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Tax Changes in the 2014 Federal Budget 
 

While there were no changes to tax rates or major new changes affecting investors in the 2014 
Federal Budget there were a few things of particular note.  All of the matters listed below are currently 
proposed legislation and may be modified before legislation is passed into law. 
 

Testamentary Trusts 
 

A Testamentary Trust is a trust created on the death of a taxpayer by their will to hold assets for the 
benefit of one or more beneficiaries.  The government intends to eliminate the graduated tax rates 
applicable to Testamentary Trusts.  Existing Testamentary Trusts will switch from graduated tax rates 
that range from the lowest federal rate of 15% (20.05% including provincial tax for Ontarians) up to 
the maximum rate of 29% (49.53% for Ontario residents) to a flat tax rate system on 1 January 2016. 
The rate applied to all income of the Testamentary Trust retained by the trust will be at a flat rate 
equal to the maximum marginal tax rate applicable to individuals.  Estates will be able to enjoy the 
benefits of the graduated rate system for the three years following the death of the taxpayer in 
question.  Thereafter they will be subject to the flat rate system.  The draft legislation does not 
specifically extend the three year exemption to Testamentary Trusts.  However, Testamentary Trusts 
established for individuals eligible for the Disability Tax Credit will continue to enjoy the graduated tax 
rate system indefinitely. 
 

The existing system had allowed families to save income tax on investment income for an extended 
period upon the passing of its senior members.  The new system will limit the tax saving potential to 
the first three years of the Estate.  A Testamentary Trust can choose between paying the higher tax 
rate, distributing or deeming to distribute its income to beneficiaries for taxation at their (potentially 
lower) tax rates or winding up the Testamentary Trust.   A deemed distribution reports all income to 
the beneficiary for tax reporting purposes while retaining some or all of the cash involved in the Trust.  
In some cases this approach betters serves the needs of the parties involved. 
 
Testamentary Trusts will no longer be exempt from making income tax instalment payments.  These 
are required when one of two prior year's taxes owing exceeded $3,000 or the current year's taxes 
owing end up over that threshold.   They will also no longer be entitled to the basic exemption in 
computing alternative minimum tax. 



 
Once an Estate or Testamentary Trust becomes subject to the flat tax rate system, it will be required 
to commence using a December 31st year-end. 
 
From a tax saving perspective, having three years of graduated tax rates for your Estate can still be 
quite compelling.  Beneficiaries can enjoy the benefit of the lower tax rate available to the Estate.  For 
beneficiaries collecting Old Age Security (OAS), having investment income be earned by the Estate 
rather than personally can potentially avoid the added cost of the “clawback” of OAS benefits.   
 

If the reasons for establishing a Testamentary Trust include one of the many non-tax related reasons 
for doing so, it may make sense to keep the Testamentary Trust in place and manage its tax situation 
as described above.  Some of the non-tax motivated reasons for having a Testamentary Trust 
include: 
 

� Managing inheritances of minors. 
� Restricting the timing and magnitude of distributing capital to beneficiaries. 
� Providing structure and control of investments for beneficiaries who may lack the skills or self-

discipline to manage them on their own. 
� Providing a structure to direct income of the Estate to a surviving spouse for his or her lifetime 

with the residual of the capital ultimately being passed to other beneficiaries. 
� Provide financing to select beneficiaries for things such as education, housing or business 

purposes, while targeting the balance of the Estate for other purposes. 
 
Donations Via a Will 
 

Currently, donations made via your will are claimable against your income in the year of your death or 
retroactively against income in the year prior to your death while donations made by your Estate can 
only be claimed against income taxes payable by the Estate.  Starting with deaths that occur after 
2015, donations made through a Will will be deemed to be made by the Estate rather than the 
deceased.  However, the Estate will be able to elect to claim the donation in the year it is made, an 
earlier tax year of the Estate or either of the final two tax years of the deceased, provided that the 
donation is made within three years of the death of the taxpayer. 
 
Medical Expenses 
 

The Medical Expense Tax Credit provides a reduction in federal taxes equal to 15% of the amount 
expended in excess of the lesser of 3% of Net Income and $2,171.  Starting in 2014 a number of 
medical expenditures will become deductible for the first time.  These include: 

� Design and adjustment of an individualized therapy plan for eligible medical treatment. 
� Acupuncturists and Naturopaths will no longer be required to charge HST. 
� Cost of service animals trained to assist individuals managing severe diabetes and the 

training, care and maintenance of those animals. 
 
If you have any questions or wish to discuss any of these matters, give us a call or e-mail us at 
Graham.Tench@nbc.ca or Denis.L'Heureux@nbc.ca. 
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