
INCOME 
SHIFTING  



Income shifting is a tax planning technique that involves transferring unearned 
income from one taxpayer to another, typically someone in a lower tax bracket, 
in order to reduce the overall tax liability. It is important to note that income 
shifting is only applicable to unearned income, such as investment income 
or business income, and not earned income, which is income received from 
employment or self-employment.

There are several techniques that can be used to shift income, including hiring a family member, transferring 
ownership of an income-producing asset, deferring bonuses and income, and using trusts or partnerships.

Hiring a family member is a common technique for income shifting. By hiring a child, parent, or sibling 
as an employee in a business, the income earned by the employee can be taxed at their lower tax rate rather 
than the higher tax rate of the business owner. Additionally, hiring a family member can also provide a business 
deduction for the wages or salary paid to the employee. It is important to note that the employee must be paid a 
reasonable wage for the work performed, and the arrangement must be legitimate and not simply a way to shift 
income.

Transferring ownership of an income-producing asset, such as stock or a rental property, to 
another taxpayer can also be a way to shift income. The new owner would then report the income on their own 
tax return and pay their own, lower, tax rate on it. This technique is often used among family members, but it 
is important to note that transferring ownership of an asset can also result in a loss of net worth. It is also 
important to consider any potential gift or transfer tax implications of transferring ownership of an asset.

Deferring bonuses and income is another technique for income shifting. By delaying the receipt of 
income until the following tax year, it is possible to shift it from a year with a higher tax rate to a year with a 
lower tax rate. This technique can be used by both employees who receive year-end bonuses and self-employed 
individuals who can delay invoicing or collecting income. It is important to consider the potential impact on cash 
flow and financial planning when deferring income.

Using trusts or partnerships is another way to shift income. By transferring ownership of an income-
producing asset to a trust or partnership, the income can be distributed to beneficiaries or partners who are in 
a lower tax bracket, resulting in a lower overall tax liability. There are several types of trusts that can be used 
for income shifting, including irrevocable trusts and grantor trusts, each with their own unique tax implications. 
Similarly, there are different types of partnerships that can be used, including general partnerships, limited 
partnerships, and limited liability partnerships, each with their own benefits and drawbacks. It is important to 
carefully consider the potential tax implications and other factors when using trusts or partnerships for income 
shifting.

It is important to carefully consider the potential tax implications of any income shifting techniques, 
and to consult with a qualified tax professional before implementing any strategy. Income shifting can 
be a complex process, and it is essential to ensure compliance with all applicable laws and regulations. 
Additionally, it is important to consider the potential impact on financial planning and cash flow when 
implementing an income shifting strategy. By understanding the various techniques and their potential 
benefits and drawbacks, it is possible to develop a tax planning strategy that is tailored to your specific 
financial situation and goals.



Income shifting can be a useful tax planning technique for individuals 
and businesses looking to optimize their tax liability. While income 
shifting can be complex, by following a few key steps, it is possible to 
successfully implement this strategy.

Determine your eligibility for income shifting. Income shifting is only applicable to 
unearned income, such as investment income or business income. It is not applicable to earned 
income, which is income received from employment or self-employment.

Choose the appropriate income shifting technique. There are several techniques 
that can be used to shift income, including hiring a family member, transferring ownership of 
an income-producing asset, deferring bonuses and income, and using trusts or partnerships. 
Consider which technique is the most appropriate for your situation and financial goals.

Consider the tax implications of the chosen technique. Each income shifting technique 
has its own unique tax implications, and it is important to understand how the technique will 
impact your overall tax liability. Consult with a qualified tax professional to ensure compliance 
with all applicable laws and regulations.

Implement the chosen technique. Once you have determined the appropriate technique 
and considered the tax implications, it is time to put the strategy into action. This may involve 
transferring ownership of an asset, hiring a family member, or deferring income. Follow the 
necessary steps to properly execute the technique.

Monitor and review the income shifting strategy. It is important to regularly review 
and monitor the income shifting strategy to ensure that it is meeting your financial goals and 
complying with all applicable laws and regulations. Consult with a qualified tax professional as 
needed to make any necessary adjustments.

By following these steps, it is possible to successfully 
implement an income shifting strategy as part of your 
overall tax planning strategy. 
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