
The decision tree above is provided to convey general information to raise awareness about the proposed changes to the Income Tax Act (Canada) regarding “income sprinkling” or tax on split income. It does not constitute  
tax advice. Individual circumstances vary and investors should solicit their own legal and tax advice. 16
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Do The New Income Sprinkling Rules Impact You?

EXCLUSION 1 

Excluded Business 18+
Have you worked an average of 20 hours per week in the current year the business operates  
(or in any 5 previous taxation years? (the deeming rule))

EXCLUSION 2

Excluded Shares 25+
Do you meet ALL of the following conditions? 

1. �You own >=10% (votes and value) of out-
standing shares directly (not through trust  
or partnership) AND

2. �The corp earns less than 90% of its income 
from the provision of services AND

3. �The company is not a professional corp. AND

4. �The income is not substantially derived from  
a related business.

EXCLUSION 4

Inherited Property

TOSI does not apply 

Did you make  
an unrelated  
capital contribution  
(Arm’s length) 

Did you make a contribution 
from any source (safe  
harbour) to the business? 
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25+

Can you prove being actively engaged on a regular 
continuous and substantial basis?

NO

TOSI does 
not apply 

TOSI does 
not apply 

TOSI does 
not apply to 
the capital 

gain from the 
disposition

TOSI does not apply 

TOSI does not apply 

Amounts in excess of a reason-
able return are subject to TOSI.

TOSI applies unless meet  
exclusions 3 or 4

Amounts in excess of a prescribed 
rate of return are subject to TOSI

Apply Reasonableness Tests for Shareholders 25+ 
(amounts in excess of reasonable return are subject  

to TOSI) unless you meet another exclusion.

Labour Contribution, Property Contribution,  
Risk Incurred, Historical payments. Based on one  

or more criteria 

TOSI does not apply to 
income received from a share 

or from income or capital 
gain from the disposition of 

the shares

You are deemed 
to retain the same 
tax treatment as 

the deceased. TOSI 
does not apply

TOSI applies 
unless you meet 

another exclusion 

TOSI applies 
unless you 

meet another 
exclusion 

TOSI applies 
unless you meet 

another exclusion 

TOSI does not 
apply to amounts 

paid to you. 

TOSI applies to 
amounts paid to 

you unless you meet 
exclusion 1,2 or 4.

EXCLUSION 5 

QSBC shares or  
qualified property 
(LCGE does not need to be claimed)  
(Applies to any related family shareholder)

Did you dispose of QSBC shares or  
qualified farm / fishing property?

Did you receive a dividend, interest, income or capital gain from the disposition of property  
(or qualified property –under exclusion 5) directly or indirectly from a related business? NO

Did you inherit property from a parent? Do you meet any of the following:

1. �Did you inherit property from a 
deceased spouse and the amount 
would have been excluded?

2. �Did you inherit property from a 
deceased individual 

	 a. �who met the deeming rule in 
exclusion 1? OR

	 b. �met exclusion 2? OR

	 c. �for which the amount would 
have been a reasonable return?

Did you inherit property from anyone 
other than a parent and are you in 
post-secondary school full time or 
eligible for the disability tax credit?

18-24 Under 1825+

YES-How old are you?

EXCLUSION 3

Retirement Property
Do you meet the following conditions?

1. Your spouse is 65 years or older AND

2. �Your spouse made business contributions AND 

3. �Any amount, if received by your spouse would 
not be subject to TOSI.
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