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SUPER WITH MUSIC 

New tax amendments support family business succession 

Here’s what’s happening. Bill C-208 will change how family businesses can be sold. 

With Hemal Balsara, AVP of Regional Tax and Estate Planning for the Greater Toronto Area. 

SUPER END 

Effective June 29, 2021, amendments have been made to the Income Tax Act that help facilitate family 
business succession. The bill, drafted by private members, contains flaws, which the Department of 
Finance intends to correct, either by November 1st, or the later date of the publication of the final draft 
legislation. 

These changes are meant to address problems in the anti-avoidance rules in the Income Tax Act 
preventing family business transfers from being treated the same way that arm’s length transfers are. 
This put family businesses at a disadvantage when it came to business succession plans. 

Let’s use an example of a mom-and-dad-owned business and how the transaction would play out before 
the proposed rule changes from Bill C-208. 

A family business is sold to a third party. (Super) The following scenario will be illustrated on screen 

Mom and dad sell their shares of Opco to a third party, Holdco, in exchange for a promissory note. 

Opco is worth $2M and mom and dad have a lifetime capital gains exemption of $900K available to 
them.  

Holdco can receive an intercorporate dividend from Opco for $2M and use those funds to repay those 
promissory notes. 

The result is: mom and dad end up with $1,950K net of taxes, assuming a 50% tax rate, a 50% capital 
gains inclusion rate, and 2 lifetime capital gains exemptions are available.  

A family business is sold to the corporation of the owners’ child – before Bill C208 comes into effect. 
(Super) The following scenario will be illustrated on screen 

 

Take a look at what happens when mom and dad complete the same transaction with a corporation 
owned by their child, instead of Holdco.  

There’s an anti-avoidance rule, section 84.1 of the Income Tax Act, that applies when an individual sells 
shares of a Canadian corporation to another corporation that is owned by a non arm’s length individual 
(for example, the seller’s child or grandchild). Where it applies, the seller is deemed to receive a 
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dividend, instead of a capital gain. In this case – the $2M gain is recharacterized as a dividend and there 
is no applicable lifetime capital gains exemption that can be used.  

In this scenario, mom and dad end up with just $1,060K.  

Compare that to the amount earned through a third-party sale, where it was $1950K. They end up with 
$890K more when they sell to a third party. 

You can see the inequity of a pre-Bill C208 buy-out to a corporation owned by a family member versus a 
third-party scenario.  

Here’s how Bill C-208 will address this inequity. (Super) The following scenario will be illustrated on 
screen 

Bill C-208 removes intergenerational transfers from the scope of 84.1 by deeming that the 
seller/taxpayer deals at arm’s length with the purchaser corporation when: 

• The purchaser corporation is controlled by one or more of the taxpayer’s children or 
grandchildren 

• The children or grandchildren are 18 years of age or older, and 
• The purchaser corporation does not dispose of the subject shares within 60 months of their 

purchase.  
 

When these criteria are met, the interfamily sale will benefit from both the capital gains rates and the 
ability to use the lifetime capital gains exemption. 

So, coming back to mom and dad – they’ll be able to use their lifetime capital gains exemptions and 
benefit from capital gains on the sale. The result is they would net $1,950,000, and that’s the same 
amount as a sale to an arm’s-length purchaser. 

What are the Insurance opportunities because of these changes?  

Regardless of the final wording of Bill C-208, alerting your clients about these potential changes and that 
there may be ways that they can structure the sale of their business and keep it in their family is good 
news. That makes you part of the solution for your clients. 

Life insurance can be an important part of planning for family business succession, especially where the 
value of the business exceeds the capital gains exemption, or there are other appreciated assets. 

The seller could end up with deferred tax liabilities if their profit from a sale is larger than their capital 
gains exemption. Life insurance can fund these deferred tax liabilities, and sale proceeds can be used to 
pay premiums.  

If there is existing, corporate-owned life insurance and the business can be sold within the family, 
instead of to third parties, the insurance doesn’t have to be transferred out of the corporation before 
the sale. This means that there is less chance of ugly tax consequences resulting from the transfer of the 
insurance policy.  
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And let’s not forget the next generation – the children or grandchildren who are buying the business. 
Life insurance on the children can ensure that the purchase of the parents’ shares is financed, or that 
any debt from the child’s corporation can be repaid, if the child dies.  

In a nutshell, Bill C-208 and 84.1 amendments are good news for your clients and this can lead to 
insurance sales opportunities.  

Thank you. 


