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Proposed Anti-Surplus Stripping 
Rules Dropped 
October 19, 2017 
No. 2017-48 

Finance Minister Bill Morneau announced that the government will not move forward with 
the proposed anti-surplus stripping measures originally included as part of its private 
company tax consultation. These proposed measures, which were intended to prevent the 
conversion of dividends into capital gains, introduced uncertainty and complexity into the 
tax rules and may have caused unintended tax consequences. Specifically, these 
consequences could have resulted in, among other things, an increased tax cost on death, 
an increase in the tax cost on intergenerational transfers of family businesses and possible 
negative implications to capital dividend account balances.  

In this welcome announcement, which was made on October 19, 2017, the government 
also said it is still considering how to make intergenerational transfers of small businesses, 
including farms, more efficient and less difficult.  

Background 
The government released a consultation paper and complex proposed rules and 
approaches to address certain tax planning involving private corporations on July 18, 
2017. The consultation paper, “Tax Planning Using Private Corporations”, looks at 
strategies that Finance believes “inappropriately reduce personal taxes”. Specifically, 
the consultation paper outlines proposals to address tax planning involving: 

• Income sprinkling using private corporations 

• Converting a private corporation’s income into capital gains  

• Holding a passive investment portfolio inside a private corporation. 
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Most of the proposed measures would generally apply to the 2018 and subsequent tax 
years, except for certain measures dealing with the proposed anti-surplus stripping rule 
(which have now been cancelled) which would have applied to shares disposed of, and 
amounts received or that become receivable, on or after July 18, 2017 (i.e., the 
consultation paper’s release date). 

For full details on the consultation paper, see TaxNewsFlash-Canada 2017-38, “Finance 
Targets Private Company Tax Planning”. 

KPMG prepared a submission on the consultation paper that 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, “Finance Targets Private 
Company Tax Planning”). 

Earlier this week, the government provided further comments on the income sprinkling 
proposals included in its private company consultation, and announced that the small 
business tax rate would decrease to 9% (from 10.5%) by 2019 and that it was cancelling 
changes to limit access to the lifetime capital gains exemption (see TaxNewsFlash-
Canada 2017-46, "Small Business Tax Rate Drops to 9% by 2019”). As well, the 
government announced that there will be no tax increase on passive investment income 
below a $50,000 annual threshold as part of the private company tax proposals (see 
TaxNewsFlash-Canada 2017-47, "Private Companies — Passive Income Relief 
Announced”). 

 
Conversion of income into capital gains — Proposals cancelled 

The government announced that it 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 non-arm’s-length 
transactions that “step-up” the cost base of shares of a corporation and avoid the 
application of section 84.1. 

Further, the government will not proceed with a separate 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. 

We can help 

Your KPMG adviser can help you assess the effect of any potential changes to the taxation 
of private companies. For details on the implications for your company, contact your KPMG 
adviser. 

  
    

https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2017/ca-finance-targets-private-company-tax-planning.pdf
https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2017/ca-finance-targets-private-company-tax-planning.pdf
https://home.kpmg.com/ca/en/home/insights/2017/10/kpmg-in-canada-responds-to-government-proposals.html
https://home.kpmg.com/ca/en/home/insights/2017/10/kpmg-in-canada-responds-to-government-proposals.html
https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2017/ca-private-company-tax-changes-what-is-canadas-next-move.pdf
https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2017/ca-private-company-tax-changes-what-is-canadas-next-move.pdf
https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2017/ca-small-business-tax-rate-drops-to-9-percent-by-2019.pdf
https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2017/ca-small-business-tax-rate-drops-to-9-percent-by-2019.pdf
https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2017/ca-private-companies-passive-income-relief-announced.pdf
https://assets.kpmg.com/content/dam/kpmg/ca/pdf/tnf/2017/ca-private-companies-passive-income-relief-announced.pdf
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