontario businesses 
will not be affected by these federal measures when claiming their business limit for 
Ontario tax purposes, and may still benefit from tax savings of up to $40,000. 

Employer Health Tax — Exemption increased 

The Update confirms that the Employer Health Tax (EHT) exemption will increase to 
$490,000 of payroll (from $450,000), as of January 1, 2019 as a result of indexation.  

The Update also cancels proposals announced in the 2018 Ontario budget to consider 
changes to the EHT exemption. 

Ontario Research and Development and Innovation Tax Credit changes cancelled  

The Update cancels proposed changes to certain provincial research and development tax 
credits. As a result, the Ontario Research and Development Tax Credit will remain as a 
3.5% non-refundable tax credit on eligible R&D expenditures, while the Ontario Innovation 
Tax Credit will remain an 8% refundable tax credit for small to medium-sized companies on 
eligible R&D expenditures. Previously, the 2018 Ontario budget proposed changes to 
increase the credit rate for qualifying corporations that made significant investments in 
research and development. 

Sale of electricity assets — Tax relief extended 

The Update extends relief on municipalities’ sale of electricity assets to the private sector to 
December 31, 2022. The relief reduces the transfer tax for transfers of electricity assets 
between January 1, 2019 and December 31, 2022 to 22% (from 33%), and to 0% for 
transfers by municipal electricity utilities with fewer than 30,000 customers. Additionally, 
any capital gains arising under the payments in lieu of taxes (PIL) deemed disposition rules 
will be exempt from PIL. 

Personal tax changes 

Ontario cancels proposed new personal tax brackets  

The Update cancels plans to eliminate the Ontario surtax for personal income tax and 
abandons the adjustments to the personal tax brackets and rates that were previously 
proposed in the 2018 provincial budget. Specifically, the Update indicates that the 
government will maintain Ontario’s five personal income tax rates and two surtaxes 
calculated separately, and no longer proceed with proposals to implement seven personal 
income tax rates applied directly to taxable income. For some taxpayers, this change would 
have resulted in only slight increases to the amount of income tax owed. 

The Update announces that Ontario will adjust the province’s effective dividend tax credit 
rate on non-eligible dividends to 3.2863% of taxable dividends for 2018 and make further 
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adjustments in 2019 to maintain this rate to address federal income tax changes. As such, 
the rates effective January 1, 2018 will be as follows: 

Personal Combined Federal/Provincial Top Marginal Rates 
 2018 

Interest and regular income  53.53% 
Capital gains  26.76% 
Eligible dividends  39.34% 
Non-eligible dividends  46.65%* 
* The combined non-eligible dividend rate for 2019 is expected to be 47.40%. 

 

Low‐income individuals and families — New tax credit 

The Update introduces a new Low‐income Individuals and Families Tax (LIFT) Credit for 
eligible low‐income Ontario taxpayers that have employment income. The new credit, 
which is effective beginning in 2019, is available up to a maximum of $850.  

Other measures 

The Update also includes proposals to: 

• Allow payers of the tax on split income to apply the disability tax credit against that 
tax, paralleling a federal change, effective January 1, 2018 

• Introduce a property tax exemption to properties occupied by branches of the 
Royal Canadian Legion, effective January 1, 2019 

• Make other wording adjustments and amendments to remove outdated references. 

We can help 

Your KPMG adviser can help you assess the effect of the tax changes in this year’s 
Ontario Economic Update on your personal finances or business affairs, and point out 
ways to take advantage of their benefits or ease their impact. We can also keep you 
abreast of the progress of these proposals as they make their way into law. 
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received or that it will continue to be accurate in the future. No one should act upon such information without appropriate 
professional advice after a thorough examination of the particular situation. 
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