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After years of experience, 
owners often know in their gut 
how their company is doing at 

any given time.  But this vague notion 
of performance really isn’t enough.  
As management gurus will tell you, 
“You can only manage what 
you measure.”

The best way to take the 
pulse of your business is 
by using Key Performance 
Indicators, or KPIs.  Unique 
to each company, KPIs might 
include things like average 
transaction value, customer 
satisfaction, quality rejection 
rate or productivity vs. 
capacity.

KPIs give you precise 
measurements of the things that 
matter most to your business.  
Armed with these numbers, you 
can compare performance over 
time, set goals and constantly 
correct course.

Getting started:  What can you 
measure?  Consider every area 
of the company.  Each functional 
area will have its own indicators.  Once 
you start brainstorming, you’re sure to 
think of many KPIs that would be good 
to track.

Create a benchmark:  To measure 
improvement or decline, you need a 
benchmark.  Some of these “starter” 
numbers can be gleaned from the 
books — sales numbers, for example, 
are easy to find in the accounting 

system.  Others may require some 
outreach.  For example, an initial 
customer satisfaction survey will give 
you a benchmark for future years.

Dig in:  Once you start tracking KPIs, 
the fun begins.  Why are the numbers 
the way they are?  What can you do 
differently to change them?  People 
are often surprised to find that KPIs 
tell a different story than what they 

assumed.

Keep in mind that you 
don’t need to measure 
everything right away.  
You may want to start 
with just a few KPIs and 
build from there.  Even a 
little bit of measurement 
will help you manage 
more effectively.

What are your KPIs? 
The Business Transition 
& Family Enterprise 
Advisory Services team 
can help identify them.  
Give your DJB Advisor a 
call to arrange to get the 
process started.

Article adapted by  Paul 
G. Stringer, CPA, CA, 
FEA, Partner from 
the Business Owner’s 

Perspective Summer 2010 article – 
purchased by DJB for our use.
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Significant Changes to Tax Planning Related to Life 
Insurance Policies
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The planning surrounding life 
insurance policies held by 
private corporations is a model 

that has been in use for the better 
part of two decades. While Canada 
Revenue Agency (CRA) always 
acknowledged the existence of certain 
life insurance planning techniques 
and their associated benefits, some 
professionals felt it was only a matter 
of time until these benefits were 
reduced or wiped out entirely. We have 
outlined below two key changes that 
will impact life insurance planning 
both now and in the future.

2016 Federal Budget

Prior to budget day, many professionals 
recommended a plan that involved the 
transfer of a life insurance policy from 
an individual shareholder to their private 
corporation. The shareholder would 
sell their policy to their corporation for 
Fair Market Value (FMV). The taxable 
gain on the transfer would be based on 
the difference between the taxpayer’s 
proceeds of disposition and the 
Adjusted Cost Basis (ACB).  Generally 
speaking the proceeds of disposition 
are defined in subsection 148(9) of 
the Income Tax Act (ITA) as the Cash 
Surrender Value (CSV) of the policy. In 
many cases there would be no CSV and 
therefore the proceeds of disposition 
would be determined to be $nil. For 
example, a personally held $300,000 
life insurance policy with a CSV of $nil, 
ACB of $nil and a FMV of $80,000 could 
be transferred to a private corporation 
with the following results:

• The individual shareholder could 
take $80,000 out of their corporation 
without personal tax implications;

• There would be no gain as a result 
of the transfer and therefore no 
taxes owing on the transfer; and

• There would be no adjustment to the 
ACB of the policy after the transfer.

The ITA has been revised to ensure 
that the taxpayer’s proceeds of 
disposition include the FMV of 
consideration received from the 
transferee corporation. Therefore, in 
our example above, the gain to the 

individual shareholder 
on the transfer would 
be $80,000 as opposed 
to $nil and the ACB of 
the policy inside the 
corporation would be 
increased to $80,000. 
Careful consideration 
will need to be taken 
with this type of planning 
moving forward as there 
still may be benefits in 
having a corporation 
be the holder of a 
life insurance policy, 
however there may be a 
large gain in the hands of the individual 
shareholder when transferred, which 
could reduce the tax free advantages of 
this plan. These changes were effective 
Budget Day 2016, being March 22, 2016.

2017 Life Insurance Changes (Bill C-43)

In addition to the above changes, 
the federal government has passed 
new tax legislation (Bill  C-43), which 
revised the rules that determine 
how life insurance policies are 
taxed. These new rules will provide 
increased consistency in the tax 
treatment of life insurance products 
by the many different insurance 
providers. These changes will take 
effect on January 1, 2017, with any 
new policies issued after that date 
being subject to the new rules.

The biggest change comes in the 
form of the potential reduction to the 
inclusion of death benefit proceeds 
to the Capital Dividend Account (CDA) 
balance for private corporations. 
The CDA is a balance that a private 
corporation accumulates and can 
pay out tax free to its shareholders 
at any time. Among other things, 
it consists of the untaxed portion 
of capital gains as well as death 
benefit proceeds received from a life 
insurance policy. Prior to the changes 
in Bill C-43, the death benefit of a life 
insurance policy received by a private 
corporation, less the ACB of the policy 
to the corporation, was credited 
to the CDA balance. It became 
common practice for professional 

corporations to hold life insurance 
policies for the ultimate benefit of 
their shareholders, as the premiums 
could be paid with corporate dollars 
and the death benefit could be taken 
from the corporation with minimal 
or no tax consequences. For almost 
20 years the CRA had acknowledged 
the existence of this planning, but 
had noted in more recent years that 
it was being reviewed.

The new rules have imposed changes 
to the mortality tables that impact the 
calculation of Net Cost of Pure Insurance 
(NCPI). Going forward there will be 
reductions to the NCPI which will increase 
the ACB of polices as well as increases to 
the mortality tables used, which means 
that it will take longer for the ACB to 
reach zero as the insured individual 
ages. The ultimate consequence is a 
reduction in the amount of CDA received 
by a private corporation upon the passing 
of the insured individual which therefore 
reduces the  amount that can distributed 
tax free to the individual shareholders.

There are still situations where a 
corporate owned life insurance policy 
will provide benefits to professionals.  
It is important to discuss this with 
your accounting and insurance 
professionals as soon as possible to 
ensure the changes don’t negatively 
affect your tax planning.  Please contact 
one of our professionals if you would 
like to discuss this further.

Article written by: James Buckley, 
CPA, CA
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Over the last number of years 
dividend rates have gone up 
such that they are significantly 

higher than capital gains rates.  For 
taxable income greater than $150,000 
taxpayers will pay from 23.98% to 
26.77% on realized capital gains.  On 
the other hand, taxpayers with income 
greater than $150,000 will pay from 
31.67% to 39.34% on eligible dividends 
and from 38.8% to 45.3% on other 
dividends.  Therefore, taxpayers want 
to structure their affairs such that 
they receive capital gains rather than 
dividends, if at all possible.

If an individual holds shares of 
a Canadian Controlled Private 
Corporation (CCPC), he will deemed to 
dispose of these shares on his death 
at fair market value.  His estate will 
be liable for capital gains tax on the 
deemed disposition.   This assumes 
that he has no spouse to transfer the 
shares to on his death and the capital 
gains exemption is not available to him.  
For simplicity sake we will assume also 
that the capital gains exemption wasn’t 
used in the past and there are no 
V-day (December 31, 1971) issues to be 
concerned with.  If the estate wishes to 
windup the company, after the company 
assets are liquidated, the remaining cash 
will be paid out to the estate.  At the time 
the cash is distributed there is a second 
tax in the form of a deemed dividend 
to the estate, assuming the cash can’t 
come out of the notional tax free Capital 
Dividend Account.  The mechanics of 
the deemed dividend create a capital 

loss in the estate.  If the 
windup was completed in 
the first year of the estate 
the Income Tax Act allows 
the estate to carry the capital 
loss back to the final tax year 
of the deceased.  This loss 
is used to offset the capital 
gain realized on the final 
return of the deceased thus 
eliminating one level of tax.   
The net result is the capital 
gains tax has been replaced 
by a dividend tax.  However, 
as noted above dividend tax 
rates are significantly higher 

than capital gains rates.

To preserve the capital gains tax often 
a “Pipeline” strategy is employed.  
Under such a strategy the estate will 
incorporate a new company (Newco).  
The estate will then transfer the 
shares of the existing company to 
Newco.  The estate will receive a note 
for substantially all of the value of the 
shares held at death plus some share 
capital of Newco.  There is no gain on 
this transaction for two reasons:

• The cost base of the shares was 
increased by the capital gain that 
was realized on death.

• If there has been an increase in the 
share value since the time of death, 
the estate and Newco can jointly 
elect under section 85(1) to defer the 
recognition of this gain.

The corporate structure that results 
from the above is the estate holds all 
of the Newco shares which in turns 
holds all of the existing company 
shares forming a parent / subsidiary 
relationship.

In the past Canadian Revenue Agency 
(CRA) ruled that if this structure was 
maintained for a year and the existing 
company continued to operate its 
business, then after such time the two 
companies could be amalgamated 
before windup.   After assets of the 
amalgamated company are liquidated, 
the cash would be used to pay off the 
note to the estate tax free.  The funds 
would be used to distribute to the 

beneficiaries.  Therefore, there will be 
no dividend tax.  The original capital 
gains tax would remain.

If the waiting period is not followed 
then CRA will tax the repayment of the 
note as a dividend thus negating the 
effectiveness of the tax plan.

A key element in past CRA rulings 
was the continual carrying on of the 
business for a period of one year.  CRA 
noted in the 2011 STEP Conference that 
the pipeline strategy would not work if 
the original corporation had no business 
assets, holding mostly cash.  There is 
considerable amount of correspondence 
from CRA in the past that would indicate 
that portfolio investments are not 
considered business assets.  This is a 
problem for many taxpayers, because 
they may have had an active business 
inside their corporation at one time, but 
since retired and sold their business 
assets.  They have replaced their 
business inside their corporation with 
an investment portfolio to support their 
retirement.

There is recent good news from the 
CRA in a recent ruling.  On January 20, 
2016, the CRA gave a favorable ruling to 
a taxpayer.  In the pipeline proposal put 
before the CRA, the CRA ruled that the 
company was “engaged in the business 
of managing and trading an active 
investment portfolio”.  This situation 
was a little unique in that there were 
four beneficiaries of the estate, one of 
which lived in the United States.  The 
company first redeemed the desired 
amount of shares representing the U.S. 
beneficiary’s portion.  This transaction 
was treated as a deemed dividend to the 
U.S. individual.  After that transaction, 
the typical pipeline was carried out 
similar to that discussed above.  CRA 
gave its blessing to the transactions.  
We hope that CRA will treat future 
pipeline plans involving investment 
companies in a similar manner.

Reorganizations and Resources 
Division: Income Tax Rulings 
Directorate, January 20, 2016.

Article written by: Don A Knechtel, 
CPA, CA, Partner

Latest Ruling on the Pipeline Strategy



F O R E S I G H T  N E W S SUMMER 2016 4

DJB Burlington
3430 South Service Road
Burlington, ON  
L7N 3T9
Tel: 905.681.6900
Email: burl@djb.com

DJB Grimsby
8 Christie Street
Grimsby, ON  
L3M 4G5
Tel: 905.945.5439
Email: grimsby@djb.com

DJB St.Catharines
20 Corporate Park Drive
St. Catharines, ON  
L2S 3W2 
Tel: 905.684.9221
Email: stcath@djb.com

DJB Hamilton
120 King Street West
Hamilton, ON  
L8P 4V2
Tel: 905.525.9520
Email: hamilton@djb.com

DJB Welland
171 Division Street
Welland, ON 
L3B 5N9
Tel: 905.735.2140
Email: welland@djb.com

The Canada Revenue 
Agency (CRA) has 
made changes that 

will affect the information 
you will require to file your 
GST/HST returns going 
forward.  Going forward, 
if your business reports 
sales that include zero-
rated supplies made in 
Canada, exempt supplies, 
and zero-rated exports, 
these  items will now be 
reported separately on your 
electronic GST/HST return. 
Before May 16, 2016, you 
included such sales as 
one amount on line 101 
of the return.  According 
to the CRA, they will use 
this additional information 
to properly determine 
your filing frequency and 
any mandatory electronic filing 
requirements that apply.

As a result, three new lines are 
available for reporting:

• Line 90 is for reporting taxable 
sales (including zero-rated 
supplies) made in Canada.

• Line 91 is for reporting exempt 
supplies, zero-rated exports, and 
other sales and revenue.

• Line 102 is for reporting, when 
applicable, an associate’s taxable 
sales (including zero-rated 
supplies) made in Canada.

These changes will now require you 
to be able to mine taxable, exempt 
and zero-rated sales from your 
accounting package for accurate 
reporting.  In addition, with line 102 
requesting any associate’s taxable 
sales, this may require your business 
to stay on top of the bookkeeping.

If you have any questions on the 
above changes, you can contact 
DJB’s GST/HST team for further 
information.

Article written by: Greg Sawatsky, 
MAcc, CPA, CA
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