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Finance Minister Bill Morneau introduced proposed legislation to reduce Canada’s small 
business tax rate to 9% (from 10.5%) by 2019 in Canada’s fall economic update. The 
update, which was released October 24, 2017, also makes consequential adjustments to 
the dividend tax credit rate and enhances the Canada Child Benefit, among other changes. 
Finance recently announced that it would reduce its small business tax rate along with 
other changes it intended to make to its proposals on the taxation of private companies. 
This update reaffirmed Finance’s intentions to clarify and cancel certain aspects of these 
proposals, but it did not provide any further information.   

Canada reduces small business tax rate to 9% 

The fall economic update decreases the federal small business income tax rate that applies 
to the first $500,000 of qualifying active business income of a Canadian-controlled private 
corporation to 9% (from 10.5%), to be phased in as follows: 

• 10% effective January 1, 2018 

• 9% effective January 1, 2019. 

The reduction in the small business income tax rate will be prorated for corporations with 
non-calendar taxation years. 

Increase in tax on dividends  

As a result of the proposal to reduce the small business income tax rate, the fall economic 
update also proposes to adjust the gross-up factor and dividend tax credit that applies to 
non-eligible dividends (generally, dividends distributed from corporate income taxed at the 
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small business rate). The effective federal tax rate on non-eligible dividends for taxpayers 
subject to the top marginal tax rate will increase as follows: 

Non-eligible dividends 
 2017 2018 2019 

Gross-up 17.00% 16.00% 15.00% 
Dividend tax credit 12.31% 11.64% 10.38% 
Federal top marginal rate 26.30% 26.64% 27.57% 

 
Note that this table reflects only the federal effective tax rate on non-eligible dividends. The 
combined federal and provincial effective tax rate will depend on the individual’s province or 
territory of residence. 

Enhanced child care benefit 

Canada’s fall economic update indexes the Canada Child Benefit to inflation. As a result, 
the monthly payments provided under the benefit to eligible families will increase to a 
maximum annual benefit of up to $6,496 per child under the age of 6 (from $6,400) and up 
to $5,481 per child for those aged 6 through 17 (from $5,400) for 2018-19. The income 
thresholds will also increase in these years so that families with less than $30,450 in net 
income will receive the maximum benefit (previously $30,000), with benefits phased out 
where adjusted family net income exceeds $65,975 (previously $65,000). The indexing of 
these amounts was originally scheduled to begin on July 1, 2020 

Working Income Tax Benefit 

Canada’s fall economic update also introduces measures to provide additional funding to 
the Working Income Tax Benefit, a refundable tax credit for low-income workers. The 
government will provide further details on the design of this new incremental enhancement 
in its 2018 federal budget. 

KPMG observations — Update on private company tax changes 
Now that the government has tabled proposed legislation to enact its reduction to the 
small business deduction and confirmed it will proceed with other planned amendments 
to its private company tax proposals, a clearer picture of what small business owners 
may expect under the government’s new regime is beginning to emerge. The 
government made a series of announcements during the week of October 16, 2017 that 
included, among other things, the following modifications to its private company tax 
changes: 

Income sprinkling using private corporations — Finance Minister Morneau announced 
that the government would “simplify” the planned changes to address income sprinkling 
using private corporations, but that it was cancelling its proposed changes to limit 
access to the Lifetime Capital Gains Exemption (LCGE). According to the government, 
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amended draft legislation to implement these rules will be released this fall (see 
TaxNewsFlash-Canada 2017-46, "Small Business Tax Rate Drops to 9% by 2019”). 

Holding a passive investment portfolio inside a private corporation — Finance Minister 
Morneau announced that the government would not increase tax on passive investment 
income below a $50,000 annual threshold as part of its changes to its measures that 
target the deferral of tax benefits of passive investments within private corporations. 
Finance said that it intends to release details of the proposed passive investment 
measures as part of its 2018 federal budget (see TaxNewsFlash-Canada 2017-47, 
"Private Companies — Passive Income Relief Announced”). Finance also announced 
that its passive investment tax changes will maintain incentives that encourage venture 
capital and angel investors to invest in innovative companies. 

Converting a private corporation’s income into capital gains — Finance Minister 
Morneau announced that the government would not be enacting proposed changes 
relating to the conversion of income into capital gains. As a result, the government will 
not move forward with the proposed changes to prevent individual taxpayers from using 
certain non-arm’s-length transactions that “step-up” the cost base of shares of a 
corporation and avoid the application of section 84.1, or with a separate new anti-
surplus stripping rule in proposed section 246.1 to address tax planning that it believes 
circumvents the rules on the conversion of a private corporation’s surplus into tax-
exempt, or lower-taxed, capital gains (see TaxNewsFlash-Canada 2017-48, "Proposed 
Anti-Surplus Stripping Dropped”). 

For full details on the consultation paper, see TaxNewsFlash-Canada 2017-38, “Finance 
Targets Private Company Tax Planning”. KPMG’s submission on the consultation paper 
advised the government to delay implementing its proposed tax changes, and 
recommended certain technical fixes (see Consultation on Private Company Taxation — 
KPMG Submission to Canada’s Department of Finance and TaxNewsFlash-Canada 
2017-44, “Private Company Tax Changes — What’s Canada’s Next Move?”). 

 
We can help 

Your KPMG adviser can help you assess the effect of the tax changes in this year’s fall 
economic update on your personal finances and business affairs. We can also keep you 
abreast of the progress of these proposals as they make their way into law. 
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Information is current to October 24, 2017. The information contained in this TaxNewsFlash-Canada is of a 
general nature and is not intended to address the circumstances of any particular individual or entity. Although we 
endeavour to provide accurate and timely information, there can be no guarantee that such information is 
accurate as of the date it is 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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