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As an owner-manager, it is important for you to consider year-end tax planning to make sure you 
are receiving distributions from your company in a tax-effective manner. In 2018, this is especially 
crucial since you may need to consider how the new Tax on Split Income (TOSI) rules and the new 
passive investment income rules could affect your tax planning for this year. 
 
The TOSI and passive investment income rules are complex and it will take you time to fully 
assess the impact they may have on you and your private company. Keep in mind that you will 
need to act on certain planning ideas that can help improve your tax position by December 31, 
2018.  As a result, we recommend you meet with your KPMG advisor as soon as possible — well 
before the end of the year — so that you can determine how these and other tax changes might 
affect you and your business.  
 
Your 2018 year-end planning checklist 
 
To assist you with your 2018 tax-situation review, KPMG has prepared a checklist with tips that will 
help you review your compensation plan, family tax considerations, business tax considerations, 
and estate plan, 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 improve your tax position whenever 
your business' year-end comes up. 
 
For tips on year-end tax savings for individuals, see our TaxNewsFlash-Canada 2018-43, "2018 
Personal Tax — Time Sensitive Tips". 
 

 

For information about tax savings that are available to you when you make donations to charities see 
our TaxNewsFlash-Canada No. 2018-42, "Making the Most of your Charitable Planning”. 
   
 

https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2018/ca-2018-personal-tax-time-sensitive-tips.pdf
https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2018/ca-2018-personal-tax-time-sensitive-tips.pdf
https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2018/ca-making-the-most-of-your-charitable-planning.pdf
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Tax issues to consider before 2019 
 

 Your compensation 
o Have you planned an effective dividend/salary mix? 
o Have you considered accruing your salary or bonus? 

 Family tax considerations 
o Family employment — have you thought about paying a salary to your 

family members who work for your business? 
o Do you have family members who own shares in your company? Should 

you? 
o Have you thought about family income splitting especially in light of the 

new TOSI rules? 
 Business tax considerations 

o Will your company be affected by the new passive investment income 
regime? 

o Should you pay dividends in 2018 or 2019? 
o Does your company claim the small business deduction? 
o Do you pay inter-corporate dividends? 
o Do you use billed-based accounting? 
o Are you properly timing your purchase and sale of fixed assets? 
o Have you considered repaying shareholder loans? 
o Have you applied for apprentice and co-op tax credits? 
o Has your company made CPP and EI overpayments? 
o Can you reduce the taxable benefit on your company car? 

 Your estate 
o Have you reviewed your will? 

 Other planning opportunities 
 
 

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 in 2018, you should carefully analyze 
the best mix of those payment options. This 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 
• Whether the new TOSI and passive investment income rules may affect you. 

You may want to pay yourself and any family members you’ve employed, a salary that can 
allow you to make the maximum possible RRSP contribution. The maximum contribution 
amount is 18% of the previous year's earned income, up to a limit of $26,230 for 2018 and 
$26,500 for 2019. You will need about $147,222 in salary in 2018 to make the maximum 
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RRSP contribution for 2019. Although the new TOSI rules do not apply to salaries, 
remember that salaries paid to family members must be “reasonable” for your company to 
get a tax deduction (see below for additional considerations to keep in mind when paying 
salaries to family members).  
 
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 recover 
corporate taxes paid, if such a loss materializes. 

See below for a discussion on the payment of dividends in 2018 versus 2019. 
 

 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 your receipt of that 
amount until next year (up to 179 days after the company's year-end). Assuming a 
December 31 year-end, your company will get a deduction in 2018, and source deductions 
do not have to be remitted until the salary or bonus is paid in 2019. However, as discussed 
above, you may want to actually pay yourself enough salary in 2018 to allow the maximum 
possible contribution to an RRSP in 2019. 

If your company claims R&D tax credits, you may want to pay yourself enough salary or a 
sufficient bonus to keep the company’s taxable income at or below the federal small 
business deduction limit of $500,000. Doing this may help 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. A salary is usually considered “reasonable” if the services are 
genuinely being provided and if the salary is similar to market rate 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 to 
contribute to their RRSP (e.g., a spouse and/or children).  

The TOSI rules do not apply to salary. Where salaries are paid to family members, 
consider creating employment contracts or retaining documents (such as time sheets) to 
support their contributions to the business, and thus the reasonableness of salaries paid.   
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 Do you have family members who own shares in your company? Should you? 

If you or a family member receives an amount subject to TOSI, then you will be taxed at 
the top marginal tax rate on that amount, even if you are not otherwise in the top marginal 
tax bracket. You and your family members may be subject to the new TOSI rules when 
receiving amounts such as dividends or interest from your private company, or certain 
capital gains from the disposition of shares or debts of your private corporation or of an 
interest in a partnership or trust. The new TOSI rules are effective as of January 1, 2018, 
although there are some exceptions to the rules. For instance, the “excluded shares” 
exception exempts individuals who are 25 or older and who own at least 10% of the votes 
and fair market value of a company. The company must earn less than 90% of its income 
from providing services and cannot be a professional corporation (e.g., a company 
operated by an accountant, lawyer, doctor or dentist), and it cannot derive more than 10% 
of its income from another “related” business. If you intend to rely on the excluded shares 
exception to preserve your ability to split income with your family in 2018, you only have 
until the end of 2018 to meet the conditions for the exception.   

You and your KPMG tax advisor may want to review your tax situation and think about your 
family company’s organizational structure. You may need to make changes concerning 
share ownership and distributions, to ensure that you and your family are not adversely 
affected by the new TOSI rules.    

(Please see TaxNewsFlash-Canada No. 2018-33 “Is Your Private Company in Shape for 
New Tax Rules?”) 
 

 

 Have you thought about family income splitting?  

The CRA’s low prescribed interest rate offers an opportunity to enter into income splitting 
loan arrangements with family members or a family trust. It may be a good idea for you to 
lock into a family loan at the 2% rate before the end of the last quarter in 2018, and have 
that family member or family trust invest the borrowed funds at a higher rate of return. This 
way, you can transfer future investment income earned on the funds to your spouse or 
another family member who has little or no other income and thus pays little or no tax. If 
properly implemented, you can effectively arrange for all investment income earned over 
2% to be taxed at the lower-income-earning family member’s tax rate while the loan is 
outstanding.  

Note that income splitting loans between an individual and a private company may be 
subject to the new TOSI rules. Consider now whether it makes sense to unwind a 
prescribed rate loan with individuals subject to TOSI, since the income they earn from the 
loan will be taxed at the top personal marginal tax rate (which would generally negate any 
tax benefits available from an income splitting loan arrangement). 

 

 

 

https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2018/is-your-private-company-in-shape-for-new-tax-rules.pdf
https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2018/is-your-private-company-in-shape-for-new-tax-rules.pdf
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Business Tax Considerations  

Will your company be affected by the new passive investment income regime? 

The 2018 federal budget introduced a new tax regime for private companies that earn 
passive investment income in a corporation that also operates an active business, 
generally applicable for taxation years that begin after 2018. As discussed below, the two 
major changes stemming from this new regime is limiting access to the small business 
deduction and limiting access to dividend refunds. For more details, see KPMG’s 
TaxNewsNow-Canada, “New Private Company Tax Rules—Now Law” and KPMG’s 
TaxNewsNow-Canada, “Is Your Private Company in Shape for New Tax Rules?” 

Limiting the small business deduction 
 
The new rules can reduce or eliminate the small business deduction for private companies 
that hold passive investments in a corporation that carries on an active business. The small 
business deduction is generally reduced on a straight-line basis for affected companies 
that have between $50,000 and $150,000 of investment income, so that the small business 
deduction is completely eliminated where the corporation earns passive investment income 
of $150,000 or more. Because these new rules apply to associated corporations and 
certain related corporations, isolating passive investments in a separate corporation may 
not prevent a reduction to the company’s small business deduction.  

Limiting access to dividend refunds 

Under the new rules, a private company will need to pay non-eligible dividends to obtain 
dividend refunds on certain taxes that previously could have been refunded when an 
eligible dividend was paid. A number of factors must be taken into account to determine 
whether paying eligible dividends to recover refundable taxes in 2018 is tax-efficient.  

Companies that only earn either investment income or active business income should not 
be affected by the new passive investment income rules coming in 2019. However, 
companies that have both active business income and investment income need to identify 
planning opportunities before the end of the year. 

Planning opportunities 

Consider whether the following 2018 planning opportunities that may mitigate the possible 
effects of these rules could apply to your situation: 

• Pay eligible dividends to recover refundable taxes paid on investment income via a 
dividend refund, in certain circumstances 

• Consolidate general rate income pool (GRIP) balance and refundable dividend tax on 
hand (RDTOH) tax attributes in one company (for example, when a holding company 
has an RDTOH balance and an operating company has a GRIP balance) 

 

https://home.kpmg.com/ca/en/home/insights/2018/06/new-private-company-tax-rules-now-law.html
https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2018/is-your-private-company-in-shape-for-new-tax-rules.pdf
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• Realize gains to increase your company’s RDTOH.  

If you operate an active business through a private company that has passive income, you 
should contact your KPMG advisor to determine if these or any other planning 
opportunities should be considered before the end of the year. 

 
 

Should you pay dividends in 2018 or 2019? 

This year the decision to pay dividends in 2018 or 2019 is complex and very much 
depends on your particular circumstances. You need to consider how the TOSI and 
passive investment income rules (including the transition into the new RDTOH rules) may 
affect the taxation of dividends you pay in 2018 compared to 2019. This may vary by your 
province of residence. Also, if you are contemplating selling your business in 2019 there 
may be planning steps that you could undertake in 2018. The TOSI and passive 
investment income rules were discussed above. Below, we discuss tax rate changes and 
considerations in deciding whether you should pay dividends in 2018 or 2019 based on 
these tax rate changes. Please see the Appendix for the top combined tax rate on 
dividends in 2018 and 2019. 

Non-eligible dividends – Tax rate increasing slightly 

As illustrated in the Appendix, you could realize some tax savings if you pay non-eligible 
dividends in 2018 instead of 2019. The top combined (federal and provincial) tax rate on 
non-eligible dividends will increase in all provinces in 2019. These increases range from 
0.8% in Saskatchewan, Manitoba, Newfoundland, and Labrador to 1.5% in Quebec (and 
assuming rate changes won’t be included in upcoming federal and provincial budgets). Of 
course, you need to assess the impact of TOSI and the passive investment income rules 
on your particular situation before deciding to pay dividends.  

Eligible dividends – No significant change to tax rate except in British Columbia 

The top combined tax rate on eligible dividends is not changing in 2019 in any province—
except in British Columbia and Quebec. The British Columbia top tax rate on eligible 
dividends is decreasing by 2.8% and in Quebec it is increasing slightly by 0.1%. In British 
Columbia it may make sense to delay paying eligible dividends to 2019. However, you also 
need to assess the impact of TOSI and the passive investment income regime on the 
dividends you decide to pay.  

Recovering RDTOH rules of thumb 

If you own shares of a private corporation that earns investment income, it may be 
beneficial to pay eligible dividends before the end of 2018. The general rule of thumb is 
that, if your private company has a GRIP balance and RDTOH, it may be beneficial in six 
out of ten provinces (British Columbia, Alberta, Saskatchewan, Manitoba, New Brunswick 
and Prince Edward Island) to paying eligible dividends to recover RDTOH. This is because 
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these provinces have a top personal tax rate on eligible dividends that is lower than the 
38.33% dividend refund that the corporation will receive when the dividend is paid.  

The other rule of thumb is that, there is an overall tax cost to paying non-eligible dividends 
to recover RDTOH in all provinces. This is because the combined top personal tax rate for 
all provinces on non-eligible dividends is higher than the 38.33% dividend refund rate. 

You shouldn’t make a decision to pay dividends in 2018 versus 2019 based only on these 
rules of thumb. You also need to incorporate the possible impact of the TOSI and passive 
investment income rules into your decision about when to pay dividends, as well as your 
province of residence. For example, in British Columbia it may not make sense to pay 
eligible dividends in 2018. In particular, you would need to weigh the cost of not claiming 
RDTOH in 2018 against the benefit of lower personal tax rates on eligible dividends in 
2019.  

Please contact your KPMG advisor to determine whether your company should pay 
dividends in 2018 or 2019 taking into effect tax rate changes, TOSI, and the passive 
investment income rules. 

 
 

Does your company claim the small business deduction? 

The small business tax deduction will generally be worth more to your company in 2018 
than it will in the new year. This is because the small business tax rate is decreasing to 9% 
in 2019 (from 10% in 2018).  

Additionally, remember that you must review your corporate group’s structure before 
claiming a deduction on your company’s fiscal 2018 corporate tax return. This is because of 
changes introduced in the 2016 federal budget that were intended to limit the multiplication 
of the small business deduction through the use of certain corporations and partnerships. If 
your company’s claim to the small business deduction is restricted because, for example, its 
income is generated from providing property or services to another non-arm’s length 
corporation, then consider whether any changes should be made to your corporate 
structure. These changes are effective for a corporation’s tax year that begins after March 
21, 2016. 

  

 Do you pay inter-corporate dividends? 

If you 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 rules could apply and re-characterize certain tax-free 
inter-corporate dividends into capital gains that are instead subject to tax. 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.  
 

  

 Do you use billed-based accounting?    
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Under billed-based accounting, some professionals (i.e., accountants, dentists, lawyers, 
doctors, veterinarians, or chiropractors) previously 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 are not able to exclude the value of their work in 
progress from their business income. Instead, professionals must 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 (subject to a five year transitional relief period).  

Determining the cost of a professional’s work-in-progress can be challenging because 
uncertainty may exist as to how the cost of work in progress should be determined. For 
example, the CRA has recently stated that partner/owner time should not be included in 
income under these rules, and that work in progress does not need to include certain fixed 
overhead costs such as rent.  

If you need assistance determining the cost of work-in-progress, please contact your KPMG 
advisor.  

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

If your company has a depreciable asset you're thinking about selling, and if it will be 
subject to recaptured depreciation, consider deferring the sale until after your 2018 
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 any 
recapture arising from the sale until 2019. 

On the other hand, if you're considering buying any depreciable assets, try to acquire them 
before the end of 2018 (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 2018 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 in 2019. 
 

  

 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 
current 2% 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, 2017, 
you must repay the loan by December 31, 2018. Otherwise, the loan will generally be 
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considered income that will be taxable in your 2017 personal tax return (i.e., the year the 
funds were loaned to you).  
 

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

Federal or provincial tax credits for apprentices and co-op students you employ 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. If 
you don't claim these credits, it's worth the time to check on whether you qualify. It's 
important to gather proper documentation 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.  
 

  

 Has your company made CPP and EI overpayments? 

Employers must file a refund application by December 31, 2018 to claim certain overpaid 
contributions of Canada Pension Plan (CPP) or Employer Insurance (EI). Some of these 
overpaid contributions may be related to remittances on amounts which are not required to 
have CPP contributions or EI premiums withheld. If your company has made such 
remittances or has made payments on amounts exceeding the maximum insurable earnings 
or pensionable earnings, you may be eligible to claim a refund if a refund application is filed 
within specific time limits (i.e., no later than four years from the end of the year in which the 
CPP overpayment was made, and no later than three years from the end of the year in 
which the EI overpayment was made). In particular, you must make a refund application by 
December 31, 2018 for CPP contributions overpaid in 2014, or for EI premiums overpaid in 
2015. 
 

  

 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 2018. 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 2018 for use of the car other than the 
portion relating to the operating cost. 

The taxable benefit for operating costs is 26¢ per kilometre of personal use for 2018. 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 26¢ rate 
applies (less any partial reimbursement that you pay by this date). 
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 Your Estate   

 Have you reviewed your will? 

You may want to review your will this year if your estate plan includes a plan to create a 
trust to pass on your family business to family members. You should make sure that your 
will planning is still tax effective, since recent legislation taxes trusts at the top personal tax 
rate rather than the lower graduated tax rate, effective January 1, 2016.  

You will also want to review your will to determine if the private company shares you leave 
to children or other persons will cause them to be caught under the new TOSI rules. Lastly, 
you may want to review your will or, if you have one, your secondary will, to make sure that 
they achieve your intended probate fee objectives.  
 

Other Planning Opportunities 

  

 Have you considered other planning opportunities? 

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

• Consider a succession plan to ensure your business is transferred to your children, key 
employees or a third party in a tax efficient manner 

• Take steps to maintain your company’s status as a “qualified small business 
corporation”, especially in light of the new TOSI rules 

• Use your lifetime capital gains exemption 
• Maximize capital dividend payments – keeping your capital dividend account balance up 

to date is a good practice 
• 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 (however, if you use a holding company to segregate assets you 
need to ensure that you don’t inadvertently cause the TOSI rules to apply to income that 
is received by you or family members from the holding company). 

We can help 

Most businesses find year-round tax planning to be absolutely crucial for getting the most 
out of their financial resources. New tax rules affecting private companies make planning 
this year even more important. Your KPMG Enterprise advisor 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 advisor. 
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