Moodys Tax”

(Tax on Split Income): P

Specified Individual Split Income
Are you either an adult who is resident in Canada, or Do you earn any of the following types of split income?
are you under 18 with a parent resident in Canada? a) Non-public corporation taxable dividends and shareholder benefits

b) Partnership income derived from a related business*, or a rental where a related person
(excluding separated spouse/partner) is involved.

¢) Trust income derived from non-public corporation taxable dividends/benefits, a related business*,
or a rental where a related person (excluding separated spouse/partner) is involved.

d) Indebtedness income from non-public corporation, partnership or trust.

e) Income or gains from dispositions of non-public shares or other property with historical TOSI.

NO YES

v

NO l YES

Do any of the following apply to you in respect of the income/gain property?

a) Are you under 25 years old and received the property as a result of the death of your parent?

b) Are you under 25 years old and received the property as a result of the death of any person and you are enrolled as
a full-time post-secondary student or entitled to disability tax credit?

c) Was the property transferred to you in respect of a separation agreement or judgement resulting from a breakdown
of marriage or common-law partnership?

d) Was the taxable capital gain the result of a deemed disposition on the death?

e) Was the taxable capital gain the result of a disposition of qualified farm or fishing property or qualified small
business corporation shares (unless you are under age 18 and the disposition is to a non-arm'’s length person)?

f) Is your spouse age 65 or older (or deceased)—and if so, if the amount were to be received by your spouse, would
the split income have been excluded from TOSI under this flow chart?

YES

NO
Age 18 or over Under age 18
v v v
v v
Related Business Is it a taxable capital gain from the disposition of non-public
Is the income or gain in question derived from a corporation shares to a non-arm’s length person?
related business* for the year?
YES NO
-~ l YES
Excluded Business**
YES Are you actively engaged on a regular, continuous and substantial basis in the business in the current or any
five preceding years, either on a factual basis or by meeting a threshold of an average of 20 hours/week?
NO
Age 25 or over Age 1810 24
Excluded Shares Safe Harbour Capital Return
Does the income/gain relate to shares where all below conditions Is the split income in excess of the safe harbour
are met: capital return, i.e. prescribed interest rate multiplied
e | ess than 90% of the corporation’s “business income” for the last by the FMV of property contributions to the business?
I year was from providing services;

YES e The corporation is not a professional corporation;
e You personally own shares that, in aggregate, give you at least 10%
of the voting and value of the corporation; and
e | ess then 10% of the income of the corporation last year was derived ¢
from a related business* (not carried on by the corporation).

Amount Exceeding Within Safe
Safe Harbour Harbour

v

l NO
Reasonable Return** e .
Is the split income in excess of a reasonable return based Reasonable Return in respect of
on the relative contributions from you and each related Arm’s Length Capital**
person considering the following in respect of the business: Is the split income in excess of a reasonable return
e The work performed; based on the relative contributions from you and
e The property contributed directly or indirectly; The each related person, but considering only your
e The risks assumed, Reasonable contribution of “arm’s length capital”?
¢ The total amounts already paid to or for the benefit of Portion
the individual; and Amount The
¢ Any other factors that may be relevant. Exceeding Reasonable
Reasonable Portion

Amount Exceeding Reasonable |

l l

The TOSI rules apply to tax the income/tax-

2x taxable capital gain is deemed to be a non-eligible

dividend subject to the highest marginal rate

able capital gain at the highest marginal rate

T

* Related business generally means any business in which a related person is involved or directly/ ** Attributes generally inherited for property
indirectly own 10% or more. However, separated spouses/partners deem not related for the year. acquired as a result of death.



