
 

 
 

 Incorporation, Holding Companies and Income Splitting1 

Benefits of Incorporation 

(a) limited liability (b) potential access to lower tax rates 
established for small businesses 

(c) potential to defer tax (d) potential for income splitting 

 

Benefits of Holding Companies 

The central benefit is the ability to invest income from your company and still 

defer tax otherwise payable on a dividend to you personally. 

(a) dividends between companies are 
tax-free, if all requirements are met 

(b) the holding company can invest 
entire surplus from the operating 
company, after tax at operating 
company level 

 

Benefits of a “Share Freeze” 

A “share freeze” is a process where the current value of a company is “frozen” in 

preferred shares which can be redeemed for the value of the company. New 

common shares are then issued for the future value. 

(a) Shares can be issued to your 
spouse or others for income-splitting 
purposes (distribution of dividends) 

(b) shares can be issued to your key 
employees to bring them into the future 
value of the business 

(c) avoids certain measures in the 
Income Tax Act designed to prevent 
income splitting 

(d) can be combined with creating a 
trust or a holding company, both of 
which provide even greater flexibility 

 

Benefits of a Trust Holding Shares 

(a) control of the company remains in 
the hands of the trustee 

(b) potential for income splitting among 
the beneficiaries of the trust, who can 
include the spouse and children of the 
shareholder 

(c) protection of the company for creditor issues that might have otherwise arisen 

 

Though income splitting is restricted until the child has reached the age of 18, 

under this method it is still permitted for a spouse. 

                                                        
Note by: Jonathan Wright (e.  jwright@wrightlegal.ca; tel.  604.678.4459) 
 
The purpose of this note is solely to provide general comments on incorporation, holding 
companies, trusts and income splitting. It is only a summary and does not constitute legal advice. If 
you require advice on the topics considered here, we would be pleased to assist you. 


