
NEW PENSION 
INCOME-SPLITTING 
LEGISLATION

Readers may recall that the federal government announced late last 
year that it would allow individuals to “split” their pension income with 
their spouses or common-law partners. The relevant legislation was 
passed into law earlier this summer, and it applies as of the 2007 taxation 
year. The relevant details are as follows: 

Under the legislation, if you receive “eligible pension income” in a taxation 
year, you and your spouse (or common-law partner) can jointly elect that 
any amount up to one-half of the pension income be deducted in comput-
ing your income and included in your spouse’s income. The joint election 
is made in prescribed form and filed with both of your tax returns for the 
year. You must both be resident in Canada for income tax purposes.

For individuals who are 65 or older at the end of the year, “eligible 
pension income” includes life annuity payments from a pension plan, 
annuity payments under a registered retirement savings plan (RRSP) 
or deferred profit sharing plan, payments out of a registered retirement 
income fund (RRIF) and other taxable annuity payments. For individuals 
who are under 65 at the end of the year, eligible pension income includes 
only life annuity payments from a pension plan as well as certain pay-
ments received due to the death of a spouse or common-law partner. 
(Note that Canada or Quebec Pension Plan and Old Age Security pay-
ments do not qualify as eligible pension income.) 

The person receiving the eligible pension income, referred to as the 
“pensioner”, can continue to claim the pension tax credit on up to $2,000 
of the eligible pension income included in the pensioner’s net income 
after the pension “split”. The pensioner’s spouse or common-law partner, 
referred to as the “pension transferee”, can also claim the pension credit 
on up to $2,000 of the eligible pension included in his or her income. For 
these purposes, the age of the pension transferee (that is, either under 
65 or 65 or over) is relevant in determining whether the pension income 
included in the pension transferee’s income qualifies as eligible pension 
income (see above). For example, if the pension transferee is 65 or over 
at the end of the year, annuity payments under an RRSP and payments 
out of an RRIF will be considered eligible pension income for the pension 
transferee and accordingly will qualify for his or her credit. 
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You are not required to notify the payer of the eligible pension income 
that you are splitting the pension income with your spouse. The relevant tax 
information slips will continue to be sent to you by the payer. The income tax 
that is withheld at source from the eligible pension income is to be allocated 
between you and your spouse in the same proportion as the pension income 
is allocated under your joint election. Thus, if one-half of the pension income 
is allocated to your spouse, one-half of the withheld tax will be claimed as tax 
paid by you and the other half will be claimed by your spouse.

On a final note, since the election will reduce your income and increase 
your spouse’s income, it may affect the amount of certain income-based tax 
credits that each of you may claim (e.g. the age credit, which is reduced in 
2007 if income exceeds $30,936). 

REGISTERED DISABILITY 
SAVINGS PLANS

In this year’s federal budget, the government proposed the introduction 
of the Registered Disability Savings Plan (RDSP), which will allow invest-
ment income to accrue tax-free for the benefit of disabled individuals. 
The RDSP will be accompanied by government funding in the form of a 
Canada Disability Savings Grant (CDSG) and a Canada Disability Savings 
Bond (CDSB). The RDSP concept will be similar to the existing Registered 
Education Savings Plan concept. The RDSP rules are expected to be in place 
for the 2008 year.

Although specific legislation has not yet been introduced, the govern-
ment budget documents set out the general rules that will apply to RDSPs. 
The general rules are as follows:

Any person resident in Canada who is eligible for the disability tax credit 
(DTC), or their parent or other legal representative, will be eligible to estab-
lish an RDSP.

Contributions to the RDSP will not be deductible for income tax purpos-
es. However, the investment income on contributions, CDSGs and CDSBs 
will accrue tax-free while in the plan. Contributions will not be taxed when 
they are ultimately paid out of the RDSP. Investment income earned in the 
plan and CDSGs and CDSBs will be included in the beneficiary’s income 
when paid out of the RDSP.

Contributions to the RDSP will be limited to a lifetime maximum of 
$200,000 per disabled beneficiary. There will be no annual limit. Furthermore, 



3

there will be no restriction on who can contribute to the plan. Contributions 
will be allowed until the end of the year in which the beneficiary turns 59 
years of age. Payments from the RDSP will be required to begin by the end 
of the year in which the beneficiary turns 60 years of age. The maximum 
amount of annual payments will be determined by reference to the life 
expectancy of the beneficiary and the fair market value of the property of 
the plan, in accordance with actuarial rules to be established.

The federal government will provide financial assistance through the 
CDSG program. RDSP contributions made in a year, up to certain limits, 
will qualify for a CDSG at matching rates of 100%, 200% or 300%, depend-
ing on the net income of the family of the disabled beneficiary and the 
contribution amount. 

As noted, the government will also provide financial assistance to low-
income families of disabled beneficiaries in the form of CDSBs. Up to $1,000 
of an annual CDSB will be paid to the RDSP, depending on the income level 
of the family of the beneficiary. CDSBs will not be contingent on contribu-
tions being made to the RDSP. There will be a lifetime limit of $20,000 on 
CDSBs paid in respect of the RDSP beneficiary. An RDSP will be eligible to 
receive CDSBs until the end of the year in which the beneficiary turns 49 
years of age.

ALLOWABLE BUSINESS 
INVESTMENT LOSSES

For income tax purposes, a “business investment loss” is a capital loss 
that occurs from certain types of dispositions of shares or debt invested 
in small business corporations, as described below. One-half of a business 
investment loss is as an allowable business investment loss (“ABIL”). An 
ABIL is treated differently than a regular allowable capital loss (which is 
one-half of a regular capital loss).

In particular, allowable capital losses are deductible only against taxable 
capital gains. However, an ABIL is deductible against all sources of income 
for the year in which the ABIL is sustained. Furthermore, to the extent the 
ABIL is not deductible in the year in which it is sustained, it can be car-
ried back three years or forward ten years (seven years for losses arising in 
taxation years ending before March 23, 2004) and be deducted against all 
sources of income in those other years.  
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After the 10th carry-forward year, any unused ABIL becomes a regular 
allowable capital loss, which can be carried forward only to offset taxable 
capital gains. 

Requirement for ABIL

As noted, an ABIL is one-half of a business investment loss (“BIL”). A 
BIL is a loss that arises on the disposition of a share of a corporation that 
was, at the time of the disposition or within the twelve-month period prior 
to the disposition, a “small business corporation”. Generally speaking, a 
small business corporation is a Canadian-controlled private corporation, all 
or substantially all of the assets of which are used principally in an active 
business carried on primarily in Canada. A Canadian-controlled private 
corporation is a private Canadian corporation that is not controlled by non-
residents, public corporations, or any combination thereof.  

The loss on the share must occur on a disposition of the share to an arm’s 
length person. Alternatively, the loss can occur on a “deemed disposition” 
of the share as described below:

A deemed disposition of the share occurs at the end of a taxation year if 
either 1) the corporation has become bankrupt during the year; 2) the cor-
poration is insolvent and subject to a winding-up order made in the year; 
or 3) subject to certain conditions, the corporation is insolvent, no longer 
carrying on a business, and the fair market value of the share is nil. In any 
of these cases, you must make an election in your income tax return for the 
year. Note that, since the deemed disposition occurs for nil proceeds, your 
BIL will normally equal your adjusted cost base of the share, and one-half 
of that amount will equal the ABIL.

Example
Mary owns shares in a small business corporation with an adjusted cost base 

of $50,000. During 2007, the corporation went bankrupt. Mary has $100,000 
of employment income in the 2007 year and no other sources of income.

Assuming Mary makes the election, she will sustain a $50,000 BIL and 
therefore a $25,000 ABIL. The $25,000 ABIL is deductible against Mary’s 
employment income, so she will report net income of $75,000 for 2007.

Similar rules apply to an actual or deemed disposition of debt invested in 
a small business corporation. In the case of a deemed disposition of a debt, 
it must be a “bad debt”, which generally means that the debt has become 
uncollectible in the year.
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ABILs reduced by prior capital gains exemption

Generally speaking, the deductible ABILs in a taxation year are reduced 
by the amount of the capital gains exemption claimed in preceding taxation 
years. (The capital gains exemption generally applies to gains realized from 
dispositions of qualified small business corporation shares or qualified 
farm or fishing property, plus the $100,000 capital gains exemption avail-
able up to 1994.)  

Thus, if Mary in the above example claimed a $10,000 capital gains 
exemption in 2006 (in respect of $20,000 of capital gains), the deductible 
ABIL in 2007 would be reduced from $25,000 to $15,000.

TAX-FREE TRANSFERS OF 
PROPERTY TO YOUR 
CORPORATION

Under the Income Tax Act, a special provision (section 85) allows you 
to transfer property into your corporation without triggering immediate 
income tax. Such a transfer is often referred to as a “rollover”.

There are certain requirements for the rollover. Your corporation must 
be a taxable Canadian corporation, which is generally a Canadian resident 
corporation that is not exempt from tax. The property to be transferred to 
the corporation must be eligible property, which includes capital property 
(e.g. real estate held as a capital asset, machinery, equipment, furniture, 
shares in another corporation), inventory, and goodwill of a business. In 
consideration for the transfer, you must receive at least one share in the 
corporation.

Typically, you can elect to have a full rollover, meaning that each property 
you transfer is deemed to be disposed of at its tax cost, so that there is no 
income or capital gain realized on the transfer. However, you can elect to 
have a partial rollover or no rollover, in which case some income or gain 
will be realized on the transfer.  

The rollover is made by way of a joint election with your corporation that 
is filed with the Canada Revenue Agency (CRA). The filing date for the 
election is the later of your filing-due date and your corporation’s filing-
due date for the year of the transfer. Late filing is allowed for up to three 
years, with a monetary penalty. 
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In the election, an “elected amount” is chosen for each property trans-
ferred to the corporation. The elected amount becomes your proceeds of 
disposition of the property, the acquisition cost of the property to the corpo-
ration, and the cost of your shares received as consideration for the transfer. 
However, if you receive any non-share consideration from the corporation, 
you must subtract the value of that consideration in computing your cost 
of the shares (see the example below).

There are certain limits and deeming rules that apply to the elected 
amount. There is an upper limit – the elected amount cannot exceed the 
fair market value of the transferred property. There are two lower limits. 
The elected amount cannot be less than the lower of the fair market value 
of the transferred property and the tax cost of the property. Also, the elected 
amount cannot be less than the value of any non-share consideration you 
receive from the corporation (e.g. cash or any other non-share property).

Example
You transfer land into your corporation, receiving 100 common shares in the 

corporation plus $50,000 in cash as consideration for the transfer. Your tax cost 
(adjusted cost base) of the land was $60,000 and its fair market value is $100,000. 
You and the corporation file a section 85 election.

If you elect at $60,000, your proceeds of disposition of the land will be $60,000, 
meaning that you will have no capital gain. Your corporation’s acquisition cost 
of the land will similarly be $60,000.  

However, your cost of the 100 common shares received from the corporation 
will be $10,000 – that is, for these purposes you must subtract from the elected 
amount ($60,000) the value of the non-share consideration ($50,000 cash) you 
received from the corporation.

Note that a virtually identical rollover is available for transfers of prop-
erty to a Canadian partnership of which you are a member. A Canadian 
partnership means a partnership all of the members of which are resident 
in Canada.

MOVING EXPENSES
You are allowed to deduct certain moving expenses that you incur when 

moving to a new home in order to be employed or to carry on business at 
a new work location. A deduction is allowed if your new home is at least 
40 kilometres closer to the new work location than your old home is (to 
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the new work location). A similar deduction is allowed, in limited circum-
stances, for students who move to attend college or university.

The moving expenses are deductible in the year in which you move, but 
they cannot exceed your income from the employment or business, as the 
case may be, in the new work location for the year. Any moving expenses 
in excess of such income can be deducted in the following year, subject to 
the same income limit for that year. (For students, a deduction is allowed to 
the extent of the taxable portion of research grants. Students cannot deduct 
moving expenses if their only income at the new location is tax-exempt 
scholarship, fellowship, or bursary income.)

The deductible moving expenses are:
• travel costs, including vehicle costs such as gas, oil, repairs and 

maintenance incurred in the course of the move, and also includ-
ing reasonable costs of meals and lodging in the course of the 
move; 

• the cost of transporting (e.g. moving van costs) or storing house-
hold effects in the course of moving;

• the cost of meals and lodging near your old home or your new 
home for a period not exceeding 15 days;

• the selling costs incurred in respect of the sale of your former 
home;

• if you rented your old residence, the cost of cancelling your 
lease;

• if you sold your former home, the cost of legal services and any 
land transfer tax or registration fee in respect of the purchase of 
your new home (but not GST or HST);

• interest, property taxes, insurance premiums and the cost of heat-
ing and utilities in respect of your old home, up to a maximum 
total of $5,000, but only if you are making reasonable efforts to 
sell the old home, no one who inhabited the home immediately 
prior to your move continues to inhabit the home, and you are 
not renting out the home; and

• the cost of revising your legal documents to reflect your new 
address, of replacing your driver’s license and any non-commer-
cial vehicle permits (excluding any cost for vehicle insurance), 
and of connecting or disconnecting utilities.



Not all moving expenses are deductible. For example, expenses that you 
cannot deduct include:

• expenses for work done to make your old home more saleable;
• any loss from the sale of your old home; 
• expenses for house-hunting trips before the move; 
• expenses for job hunting in another city; and 
• the cost of forwarding your mail.
Obviously, you should keep your receipts to prove the deductible moving 

expenses.  
However, for the deductible meal and vehicle expenses described above, 

the CRA allows a “simplified method” of determining these expenses. 
Under this simplified method, you do not have to keep receipts and can 
instead claim a flat rate. The flat rates for moves during 2006 were $17 per 
meal per person, to a maximum of $51 per day per person. For vehicle 
expenses, the flat rates vary depending on the province or territory in 
which the travel begins. The information is available on www.cra.gc.ca/
travelcosts.

PRESCRIBED INTEREST RATES
The federal government has announced the prescribed interest rates that 

apply to amounts owed to the CRA and to amounts the CRA owes to indi-
viduals and corporations. These rates are calculated quarterly and the rates 
are in effect from October 1, 2007 to December 31, 2007. The interest rates 
remain unchanged from last quarter.

• The interest rate charged on overdue taxes, Canada Pension Plan 
contributions, and Employment Insurance Premiums is 9%. 

• The interest rate paid on overpayments is 7%. 
• The interest rate used to calculate taxable benefits for employees 

and shareholders from interest-free and low-interest loans is 5%.

AROUND THE COURTS
Expenses for child care on weekend deductible

Under the Income Tax Act, one of the general requirements for the child 
care expense deduction is that the child care services (e.g. baby-sitting, day 
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care) must “enable” the relevant parent to perform the duties of employ-
ment or to carry on a business. In the recent Labrecque case, the taxpayer and 
her husband were professionals who worked full-time during the week, 
from Monday through Friday. Their 11-year-old son was an autistic child 
who required specialized care, including specialized care on Saturdays. 
The CRA disallowed the deduction of fees paid for the care on Saturdays 
on the grounds that the care did not enable the taxpayer or her husband to 
perform the duties of an office or employment throughout the week.

The taxpayer appealed to the Tax Court of Canada. The taxpayer argued 
that the specialized care on Saturdays allowed the taxpayer and her 
husband to perform household duties and other chores, which in turn 
“enabled” them to work full-time during the week from Monday through 
Friday. The Court allowed the appeal and the deduction. The court noted 
that the definition of “child care expense” in the Income Tax Act does not 
require that the child care services occur at the same time that the taxpayer 
is performing the duties of employment or business.

Legal fees incurred to reduce 
spousal support not deductible

For the past few years, the CRA has allowed the deduction of legal costs 
incurred by a divorced or separated spouse to obtain spousal support under 
the Divorce Act, or under the applicable provincial legislation in a separa-
tion agreement. Furthermore, the CRA allows a recipient spouse to deduct 
the legal costs of seeking to obtain an increase in the spousal support.

However, from the payer’s perspective, the CRA has not allowed the 
deduction of legal costs incurred to reduce or eliminate the payment of 
spousal support. In the recent Proulx case, the taxpayer challenged this 
position and attempted to deduct legal fees related to a court motion in 
which he sought to reduce the amount of support payments to his ex-wife. 
On appeal to the Tax Court of Canada, the Court held against the taxpayer, 
and the deduction of legal fees was denied. 

.* * *
This letter summarizes recent tax developments and tax planning opportunities; however, we recommend that 
you consult with us before embarking on any of the suggestions contained in this letter, which are appropriate 
to your own specific requirements.
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 Please contact me to discuss my financial and tax needs.

 Please add my name to your tax letter mailing list.
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Company: 
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Postal Code: 

Telephone: 
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