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With the increase in prescribed interest rates set for July 2022, one of the last remaining
opportunities to income split amongst family members is about to increase in cost. This 
opportunity is available to families who are interested in earning investment income.

What you need to know

 Currently, a family with one or more members earning less than $220,000 per 
year can save tax by putting in place a prescribed rate inter-family loan. This 
typically occurs by having a parent make a loan to a family trust (of which their 
spouse or minor children may be beneficiaries) at 1 per cent.

 The recipient of the loan (spouse, children and/or trust) then invests it in publicly 
traded securities and pays the lender 1 per cent.

 Any income earned on the investments (less the 1 per cent paid to lender) is 
subject to tax in the hands of the recipients at their lower effective rate. This 
provides overall tax savings for the family.

To illustrate this example …

To illustrate the application of this planning, consider the following family unit, which 
consists of Mr. and Dr. X and their two children: 

 Dr. X is a high-income earner, who pays tax at the highest marginal rate;
 Mr. X does not have any source of income;
 Child A and Child B are in full-time studies and do not have any source of 

income; and 
 Mr. X, Child A and Child B are beneficiaries of a family trust.

Given that Dr. X is in the highest marginal tax bracket, Dr. X will pay tax of 
approximately 40 per cent on dividend income earned from portfolio investments in 
publicly traded shares. Therefore, on an investment of $3,000,000, which yields a 5 per 
cent return, would be approximately $60,000 of tax payable. 
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Dr. X could make a prescribed rate interest-bearing loan to the family trust, which would 
use this money to invest and earn the same 5 per cent return. On this return, a portion 
will be paid to Dr. X as interest income and the remaining dividend income will be 
allocated proportionately to Mr. X, Child A and Child B to potentially eliminate the overall
tax on this dividend income. 

How BLG can put this plan into action

This plan works well given the low prescribed rate currently in effect of 1 per cent. 
However, the prescribed rate is set to increase to 2 per cent in June 2022. 
Consequently, implementing this plan after June 2022 will reduce its efficiency.

BLG is prepared to help you implement this plan, where appropriate, before the 
prescribed rate increases from 1 per cent to 2 per cent. For more questions, or to get 
started, please reach out to any of the authors or key contacts listed below.

By

Natasha  Miklaucic, Joseph (Hovsep) Takhmizdjian, Alessandro  Cotugno

Expertise

Tax

____________________________________________________________________________________

BLG  |  Canada’s Law Firm

As the largest, truly full-service Canadian law firm, Borden Ladner Gervais LLP (BLG) delivers practical legal 

advice for domestic and international clients across more practices and industries than any Canadian firm. 

With over 725 lawyers, intellectual property agents and other professionals, BLG serves the legal needs of 

businesses and institutions across Canada and beyond – from M&A and capital markets, to disputes, financing,

and trademark & patent registration.

blg.com

BLG Offices

Calgary

Centennial Place, East Tower
520 3rd Avenue S.W.
Calgary, AB, Canada
T2P 0R3

T 403.232.9500
F 403.266.1395

Ottawa

World Exchange Plaza
100 Queen Street
Ottawa, ON, Canada
K1P 1J9

T 613.237.5160
F 613.230.8842

Vancouver

1200 Waterfront Centre
200 Burrard Street
Vancouver, BC, Canada
V7X 1T2

T 604.687.5744
F 604.687.1415

Montréal

1000 De La Gauchetière Street West
Suite 900
Montréal, QC, Canada
H3B 5H4

T 514.954.2555
F 514.879.9015

Toronto

Bay Adelaide Centre, East Tower
22 Adelaide Street West
Toronto, ON, Canada
M5H 4E3

T 416.367.6000
F 416.367.6749

https://www.blg.com/en/people/m/miklaucic-natasha
https://www.blg.com/en/people/t/takhmizdjian-joseph
https://www.blg.com/en/people/c/cotugno-alessandro
https://www.blg.com/en/services/practice-areas/tax
http://www.blg.com


3

The information contained herein is of a general nature and is not intended to constitute legal advice, a complete statement of the law, or an 
opinion on any subject. No one should act upon it or refrain from acting without a thorough examination of the law after the facts of a specific 
situation are considered. You are urged to consult your legal adviser in cases of specific questions or concerns. BLG does not warrant or 
guarantee the accuracy, currency or completeness of this publication. No part of this publication may be reproduced without prior written 
permission of Borden Ladner Gervais LLP. If this publication was sent to you by BLG and you do not wish to receive further publications from
BLG, you may ask to remove your contact information from our mailing lists by emailing unsubscribe@blg.com or manage your subscription 
preferences at blg.com/MyPreferences. If you feel you have received this message in error please contact communications@blg.com. BLG’s 

privacy policy for publications may be found at blg.com/en/privacy.

© 2025 Borden Ladner Gervais LLP. Borden Ladner Gervais LLP is an Ontario Limited Liability Partnership.

mailto:unsubscribe@blg.com
http://blg.com/MyPreferences
mailto:communications@blg.com
http://www.blg.com/en/privacy
http://www.blg.com/en/privacy
http://www.blg.com/en/privacy



