
Sal and Vicki own a small business, and they’re concerned about the impact of 

new federal tax rules for small business. Most of their wealth is tied up in publicly 

traded securities, held within their corporation. Under the new rules, too much 

passive income means they could lose the small business tax rates they enjoyed 

in the past. This could significantly increase taxes on their operating earnings.

Sal and Vicki can donate some of their corporately owned 

publicly traded securities to a charity in-kind (without 

selling first). Their company receives a charitable tax 

receipt and a complete wavier of capital gains tax on 

the securities.

What’s more, the capital gain on the donated securities 

generates a credit to the company’s Capital Dividend 

Account (CDA). Sal and Vicki can take this money out of 

the company the next fiscal year via a capital dividend, 

tax-free.

The combination of donation deduction, capital gains 

waiver and capital dividend credit can help them lower 

the impact of new federal tax rules for small business.

Minimizing the tax impact 
of corporate passive 
income by giving to charity

Using gifts of publicly traded securities



Sal and Vicki’s corporation has a $2 million portfolio, which generates $100,000 a year in passive 

income. This could reduce their small business tax limit from $500,000 of income to $250,000, 

resulting in $12,500 more federal tax (assuming $500,000 in active income).

By donating in kind, the company can issue a $40,000 tax-free capital dividend the next fiscal year. 

This is twice as much as if the company sold the shares and retained the proceeds. In total, $90,000 

has been removed from the company ($50,000 donation and $40,000 capital dividend), reducing the 

long-term impact of passive investments for future years, all while supporting their favourite charity 

with a significant gift that only cost them 27% of its starting value. 

How it works

Getting the money into Sal and Vicki’s hands

This document is illustrative in nature and assumes Federal and Ontario taxation rules in effect as of January 2019. Please consult 
with your accountant and other professional advisors before donating, to see if this strategy is appropriate to your situation. 66-5802 03/19

Sal and
Vicki Inc. Charity

G
ift

ed

 In
-Kind �(without selling)$50,000

Publicly Traded
Securities

�(Cost base: $10,000)

Benefit to Corporation

$40,000
Tax-Free Capital Dividend

Benefit to Shareholders

$50,000 gift has a net cost of

$13,510
or only 27% of the donated value.

$25,100
Tax saving from donation

$10,040
Capital gains tax waived

Total tax savings
$36,490

$1,350
Tax savings*

$50,000 Income Reduction �
$40,000 credit to Capital Dividend Account

(Difference between the Value of Gift and its cost base)

The donation means the corporation receives

* From reduced future passive earnings by estimated
$4,500 after $50,000 donation and $40,000 Cap. Dividend.
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