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This guide has been prepared by Holmes & Company, an independent 
member of Alliance of Business Lawyers. It has been designed to answer 
many of the questions foreign businesses and entrepreneurs have when 
making their first venture into the Canadian market.

Holmes & Company is an international business law firm located in Van-
couver, British Columbia.  Its practice focuses on assisting its entrepreneurial 
clients to maximize their wealth by providing appropriate legal advice in re-
gard to tax planning, acquisitions, immigration, financings and listings. Can-
ada is a very desirable location and the firm can assist in advising alternatives 
to obtain residency in Canada, as well as international locations. 
Holmes & Company was named the Canadian Cross-Border Law Firm of the 
year and its founder, Stephen Holmes, was named one of the top 50 best tax 
planning lawyers in Canada. He is sought world-wide to lecture on interna-
tional and domestic business law topics.

This guide is one of a series of Doing Business Guides compiled by ABL and 
its member firms. The ABL network links lawyers  across the world. With 
nearly 1,000 lawyers and 54 offices in 33 countries ABL allows businesses ac-
cess to creative and entrepreneurial legal advice worldwide. From tax, labor, 
intellectual property, securities, to mergers and acquisitions.

Up-to-date advice and general assistance on Canadian matters can be ob-
tained from Holmes & Company:

Holmes & Company
1880-1066 West Hastings Street
Vancouver, British Columbia V6E 3X1 
Canada
Tel: +1 604 688 7861
sdh@holmescompany.com
www.holmescompany.com

Foreword
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1. Canada: Country Profile

1.3. Currency

The Canadian dollar (symbol: $; code: CAD) is the currency of Canada. It 
is divided into 100 cents. There are no currency or exchange controls in 
Canada.

1.4. Legal System

All provinces, except Québec, have a legal system based on the English 
common law tradition. Québec has a civil law legal system based on the 
Napoleonic Code. The complete federal and provincial statutes in force can 
be found at http://www.canlii.org/en/ca/

1.1. Population

A land of vast distances and rich natural resources, Canada became a 
self-governing dominion in 1867 while retaining ties to the British crown. 
Economically and technologically the nation has developed in parallel with 
the United States, its neighbor to the south across an unfortified border. 

The total area is 9,984,670 sq km, which makes Canada the second-largest 
country in the world, after Russia. About 4/5 of the population of over 35 
million people (2012) is concentrated within 150 km of the US border. 

Canada’s capital is the city of Ottawa, which is located in the province of On-
tario. Ottawa is very close to the border between the provinces of Ontario 
and Quebec, Canada’s two most populous provinces.

Canada’s cities enjoy the distinction of being desirable places to live. Con-
sequently, many people from around the world move to Canada with the 
intention of making it their home. Between 2006 and 2011, the number of 
people in Canada increased by an impressive 5.9%. The main drivers of 
population growth are immigration and, to a lesser extent, natural growth.

1.2. Language
Canada has two official languages, English and French, and all federal gov-
ernment services are available in both languages.

DOING BUSINESS IN CANADA  I  3

http://en.wikipedia.org/wiki/Currency_symbol
http://en.wikipedia.org/wiki/Dollar_sign
http://en.wikipedia.org/wiki/ISO_4217
http://en.wikipedia.org/wiki/Currency
http://en.wikipedia.org/wiki/Canada
http://en.wikipedia.org/wiki/Cent_(currency)
http://www.canlii.org/en/ca/


2. Economy & Investment

2.1.  Economic climate 
Given its great natural resources, skilled labor force, and modern capital 
plant, Canada enjoys solid economic prospects. Canada is the world’s elev-
enth-largest economy, with a 2013 nominal GDP of approximately US$1.82 
trillion. It is a member of the Organization for Economic Co-operation and 
Development (OECD) and the G8, and is one of the world’s top ten trad-
ing nations, with a highly globalized economy. In 2013, Canada’s imported 
goods were worth over $474.9 billion. The Canadian economy is dominated 
by the service industry, which employs about three-quarters of the coun-
try’s workforce. 

However, Canada is unusual among developed countries in the importance 
of its primary sector, in which the logging and petroleum industries are 
two of the most prominent components. Atlantic Canada possesses vast 
offshore deposits of natural gas and Alberta also hosts large oil and gas 
resources. The immense Athabasca oil sands give Canada the world’s sec-
ond-largest proven oil reserves after Saudi Arabia. Canada is additionally 
one of the world’s largest suppliers of agricultural products; the Canadian 
Prairies are one of the most important global producers of wheat, canola 
and other grains. Canada is a major producer of zinc and uranium and 
is a leading exporter of many other minerals, such as gold, nickel, alumi-
num and lead. Canada also has a sizable manufacturing sector centered in 
southern Ontario and Québec, with automobiles and aeronautics repre-
senting particularly important industries. 

Canada has a well-educated, highly skilled work force and is particularly at-
tractive for white-collar, high-technology businesses. Canada also has rea-
sonably priced office accommodation, industrial premises and undeveloped 
land available. Canadian cities are known as being safe. 

2.2. Investment Opportunities
Canada is a resource rich nation and, accordingly, requires massive amounts 
of capital to develop its economic potential. Foreign investors have always 
played a significant role in providing this necessary capital and today do so 
to an even greater extent. Non-Canadian investors in Canada are largely 
subject to the same rules that govern Canadian corporations. Canada has 
not had exchange control laws for over forty years and, as a result, foreign 
investors find it relatively easy to repatriate the profits from their invest-
ments in Canada.
By the standards of most developed industrial nations, Canada has relatively 
limited government regulation of foreign investment. Traditionally, such reg-
ulation has taken the form of:

 • withholding taxes due on dividends, interest or royalties leaving Canada;
 • special incentives under Canadian income tax legislation and other leg-
islative programs which are made available only to Canadian-controlled 
companies; and

 • limitations of the degree of foreign ownership and control allowed in 
particularly sensitive areas of Canada’s economy.

The Foreign Investment Promotion and Protection Agreement (FIPA) is a 
bilateral agreement aimed at protecting and promoting foreign investment 
through legally-binding rights and obligations. FIPAs accomplish their ob-
jectives by setting out the respective rights and obligations of the countries 
that are signatories to the treaty with respect to the treatment of foreign 
investment. Typically, there are agreed exceptions to the obligations. FIPAs 
seek to ensure that foreign investors will not be treated worse than similarly 
situated domestic investors or other foreign investors; they will not have 
their investments expropriated without prompt and adequate compensa-
tion; and, in any case, they will not be subject to treatment lower than the 
minimum standard established in customary international law. 
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As well, in most circumstances, investors should be free to invest capital and 
repatriate their investments and returns. Canada began negotiating FIPAs 
in 1989 to secure investment liberalization and protection commitments on 
the basis of a model agreement developed under the auspices of the OECD.

Large investment in Canadian businesses by non-Canadians is regulated by 
the Investment Canada Act (the “ICA”). The ICA contains a set of complex 
and comprehensive rules with respect to investments by non-Canadians 
that are designed to ensure these investments result in a net benefit to 
Canada. The ICA was introduced in 1985. It has been amended at various 
times, including recently by the Economic Action Plan 2013 Act.
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3. Conducting Business 

3.1. Business Entities
This chapter provides an overview of the different types of business entities 
which may be used for investment purposes by foreign businesspersons 
in Canada. The business entity most suitable in a particular set of circum-
stances will vary depending upon the nature of these circumstances and 
the individual businessperson’s requirements. Factors such as exposure to 
liability, taxation, financing, management, control and continuity of business 
operations may influence the form of business entity that is ultimately se-
lected. In our experience the foreign businessperson will generally choose a 
corporation as the preferred vehicle to conduct business in Canada.

3.1.1. Sole Proprietorship
Individuals, Canadians and Non-Canadians alike, may carry on business in 
Canada under their own names or trade styles, subject to compliance with 
the requirements of the federal Immigration and Refugee Protection Act 
and registration of the business trade styles or names in the provinces in 
which they propose to conduct business. A sole proprietorship, as the name 
implies, is a business entity owned by the proprietor. In essence, it is merely 
an extension of the legal rights and obligations of the individual owner. The 
owner is personally liable for all debts, obligations and losses of the business 
and is entitled to all the profits realized therefrom. Any profits realized from 
the business are taxed personally in the hands of the proprietor, at the pro-
prietor’s individual tax rates.
There is no federal or provincial requirement to register the sole propri-
etorship, unless it is carried on under a name other than the individual’s 
name. If one intends to carry on a sole proprietorship under a name other 
than the owner’s personal name or with the word “company” as part of its 
name, a declaration in prescribed form must be filed in accordance with 
the laws of the province where the business is conducted. In keeping with 
the simplicity of this structure and the paucity of regulations governing this 
form of business arrangement, no auditor is required. Adequate financial 

books and records are to be maintained for tax purposes and to satisfy any 
regulations which might be applicable. From the point of view of taxation 
issues, the foreign businessperson may choose to carry on business in Can-
ada as a sole proprietor during the initial stages of the operations, when the 
business is expected to be unprofitable. In this manner, the proprietor may 
use business losses arising from the sole proprietorship as deductions from 
his or her taxable income.

3.1.2. Partnership
Partnerships are governed by provincial law. A partnership is not a separate 
entity and is not a person legally distinct from its partners under Canadian 
law. A partnership is a contractual relationship with legislated legal attributes 
set out in Partnerships Acts. 

A partnership may be used as a business entity for most commercial ac-
tivities; however, federal and provincial legislation prohibit certain business 
activities, such as banking, savings, loans, and insurance, from being carried 
on in partnership form. Any person, including any incorporated business 
entity, with the legal capacity to enter into a binding contractual agreement 
may legally enter into a partnership. 

A partnership may take the form of either a general partnership or a lim-
ited partnership. A general partnership is a form of business organization 
where partners as equal parties carry on business with a common view to 
make a profit. The partners are jointly and severally liable for all debts and 
obligations of the partnership incurred while they are partners. A limited 
partnership is composed of one or more general partners, who manage the 
business of the limited partnership and who are liable for the debts, liabilities 
and obligations of the limited partnership, and one or more limited partners, 
who take a passive role in the business of the limited partnership. In most 
provinces of Canada, the liability of each of the limited partners is limited 
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to the amount of capital contributed by them to the limited partnership. In 
order to maintain this limited liability, limited partners may not operate or 
manage the limited partnership. The limited partnership will be operated 
and managed solely by the general partner and will be bound by all agree-
ments made by the general partner on its behalf.

Both the general and limited partnership are required, in most provinces, 
to be registered with the requisite provincial authority after its formation by 
filing or registering a declaration or certificate in the prescribed form. 

As in the case of the sole proprietorship, both the general partnership and 
limited partnership have no legal obligation to prepare audited financial 
statements. However, proper books and records of the business of the part-
nership must be maintained. 

3.1.3. Corporation 
A corporation is a separate entity and is a person legally distinct from its 
directors, officers and shareholders under Canadian law. Generally, liability 
of the corporation is limited to its assets, thus, assets of its members are 
protected, provided there are no claims against them personally. 

There are 13 alternative Canadian statutes (ten provincial, two territorial and 
one federal) under which one may incorporate a corporation with share 
capital and liability limited to the assets of the corporation. 

Nova Scotia, Alberta and British Columbia are the only provinces that have 
the concept of an unlimited liability corporation (as discussed below).

In Canada, a business corporation may be incorporated either federally, 
under the Canada Business Corporations Act (the “CBCA”), or provincially, 
under the companies legislation of a particular province, such as the Ontario 
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Business Corporations Act (the “Ontario Act”), or by special Act of either the 
Parliament of Canada or the legislature of one of the provinces. Generally 
speaking, incorporation grants a business entity the capacity, rights,
powers, privileges, and responsibilities of a natural person.

Under federal and provincial companies legislation, the authorized capital of 
a corporation must be set out in the constating documents or amendments 
thereto. The authorized capital may consist of one or more classes of shares 
which have no par value or, if permitted under the particular legislation, 
have a stated par value. If the authorized capital of the corporation consists 
of one class of shares, the rights of the holders are equal in all respects and 
include the rights to vote at all meetings of shareholders and to receive any 
dividend declared by the corporation upon dissolution. However, should 
the constating documents provide for more than one class of shares, one 
class of shares must have the right to vote at all meetings of shareholders 
and to receive the remaining property of the corporation upon dissolu-
tion. Also, the constating documents should provide, with respect to the 
other class or classes of shares, the rights, privileges, restrictions and con-
ditions attaching to the shares of each such class or classes of shares. The 
rights, privileges, restrictions and conditions attaching to the other classes of 
shares may provide for preferential payment of dividends, preferential treat-
ment on dissolution or liquidation of the corporation, right of redemption 
by the corporation, restriction on or prohibition from voting and the right 
to convert to another class of shares of the corporation; although private, 
or “non-offering”, corporations (that is, corporations that do not offer their 
securities to the public) do have shareholder number limits.

Under the provisions of the corporate statutes, the mandate to manage or 
supervise the management of the business and affairs of the corporation is 
granted to the board of directors. The board of directors is elected by the 
shareholders. Most of the provincial statutes require that a majority of the 

directors of most corporations be resident Canadians. However, the CBCA 
was recently amended, and now requires that at least 25% of directors be 
resident Canadians. As well, no person may be a director of a corporation 
who is less than eighteen years of age, who is of unsound mind, or who has 
the status of a bankrupt.

The shareholders of a corporation are required, in most cases, to appoint an 
auditor in each fiscal year of the corporation for the purpose of examining 
the financial statements, which are required by the applicable corporation 
statute to be placed before the shareholders and prepared in accordance 
with generally accepted auditing standards.
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3.1.4. Unlimited Liability Company (“ULC”)
Nova Scotia was the first province in Canada to introduce the unlimited 
liability company (“ULC”) under the Companies Act (the “NSCA”). Recently, 
British Columbia and Alberta introduced legislation permitting the incor-
poration of ULCs as well. Although the regulation of ULCs in all three prov-
inces is very similar, there are several key differences that investors should 
consider before deciding where to incorporate a ULC. For example, there 
are no Canadian residency requirements for directors of a Nova Scotia ULC, 
whereas Alberta mandates that 25 percent of the directors of an Alberta 
ULCs must be Canadian residents.

A ULC is a body corporate under which the liability of the shareholders is 
unlimited. The use of a ULC to hold Canadian investments of United States 
investors may have certain favorable income tax consequences under Unit-
ed States law.

For Canadian income tax purposes, a ULC is not treated any differently than 
a limited liability company incorporated in Canada under the federal or 
provincial companies acts. Accordingly, a ULC will be subject to Canadian 
income tax on its worldwide income. There are a number of U.S. tax advan-
tages to using a ULC, including the following:

 • The cross border flow-through of losses to U.S. shareholders. Under 
Canadian law, losses of a Canadian corporation cannot flow through to 
U.S. shareholders unless a “Canadian” corporation carries on the busi-
ness. The restriction can be avoided by using a ULC because losses will 
flow through to the U.S. shareholders.

 • U.S. companies incorporated in Canada as ULCs may be able to take 
advantage of tax-credits that may otherwise be unavailable. In the Unit-

ed States, a U.S. corporation is entitled, within limits, to claim a foreign 
tax credit for Canadian income tax paid by its Canadian subsidiaries. 
However, the credit cannot be claimed if the Canadian subsidiary is 
more than three tiers below the U.S. corporation unless it is a controlled 
foreign corporation, in which case the maximum number of tiers is six. 
The credit also cannot be claimed if the U.S. member of the Canadian 
corporation owns between 10 and 50 percent of the shares of the Ca-
nadian corporation (the 10-50 basket limitation). ULCs can be used to 
obtain these tax credits.

 • The cross border flow-through of losses to U.S. individuals. A U.S. indi-
vidual, unlike a U.S. corporation, cannot generally claim the underlying 
Canadian income tax paid by the Canadian corporation. Accordingly, if 
that individual wants to claim the underlying Canadian income tax as a 
foreign tax credit, a ULC could be used.

3.1.5. Branch of Operation
As an alternative method for carrying on business in Canada, a foreign 
company may establish a branch operation. The branch must be registered 
or licensed in each province where it intends to carry on business activities. 
Each provincial statute varies in its definition of what constitutes “carrying 
on business”. Proper books and records of the branch operation must be 
maintained and all taxes and reporting documents must be filed with the 
requisite federal, provincial and municipal regulatory authorities in the same 
manner as those required from corporations incorporated federally or pro-
vincially. The foreign company will, of course, be responsible for the liabilities 
and obligations of its branch operation in Canada with respect to all debts 
and contractual obligations entered into on behalf of the branch by its prop-
er agents, representatives and managers.
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3.1.6. Trust
During the last ten years, income and business trusts have become a more 
commonplace form of business enterprise and many have issued publicly 
traded trust units.

3.1.7. Non-resident Private Corporation 
A corporation incorporated outside Canada (a foreign corporation) can 
establish a business in Canada by registering in the province in which it 
conducts business as an extra-provincial corporation either as its branch or 
subsidiary.

3.1.8. Joint Venture 
A joint venture is a form of business organization based on a contract. Each 
of the parties to the joint venture contributes the use of property owned by 
it for a single, identified, common purpose. There is no statutory basis for 
this form of business organization.  Parties of a joint venture can be any of 
the entities or any mixture of those entities listed above.  Under a joint ven-
ture arrangement, the parties maintain a significant degree of independ-
ence in conducting their other business activities.

3.2. Setting up a Business 

3.2.1. Types of Incorporation
Provincial – a company incorporated under provincial statute, may only car-
ry on business in another province if it registers extra-provincially in the oth-
er province.  Name protection is not guaranteed throughout Canada; and

Federal – a company incorporated under the federal statute has the right 
to carry on business in any province under its incorporated name (name 
protection guaranteed throughout Canada), but is subject to the laws of 

each province where it carries on business.  Before carrying on business in 
any province, a federal company must first register extra-provincially in each 
such province.

3.2.2. Costs
British Columbia

 • Incorporation government fee is $350.00;
 • Name reservation fee is $30.00;
 • Filing fees to file the Notice of Directors is $20.00; and
 • In general, the costs for incorporation of British Columbia company will 
be from $1,500.00 to $2,500.00, depending on the:

 - number of shareholders, 
 - directors, 
 - officers; 
 - class of shares required; and 
 - if a rush fee is to be paid;

Federal
 • Incorporation government fee is $200.00;
 • Name search fee is $20.00;  
 • There is no charge to file the Notice of Directors; and
 • In general, the costs for incorporation of a federal company will be from 
$1,500.00 to $2,500.00.  The final amount will depend on the:

 - number of shareholders, 
 - directors, 
 - officers,
 - class of shares required; and
 - Industry Canada does not offer rush service;

 • Another thing to consider in regard to a federal company is whether 
or not it will need to be extra-provincially registered in a province.  If 
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so, the filing government fee in British Columbia is $350.00 (fed-
eral companies do not need to do a name reservation).  As such, 
for a federal incorporation with an extra-provincial registration, the 
costs will be from $2,000.00 to $2,500.00;

Extra-provincial registration
 • Filing government fee is $350.00, plus a, 
 • Name reservation fee is $30.00, if required; and
 • In general, the costs will be from $750.00 to $1,000.00.

Annual Fees and Acting as Registered and Records Office
 • Generally, the fees for acting as the registered and records office 
or as the Attorney in British Columbia will range from $425.00 to 
$545.00 per year.

3.2.3. Timelines
If a name is being reserved, it can take one (1) to four (4) days to con-
firm reservation of a name.  Upon the name being reserved we can 
incorporate the company and send out documents for signature the 
same day.  We can complete the incorporation process the same day 
as receipt of the executed documentation.

3.2.4. Capital Requirements
None
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4. Taxation 

4.1. Residence
Canada levies income tax on employment, business, property income and 
capital gains. Residents of Canada are taxed on their world income from all 
sources. Non-residents of Canada, on the other hand, are taxed only on 
income from employment earned in Canada, income earned from the car-
rying on of a business in Canada, and income received from the disposition 
of taxable Canadian property. 

Under Canada’s tax system, liability for income tax in Canada is based on 
person’s status as a resident or non-resident of Canada.  The residence sta-
tus must be established before a tax liability to Canada can be determined.  
A determination of residence status can only be made after all the factors 
have been considered.  All circumstances have to be reviewed in their en-
tirety to get an accurate picture of the residence status.

The residential ties an individual have or establish in Canada are a major 
factor in determining residence status.  Residential ties to Canada can in-
clude: 

 • a home in Canada;
 • a spouse or common-law partner or dependants in Canada;
 • personal property in Canada, such as a car or furniture;
 • social ties in Canada; and 
 • economic ties in Canada.

Other ties that may be relevant include:
 • a Canadian driver ’s license;
 • Canadian bank accounts or credit cards; and
 • health insurance with a Canadian province or territory.

Residential ties that an individual maintains or establishes in another coun-
try may also be relevant to the individual’s residence status.

The Income Tax Act of Canada (“ITA”) does not define residency.  Generally, 
a corporation’s residency is determined by using common-law principles. 
In addition, there are statutory provisions in the ITA that may deem a cor-
poration to be either resident or non-resident under certain circumstances.  
Common law has generally established that a company is resident in the ju-
risdiction, in which its central management and control is exercised.  Usually 
central management and control abides where the members of the board 
of directors meet to hold their meetings and to make decision in regard to 
the management of the affairs of the company.

Residency of the trust generally determined similarly to that of the corpora-
tion – residency of the majority of the mind and management (usually the 
trustees) will determine it.  However, such determination for trusts is con-
siderably more complex due to special rules that may deem a non-resident 
trust to be Canadian resident for tax purposes in certain circumstances.  Any 
decisions in regard to structures involving non-resident trust shall be made 
based on the advice of tax professionals.

4.2. Taxation of Business Entities

4.2.1. Corporation
Canadian corporations are taxed on their worldwide income. Subsidiaries of 
foreign corporations, as any non-residents, will be taxed on the income they 
receive in Canada only.   

Corporations, as individuals, are taxed at a combined federal and provin-
cial tax rate, however, unlike individual tax rates corporate tax rates are not 
marginal.  The current federal corporate tax rate is 15%.  For Canadian-con-
trolled private corporations claiming the small business deduction, the net 
tax rate is 11%.
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The current 2014 corporate provincial tax rates are:

Province or territory Lower rate Higher rate 

Newfoundland and Labrador 4% 14%

Nova Scotia 3% 16%

Prince Edward Island 4.5% 16%

New Brunswick 4.5% 12%

Ontario 4.5% 11.5%

Manitoba nil 12%

Saskatchewan 2% 12%

British Columbia 2.5% 11%

Yukon 4% 15%

Northwest Territories 4% 11.5%

Nunavut 4% 12%
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The lower rate applies to a Canadian controlled private corporation (“CCPC”) 
and the higher rate applies to all other general corporations, which are not 
CCPCs. A CCPC must be a private corporation (i.e. a corporation the shares 
of which are not publicly traded) which is not controlled by either non-resi-
dent persons or public corporations or any combination thereof.

4.2.2. Branch
A non-resident corporation which carries on business in Canada directly 
through a branch is subject to tax on the income earned by the branch. This 
branch tax attempts to equalize the total tax burden on the branch with 
that of a subsidiary corporation in that it is equivalent to the withholding tax 
taxable dividends paid by a Canadian subsidiary to its non-resident parent. 
Branch taxes are imposed at the rate of 25% of after-tax income of the 
branch. Where a tax treaty is in force, the rate of tax may be reduced to the 
rate of withholding tax applicable to dividends under the treaty or the treaty 
may afford a complete exemption from this tax. 

4.2.3. Trust
Trusts, both resident on income and non-resident on income earned in 
Canada, are taxed as individuals at the highest tax rate for individuals, flat.  
The combined, federal and provincial, highest tax rate for the trust in British 
Columbia for 2014 is 45.8%.  The rate is usually 43.7%, the increase to 45.8% 
in 2014 is due to a temporary increase of tax rate for income over 150,000 
for 2014 and 2015 taxation years.  It is expected that tax rate will go back 
to 43.7% in 2016.

Depending on the residency of the trust’s beneficiaries, its activities and 
assets, other sections of ITA may apply, thus, increasing the effective tax 
rate.  For example, withholding tax under section 212 of the ITA at a rate of 
25% unless reduced by treaty or designated income tax at a flat rate of 36% 
under section 210 of the ITA.

4.2.4. Joint Venture
A joint venture similar to a partnership is not taxed; it is its members that will 
be taxed on the income they will receive in a taxation year.

4.2.5. Non-Resident Private Corporation
As every non-resident, a non-resident corporation that carries on a busi-
ness in Canada is subject to tax on its net income earned in Canada.  The 
non-resident corporation is also subject to the “branch tax” at a rate of 25%.  
A subsidiary of a non-resident corporation, a Canadian corporation wholly 
owned by the non-resident corporation and created to carry on business in 
Canada, is not subject to the “branch tax”.  That tax is intended to equalize 
the tax position of a non-Canadian corporation that carries business in Can-
ada directly (through a branch) with that of a non-resident that establishes a 
Canadian corporation to carry on the business (through a subsidiary).  

4.2.6. Non-Residents
Generally, any payment to a non-resident is subject to withholding tax at a 
rate of 25%.  There are usually three types of payments made: dividend, roy-
alty and interest.  If there is a treaty between Canada and the other country 
this 25% rate is usually significantly reduced by it.

4.3. Taxation of Individuals 
Income of a partnership is calculated at the level of the partnership and then 
distributed to the partners in the amounts depending on each individual 
partner’s share in the partnership.  Then income is taxed in hands of the 
individual partners.  Thus, the individual tax rates apply to each partner.  The 
partnership itself does not pay tax.

An individual’s marginal tax rate is the tax rate that will be applied to the 
next dollar that the individual earns.  The marginal tax rates on capital gains 
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and Canadian dividend income are lower than on other types of income, 
because only 50% of capital gains are included in taxable income.

Federal tax rates for 2014:
 • 15% on the first $43,953 of taxable income, +
 • 22% on the next $43,954 of taxable income (on the portion of taxable 
income over $43,953 up to $87,907), + 

 • 26% on the next $48,363 of taxable income (on the portion of taxable 
income over $87,907 up to $136,270), + 

 • 29% of taxable income over $136,270.

Personal Marginal Tax Rates of the Provinces vary.  Below are the provincial 
tax rates for 2014:

Newfoundland and Labrador 7.7% on the first $34,254 of taxable income, + 
12.5% on the next $34,254, + 
13.3% on the amount over $68,508

Prince Edward Island 9.8% on the first $31,984 of taxable income, + 
13.8% on the next $31,985, + 
16.7% on the amount over $63,969

Nova Scotia 8.79% on the first $29,590 of taxable income, + 
14.95% on the next $29,590, + 
16.67% on the next $33,820, + 
17.5% on the next $57,000, +  
21% on the amount over $150,000

New Brunswick 9.68% on the first $39,305 of taxable income, + 
14.82% on the next $39,304, + 
16.52% on the next $49,193, + 
17.84% on the amount over $127,802
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Québec 16% on the first $41,495 of taxable income +
20% on the next $41,490, +
24% on the next $17,985, +
25.75 on the amount over $100,970

Ontario 5.05% on the first $40,120 of taxable income, + 
9.15% on the next $40,122, + 
11.16% on the next 4433,848, +
13.16% on the amount over $514,090

Manitoba 10.8% on the first $31,000 of taxable income, + 
12.75% on the next $36,000, + 
17.4% on the amount over $67,000

Saskatchewan 11% on the first $43,292 of taxable income, + 
13% on the next $80,400, + 
15% on the amount over $123,692

Alberta 10% of taxable income
British Columbia 5.06% on the first $37,606 of taxable income, + 

7.7% on the next $37,607, + 
10.5% on the next $11,141, + 
12.29% on the next $18,504, + 
14.7% on the next $45,142, +
16.8% on the amount over $150,000

Yukon 7.04% on the first $43,953 of taxable income, + 
9.68% on the next $43,954, + 
11.44% on the next $48,363, + 
12.76% on the amount over $136,270

Northwest Territories 5.9% on the first $38,808 of taxable income, + 
8.6% on the next $39,810, + 
12.2% on the next $49,823, + 
14.05% on the amount over $129,441

Nunavut 4% on the first $41,909 of taxable income, + 
7% on the next $41,909, + 
9% on the next $52,452, + 
11.5% on the amount over $136,270
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4.4. Withholding Taxes 
The Act imposes a 25% tax on a wide variety of payments received by 
non-residents of Canada from persons resident in Canada. The tax applies 
irrespective of whether or not the payment is actually made from Cana-
da. Moreover, the Canadian resident payor is required under the Act to 
withhold the amount of the tax from the amount paid or credited to the 
non-resident. The basic withholding tax rate of 25% may be reduced by tax 
treaty, and most of the recent treaties to which Canada is a party provide for 
a withholding tax of 15% for interest and 10% for dividends, where non-res-
ident payee has a significant holding in the Canadian corporate payor.

Income payments, which are subject to Canadian withholding tax when 
paid to a non-resident of Canada, include dividends, rents, royalties or sim-
ilar payments, management fees and estate or trust income. Certain types 
of payments are exempt from withholding tax. These include bonds, deben-
tures, notes and mortgages issued or guaranteed by the governments of 
Canada or the provinces.

4.5. Valued Added Tax (VAT) 
None, however GST in very similar. 

4.6. Other Taxes & Incentives

4.6.1. Tax Treaties
Canada has negotiated reciprocal income tax treaties for the avoidance of 
double taxation and the prevention of tax evasion with most of the ma-
jor industrialized nations and many developing nations. In total, Canada 
has signed tax treaties with 89 countries. The information on treaties in 
force, treaties signed but not yet in force and treaties under negotiations/

re-negotiations maybe found at: http://www.fin.gc.ca/treaties-conventions/
treatystatus_-eng.asp.  The information on the Tax Exchange Information 
Agreements of Canada can be found at http://www.fin.gc.ca/treaties-con-
ventions/tieaaerf-eng.asp.  Currently there are 14.

4.6.2. Goods/Sales/Service Taxes (“GST”)
This tax is charged on the purchase price of the goods and services ac-
quired.  Rate and form (two added together, provincial and federal, or one, 
harmonized) depends on the province.

Goods and Services Tax (“GST”)
This tax is levied on a federal level.  The GST rate is 5%.

Provincial Sales Tax (“PST”)
This tax is levied by the provinces.  The rates vary by the province or terri-
tory.  For example, PST in British Columbia is collected at the rate of 7% of 
the purchase price of the tangible personal property under the provincial 
legislature.  

4.6.3. Payroll and other Social Security Taxes
Payroll taxes are federal taxes.  Every employer is responsible for withhold-
ing amounts on the account of the Canada Pension Plan (“CPP”) and Em-
ployment Insurance (“EI”) from the remuneration it pays to its employees: 
CPP withholding is done at a rate of 4.95% to a 2012 maximum contribution 
of $2,306.70 and EI is withheld at a rate of 1.83% to a 2012 maximum con-
tribution of $839.97 (1.47% with maximum of $674.73 in Québec).

The employer also contributes to these accounts for its employees until the 
maximum for these contributions are reached.  For CPP the employer pays 
the amount equal to the amount of the employee’s contribution; for EI the 
employer pays 1.4 times the amount paid by the employee.  
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Each province administers a general health insurance plan. In most provinc-
es, residents have to pay monthly premiums. Employers collect and remit 
the premiums for their employees. Each province administers an accident 
fund.  Depending on the industry, membership may be compulsory or vol-
untary for employers.  Rates payable by employer per employee vary by 
province and by industry.

4.6.4. Property Taxes
Property Transfer Tax (“PTT”)
This tax is levied by the provinces.  For example, British Columbia’s PTT is 
payable by the transferee/purchaser of the real estate on application for 
registration of a taxable transaction at a Land Title Office on the fair market 
value of the property being transferred. 

The PTT payable under the British Columbia law is:
1% of the first $200,000.00 of the fair market value of the taxable transac-
tion, and 2% of the remaining balance of the fair market value of the taxable 
transaction.

The tax is based on the fair market value of the land and all improvements 
situated on that land.

Property Tax 
Property Tax is only levied on the real estate. Property Tax is determined 
by the provincial tax authorities and levied by the municipal governments. 
Property Tax provides approximately 40% of local government revenue in 
Canada.  It is the major source of revenue controlled by local government.

Land Transfer Tax
Certain provinces of Canada levy tax on transfers of land. In Ontario, the 
rates are as follows:

Purchase Price   Calculation of LTT
0 - 55,000   (.005 x Amount)
55,001 - 250,000  (.01 x Amount) minus 275250,001 - 400,000  
   (.015 x Amount) minus 1,525
400,000 +   (.02 x Amount) minus 3,525

In Ontario, non-residents pay Land Transfer Tax at the same rate as residents. 
An exception to this rule exists where the property in question is agricultural 
or recreational land, in which case the non-resident pays Land Transfer Tax 
of 20% of the purchase price. In certain municipalities, an additional land 
transfer tax will also be applicable.

4.6.5. Estate, Inheritance and Gift Taxes
Estate and Inheritance Taxes
Estate tax arises on the death of an individual and is imposed on the de-
ceased’s estate in its entirety. The executor is responsible for paying this estate 
tax to the government. Inheritance tax also arises on the death of an individu-
al, however, unlike estate tax, an inheritance tax is imposed on the beneficiar-
ies, who receive benefits or property from the deceased. Each beneficiary is 
responsible for paying their own inheritance tax. 

There is neither estate nor inheritance taxes in Canada. However, there are 
taxes to be paid upon death.  When a person dies, there is a “deemed dispo-
sition” of all capital property, which will require the estate to pay capital gains 
tax on that property.  Estate planning can reduce or defer the taxes owing. 

Also, if there is a will, it may or may not be probated. A probate will be required 
in order to administer the estate if the will contains instructions regarding real 
estate no matter the value, a car valued at more than $25,000.00 and if the 
executor wishes to commence an action or if a third party is commencing an 
action against the estate. There are fees associated with the probate. 
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The fees vary from province to province.  For example, under 
British Columbia law in addition to $200.00 filing fees it is 1.4% 
on the value over $50,000.00.  There is no upper limit.  There are 
techniques in will drafting to reduce these fees.  There are also 
estate planning techniques to avoid probate all together.

Gift Taxes
Under Canadian tax law income is taxed if it comes from four 
sources: employment, business, property and capital gain.  Gifts 
generally are not taxed, unless they can attributed to the listed 
four sources of income or be attributed back to the gifter, in 
which case it will attract taxes.  There are also provisions in the 
ITA that may deem a gift to be a disposition, which can give raise 
to capital gains tax.  Therefore, gifting is limited.

4.6.6. Social Security Tax
There is no personal Social Security Tax.
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5. Employment and Social Security
 

5.1. Work & Residence Permit
WORK PERMIT
A visitor into Canada is prohibited from working without first obtaining a 
work permit, unless he or she falls under one of the permitted exemptions. 

Before a work permit can be granted, the visitor seeking the permit must 
have already been offered a job by  a Canadian employer. A work permit 
will not be issued for someone entering Canada attempting to find employ-
ment. In many cases, the CIC will only grant a work permit after the appli-
cant has had the offer of employment “confirmed” by Human Resources 
and Skills Development Canada (HRSDC). In other cases, this confirmation 
is not required, such as when the permit is granted pursuant to an interna-
tional agreement.

A work permit may often be obtained at a point-of-entry into Canada in the 
following circumstances:

 • The applicant does not also require a Temporary Resident Visa (TRV).
 • The work for which the permit is being sought does not require HRSDC 
confirmation (Note: US citizens are also excluded from this rule); or

 • The applicant does not require a medical exam.

If any of these criteria are not met, the visitor must apply for a work permit 
from his or her home country before arriving in Canada.

Work Requiring HRSDC Confirmation
Subject to the exceptions outlined below, HRSDC confirmation of the em-
ployment offer must be obtained before a work permit may be granted. 

This requires an applicant to submit details of the employment offer to the 
HRSDC department, so that it may give an opinion as to whether the visi-
tor ’s potential employment would be a benefit to Canada. 

The following criteria have been enumerated as factors that the HRSDC will 
use in making this determination, though this list is not exhaustive:

 • Whether the work is likely to result in direct job creation or job retention 
for Canadian citizens or permanent residents;

 • Whether the work is likely to result in the creation or transfer of skills and 
knowledge for the benefit of Canadian citizens or permanent residents;

 • Whether the work is likely to fill a labor shortage;
 • Whether the wages and working conditions offered are sufficient to at-
tract Canadian citizens or permanent residents; and

 • Whether the employment of the foreign national is likely to adversely 
affect the settlement of any labor dispute in progress or the employ-
ment of any person involved in the dispute;

Once the HRSDC has confirmed the offer, the applicant may then apply to 
the CIC to obtain his or her work permit.

Work not Requiring HRSDC Confirmation
There are a number of situations where an applicant needs not receive con-
firmation from the HRSDC in order to obtain a work permit. The situations 
most applicable to business people are if the work permit is issued pursuant 
to an international agreement, such as NAFTA or the General Agreement on 
Trade in Services (GATS).
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Eligibility to work in Canada under NAFTA requires that the applicant be a 
citizen of the United States or Mexico. Permanent residents or landed immi-
grants are not included. The following are the three types of employment in 
Canada that do not require HRSDC confirmation under NAFTA:

 • Professionals
To qualify to work in Canada as a professional under NAFTA, the appli-
cant must be a member of one of the professions specifically listed in 
the Agreement (such as lawyers or accountants). This will often require 
the applicant to show proof of his or her professional credentials. This 
list is a complete list, and is not open to interpretation or expansion. 

The applicant must also have his or her employment in Canada pre-ar-
ranged prior to entry, proof and details which will need to be provided 
to an immigration officer. Self-employment by a foreign professional in 
Canada is not permitted under this category.

 • Intra-Company Transferees
To qualify to work in Canada as an intra-company transferee under 
NAFTA, the applicant must have “specialized knowledge” in an execu-
tive or managerial capacity. Low-level employees with limited skills are 
not included in this category, because such a position could likely be 
filled by a Canadian citizen or permanent resident. The applicant must 
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also have worked for his or her home enterprise for at least one year 
out of the preceding three years, and intend to work in an affiliate, 
branch, parent, or subsidiary of a U.S. or Mexican enterprise in Canada.

 • Traders and Investors
To qualify to work in Canada as a trader or investor, the applicant must 
be an employee of a US or Mexican firm and be in a supervisory or 
executive position with essential skills or services. Trading activities must 
involve the trade in goods or services, while investing must involve 
funds or other capital assets. The work permit exemptions under GATS 
are similar to those under NAFTA, though there are no separate cate-
gories of work. Rather, there are a number of general criteria that must 
be met, and the applicant must:

 - possess citizenship of a member country;
 - deliver services pursuant to a signed contract;
 - possess professional qualifications;
 - not provide services in the fields of education, health, recreation, 

culture, or sports;
 - have qualifications recognized, where appropriate, by a profes-

sional association in Canada; and
 - comply with existing immigration requirements for temporary 

entry (such as the TRV requirement).

RESIDENCE PERMIT
A person wishing to permanently reside in Canada must make an appli-
cation for landed immigrant status at a Canadian visa office in his or her 
country of residence. Except in special cases, the Immigration and Refugee 
Protection Act prohibits any submission of an application for permanent 
residence from within Canada. Under Canadian immigration law, there are 
various categories under which applications can be made by persons seek-
ing a Canadian Permanent Resident Visa. Generally, persons who have an 

interest in being employed in Canada or conducting business activities or 
residing in Canada would likely be categorized as “economic immigrants”. 
The economic immigrant applicant group includes the following categories:

 • skilled workers/professionals, and
 • investors, entrepreneurs and self-employed persons (collectively re-
ferred to as “Business Immigrants”).

Although each of these categories falls under the “economic immigrant” 
grouping, it should be noted that the procedures and requirements with 
respect to the consideration and approval of each application for perma-
nent residence vary greatly depending upon the category under which the 
application was made.

Canadian immigration law prescribes a comprehensive scheme for evaluat-
ing an application. In addition to the usual investigations into the applicant’s 
background and health, he or she is personally evaluated through a point 
system, which addresses factors such as education, experience, age, knowl-
edge of English or French, and personal suitability. A successful applicant 
must qualify for enough points to reach a “Pass Mark” corresponding to 
each category of application.

The Skilled Worker category is perhaps one of the most difficult to qualify 
for, requiring a Pass Mark of a minimum of 67 points. To qualify as a skilled 
worker, an applicant must be able to become economically established in 
Canada. In addition to this minimum number of points, the applicant must 
meet the following requirements:
	 Minimum work experience

The applicant must have had at least one year of paid full-time em-
ployment within the preceding ten years in a qualified field or occupa-
tion. The list of these occupations is found in the National Occupation 
Classification (NOC) database, which also includes a list of duties and 
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responsibilities associated with each occupation. The types of duties 
performed by the applicant in his or her previous employment must be 
substantially similar to those enumerated to qualify.

	 Proof of funds
The applicant must also prove that he or she already possesses suf-
ficient funds to support him/herself, as well as any dependents, after 
he or she arrives in Canada. These funds cannot be borrowed from 
another individual, and must be in the form of cash, securities, or other 
negotiable interests, the proof of the existence of which will be required. 
The total amount of funds available must correspond with the number 
of members in the applicant’s family, with $9,420 required for a single 
applicant, and $23,994 required for an applicant with 7 or more family 
members.

The Pass Mark for all business immigrants is a minimum of 35 points. An ap-
plicant must also satisfy the criteria specific to each sub-class, be it investors, 
entrepreneurs or self-employed persons. 

5.2. Types of Employment
The normal work week in Canada is 40 hours for full time employees. How-
ever, status as a part-time employee may cut that in half.  Many businesses 
have implemented casual Fridays, and one finds more accommodations 
being made for flexible hours and employees working from home. Vaca-
tion and days off provided to employees are decided upon on a compa-
ny-by-company basis with certain federal requirements.

Workers in a company can be classified as employees or as independent 
contractors, depending on the circumstances of their engagement.  These 
two types of workers are subject to different tax rules and obligations to be 
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performed by the employers in regard to payments made to these workers.  
Employers must be careful when classifying workers.  The determination of 
whether a worker is an employee or an independent contractor can be a 
significant decision.  Independent contractors are considered self-employed 
individuals and are not subject to employment tax withholding.  Nor are 
they normally included in an employer’s fringe benefits or retirement plans.  
Misclassification of an “employee” as an “independent contractor” can be a 
costly mistake for an employer.

5.3. Termination of employment

Originally termination of employment was governed under the common 
law of contract, which outlined the:

 • the circumstances under which there was just cause to terminate the 
contract,

 • notice period to be given if the contract was to be terminated without 
just cause, and

 • damages which could be awarded from improper termination of the 
employment contract by either party.

The common law principles governing termination of employment has also 
been incorporated into the employment standards legislation passed by the 
federal government, as well as all of the provinces and territories.

Employment standards legislation sets out the minimum standards of notice 
which must be given in terminating the employment of an individual em-
ployee, or groups of employees.

5.4. Social Security System 

Both Canada Pension Plan (CPP) and Employment Insurance (EI) are avail-
able to employees in Canada and they are contributed by both employer 
and employee.  

24  I  Alliance of Business Lawyers



Holmes & Company
1880-1066 West Hastings Street
Vancouver, British Columbia V6E 3X1 
Canada
Tel: +1 604 688 7861
sdh@holmescompany.com
www.holmescompany.com

Sofie Pintjens
Network Coordinator
info@ablglobal.net
Tel: +32 478 965 083

Contacts
Doing business in Canada. 
Edition n° 01. 
2015

Disclaimer
This document is issued by ABL (Alliance of Busi-
ness Lawyers), a global association of independent 
law firms, operating under Swiss law. As an associ-
ation, ABL does not practice the legal profession or 
provide consulting, legal or any other professional 
services to third parties. Each member firm is inde-
pendent and no partnership, implied or otherwise, 
exists between member firms by reason of their 
membership in Alliance of Business Lawyers.

The content of this publication is not intended to 
be used as a substitute for specific legal advice or 
opinions. Persons in need of legal advice related to 
a subject discussed in this publication should con-
tact a legal professional who is qualified to practice 
in that area of law. 

ABL expressly disclaims all liability relating to ac-
tions taken or not taken based on any or all con-
tents of this publication. The content of this pub-
lication was revised in April 2015 and based on 
accurate information and the law enforceable at 
that time. 

Published by Alliance of Business Lawyers. All de-
sign, text, graphics and layout are owned by the 
publisher. Unauthorized copying, altering, translat-
ing, multiplying or using are not permitted with-
out prior written agreement from the publisher. All 
rights reserved against abusive use of the material.

www.ablglobal.net
info@ablglobal.net

http://www.holmescompany.com

	_GoBack
	section2
	1.	Canada: Country Profile
	1.1.	Population
	1.2.	Language
	1.3.	Currency
	1.4.	Legal System

	2.	Economy & Investment
	2.1.		Economic climate	
	2.2.	Investment Opportunities

	3.	Conducting Business 
	3.1.	Business Entities
	3.1.1.	Sole Proprietorship
	3.1.2.	Partnership
	3.1.3.	Corporation 
	3.1.4.	Unlimited Liability Company (“ULC”)
	3.1.5.	Branch of Operation
	3.1.6.	Trust
	3.1.7.	Non-resident Private Corporation 
	3.1.8.	Joint Venture 

	3.2.	Setting up a Business	
	3.2.1.	Types of Incorporation
	3.2.2.	Costs
	3.2.3.	Timelines
	3.2.4.	Capital Requirements


	4.	Taxation 
	4.1.	Residence
	4.2.	Taxation of Business Entities
	4.2.1.	Corporation
	4.2.2.	Branch
	4.2.3.	Trust
	4.2.4.	Joint Venture
	4.2.5.	Non-Resident Private Corporation
	4.2.6.	Non-Residents

	4.3.	Taxation of Individuals	
	4.4.	Withholding Taxes 
	4.5.	Valued Added Tax (VAT) 
	4.6.	Other Taxes & Incentives
	4.6.1.	Tax Treaties
	4.6.2.	Goods/Sales/Service Taxes (“GST”)
	4.6.3.	Payroll and other Social Security Taxes
	4.6.4.	Property Taxes
	4.6.5.	Estate, Inheritance and Gift Taxes
	4.6.6.	Social Security Tax


	5.	Employment and Social Security
	5.1.	Work & Residence Permit
	5.2.	Types of Employment
	5.3.	Termination of employment
	5.4.	Social Security System	




