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Finance Minister Chrystia Freeland tabled the 
Liberal government’s 2022 budget on April 7. 
Below are some proposed government initiatives 

and tax proposals of  greatest interest to your clients. 

Business Tax Measures 
Followup to Bill C-208 

Section 84.1 of  the Income Tax Act (the Act) contains 
rules designed to prevent business owners from 
converting dividends into lower‐taxed capital gains 
through non‐arm’s length sales transactions — a 
practice referred to as “surplus stripping.” Bill C‐208, 
which received Royal Assent on June 29, 2021, 
introduced an exception to the rules in section 84.1 in 
order to facilitate intergenerational business transfers 
of  qualifying small business corporation shares. 
However, Finance Canada expressed concerns that the 
exception may unintentionally permit surplus stripping 
without requiring that a genuine intergenerational 
business transfer takes place and announced plans 
to amend section 84.1 to address these concerns. 
No amendments have been released to date, and 
in a subsequent submission to Finance Canada 
the Conference for Advanced Life Underwriting 
(CALU) recommended that further discussions be 
held with stakeholders before implementing any 
such changes. In response to this submission and 
similar feedback from other organizations, budget 
2022 has announced a new consultation process for 
stakeholders to share their views as to how the existing 
rules can be strengthened to protect the integrity of  
the tax system while continuing to facilitate genuine 

intergenerational business transfers. It is important 
to note that in a conference call following the release 
of  the budget, Finance Canada officials once again 
confirmed that any amendments to section 84.1 would 
not be retroactive in effect. Comments are due by 
June 17, 2022, and CALU will continue to provide its 
input to Finance Canada on this important issue. The 
government has indicated that it plans to introduce 
legislation in the fall of  2022 after the conclusion of  
the consultation process. 

Increasing access to the small business deduction  

Under the current tax rules, up to $500,000 of  the 
active business income of  a small business corporation 
benefits from a reduced rate of  income tax, but 
the income cap is reduced once the taxable capital 
employed in Canada of  the corporation and associated 
corporations exceeds $10 million and is reduced to nil 
once the taxable capital hits $15 million.
  
Budget 2022 proposes to increase this taxable capital 
range so that the income cap is reduced to nil only 
when the taxable capital employed in Canada reaches 
$50 million. As illustrated in the budget papers,  
a small business corporation with taxable capital of   
$30 million would therefore be entitled to a reduced 
rate of  tax on up to $250,000 of  active business 
income compared to $0 today. However, it is important 
to note that there continues to be a reduction to 
the small business deduction when a corporation, 
in combination with associated corporations, earns 
investment income in excess of  $50,000, and access 
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to the small business deduction is reduced to nil when 
investment income reaches $150,000. 

The proposed change will apply to tax years that begin 
on or after the budget day. 

Substantive Canadian-controlled 
private corporations (CCPCs) 

With the Canada Revenue Agency (CRA) 
aggressively challenging so‐called “non‐CCPC 
planning,” it is not a big surprise that the budget 
proposes amendments that will treat a “substantive 
CCPC” as a CCPC for the purposes of  the 
determination of  its taxes payable. 

The “non‐CCPC planning” structured a private 
corporation (ultimately controlled by Canadian 
resident individuals) so that it would not meet the 
requirements to be a CCPC. The goal was for passive 
investment income earned by the non‐CCPC to be 
taxed at regular corporate tax rates instead of  the 
refundable tax rates applicable to CCPCs (cutting the 
tax payable by the corporation almost in half). While 
additional tax is payable when distributions are paid 
to the shareholders (generally, level‐setting the tax on 
the underlying income), until that happened there was 
a material deferral of  tax in the non‐CCPC. Attaining 
non‐CCPC status can be accomplished in a number 
of  ways including (1) continuing or incorporating a 
private corporation under a foreign corporate law, and 
(2) having control or options to acquire control in the 
hands of  a non‐resident. 

Budget 2022 proposes to extend the tax rates and 
rules for investment income earned by a CCPC to 
“substantive CCPCs.” Specifically, substantive CCPCs 
will be subject to the refundable corporate tax rates on 
investment income and such income will be included 
in determining the corporation’s “low-rate income 
pool” so that distributions to the shareholders cannot 
be designated as eligible dividends. In other words, the 
tax benefits achieved in the “non‐CCPC planning” 
will disappear. For all other purposes of  the Act, a 
substantive CCPC will continue to be treated as a 
non‐CCPC, including the extension by one year of  the 
notice of  reassessment period for the corporation as 
compared to a CCPC. 

In general, a substantive CCPC will be a private 
corporation resident in Canada (other than a CCPC) 
that is ultimately controlled (in law or in fact) by 
Canadian‐resident individuals. The rules will include 
an extended definition of  control that will aggregate 
the shares owned, directly or indirectly, by Canadian 
resident individuals (regardless of  their relationship).  

The proposal will apply to tax years that end on or 
after the budget day except where the tax year of  a 
corporation ends because of  an acquisition of  control 
as a result of  the sale of  the corporation, but only so 
long as the purchase and sale agreement was entered 
into before the budget day and the sale is completed 
before the end of  2022. 

Investment income in controlled foreign affiliates 

Where a CCPC holds a controlled foreign affiliate  
that is resident in a taxing jurisdiction such as the U.S., 
a tax deferral advantage is attained as a result of  the 
current foreign accrual property income (FAPI) rules. 
This is because the amount of  deduction permitted 
in calculating the FAPI income inclusion (being a 
rate factor of  the foreign tax payable on the income) 
is higher for a corporation as compared to other 
taxpayers such as individuals. In addition, the FAPI 
income could be included in the CCPC’s “general rate 
income pool” allowing for the payment of  lower‐taxed 
eligible dividends. 

The budget proposes targeted amendments to ensure a 
CCPC and a substantive CCPC can no longer benefit 
from lower corporate tax rates on investment income 
earned in a controlled foreign affiliate. Specifically, it 
will reduce the FAPI deduction for foreign tax that 
can be claimed by a CCPC and substantive CCPC 
to the amount that can be claimed by an individual. 
As a result, a full deduction in computing FAPI will 
only occur when the foreign tax on the income is 
at least 52.63%. Integration of  this income will be 
achieved with changes to the capital dividend account, 
rather than through the general rate income pool. 
In particular, there will be additions to the capital 
dividend account that represents the after‐tax income 
that was subject to tax at the highest personal income 
tax rate in the corporation. 
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This proposal will apply to tax years that begin on or 
after the budget day. 

Personal Tax Measures 
Tax-Free First Home Savings Account 

Budget 2022 proposes to create the Tax‐Free First 
Home Savings Account (FHSA), a new registered 
account to help individuals save for their first home. 
It is similar to a Registered Retirement Savings 
Plan (RRSP), as contributions to an FHSA will be 
deductible and income earned in an FHSA will not be 
subject to tax. However, as an additional tax benefit, 
qualifying withdrawals from an FHSA made to 
purchase a first home will be non‐taxable.  

While not all qualification requirements to own an 
FHSA have been finalized, the budget papers indicate 
that the plan holder: 

• Must be a resident of  Canada and at least  
 18 years of  age;
• Not have lived in a home that they owned at any  
 time in the year the account is opened, or during  
 the preceding four calendar years (a “qualifying  
 first home”); and 
• Would be limited to making non‐taxable   
 withdrawals in respect of  the purchase of  a single  
 property in their lifetime.

There will be a lifetime limit on contributions of  
$40,000, subject to an annual contribution limit of  
$8,000. The full annual contribution limit would be 
available starting in 2023. However, unused annual 
contribution room cannot be carried forward to future 
years (use it or lose it). 

As noted, withdrawals from an FHSA to make a 
qualifying first home purchase will not be subject to 
tax. However, withdrawals for any other purpose will 
be taxable. In addition, once an individual has made a 
non‐taxable withdrawal to purchase a home, they will 
be required to close their FHSA within a year from 
the first withdrawal and would not be eligible to open 
another FHSA. 

To provide greater flexibility, an individual can transfer 
funds from an FHSA to an RRSP or a Registered 

Retirement Income Fund (RRIF). These transfers will 
not result in taxes being payable, but those amounts 
will be taxed when withdrawn from the RRSP or 
RRIF in the usual manner. Transfers will also not 
reduce, or be limited by, the individual’s available 
RRSP room — in effect this represents an increase of  
the plan holder’s RRSP contribution room.  

Unlike a TFSA, withdrawals and transfers from an 
FHSA cannot be replenished in future years. As well, if  
the plan holder has not used the funds in their FHSA 
for a qualifying first home purchase within 15 years 
of  first opening an FHSA, their FHSA will have to be 
closed. Once again, these funds can be transferred into 
an RRSP or RRIF, or otherwise will be received on a 
taxable basis. 

Individuals will also be allowed to transfer funds 
from an RRSP to an FHSA on a tax‐free basis, 
subject to the $40,000 lifetime and $8,000 annual 
contribution limits. This potentially allows access to 
RRSP funds on a tax‐free basis for a qualifying first 
home purchase. Such transfers cannot be “replaced” 
by future tax‐deductible contributions to an RRSP, 
however, those amounts could be transferred back 
to the RRSP in the event those funds are not used to 
purchase a qualifying home.  

It is important to note that the Home Buyers’ Plan 
(HBP), which allows individuals to withdraw up to 
$35,000 from an RRSP to purchase or build a home 
without having to pay tax on the withdrawal (so long 
as it is repaid within the specified timeframe) will 
continue to be available. However, an individual will 
not be permitted to make both an FHSA withdrawal 
and a HBP withdrawal in respect of  the same 
qualifying home purchase. 

The government plans to work with financial 
institutions to have the infrastructure in place for 
individuals to be able to open an FHSA and start 
contributing in the 2023 calendar year. 

First-Time Home Buyers’ Tax Credit 

Under existing legislation, first‐time home buyers who 
acquire a qualifying home will be eligible to receive 
up to $750 in tax relief  (federally) by claiming the 
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First‐Time Home Buyers’ Tax Credit (HBTC). While 
this is a non‐refundable credit, any unused portion of  
the HBTC may be claimed by an individual’s spouse 
or common‐law partner. A qualifying home is one 
that the individual or individual’s spouse or common‐
law partner intends to occupy as their principal 
residence no later than one year after its acquisition. 
An individual is a first‐time home buyer if  neither the 
individual nor the individual’s spouse or common‐
law partner owned and lived in another home in the 
calendar year of  the home purchase or in any of  the 
four preceding calendar years.  

Budget 2022 proposes to double the HBTC amount 
to $10,000, which will provide up to $1,500 in tax 
relief  to eligible home buyers. Spouses or common‐law 
partners would continue to be able to split the value 
of  the credit as long as the combined total does not 
exceed $1,500 in tax relief. This measure would apply 
to acquisitions of  a qualifying home made on or after 
January 1, 2022. 

Multigenerational Home Renovation Tax Credit  
and Home Accessibility Tax Credit

The budget proposes to introduce a new 
Multigenerational Home Renovation Tax Credit 
and increase the annual expense limit of  the Home 
Accessibility Tax Credit. 

The Multigenerational Home Renovation Tax Credit 
will apply to qualifying renovation expenses to create 
a secondary dwelling unit in a home so that an 
eligible person (senior or disabled adult) can live with 
a related person. The refundable tax credit will be 
15% of  the lesser of  the expenses and $50,000. The 
credit can be claimed by any one or a combination 
of  the eligible person, the spouse or common‐law 
partner of  the eligible person, and the related 
person, but the total expenses claimed by all cannot 
exceed $50,000. Only one qualifying renovation 
can be claimed in respect of  an eligible person for 
their lifetime. The credit will apply for 2023 and 
subsequent years in respect of  work performed and 
goods acquired on or after January 1, 2023. 

The annual expense limit for the Home Accessibility 
Tax Credit is proposed to be increased to $20,000 

from $10,000. This is a non‐refundable tax credit 
equal to 15% of  the lesser of  the qualified expenses 
and $20,000 for the renovation or alteration of  a home 
of  a senior or disabled person. The increase will apply 
to expenses incurred in 2022 and subsequent years.

Minimum tax for high income earners

To tackle the perceived significant use of  deductions 
and tax credits by wealthy Canadians to reduce their 
taxes payable, and as first announced in the Liberal 
party’s 2021 election platform, budget 2022 announces 
that the government will examine a possible new 
minimum tax regime to ensure wealthy Canadians pay 
their fair share of  tax. Details on a proposed approach 
will be released in the 2022 fall economic and fiscal 
update. 

New reporting requirements 
for RRSPs and RRIFs 

Financial institutions are currently required to 
annually report contributions and withdrawals from 
each RRSP and RRIF that they administer to the 
CRA. However, unlike TFSAs, financial institutions 
are not required to file a more comprehensive annual 
information return in respect of  each RRSP and RRIF 
that includes the fair market value of  property held in 
the account. Due to concerns that RRSPs and RRIFs 
may hold assets that are not qualified investments 
under the Act, budget 2022 proposes to require 
financial institutions to annually report the total fair 
market value, determined at the end of  the calendar 
year, of  property held in each RRSP and RRIF that 
they administer. This information will assist the CRA 
in its review of  RRSPs and RRIFs with higher fund 
balances to determine compliance with the qualified 
investment rules. This measure would apply to the 
2023 and subsequent taxation years. ©

Reprinted with permission from CALU.  
Kevin Wark and Angela Ross are tax advisors to CALU. 
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