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Financial Institutions Update — 
Budget Legislation Now Out 
August 16, 2022 
No. 2022-42 

Canadian financial institutions may be affected by new draft legislation to enact certain 
measures in the 2022 federal budget. The legislation, which was released on August 9, 
2022, provides details on the Canada Recovery Dividend, the additional 1.5% tax on banks 
and life insurers and tax changes to address International Financial Reporting Standards 
for Insurance Contracts (IFRS 17). In addition, the legislation includes changes to address 
hedging and short selling, reporting requirements for RRSPs and RRIFs and mandatory 
disclosure requirements for financial institutions.  

Financial institutions may want to carefully review this new draft legislation to determine 
how they are affected. These institutions should also be aware that Finance has not made 
further amendments to its proposals to address tax planning relating to allocations to 
redeeming fund unit holders in the mutual fund industry. Previously, Finance released draft 
legislation for these rules for public consultation. 

Background 
In the 2022 federal budget, Finance announced several new measures affecting 
companies in the financial services industry, including banks and insurance companies. 
For full details of these announcements, see TaxNewsFlash-Canada 2022-25, "2022 
Federal Budget — Spotlight on Financial Services". 

Finance also issued revised legislation for enhanced trust reporting on August 9, 2022, 
but this release does not appear to include any notable changes. For more on those 
rules, see TaxNewsFlash-Canada 2022-05, “Finance Issues Outstanding Interest 
Expense Rules & More”. 

https://assets.kpmg/content/dam/kpmg/ca/pdf/tnf/2022/ca-2022-federal-budget-spotlight-on-financial-services.pdf
https://assets.kpmg/content/dam/kpmg/ca/pdf/tnf/2022/ca-2022-federal-budget-spotlight-on-financial-services.pdf
https://assets.kpmg/content/dam/kpmg/ca/pdf/tnf/2022/ca-finance-issues-outstanding-interest-expense-rules-and-more.pdf
https://assets.kpmg/content/dam/kpmg/ca/pdf/tnf/2022/ca-finance-issues-outstanding-interest-expense-rules-and-more.pdf
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Canada Recovery Dividend and additional tax on banks and life insurers 

Canada Recovery Dividend 

The draft legislation includes changes to impose a one-time 15% Canada Recovery 
Dividend (CRD) tax, as previously announced in the 2022 budget. Under this tax, certain 
banks or life insurer group members will generally have to pay a 15% tax on their 2020 and 
2021 average taxable income above $1 billion.  

Under these rules, the 15% tax is computed based on the average “group” taxable income 
in excess of $1 billion for the 2020 and 2021 taxation years, which includes every 
corporation that is a bank or life insurer group member at any time in the 2021 taxation 
year, as well as other financial institutions that are related to the bank or life insurer. For 
purposes of the CRD, a financial institution has the meaning as defined for Part VI tax, and 
the $1 billion exemption can be shared among group members by an agreement. 

Affected corporations will be liable for the CRD for 2022 taxation years and must pay this 
tax in equal installments over five years (with the first one-fifth to be paid on or before the 
balance-due day for the 2022 taxation year). These corporations will also have to file a 
prescribed form on or before the due date of their income tax return for the 2022 taxation 
year. 

Additional tax on banks and life insurers 

The draft legislation also increases the corporate income tax rate by 1.5% on the taxable 
income of banks and life insurer groups. As a result of this change, the overall federal 
corporate income tax would increase to 16.5% (from 15%) for taxable income in excess of 
a $100 million threshold. The 1.5% additional tax is imposed on the same bank and life 
insurer groups as the CRD, and the first $100 million taxable income exemption is shared 
among the group members by an agreement.  

This additional tax will apply to taxation years that end after April 7, 2022 but, where the 
taxation year straddles April 7, 2022, the tax will be prorated for days in the year after this 
date. 

KPMG observations 
Although Canadian subsidiaries of foreign banks and Canadian branches of foreign 
banks may be affected by this change, the definition of “financial institution” in these 
rules excludes certain entities such as investment dealers. The draft legislation also 
includes previously unannounced changes to calculate the CRD based on the average 
of 2020 and 2021 taxable income in excess of $1 billion, rather than only 2021. 

 
IFRS 17 
 
The draft legislation includes tax measures to address how insurance businesses will have to 
calculate profits for Canadian tax purposes under IFRS 17, the new international accounting 
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standard for insurance contracts. Previously, Finance released guidance that supports the 
use of accounting income determined under IFRS 17 for income tax purposes, with certain 
adjustments to address the deferral of underwriting profits under this new accounting 
standard. The draft legislation clarifies specific aspects of the rules and provides that 10% 
of the contractual service margin (CSM) on life, mortgage and title insurance contracts is 
deductible for tax purposes. 

This measure also includes the following transitional provisions: 

• A five-year transitional period for the change in reserves computed under IFRS 17 

• A five-year transition period for mark-to-market gains and losses on certain fixed 
income securities realized on the adoption of IFRS 9  

• A deduction on reserves reclassified from insurance contracts to investment 
contracts on the adoption of IFRS 17 

• Changes to the computation of the Part VI capital tax base of life insurers to 
include the non-deductible portion of CSM and accumulated other comprehensive 
income (AOCI) and to remove the deduction of the deferred tax assets. 

These measures apply effective January 1, 2023.  

For details on these measures as announced in the 2022 federal budget, see 
TaxNewsFlash-Canada 2022-38, “Insurers — Are You Prepared for New Accounting 
Standards?”. 

KPMG observations 
Although the transitional provision for the mark-to-market gains and losses may have limited 
application, the transitional provision relating to reserves may be more relevant for insurers. 
In addition, the changes to the computation of the Part VI capital tax base of life insurers 
could significantly affect the industry. 

 
Hedging and short selling  
 
The draft legislation denies a deduction for dividends received where financial institutions 
enter into certain transactions involving hedging and short selling arrangements. 
Specifically, these rules: 

• Deny the deduction for dividends received by a taxpayer on Canadian shares if a 
registered securities dealer that does not deal at arm’s length with the taxpayer 
enters into transactions that hedge the taxpayer's economic exposure to the 
Canadian shares, where the registered securities dealer knew or ought to have 
known that these transactions would have such an effect, and 

https://assets.kpmg/content/dam/kpmg/ca/pdf/tnf/2022/ca-insurers-are-you-prepared-for-new-accounting-standards.pdf
https://assets.kpmg/content/dam/kpmg/ca/pdf/tnf/2022/ca-insurers-are-you-prepared-for-new-accounting-standards.pdf
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• Deny the deduction for dividends received by a registered securities dealer on 
Canadian shares that it holds if it eliminates all or substantially all of its economic 
exposure to the Canadian shares by entering into certain hedging transactions. 

To the extent that the above situations apply, the registered securities dealer can claim a 
deduction equal to the lesser of the dividend compensation payment it makes and the 
denied deduction of the dividends received (rather than the two-third deduction under the 
existing legislation for registered securities dealers). 

These amendments apply to dividends and related dividend compensation payments that 
are paid/credited, or become payable, on or after April 7, 2022, unless the relevant hedging 
transactions or related securities lending arrangement were in place before April 7, 2022, in 
which case the amendment would apply to dividends and related dividend compensation 
payments that are paid/credited after September 2022. 

KPMG observations 
This measure appears to target certain transactions, such as where a Canadian taxpayer 
(generally a financial institution) owns Canadian shares, and a related registered securities 
dealer borrows identical shares under a securities lending arrangement and sells the 
borrowed shares short. The registered securities dealer generally holds the short position 
during the entire period that the Canadian taxpayer owns the Canadian shares. In this 
example, the Canadian taxpayer claims a deduction for the dividends received on the 
Canadian shares. At the same time, the registered securities dealer deducts two-thirds of the 
dividend compensation payments to the lender that reflect the same dividends paid on the 
shares. As a result, according to Finance, an artificial tax deduction equal to two-thirds of the 
dividend compensation payments can arise under the arrangement.  

A registered securities dealer could carry out a similar transaction on its own with respect to 
Canadian shares that it owns. In other words, the dealer can borrow and sell short identical 
shares, and claim both the deduction for dividends received on its shares and a two-thirds 
deduction for dividend compensation payments made to the lender. 

 
Reporting requirements for RRSPs and RRIFs 
 
The draft legislation also includes new rules that require RRSP/RRIF plan sponsors, or 
financial institutions who administer the RRSPs and RRIFs, to annually report the total fair 
market value of properties held in each RRSP and RRIF that they administer, determined 
at the end of the calendar year. This measure applies to the 2023 and subsequent taxation 
years. 

KPMG observations 
Financial institutions may have to make extensive system changes to meet these new 
reporting obligations. 
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Mandatory disclosure rules 
 
The draft legislation includes revised draft legislation for the previously announced 
mandatory rules. The revised legislation includes several changes. including to delay the 
new rules by one year so that they apply to transactions entered into after 2022, or taxation 
years that begin after 2022, as applicable. The rules have also been revised to clarify that 
the adviser reporting obligation will generally not apply to certain financial institutions that 
provided services as a bank, insurance corporation or credit union, in respect of notifiable 
transactions, subject to certain limitations. However, the exclusion would not apply where 
the bank, insurance company, or credit union knows (or would reasonably be expected to 
know) that the particular transaction is a notifiable transaction. 

KPMG observations 
The exclusion should limit the instances of mandatory disclosure of notifiable transactions 
for banks, insurance companies, and credit unions. 

 
We can help 
 
Your KPMG adviser can help you assess the effect of these tax changes on your business. 
We can also keep you abreast of the progress of these proposals as they make their way 
into law. 
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