6. Taxation

Taxes are collected in Canada by the federal, provincial
and municipal governments. The federal government
derives most of its revenue from income taxes, indirect
sales and excise taxes imposed upon manufacturers
and importers, and customs duties. The provinces also
levy income taxes (which are integrated with the fed-
eral tax), direct sales taxes at the retail level, and various
taxes or royalties on natural resources. Municipalities
are generally limited to property taxes for community
services and schoo! boards may, in some cases, levy
tax on property for schooling purposes. All three levels
of government collect fees or grant licenses for specif-
ic privileges or activities, but these are generally
insignificant.

While the federal and provincial sales tax systems
function in quite separate and distinct manners, most
of the provinces have entered into tax collection agree-
ments with the federal government for the collection
and administration of income taxes. These provinces
still retain the right to establish tax rates and thus the
overall rates of income tax can, and do, vary from prov-
ince to province. The Province of Quebec has not con-
cluded a tax collection agreement with the federal
government and thus administers and collects its own
income tax, both corporate and personal. The Provin-
ces of Alberta and Ontario administer and collect their
own corporate income tax.

Income Tax Structure

Federal income tax is levied under the Income Tax Act
on the taxable income of individuals and corporations
resident in Canada for any part of a taxation year and
on certain Canadian source income of non-residents.
The Canadian income tax system is not based on the
concept of citizenship or domicile.

To establish a taxpayer's tax liability for ayear, it is
necessary to determine the taxpayer's net income from
all sources. Taxable income is net income for the year
minus certain specified deductions. In the case of cor-
porations, these deductions include charitable dona-
tions, certain types of dividends and loss carryovers.

All residents whether corporations or individuals are
subject to Canadian income tax on their world income,
subject to tax credits for foreign taxes imposed on non-
Canadian income. These credits are allowed unilaterally
and do not depend on the existence of tax treaties.
However, in the case of corporate taxpayers, dividends
from their foreign affiliates may in some cases be ex-
ctuded from the corporation’s taxable income if the divi-

dend is paid out of earnings in a country with which
Canada has a tax treaty.

Non-residents are generally only subject to Canadian
income taxes on income derived in Canada and on
capital gains realized on the disposition of taxable
Canadian property.

Canada has a tax system in which income from all
sources is aggregated and subject to flat rates in the
case of corporations, or progressive rates, in the case
of individuals.

A corporation’s tax year is normally the fiscal period
which it has adopted for accounting purposes. This
period may not exceed 53 weeks. The tax year for indi-
viduals is the calendar year.

Corporate Taxation

Corporations are generally subject to tax at a rate of
46 per cent by the federal government, but this is re-
duced by a 10 per cent abatement in respect of income
earned in the provinces, the Northwest Territories and
the Yukon. Thus, foreign-source income not allocable
to a province is the only element of income actually sub-
ject to the 46 per cent federal rate. The provinces, the
Northwest Territories, and the Yukon levy their own cor-
porate tax at rates ranging from 8 to 16 per cent for the
1983 taxation year. Thus, the overall rate of corporate
tax on income earned in Canada ranges from 44 to
52 per cent depending upon the province in which the
income is earned. Reductions in the general rate of tax
are prescribed for certain small businesses controlled
by Canadians and those that carry on manufacturing or
processing activities.

A corporation that is resident in Canada is taxable
on all income earned throughout the world in each taxa-
tion year. A non-resident corporation is only taxable on
income earned from carrying on business in Canada or
on capital gains from the disposition of certain types
of Canadian property.

The starting point in the determination of taxable
income is that reflected in the corporation’s financial
statements for the year, prepared in accordance with
Canadian accounting principles. Special rules in the
Income Tax Act are then used to determine the actual
taxable income.

Dividend and Investment Income

Generally, Canadian corporations do not pay tax on divi-
dends received from other taxable Canadian corpora-
tions. However, private corporations and other corpo-
rations that are controlled by or for the benefit of an
individual or a group of related individuals may be liable
for aspecial refundable tax of 25 per cent on such divi-
dends. This tax is refundable on the payment of suffi-
cient taxable dividends to shareholders. This tax is not




