
Incorporating 
Your Medical 
Practice

When you decide to incorporate your medical practice, 
you create a corporation that “owns” your medical 
practice, and you become a shareholder, director and 
employee of the corporation. The corporation then 
pays you a salary, bonuses and/or dividends, which 
will be taxed at your personal income tax rate.

Two big opportunities you then gain are (1) to defer 
taxes by keeping some income within the corporation, 
and (2) to reduce your family’s overall tax bill by 
splitting income with family members.

Two Big Reasons to Incorporate

TAX DEFERRAL DEPENDS ON YOUR CASH FLOW

As a self-employed physician, the money you earn 
(less eligible expenses you incur to earn that income) 
is taxed at your marginal personal tax rate—the average 
combined (federal and provincial) top marginal rate is 
45%.1 However, as an incorporated physician, up to the 
fi rst $500,0002 of active business income earned by 
and retained within your corporation may be taxed 
at a rate of only 15%,1 depending on your province.

This tax-deferral strategy will only be benefi cial if you 
have adequate income from your practice to draw a 
salary that covers your personal needs, and still have 
enough remaining to shelter within your corporation. 
While we use salary as an example here, you may also 
accelerate savings using tax deferral in conjunction 
with other compensation strategies. 

A SIMPLIFIED EXAMPLE2

UNINCORPORATED INCORPORATED

Professional 

income 
 $300,000  $300,000

Salary — –$200,000

Net income  $300,000  $100,000

Professional 

income
 $300,000  $200,000

Taxes, 

personal 

(45%)

–$135,000 –$ 90,000

Net salary  $165,000  $110,000

Corporate 

net income
—  $100,000

Taxes, 

corporation 

(15%)

— –$ 15,000

Available 

for deferral
—  $ 85,000

Total funds  $165,000  $195,000

In this example, through incorporation you would have 
an additional $30,000 available to invest, put back into 
your business or use for personal purposes.



Contact your MD Advisor today.
MD.CMA.CA  |  1 800 267-2332

1 The tax rates used are for illustrative purposes only and refl ect the average personal top marginal rate, or for corporations the average small business rate, of all provinces 
and territories. Actual amounts will vary from taxpayer to taxpayer.

2 Provincial small business limits may vary from the $500,000 federal limit.

3 Shareholder restrictions for medical corporations vary by province.

MD Financial Management provides fi nancial products and services, the MD Family of Funds and investment counselling services through the MD Group of Companies. 
For a detailed list of these companies, visit md.cma.ca. 

Incorporation guidance is limited to asset allocation and integrating corporate entities into fi nancial plans and wealth strategies. MD Financial Management does not intend 
to provide taxation, accounting, legal or similar professional advice to clients or potential clients. The information contained in this document is not intended to off er such 
advice, nor is it intended to replace the advice of independent tax, accounting or legal professionals.
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INCOME SPLITTING DEPENDS ON YOUR FAMILY

Certain non-physician family members are permitted 
to be (non-voting) shareholders of a professional 
corporation. This allows income splitting, which can 
signifi cantly reduce your family’s overall tax bill.

In order to implement this strategy, you need at 
least one eligible family member, such as a spouse 
or adult child, who is in a lower tax bracket, and 
who is a shareholder of your corporation.3

TAX-EFFICIENT INVESTING

In order to make the most of tax-deferred investing 
within your corporation, you need to take a holistic 
view of your personal, family and corporate investment 
assets. For example, your corporation may have a 
diff erent time horizon, risk tolerance and tax profi le 
than your RRSP account or the non-registered 
investments that you own jointly with your spouse.

RETIREMENT AND ESTATE STRATEGIES

Professional incorporation is a long-term undertaking. 
There are strategies you can pursue that may allow 
you to add tax savings to the tax-deferral process, 
both in your retirement and for your estate. MD can 
help you integrate your corporation with your overall 
fi nancial plan.

TIME, MONEY AND COMPLIANCE

There are legal and set-up fees involved in creating 
a corporation, as well as ongoing accounting, 
administration and compliance costs. If you are 
designated a “U.S. person” for income tax purposes, 
you should be aware of diff erent tax laws between the 
two countries and a potentially greater tax burden for 
U.S. persons in Canada. It is important to make sure 
that the benefi ts of incorporation in your particular 
situation will more than off set these costs.


