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There are two reasons why income 
splitting is so important to reduce  
your family’s tax burden: 

■■ Canada’s tax system is based on 
graduated tax rates

■■ Everyone in Canada has a tax-free  
basic exemption amount

A graduated tax rate system basically 
means that there is a higher marginal  
tax rate on taxable income as income 
increases. Furthermore, each 
Canadian resident can earn about 
$9,000 (varies by province) of taxable 
income every year tax-free due to the 
basic personal tax credit. As a result 
of these two factors, if income can be 
shifted from a high-income parent to a 
low-income spouse or child, then the 
family can realize tax savings of up to 
$15,000 per year (varies by province). 
If there are four members in a family, 
then family tax savings of up to 
$45,000 per year can be realized. When 
you consider the amount of potential 

annual tax savings, it makes sense 
for families earning a high income 
to strongly consider family income-
splitting strategies.

In order to prevent abusive income-
splitting arrangements, the Income 
Tax Act has income attribution rules. 
These rules will attribute taxable 
income back to the high-income 
family member  
that actually supplied the capital 
for investment, thus achieving no tax 
savings. The abovementioned income-
splitting strategies are permitted by 
the Income Tax Act as valid strategies.

Reduce YouR FamilY’s Tax BuRden
Strategy 9 – Family income splitting

Your family’s overall income tax 
bill can be reduced through the 
effective use of income splitting 
strategies such as the Spousal 
Loan Strategy, a prescribed rate 
loan to an RBC Family Trust, 
Spousal RRSPs and pension 
income splitting.

CHRIS D  URWARD
Vice President 
Portfolio Manager 
416-974-1918 
chris.durward@rbc.com 

J  N  ANICE G
FMA 
Associate 
416-974-7192 
janice.ng@rbc.com 

2345 Yonge St 
10th Floor 
Toronto, ON 

 



This publication is not intended as nor does it constitute tax or legal advice. Readers should consult their own lawyer, accountant or other professional advisor when planning to implement 
a strategy. The information contained herein has been obtained from sources believed to be reliable at the time obtained but neither RBC Dominion Securities Inc. nor its employees, agents, 
or information suppliers can guarantee its accuracy or completeness. Interest rates, market conditions, special offers, tax rulings and other investment factors are subject to change. This 
information is not investment advice and should be used only in conjunction with a discussion with your RBC Dominion Securities Inc. Investment Advisor. This will ensure that your own 
circumstances have been considered properly and that action is taken on the latest available information. RBC Dominion Securities Inc.* and Royal Bank of Canada are separate corporate 
entities which are affiliated. *Member-Canadian Investor Protection Fund. RBC Dominion Securities Inc. is a member company of RBC Wealth Management, a business segment of Royal Bank 
of Canada. Insurance products are offered through RBC Wealth Management Financial Services Inc., a subsidiary of RBC Dominion Securities Inc. When providing life insurance products in 
all provinces except Quebec, Investment Advisors are acting as Insurance Representatives of RBC Wealth Management Financial Services Inc. In Quebec, Investment Advisors are acting as 
Financial Security Advisors of RBC Wealth Management Financial Services Inc. When providing financial planning services in all provinces except Quebec, such services are provided by RBC 
Dominion Securities Inc. In Quebec, financial planning services are provided by RBC Wealth Management Financial Services Inc., which is licensed as a financial services firm in that province. 
®Registered trademarks of Royal Bank of Canada. Used under licence. ©2013 Royal Bank of Canada. All rights reserved.  WMRFWM9-EN (04/2014)

capital to the low-income spouse for 
investment at the CRA-prescribed 
interest rate in effect at that time. In 
this case, all future investment income  
is taxed to the low-income spouse. 
However, the high-income spouse  
must declare the interest on the loan.

Gifting funds to minor children and 
earning capital gains on the funds 
is still an effective income-splitting 
strategy that many high-income 
parents with low-income children 
should consider. A child with no 
other income can earn approximately 
$18,000 of capital gains every year 
tax-free (varies by province) due to 
their basic exemption. The capital gain 
income can then be used for various 
expenses for the child’s benefit such as 
private school, camps and lessons.

If you are concerned about gifting 
monies to your child, then consider 
loaning the funds to a family trust 
at the CRA-prescribed interest rate. 
When properly structured, your 
children can earn up to $9,000 in 
interest income, or $18,000 in realized 
capital gains and even more in eligible 
Canadian dividends on a tax-free 
basis (varies by province). With the 
CRA-prescribed interest rate at lower 
levels, these tax savings would greatly 
outweigh the tax on the interest paid 
to you on the loan.

Please contact us for more information.

Business owners can split income by 
paying reasonable salaries to lower-
income family members based on 
the services they perform. However, 
if a low-income spouse or child is not 
actually working in the family business 
or their services are minimal, then 
paying them a salary or bonus that 
is in excess of the services rendered 
simply for income-splitting purposes 
is not permitted.

If you own a Canadian corporation, 
there are a number of creative 
strategies to split income with family 
members. One such strategy, typically 
done in combination with an estate 
freeze, is called “dividend sprinkling.” 
Although there are some attribution 
rules to consider, this strategy involves 
paying dividends from the corporation 
to adult children and spouse 
shareholders based on the growth of 
the corporation after the estate freeze. 
If the spouse or adult children had 
no other income, then approximately 
$10,000 – $50,000 of tax-free dividends 
(varies based on your province and 
eligible dividend tax rules) could be 
paid to them from the corporation 
every year if structured properly.

A common investment income-
splitting strategy with a low-
income spouse, whether you own a 
corporation or not, is the prescribed 
rate loan strategy. With this strategy, 
the high-income spouse loans 

Family Wealth 
management tip 

RBC offers both family trust 
and formal trust solutions. 
These solutions, based on 
standardized trust deeds, are 
structured primarily for the 
purpose of splitting investment 
income with low-income family 
members to minimize the overall 
tax burden on the family. The 
RBC Family Trust can be used to 
fund your children’s education 
and expenses while providing a 
mechanism for income splitting. 
The RBC Dominion Securities 
Formal Trust is used primarily 
for gifting smaller amounts to a 
beneficiary for income splitting. 
The main difference between 
the RBC Family Trust and the 
RBC DS Formal Trust is that 
amounts contributed to the RBC 
DS Formal Trust are irrevocable 
gifts to a beneficiary, while with 
the RBC Family Trust, you have 
the option to loan or gift monies 
to the trust. Speak to us if you 
are interested in learning more 
about the RBC Family Trust or 
RBC DS Formal Trust.


