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A small business can be a powerful 
engine for creating wealth. Small 
businesses are also the biggest 
creator of jobs in Canada. According 
to Statistics Canada’s Key Small 
Business Statistics survey “Small 
businesses account for more than 
98 percent of all firms in Canada and 
proportionally play a large role in net 
job creation, creating 77.7 percent of 
all private jobs from 2002 to 2012”*.

ACCORDING TO THE Canadian Federation of 

Independent Business (CFIB), close to 50% of 

business owners plan on exiting their busi-

ness in the next five years with more than 75% 

planning to exit within the next 10 years.** This 

provides a great opportunity for e�ective tax 

planning and charitable gift planning strategies 

for business owners.

Our tax rules provide a favourable tax rate 

for Canadian Controlled Private Corporations 

(CCPC). The first $500,000 of income of a 

Canadian-controlled Private Corporation (CCPC) 

enjoys a very low federal small business tax of 

10.5%. The small business rate is available on 

active business income up to the amount of 

the Business Limit.  The federal business limit of 

$500,000 begins to be reduced when a CCPC’s 

taxable capital reaches $10 million, and is elimi-

nated when taxable capital reaches $15 million.

In 2016, CCPCs that are eligible for the small 

business deduction pay the following combined 

federal and provincial (Ontario) tax rates on dif-

ferent types of income***:

General Rate   26.50%  

Small Business (to $500,000) 15.00%  

Investment    50.17% 

When money is withdrawn from the cor-

poration, it will be taxed at the top marginal tax 

bracket of the owner, depending on the amount 

of income he/she declares in that year. If the 

owner’s net income is over $220,000 in Ontario, 

and the amount that is withdrawn from the 

corporation is in the form of salary, the income 

would be taxed at 53.53%. If it is withdrawn in the 

form of non-eligible dividends then it would be 

taxed at 45.3%.
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Locked-up Capital in 
Holding Companies
The cash inside an operating company can be 

transferred to a holding company using inter 

corporate dividends, on a tax free basis. Business 

owners set up holding companies mainly either 

to protect themselves from claims of creditors or 

as a retirement strategy to set up an investment 

portfolio inside the corporation without having 

to withdraw any funds and then to withdraw the 

funds as dividends during retirement.

While the low tax rate for small businesses 

helps spur growth in the business sector and 

helps the business owners accumulate wealth, 

this wealth creates complexity. 

The biggest dilemma for most business 

owners is how to extract the funds in their cor-

porations and holding companies without paying 

personal taxes at very high rates, due to those 

funds being taxed as personal income upon 

extraction from the company. There can be sub-

stantial reduction in the value of a company upon 

withdrawal of the funds. For example, assuming 

a 45% tax rate, a holding company with a value 

of $3,000,000, is actually only worth $1,650,000 

after tax.

Therefore, it is understandable that business 

owners are always looking for tax e�ective meth-

ods of extracting their locked up capital from 

their corporations.

The first $500,000 of income of a Canadian-controlled Private Corporation (CCPC) enjoys a very low 
federal small business tax of 10.5%.    

We live in an interconnected world where 

and down in tandem. So it is no surprise 
that the European debt crisis is causing 
anxiety thousands of kilometres away 
from its source on this side of the ocean 
in North America.

IN JANUARY 2012, the Bank of Canada for the 

effect of the European debt crisis on Canada. 

According to the bank’s estimates, the loss to 

economic output this year could amount to 0.6 
per cent, or about $10 billion.

The Bank estimates that the costs to the 

global and American economies are even great-

er, at more than one per cent of gross domestic 

product and 0.8 percent respectively.

In its winter quarterly outlook, the Bank of 

Canada policy council, headed by Governor Mark 

Carney, stated that “Thus far, the impact on glob-

has consisted mostly of a general retrenchment 

from risk taking... Over the projection period, the 

impact is expected to become more widespread, 

however, and to take the form of increased fund-

reduced availability of credit. In particular, dete-
riorating funding conditions are projected to push 
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banks to restrict access to credit for households 

and businesses in Europe and the United States, 

adding to the drag on economic growth.”

On the positive side, because Canadian banks 

have had much less exposure to European banks 

have healthy lending practices, Canada has been 

affected less by the European debt crisis than the 

U.S. and the rest of the world in general.

However, Canada can still be affected 

-

dence and lower commodity prices.  Given the 

fact that commodities are one of the main sourc-

es of export for Canada and a major component 

of the Canadian market, lower commodity prices 

can have a ripple effect on many parts of the 

Canadian economy.

Bank of Canada has predicted that the eco-

nomic impact of the European debt crisis will lim-

it economic growth in Canada in 2012 to a mod-

est pace and the economy is unlikely to return to 

full capacity until the third quarter of 2013.

Interest rates have stayed low in Canada mainly 

due to worries about the negative impact that the 

European debt crisis could have on the Canadian 

economy. This low interest rate policy is encourag-

ing more Canadians to take on greater debt, par-

ticularly to purchase homes and this has been a 

cause of worry for the governor of Bank of Canada 

as well as the Minister of Finance.
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Charitable Giving 
Considerations
When a corporation makes a charitable gift, the 

corporation receives a tax deduction, which 

reduces its income and will therefore reduce the 

taxes it has to pay. When a charitable gift is made 

personally, it results in a charitable donation tax 

credit which will reduce tax that was otherwise pay-

able. Both on a personal level and corporate level, 

the limit on the amount of the charitable dona-

tion that may be claimed in a given year is 75% of 

net income and if the credit or deduction is not 

used, it can be carried forward for 5 years. Also, 

capital gains are eliminated for both personal and 

corporate gifts of public securities when the gift is 

made in kind.

A big di�erence between personal and cor-

porate donations is that in the year of death, for an 

individual, the limit is 100% of net income and any 

excess can be carried back one year.

Giving Though a Private 
Corp
Private corporations have a notional account called 

the capital dividend account (CDA). The CDA cre-

ates a unique financial planning opportunity for 

business owners when it comes to philanthropic 

The biggest dilemma for most business owners is how to extract the funds in their corporations and 
holding companies without paying personal taxes at very high rates, due to those funds being taxed as 
personal income upon extraction from the company.   
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tax planning and makes charitable giving through a 

corporation extremely attractive.

The CDA does not appear on the corporation’s 

balance sheet and is a notional account that keeps 

track of the amounts that are eligible to be flowed 

to a shareholder on a tax free basis, and is a cumu-

lative total that is often recorded in the notes to the 

financial statements. The CDA is a very important 

notional account as it allows a shareholder to with-

draw funds on a tax free basis from the corporation.

When a publicly traded security is sold by a 

corporation, 50% of the capital gain is taxable as 

income. The remaining 50% is not taxable and is 

credited to the CDA account.

When publicly traded securities with accrued 

gains are donated to a charity in kind, the CDA is 

credited with the non-taxable portion of the capital 

gain. Since donation of securities in kind to a char-

ity eliminates 100% of the capital gain, 100% of the 

capital gain will be credited to the CDA account in 

this case. Therefore, by donating securities in kind 

to a charity, the entire capital gain can be withdrawn 

on a tax free basis from the CDA account.

While the decision with regards to making a 

charitable gift is a personal decision and is based 

on the philanthropic intentions of the donor, the 

decision as to whether to make a gift personally or 

through a corporation often hinges on the tax ben-

efits. Therefore, the ability to extract money on a tax 

free basis from a corporation through the CDA, is 

a major consideration for shareholders as to where 

the source of the charitable gift should be.

The proceeds of a corporately owned life 

insurance policy also flow through the CDA 

account and can be paid to the shareholders on a 

tax free basis after deduction of the adjusted cost 

base of the policy.

The use of life insurance together with dona-

tion of securities in kind can allow business owners 

to multiply the results of their giving and minimize 

their estate tax liability. The upcoming changes to 

Insurance rules in 2017, will reduce the maximum 

premiums and/or deposits permitted in an exempt 

policy and therefore will reduce the possibility of 

accumulating funds on a tax sheltered basis in a 

corporately owned policy. Therefore now is a good 

time for business owners to review and update their 

retirement and charitable giving strategies. CBJ
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