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Finance Issues Outstanding 
Interest Expense Rules & More 
February 8, 2022 
No. 2022-05 

Taxpayers may want to review proposed changes to the interest expensing rules and other 
significant new draft tax legislation recently issued by Finance. This sweeping package of 
legislation, which was released on February 4, 2022, features a wide range of corporate, 
personal and trust tax changes, including measures to introduce limitations on deductible 
interest, expand the mandatory disclosure requirements, introduce enhanced trust 
reporting requirements and provide temporary immediate expensing for certain eligible 
assets. Finance has released these draft measures for public consultation and will accept 
feedback by the deadlines specified for each measure.  

KPMG observations 
Taxpayers, including corporations, partnerships, trusts, individuals and non-residents, 
may want to review Finance’s new package of draft legislation to determine how they 
may be affected. Although this release includes draft legislation for many long-
anticipated tax measures, there are still certain outstanding legislative proposals that 
have not yet been released, including measures to introduce a new luxury tax, hybrid 
mismatch rules, changes to “modernize” the General Anti-Avoidance Rule (GAAR) and 
other amendments affecting certain intergenerational share transfers.  

 
Limitations on deductible interest expense  

Finance’s draft legislation includes changes to limit the amount of interest and other 
financing expenses that businesses may deduct for income tax purposes. The new 
legislation includes further details of the proposed rules originally announced in the 2021 
federal budget (see TaxNewsFlash-Canada 2021-21, “2021 Federal Budget Highlights”). 

https://assets.kpmg/content/dam/kpmg/ca/pdf/tnf/2021/ca-2021-federal-budget-highlights.pdf
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Among other awaited details, the draft legislation includes several key definitions, including 
what constitutes “interest and financing expenses” and “interest and financing revenues” 
under the new rules. Finance will accept comments on the draft legislation to limit 
deductible interest expense until May 5, 2022. 

Generally, these rules provide that certain businesses are only eligible for a net interest 
expense deduction of up to a fixed ratio of 30% (40% in the first year of application) of 
“adjusted taxable income”. Adjusted taxable income generally refers to the corporation’s 
taxable income and adds back interest and financing expenses, certain deductions for tax 
expenses and capital cost allowance (CCA), among other items. Adjusted taxable income 
also deducts other amounts, such as interest and financing revenues and untaxed income. 
As the calculation is based on taxable income, dividends are also excluded to the extent 
they qualify for the inter-corporate dividend deduction. These rules apply after existing 
limitations on the deductibility of interest and financing expenses, including the thin 
capitalization rule.  

The draft interest expensing rules also include a group ratio rule. Where certain conditions 
are met, this rule allows a taxpayer to deduct interest in excess of the fixed ratio of 
adjusted taxable income, up to the ratio of net third-party interest expense to book earnings 
before interest, taxes, depreciation and amortization (EBITDA) of the consolidated group. 

The rules allow Canadian members of a group to transfer unused capacity to deduct 
interest to other Canadian members of a group in certain situations, and provide up to a 
three-year carryforward of unused capacity and a 20-year carryforward for certain denied 
interest and financing expenses. Certain transitional rules also apply for purposes of 
determining the excess capacity of the taxpayer for the three years before the new rules 
apply. 
 
These new rules apply to corporations, trusts and certain non-resident taxpayers, and 
indirectly in respect of partnerships. Certain entities are excluded from these rules including 
Canadian-controlled private corporations (CCPCs) that, together with any associated 
corporations, have taxable capital employed in Canada of less than $15 million, groups of 
corporations and trusts whose aggregate net interest expense among their Canadian 
members is $250,000 or less and certain standalone Canadian-resident corporations and 
trusts. Under these rules, for taxation years beginning on or after January 1, 2023 and 
before January 1, 2024 the limit will be 40% of adjusted taxable income, and for taxation 
years beginning on or after January 1, 2024, the limit will be 30% of adjusted taxable 
income. 

Mandatory disclosure  
 
Finance’s draft legislation also includes changes to Canada’s income tax mandatory 
disclosure rules. These changes, which amend the existing reportable transaction rules 
and introduce reporting requirements for “notifiable” transactions and uncertain tax 
treatments, were originally announced in the 2021 federal budget (see TaxNewsFlash-
Canada 2021-21, “2021 Federal Budget Highlights”). The draft legislation includes details 
of the new reporting obligations, as well as related penalties and extended reassessment 

https://assets.kpmg/content/dam/kpmg/ca/pdf/tnf/2021/ca-2021-federal-budget-highlights.pdf
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periods in cases of failure to report. Finance has also released specific examples of 
“notifiable” transactions that would be required to be reported under the new rules. Finance 
will accept comments on the mandatory disclosure draft legislation and sample notifiable 
transactions until April 5, 2022. 

Generally, these draft proposals require taxpayers to disclose: 

• Reportable transactions involving one of (previously two of) contingent fee 
arrangements, confidential protections or contractual protections where it can 
reasonably be concluded that one of the main purposes of entering into the 
transaction is to obtain a tax benefit.  

• A “notifiable” transaction, including transactions that the CRA has found to be 
abusive and other transactions identified as transactions of interest (as determined 
by the CRA and Finance)  

• Particular uncertain tax treatments used by, or planned to be used by, certain 
corporate taxpayers in their income tax filings that is reflected in the audited 
financial statements of the corporation (or a consolidated group of which the 
corporation is a member) where the corporation has at least $50 million in assets. 

Generally, taxpayers would be required to disclose reportable transactions and notifiable 
transactions (or transactions substantially similar to a notifiable transaction) to the CRA 
within 45 days of the earlier of the day the taxpayer (or the other person who entered into 
the transaction for the taxpayer’s benefit) becomes contractually obligated to enter into the 
transaction and the date the transaction is entered into by the taxpayer (or the other 
person). Taxpayers would be required to disclose uncertain tax treatments at the same 
time that the reporting corporation’s income tax return is due. Similar reporting rules apply 
for promoters or advisors (and certain non-arm’s length persons who are entitled to receive 
a fee with respect to the transaction) who offer such arrangements, with an exception 
where solicitor-client privilege may apply. 

The proposals apply to taxation years, and transactions occurring in taxation years, that 
begin after 2021. 

KPMG observations 
Alongside this draft legislation, Finance also released guidance that provides examples 
of different “notifiable” transactions that would have to be reported, including 

• Transactions to manipulate CCPC status to avoid anti-deferral rules applicable 
to investment income  

• Straddle-loss creation transactions using a partnership  

• Transactions to avoid deemed disposal of trust property 
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• Transactions to manipulate bankrupt status to reduce a forgiven amount in 
respect of a commercial obligation 

• Transactions that rely on the purpose tests in section 256.1 to avoid a deemed 
acquisition of control 

• Back-to-back arrangements (thin capitalization and Part XIII tax). 

 
Trust reporting  
 
The draft legislation amends the tax reporting requirements to require certain trusts to 
provide additional information on an annual basis. This new legislation includes certain 
changes from the proposed rules announced in the 2018 federal budget, including to: 

• Extend the effective date by one year so the enhanced reporting requirements 
apply to taxation years ending after December 30, 2022 (instead of taxation years 
ending after December 30, 2021) 

• Specify that bare trusts are subject to the new rules 

• Provide additional exceptions for trusts all the units of which are listed on a 
designated stock exchange.  

Finance will accept comments on the draft legislation for this additional trust reporting until 
April 5, 2022. 

The new reporting requirements will generally require more trusts to file an income tax 
return, subject to limited exceptions. Express trusts that are resident in Canada (i.e., 
generally, trusts created with the settlor’s express intent or certain civil law trusts) and 
certain non-resident trusts will be required to report certain information for each trustee, 
beneficiary and settlor of the trust, as well as for each person who has the ability to exert 
influence over trustee decisions regarding the appointment of income or capital of the trust 
(e.g., a protector). The rules also introduce additional penalties for failure to comply. These 
requirements apply to trusts for years ending after December 30, 2022. 

KPMG observations 
The new legislation expands the trust reporting exceptions in subsection 150(1.2) to 
include a trust “all the units of which are listed on a designated stock exchange”. As a 
result, an exchange-traded fund (ETF) will be exempt, even if it does not qualify as a 
mutual fund trust, as long as all of its units are listed on a designated stock exchange 
such as the Toronto Stock Exchange or the NEO Exchange.  

The CRA recently clarified that affected trusts will not have to meet the proposed 
additional beneficial ownership reporting and filing requirements until the government 
officially passes legislation to enact these changes. This new draft legislation confirms 
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that affected trusts will only be required to meet these new obligations for taxation years 
ending after December 30, 2022. For details of the CRA’s previous announcement, see 
TaxNewsFlash-Canada 2022-02, “Trusts — CRA Holds Off on Beneficial Ownership 
Reporting”.  
 

 
Immediate expensing 
 
Finance’s draft legislation includes changes to allow certain taxpayers to temporarily 
expense up to $1.5 million of eligible property per year. The new legislation expands the 
eligibility of these rules, which were originally announced in the 2021 federal budget to 
apply for CCPCs, so that sole proprietors and certain partnerships are also eligible for this 
expensing measure. Finance will accept comments on the draft legislation for the 
immediate expensing rules until March 7, 2022. For details on the original announcement, 
see TaxNewsFlash-Canada 2021-21, “2021 Federal Budget Highlights” 

This immediate expensing measure generally applies to “eligible property” acquired by a 
CCPC on or after April 19, 2021, and that becomes available for use before January 1, 
2024, up to a maximum amount of $1.5 million per taxation year. The immediate expensing 
would only be available for the year in which the property becomes available for use and 
would be shared among an associated CCPC group. The rules do not permit any 
carryforward of excess capacity. Eligible property includes capital property that is subject to 
the CCA rules, other than property included in CCA classes 1 to 6, 14.1, 17, 47, 49 and 51. 

In addition, the draft legislation provides that unincorporated businesses carried on directly 
by Canadian resident individuals (other than trusts) and certain partnerships are also now 
eligible for the $1.5 million temporary immediate expensing measure. A partnership is 
eligible where all members would have otherwise benefitted from the measure had they 
carried on the partnership’s business directly, although multi-tiered partnerships are not 
eligible. In particular, this measure would be effective for eligible property acquired on or 
after January 1, 2022 that become available for use before 2025 (in the case of an 
individual or a partnership all the members of which are individuals) or before 2024 (for 
other partnerships).  

Cryptoasset mining 
 
Finance’s draft legislation proposes to essentially deny input tax credits (ITCs) for many 
inputs related to mining activities of cryptoassets, including making payments for mining. In 
general, the legislation specifies that these activities would not be considered as “supplies” 
for GST/HST purposes, and inputs into mining activities would be deemed acquired 
otherwise than in the course of commercial activities. These proposed changes generally 
apply effective February 5, 2022. Finance will accept comments on the draft legislation until 
April 5, 2022. 

KPMG observations 
The definition of “mining activity” in the draft legislation is very broad and appears to 

https://home.kpmg/ca/en/home/insights/2022/01/trusts-cra-holds-off-on-beneficial-ownership-reporting.html
https://home.kpmg/ca/en/home/insights/2022/01/trusts-cra-holds-off-on-beneficial-ownership-reporting.html
https://assets.kpmg/content/dam/kpmg/ca/pdf/tnf/2021/ca-2021-federal-budget-highlights.pdf
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include activities that are not otherwise considered “mining” in the industry, such as 
controlling access to a digital ledger or selling access to computing resources. The 
definition of “crypto asset” also appears to be broad enough to include not only 
cryptocurrencies, but also non-fungible tokens (NFTs), coins and smart contracts. 
Businesses operating mining activities of crypto assets could face additional tax costs 
between 5% to 15% on some of their operation costs, including electricity costs, 
depending on the province in which they operate. Businesses could potentially also face 
additional tax costs related to change of use rules of certain assets owned as of 
February 5, 2022.  
 

 
Other measures  
 
In addition, Finance’s release also includes draft legislation for additional tax changes, on 
which it will accept comments by March 7, 2022. These measures: 

• Provide a 50% reduction of the general corporate and small business income tax 
rates for businesses that manufacture zero-emission technologies 

• Expand access to the accelerated CCA for certain clean energy equipment 
(Classes 43.1 and 43.2) and implement certain restrictions 

• Expand the eligibility for the Disability Tax Credit 

• Include postdoctoral fellowship income in “earned income” for RRSP purposes 

• Allow plan administrators of defined contribution pension plans to correct for both 
under-contributions and over-contributions 

• Update the rules for electronic filing and certification of tax and information returns 
to allow electronic signatures and electronic means for filing, among other changes 

• Temporarily extend certain timelines for the Canadian Film or Video Production 
Tax Credit (CPTC) and the Film or Video Production Services Tax Credit (PSTC) 

• Address an error in COVID-19 GST Credit Top-up 

• Address issues with the revocation tax for organizations that have their registration 
as a charity revoked in certain situations. 

In addition, Finance’s release also includes draft legislation for additional tax changes, on 
which it will accept comments by April 5, 2022. These measures: 

• Amend certain taxes that apply to Registered Investments (e.g., RDSPs, RRSPs 
and TFSAs) 
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• Address complex transactions that attempt to circumvent the tax debt avoidance 
rule 

• Ensure the CRA has the authority necessary to conduct audits and undertake 
other compliance activities 

• Update the rules that address tax planning relating to allocations to redeeming 
fund unit holders in the mutual fund industry. 

We can help 
 
Your KPMG adviser can help you assess the effect of these tax changes on your personal 
finances or business affairs, and point out benefits or help 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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