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While the reduced personal 
income taxes on corporate divi-
dends essentially favour dividends 
from public companies, the rules 
for Canadian Controlled Private 
Corporations (CCPCs) are estab-
lished through a complex formula, 
known as the General Rate Income 
Pool (GRIP) which determines 
eligible dividends for a CCPC.  

Located in Section 89(1) of  
the Income Tax Act, the GRIP Cal-
culation can result in a positive or 
negative GRIP amount. The GRIP 
calculation in Section 89(1) is set 
forth below and, clearly, the com-
plexity of  the determination of  a 
company’s GRIP requires special-
ized tax advice. 

Formula:
“general rate income pool” at the 

end of a particular taxation year, 

of a taxable Canadian corpora-

tion, that is, a Canadian-controlled 

private corporation or a deposit 

insurance corporation in the par-

ticular taxation year, is the positive 

or negative amount determined by 

the formula: 

A-B

where  

 A   is the positive or negative 

amount that would, before 

taking into consideration the 

specified ‘future tax conse-

quences for the particular 

taxation year, be determined 

by the formula: C + 0.68(d 

- E - F) + g + H - i 

 where   

 C  is the corporation’s general 

rate income pool at the end of 

its preceding taxation year 

 d  is unless paragraph (b) 

applies, the corporation’s tax-

able income for the particular 

taxation year, and if the cor-

poration is a deposit insurance 

corporation in the particular 

taxation year

 E  is the amount determined by 

multiplying the amount, if any, 

deducted by the corporation 

under subsection 125(1) for  

the particular taxation year 

by quotient obtained by divid-

ing 100 by the rate of the 

deduction provided under that 

subsection for the particular 

taxation year

 F  is if the corporation is a 

Canadian-controlled private 

corporation in the particular 

taxation year, the lesser of 

the corporation’s aggregate 

investment income for the 

particular taxation year, and 

the corporation’s taxable 

income for the particular 

taxation year, and in any other 

case, nil,

 g  is the total of all amounts 

each of which is an eligible 

dividend received by the cor-

poration in the particular 

taxation year, an amount  

deductible under section 113 

in computing the taxable 

income of the corporation for 

the particular taxation year

 H   is the total of all amounts, 

determined under subsections 

(4) to (6) in respect of the 

corporation for the particular 

taxation year, and  

 i  is (a) unless paragraph (b) 

applies, the amount, if any, 

by which (i) the total of all 

amounts each of which is the 

amount of an eligible dividend 

paid by the corporation in its 

preceding taxation year 

exceeds 

   (ii) the total of all amounts 

each of which is an excessive 

eligible dividend designation 

made by the corporation in its  

preceding taxation year, or (b) 

if subsection (4) applies to the 

corporation in the particular 

taxation year, nil and 

 B  is 68% of the amount, if 

any, by which the total of the 

corporation’s full rate taxable 

income (as would be defined 

in the definition “full rate tax-

able income” in subsection 

123.4(1), if that definition 

were read without reference 

to its subparagraphs (a)(i) 

to (iii)) for the corporation’s 

preceding three taxation 

years, determined without 

taking into consideration the 

specified future tax  

consequences, for those pre-

ceding taxation years, that 

arise in respect of the particu-

lar taxation year, 

exceeds   

   (b) the total of the corpo-

ration’s full rate taxable 

incomes (as would be defined. 

in the definition “full rate tax-

able income” in subsection 

1234(1), if that definition 

were read without reference 

to it subparagraphs (a)(i) to  

(iii)) for those preceding taxa-

tion years;

Formula’S	EFFEct	
Now, the formula for establish-
ing the GRIP includes a deduc-
tion for amounts deducted by 
the corporation under section 
125(1) (the small business 
deduction) for the year and for 
prior years under the formula. 
Since most CCPCs will have uti-
lized the small business deduc-
tion they will have a negative 
GRIP and will continue their 
policy of  increasing salary or 
bonusing amounts out over the 
small business deduction.  
Further, in Ontario, the claw 
back of  the small business deduc-
tion (increased rates to recover 
the lower rate advantage) above 
the small business level will addi-
tionally discourage such CCPCs 
from having income above the 

small business deduction.

No	GrIP	EFFEct	oN	rcaS
The new dividend rules for 
CCPCs and the GRIP calculation 
do not change the attractiveness of  
retirement compensation arrange-
ments (RCAs). The purpose of  
the RCA is to provide adequate 
retirement benefits, deductible by 
the corporation and not taxable 
until received by the beneficiary 
for owner/executives in a separate 
fund protected from creditors and 
providing long-term tax deferral.  

The GRIP calculation will 
ensure that CCPCs continue to 
use the small business deduction 
to fund corporate growth as they 
have done in earlier years, while 
bonusing out above the small busi-
ness deduction, or paying ineligi-
ble dividends.

Speculation by commenta-
tors on major changes to CCPC 
behaviour, in relation to bonuses 
and dividends, such as reducing 
salaries and taking dividends, is 
premature. For a CCPC utilizing 
the small business deduction, the 
GRIP calculation is a deterrent to 
creating eligible dividends. 

Further, as in the past, prefer-
ences for dividends over salaries 
due to rates of  taxation will lead, 
over time, to an adjustment of  
rates equalizing the tax treatment. 
 aEr
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More to Joint Ownership
Continued from page 22

Joint control means that the par-
ent has given a child the right to 
issue instructions with respect to the 
asset, but the child does not actually 
own the asset. The co-owner is really 
more like a signatory or agent than 
an actual owner. On the parent’s 
death, the co-owner loses his or her 
ability to make decisions about the 
asset, which becomes part of  the 
parent’s estate. 

Mere right of  survivorship 
means that the child has neither 
ownership nor control during the 
parent’s lifetime but does inherit 
the asset on the parent’s death. 

Had the account form indi-
cated not just that Joe and James 
were joint owners but also that Joe 
intended to gift a right of  survi-
vorship to James, it would have 
been much more likely that the 
gift would have survived the chal-
lenge from Joe’s sisters. Faced with 
clear and unequivocal documenta-
tion, they might not have initiated 
a lawsuit at all. 

PaNIc	ovEr	ProbatE	FEES
The mere fact that something 
can be done does not mean that 
it should be. The desire to reduce 
probate fees is probably the most 
common reason we hear for advis-
ing older people to put assets into 
joint ownership. Probate fees are a 
tax paid in some provinces when a 
will is registered with the courts. 
The fee is calculated on the value 
of  the estate’s assets. With true or 
full joint ownership of  an asset, 
when one owner dies, the other 
automatically becomes the full 
owner. For this reason, the jointly 
owned asset never becomes part of  
the deceased joint owner’s estate 
and so no probate fees are paid on 
the jointly owned asset. 

We certainly understand why 
people wish to avoid paying 
probate fees, but it is important 
to keep this issue in perspec-
tive. Probate fees in Ontario are 
charged at the rate of  1.5%, and 
an ill-considered joint ownership 
can expose people to immedi-
ate liability for capital gains tax 
and to the loss of  one-half  of  

the asset gifted into joint own-
ership. The tax liability arises 
because a transfer to full joint 
ownership constitutes a “dispo-
sition” for tax purposes, giving 
rise to a tax liability in respect 
of  capital gains. The exposure 
to loss arises because a transfer 
to full joint ownership leaves the 
new co-owner with the right to 
“sever” the joint tenancy into a 
tenancy-in-common, leaving him 
or her the owner of  one-half  of  
the asset. Before advising a client 
to put an asset into joint owner-
ship, it is important to be sure 
you – and the client – understand 
the implications of  doing so. 

brokEraGE	ISSuES
What does all this mean for bro-

kers and advisors? First, be careful 
and thoughtful in offering advice 
about joint ownership. 

Second, ensure that the docu-
mentation on file reflects your 
client’s wishes. When reviewing 
existing files that are jointly owned, 
consider taking the opportunity to 
ensure that the client’s wishes are 
properly documented. 

Third, and probably most dif-
ficult, ensure that your tracking 
systems properly flag and track 
the client’s wishes with respect to 
who is entitled to issue instruc-
tions on the account during the 
client’s lifetime, and who owns 
the assets following the death of  
one of  the joint owners. Most 
client record-keeping systems 
with which we are familiar do not 
have the capacity to distinguish 
among full joint ownership, mere 
control and mere right of  survi-
vorship. Under standard back-
office practices, many financial 
institutions simply remove the 
name of  a deceased co-owner 
from the account immediately 
upon receipt of  proper notifi-

cation of  his or her death, leav-
ing the remaining co-owner to 
do as he or she pleases with the 
account. 

If  this is not what the deceased 
intended, the financial institution 
is now exposed to liability to the 
deceased’s estate and disappointed 
beneficiaries. A financial institu-
tion may also be exposed to liabil-
ity if  it was involved in creating the 
joint ownership but failed to effec-
tively document precisely what the 
deceased intended. 

In sum, we anticipate that the 
demand for joint ownership will 
rise, bringing with it an increased 
exposure to liability unless finan-
cial institutions become more 
careful about the advice they offer 
clients and in documenting and 
following their clients’ instruc-
tions.  aEr
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