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The 2018 federal budget introduces a number of measures affecting the financial services 
industry, including amendments that will particularly impact the banking and asset 
management sectors. The budget includes changes to: 

• Broaden the definition of a securities lending arrangement  

• Clarify the exceptions to the definition of a synthetic equity arrangement 

• Clarify how the at-risk rules apply for a tiered partnership 

• Apply the dividend stop-loss rules to certain share repurchase transactions 

• Introduce additional reporting requirements for certain trusts 

• Extend the eligibility for the 15% federal mineral exploration tax credit 

• Modify existing draft legislation and regulatory proposals related to GST/HST for 
investment limited partnerships. 

Securities lending arrangements  

The 2018 budget proposes to broaden the definition of a securities lending arrangement by 
adding the term “specified securities lending arrangement”. The broadened definition is 
intended to minimize opportunities for corporate taxpayers to deduct Canadian dividends 
from the computation of taxable income while also allowing a borrower under such an 
arrangement to deduct a compensation payment that it makes to a lending counterparty.  
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The budget also includes additional amendments to clarify how subsections 260(6) and 
(6.1) of the Act apply to the deductibility amount of any compensation payments, regardless 
of whether the taxpayer is a registered securities dealer.   

These amendments apply to dividend compensation payments made on or after 
February 27, 2018 unless such payments are pursuant to a pre-existing agreement in 
place prior this date, in which case these provisions apply to compensation payments 
made after September 2018. 
KPMG observations 
This budget’s proposed changes to broaden the definition of a securities lending 
arrangement could create confusion for taxpayers who enter into stock repurchase / 
lending (Repo) transactions, since some of the terms of the Repo agreement may be 
caught under the new definition. As a result, financial transactions may now have a 
financial cost impact where certain payments between parties are denied a deduction 
for tax purposes under these changes. 

 
Synthetic equity arrangements 

The budget introduces changes to tighten the rules for synthetic equity arrangements. 
Currently, under the existing synthetic equity rules, a financial institution can claim a 
dividend deduction in respect of a synthetic equity arrangement as long as the counterparty 
is not a tax-indifferent investor and has not transferred all, or substantially all, the risk of 
loss or opportunity for gain/profit to a tax-indifferent investor. However, Finance was 
concerned that this exception could be met where a tax-indifferent investor was not party to 
a synthetic equity arrangement or a specified synthetic equity arrangement, but ultimately 
obtained all, or substantially all, of the risk of loss and opportunity for gain or profit.  

To address this concern, the budget clarifies the no tax-indifferent investor exception to the 
synthetic equity arrangement rules. The budget proposes that the exception cannot be met 
when a tax-indifferent investor obtains all, or substantially all, of the risk of loss and 
opportunity for gain or profit in respect of the Canadian share, in any way. This includes a 
situation where the tax-indifferent investor has not entered into a synthetic equity 
arrangement or a specified equity arrangement in respect of Canadian shares.  

The proposed amendments will apply to dividends that are paid, or become payable, on or 
after February 27, 2018.  

At-risk rules applicable to tiered partnerships 

The 2018 budget proposes to clarify that the at-risk rules apply to a partnership that is itself 
a limited partner of another partnership. This change is in response to a recent Federal 
Court of Appeal decision that constrained the application of the at-risk rules in the context 
of tiered partnership.  
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The proposed measures ensure that the at-risk rules apply appropriately at each level of a 
tiered partnership structure. In addition, consistent with the long-standing understanding of 
the at-risk rules, the changes clarify that limited partnership losses of a limited partner that 
is itself a partnership will not be eligible for an indefinite carry-forward. Such losses will be 
reflected in the adjusted cost base of the partnership’s interest in the limited partnership.  

This measure will apply in respect of taxation years that end on or after February 27, 2018, 
including in respect of losses incurred in taxation years that end prior to this date. As a 
result, losses from a partnership incurred in a taxation year that ended prior to February 27, 
2018 will not be available to be carried forward to a taxation year that ends on or after 
February 27, 2018 if the losses were allocated to a limited partner that is another 
partnership.  

KPMG observations 
This proposal affects tiered partnership structures that have been financed by debt, 
where the top-tier limited partners do not have any adjusted cost base in their interest in 
the bottom tier. The impact of these proposed rules should be considered in structuring 
alternative investment funds, such as private equity and infrastructure funds.    

 
Dividend stop-loss rules on repurchase transactions 

The budget amends the dividend stop-loss rule to decrease the tax loss on a repurchase of 
shares held by an FI as mark-to-market property where the FI receives a tax deductible 
inter-corporate deemed dividend on the repurchase. Under the amended rule, the tax loss 
will generally be decreased by the full amount of the deemed dividend. The budget also 
amends the exception to the dividend stop-loss rule for shares held for more than 365 days 
where the FI (and non-arm’s-length parties) held 5% or less of the shares of any class so 
that it will not apply to deemed dividends arising on a share repurchase. This amendment is 
generally intended to apply Canadian financial institutions that wish to realize a tax loss on 
a share repurchase that exceeds the mark-to-market income previously realized by the 
financial institution on the shares.   

Although the current dividend stop-loss rule applies to shares held as mark-to market 
property where the corporate taxpayer is deemed to have received an inter-corporate tax-
free dividend on a share repurchase, the tax loss reduction can be less than the amount of 
the deemed dividend, as a result of the formula used to calculate the allowable loss in 
these circumstances. Generally, under the current rule, the dividend stop-loss rule only 
denies a portion of the tax loss realized on a share repurchase equal to the excess of the 
original cost of the shares over their paid-up capital. The portion of the tax loss equal to the 
mark-to-market income previously realized on the shares is allowed.  

This proposed tax measure to decrease the tax loss on the repurchase of mark-to-market 
property will apply to share repurchases occurring on or after February 27, 2018. 
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Trust reporting requirements 

The budget proposes to require certain trusts to report additional information on an annual 
basis, including identity of all trustees, beneficiaries, settlors of the trust and each person 
who has the ability to exert control over trustee decisions regarding the appointment of 
income or capital of the trust.  

The budget also proposes new penalties for trusts that fail to comply with the new reporting 
requirements, including a maximum penalty of $2,500 and a minimum penalty of $100, and 
an additional penalty of 5% of the maximum fair market value of the property held during 
the year for trusts that fails to file return due to gross negligence.   

The budget proposes to exclude the following trusts from these additional reporting 
requirements:  

• Mutual fund trusts, segregated funds and master trusts  

• Trusts governed by registered plans (i.e., deferred profit sharing plans, pooled 
registered pension plans, registered disability savings plans, registered education 
savings plans, registered pension plans, registered retirement income funds, 
registered retirement savings plans, registered supplementary unemployment 
benefit plans and tax-free savings accounts)  

• Lawyers’ general trust accounts  

• Graduated rate estates and qualified disability trusts  

• Trusts that qualify as non-profit organizations or registered charities  

• Trusts that have been in existence for less than three months or that generally hold 
less than $50,000 in assets throughout the taxation year. 

The proposed new reporting requirements will apply to returns required to be filed for the 
2021 and subsequent taxation years.  

KPMG observations 
While mutual fund trusts are excluded from this reporting requirement, the budget does 
not exclude commercial investment fund trusts (such as pooled funds) which are unit 
trusts that do not qualify as mutual fund trusts under the Act. It is uncertain whether 
Finance intended to exclude pooled funds from this legislation. Further guidance on the 
exclusion from the reporting requirements will be required. 

 
Flow-through shares 
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The 2018 budget proposes to extend eligibility for the 15% federal mineral exploration tax 
credit to individuals who enter into flow-through share agreements on, or before, March 31, 
2019. Flow-through shares allow companies to renounce expenses associated with their 
qualifying Canadian exploration activities to investors who can deduct the expenses in 
calculating their own taxable income. The mineral exploration tax credit currently provides 
for a tax credit for individuals equal to 15% of specified mineral exploration expenses 
incurred in Canada and renounced to the flow-through shares investor. 

GST/HST and investment limited partnerships 

The budget proposes additional changes to the current draft legislation and regulatory 
proposals related to the application of the GST/HST to investment limited partnerships. 
These rules were originally released on September 8, 2017.  

Management and administration services rendered on or after September 8, 2017 

The budget changes focus on applying GST/HST to the management or administrative 
services rendered by a general partner on or after September 8, 2017. The original 
proposals were based on when the consideration for services became payable, which 
would have captured some services rendered before September 8, 2017.  

Periodic payment of tax payable 

GST/HST will generally be payable on the fair market value of management or 
administrative services in the period in which these services are rendered. The proposed 
measures provide specific rules (including deeming provisions) to determine when the 
consideration for the services becomes due.   

Expanded SLFI rules for investment limited partnerships 

The budget proposes to allow an election for investment limited partnerships to apply the 
selected listed financial institution (SLFI) rules as of January 1, 2018, instead of the original 
effective date of January 1, 2019.  

KPMG observations 
Investment limited partnerships will have to carefully determine how the rules apply to 
their structure, based on their agreements. Specifically, general partners will need to 
determine the fair market value of the services rendered after September 7, 2017 and 
determine the appropriate tax rate to charge on those services. General partners should 
consider registering for GST/HST purposes retroactively and identifying any potential 
input tax credits to reduce the tax to remit. General partners may be subject to interest 
on GST/HST remitted late.  

Investment limited partnerships will have to carefully determine whether it would be 
beneficial to elect to apply the SLFI rules as of January 1, 2018, based on their specific 
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facts and circumstances. For investment limited partnerships that incur significant HST 
costs and whose partners are located outside HST provinces, it may be advantageous 
to apply the rules as of 2018. However, investment limited partnerships that incur only 
GST on their costs and one or more partners reside in HST province, may prefer to 
apply the rules as of January 1, 2019.  

Investment limited partnerships should also consider registering for GST/HST if they 
intend to make the election to apply the SLFI rules. There are several SLFI elections 
available that could benefit investment limited partnerships that elect to become SLFIs 
as of January 1, 2018.  

It is interesting to note that Finance’s budget changes do not clarify some outstanding 
key issues. There is still uncertainty on the meaning of the definition of “investment 
limited partnership”, and the budget documents do not specifically discuss “carried 
interest”. It appears that Finance has decided to let the CRA address valuation matters 
administratively (e.g., how to determine the fair market value of the services rendered by 
the general partner). 

 
We can help 

Your KPMG adviser can help you assess the effect of the tax changes in this year’s federal 
budget on the financial services industry, and point out ways to take advantage of their 
benefits or 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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