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private corporation is subject to the standard rate of federal tax (that is, 46% before 
provincial abatement) but an amount not exceeding 16y3% of such income is refunded 
when dividends are paid to shareholders. The 10% abatement granted to the provinces 
similarly applies to all of the above special rates. 

Dividends received by a private corporation from portfolio investments are subject 
to a special 25% tax but this is refunded when dividends are paid to shareholders. 

Special rules are provided for the taxation of special-purpose companies such as 
mutual fund corporations, life insurance companies, non-resident-owned investment 
companies and co-operatives. 

A corporation may reduce its tax otherwise payable by a credit for taxes paid to 
foreign governments on foreign source income. This credit may not exceed the 
Canadian tax related to such income. A corporation may also deduct from its tax an 
amount equal to two-thirds of any logging tax paid to a province not exceeding 6%% of 
its income from logging operations in the province. (At present only Quebec and British 
Columbia impose logging taxes.) Corporations are required to pay their tax by monthly 
instalments throughout their taxation year. 

Both corporations and individuals are permitted a tax credit in respect ofthe cost of 
qualified buildings and equipment to be used in the processing of goods, farming, 
fishing, logging, production of minerals, oil and gas, or the storage of grain. In the 
November 16, 1978 budget the investment tax credit, which was to expire June 30, 
1980 was extended indefinitely and expanded to include expenditures on rail, air, water 
and long-haul road transportation equipment. The investment tax credit also applies to 
research and development expenditures. The basic rate was raised to 7y2%. Higher tax 
credit rates apply in certain regions, to investments made by small business and to 
expenditures on research and development. Another tax credit available to private 
business firms is the employment tax credit which provides a subsidy to employers for 
hiring individuals previously unemployed. 

Taxation of non-residents. An individual or corporation not resident in Canada is 
liable for Canadian income tax on income from employment or from carrying on 
business in Canada and on half of capital gains less losses on disposals of taxable 
Canadian property. The taxation of capital gains may be restricted by the provisions in 
tax treaties between Canada and other countries. The expression "carrying on business 
in Canada" includes producing, growing, packaging or improving any article in Canada 
and also soliciting orders or offering anything for sale in Canada through an agent or 
servant. However, this is usually modified by tax treaties so that an enterprise of the 
other country is taxed by Canada on its industrial and commercial profits only if it carries 
on business through a permanent establishment in this country. 

The taxable income of non-resident individuals derived from employment or 
carrying on business or from capital gains in Canada is taxed under the same schedule of 
rates as are Canadian resident individuals. 

Income earned by non-resident corporations carrying on business or from capital 
gains in Canada is taxed at the regular rates of corporation income tax. The distributable 
business earnings of a branch of a non-resident corporation are also subject to an 
additional lax often referred to as a branch tax, This tax applies to the branch earnings 
after-taxes that are not reinvested in the business in Canada. 

Certain specific items of income paid to non-residents from sources in Canada are 
subject to a 25% tax withheld at source by the Canadian payer. This non-resident 
withholding tax applies to interest (except interest on certain government and long-term 
corporate bonds and interest paid to certain exempt lenders), dividends, rents, royalties 
(including royalties from motion pictures and television films), management fees, 
income from a trust or estate, alimony, pension benefits (other than the old age pension 
and the Canada Pension Plan or Quebec Pension Plan benefits), payments from 
deferred income plans and the taxable portion of annuities. 

The 25% rate of non-resident withholding tax may be modified by tax treaties. The 
rate of tax applicable to dividends is reduced by five percentage points in the case of 
dividends paid by a corporation that has a degree of Canadian ownership. Generally, a 
corporation is regarded as having a degree of Canadian ownership where 25% of its 


