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Businesses that operate in Quebec may benefit from the province’s recent announcement
that it will decrease the provincial small business income tax rate to 2.2% (from 3.2%). This
change, which is effective for corporations’ taxation years starting after April 29, 2026,
comes with a corresponding increase in Quebec’s tax rate on non-eligible dividend income.
Quebec announced this change in an Information Bulletin on April 29, 2026, which also
notes that Quebec will harmonize with certain federal tax measures included in federal Bill
C-15, including technical amendments to the excessive interest and financing expenses
limitation (EIFEL) rules, changes to the trust reporting rules, amendments to the alternative
minimum tax (AMT) and the loss carryback time extension for a deceased taxpayer’s legal
representative.

Small business tax rate change

Quebec has decreased its small business income tax rate to 2.2% (from 3.2%). This
change is effective for taxation years starting after April 29, 2026. As a result, Quebec’s
corporate income tax rates are as follows for 2026:

Corporate Income Tax Rates — As of January 1, 2026
Quebec Combined Federal
and Quebec
General 11.5% 26.5%
M&P 11.5% 26.5%
Small business' 3.2%/2.2%* 12.20%/11.20%?

' On first $500,000 of active business income.
2 Quebec’s small business income tax rate decreases to 2.2% (from 3.2%), effective for
taxation years starting after April 29, 2026.
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Personal tax rate change — Non-eligible dividend tax rate increased

As a consequence of the reduction to the small business income tax rate, Quebec’s top
marginal personal income tax rate on non-eligible dividends will increase on January 1,
2027. This increase is achieved by decreasing, the non-eligible dividend tax credit rate to
2.69% (from 3.42%) for dividends received after December 31, 2026.As a result, the
combined top marginal income tax rates for January 1, 2026 and 2027 are as follows:

Personal Combined Federal/Quebec Top Marginal Rates
January 1, 2026 January 1, 2027
Interest and regular income 53.31% 53.31%
Capital gains 26.65% 26.65%
Eligible dividends 40.11% 40.11%
Non-eligible dividends 48.70% 49.54%

Integration update

As a result of these changes, there is a tax advantage when Quebec CCPCs pay non-
eligible dividends to Quebec resident individuals in 2026 as opposed to in 2027. This is
because of the timing mismatch between the decrease in the small business corporate
income tax rate to 2.20% for taxation years beginning after April 29, 2026 and the increase
in the non-eligible dividend tax rate on January 1, 2027.

Federal Bill C-15 harmonization measures

Quebec announced it will harmonize with several measures included in federal Bill C-15,
including technical amendments to the EIFEL rules, changes to the trust reporting rules,
amendments to the alternative minimum tax (AMT) and the two-year loss carryback time
extension (3 years instead of 1 year) under subsection 164(6) for a deceased taxpayer’'s
legal representative. Quebec notes that these changes will be applicable on the same
dates as the federal measures with which they are harmonized.

We can help

Your KPMG adviser can help you assess the effect of this tax change on your personal
finances or business affairs, and point out ways to realize any tax savings.
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