
 
 

 
 

All materials in all formats provided is for PERSONAL EDUCATIONAL USE only. See http://www.videotax.com/copyright/ 
All information provided in any manner before, during and after the course is for educational purposes. Specialized 

professional advice should be sought for specific cases. See http://www.videotax.com/disclaimer/ 
© Video Tax News Inc, May 2018. All Rights Reserved. 

 

10 Notes 

INCOME SPLITTING – TAX ON SPLIT INCOME (TOSI) 1 

 2 
On March 27, 2018, Bill C-74, Budget Implementation Act 2018, No. 1, was introduced in 3 
the House of Commons. This Bill contained legislation targeted at preventing income 4 
sprinkling by expanding the Tax on Split Income (TOSI) rules.  At the time of publication, 5 
this Bill had passed second reading (April 23, 2018) in the House of Commons.  The Senate 6 
Standing Committee on National Finance is also currently reviewing the Bill and has heard 7 
from numerous witnesses to date. 8 
 9 
The application of TOSI to individuals under age 18, introduced in 1999 (commonly known 10 
as the “kiddie tax”), is not generally proposed to change. Commencing in 2018, however, 11 
TOSI will also potentially apply in respect of amounts that are received by specified adult 12 
individuals, either directly or indirectly, from a related business.  The rules apply to income 13 
from private business arrangements, such as dividends on unlisted shares, or income in the 14 
form of a trust or partnership distribution derived from a business or rental activity carried 15 
on by a related individual. Income caught by these provisions is subject to the highest 16 
personal tax rate, and cannot be offset with most personal tax credits. 17 
 18 
Related Business  19 
 20 
A related business (defined in proposed Subsection 120.4(1)) in respect of a taxpayer 21 
includes any business, where another individual (the “source individual”) related to the 22 
taxpayer does any of the following: 23 
 24 

• personally carries on the business (this means income from a sole proprietorship 25 
to a related person can be subject to TOSI); 26 

• is actively engaged in the business carried on by a partnership, corporation or trust; 27 
owns shares of the corporation carrying on the business, or property the value of 28 
which is derived from shares of the corporation, having a fair market value not less 29 
than 10% of the fair market value of all of the shares of the corporation; or 30 

• is a member of a partnership which carries on the business. 31 
 32 
 33 
The definition is broadly drafted to capture income derived directly or indirectly from the 34 
business. For adults, if the income is not derived at least indirectly from a related business, 35 
it would not be subject to TOSI. 36 
 37 
One area of concern is in respect of the timing of the dividend. The most recent iteration 38 
of the legislation states that an adult would not be subject to TOSI as long as the amount is 39 
not derived directly or indirectly from a related business in respect of the individual “for 40 
the year”. This appears to indicate that as long as there was no related business in the year, 41 
there will be no TOSI. However, the complete ramifications and interpretation of this 42 
wording is not yet fully settled. This is also an area that may receive further legislative 43 
wording changes. 44 
 45 


