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Corporate income tax in Canada
Overview of corporate income tax rates

General corporate income tax rate


From 28% to 34%







(combined federal and provincial rates)
Goods and Services Tax (GST) standard rate: 
5%
Corporate capital gains tax rate: 
From 14% to 17% (50% of capital gains are included in income and taxed at the applicable corporate rate)
General withholding tax rate:


25%

Losses carried back:



Operating losses:


Three years



Capital losses:


Three years

Losses carried forward:



Operating losses:


20 years



Capital losses:


Indefinitely

Canadian corporate tax system

General outline

Corporate income tax is levied in Canada by both the federal and provincial governments. All provinces (except Quebec and Alberta) have entered into agreements with the federal government such that taxable income is computed according to federal legislation (with some exemptions) and the federal government is responsible for administrating and collecting income tax on behalf of the provinces.

Functional currency
In general, the Canadian dollar is required to be used in calculating income for tax purposes.  However, certain Canadian resident corporations may file an election to use the currency primarily used in maintaining its own records in determining its taxable income in Canada. 
Residence in Canada

Canadian-resident companies are subject to tax on their worldwide income. Generally, a company will be considered resident in Canada if (a) it is incorporated in Canada or (b) its mind and management is located in Canada. Relief may be available under one of Canada's tax treaties where a company would otherwise be considered to be a dual resident.
Non-resident companies are taxable on income derived from carrying on a business in Canada. "Carrying on business" has been interpreted by Canadian courts as having a low threshold in terms of a non-resident's activity in Canada. However, Canada's double tax conventions generally restrict the ability to tax income of a non-resident to income derived from a permanent establishment located in Canada.

Non-resident companies may also be subject to Canadian tax on gains realised on dispositions of "taxable Canadian property" which, due to recently announced changes, is generally limited to Canadian real property, resource property and shares of private companies whose value is principally derived from real property and/or resource property located in Canada, as well as shares of public companies that derive their value principally from Canadian real property and/or resource property where the non-resident investor has significant shareholdings.
Tax year
A corporation's tax year is the year for which its accounting statements are prepared - the corporation's fiscal year. Consequently, a corporation may choose its own tax year under Canadian law provided that it maintains a consistent tax year. A corporation must file its return of income within 6 months of the end of its tax year.
Tax on corporate income

Tax rates

The effective rate of federal tax is 18% for corporations, after taking into account a reduction in rate that partially offsets the impact of provincial taxation. This rate is scheduled to be reduced to 16.5% in 2011 and 15% in 2012.

Provincial tax rates can vary substantially depending on the province and the type of income earned by the company. The general rate imposed by the province of Ontario is 12% (this rate is scheduled to be progressively reduced to a rate of 10% in 2013). In many cases, Canadian provincial income tax liabilities may be substantially reduced by inter-provincial tax planning appropriate to the proposed Canadian operations. 
Several reductions in federal and provincial rates are possible depending on the circumstances of the particular case. The most substantial of these reductions is the small business deduction which relates to the first C$500,000 ($473,000) of active business income earned in Canada by a small Canadian controlled private company (CCPC).

A corporation will not be a CCPC if it is "controlled, directly or indirectly, in any manner whatever, by one or more non-resident persons". The phrase "controlled, directly or indirectly, in any manner whatever" is defined for the purposes of the Canadian Tax Act to include any direct or indirect influence that, if exercised, would result in control in fact of the company. An exception is made where the company and the non-resident person are dealing at arm's length and the influence is derived solely from a franchise, licence, lease, distribution, supply or management agreement or other similar agreement, the main purpose of which is to govern the relationship between the parties. In addition, this tax reduction must be shared between corporations that are under common control.

Table 1 - Federal and provincial corporate income tax rates

	Province/territory
	Provincial corporate tax rate (%)
	Combined federal/provincial corporate tax rate (%)

	
	CCPCs
	Non-CCPCss
	CCPCs
	Non-CCPCss

	British Columbia
	2.5
	10.5
	13.5
	28.5

	Alberta
	3
	10
	14
	28

	Saskatchewan
	4.5
	12
	15.5
	30

	Manitoba a
	0
	12
	11
	30

	Ontario
	4.5
	12
	15.5
	30

	Quebec
	8
	11.9
	19
	29.9

	New Brunswick
	5
	12
	16
	30

	Nova Scotia a
	5
	16
	16
	34

	Prince Edward Island
	1
	16
	12
	30

	Newfoundland and Labrador
	4
	14
	15
	32

	Yukon a
	4
	15
	15
	33

	Northwest Territories
	4
	11.5
	15
	29.5

	Nunavut
	4
	12
	15
	30


·  In Manitoba, Nova Scotia and the Yukon, only income up to a maximum of C$400,000 ($379,000) annually is eligible for the reduced rate for CCPCs.
Another reduction in the rate of tax occurs if a corporation carries on a manufacturing or processing business, as it may be entitled to provincial tax reductions.
Depreciation
The Canadian system for amortising the cost of depreciable property for tax purposes is known as capital cost allowance. All tangible depreciable assets, patent rights and certain intangible property with a limited life must be included in one of the classes prescribed by regulation. Each class is given a maximum rate, which may or may not be based on the useful life of the assets in the class. The rate for a class is applied to the total capital cost of the assets in that class to calculate the maximum deduction that may be claimed in each year. The rate for each class varies from 4% to 100%.  Seventy-five % of the cost of goodwill and intangible property with an unlimited life is separately depreciable on a declining balance basis at 7% per year. 
Capital gains tax

One-half of any capital gain realised by a Canadian taxpayer (referred to as a taxable capital gain) is included in the taxpayer's income and is subject to tax at normal rates. This special tax treatment is available to both individuals and corporations. One-half of any capital loss may be deducted in computing income, but only against taxable capital gains.
Corporate losses

Operating losses from a particular source can be used by the taxpayer to offset income from other sources. In addition, if an operating loss is realised for a particular year, it may be carried back three fiscal years and carried forward 20 taxation years (seven taxation years for losses that arose in taxation years ended on or before March 22 2004 and 10 taxation years for other losses that arose in taxation years before the 2006 taxation year) as a deduction in computing taxable income of those other years. If the loss is not used within this statutory period, it expires and can no longer be used in computing taxable income. Special rules restrict the availability of these losses following an acquisition of control of the company.

Capital losses may be carried back three years and carried forward indefinitely, but again such losses may only be deducted against taxable capital gains. Capital losses of a company are extinguished on an acquisition of control of that company.

Group treatment

Under the Canadian tax system, it is not possible for two or more companies to file a consolidated tax return. As a result, the profits of one company in a related group cannot be offset by losses in another. It is generally desirable, therefore, unless there are compelling reasons to the contrary, to carry on as many businesses as possible within a single corporate entity. The Canada Revenue Agency does provide favourable rulings on certain loss consolidation structures under which losses of one related company can shelter profit in another related company. In the 2010 Federal Budget the government announced that it was considering implementing a formal system of loss transfers or consolidated reporting for corporate groups.

International corporate taxation

Tax treaties

Canada has more than 80 double tax treaties. One notable absence is Hong Kong as the Canada–China Income Tax Convention does not apply to Hong Kong. For withholding tax rates under Canada's various tax treaties, see table 2 below.
Withholding Tax on dividends

Canada's domestic law imposes a withholding tax of 25%on dividends paid to a non-resident of Canada. However, this rate is reduced under many of Canada's tax treaties to 5% where the recipient of the dividend is a corporation that owns more than 10% of the voting shares of the dividend payer company and 15% in all other circumstances. Canada does not have a rule that treats distributions as dividends only if they are paid out of earnings and profits. In certain circumstances, a corporation can make a distribution of paid-up capital that is not treated as a dividend that is subject to withholding tax.

Withholding tax on interest

Recent changes have eliminated Canadian withholding tax on arm's-length (unrelated party) interest payments, other than certain types of participating interest. Payments of or on account of interest to a non-arm's length non-resident are subject to a 25% withholding tax under Canada's domestic law, however, this rate is reduced to 10% under many of Canada's tax treaties. As a result of the recently enacted fifth protocol, withholding tax on interest paid by a Canadian resident to a related US resident qualifying for the benefits of the Canada-US treaty was eliminated in 2010. No other Canadian tax treaty contains a comparable provision. To qualify for the benefits of the Canada-US treaty, a US resident will, in the future, have to meet the requirements of the new prescriptive limitation on benefits (LOB) rules.

Withholding tax on royalties

Canada's domestic law imposes a withholding tax of 25% on royalty payments made to a non-resident of Canada. However, this rate is reduced to 10% under many of Canada's tax treaties. Some of Canada's treaties also provide exemptions from withholding tax on royalties which are payments for the use of or the right to use (i) computer software, or (ii) any patent or any information concerning industrial, commercial or scientific experience (but not including information provided in connection with a rental or franchise agreement).

Table 2 - Tax treaty withholding ratesa
	Country
	Dividends

	Related-party interest
	Royalties

	
	Individual companies (%)
	Qualifying companies (%)
	(%)
	(%)

	Algeria
	15
	15
	15
	0/15

	Argentina
	15
	10
	12.5
	3/5/10/15

	Armenia
	15
	5
	10
	0/10

	Australia
	15
	5
	10
	10

	Austria
	15
	5
	10
	10

	Azerbaijan
	15
	10
	10
	5/10

	Bangladesh
	15
	15
	15
	10

	Barbados
	15
	15
	15
	10

	Belgium
	15
	5
	10
	0/10

	Brazil
	25
	15
	15
	15/25

	Bulgaria
	15
	10
	10
	0/10

	Cameroon
	15
	15
	15
	15

	Chile
	15
	10
	15
	15

	China, People's Republic
	15
	10
	10
	10

	Croatia
	15
	5
	10
	10

	Cyprus
	15
	15
	15
	0/10

	Czech Republic
	15
	5
	10
	10

	Denmark
	15
	5
	10
	0/10

	Dominican Republic
	18
	18
	18
	0/18

	Ecuador
	15
	5
	15
	10/15

	Egypt
	15
	15
	15
	15

	Estonia
	15
	5
	10
	10

	Finland
	15
	5
	10
	0/10

	France
	15
	5
	10
	0/10

	Gabon
	15
	15
	10
	10

	Germany
	15
	5
	10
	10

	Guyana
	15
	15
	15
	10

	Hungary
	15
	5
	10
	0/10

	Iceland
	15
	5
	10
	0/10

	India
	25
	15
	15
	10/15/20

	Indonesia
	15
	10
	10
	10

	Ireland
	15
	5
	10
	0/10

	Israel
	15
	15
	15
	0/15

	Italyc
	15
	15
	15
	0/10

	Ivory Coast
	15
	15
	15
	10

	Jamaica
	15
	15
	15
	10

	Japan
	15
	5
	10
	10

	Jordan
	15
	10
	10
	10

	Kazakhstan
	15
	5
	10
	10

	Kenya
	25
	15
	15
	15

	Korea, South
	15
	5
	10
	10

	Kuwait
	15
	5
	10
	10

	Kyrgyzstan
	15
	15
	15
	0/10

	Latvia
	15
	5
	10
	10

	Lithuania
	15
	5
	10
	10

	Luxembourg
	15
	5
	10
	0/10

	Malaysia
	15
	15
	15
	15

	Malta
	15
	15
	15
	0/15

	Mexico
	15
	5
	10
	0/10

	Moldova
	15
	5
	10
	10

	Mongolia
	15
	5
	10
	5/10

	Morocco
	15
	15
	15
	5/10

	Netherlands
	15
	5
	10
	0/10

	New Zealand
	15
	15
	15
	15

	Nigeria
	15
	12.5
	12.5
	12.5

	Norway
	15
	5
	10
	0/10

	Oman
	15
	5
	10
	0/10

	Pakistan
	15
	15
	25
	0/15

	Papua New Guinea
	15
	15
	10
	10

	Peru
	15
	10
	15
	15

	Philippines
	15
	15
	15
	10

	Poland
	15
	15
	15
	0/10

	Portugal
	15
	10
	10
	10

	Romania
	15
	5
	10
	5/10

	Russia
	15
	10
	10
	0/10

	Senegal
	15
	15
	15
	15

	Singapore
	15
	15
	15
	15

	Slovakia
	15
	5
	10
	10

	Slovenia
	15
	5
	10
	10

	South Africa
	15
	5
	10
	6/10

	Spain
	15
	15
	15
	0/10

	Sri Lanka
	15
	15
	15
	0/10

	Sweden
	15
	5
	10
	0/10

	Switzerland
	15
	5
	10
	0/10

	Tanzania
	25
	20
	15
	20

	Thailand
	15
	15
	15
	5/15

	Trinidad and Tobago
	15
	5
	10
	0/10

	Tunisia
	15
	15
	15
	0/15/20

	Ukraine
	15
	5
	10
	0/10

	UAE
	15
	5
	10
	0/10

	UK
	15
	5
	10
	0/10

	US
	15
	5
	0
	0/10

	Uzbekistan
	15
	5
	10
	5/10

	Venezuela
	15
	10
	10
	5/10

	Vietnam
	15
	5/10
	10
	7.5/10

	Zambia
	15
	15
	15
	15

	Zimbabwe
	15
	10
	15
	10


· At times, Canada's treaties provide for different rates of withholding on payments sourced in one contracting state as opposed to the other. The rates shown are the reduced rates levied by Canada on payments sourced in Canada.

· The tax treaty with China excludes Hong Kong.

·  A replacement treaty with Italy is signed but not yet ratified. Until ratification, the withholding rates are those specified in the existing treaty.

· Canada and France have signed a protocol, which is not yet in force, that will extend the territorial coverage of the treaty to New Caledonia.

Transfer pricing rules

Transfer pricing rules effectively mandate arm's-length dealings between related non-resident and Canadian resident parties transferring goods and services between themselves. The rules require the parties to set and charge prices that arm's-length parties would charge for the same goods or services. Where the terms or condition of the transfer differ from those that would be made by persons dealing at arm's length, or where the transaction is one that would not have been entered into by arm's-length parties and there is no bona fide non-tax purpose for the arrangement, the Canadian tax authorities can adjust the terms and conditions in any reasonable way or, in the latter case, re-characterise the transaction altogether and impute reasonable terms. Where a taxpayer has not made reasonable efforts to charge arm's-length prices, an automatic penalty of 10% of the adjustment made applies.

For the purpose of determining appropriate arm's-length comparators, Canadian courts have endorsed the hierarchy of methods stated in the OECD Transfer Pricing Guidelines for Multinational Enterprises and Tax Administration. Contemporaneous documentation requirements mandate that parties retain evidence of the basis and methodology used to set transfer prices, and taxpayers who do not comply with these requirements are deemed not to have made the requisite reasonable efforts.
Canada has a voluntary system of obtaining advance pricing agreements so as to eliminate the potential for transfer pricing disputes. The fifth protocol to the Canada–US treaty has adopted a rule which permits a taxpayer to request binding arbitration to settle a transfer pricing dispute. All of Canada's other treaties have the typical competent authority provisions whereby disputes are settled on a best efforts basis.

Interest deductibility and thin capitalisation rules

Because interest payments are deductible in Canada but payments of dividends are not, there is an incentive towards debt rather than equity financing. Thin capitalisation rules aim to prevent the erosion of Canadian corporate tax revenues through excessive debt financing, by denying the interest deduction to the extent that  one or more non-residents not at arm’s length with a Canadian company hold debt in that company with an an aggregate principal amount that is more than two times the equity held by the non-residents and where debt and equity have particular definitions. The rules apply where the non-resident investor owns, alone or with related parties, 25% of the votes or value of the Canadian company. There is no rule that treats debt of a Canadian company that is guaranteed by a related person as being debt of a related person. The existing thin-capitalisation rule does not apply to non-resident corporations that operate through a branch operation in Canada.

A further control on interest deductibility applies where a non-resident owes any amount to a Canadian resident company, where the amount owing remains outstanding for more than a year and the indebtedness does not reflect a reasonable rate of interest. Where these conditions are met, the Canadian tax authorities impute a reasonable rate of interest, and the Canadian company must pay tax on this imputed amount. Additional rules extend this control to indebtedness arising indirectly between a non-resident and a Canadian company.

Controlled foreign affiliates

A Canadian resident that directly hold shares in a controlled foreign affiliate must include in income certain passive income of that controlled foreign affiliate as it accrues, as opposed to when it is repatriated back to Canada. A company that is not resident in Canada will be a controlled foreign affiliate of a Canadian resident where

· The Canadian resident directly or indirectly holds more than 1% of any class of shares of its shares, and, together with all related persons, holds more than 10% of any class of its shares; and 
· The company is controlled by the Canadian resident, or would be so controlled if all shares held by the Canadian resident, all persons not dealing at arm's length with the Canadian resident, and any four other Canadian residents (and Canadian residents related to them) were deemed to be held by the Canadian resident.
A credit is generally given for any tax paid on such income in a foreign jurisdiction.

Other taxes

Goods and services tax

The standard rate of GST is 5%, which applies to most goods and services. The tax is reported monthly, quarterly or annually according to the revenue of the company. Generally, each supplier of taxable goods and services collects the applicable tax from its purchasers at the time of sale. Suppliers deduct from their collections any GST they have paid on their own purchases (called input tax credits) and remit the difference to the federal government. If the supplier paid more tax than was collected, the supplier is entitled to a cash refund of the difference. Non-residents who do not carry on business in Canada are neither required to collect GST nor entitled to input tax credits.

Certain zero-rated supplies, such as basic groceries, prescription drugs and most medical devices, are effectively tax-free supplies and taxed at a zero rate. Suppliers of zero-rated goods and services do not charge tax on their sales, but are entitled to input tax credits for GST paid on purchases used in supplying taxable and tax-free goods. There is also a class of exempt supplies on which no tax is charged. However, unlike zero-rated supplies, suppliers of exempt supplies do not receive input tax credits for the GST paid on their purchases to the extent they are used in making the exempt supplies. Examples of exempt supplies include resales of residential property, domestic financial services and educational services.

Quebec has harmonised its provincial sales tax (QST) base with that of the GST. The QST is imposed at a rate of 7.5%. Ontario, New Brunswick, Nova Scotia and Newfoundland also impose a 13% combined federal/provincial GST (called the Harmonised Sales Tax), and British Columbia imposes Harmonised Sales Tax at a rate of 12%.  The Harmonised Sales Tax applies to the same goods and services as the GST and is subject to the same input tax credit regime.
In addition to the federal GST and the Harmonised Sales Taxes, a number of the provinces also levy independent provincial sales taxes on certain taxable goods and services supplied or imported for consumption or use in the province. The tax is generally based on the sale price of the taxable goods or services being sold at the retail level, and rates vary between provinces and in most cases without an input tax credit regime..

Other indirect taxes

In addition to GST, a limited range of goods is subject to excise duties or taxes at various rates based on the manufacturer's selling price. Examples of items subject to excise duties and taxes include certain types of alcohol and tobacco, insurance premiums, and certain gasoline and other petroleum products.

The various provinces also impose sales or transfer taxes on specific goods such as gasoline, fuel and tobacco. These taxes are usually imposed as a specific tax (cents per litre or cents per cigarette) rather than on a percentage basis. Some provinces also impose taxes on certain services such as accommodation, admissions, insurance premiums and gambling.

Payroll taxes

Employers are generally required to make contributions on behalf of their Canadian employees to the Canada or Quebec Pension Plan and to the federal employment insurance plan. Certain provinces also impose employer health taxes, and contributions to provincial Workers' Compensation Boards are also obligatory for most businesses.

Taxes on capital

The corporate capital tax at the federal level was recently eliminated, although a capital tax of 1.25% remains on financial institutions, applicable to taxable capital employed in Canada of more than C$1 billion ($947,000). With respect to provincial capital tax, each province has its own regime. Some provinces impose a corporate capital tax only on financial institutions, while Quebec, Manitoba and Nova Scotia levy a general corporate capital tax based on taxable capital employed in the province above certain thresholds, though all have plans to eliminate this tax over a period of time.

Taxes on property

Canadian property taxes are imposed at the provincial and municipal levels on landowners.

Many of the provinces levy tax on real property based upon the use and value of the land. The tax rates vary among municipalities though there is often similar property assessment or valuation criteria in provincial legislation. Most provinces use a fair market value standard for valuation purposes. A number of provinces have established an annual reassessment cycle where market activity warrants while others have longer periods between valuation periods.

Property transfer taxes are also levied at the provincial, and in some cases municipal, level, although not all provinces impose this tax.

Other taxes

Canada does not levy gift or estate taxes at either the federal or provincial levels and does it levy omnibus tax charges on financial transactions. However, an individual is generally deemed to dispose of its property for fair market value at the time of death, which could result in taxable capital gains. A spousal rollover is generally available to defer this tax.
Anti-avoidance provisions

Canada has a statutory general anti-avoidance rule. The general anti-avoidance rule (GAAR) permits the Canadian tax authorities to re-characterise the tax consequences of an otherwise valid transaction or series of transactions carried out primarily to obtain a tax benefit, where the arrangement complies with a literal interpretation of the legislation but effectively amounts to a misuse or abuse of the legislation or a tax treaty, having regard to the object, spirit and purpose of the provisions relied on by the taxpayer. The Canadian courts have generally adopted a conservative approach to applying the GAAR. Typically, the rule has only applied to manifestly abusive transactions. The federal government and the province of Quebec have also recently announced proposals to require mandatory reporting of certain aggressive tax planning transactions.

Blakes tax practice group
Blakes tax lawyers are recognised globally as instrumental advisers to Canadian and international businesses. With an emphasis on practical approaches to complex international tax problems, Blakes has developed a strong platform in all of Canada’s major business centres. From international tax planning and cross-border mergers and acquisitions to multi-jurisdictional reorganisations and cross-border tax controversies, Blakes provides ready access to top-tier international tax advice.
Members of the tax group are national leaders in all areas of tax, including corporate income tax, international tax, restructuring, corporate finance, structured finance, taxation of investment funds, private equity and resource taxation. Blakes commodity tax & customs group has unparalleled expertise in customs, sales tax, and goods and services tax legislation. Blakes tax litigation & controversy resolution group has the experience and expertise necessary to effectively represent our clients’ interests opposite the tax authorities at all levels, including in the courts.

Industry recognition

· International Tax Review’s Americas Tax Awards 2009 – For the second consecutive year, Blakes was named “Tax Firm of the Year” for Canada.

· World Tax 2010, Supplement to the International Tax Review – Blakes Tax Group was ranked in Tier 1 for Canada.

· North America Tax Directors Poll, International Tax Review, March and May 2010 – For the third consecutive year, Blakes was ranked in the top tier for both tax planning and transactional work for Canada.

· Chambers Global: The World’s Leading Lawyers for Business 2010 – Members of the Tax Group are consistently included in the rankings.
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