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Legislation 
This guide includes tax changes that bave been announced, 
but were not law at the time of printing. Once they become 
law, they Will be effective as of the dates indicated below. 

The following are highlights of some of the proposed 
changes that Will affect corporations: 

Business fiscal periods 
Changes Will affect professional corporations that are 
members of partnerships and that carry on business in 
Canada with fiscal periods beginning after 1994. These 
corporations must now end their fiscal periods on 
December 31, unless they would bave otherwise ended on 
an earlier date. Such corporations Will bave to file two 
T2 returns in 1995. Sec item 19. 

Canadian film or vide0 production tax 
credit refund 
A fully refundable tax credit is available to qualified 
corporations that produce and own eligible films or video 
tapes. The tax credit Will be equal to the lesser of: 

n 25% of qualified salaries and wages expended after 1994 
in respect of the production; and 

. 12% of the production costs. 

For more information on this credit, see item 112. 

Interest on unpaid taxes 
Effective July 1,1995, the rate charged on certain payments, 
including overdue income tax payments and insufficient 
income tax instalment payments, Will be increased by two 
percentage points. For more information, see the 
Corporation Instalment Guide. 

Charitable donations 
The 20% limitation Will not apply to donations of land the 
Minister of the Environment certifies as important to 
preserving Canada’s environmental heritage, as long as the 
corporation donates it after February 27,1995, to Canadian 
municipalities and registered charities that the Minister 
designates. This proposa1 Will also apply to gifts of 
covenants, servitudes, and easements made for certified 
land. See item 56. 

Corporate surtax 
For taxation years that end after February 27,1995, the 
corporate surtax Will increase to 4% from 3% of the basic 
federal corporate income ta. This increase Will be prorated 
for taxation years that straddle February 27,1995. See 
item 71. 

Part IV tax 
The Part IV tax rate Will increase to 33 1/3% from 25% for 
taxable dividends the corporation receives after June 1995. 
This postpones last year’s budget proposaI t0 change the 
rate of the Part IV tax as of January 1,1995. Sec item 81. 

Tax on investment income 
For taxation years that end after June 1995, there Will be an 
additional tax of 6 2/3% on inveshnent income of 
Canadian-controlled private corporations. Sec item 70. 

Dividend refund 
The dividend refund Will increase to 1/3 from 1/4 of 
taxable dividends the corporation pays after June 1995, 
regardless of the rate at which the corporation accumulated 
the refundable dividend tax on hand. See item 83. 

Large corporations tax 
For taxation years that end after February 27,1995, the large 
corporations tax rate Will increase to 225% from .2%. For 
taxation years that straddle February 27,1995, the increase 
Will be prorated. See item 85. 

Part VI surtax 
Financial institutions (other than life insurers) Will pay a 
temporary surtax, for taxation years that end after 
February 27,1995, and begin before November 1,1996. See 
item 88 for more information. These institutions Will bave 
to pay monthly tax instalments after June 1995 to reflect this 
surtax. 

We bave summarized and highlighted these changes at the 
end of any affected items under the heading “Proposed 
legislation.” 

Addresses and telephone numbers 
Current addresses and phone numbers for your tax services 
office and tax centre are no longer listecl at the back of this 
guide. You cari find the current addresses and phone 
numbers under “Revenue Canada” in the Government of 
Canada section of the telephone book. 

I’lease do not use the listings from previous guides as they 
are not up to date. 

e are contmually looking at ways to make it casier for 

En y bavé. 
you to file your returns and to resolve any problems 

We deal with the majority of your questions and concerns 
through our enquiries services. If you bave any problems, 
you should call, Write, or visit your Revenue Canada tax 
services office or tax centre. However, if your problem is 
not resolved to your satisfaction, you cari contact a Problem 
Resolution Program co-ordinator. You cari find the 
telephone number of the Problem Resolution Program 
co-ordinator at our tax services offices or tax centres under 
“Revenue Canada” in the Government of Canada section of 
the telephone book. 

Tbis guide uses plain language to explain the most common 
income tax situations. If you need help after reading this 
guide, please contact your Revenue Canada tax services 
office or tax centre. 
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In this guide, we give you basic information on how to 
complete the 1995 T2 Corporation Income Tax R+rn (the 
T2 return). Please note that the guide does not replace the 
Incarne Tax Act and its regulations. When we mention parts, 
sections, subsections, paragraphs, and subparagraphs, we 
are referring to the Income Tax Act. 

In this guide, we also refer to information circulars (KS) 
and interpretation bulletins (ITs) that we publish to give 
you more technical information. Al1 references to ICs and 
1Ts in this guide refer to the latest versions, wbich are 
available from the tax services offices and ta centres. If you 
want to order any of the publications, forms, or the 
T2 Corporation Income Tax Guide for next year, use the order 
forms at the back of this guide. 

1 
Who has to file a T2 return? 
Al1 corporations, including non-profit organizations, 
tax-exempt corporations, and inactive corporations, bave to 
file a T2 return for every taxation year, even if there is no 
tax payable, The only exception to this rule is a corporation 
that was a registered charity thmughout the year. 

Every corporation should send complete financial 
statements and the necessary schedule!; with the T2 return. 

2 
Who cari use the T2 Short return? 
The T2 Short return is a simpler version of the 
T2 Corporation Income Tax Return. There are two categories 
of corporations that are eligible to use this return. 

1. You cm use this return if the corporation meets a11 of 
the following conditions: 

. it is a Canadian-controlled private corporation; 

n it has either a ni1 net income for income tax purposes 
this year, or a loss this year; 

n it bas gross revenue of $500,000 or less; 

. it has a permanent establishment in only one 
province or territory (sec item 92); 

. it is not claiming any refundable tax credits, other 
than a refund of instalments it paid; and 

n it did net receive or pay out any taxable dividends. 
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2. You cari also file this return if the corporation is a 
tax-exempt corporation (such as a non-profit 
organization) that has a permanent establishment in 
only one province or territory. 

If the corporation does not fit into either of the above 
categories, you bave to file a regular T2 Corporation Income 
Tax Return. 

Both the T2 Short and the regular T2 return are available at 
your tax services office and tax centre. 

3 
In what format cari you file a T2 retum? 
There are three formats you cari use to file a corporation 
income tax return: 

n T2 returns the Department prints 

You cari get these T2 returns from our tax services offices 
and tax centres. The regular T2 return is eight pages long, 
and the T2 Short is two pages long. Each return package 
has two copies of the T2: keep one copy for your files, 
and send the other one to us. 

. Computer-printed T2 retums 

You print these returns from a computer using an 
approved software program. If you use 
computer-printed returns, you bave to meet the 
requirements specified in Information Circular 92-5. The 
following are some of those requirements: 

A. 

B. 

c. 

Make sure we bave approved any software program 
you want to use. Suppliers of these software 
programs send us.a sample of the proposed 
computer-printed return. If it is approved, we assign 
a four-digit approval code to the acceptable software 
p*0g*a”l. 

Our approval code is only valid for one taxation year. 
The computer-printed T2 return you file for the 
1995 taxation year has to bave a 1995 approval code. 
You Will find the approval code either below the 
Certification area on page 8 of the T2 return (page 2 
of the T2 Short), or on line 498 of the keying 
summary. Make sure this code appears when you 
print the return. 

You also bave to file a keying summary with your 
computer-printed T2 return. This keying summary, 
which is included in the approved software 
packages, is a list of a11 the data fields from which we 
Will key the information into OUI computers. The 
keying summary bas to include a11 the keying fields 
(from 111 to 680, and from 900 to 904) from both the 
T2 return and the schedules. 

The paper quality and print legibility of your 
computer-printed returns bave to meet our 
standards. Get a printed copy of the approved 
version of the T2 return from the software supplier, 
and make sure that your equipment cari produce 
copies of equal quality. The print quality has to be 
clear and dark enough to read and photocopy easily. 

You bave to print these returns on paper that is as 
durable as the forms we print (32M or 40M if you 

print on both sides of the papa). We Will accept 
no-carbon-required paper, as long as you send us the 
copy that does not mark the following page. 

If your computer-printed return does not meet,the 
requirements specified in Information Circula 92-5, we Will 
send it back to you and ask you to refile the return, either in 
an approved format or on our form. 

Note 
If you use approved software programs, you cari also file 
commuter-urinted schedules. These schedules Rive the 
same information as the ones we print. They aFe 
acceptable if: 

. we bave approved the software program; 

. the keying summary shows a11 the keying fields from 
Schedules T2038(CORP), T2S-TC, T2%21), and 
Forms T2147, T2148, T2149, T2044, T921, or T962; 

n each schedule shows the corporation’s name, account 
or business number, and taxation year-end; and 

n the paper quality and print legibility meet ouï 
requirements. 

n Facsimile T2 retums 

These returns are exact copies of our T2 return. They 
bave to meet our standards of format, legibility, and 
papa quality. However, you cari print them on separate 
pages, instead of on the back and the front of each sheet. 

4 
When do you have to file a T2 retum? 
Be sure to file a T2 return within six months of the end of 
each taxation year. The taxation year of a corporation is its 
fiscal period. 

If the corporation owes tax, set? item 6 for details on when 
the tax is due. 

When the corporation’s taxation year ends on the last day 
of a month, file the T2 return by the last day of the sixth 
month after the end of the taxation year. 

When the last day of the taxation year is not the last day of 
a month, make sure to file the T2 return by the same day of 
the sixth month affer the end of the taxation year. 

,,, 

Examples 

Taxation year-end Filing deadline 
March 31_,._..<,.<..,..__..<..,..,...............,,.,,..,........, September 30 
June 30 . . . . . . . . ..<.................................................. December 31 
August 31<..<,_._.....<...................,.....,,................ February 29 
September 23 .,.,,.,.,__._.,.<,.,.............,................ Mach 23 
October 2 . . . . . . . . .._.............................................. April 2 

If you hand-deliver the T2 return to a tax services office or 
tax centre, we Will date-stamp it and consider it filed on 
that day. 
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If you either mail the T2 return first-class or use an 
equivalent delivery service, we consider the date of the 
postmark on the envelope as the day you filed the return. 

When the T2 filing deadline falls on a Saturday, Sunday, or 
a statutory holiday, we Will consider the return as filed on 
time if you deliver it or if it is postmarked on the first 
working day after the filing deadline. 

Penalties may apply if you file the T2 return late. See item 7 
for details. 

Note 
You must file a return no later than three years after the 
end of a taxation year in order to receive a ta refund. 
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Where do you file the T2 return? 
Where you file the T2 return depends on whether or not the 
corporation is resident in Canada, and where the 
corporation is located. 

Resident corporations 
Deliver the T2 return to your local tax services office, or 
mail it to one of the following tax centres or tax services 
office: 

Corporations served by 
tax services offices in: Tax centre 

BritishColumbia and Tax Centre 
the Yukon Surrey BC V3T 5El 

Alberta, Saskatchewan, Tax Centre 
Manitoba, and the Northwest Winnipeg MB R3C 3M2 
Territories 

Ottawa, Toronto Centre Tax Centre 
(formerly Toronto), Toronto Ottawa ON KlA lA2 
East (forme+ Scarborough), 
Toronto West (formerly 
Mississauga), and Toronto 
North (formerly North York) 

Kingston, Belleville, 
Peterborough, Hamilton, 
Kitchener and Waterloo 
(formerly Kitchener), 
St. Catharines, London, 
Windsor, Sudbury, and 
Thunder Bay 

Ta Services Office 
Sudbury ON l’3A 5Cl 

MOIlt&l, Tax Centre 
Mont&@e-Rive-Sud Shawinigan-Sud Qc 
(formerly Saint-Hubert), Laval GPN 7S6 
and Outaouais 

Sherbrooke, Quebec, Tax Centre 
Rouyn-Noranda, Chicoutimi, Jonquière QC G7S 5Jl 
Rimouski, and Trois-Rivi&res 

Nova Scotia, New Brunswick, Tax Centre 
Prince Edward Island, and St. John’s NF AlB 321 
Newfoundland and Labrador 

Note 
Send any correspondence about l’ad VII OI Part VIII 
refundable tax to: 

Part VII/Part VIII Tax Group 
Tax Centre 
Ottawa ON KIA lA2 

Non-resident corporations 
The International Tax Services Office in Ottawa assesses 
and reassesses ail T2 returns that non-resident corporations 
file. If the corporation is non-resident, send the T2 returns 
and related correspondence to: 

The International Tax Services Office 
2540 Lancaster Road 
Ottawa ON KlA lA8 

A non-resident corporation is subject to Canadian income 
taxation. This means that the corporation has to file a 
T2 return, if, at any time in the year or a previous year, the 
corporation carried on business in Canada or disposed of 
taxable Canadian property. 

The following are sorne situations when a non-resident 
corporation has to file a T2 return: 

. to report income or payments for services rendered in 
Canada for which taxes were withheld under 
Regulation 105; 

. to pay tax on taxable income the corporation earns in 
Canada under section 115; 

n to pay Part 1 tax on the net amount of timber royalty 
income or rental income from real property as an elective 
return under section 216; 

. as a~corporation subject to tax under Part XIV (known as 
branch ta); 

and 

. as a travelling corporation (eg., a musical group) which 
operates in Canada for a limited period of time in a 
taxation year. 

If you bave questions about non-resident T2 returns, cal1 
the International Tax Services Office at the following 
telephone numbers: 

In the Ottawa area .,..,..,.,............................................ 9549681 
Long-distance from Canada and 

United States . . . . . . . . .._.................................. l-800-267-5177 
Long-distance from outside Canada and 
United States _................_.................................. (613) 9%9681* 

*we accept collect calls. 
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When do corporations pay income tax? 
Corporations bave to pay incorne tax in monthly 
instalments. The balance of tax the corporation owes for a 
taxation year is due within either two or three months of 
the end of that taxation year, depending on the 
circumstances of each corporation, 

Interest and penalties apply on late payments. TO be on 
time, you bave to make instalment payments and other 
payments on or before the due date either by mailing a 
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Notes 
For a taxation year shorter than 51 weeks, prorate the 
business limit based on the number of days in the 
taxation year divided by 365. See items 22 and 68 for 
more information. 

For taxation years ending after June 30,1994, large 
Canadian-controlled private corporations that bave 
taxable capital employed in Canada of $15 million or 
more Will bave their business limit reduced to nil. For 
more information, see item 68. 

7 
Penalties 
What happens if you file a return late? 
If you file the T2 return late, a penalty applies. The penalty 
is 5% of the unpaid tax that is due on the filing deadline, 
plus 1% of this unpaid tax for each complete month that 
the return is late, up to a maximum of 12 months. 

The corporation Will be charged an even larger penalty if 
we issued a demand to file the return under 
subsection 150(2), and if we assessed a late-filing penalty 
for the corporation in any of the three previous taxation 
years. The penalty is 10% of the unpaid tax when the return 
was due, plus 2% of this unpaid tax for each complete 
month that the return is late, up to a’maximum of 
20 months. 
R&W”CW 
Subsections 16X1) and 162(Z) 

Large corporations 
A penalty applies to large corporations that bave gross 
Part 1.3 or Part VI tax payable, or both, and if they do not 
file a corporation income tax return, a large corporations 
tax return, or a financial institutions capital tax return as 
required. 

The penalty is 0.25% for each complete month that the 
return is late, up to a maximum of 40 months. This penalty 
is calculated on the combined amount that is payable under 
both the large corporations tax and the financial institutions 
capital tax, before deducting any surtax credits or Part 1 tax 
credits. This penalty applies separately for each late-filed 
return, in addition to any other penalty. 
R&*e”Ce 
section 235 

What happens if you don’t report income? 
A penalty Will be charged if a corporation does not report 
an amount of income on its return for a taxation year, if it 
also failed to report income in any of the three previous 
taxation years. The penalty is 10% of the amount of 
unreported income in the year that is subject to the penalty. 
Referenee 
Subsection 1630) 

False statements or omissions 
A penalty will be charged if a corporation, either 
knowingly or under circumstances of gras negligence, 
makes a false statement or omission in a return. The penalty 
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cheque made out to the Receiver General, or by paying 
directly at a Canadian financial institution. 

Keep in mind that we consider the payment to bave been 
made on the day we receive it, and not on the day you mail 
it. 

Note 
Sometimes, interest and penalties on late payments an 
be waived or cancelled. For more information, see the 
section called “Waiving penalties and interest” in item 7. 

Instalment due dates 
Instalment payments for Parts I,L3, VI, and VI.1 tax are due 
on the last day of every complete month of a corporation’s 
taxation year. The first payment is due one month minus a 
day from the starting date of the corporation’s taxation 
year. The rest of the payments are due on the same day of 
each month that follows. 

Example 
If the iaxation year begins on December 16,1994, and ends If the taxation year begins on December 16,1994, and ends 
on December 15,1995, the first payment is due e first payment is due 
January 15,1995. The other 11 payments are due on the 15th The other 11 payments are due on the 15th 
of every month, with the last payment of the taxation year 
due on December 15,1995. 

A corporation does not bave to make instalment payments 
for a taxation year if the total of Parts 1 (including corporate 
surtax), 1.3, VI, and VI.1 taxes payable for the year or the 
preceding taxation year is $1,000 or las. For more 
information, see the Corporation fnstabnent Guide, which is 
available at your tax services office or tax centre. 

A new corporation does not bave to make instalment 
payments during its first taxation year, since there is no 
previous taxation year. When instalment payments are not 
required, you bave to psy the whole amount of tax by the 
balance due date. 

Balance due date 
Generally, the balance of tax payable is due two months 
after the end of the taxation year. However, the taxis due 
three months after the ecd of the taxation year if a11 of the 
following conditions apply: 

m The corporation is a Canadian-controlled private 
corporaiion throughout the taxation year. 

. The corporation claims the small business deduction for 
the taxation year, or was allowed the small business 
deduction in the previous taxation year. 

. The corporation’s taxable income for the previous 
taxation year is $200,000 or less, if the corporation is net 
associated with any other corporation during the 
taxation year. This $200,000 amount is the corporation’s 
business limit for the previous year. 

If the corporation is associated with any other 
corporation during the taxation year, the total of the 
taxable incomes of all the associated corporations (for 
taxation years ending in the same calendar year as the 
corporation’s previous taxation year) has to be $200,000 
OI less. This amount is the total of all the corporations’ 
business limits for the same taxation years. 



is either $100 or 50% of the amount of understated tax, 
whichever is more. 
lwerence 
Subsectio” 163~2~ 

Note 
If a corporation is charged a penalty for making a false 
statement or omission under subsection 163(2), the 
corporation cannot be charged a penalty on the same 
amount for failing to report income under 
subsection 163(l). 

Other penalties 
A corporation cari also be charged penalties for: 

n net providing information on an authorized form as 
required by the Incorne Tax Act and its regulations; 

. net filing Form T106, Corporate Information Return of 
Non-Arrn’s-Length Transnctions witk Non-Resident Persans 
(sec item 38); 

n net filing the T5013 Summary, Partnership Information 
Return (sec item 31); or 

. late or deficient instalment payments. 

Waiving penalties and interest 
Sometimes, late-filing penalties or interest charges may be 
waived in situations where the corporation clearly does net 
deserve them. The reason for filing late or net paying an 
amount when it is due may be beyond the taxpayer’s 
control. The types of situations in which a penalty or 
interest charge may be waived include: 

4 natural or human-made disasters, such as floods or fires; 

. civil disturbances or disruptions in services, such as 
postal strikes; 

. serious illness or accident suffered by the person who is 
responsible for filing the corporation’s return; and 

. the corporation receiving the wrong information, either 
in a letter from us or in one of OUI publications. 

If the corporation is in one of these situations, let us know 
about the problem and try to file the return and pay any 
amount of tax owing as soon as possible. If you need an 
extension for filing a T2 return because of extraordinary 
circumstances, or if you think there is a valid reason for 
cancelling a penalty or interest charges, send us a letter 
explaining why it was impossible for you to file the return 
or make the payment on time. 
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What happens once you have filed the 
12 return? 
After we receive the T2 return, we send it to Corporation 
Services of the responsible tax centre for processing. Item 5 
lists these tax centres. 

When we assess the return, we mail the corporation a Notice 
of Assewnent and, if necessary, an explanation of any 
changes we made to fhe return. 

As soon as you receive the assessment notice, compare it to 
your copy of the corporation’s T2 return. Contact your local 
tax services office if you need us to clarify or explain any 
part of the assessment. 

How to authorire the release of information to third 
parties 
If you would like us to release details about any T2 return 
or returns to an independent representative, such as an 
accountant, you cari either send us a signed letter of 
authorization, or complete Form T1013, Consent Form. 

. If you choose to Write a letter of authorization, specify 
the person or people authorized to receive the 
information, and for which taxation years. TO cancel an 
authorization that was previously given, notify us in 
writing immediately. 

. If you choose to use Form T1013, you cari get it from your 
tax services office or tax centre. You cari use this form 
both io give an authorization, or to cancel one that you 
previously granted. 

You bave to submit a separate form each time you give or 
cancel an authorization. With the form, you cari ask that 
this authorization net only apply to previous taxation 
years, but also to the year after the year for which the form 
is dated. For example, you cari use a consent form dated 
in 1994 to give authorization up to and including the 
1995 taxation year. 
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When cari we reassess a T2 return? 
Within certain time limits, we cari reassess a return or make 
additional assessmenb of tax, interest, or penalties. These 
time limits vary, depending on the type of corporation and 
the nature of the reassessment. 

Normal reassessment perioct 
We cari usually reassess a T2 return for a taxation year: 

. within three years of the date we mailed either the 
original Notice of Assessment or the notification fhat no tax 
was payable for the taxation year, if the corporation was 
a Canadian-controlled private corporation at the end of 
the year; or 

. within four years of the date we mailed either the 
original Notice of Assessment or the notification that ixo tax 
was payable for the taxation year, if the corporation was 
net a Canadian-controlled private corporation at the end 
of the year. 

Extended reassessment period 
The normal reassessment period cari be extended for an 
extra three years for any of the following reasons: 

. if you want to carry back a loss or credit from a later 
taxation year; 

. when a non-arm’s-length transaciion between the 
corporation and a non-resident affects the corporation’s 
tax; 

n if the corporation pays an amount or receives a refund of 
foreign income or profits ta; 



. when a reassessment of another taxpayer’s ta for any of 
the above reasons affects the corporation’s tax; or 

. if a reassessment of another taxation year (it must be a 
prier taxation year if the reassessment relates to a loss or 
credit carry-back) for any of the above reasons affects the 
corporation’s tax. 

Unlimited reassessment period 
We cari reassess a T2 return at any time if: 

n the corporation has made a misrepresentation because of 
neglect, carelessness, wilful default, or fraud in either 
filing the return or supplying information required by 
the Inconte Tax Act; or 

n the corporation filed Form T2029, Wniver in Respect of the 
Nornxd Renssessnzent Period, with the tax services office 
before the normal reassessment period expires. 

Note 
If you want to revoke a waiver that was previously filed 
to extend the normal reassessment period for a certain 
taxation year, file Form T652, N&e ofRevocation of 
Wniver, at the tax services office. The revocation Will take 
effect six months after you file Form T652. 

RhW”CB 
Subsections 152(3.lL 15X4L and 15X4.1) 

How to request a reassessment 
Send reassessment requests to the tax centre that serves the 
corporation. In your request, state the name of the 
corporation, the account or business number, the taxation 
year, an! any details that apply. Be sure to include any 
relevant supporting information, such as revised financial 
statements and schedules. 

TO request a carry-back of a loss or tax credit to a previous 
taxation year, file whichever of the following forms apply: 

. Form T2A, Request for Corporation LO~S Carry-Back, to 
request the carry-back of a 10s~; 

n Form T2038(CORP), Investment Tax Credit - Corporations, 
to request the carry-back of an investment tax credit; 

n Form T921, Chhtion of Unused Part VI Tax Credit and 
Unused Pnrt 1 Tnx Credit, to request the carry-back of 
Part 1 tax credit; and 

n Form T962, Cnlculation of Unused Part 1.3 Tnx Credit nnd 
Unused Surtnx Credit, to request the carry-back of surtax 
credit. 

These forms are available at your tax services office or tax 
centre. You cari file them with the return on which you 
report the loss or the earning of the credit, or you cari 
forward them separately to the tax centre that serves the 
corporation. 
Re*eE”Ce 
Subsection 15X6) 

Form T2A, Requesf for Corporation Loss Carry-Back 
A corporation cari carry back non-capital losses, net capital 
losses, restricted farm losses, and farm losses to any of the 
three previous taxation years. 

Send Form T2A, Request for Corporation LO~S Carry-Back, 
with the T2 return for the year the loss is incurred, or 

forward it separately to the tax centre that processed the 
return. 

10 
How do you make an appeal? 
You cari make a forma1 objection if you disagree with the 
amount of tax, interest, or penalties we bave assessed or 
reassessed. You cari make an objection by filing 
Form T400A, Objection, or by sending a letter to the Chief of 
Appeals at your tax services office or tax centre. In the 
letter, explain the reasons for the objection, and outline all 
the relevant fac&. You bave 90 days from the date of the , 
assessment or reassessment to file the objection or send the 
letter. 

For a large corporation, the notice of objection shall: 

. reasonably describe each issue; 

n specify the relief you are seeking, expressed as the 
amount of a change in a balance or a balance of 
undeducted outlays, expenses, or other amounts of the 
corporation; and 

. provide facts and reasons the corporation relied on for 
each issue. 

Once we receive the objection, an appeals office at the ta 
services office or tax centre Will impartially review the 
assessment or reassessment in dispute. The appeals officer 
Will then contact the corporation or its authorized 
representative to discuss the differences and to try to 
resolve the dispute. 

If the differences in how we interpreted or applied the law 
are not resolved, the corporation cari then appeal the 
assessment or reassessment to the Tax Court of Canada. 

You do not bave to pay the disputed amount of tax, 
interest, or penalty while you are waiting for the outcome 
of the Department’s or the Tax Court of Canada’s impartial 
review, unless the corporation or a related corporation is 
liable for tax under Part 1.3. However, once the objection or 
appeal is settled, normal interest charges Will apply to any 
tax, interest, or penalties outstanding. Interest charges are 
calculated from the balance due date. 
Referaces 
section 16.5 
1C 80-7 Objecriom mi Agpeols 

A corporation that abjects to an assessment Will bave to pay 
50% of the disputed amount if either it or a related 
corporation was liable for large corporations tax under 
Part 1.3 for the year in dispute. The corporation also has to 
pay the full amount of taxes not in dispute. 
Referenres 
Subsection 164~1.1~ 

Appealing 10% determinations 
The objection and appeal process does not usually apply to 
disputed 10s~ amounts, sine there is no tax, interest, or 
penalty involved. 

However, if a corporation does not agree with losses that 
we bave assessed and wants to appeal, it has to request a 
I&s determination. We officially determine the amount of 
the loss and confirm it in writing by issuing Form T67-AM, 
Notice of DeterrninationlRedeterminntion of a LO~S. Once the 
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corporation has received this form, it cari appeal OUT 10~s 
determination. 

Keep in mind that we Will only make determinations of the 
following amounts if the corporation requests it: 

. a non-capital 10s~; 

m a net capital 10s~; 

. a restricted farm 10s~; 

n a farm 10s~; or 

Books and records 
You bave to keep the corporation’s books and records in 
case we need to verify the income OI loss you reported on 

the T2 return. Keep books and records, including related 
accounts and vouchers, for at least six years from the end of 
the last taxation year to wbich they relate. If you filed a 
return late, keep this information for six years from the date 
you filed the return. 

Do net destroy the books and records any earlier unless we 
give you written permission. 

You bave to keep books and records until two yens after 
the date the corporation is dissolved. Be sure to keep books 
and records that relate to an objection or appeal notice until 
the objection or appeal process is finished, and the time for 
filing any appeal has expired. 

Keep a11 receipts and documents that you do net bave to 
file with the T2 return in an orderly mariner, in case we 
need to sec them to support a claim, or in case we select the 
return for further review or audit. 
lteferences 
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govermnent accounts and services Will be added to the BN 
system over time. 

The Identification area 
Be sure to accurately complete page 1 of the T2 return, SO 
we cari properly identify the corporation and process the 
return more quickly. 

12 
Name, account number, and Business 
Number of corporation 

Name of corporation 
In this area, enter the full name of the corporation. Do net 
use abbreviations, and make sure the punctuation is 
correct. 

Hos the corporation changect its name since the Iast 
return filed? 
TO answer this question, tick either the yes or no box. If the 
answer is yes, attacha photocopy of the article of 
amendment to the return. 

Account number 
We identify each corporation with an eight-digit 
corporation account number. You will find the 
corporation’s account number on previous assessment 
notices, instalment receipts, or remittance forms. 

In the space provided, enter the account number. 
Remember to give the corporation’s account number on all 
correspondence and instalment remittance forms you send 
to us. 

Business Number (BN) 
Starting in 1995, all new businesses automatically began 
receiving a unique business number (BN). Tbis BN replaces 
the multiple numbers businesses use todeal with 
government. 

The BN includes Revenue Canada’s four major business 
accounts - corporate bicorne tax, import/export, payroll 
deductions, and the goods and services tax (GST). Other 

Between February and Aprill995, the BN was 
implemented in stages by region. Existing businesses 
received information packages on how to convert to the 
BN. They cari choose the best time to convert, up to the 
mandatory conversion date of January 1,1997. 

With a BN, businesses cari get services on the accounts the 
BN covers. They cari: 

. register their businesses in one place; 

. open additional accounts; 

n make changes to their accounts (eg., address changes); 
and, 

. enquire about account balances and recent payments. 

In most offices, these services are offered through a 
business window offering one-stop business service. 

The BN allows government to increase efficiency, provide 
more effective, client-oriented service, and reduce the time 
and effort businesses need to do business with government. 

Businesses that want more information on the BN cari cal1 
l-800-959-5525. 

13 
Addresses 
Address of head office 
Enter the complete head-office address of the corporation, 
including the street number, street, City, and postal code. If 
the corporation’s head-office address changes, let the 
responsible tax centre know in writing as soon as possible. 

Mailing address 
Complete this area if the corporation’s mailing address is 
different from its head-office address. If the corporation’s 
mailing address changes, let the responsible tax centre 
know in writing as soon as possible. 

Il 



We usually send all correspondence to the mailing address 
of the corporation. However, we Will direct instalment 
receipts and remittance forms to the head-office address if 
you tick the box in the top right-hand corner of the 
mailing-address area. 

Location of books and records 
Enter the complete address of the location where the 
corporation keeps its books and records. We also need the 
name and telephone number of the person who has access 
to the records. 

14 
1s the corporation a resident of Canada? 
TO answer this question, tick either the tjes or no box. If the 
corporation is not a resident of Canada, give the country of 
residence in the space provided. Non-resident corporations 
bave to mail their T2 returns to the International Tax 
Services Office. See item 5 for details. 

15 
1s this the first year of filing? 
TO answer this question, tick either the yes or no box. If you 
answer yes, the corporation has either just been 
incorporated or has been recently formed as a result of an 
amalgamation. Keep in mind that the taxation year of a 
new corporation cannot be longer than 53 weeks from the 
date it was incorporated. 

Date of incorporation 
If the corporation is newly incorporated, enter the date of 
incorporation. Please submit a copy of the Certificate of 
Incorporation or the Articles of Incorporation. 

Date of amalgamafion 
If the corporation has recently been formed as a result of an 
amalgamation, enter the date the amalgamation became 
effective. This date is the first day of the first taxation year 
of the newly formed corporation. I’lease submit a copy of 
the Certificate of Amalgamation or the Articles of 
Amalgamation. 

16 
1s this the final taxation year before 
amalgamation? 
l’redecessor corporations filing their last returns bave to 
answer IJ~S to this question on their final T2 returns. 

When two or more corporations amalgamate, each one of 
the predecessor corporations has to file a 1‘2 return for the 
period ending immediately before the effective date of 
amalgamation. You Will find the effective date on the 
Ccr~ificaicafe of Amnlgamafion or the Articles of Amnlgnmation. 

We cannot accept returns filed for the period up to the 
adoptive date of amalgaination, or the date of the 
shareholders’ resolution. 

Example 
At a meeting of the Board of Directors for N CO. Ltd., the 
directors passed a resolution to amalgamate with J CO. Inc., 
effective November 30,1995 (the taxation year-end for both 
companies). The directors ofJ CO. Inc. passed a similar 
resolution. 

The companies received their Articles of Amalgamntion 
showing the effective date of amalgamation as 
January 1,1996. 

BothN CO. Ltd. and ] CO. Inc. bave to file two returns: one 
for the taxation year ending November 30,1995, and one 
for the taxation year ending December 31,1995. 

The newly amalgamated corporation, N & J CO. Ltd., Will 
file its first return for the taxation year that begins on 
January 1,1996. 

,,. 

17 
1s this the final return up to dissolution? 
TO answer this question, tick either the z$s or no box. You 
bave to answer yes if you are filing the corporation’s final 
return for a taxation year ending on the date of dissolution. 

The responsible representative of the corporation has to 
obtain a clearance certificate from the tax services office 
before distributing any of the corporation% property under 
his or her control. By obtaining the certificate, the 
responsible representative Will avoid being personally 
liable for the unpaid taxes, interest, and penalties of the 
corporation. Remember to include the balance sheet with 
the final T2 return, which shows how the assets were 
distributed. 

Notes 
If a corporation wants to be dissolved permanently, it 
should apply to its applicable incorporating body to 
bave its charter stricken from their records, in addition 
to filing a final TZ return. Otherwise, we Will consider 
the company to still exist, and it Will bave to file a 
T2 return even if there is no tax payable. 

If you intend to dissolve the corporation, you should 
ensure that the corporation has received aIl applicable 
refunds from Revenue Canada. Once a corporation is 
dissolved, any refund reverts to the ,provincial or federal 
Crown and cannot be issued to the corporation or its 
representatives. 

References 
S”bsectio” ww, 
IT-368 Co*orn,c Distributions - Clcnrnnce Ccrtijïcoks 

18 
TO which taxation year does this return 
apply? 
In the boxes provided, enter the first and last days of the 
taxation year. The corporation’s taxation year is its fiscal 
period. A fiscal period cannot be longer than 53 weeks 
(371 days). The taxation year of a new corporation cannot 
be longer than 53 weeks from the date it was either 
incorporated or formed as a result of an amalgamation. 
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The first daiof this taxation year has to be the day after the 
last day of the preceding taxation year. Make sure the 
financial statements you attach to the T2 return match the 
taxation year of the return. 
References 
IT-364 Conmrncenrw~l of Business Opcrnlions 
IT-454 Business Trnnsnchrs Prier to Incorporntio~r 

Does the taxation year begin and end an the same 
dates as last year? 
TO answer this question, tick either the yes or no box. 
Generally, unless you bave received approval from the 
Minister of National Revenue to change the fiscal period, 
the corporation’s fiscal period is the same from year to year. 
TO change an established fiscal period, write a letter to your 
tax services office asking for approval and explaining the 
reasons for the change. 

However, there are some situations in which you do not 
need the Minister’s approval to change the fiscal period. 
They include the following: 

. the corporation has wound-up and you are filing its final 
return with an abbreviated fiscal period; 

= the corporation has to end its taxation year at a certain 
time because it is emigrating to another country, 
becoming bankrupt, becoming exempt from tax, or 
ceasing to be exempt from tax; or 

. a person OI group of persans acquired control of the 
corporation under subsection 249(4). 

If na, why has the taxation year changed? 
If the corporation’% taxation year does not begin and end on 
the same dates as last year, please explain in the space 
provided why the taxation year has changed. 

If the reasan is an acquisition of control, when was 
confrol acquired? 
If the taxation year changed because a person or group of 
persans acquired control of the corporation, give the date 
control was acquired in thespace provided. 

When control is acquired, subsection 249(4) provides that 
the taxation year of the corporation ends immediately 
before control is acquired. You do not need ministerial 
approval for the changed taxation year. 

Be sure to file a T2 return for the taxation year that ends 
immediately before control is acquired. The next taxation 
year starts at the time control is acquired, and the 
corporation cari choose any taxation year-end within the 
next 53 weeks. 

If control is acquired up to seven days after the end of an 
established taxation year, generally a corporation cari 
choose to extend the taxation year up to the time control is 
acquired. In this case, attacha letter to your T2 return that 
says you are making an election under paragraph 249(4)(c). 

Note Note 
The acquisition of control of a corporation is usually The acquisition of control of a corporation is usually 
considered to occur at the beginning of the day on which considered to occur at the beginning of the day on which 
the acauisition takes olace. However. the uarticular time the acauisition takes olace. However. the uarticular time 
of daythat the acqui&ion of control ;ook&ce Will be 

recognized if the corporation makes an election under 
subsection 256(g). TO elect under subsection 256(9), 
include a note with the T2 return for the taxation year 
ending immediately before control was acquired. 

Proposed legislation 
A @ofessional corporation that is a member of a 
partnership Will bave to bave a December 31 year-end 
for fiscal periods beginning after 1994. See item 19. 

19 
Type of corporation at the end of the 
taxation year 
Check the box that accurately describes the corporation 
type at the end of the taxation year. Since the corporation 
type determines whether or not the corporation is entitled 
to certain rates and deductions, make sure to check the 
correct box. Sec the following for details. 
RdePS”Cc 
IT-391 Sinius of Curporntioris 

Box 1 - Canadian-controlled private corporation 
Tick this box if the corporation meets aIl of the following 
requirements at the end of the taxation year: 

m it is a private corporation; 

. it is a corporation that was resident in Canada and was 
either incorporated in Canada or resident in Canada 
from June 18,1971, to the end of the taxation year; 

n it is not controlled directly or indirectly by one or more 
non-resident persans; 

. it is not controlled directly or indirectly by one or more 
public corporations (other than a prescribed venture 
capital corporation, as defined in Regulation 6700); and 

n it is not controlled directly or indirectly by any 
combination of persans described in the two preceding 
conditions. 

Proposed legislation 
Draft legislation released in Aprill995 proposed that, 
effective after 1995, Canadian-controlled private 
corporations Will not include corporations whose shares 
are widely held by a number of non-residents,or,public 
corporations, and corporations whose shares are listed 
on a prescribed stock exchange. ” : 

RdWS”CtY 
sutxections 8x1~ and 12x7, 

Box 2 - Other private corporation 
Tick this box if the corporation meets a11 of the following 
requirements at the end of the taxation year: 

. it is resident in Canada; 

n it is not a public corporation; 

. it is not controlled by one or more public corporations 
(other than a prescribed venture capital corporation, as 
defined in Regulation 6700); 

n it is not controlled by one or more prescribed federal 
Crown corporations; and 
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. it is not controlled by any combination of corporations 
described in the two preceding conditions. 

References 
Subsection&m 
Re@ti~ns 6700 and 7100 

Box 3 - Public corporation 
Tick this box if the corporation is resident in Canada and 
meets either of the following requirements at the end of the 
taxation year: 
. it has a class of shares listed on a prescribed Canadian 

stock exchange; or 

n it has elected, OI the Minister of National Revenue has 
designated it, to be a public corporation, and the 
corporation has complied with prescribed conditions 
under Regulation 4800(l) on the number of its 
shareholders, the dispersing of the ownership of its 
shares, the public trading of its shares, and the size of the 
corporation. 

If a public corporation has complied with certain prescribed 
conditions under Regulation 4800(Z), it cari elect, or the 
Minister of National Revenue cari designate it, not to be a 
public corporation. 
mrerenres 

Box 5 - Corporation controlled by a public 
corporation 
Tick this box if the corporation is a Canadian subsidiary of 
a public corporation. These types of corporations do not 
qualify as public corporations for the purpose of 
determining the type of corporation. 

Box 4 - Other corporation 
Tick this box if the corporation does not fall within the 
other categories. Examples of other corporations include 
credit unions, co-operatives, non-resident-owned 
investment corporations, and Crown corporations. 

Did the type of corporation change during the taxation 
year? 
To answer this question, tick either the yes OI no box. If you 
answered yes, explain on the line provided what the 
corporation type was before the change. Do not include 
other types of changes in this section, such as the change 
from active to inactive status. 

A change of corporation type during the year may bring 
significant tax consequences. For example, certain 
calculations on the return depend on whether the 
corporation was a private corporation or a 
Canadian-controlled private corporation throughout the 
taxation year, at any time in the taxation year, or at the end 
of the taxation year. 

Example 
J. Doe Inc. has been a Canadian-controlled private 
corvoration since it was incoruorated in 1970. The 
--A~~~~ 

company’s taxation year endson Decembrr 31,1995 

On June 1,1995, J. Doe, the controlling shareholder, moved 
permanently to Newport, Rhode Island. J. Doe is now 
considered a non-resident. 

Since the company was net a Canadian-controlled private 
corporation throughout the taxation year because it is now 
controlled by a non-resident, it cannot claim the small 
business deduction on its 1995 T2 return. 

On August 1,1995, the company became a public 
corporation. Therefore, the company Will only be entitled t< 
a dividend refund on its 1995 T2 return for dividends it 
paid in the year while it was a private corporation. 

The company Will bave to pay Part IV tax on any taxable 
dividends it received at the time in the year when it was a 
private corporation, even though it was a public 
corporation at the end of its taxation year. 

Propostid legislation 

Is the corporation c$ professional corporation fhat is 
a member of a patfnership? 
TO answer this question, tick either the y& or no box. A 
professional corporation that is a member of a 
partnership and that carries on business in Canada, with 
a fiscal period beginning after 1994, Will bave to bave a 
December 31 year-end, unless it would otherwise bave 
ended on an earlier date. Such a corporation Will bave to 
file two T2 returns in 1995. 

A professional corporation is a corporation that carries 
on the professional practice of an accountant, dent&, 
lawyer, medical doctor, veterinarian, or chiropractor. 

20 
1s the corporation exempt from tax under 
paragraph 149(l)(e), (1) or (j)? 
TO answer this question, please specify in the space 
provided, under which paragraph your corporation is 
exempt. If you are using a T2 Short return, tick the box that 
describes the kind of W-exempt corporation. These 
corporations, which include non-profit organizations, dq 
not bave to pay any corporate income tax because they are 
exempted by one of the following paragraphs: 
. Paragraph 149(l)(e) exempts the following types of 

organizations, as long as no part of the income of these 
organizations was payable OI otherwise available for the 
persona1 benefit of proprietors, members, OI 
shareholders: 

- agricultural organizations; 

- boards of trade; or 

- chambers of commerce. 

4 Paragraph 149(1)(l) exempts a club, society, or 
association that is nota charity and that is organized and 
operated solely for: 

- social welfare; 

- civic improvement; 

- pleasure or recreation; or 

- any purpose other than profit. 
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No part of these organizations’ income cari be payable 
to, or otherwise available for the persona1 benefit of 
any proprietor, member, or shareholder, unless the 
proprietor, member, or shareholder was a club, society, 
or association that promotes amateur athletics in 
Canada. 

You Will bave to file Form T1044, Non-Profit Organization 
(ïVP0) Information Return, for taxation years ending 
after 1992 if the organization meets the definition in 
paragraph 149(l)(e) or 149(1)(l) and if one of the following 
conditions apply: 

a) the organization received or was entitled to receive 
dividends, inter&, rentals, or royalties in the taxation 
year totalling more than 510,000; 

b) the organization’s total assets were more than 5200,000 
at the end of the immediately preceding taxation year; 

-1 return for a c) 

If you bave to file an information return for any taxation 

the organization had to file an NI’C 

year, you Will bave to file a return for all future taxation 

prece -~ -~ 

years. Sec item 32 for filing instructions. 

!ding fiscal year. 

21 
What is the corporation% major business 
activity? 
In the space provided, describe the major business or 
professional activity of the corporation. Be sure to include 
enough detail to both support the type of deductions 
claimed (e.g., the manufacturing and processing profits 
deduction) and to allow an exact industrial classification. If 
the corporation bas several major lines of business, describe 
each of them. 

The following are examples of how to describe your 
corporation’s major business activity: 

. men’s Mail clothing store; 

. manufacturing of wooden office furniture; or 

. single-unit residential building contracter. 

If the corporation is involved in trucking, specify if it 
transports bulk liquids, or if the corporation is 

working for another trucking company. 
owner-operator, leased-operator, or broker-operator 

Tax-exempt corporations (except those under 149(l)(e) 
and (1) described in item 20) bave to state their owmization 

. Paragraph 149(l)(j) exempts a non-profit corporation for 
scientific research and experimental development, if it 
me& all the following conditions: 

- type and the tax exemption on this line. If your 
organization is exempted under 149(l)(j), state “research 
and development” on this line. 

- The corporation must be constituted exclusively for 
carrvine on or oromotine scientific research and 

- No part of the corporation’s income may be payable to 

”  

experimental development 

or otherwise available for the persona1 benefit of any 
proprietor, member, or shareholder. 

- The corporation must not bave acquired control of any 
other corporation. 

- The corporation must net carry on any businéss during 

If the corporation is inactive, say SO on this lire. Even if a 
corporation is inactive, which means it bas not operated 
during the taxation year and bas not earned any income, it 

sheet showing the assets, liabilities, and shareholders’ 
has to file a T2 return. With the return, we need a balance 

equity at the end of the taxation year. 

Has the major business activity changed since the last 
return was filed? 
TO answer this question, tick either the ÿes or no box. 

the period for which exemption is claimed. 

- The corporation must in each period for which it 
claims exemption bave expended in Canada an 
aggregate of amounts that are either: 

If the major activity involves the resale of goods, 
indicate whether it is wholesale or retail. 
Tick one of these boxes if the corporation’s business 
involves the resale of goods. 

a) expenditures on scientific research and 
experimental development directly undertaken by 

Specify the principal products or services 

it or on its behalf; or Break down the business activity you described above into 
the following categories: 

b) payments to an association, university, college, or 
research institution to be used for scientific . the principal products mined, manufactured, sold, or 

research and experimental development. constructed; and 

n the services provided. 

Also, give the approximate percentage of the corporation’s 
total revenue each product or service represents. 

Language of correspondence 
Please indicate in which officia1 language you would like to 
receive your correspondence. 
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Atiachments n any notes to the financial statements; and 

On page 2 of the T2 return, we bave listed the most 
common documents you may bave to attach to the return. 
We need both the corporation’s complete financial 
statements and the schedules that apply. 

. the auditor’s report, if the financial statements were 
audited. 

If the corporation has been inactive duri,ng the taxation 
year, the return should still include at least a balance sheet 

Financial statements 
showing the corporation’s financial position at the end of 
the taxation year. 

Each corporation should include complete financial 
statements for the taxation year of the T2 return. These 
statements include: 

. a balance sheet; 

. an income statement; 

Schedules 
Complete the questionnaire on page 2 of the T2 return. For 
every ÿes answer you give, fil1 out the approp+te schedule 
and include it with the T2 return. 
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We bave organized the schedules into two categories: 

. information schedules, including general information 
schedules and those relating to transactions with 
non-residents; and 

. calculation schedules, including schedules used to 
calculate net income, taxable income, deductions, taxes, 
and credits. 

Since we do net print a11 of these schedules, we bave 
included a complete list of the schedules we do print at the 
end of this guide. You ca” get them from your tax services 
office or tax centre. For the schedules we do not print, 
assemble the requested information and label it with the 
TZS schedule numbu in the top right-hand corner of each 

page. 

Oder of attachments 
Staple the T2 return and all the attachments together in the 
top left-hand corner in the following order: 

. the T2 return; 

n the keying summary (if it is a computer-printed 
T2 return); 

. Schedule TZS-TC; 

. Schedule T2038(CORP); 

. ScheduIe T2S(21); 

. Form T921; 

. Form T962; 

. Form T2044; 

. Form T2147, Form T2148, or Form T2149; 

. any correspondence; 

. officia1 receipts; 

. financial statements; and 

# other schedules in any order. 

Information schedules 
There are two types of information schedules: 

. general information schedules; and 

n schedules relating to transactions with non-residents. 

General information schedules 
The following section explains various general information 
schedules you may bave to complete. 

22 
Form T2013, Agreemenf Among Associated 
Corporations 
You ca” get this fort” from your tax services office or tax 
centre. 

For more details about associated status, sec the section 
called “When is a corporation associated?” later in this 
chapter. 

Only Canadian-controlled private corporations that are 
associated bave to file Form T2013. These corporations use 
this form to: 

. identify the associated corporations; 

n allocate the $200,000 business limit for the small business 
deduction (sec item 68); 

. allocate the expenditure limit for the 35% investment tax 
credit rate on qualifying scientific research and 
experimental development (SR&ED) expenditures (sec 
item 77); 

. provide the previous year’s taxable incomes of the 
associated corporations to determine whether or not the 
corporation is eligible for: 

- the 35% investment tax credit rate and the’lOO% 
refundable investment tax credit rate on qualifying 
SR&ED expenditures (sec item 77); 

- the 40% refundable investment tax credit rate (sec 
item 77); or 

- the one-month extension of the date that the balance of 
tax is due (sec item 6); and 

. identify the gross Part 1.3 tax from the preceding taxation 
year for the purpose of calculating the reduction to the 
business limit (sec item 68). 

Note 
If the corporation’s taxation year is shorter than 
51 weeks, prorate the business limit and the expenditurti 
limit based on the number of days in the taxation year 
divided by 365. 

Associated corporations with more than one 
taxation year in a calendar year 
Prorating;the expenditure limit 
Special rules apply to determine the expenditure limit for 
associated corporations that bave more than one taxation 
year ending in the same calendar year. Prorate the 
expenditure limit for each taxation year ending in the 
calendar year based on the number of days in the taxation 
year divided by 365. 

Be sure that the amount you prorate for each of the taxation 
years is equal to the amount allocated to the corporation for 
the first taxation year ending in the calendar year. 

Reference 
S”bsecoon 17.7W.6~ 

Prorating the business limit 
Special rules apply to determine the business limit for 
associated corporations that bave more than one taxation 
year ending in the same calendar year. 

For the first taxation year ending in the calendar year, 
prorate the business limit allocated to the first taxation year 
ending in the calendar year based on the number of days in 
the first taxation year divided by 365. 
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For the second or later taxation years that end in the same 
calendar year, the business limit is the least of the following 
amounts: 

m the amount allocated to the corporation for the first 
taxation year; or 

n the amount allocated to the corporation for the later 
taxation year in question. 

Prorate the business limit as determined above based on the 
number of days in the second or later taxation year divided 
by 365. 

Make sure the total of the business limits of all associated 
corporations for any second or later taxation years that end 
in the same calendar year is not more than $200,000. 

.,.:, : ,,.,, ,, ,,~ ,, 

Example 
A CO. and B CO. are associated in 1995. 

A Co.‘s taxation year runs from January 1,1995, to 
June 30,1995. 

The business limit allocated to A CO. for its June 30,1995, 
taxation year is $80,000. 

On November 1,1995, C CO. becomes associated with A CO. 
and B CO. C Co.‘s taxation year ends on December 31,1995. 
A CO. and B CO. decide to adopt December 31,1995, as their 
year-ends, to match C Co.‘s year-end. 

The corporations decide to allocate a $150,000 business limit 
to C CO. for the December 31,1995, year-end. Since the total 
of their business limits cannot be more than $200,000, the 
corporations allocate $25,000 each to A CO. and B CO. 

Question 

What is A Co.‘s business limit for each of the two taxation 
years ending in the 1995 calendar year? 

A”?.Wer 

Taxation vear ending lune 30,1995: 

Since the taxation year is shorter than 51 weeks, A CO. 
prorates the business limit as follows: 

580,000 x 181 davs = 539,671 
365 days 

Taxation vear ending December 31,1995: 

A CO. uses the $25,000 business Iimit allocated in this 
taxation year, since it is less than the 580,000 business limit 
allocated in its first taxation year ending in 1995. A CO. 
prorates it as follows: 

$25,000 x 184davs = $12,603 
365 days 

When is a corporation associated? 
Association is based on control. Control cari be exerted 
either directly or indirectly in any mariner. A perso” or a 
group of persans ca” control a corporation. Keep in mind 
that, in this context, a perso” ca” be either a” individual or 
a corporation. 
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Control includes both de jure control and de facto control. De 
jure control is the right of control that depends on a perso” 
owning enough shares of a corporation to give that perso” 
a major+ of the voting power. De facto control occurs 
when a corporation is subject to any direct or indirect 
intluence that, if exercised, would result in actual control 
being exerted. 

In general, a corporation is associated with another 
corporationif it meets one of the following five conditions 
at any time in the taxation year. Remember that controlled 
means directly or indirectly in any manoer. 

Condition 1 
The corporations are associated if one corporation controls 
the other. 

Example 
X CO. Limited owns 100% of the voting shares of 
Y CO. Limited, which in tur” owns 51% of the voting shares 
of Z CO. 1°C. 

X CO. Limited is associated with Y CO. Limited, since it 
exerts direct control over it. 

X CO. Limited is associated with Z CO. Inc., since it exerts 
indirect control over it. 

Condition 2 
The corporations are associated if both corporations are 
controlled by the same perso” or group of persans. 

Example 
Bob owns 40% of the voting sbares of AE1C Company Ltd., 
and 30% of the voting shares of XYZ Limited. Ike owns 20% 
of the voting shares of ABC Company Ltd., and 40% of the 
voting shares of XYZ Limited. 

As a group, Bob and Ike control both companies. 

Therefore, ABC Company Ltd. and XYZ Limited are 
associated. 

Condition 3 
The corparafions are associated if: 

. each corporation is controlled by one person; 

. that perso” is related to the perso” controlling the other 
corporation; and 

n one of those persans owns at least 25% of the issued 
shares of any class, other than shares of a specified class, 
of the capital stock of each corporation. 

Example 
Op CO. owns 100% of the issued share capital of Fin CO. It 
also owns 25% of the Glass A shares (other than shares of a 
specified class) of Ip CO. Op CO. is related to Ip Co.‘s 
controlling shareholder, Billy. (Op CO. is related to Billy 
because Billy’s brother controls that corporation.) 

Therefore, Fin CO. and Ip CO. are associated. 



Condition 4 
The corporations are associated if: 

. one corporation is controlled by one person; 

n that person is related to each member of a group of 
persans that controls the other corporation; and 

. that person owns at least 25% of the issued shares of any 
class, other than shares of Û specified class, of the capital 
stock of the other corporation. 

Example 
Buddy controls AY Limited. His two daughters control 
AZ Inc. Buddy also owns 50% of the Glass A preferred 
shares of AZ Inc. 

Therefore, AY Limited and AZ Inc. are associated. 

Condition 5 
The corporations are associated if: 

. each corporation is controlled by a related group; 

n each of the members of one of the related groups is 
related to all members of the other related group; and 

. one or more persans that are members of both related 
groups, either alone or together, own at least 25% of the 
issued shares of any class, other than shares of a specified 
class, of the capital stock of each corporation. 

Example 
Anne and her two daughters control One CO. Anne and her 
two sons control Two CO. Anne owns 33% of the common 
shares in each corporation. 

Therefore, One CO. and Two CO. are associated. 
,,, 

Subsections 256(l), 256(1.1), and 256C5.1) 
section 251 
IT-64 Corpor*tions: AssocinCm mi Con~rol- Aflcr 1986 

23 
Form T2144, Election not to be on Associated 
Corporation 
You cari get this form from your tax services office or tax 
centre. 

File Form T2144 if the corporation elects under 
subsection 256(2) not to be associated with hwo other 
corporations for the purposes of the small business 
deduction. 

Two corporations that are not associated with each other 
Will be considered associated under subsection 256(2) if 
they are associated with the same corporation (the third 
corporation). 

Mowever, for the purposes of the small business deduction, 
the third corporation an elect not to be associated with 
either of the other corporations. When a corporation makes 
this election, its business limit for the small business 
deduction is considered zero. Form T2144 gives you more 
details. 

Make sure to file with the T2 return of the third corporation 
one copy of Form T2144 for each corporation to which the 
election applies. 
Referenee 
Subsection 256(2) 

24 
Schedule T2S(9), Related Corporations 
We do not print this schedule. 

Related corporations bave to include the following 
information with their T2 returns: 

n the names, addresses, and corporation account or 
business numbers of the related corporations; 

. details of any intercompany shareholdings; and 

n the type of relationship (e.g., foreign parent, Canadian 
parent, foreign subsidiary, Canadian subsidiary, or 
associated corporation). 

Please identify this information as Schedule T2S(9) in the 
top right-hand corner of the page. 
lleference 
section 251 

25 
Schedule T2S(l l), Transactions With 
Shareholders, Officers, and Employees 
We do not print this schedule. 

Give complete details of any transactions with 
shareholders, officers, or employees that involve: 

. assets the corporation sold to or purchased from 
shareholders, officers, or employees, including those for 
which an election was made under section 85; 

= payments the corporation made to or for the account of 
shareholders, officers, or employees that were not part of 
their authorized remuneration or reimbursement of 
expenses; or 

. loans or indebtedness to officers, employees, 
shareholders, or persans connected with a shareholder 
that were not repaid by the end of the taxation year. 

Please identify this information as Schedule T2S(ll) in the 
top right-hand corner of the page. 

Do not include transactions the corporation carried out in 
the ordinary course of business, or any transactions listed 
on Form T106. See item 38 for details. 

If the corporation is involved in a transfer of property 
under section 85, make sure to file either Form T2057, 
Election on Disposition of Property by n Taxpayer to R Taxable 
Cnmdinn Corporation, or Form T2058, Election on Disposition 
of Property by n Partnership to R Taxable Cnnadian Corporation. 
File Form T2058 when property is transferred from a 
partnership. File Form T2057 in all other cases. You cari get 
these forms from your tax services office or tax centre. 
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26 
Schedule T2S(l l)(A), Non-Arm’s-Lengfb 
Transactions 
We do not print this schedule. 

If you make a section 85 election for a transaction between 
corporations not dealing at arm’s length, and if all or 
substantially ail of the assets of a corporation (the 
transferor) are disposed of to another corporation (the 
transferee), you bave to give the “ame, address, and 
account or business number of the transferor. 

Identify this information as Schedule TZS(ll)(A) in the top 
right-hand corner of the page. 

Generally, we consider that at least 90% mets the test for 
a11 or substantially ail. You bave to value all assets at cost 
or fair riwrket value. 

When this kind of non-arm’s-length transaction takes place, 
the instalment requirements of the transferee corporation 
bave to take into account those of the transferor 
corporation. 
Refercnces 
Re@~lation 5301(S) 

27 
Schedule T2S(14), Miscellaneous Payments 
fo Residents 
We do not print this schedule. 

Please provide a Iist of any of the following payments the 
corporation made to residents of Canada: 

. royalties for which the corporation has not filed a T5 slip; 

. research and development fees; 

. management fees; 

n technical assistance fees;” and 

. similar payments. 

* Technical assistance fees are payments for technical or 
industrial services related to producing goods or 
applying processes, formulae, and know-how in the 
production process. 

List only the payments that were more than $100, and show 
the “ames and addresses of each recipient. Identify this 
information as Schedule T2S04) in the top right-hand 
corner of the page. 

28 
Schedule T2S( 15), Deferred Income Plans 
We do “ot print this schedule. 

List the amounts the corporation deducted from its income 
for payments it made to a registered pension plan (RP), a 
registered supplementary unemployment benefit plan 
(RSUBP), a deferred profit-sharing plan (DPSP), or a” 
employee profit-sharing plan (EPSP). This list must show: 

. the “ame of each plan and the amount claimed as a 
deductio” for each; 
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. the registration number Revenue Canada assigned to a” 
RPP, a” RSUBP, or a DPSP; and 

. the “ame and address of the trust governed by a” 
employee profit-sharing plan. If the trust is not resident 
in Canada, state whether or not the T4PS Supplementary 
slips, Stntemenf of Employees Profit Sharing Plan Allocations 
nnd Payments, were filed for the last calendar year and, if 
SO, by whom (the truste or the employer). 

ldentify this information as Schedule T2S05) in the top 
right-hand corner of the page. 

29 
Schedule T2S(24), New Corporations, 
Amalgamated Corporations, or Parent 
Corporations Winding Up a Subsidiary 
We do “ot print this schedule. 

b) 

New corporations 

Make sure to attach all of the following documents to 
the first T2 return of a “ew corporation: 

q the opening balance sheet; 

n copies of all relevant agreements or the full details on 
shares issued for anything other tha” cash 
consideration, if they apply; and 

. the closing balance sheet of a proprietorship, 
partnership, or corporation, if the “ew corporation 
acquired the assets or business, or assumed the 
liabilities of, that proprietorship, partnership, or 
corporation, if it applies. 

Identify each of these documents as Schedule T2S(24) in 
the top right-hand corner of each page. 

Amalgamated corporations or parent corporations 
after winding up a subsidiary 

Make sure to include the following information with 
the first return of a newly amalgamated corporation, or 
of a parent corporation after winding up a subsidiary: 

. the name and the account or business number of each 
predecessor or subsidiary corporation; and 

II a” accounting of all deductions and tax credits 
transferred from each predecessor or subsidiary 
corporation. 

Identify this information as Schedule T25(24) in the top 
right-hand corner of the page. 

30 
Form T5004, Sfafemenf of Tax Shelter LO~S or 
Deducfion 
You ca” get this form from your tax services office or tax 
centre. 

If the corporation is claiming a loss or deduction from a” 
interest in a tax shelter it purchased after August 31,1989, 
file Form T5004 with the T2 return. 

Beginning with tax shelters purchased in 1989, the 
promoter has to prepare Form T5003, Statement of Tax 



Shelter Information, and send copies to each investor. Attach 
copy 2 of Form T5003 to the T2 return. 
Referenîe 
IC 8% l-*x Sldtw RPpo”ti>,g 

31 
T5013 Supplementaty, Sfafemenf of 
Pcrtfnership Income 
If the corporation is a member of a partnership, attach to 
the T2 return a Iist of all the partnership identification 
numbers assigned to the partnerships of which the 
corporation is a member. 

Partnerships that bave more than five members bave ta 
issue information slips to each partner for each fiscal period 
of the partnership. Corporate partners that receive a 
T5013 Supplementary, Statement of Partnership lncome, bave 
to file it with the T2 return for the taxation year in which 
the fiscal period of the partnership ends. 

Note 
Each partnership has to file a T5013 Summary, 
Parinership Information Return, for each fiscal period. 
However, some partnerships are exempt from this 
requirement. For more information, sec the Guidefor the 
Partnership Information Return, which is available at your 
tax services office or tax centre. 

32 
Form T1044, Non-Profif Organfzafion (NPO) 
Information Refum 
You cari get this form from your tax services office or tax 
centre. 

Form T1044 is the annual information return for 
organizations claiming non-profit status under 
paragraphs 149(1)(l) or 149(l)(e). Your organizatibn Will 
only file this return if it meets one of the filing requirements 
explained in item 20. 

Your organization has to file the return within six months 
after its fiscal period-end. For help completing this return, 
sec the publication called Incorne Tax Guide to the Non-Profit 
Organization (NPO) Information Return. 

There are two ways you cari choose to send us your NI’0 
return: 

m mail it in the envelope enclosed in the NI’0 guide; or 

n attach the NPO return to your T2 return. If you file both 
returns together, complete all areas in the identification 
section of the NI’0 return except for the “Name of 
organization and address” area. Then complete 
sections B through G. Do not use the NI’0 envelope. 
Deliver both returns to your tax services office or tax 
Cti&e, or mail them together to the responsible tax 
centrti. 

Referenee 
Subncction ,@,(,J) 

Schedules relating to transactions with 
non-residents 
The following section explains various schedules you may 
bave to complete to report transactions with non-residents. 

33 
Schedule T2S( 19), Non-Residenf Ownership 
We do not print this schedule. 

If a non-resident shareholder owned a share of any class of 
the corporation’s capital stock at any time during the 
taxation year, indicate the percentage of voting shares that 
non-resident shareholders owned. If the percentage varied 
throughout the year, indicate the highest percentage 
non-residents owned at any time during that year. 

Identify this information as Schedule TZS(19) in the top 
right-hand corner of the page. 

34 
Schedule T2S(22), Non-Residenf Discrefionary 
rrllsf 
We do not print this schedule. 

Indicate the names and mailing addresses of a11 
non-resident discretionary trusts, as well as those of the 
trustees, if, at any time during the taxation year, one of the 
following organizations had a beneficial interest in a 
non-resident discretionary trust (governed by 
subsection 94(l)): 

n the corporation; 

. a fore@ affiliate the corporation controls; or 

. any other corporation or trust that did not deal at arm’s 
length with the corporation. 

Identify this information as Schedule T2S(22) in the top 
right-hand corner of the page. 

35 
Schedule T2S(25), Invesfmenf in Foreign 
Affiliates 
We do not print this schedule. 

If the corporation is resident in Canada and holds shares in 
one or more foreign affiliates, as defined in 
subsection 95(l), file the following information: 

n the names of all its foreign affiliates, showing which ones 
are controlled and which ones are other foreign affiliates; 
and 

n the equity percentage, as defined in subsection 95(4), for 
each foreign affiliate. 

Identify this information as Schedule T2S(25) in the top 
right-hand corner of the page. 

36 
Schedule T2S(29), Paymenfs fo 
Non-Residenfs 
We do not print this schedule. 
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Corporations that are making certain payments to 
non-residents bave to file the appropriate information 
return under the Income Tnx Regulations. 

If the corporation did not file NR48, T4-T4A, or 
T4A-NR returns, we need a list of the types of payments, 
the dollar amounts, and the addresses of the payees for any 
of the following amounts the corporation paid or credited 
to non-residents: 

. royalties; 

. rents; 

. dividends; 

. management fees; 

H technical assistance fees (sec item 27 for details); 

. research and development fees; 

. interest; 

n film payments; 

. any payments for regular services; or 

n other services. 

Identify this information as Schedule TZS(29) in the top 
right-hand corner of the page. 

37 
Schedule T2S(30), Non-Canadian Adverfising 
Expense 
We do not print this schedule. 

List any amounts claimed as expenses for advertising: 

. in an issue of a non-Canadian newspaper or periodical; 

. with a foreign broadcaster. 

Identify this information as Schedule TZS(30) in the top 
right-hand corner of the page. 
Referençes 
S&ans 19 and 19.1 

38 
Form T106, Corporafe Informufion Refum of 
Non-Arm’s-lengfh Transactions wifh 
Non-Resident Persons 
You cari get this form from your tax services office or tax 
centre. 

Form T106 is an annual information return on which you 
report the activities between Canadian corporate taxpayers 
and certain non-resident persans under section 233.1. 

File the T106 information return if the corporation: 

n was either resident in Canada or carried on business in 
Canada at any time in the taxation year; and 

n entered into transactions with non-residents with whom 
it was not dealing at arm’s length at any lime in the year. 

File a separate T106 information return for each 
non-resident. 

On the T106 return, report a11 transactions between the 
corporation and the non-resident, including those 
transactions concerning: 

n tangible property; 

. rents; 

H royalties and intangible property; 

4 services; and 

. advances, loans, or other accounts receivable or payable 
to or from a non-resident (beginning and ending 
b&i”CeS). 

Be sure to either deliver Form T106 to your tax services 
office or mail it to the responsible tax centre within six 
months of the end of the reporting corporation’s taxation 
year. You cari send the T106 information return in the same 
envelope as the T2 return, but do not attach them to each 
other. If you file Form T106 late, the corporation Will be 
subject to penalties. 
Referenees 
sections 233.1 E+“d 251 
Subsections 162(7) and 162(10) 

Proposed legislation 
The February 27,1995 budget proposed that, for taxation 
years beginning after 1995, Canadian individu& and ~ 
corporations who hold or acquire investments ouhide 
Canada Will bave to disclose additional information on ,‘, 
their interests in such investments. ,, 
The additional informaiion they Will bave to report Will’ 
indude: 

. details of certain transfers to and deposits with foreign 
corporations, partnerships, trusts, and estates; 

. the name of and the equity percentage~in each foreign 
affiliate of a resident individu& ,. 

n information about the income a controlled fore@ : ,, ,’ 
affiliate earns, including an identification of the nature 
of the income whRh forms part of foreign accrual 

i 

property income (FAPI) included in the taxpayer’s : 
income in the year, and the disclosure of whether 
income that would otherwise bave been FAPI was 
considered to be income from an active business ” 
because of specific provisions of the Act; atid 

. an annual information return for a non-resident trust 
in which money or property was trarisferred frOman ~ 
individual or a corporation resident in Canada or for ‘,’ 
which a Canadian resident is a beneficiary. This’ 
information return Will include the financial 
statements of the trust as well as information on 
contributions to and distributions from the trust. 

Calculation schedules 
You may also bave to use various calculation schedules to 
complete the rest of the T2 return. We bave listed a11 of 
these schedules on page 2 of the T2 retum. You Will find 
details about each of these schedules in the following 
chapters. 
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Item Page 

The “Additional Information” box... ,.,,.,,.,.,,.,,.,....,.,.,.,.,..,..,.,,.,.,,.,,.,.,,,.,,,,.,.,,.,..,....,,.,......... ~ ,._..........,,,,.,,.......,,..........................~ 24 

The “Taxable Income and Base Amount of Part 1 Tax” box <.<,_._.,.<.,,...,.<,.,......................................,......................................... 24 

Calculating net income - Line 111 ,.,,.,,.,.,,_...,,.,.,..,.....,.,..,.........,.,,.,.,.,,...,,.,................................................................................. 24 
39 Schedule T2S(l), Net Incorne for Income Tax Purposes ,......<,.,,.,.,.,,,,.,.,,.,.........,,...........................,,........................................ 24 

40 Schedule T2S(b), Summary of Dispositions of Capital Properfy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 
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Capital gains dividends ,....,..,..,_...,..,....,..,.,,.,.,......,.,..,.,,.,......,..,.,..,.,..,.........,......,.......,.,..,......,.,......................................... 
Determining total capital gain OI loss ,.,..,.,,.,.,.,.,..,.,..,.,..,.,,.,.,,.,....,.,..,.......,.,...........,..,.,,.,,....,..,,...........,........................... 27 
Capital gains reserve .,,.,..,..,.,..,._,..,.,..,..,.,,.,....,.,.,.,..,.,..,.,,.,..,.,.,..,....,.,,.,......,.,............,,.,..,.......,,......................................... i2 
Determining taxable capita1 gains OI allowable capital losses ,.,..,.,,.,.,....,..,...,,.,..,.,..,..,.....,.,,..,........,........ : . . . . . . . . 
Determining inclusion rates for taxation years beginning before 1990 ..,_.............,.,,.,..,.....,.......................................... 28 

41 Schedule T2S(8), Capital Cost A&m~ance (CCA) .,.,.,....,.,,_...,.,..,.........,.................................................................................... 29 
Available-for-use rule . . . . . . . . . . . . . . . . . . . . . . 1 ..,.,............................................................................................... . . . . . . . . . 
When is property available for use? .,..,.,..,....,.,.,.,..,.,..,.,,.,.,..,.,..,,.,.,.,.,......,,............,.,..,........,.,,........................................ 29 
CCA rates and classes _.,.,,.,.....,..,.,_......,..,.,..,.,......,.,..,.,....,,.,.,.......,.,.................................................................................... 3”; 
Grandfathering provisions . ..I._..............,.,...........,....................................................... ; . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Completing Schedule T2S(8) .,..,..,..,.,..,.,..,....,.,.,.,..,.,,....,.,..,.,..,.,..,.,.,.,,,,......,,.,............,,.,..,.....,.,,....................................... 31 
Schedule T2S(8) examples .,.,,..,.,,<,.,,_...,.,,.,....,.,.,....,..,.,..,..,.,.,,.,...,..,.........................,.,....................................................... 33 

42 Schedule T2S(S)(A), Cumulniive Eligible Cflpital Deduction ,.,,.,.,.,.,,,,.,.,,.,.....,............................,,..,...................................... 34 

43 Schedule T2S(12), Natural Resource Earned Depletion ,_,._...,.,._,.,,<,<,.,.,,.,.,.......,...........................,,......................................... 34 

44 Schedule T2S(13), Continuity of Reserves .,.,,_.......,.,..............,,.,.,......,,..................................................................................... 34 

45 Schedule TZS(16), Patronage Diuidend Deduction ,.,,.,,.,_...,,,,,,_,,,,.,.,.,,.,,,,......,,.,.........................,,,......................................... 35 

46 Schedule T2S(17), Allocation in Proportion b Borrowing (Credit Unions) . . . . . . . .._...................................,.............................. 35 

47 Form T661, Claim for Scientific Research md Experimental Development Expenditures Carried on in Canadn...................... 35 

Calculafing curent-year losses ,,.,._..,,..,.,.......,,.............................................. : . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 
48 Calculating non-capital losses ,,_,..,.,,.,..,.,,.,..,.,.,.,..,.,..,.,,.,..,.,,.,.,......,.................,.,............................................... . . . . 

49 Calculating allowable business investment losses ..,..,_,..,.,,.,.,.,.,,.,.,,.,.,..,....,,.,..........................,,......................................... 37 

50 Calculating restricted farm losses _,..,.,,.,._,.,.,,...,.,..,.,..,.....,.,.,..,.,.,.,..,.,.,,.......,.,...........................,...........,.............................. 37 

51 Calculating losses allocated from a limited partnership .,_...,.,......,.,..,.........,................................................................. . . . 38 

52 Calculating farm losses . . . . . . . . .._...........,..,,.,..,.,.,.,..,.,.,,.,,.,... ~ ,.<,...,.,..,.,..,.,..,......,,.,..........................,.......................................... 38 

53 Calculating losses when there is a change in control ._..,,,,.._,,.,.,..,.,.,,.,......,,.,..........................,........................................... 38 

54 Line 111 -Net income or loss for income tax purposes ,.,..,.,....,.,,,,.,.......,......................................................................... 38 

Calculating taxable income ..,..,..,.,,.,.,,.,,.,.....,.,,.,.,.,.,.,,....,.,,.,..,.,.,,.,....,.,..,....,.,..,..,.,..,.........,..............,.,......................................... iz 
55 Lines 113 and 115 -Charitable donations - Schedule T2S(2) ..,.,_...........................,...................................... . . . . 

56 Line 117 - Crown, cultural and ecological gifts - Schedule T2S(2) ,,_,..,.,.,,_.........,.,,.,,......,,.,.........,............................... “39 
Crown gifts ,...._......,,_...,.,,..,....,..,.,........,.,.,..,.,.,..,..,.,,......,.,,.............................................................................................. . 
Cultural gifts .,,..._...,,.,._,..,.,,.,..,..,.,,......,,.,.,.,..,.,,.,..,.,,,,.,..,.,,,,.,.......,.,.................................................................................... ii 
Ecological gifts ,.,._,,.,,.,....,,.,,.,..,,.,,,,....,.,,.,.,.,,.,,,,....,.,,.,....,,,,.,......,.,,.........................,........................................................... 

57 Line 119 -Taxable divi+mds deductible under section 112 or 113, or both - Schedule T2S(3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 40 

58 Line 120-Part VI.1 tax ,.,,.,..,,_,,.,,,,.,...,,,.,.,..,.,.,,.,..,.,,.,,,..,,.,.,,........,.................................................................. . . . . 40 

jypplying losses ,,..,..,..,..,....,,.,,..~..,.,,.,,.,,.,,,,.,,.~.,,. ~,,.,....,.,..,.....,.,,.. ~ ,.,.,....,,.,.,_.................................................................................. 40 

Schedule TZS(4), Corporation Loss Contwtty and Appltcnfmn . . . . .._._<..<............................................................................ . . 

60 Line 121 - Restricted farm losses of prier taxation years .,.,..,.,,,,.,.,,.,.,...,.,.,...........,.,,.,.......,.,...................................... 41 

61 Line 123 - Non-capital losses o’f prier taxation years _,.,,.,.,,_,.,,,,.,.,,.,.,,...,,..,.,........,.,,.,.,,.,..,.,,.,,........................................ 41 

23 



62 Line 123 - Limited partnership losses of prior taxation years .......................................................................................... 

63 Line 125 - Net capital losses of pria taxation years .......................................................................................................... 

! Adjusting net capital losses for different inclusion rates ................................................................................................. 

64 Line 126 - Farm losses of prior taxation years .................................................................................................................... 

65 Line 127 -Taxable income ..................................................................................................................................................... 

66 Schedule TZS(28), Addition to Taxable Income for Foreign Tax Deductions.. .......................................................................... 

Calculating base amount of Part 1 tax.. ........................................................................................................................................... 
67 Line 202 -Base amount of Part 1 tax.. ................................................................................................................................... 

The “Small Business Deduction” box.. .......................................................................................................................................... 
68 Lines 223,225, and 227 .................................................................................. ;. ......................................................................... 

Line 223 - Income from active business carried on in Canada - Schedule TZS(7) .................................................... 
Active business incorne.. ................................................................................................................................................... 
Specified investment business ......................................................................................................................................... 
Persona1 services business.. .............................................................................................................................................. 
How to calculate active business income carried on in Canada .................................................................................. 
Specified partnership incorne.. ......................................................................................................................................... 

Line 225 - Taxable income ................................................................................................................................................. 
Line 227 -Business limit .................................................................................................................................................... 
Reduction to business limit.. ................................................................................................................................................ 

41 

41 
42 

43 

43 

43 

43 
43 

43 
43 
44 
44 
44 
44 
44 
45 
45 
45 
45 

The “Additional Information” box 
Be sure to provide a11 the information we request in the 
“Additional Information” box. 

The employer’s remittance account number or business 
number on line 6 is the account number you use when 
remitting employees’ payroll deductions. 

The “Taxable Income and Base 
Amount of Part I Tax” box 

Calculating net income - Line 111 
There are several schedules you may bave to use to 
calculate the corporation’s net income for income tax 
purposes. Tbis section explains each of those schedules. 

39 
Schedule T2S(l), Net home for home Tax 
Purposes 
We do not print this schedule. 

If the corporation’s net income on its income statement is 
different from its net income for income tax purposes, you 
bave to provide us with calculations to show how you 
determined the net income you are reporting on line Ill. 
Make sure to identify these calculations as Schedule T2S(U 
in the top right-hand corner of the page. 

Keep in mind that some expenses deducted on the 
corporation’s income statement are not allowable for 
income tax purposes. Also, certain items included in 
income are not taxable. 

TO calculate the net income or loss for income tax purposes 
on Schedule T2SU): 

m add the non-allowable expenses to the amount of net 
income or loss indicated on the income statement; and 

. subtract from this amount the non-taxable item?. and 
allowable deductions for tax purposes. 
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The following are a few of the most common additions and 
subtractions you bave to make on Schedule T2S(l). 

A. Amounts you bave to add: 

n income tax provisions; 

. interest and penalties on income taxes; 

. losses on disposa1 of fixed assets; 

n political donations; 

n taxable capital gains; 

. depreciation; 

. reserves deducted in the preceding year; 

. charitable donations; 

. restricted farm losses; 

. limited partnership losses; 

n prier-year investment tax credits on current scientific 
research and experimental development (SR&ED) 
expenditures; 

. SR&ED expenditures from the current year that were 
deducted on financial statements and included on 
form T661; 

. amounts of negative balance in the SR&ED 
expenditures pool; and 

. the non-allowable portion of food, beverage, and 
entertainment expenses. 

Note 
For expenses the corporation incurred after 
February 21,1994,for food, beverages, and 
entertainment consumed or enjoyed after February 1994, 
the deductible portion of expenses is reduced from 80% 
to 50%. 



B. Amo!nts you bave to subtract: 

n gains on disposa1 of assets as show” on financial 
statements; 

n non-taxable capital dividends (election under 
section 83); 

n capital cost allowance; 

n cumulative eligible capital deduction; 

. allowable business investment 10s~; 

n reserves deducted in the current year; 

n allocations by credit unions; 

n deduction claimed for SR&ED expenditures for the 
year on form T661; and 

n SR&ED investment tax credit per financial 
statements. 

Remember that these lists are common examples of 
amounts to add and subtract to the net income or loss 
indicated on the income statement. They are not complete 
lis&. 

On line 111 on page 3 of the T2 return (page 1 of the 
T2 Short), enter the amount you bave d+mined as the net 
income or loss for income tax purposes. 

Keep in mind that you may bave to use some of the 
followitig schedules to calculate certain amounts on 
Schedule T%(l): 

n Schedule T%(6), Sur&mwy of Dispositions of Capital 
Property (sec item 40 for details); 

n Schedule TZS@), Capital Cost Allowance (CCAJ (sec 
item 41); 

. Schedule T%(S)(A), Cumulative Eligible Ca$tal Deduction 
(sec item 42); 

n Schedule T2S(12), Naturaf Resource Earned Depletion (sec 
item 43); 

n Schedule T2SU3), Continuify of Resemes (sec item 44\; 

n Schedule T2S(16), P&mnge Dividend Deduction kee 
item 45); 

n Schedule T%(V), Allocntion in Proportion to Borrowing 
(Credit Unions) (sec item 46); and 

•I Form T661, Clabn for Scientific Research md Experimental 
Development Expenditures Carried on in Canada (sec 
; : mn 47). 

Scbedule T2S(6), Summdry of Disposifions of 
CapiW Propqfy 
You cari ge:,this schedule from your tax services office or 
tax centre. 

You bave to complete Schedule T2S(6) if the corporation 
disposed of capital property during the taxation year and 
incurred any capital rosses or realized any capital gains. 

Note 
A business investment loss occurs when the 
corporation disposes of certain capital properties. 
Although you calcul& the deductible part of a business 
investment loss, called an allowable business 
investment loss, in the same way as you calcul& an 
allowable capital loss, do not report it on 
Schedule T2S(6). See item 49 for details. 

Paragraph 111(4)(e) designation 
You cari also use Schedule T2%6) to make a designation 
under paragraph 111(4)(e) if a person or group of persans 
has acquired control of the corporation. If you make the 
designation, capital properties Will be considered as having 
been disposed of immediately before that person or group 
of persans acquired control of the corporation. 

TO do SO, simply tick the ÿes box on page 1 of the schedule, 
and attach a statement specifying which properties are 
subject to the designation. 

Completing Schedule T2%6) 
TO make it casier to complete Schedule T2S(6), we bave 
provided the following explanations that briefly set oUt the 
type of information we need m each column and each part 
of the schedule. 

column 1: Types of capital properiy - There are six 
categories of.capital property the corporation may bave 
disposed of during the taxation year: 

. shares; 

. real estate; 

. bonds; 

. other properties; 

. personal-use property; and 

. listed persona1 pmperty. 

We bave divided Schedule T2S(6) into six parts to reflect 
these categories of capital property. 

Column 2: Date of acquisition - In this column, give the 
date the corporation acquired the property. 

Column 3: Proceeds of disposition - In this column, 
indicate the proceeds of disposition. The proceeds of 
disposition are usually the selling price of the property. 
However, they cari al& include compensation the 
corporation receiv&d for property that was destroyed, 
expropriated, stolen, or damaged. 
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In the case of a gift or a deemed disposition, the proceeds of 
disposition are usually the fair market,value of the property 
when its owner or use changes. 
lleferences 
section 54 
IT-259 Excli”>zgcs of I+oper,y 
IT-271 Exproprinrions - Tiwc mi Procecds o,fDispositim 

Column b: Adjusted Cast base - In this column, indicate 
the cost of the property you used to calculate any capital 
gain or 10s~. This amount is called the adjusted cost base 
(ACB). The ACB is the original,cost of the property.that has 
been adjusted to reflect certain transactions or occurrences 
that took place after the corporation acquired the property.’ 

The cost of a capital property may be the actual bost, a 
deemed cost, or the Valuation-Day value of the property. 
The nature of the property and the circumstances under 
which the ?orporation acquired it determine which cost of 
the capital property you should use. 
References 
Subsections 5X1) and 53(2) 
IT-418 Cnpitnl COS~ Alhmrcc - Pnrtid Disposifims of hperty 
IT-456 Copitnl I>ropcrty - Soae Mjuslmenls to COS~ Bnsc 

The cost of property the corporation acquired after 1971 is 
usually the actual cost of acquiring it, including the 
purchase price plus any related costs like commissions, 
Iegal fees, and other reasonable expenses. It also includes 
the cost of additions atid improvements to the property. It 
does not include current expenses Iike maintenance and 
repair costs. 
l7eferenee 
IT-128 Cnpitd COSt A,,ow”rm 2 Deprec~“bie I>ropeï,y 

Special rules apply when determining the cost of capital 
property the corporation owned on December 31,197X 
According to these rules, tax is not assessed and losses are, 
not allowed for any gain or Ioss that arose before that date. 
References 
IT-84 Cnpitol Propert!y Owmi 031 Deccmùcr X,1971 - Mdim Rulc 

crnx-Fme Zoua, 
WI39 Cnpitnl I>ropert~f Owmd on Drcernùer31.1971 -.WrMnrkd Vduc 

When deductions from the cost base of a property (other 
than a partnership interest) reduce the balance to a negative 
amount at~any tiine in the taxation year, the corporation is 
considered to bave realized a capital gain equal to the 
amount of the negative balance, and the ACB becomes “il. 

You cannot use Iater additions to the ACB to reduce 
previous gains on the property that resulted from a 
negative balance. You cari only consider these additions 
when you determine future gains or losses. 
rceference 
Subsection 4ow 

Paragraphs 53(l)(e) and 53(2)(c) otitline the rules for 
determining the ACB of a partnership interest. 
Reference 
33.353 Pnrtmrship Islerest - Sonne Adjustmeuts 10 Cost Bnsc 

You bave to reduce the ACB of a partnership interest by the 
amount of any share purchase tax credit, and one-half of 
the amount of any scientific research and experimental 
development tax credit the partnership allocated to the 
corporation. 

Note 
Generally, after February 21,1994, interests in a 
partnership that a limited partner or an inactive partner 
holds are no longer excepted from the negative ACB 
rule. 

Column 5: Ouflays and expenses - In this column, enter 
tee amount of outlays and expenses you deducted when 
calculating a gain or loss. You cari deduct most cash outlays 
the corporation used to put a property into saleable 
condition when you calculate a gain or,loss. You cari also 
deduct expenses the corporation incurred when disposing 
of the property. These expenses include certain fixing-up 
costs, finder’s fees, commissions, surveyor’s fees, transfer 
taxes, and other reasonable expenses the corporation 
incurred to dispose of the property. 

Column 6: Gain or 10% - In column 6, enter the amount of 
the gain or 10~s. TO determine this figure, subtract the 
amounts in columns 4 and 5 from the amount in column 3. 

A capital gain results when the proceeds of disposition of a 
capital property are more than the adjusted cost base and 
any related outlays or expenses. A capital loss occurs when 
the proceeds of disposition are less than the adjusted cost 
base and the related outlays and expenses. However, if 
depreciable property is disposed of, it Will result in a 
terminal loss, not a capital 10~s. Sec item 41 under the 
heading “Column 6: Undepreciated capital cost” for more 
details about terminal losses. 

In certain cases, when a corporation disposes of a building 
and the land on which it stands, and the building is , 
disposed of for less than its undepreciated capital cost, you 
may bave to reduce the gain on the sale of the land by the 
terminal loss on the sale of the building. 
Referénres 

Part 1: Shares - In this part, Iist the shares the corporation 
disposed of during the taxation year. Give the number of 
shares, the name of the corporation in which the shares 
were held, and the class of the shares. 

Usually, disposing of a share of the capital stock of a 
corporation Will result in a taxable capital gain or an 
allowable capital 10s~. However, if the corpqration that is 
disposing of the share is in the business of trading shares, 
the resulting gain or loss is considered business income or 
loss. 

If a share is converted because of a verger or an 
amalgamation, section 54 considers a disposition to bave 
occurred. 

Part 2: Real estate - In this part, Iist all real estate the ci 
corporation disposed of during the taxation year. Gj:é the 
legal description or municipal address of each prcperty. 

Dispositions of non-depreciable real property (unless the 
property is inventory) may result in a capita! gain or 10s~. 
However, dispositions of depreciable pro?erty may result 
in a capital gain, a recapture of CCA, 0121 terminal 10s~. sec 
item 41 under the heading “Column 6 Undepreciated 



IT-478 Cnpilol CosI Ailpwnm - Rccnphue mrd Termi~nl LO~S 

Part 3: Bonds L In this part, list all bonds the corporation 
disposed of during the taxation year. Give the face value, 
the maturity date, and the issuer’s name for each type of 
bond. 

When you make a capital disposition of a debt obligation, 
the amount of any realized discount or,bonus the 
corporation received is usually considered a capital gain. 
Similarly, a premium the corporation paid is considered a 
capital loss, either when the obligation matures or on the 
date the corporation disposes of the obligation. 

Port 4: Other properties - In this part, describe any capital 
property the corporation disposed of during the taxation 
year that you.have net already reported in Parts 1,2, and 3. 

Other property includes capital debts that the corporation 
has established as bad debts, as well as amounts that arise 
from foreign-currency transactions. 

When an amont receivable on capital account becomes a 
bad debt ahd the corporation elects in its return to bave the 
provisions of subsection 500) apply, a deemed disposition 
occurs at the end of the year. The corporation is considered 
to bave reacquired the debt immediately afterwards at a 
cost uf nil. This usually allows the corporation to claim o 
l-ad debt as a capital loss in the year. Any later recovery of 
that.debt Will result in a capital gain. 
Referenres 
S”bsection50m 
IT-159 Copitnl DeOts Estnblished io bc Bod Debrs 

Foreign exchange gains or losses from buying pr selling 
capital properties are capital gains or capital losses. 
,Transactions in foreign currency or foreign-currency 
futures that do not form part of the corporation’s business’ 
operations cari be considered capital dispositions. 
References 
S”bsection39w 
1T-95 Foreign Exchp Gdim mi Losses 

For dispositions of depreciable property, a capital gain 
results if the proceeds are more than the capital cost. 
However, losses on depreciable property do net result in 
ca@ital losses. These losses are terminal losses. See item 41 
under the heading “Column 6: Undepreciated capital cost” 
to fina’ .out more about terminal losses. 

You bave to report dispositions of goodwill and other 
intangible properties on Schedule .TZS@)(A). See item 42 for 
more details. 

part 5: Personal-use property - In this part, describe any 
personal-use property the corporation disposed of during 
the taxation year. 

personal-use property of a corporation is property owned 
primarily for the persona1 use or enjoyment of an 
individual who is related to the corporation. 

Use the $1,000 rule to determine gains and losses when the 
corporation disposes of personal-use property. According 
to this rule, if the adjusted cost base is les?. than $1,000, it is 
considered to b& $1,000. As well, when the proceeds of 
disposition are less than 51,000, they are considered to be 
$1,000. D 

You cannot deduct losses on dispositions of personal-use 
property (other than listed persona1 property) from the 
corporation’s income. 
R~‘WS”C~~ 
Subsectiir 460, 

Part 6: Listed persona1 properiy - In this part, describe any 
listed persona1 property the corporation disposed of during 
the taxation year. 

Listed persona1 property is a special category of 
personal-use property that ust~ally increases in value. The 
f$lowing is a complete list of the different types of listed 
personal property: 

. prints, etchings, drawings, paintings, sculptures, or other 
similar works of art; 

. jewellery; 

n rare folios, rare manuscripts, or rare books; 

. stamps; or 

n coins. 

If the corporation incurs losses from disposing of listed 
@sonaI property, you cari only deduct these losses from 
capital gains the corporation realized from disposing of 
.listed personal property. 

You cari apply any unabsorbed losses in the current year to 
reduce similar net gains the corporation realized in the 
three immediately preceding years, and in the following 
seven years. 

Capital gains dividends 
Capital gains dividends under paragraphs 130.1(4)(a) 
and (b), 131(l)(a) and (b), and 133(7.1)(a) are considered~to 
be capital gains. These paragraphs apply to mortgage 
investment corporations, mutual fund corporations, and 
non-resident-owned investment corporations. If the 
corporation received any capital gains dividends in the 
taxation year, enter them on this line. 

Determining total capital gain or 10% 
The total capital gain or loss is the amount you determine 
whén you: 

. add all the amounts in column 6, the capital gains 
dividends (if any), and the prier-year reserve; and 

. subtract the current-year resewe. 

Capital gains reserve 
Often, the corporation Will not receive part of the proceeds 
of disposition, usually for real property, until after the end 
of thè year. In these cases, the corporation cari defer part of 
the capital gain to the year it is due to receive the proceeds 
by setting up a capital gains reserve. By using reserVes, you 
cadi spread a capital gain over a maximum of five years. 
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The reserve that you ca” claim in a taxation year cannot be Capital gains reserve - enter on line J of 
more than one of the two following amounts, whichever is Schedule T2S(6) 

A. 

B. 

Cauital gain x Amount not due until after 
Proceeds of disposition the end of the year 

and 

n for the year of disposition 4/5 of the capital gain 

. for the second year 3/5 of the capital gain 

w for the third year 2/5 of the capital gain 

. for the fourth year 1/5 of the capital gain 

Be sure to add the reserve amount you deducted in a 
taxation year to the corporation’s income in the following 
.taxation year. Add the prier-year reserve and subtract the 
current-year reserve onschedule T2S(6). Show the 
continuity of capital gain reserves on Schedule TZS(13). See 
item 44 for details. / 

Example 
A Limited sold a piece of land to MI. X on March4,1995. 
A Limited’s taxation year ends on June 30,1995. 

Under the terms of the sale agreement, A Limited received 
a $10,000 down payment, and Will receive $30,000 each year 
for the “ext three years. The first payment is due on 
Mach 31,1996. Therefore, the total proceeds of disposition 
are $100,000. 

The capital gain on the sale was $80,000. 

A Limited reports the following: 

For the taxation vear endine lune 30.1995 

Capital gain 

Minus the capital gains reserve (amount A or B, 
whichever is less): 

$80,000 

A. $80,000 x $90,000 = $72,000 
$100,000 

and 

8. 4/5 x 580,000 = 564,000 

Capital gains reserve - enter on line J of 
Schedule TZS(6) $64.ooo 

Total capital gain - enter on line K of 
Schedule T2S(6) L3iuiax 

Taxable capital gain c.75 x 516,000) -enter 
on line L of Schedule TZS(6) 

For the taxation year endine lune 30.1996 

Prier-year capital gains reserve - enter 
on line 1 of Schedule T2S(6) 

Minus the current-year capital gains reserve 
(amount A or 8, whichever is les): 

$64,000 

A. $80.000 x 560,000 = $48,000 
$100,000 

and 

B. 3/5 x $80,000 = 548,000 
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Total capital gain - enter on line K of 
Schedule T2S(6) 

Taxable capital gain c.75 x $16,000) -enter 
on line L of Schedule T2S(6) 

,. 

Determining taxable capital gains or allowable capital 
lOSSeS 

You bave to calculate the taxable part of a capital gain and 
the allowable part of a capital loss for a taxation year as a 
percentage of the total capital gain or loss. We cal1 this 
percentage the inclusion rate. You bave to include a 
prier-year reserve in income using the inclusion rate for the 
current year. 

TO determine a taxable capital gain or a” allowable capital 
loss for a taxation year, apply the inclusion rate to the 
capital gain or 10s~. The inclusion rate is 75% after 1989. 

If the net result you calculate on Schedule TZS(6) is a 
taxable capital gain, add it to the net income for income ta 
purposes on Schedule T2S(l). If the net result you calculate 
on the TZS(6) is a” allowable capital las, you canntit 
deduct it on the T2S(l). Sine allowable capital lo&es 
become net capital losses, you cari only use them to reduce 
taxable capital gains in other years. See item 63 for details. 

Determining inclusion rates for taxation years 
beginning before 1990 
You ca” use the formulae on page 2 of Schedule T2S(6)‘to 
calculate inclusion rates. Yoi~ may need~ to do this if you 
either carry back or carry forward a net capital loss to 
another year that has a different inclusion rate. Sec item 63 
for inclusion rates for prior years. 

41 
Schbdule T2S(8), CqMa/ COS~ Allowance 
(CCA) 
You ca” get this schedule from yotir tax services office or 
tax centre. 

Use Schedule TZS@) to calculate the corporation’? capital 
cost allowance. 

Paragraph 20(l)(a) allows a corporation to deduct part o’r 
the capital cost of certain depreciable property from 
income it earned in the year from a business or property. 
This deduction is called capital cost allowance (CCA). 
When a taxation year is shorter than 12 months, you 
generally bave to prorate the CCA. 

U”der Part XI of the Incorne TQX Reghtions, depreciable 
property is grouped into prescribed claws. Schedule II of 
the Regulations contains a complete list of thcse prescribed 
ClaS$eS. 

A maximum rate is prescribed for each I:I+. Apply the 
prescribed rate to the undepreciated capital cost of the class 
at year-end to determine the maximum CCA the 



corporation cari claim. The corporation cari deduct any 
amount np to the maximum that is available for the year. 

Note 
Do not include capital expenditures (other than first or 
second term shared-use-equipment) for which the 
corporation is reqbesting SR&ED treatment, on 
the T%(8). 

Available-for-use rule 
The available-for-use rule determines the earliest taxation 
year in which a corporation cari claim CCA for depreciable 
property it acquired after 1989. 

A corporation cannot daim CCA for a depreciable.property 
of a prescribed c1ae.s until ït becomes available for use. This 
rule does not apply to a certified production, which is 
defined in Regulation 1104G’). 

When is property available for use? 
Property other than a building is considered available for 
.use at the earliest of several dates. The following are some 
exemples of these dates: 

n when the corporation first uses the property to earn 
income; 

. the beginning of the first taxation year that starts at least 
358 days after the taxation year during which the 
corporation acquired the property; 

. immediately before the corporation disposes of the 
property; or 

n when the corporation cari use the property to either 
produce a S&able product or perform a saleable service. 

A building is considered available for use on the earliest of 
the following dates: 

= when the corporation uses a11 or substantially aIl of the 
building for its intended purpose; 

n when construction of the building is complete; 

n the beginning of the first taxation year that star& at least 
358 days after the taxation year during wbich the 
corporation acquired the property; 

n immediately before the corporation disposes of the 
property; or 

n when the corporation acquires a replacement property, if 
it is replacing one it involuntarily disposed of feg., 
exRropriation) that it either acquired before 1990 or had 
already become available for use. 

Note 
If a corporation acquires a property after 1989 for a 
long-terni project, it cari elect to limit the impact of the 
available-for-use rule. This election is not available for 
rental buildings. TO make this election, send us a 
completed Form T1031, Election Under Subsection 13(29), 
with the T2 retuin. You cari get copies of Form T1031 
from your tax services office or tax centre. 
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CCA rates and classes 
The followiixg is a partial list and description of the most cominon capital cost allowance (CCA) classes. You Will find a 
complete list in Schedule II of the Income Tax Readations. 

Class number 

”  

Description CCA rate 

1 

3 

6 

7 

8 

9 

10 

10.1 

12 

13 

14 

16 

17 

38 

39 

43 

44 

Most buildings made of brick, stone. or cernent acquired after 1987. including their . 
component parts such as electric wiring, lighting fixtures. plumbing, heating and cooling 
equipment, elevators. and escalators 

Most buildings made of brick. stone. of cernent acquired before 1988. including their 
component parts as listed in class 1 above 

Buildings made of frame. log, stucco on frame. gaivanized iron of corrugated metal that are 
used in the business of farming or fishing. of thot bave no footings below-ground; fentes and 
most greenhouses 

Canoes, bouts. and most other vessels. including their furniture. fittings. or equipment 

Property that is not included in any other class such as furniture. calculators and çash 
registers, photocopy and fax machines, printers. display fixtures. refrigeration equipment. 
machinery, tools costing $200 or more. and outdoor advertising billboards and greenhouses 
with rigid frames and plastic covers acquired after 1987 

Aircrafts. including furniture, fittings, or equipment attached, and their spore parts 

Automobiles (except taxis and others used for lease or rent). vans, wagons. trucks. buses, 
tractors, trailers. drive-in theatres. generai-purpose electronic data-processing equipment 
(e.g.. persona1 Computer$ and systems software, and timber cutting and removing 
equipment 

Passenger vehicles costing more thon $24.000 ($20.000 If acquired before September 1989) - 
for passenger vehicles acquired ofter 1990. the $24.000 cost does not include either GST or 
any provincial sales tox 

Chinaware, cutlery. linen. uniforms. dies. jigs. moulds or lests. computer software (except 
systems software). cutting or shaping parts of a machine, certain property used for eorning 
rental income such as apparel or costumes, and.videotape cassettes: certain property 
costing less than $200 such as kitchen utensils. tools. and medical or dental equipment; I 
certain property acquired ofter August 8. 1989 and before 1993 for use in a business of selling 
or providing services such as electronic bar-code scanners, and cash registers used to record 
multiple sales taxes 

Property that is leasehold interest (the maximum CCA rate depends on the type of the 
leasehold and the terms of the leose) 

Patents, franchises, concessions. and licences for CI limited period - the CCA is limited to the 
lesser of: 

n the capital cost of the property spread out over the life of the property; and 

n the undepreciated capital cost of the property ot the end of the taxation year 

Glass 14 also inciudes patents, and licences to use patents for a limited period, that you elect 
not to include in closs 44 

Automobiles for lease or rent. toxicabs. and coin-operated video gomes of pinboll machines: 
certain tractors and large trucks acquired after December 6. 1991, thot are used to haul 
freight and that weigh more thon 11.780 kilograms 

Roads. sidewolks. parking-lot or storage areos, telephone. teiegraph. of non-electtonic data 
communication switching equipment 

Most power-operated movable equipment acquired after 1987 used for moving, excavating, 
placing. of compacting earth. rock, concrete, or asphalt 

Machinery and equipment acquired after 1987 thot is used in Canada primarily to 
manufacture and process goods for sale or lease 

Manufacturing and processing machinety and equipment acquired after February 25, 1992, 
described in closs 39 above 

Patents, and licenses to üse patents for o limited or unlimited period, that the corporation 
acquired after April26, 1993. However. you cari ekt net to include such property in ctoss 44 
by attoching CI letter to the return for the year the corporation acquired the propetty. In the 
letter. indicate the property you do not wont to include in class 44 

4% 

5% 

10% 

15% 

20% 

25% 

30% 

30% 

NIA 

N/A 

40% 

8% 

30% 

25% 

30% 

25% 
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Note 
You cari elect to include certain property usually 
included in classes 8 and 10 in a separate dass. The 
corporation has to bave acquired each property after 
April26,1993, at a capital cost of at least $1,000. The 
types of properties that qualify for this election include 
general-purpose electronic data-processing equipment 
and ancillary equipment, computer software, 
photocopiers, and electronic communications equipment 
such as facsimile transmission devices or telephone 
equipment. TO make t@is election, attacha letter to the 
return for the year the corporation acquired the 
property, In the Mer, indicate t!ie property you want to 
include in’a separate class. 

fol1 cost of acquiring the property, including legal, 
accounting, engineering, or other fees. Land is not a 
depreciable property, and is therefore not eligible for 
CCA. 

Column 0: Adiustments - In some cases, you Will bave to 
adjust the capital cost of a property. In column 4, enter the 
amounts that Will either reduce or increase the capital cost. 

Reduce the capital cost of a property by the following 
amounts: 

. any investment tax credits the corporation used to reduce 
taxes payable or claimed as a refond in the preceding 
taxation year; and 

Grandfathering provisions 
Some types of property, such as assets in classes 2,3,11,22, 
28,29, and 30, are still eligible for the higher CCA rates that 
were effective on December 31,1987. TO qualify for the old 
rates, the corporation has to bave acquired the property 
before 1990, a@ 

n any government assistance the corporation received or is 
entitled to receive in the year (any goods and services tax 
(GST) input tacredit orr&bate it received for property 
acquired is considered government assistance). 

Show the amounts that reduce the capital cost in brackets. 
Do net include them in the corporation’s income. 

n the corporation has to bave ac+ired the property under 
a written obligation it entered into before June 18,1987; 
or 

Note 

l the prOperty bas to be a building, structure, plant facility, 
or other property that was under construction,by or on 
behalf of the corporation on June 18,1987; or 

n the property bas to be machinery or equipment that was 
a fixed and integral part of property under construction 
by or on behalf of the corporation on June 18,1987. 

References 

A corporation that receives an amount of 
non-government assis@ce to buy depreciable property 
has the option of either reducing the capital cost of the 
property by this amount, or including it in income. 

IncreaSe the capital cost of a property by any government 
assistance the corporation repaid in the year that had 
previously reduced the capital cqst. Show this amount as a 
positive amount in column 4. 
References 
suLwctians 13GclL 13c?.4,, and 13un 
!?aragraph 12(11(x) 
IT-174 Cnpifni COS~ Ahm7~xc - Memiag of "Cnpitnl Cool of Propertf 

ColumriS: Proceeds of dispositions during the year- For 
each class, you usually enter the total proceeds of 
disposition the corporatipn received or was entitled to’ 
receive for property that it disposed of during the year. 
However; if the corporation disposed of the property for 
more than its Capital cost, enter the capital cost, not the 
actual proceeds of disposition. 

When the corporation disposes of a depreciable property 
for more than its capital cost, a capital gain results. 
However, losses on depreciable property do not result in 
capital losses. They may result in terminal losses. Sec 
column 6 for more details about terminal losses. 

Column 6: Undepreciated capitol cost -TO calculate the 
amount you bave to enter in column 6: 

m add the amounts in columns 2 and 3; 

Completing Schedule T2%8) 
The next section explains how to complete each column of 
Schedule T2%8). Please note that you bave to use a separate 
line for each dass of property. 

&lumn 1: Glass number - In this column, identify each 
class of property with the assigned class number. 

Generally, you bave to group all depredable property of 
the same class together. Then, calculate CCA on the 
undepreciated capital cost of all the property in that dass. 

However, Som&mes you bave to maintain a separate 
record for each property in the same class. For example, list 
on separate lines property that you would usually group in 
the same class but use to earn income from different 
businesses. Also, list each class 10.1 passenger vehicle on ZI 
separate line. 
Reference 
Regulotion 1101 

Column 2: Undepreciated capital cost at the beginning Of 
the yeor - In column 2, enter the amount of the 
undepreciated capital cost at the end of the preceding 
taxation year (the amount from column 11 of last year’s 
Schedule TZS(8)). 

Column 3: Cost of acquisitions during the year - For each 
class, enter the total &st of depreciable property the 
corporation acquired and had available for use in the 
taxation year. The cost of acquisitions generally means the 

n subtract the amount in column 5; and 

n either subtract or add the amount in column 4 (subtract if 
it is a negative amount, and add if it is a positive 
amount). 

The corporation cannot claim CCA when.the amant in 
column 6 is: 

. positive, and there is no property left in that class at the 
end of the taxation year (a terminal 10%); or 

n negativé (a recapture of CCA). 
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Terminal loss 
A terminal loss results when the corporation disposes of a11 
the property in a particular class, and there is an amount of 
undepreciated capital cost left in columri 6. You bave to 
deduct the terminal loss from the corporation’s income. For 
details, sec example 1 under the heading “Schedule T2S(8) 
examples” that follows. 

Recapture of CCA 
If the amount in column 6 is negative, you bave a recapture 
of capital cost allowance. A recapture of CCA occurs when 
the proceeds of disposition in column 5 are more than the 
total of cohmms 2 and 3, plus or minus the amount.in 
column 4 of that class. You bave to add the recapture to the 
corporation’s income. For details, sec example 2 under the 
heading “Schedule T2S(8) examples” that follows. 

The recapture and terminal 10s~ rules do net apply to 
passager vehicles in class 10.1. 

Column 7: 50% rule - Generally, property the corporation 
acquired that is available for use during the taxation year is 
only eligible for 50% of the normal niaximum CCA for the 
year. You cari claim full CCA for that property in the next 
taxation year. 

TO apply the 50% rule, the undepreciated capital cost of the 
property has to be adjusted. This adjustment is equal to 
one-half of the net amount of additions to the class (the cost 
of acquisitions minus the proceeds of dispositions). Enter 
this amount in column 7. For details, sec example 3 under 
the heading “Schedule T2SM) examples” thhat follows. 

When applying the 50% rule, the net amount of additions 
must take into account any adjustment in column 4 (plus or 
minus). However, do net reduce the.net amount of 
additions by the inveslment tax credit the corporation 
claimed in the preceding taxation year and included in 
column 4. 

Certain properties the corporation acquired through 
non-arm’s-length transfers or butterfly transfers (which 
occw in the course .of certain reorganizations) are exempt 
from the 50% rule. 
R&W”CS 
Regulatio” 11ooG?, 
IT-285 Cnpiln, COS~ A,,oun>tcc - Genernl Coa,,,re,~,s 

Column 8: Reduced undepreciatect capital cost - In this 
column, enter the amount you get when you subtract the 
amount in column 7 from the amount in column 6. 

If you bave an amount of recapture or a terminal loss in 
column 8 of Schedule TZS(S), do net complete columns 9, 
10, and 11 for that line. On Schedule TZS(l), add the 

recapture to income or deduct the terminal loss from 
income. 

Column 9: CCA rate - Enter the prescribed rate that 
applies, as provided for under Part X1 of the Regulations. 

Column 10: Capital cost allowance -- TO daim the 
maximum CCA for each class, multiply the amount in 
column 8 by the rate in column 9, and enter the result in 
column 10. You do net bave to claim the maximum 
allowable CCA. You cari daim any amount up to the 
maximum. 

If the corporation’s taxation year is shorter than 365 days, 
prorate the CCA claim for all property except for those 
classes of property that Regulation llOO(3) excludes. The 
exceptions iv R&ation llOO(3) include: 

. class 14 assets; 

. class 15 assets; 

n timber limits and cutting rights; 

. industrial minera1 mines; 

n certified productions; and 

n certain mining equipment in classes 28 and 41. 

TO determine the CCA claim, muliiply the maxin& CCA 
for a complete year by the number of days in the taxation 
year divided by 365. 
RF4er.nr.e 

Processing Mnchinrry nnd Equipnrml ” ’ Y 
1WE cnpito, Cosf Ahmm - Gcnrro, ccm>n,e,i,s 
IT-336 Copirnl Cmt Alloumnce - Pollutim Co~trrol Properly 

The total of all amounts in column 10 is the corporation’s 
CCA claim for the taxation year. Deduct this amount on 
Schedule T2S(l). 

Note 
If a corppration wants to change the amount of CCA it 
claimed in a taxation year, send a written request within 
90 days of the date on the assessment or i-eassessment 
notice. Only under certain circumstances cari we make 
adjustments after the 90-day period has expired. For 
more information, sec K-84-1, Revisiow of Capital Cqst 
A&nonn~e Cfnims and Other Permissive Deductions. 

Column 11: Undepreciated capital cost at the end of the 
par - In column 11, enter the amount you get when you 
subtract the amount in column 10 from the amount in 
column 6. 
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Scheciule T2St8) examples 

Example 1 
An import-ex$ort business decided to sel1 its warehouse, sine it is bette to lease instead. The business received $30,000 for 
the warehouse. At the end of the 1995 taxation year, the business,had no more assets in class 3. 

The business:s Schedule T%(S) for its 1995 taxation @ar looks like this: 

“2b, 

L 
3 

5 / 7 

“if $5,000 135,000 130,000 

The amount in column 6 is a terminal loss. 

The import-export,business deducts the $5,000 terminal loss from its income. 

Example 2 
A clothing company bought a sewing machine in 1993 for 510,000. Now, because of the overwhelming success the company 
has had in the retail end of the business, it has decided tp concentrate solely on retailing. Consequently, the company sold 
its sewing machine in 1995 for 512,000. 

The’clothing company’s Schedule TZS(8) for its 1995 taxation year would look like this: 

: 

8 

NOse 2 
-z-- (500) $9,500 (500~ 

The amounl hi column 6 is the recapture of capital cost allowance. 

The clothing company includes the $500 recapture in its incarne. The capital gain is 512,000 minus $10,000, which 
equals $2,000. 
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Example 3 
In its 1995 taxation year, a bookstore decided to buy a computer to help keep up with the paperwork, and started using it 
right away. The computer cost $5,000. The bookstore has to apply the 50% rule when it calculates the amount of CCA it cari 
deduct for 1995. 

The bookstore’s Schedule TZS(8) for its 1995 taxation year looks like this: 

42 
Schedule T2S(8)(A), Cumulative Eligible 
Capital Dectuction 
You cari get this schedule from your tax services office or 
tax centre. 

Use Schedule TZS(8KA) to calculate the corporati6n’s 
cumulative eligible capital deduction. 

Some business-related expenditures are capital in nature. 
Corporations incur these expenditures, called eligible 
capital expenditures, to buy intangible capital property, 
known as eligible capital property. Some examples of 
eligible capital property are: 

i goodwill; 

. trademarks; 

. franchises, concessions, or licences for an unlimited 
period; and 

. patents, and li&nces to use patents for an unlimited 
period, that the corporation elects net to include in 
class 44 For more information on class 44, see the CCA 
rates and classes chart under item 41. 

Expenses the corporation incurs for incorporation, 
reorga&ation, or amalgamation also qualify as eligible 
capital expenditures. 

Eligible capital expenditures are not deductible in full, and 
they are not eli$ble for capital cost allowance. However, 
they may qualify for a partial deduction (called a 
cumulative eligible capital deduction). 

The cumulative eligible capital (CE0 account is the account 
you set up to keep track of your eligible capital 
expenditures. 

Calculate your CEC account balance on schedule TZS(8KA). 
Each year, you an deduct up to 7% of the balance. When 
completing box 1, if you bave a negative balance in your 
CEC account, add the amount you calculated in box 2 on 
Schedule TZS(8)(A) to the income on Schedule T2S0). You 
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do net bave to prorate the cumulative eligible capital 
deduction for a short taxation year. 
Referenres 
Subsection 14(5) 
Paragmph20mb) 
R-143 Mconing of Eligil>le Copilnl Expenditure 

43. 
Schedule T2%12), Natural Resource Eamed 
Depletion 
We do net print this schedule. 

A corporation cari deduct an allowance for mining and 
mineral processing. This deduction is called the depletion 
dIOWXICE!. 

If the corporation is claiming a depletion allowan&, you 
bave to show the continuity of the earned depletion base. 
Identify this information as Schedule TZS(12) in the top 
right-hand corner of the page. The earned depletion base is 
defined under Regulation 1205(l). 

Expenditures the corporation made after 1989 no longer 
increase the earned depletion base. Howwer, a corporation 
cari continue to deduct depletion allowances until it has 
exhausted its earned depletion base. 
References 

44 

Schedule T2S(13), Continuity of Resctves 
We do not print this schedule. 

You bave to show the continuity of a11 the corporation’s 
reserves by indicating the prier-year and the current-year 
reserves. If you deducted a reserve amount last year, add 
that amount to the corporation’s current-year income and 
establish a new reserve amount. 

Identify this information as Schedule T2S(13) in the top 
right-hand corner of fhe page. 
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By using reserves, a corporation ca” deduct for tax 
purposes certain amounts that it includes in business 
in,come and that are considered unearned. 

The following are some examples of reserves: 

. reserve for doubtful debts; 

. reserve for undelivered goods; 

. reserve for services not rendered; 

. reseive for amounts receivable; and 

N capital gains reserve. 

Add the prier-year reserve on Schedule T2%1) and deduct 
the current-year reserve on the T%(l). Although you show 
capital gains reserves on Schedule T2%13), you bave to add 
and deduct them on Schedule TZS(6). See item 40 under the 
heading “Capital gains reserve” for details. 

Proposed legisl&on 

Dkft legislation released in July 1995propbsed that 
corporations having eligible business income from a 
partnership and that are required to bave a December 31 
fiscal period-end (sec item 31) ca” claim a reserve over 
10 consecutive years. The corporation should show the 
continuity of the reservé on schedule TZS(13). 

45 
Schedule T2S( 16), Patronage Dividend 
Deduction 
You cari get this schedule from your tax services office or. 
tax centre. 

File Schedule T2S(16) with the T2 return if the corporation 
is’claiming a patronage dividend deduction. This deduction 
is for payments the corporation made to customers for 
allocations in proportion to patronage. An allocation in 
proportion to patromge entitles a customer to receive 
payment calculated at a rate relating to the quantity, 
quality, or value of either goods sold or services rendered. 

This deduction usually applies to co-operative corpor?tions 
that pay patronage dividends to their member customers. 
The corporation has to @ay amounfs that qualify for this 
deduction either during the taxation year, or in the 
12 months that follow the taxation year. 

Schedule TZS(16) gives details on how to calculate the 
allowable patronage dividend deduction. 
References 
section 135 
IT362 I’“rro>,“&v Diiiidcnls 

,46 
Schedule T2S(17), Allocation in Proportion to 
Borrowing (Credit Unions) 
We do not print t)7is schedule. 

If a credit union is claiming a” allocation in proportion to 
borrowing, you bave to provide us with calculations of this 
claim. Identify this information as Schedule T2S(17) in the 
top right:hand corner of the page. 

An allocation in proportion to borrowing for a taxation 
year is a” amount the ckdit union credits to a~member, on 
the terms that the membe’r is entitled to or Will receive that 
am0u*t. 

A credit union ca” deduct from its income for a taxation 
year both the total of a11 bonus interest payments, and the 
payments it made to its members for allocations in 
proportion ta borrowing. It ca” also deduct these payments 
in the 12 months after the end of the taxation year. 
However, the corporation cannot deduct a” amount if it 
could bave deducted it in the previous taxation year. 

On Schedule T2S(17), you bave to calculate the amount the 
credit union credited at a rate that is related to: 

. the amount of interest payable by the member on money 
the member borrowed from the credit union; or 

n the amount of money the member borrowed from the 
credit union. 

The amount the credit union uedited to the member has to 
bear the same rate as the interest or money that the credit 
union similarly credited to all other members of the credit 
union of the same class. 
Refermees 
Subsections 13X2) and 13X6) 
LT-483 -Crcdit Lhioris 
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Form T66 1, Claim for Scierkfic Research and 
fxperimental Development Fxpenditures 
Carried on in Canada 
You cari get this form from your tax services office or tax 
centre. 

We publish a guide, called Claiming Scientific Research nnd 
Experirrmtanl Developnrent Expmditures, which gives details 
on how to complete Form T661. This guide is also available 
from your tax services office or tax centre. 

File a current version of Form T661 if the corporation 
carries on business in Canada and has incurred 
expenditures for scientific research and experimental 
development (SR&ED) it carried on in Canada. 

Current and capital %?&ED expenditures form a special 
pool that you ca” deduct in the current year. You cari also 
carry forward to any future year the expenditures in that 
pool as long as the corporation has not deducted them 
before. 

Form T661 summarizes the costs for all SR&ED projects. 
You bave to complete the form and place it on top of the~ 
T2 return for the taxation year the corporation incurs 
SR&ED expenditures. Be sure to file Form T661 whether or 
“ot you claim an investment tax credit. If the corporation 
does “ot file Forms T661 and T2038 by the corporation’s tax 
return due date for the taxation year following the year it 
incurred the SR&ED expenditures, the corporation cannot 
claim SR&ED and investment tak credit for that year. For 
more information, see item 77. 
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When a corporation is a member of a partnership that 
incurs SR&ED expenditures, the partnership has to file 
Form T661 along with the T5013 Summary I’artwrship 
Information Return. Each partner has to file a 
T5013 Supplementary, Statentent of Partn@ip Inconze, 
showing its share of the expenditures. If the partnership is 
exempt from filing (e.g., it has fewer than six members), 
each partner has to file Form T661 with its T2 return. 
References 
Subsection 37(l) 
Regulatia” 2900 
1C-86-4 Scimttific Aescnrch nnd Expwimentnt Dmdopmwt 
IT-151 Scimtific Rescmh nnd E.rperinren,d Dcwiopnmf Expendirurrs 
Brochure (T4052) - Scientific Rescnrch nnd E~p~rinmlnl Dmlopnzen~ 

An hrfornrotimt Guide to the Tnx Incentiw Progrm 
TW88 Cloinkg Scienfific Rcscnrch md Expcrinmtnl Dewiopnmd 

Expenditum 

Proposed~legislation 
Draft Iegislation released in fuly 1995.proposes that, for 

’ taxation years that end after February 27,1995, a 
&xporation that is exempt from tax utider 
paragfaph 149(l)(j) of tho Incorne Tu.% Act Will bave to file 
Form T661,by its income tax return filing-due date for 

‘, fh!? yenr, to report its SR&FD work a~~d expen@iture$. 
However, if the corporation files ,Form T661 within ,, 
90,days of Royal Assent, the T661 Will be considered to 
ha*@ been filed on time. 

Calculating cuvent-year losses 
A corporation may net always bave net income to report on 
line 111. Instead, it may bave incurred a 10% for the year. 
The following section describes the different types of losses 
a corporation cari incur, and how to calculate these losses. 

On line 111, be sure to enter in brackets the corporation’s 
net loss for the year. 

48 

Calculating non-capital losses 
TO determine a non-capital loss for the corporation, do the 
following calculation: 

IAtBl-IC‘+D+El 

TO calculate amount A, 

add the following amounts: 

. losses from carrying on a business 
or from property 1 

. allowable business investment losses 2 

n net capital losses of other taxation years 
the corporation deducts under 
paragraph Ill(l)(b) 3 

. taxable dividends the corporation 
received that are deductible under 
section 112 and subsections 1130) 
and 138(6) 4 

n the unused part of the Part VI.1 tax 
deductible when calculating taxable 
income 5 

. amount deductible under 
subparagraph 110(1)(0(i) for income 
exempt from tax in Canada because of 
a tax treaty with another country 

Total of lines 1 to 6 

. the corporation’s income for the year 

6 

7 

from a11 sources 8 

Amount A (line 7 minus line 8 - if 
negative, enter “nil”) A 

Amount B is any foreign tax deductions under 
section 110.5. 

Amount C is the corporation’s farm Ioss for the year (sec 
item 52 for details). 

Amount D is the corporation’s fuel tax rebate 10s~ 
abatement for the year. 

Amount E is the total of a11 amounts by which the 
non-capital loss of the corporation for the year is required 
to be reduced because of section 80. 

,,, 

Example 
In the beginning of 1995, Farmco operated a farmitig 
business and incurred a loss of $10,000. The corporation 
decided to sel1 the farming operation and receive~ proceeds 
of disposition of 5200,000. There was a taxable capital gain 
of 525,000 on the sale. 

It used the money to purchase hvo businesses, a hardware 
store and a sawmill. In.the taxation year ending 
December 31,1995, the hardware store had a loss of 
$50,000, and the sawmill showed a profit of $20,000. Farmco 
also received taxable dividends in the amount of $1,000 that 
it cari deduct under section 112. 

Farmco calculates its non-capital loss as follows: 

Total of all losses it incurred from carrying on a business, 
and the amount of taxable dividends it received that are 
deductible under section 112: 

Loss from hardware store $50,000 

LOS~ from farming 510,000 

Taxable dividends received and 
deductible under section 112 $1,ooo $61.0& 

Minus 

Income from a11 sources: 

Taxable capital gain $25,000 

Income from sawmill $20,000 

Taxable dividends received $ 1,000 $46,000 

Amount A 515,000 

Minus 

Amount C Farm 10s~ $10,000 

Non-capital loss iu!x!Q. 

Farmco has to show ($4,000) on Iine 111 of the T2 retwn, 
and 51,000 on line 119, which totals $5,000 in non-capital 
losses. lt records the $10,000 farm loss separately on 
Schedule T2%4). 
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On Schedule TZS(4), enter the year’s non-capital 10s~. You 50 
Will find details on the T2S(4) in item 59.‘Seé item 61 for 
rules on how to apply non-capital losses to other years. 

Calculating restricted farm losses 

Referenees 
If the corporation’s chief source of income is neither 

Subsection 111W farming nor a combination of farming and another source 
IX302 Losscs ofn Corpornlion - 7% Effcccl thnf Aqidion 0fConfml. of income, the loss arising from the farming activity that the 

Anrnlwnmtion nnd Windinp-Un HO~C on Their Deduclibilitv -Affcr corooration cari deduct is restricted. An amount of farm 
I”““““Y 15,1987 ” 

” AGIR 
loss allocated from a partnership may also be restricted. 

49 
The amount of farm loss you cari deduct from net income 
for income tax purposes is A or 8, whichever is les: 

Calculating allowable business investment 
losses 
You bave to calculate an allowable business investment loss 
(ABIL) in the same way as you would calculate an 
allowable capital 10~s. See item 40 for details. 

Gecerally, a business investment loss arises from the 
arm’s-length disposition (or deemed disposition) of: 

. shares of a small business corporation; or 

n ‘certain debts owed to the corporation by a small business 
corporation, certain bankrupt corporations, or certain 
wound-uo comorations (these corporations bave to deal 
with the &po>ation at arm’s length). 

A small b,usiness corporation is defined in 
subsection 2480). 

You cari deduct an ABIL from all sources of income for th@ 
year. Any balance remaining after the year the @SS occurs 
becomes part of the coruoration’s non-capital 10s~. You ca” 
carry the non-capital loss back three taxaiion years or carry 
it forward se~en taxation years. If you are unable to deduct 
an ABIL as a non-capital loss within this allowed time 
frame, the unused part becomes a net capital loss, and yqu 
cari carry it forward indefinitely to reduce taxable capital 
nains. 

_ _ 

A. the farming loss for the year; or 

B. $2,500 plus one of the following amounts, whichever is 
Iess: 

(i) (farming loss for the year minus $2,500) divided 
by 2; and 

(ii) $6,250.. 

Add to the corporation’s income on Schedule TEX) the 
difference between: 

n the actual farm loss you deducted on the financial 
statements; and 

. the deductible farm loss you calculated above and a11 
amounts by which the corporation’s restricted farm loss 
for the year is required to be reduced because of 
section 80. 

This difference is called a restricted farm Ioss, and you 
bave to enter it on Schedule T2SC4). See itém 59 for details. 

Note 
Section 31 of the Act does net restrict the portion of the 
loss arising from a claim for expenditures for scientific 
research and experimental development. 

If the corporation is claiming an ABIL, attacha separate 
statement to the T2 return that contains the followïng 
information: 

n the name of the small business corporation; ‘ 

Example 
Pub&s chief source of income cornes from publishing. The 
company also owns a farm where they raise horses for 
harness racing. The corporation incurred a 10% of $30,000 
from the farming business. 

. the number and class of shares, or the type of debt the l’ubco calculates the deductible farm 10~s and the restricted 
corporation disposed of; farm loss as follows: 

n the date the corporation acquired the debt or the shares; A. Farm loss $30,000 

. the proceeds of disposition; 

. the adjusted cost base; 

n the outlays and expenses on the disposition; 

n the amount of loss the corporation claimed; and 

n written confirmation that the transaction has taken place 
between parties dealing at arm’s length. 

Deduct the corporation’s ABIL on Schedule T%(l). Include 
any unused A,BIL with the corporation’s non-capital losses 
on Schedule T2SC4). See item 59 for details. 
References 
Paragraph39(1k~ 

Minus the deductible farm loss: 

B. $2,500 plus one of the following amounts, 
whichever is les% 

Ci) (530,000 minus $2,50O).divided 
by2= $13,750 

and 

(ii) 

Restzjcted farm loss 

$ 6,250 $ 

Pubco’s deductible farm loss is 58,750. If Pub&s income 
from other sources is less than its deductible farm loss, then 
the difference is the corporation’s farm loss for the year. See 
item 64 for information on how to apply farm losses. 

Pubco adds the restricted farm loss of $21;250 to its income 
on Schedule T2S(l), and also enters it on Schedule T2%4). 



Sec item 60 for details on how to apply restricted fum 
losses to other years. 
R‘2feE”Ce 
Subsectio” 31w 

A. 

8. 

51 
Calculating losses allocated from a limited 
pcdnership 
A corporation that is a limited partner and receives a 
T5013 Supplementary, Stntement ofl%rtnership lncom, Will 
find the amount of limited partnership loss allocated toit in 
box 23 of the slip. 

If the limited partner does not receive this form because the 
partnership is exempt from filing (e.g., it has fewer than six 
members), you bave to file the partnership’s financial 
statements with the T2 return to substantiate the 
corporation’s share of the partnership loss fooi the year. 
Report the amount in the taxation year during which the 
partnership’s taxation year ends. 

The portion of a partnership loss that a limited partner cari 
deduct in determining net income for income tax purposes 
tiay be restricted. 

Calculate this deductible part of the loss as A or 8, 
whichever is less: 

the corporation’s share of the limited partnership’s 10% 
from a business (other than a farming business) or from 
property; or 

the corporation’s at-risk amount at the end of the 
partnership’s taxation,year, minus the following 
a”lounts: 

. the corporation’s share of investment tax credits of 
the partnership for the year; 

n the corporation’s share of any losses of the 
partnership for the year from a farming business; and 

. the corporation’s share of resource expenses incurred 
by the partnership for the year. 

In general terms, you bave to calculate a limited partner’s 
at-risk amount as follows: 

n the adjusted cost base of its partnership interest; 

PIUS 

. its share of the current year’s income from the 
partnership; 

. all amounts the partner owes to the partnership, and any 
amount or benefit t0 which the partner is entitled that is 
intended to protect it from the 10% of its investment. 

Inter&s in partnerships that were operating on a reguiar 
and continuous basis on and after February 25,1986, are 
exempt from the at-risk rules. However, partnership 
intwests may lose their exempt status if, after 
February 25,1986, there has been either a substantial 
contribution of capital to the partnership, or substantial 
partnership borrowings. 

The difference between the corporation’s share of the Mua1 
loss of the limited partnership show” on the financial 

statements and the corporation’s at-risk amount is called a 
limited partnership 10s~. You bave to edd this amount on 
Schedule T2W. You also bave to include the amouqt of 
the limited partnership loss on Schedule T%(4). Sec item 59 
for details. You Will find details on how to apply limited 
partnership losses to other years in item 62. 
lwerences 
Subsection 96t2.1) 

52 
Calculating farm losses 
To determine a farm 10~s for the corporation, do the 
following calculation: 

A-B 

where 

A is the lesser of 

n the 10s~ from farming or fishing that is more than the 
farming or fishing @orne for the year; or 

n the amount of the non-capital loss (as calculated in 
item 48).before you deduct the farm loss for the year. 

B is the total of all amounts by which tha farm loss of the 
corporation for the year is required to be reduced because 
of section 80. 

Keep in mind that the farm loss cari also include an amount 
allocated from a partntirship. On Schedule T2S(4), enter the 
corporation’s farm 105s separately from its non-capital loss. 
Sec item 59 for details. 

You Will find details on how to apply farm losses to other 
years in item 64. 
Reference 
s”bsccti”n 111Ec 

53 
Calculating losses when there is a change in 
control 
There are special rules for calculating and deducting net 
capital losses, non-capital losses, and farm losses for 
corporations following an acquisitionof control. 

54 
Line 111 - Net income or loss for income tax 
purposes 
On line 111 on page 3 of the T2 return (page 1 of the 
T2 Short), enter the net income or loss for income tax 
ptirposes, as you calculated on Schedule T%(l). If you did 
not bave to make any adjustments to the net income or loss 
from the financial statements, enter on line 111 the net 
incarne or 10s~ from the income statement. Remember to 
show the.amount of any loss in brackets. 



Note 
On Schedule TZS(l), do not deduct charitable donations, 
taxable dividends, or net capital losses, non-capital 
losses, farm losses, or restricted farm losses from other 
years. You bave to deduct these items from net income 
for i,ncome tax purposes to arrive, at taxable income. 

line 115, enter the amount of the current-year claim (UP to 
20% of line 111). 

Note 
When a credit union calculates its income for the 
purposes of the 20% limit, it has to add back any 
amounts it previously deducted for bonus interest 

Calculating taxable income 
The following section explains how to calculate the 
deductions you may be able to claim to reduce net income. 
You Will use these amounts to arrive at taxable income. 

55 
Lines 113 and 115 -‘Charitable donations - 
Schedule $2X2) 
We do not print Schedule T2S(2), Charitable Donations. 

On Schedule T2S(2), you bave to report any donations the 
corporation made during the taxation year to any of the 
following organizations: 

payments and payments for allocations in proportion to 
borrowing. 

Rde*e”W 

56 
Line 117 - Crown, cultural, and ecological 
gifts - Schedule T2S(2). 
We do not print Schedule T2Sf2), Crown, Cultural, and 
Ecolo@d Cifts. 

Crown gifls 
A corporation cari claim a deduction from net income for a 
gift it made to Canada or to a province. The amount of the 

. registered charities (including registered national arts deduction is net limited to 20% of the corporation’s net 

service organizations); income, as is the case for charitable donations. The most 

. registered Canadian amateur athletic associations; 
you cari deduct is the total gifts the corporation made in the 
current taxation year, and any gifts the corporation has not 

n housing corporations resident in Canada and exempt previously deducted from the five previous years. 

from Part 1 tax under parairaph 149(l)(i); Deduct charitable donations first. Then, claim Crown gifts. . -_ 

m Canadian municipalities; 

n the United Nations or its agencies; 

n prescribed universities outside Canada listed in 
Schedule VIII of the Incorne TRX Regulations; or 

n charitable organizations outside Canada to which the 
federal government bas made a gift during the 
corporation’s taxation year, or the 12 months 

If the amount of the gift is more than the corporation’sriet 
income for the year minus any charitable donations you 
claim, you cari carry the excess forward for up to five years. 

On Schedule T2S(2), show the amount of each gift made in 
the current year, and group any gifts the corporation is 
carrying forward by the year in which the corporation 
made the,gifts. 

Note 
immediately before that taxation year. If you make a monetary gift to Canada, you cari choose 

For each donation of $100 or more, give the name of the 
to opply it to the Debt Servicing and Reduction Account. 

organization and, in the case of a registered charity or an If you are sending a cheque, make it out ta the Receiver 

athletic association, its registration number. ldentify this 
General for Canada and mail it to: Place du Portage, 

information as Schedule TZSI 12) in the top right-hand corner Phase 3,11 Laurier Street, Hull QC KlA 055. 

of the page. 
Public Works and Government Services Canada Will 
vrovide vou with a receiot. Be sure to include a note r AGIR 

You do not bave to send receipts with the T2 return, but saying that you want your amount applied to this 
keep them in case we ask to see them later. If you give US account. The federal governrnent Will only use these 
inaccurate organization names or registration numbers, it amounts to service the public debt. 
may delay the processing of the return, and we may bave to R&re”Ce 
disallow part or a11 of the claim. Pamgmpb 110.1(l)(b) 

The amount of charitable donations that a corporation cari 
deduct is limited to 20% of its net income (lime 111). If you 
are reporting ni1 net income or a loss for the year, you 
cannot claim donations to create orincrease a 10s~. 

However, you cari carry forward unused charitable 
donations and claim them in the five following taxation 
years. On Schedule T2Sf2), group a11 donations you are 
carrying forward by the year in which the corporation 
made the donations. 

On line 113 on page 3 of the T2 return, enter the total 
amount of current-year charitable donations and donations 
carried forward from the five previous taxation years. On 

Cultural gifls 
A corporation cari claim a deduction from net incarne for a 
gift of cortified culhrral property it made to designated 
institutions and public authorities. The most you cari 
deduct is the total gifts the corporation made in the current 
taxation year, and any undeducted gifts from the five 
previous years. 

Deduct charitable donations and Crown gifts first. Then, 
daim cultural gifts. If the amount of cultural gifts is more 
than the corporations net income for the year minus any 
charitable donations and Crown gifts,you claim, you cari 
carry the excess forward for up to five yexs. 
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On Schedule T2S(2), show the amount of each giit the 
corporation made to a designated institution in the current 
year. Group ail gifts you are carrying forward by the year 
in which the corporation made the gifts. 

References 
Parograph 11cl.1ll~(c) 
1T407 Disposition nfter 1987 of Cnnndim Culturnl Property 

With the T2 return, you bave to send receipts that support 
deductions for Crown gifts, or culturtil gifts. 
Regulation 3501(1.1) outlines the information that has to 
appear on the receipt. 

On line 117 on page 3 of the T2 return, enter the allowable 
claim for Crown gifts, or cultural gifts, including am&nts 
you bave carried forward. 

Proposed legislation 

Ecological gifts 
Draft legislation released in July 1995 proposed that the 
20% limitation Will not apply to-donations of land the 
Minister of thé Envirotient certifies t0 be important to 
preserving Canada’s environmental heritage, and 

: donated after February 27,1995, to C&wdian 
municipalities and regis@red cHariti6+ that are 
desigtiated by that Ministei. This proposa1 Will also 
apply to.gifts of covenants, servitudes, and easements 
made for certified land: 

Attach to the return both the officia] r&eipt and the 
certificàte &rtificute for Donation of Ec~&$~lly Sensitive 
Land, issued by the Minister of the Environment. 

57 
Line 119 - Taxable dividends deductible 
under section 112 or 113, or both - 
Schedule T2S(3) 
You cari get Schedule T2S(3), Diuidends Received nnd Taxable 
Dividends Nid, from your tax services office or tax centre. 

Complete Schedule T2S(3) if the corporation either received 
or paid dividends. Even though Schedule T2S(3) is 
prescribed for private and subject corporations, it cari be 
used by any corporation. 

On line 119 on page 3 of the T2 return, enter the amount of 
taxable dividends the corporation re&ed and that is 
deductible from income under sections 112,113, or both. 
This amount is the total in column 4 of Area A on 
Schedule T2S(3). 

See item 81 for more information about taxable dividends 
that you cari deduct under sections 112 and 113. See item 83 
for information about dividends the corporation paid. 

By deducting taxable dividends the corporation received 
from its net income or loss amount show” on line 111, you 
cari create or increase a npn-capital loss for the year. 
RefOe”W 
IT-269 Pnri IV Tnx OH Tnxdde Dividende Received b!, R Priuo,c Corpornrim orn 

Subject Corpororion 

58 
Line 120 y Part VI. 1 tax 
A corporation that pays Part VI.1 tax on dividends it paid 
on taxable preferred shares and short-term preferred shares 

40 

cari deduct part of this Part VI.1 tax from its income. This 
deduction is equal to nine-fourths (9/4) of the Part VI.1 tax 
the corporation has to psy. 

On line 120 on page 3 of the T2 ,return, enter ihe amount of 
the Part VI.1 tax deduction you calculated. See item 89 for 
details on how to calculate Part VI.1 tax. 
&2fWS”Ct- 
Pcmagraph 110ll~lk~ 

Applying losses 
A corporation cari carry forward or carry back unused : 
losses and deduct them froti income it earned in the 
current taxation year or in prier taxation years. The 
following section explains how to keep records of the 
corporation’s various losses, how to apply theJe losses to 
other years, and how to deduct the different types of 
prier-year losses the corporation is claiming. 

59 
Schedule T2S(4), Corporation Loss Continuity 
and Application 
We do net print this schedule. 

If the corporation is carrying forward losses or has 
current-year losses of any kind, please provide a summary 
of the following: 

n the balance of non-capital losses, net capital losses, farm 
losses, restricted farm losses, and limited partnership 
losses that the corporation is carrying forward; 

. the amount of each loss the corporation incurred in the 
current year; 

4 the amount of each loss you deducted when c&ulating 
the corporation’s taxable income; 

n the amount of non-capital losses and farm Iosses you 
claimed to reduce the corporation’s dividends that are 
subject to Part IV tax; 

. the amount of each loss that expired during the year; 

n the amount of each loss that you carried back to prier 
years; 

. the amount of each loss transferred to a new corporation 
on amalgamation; 

. the amount of each loss transferred to a parent 
corporation on the winding-up of a subsidiary 
corporation of which the parent owned at least 90% of 
the issued shares of each class immediately before the 
wind-up; and 

n the balance of each loss at the end of the taxation year. 

Identify this information as Schedule T2S(4) in the top 
right-hand corner of each page. 

A corporation cari choose whether or not to deduct an 
available loss from income in a taxation year. You cari 
deduct losses in any order. However, for each type of loss, 
make sure to deduct the oldest awailable loss first. 

Add any unused allowable business.investment losses 
which are expiring as non-capital losses to the net capital 
losses in that year. 



You cannot apply losses from other years to either create or 
increase a non-capital loss for the taxation year. 

60 
Line 121 - Restricted farm losses of prior 
taxation years 
YOu cari only apply a restricted farm loss to reduce the 
corporation’s farming income it earned in thhe three 
previous taxation years and in the ten following taxation 
years. On line 121 on page 3 of the T2 return, enter the 
amount of restric&d farm loss you are carrying forward 
from previous taxation years. 
R&E”Ce 
Pmgraph Ill(l)(c) 

61 
Line 123 - Non-capital losses of prior 
taxation years 
You cari use’non-capital losses to reduce either taxable 
income or dividends that are subject to Part IV tax, as 
explained in A and B below. 

A 

B. 

You cm apply a non-capital loss to reduce a11 types of 
income the corporation earned in the three previous 
taxation years and in the seven taxatiofi years that 
follow. 

On line 123 on page 3 of the TZ return, enter any 
non-capital losses the corporation is carrying forward 
from previous years to reduce taxable income. Please 
note that the amount you enter on line 123 includes 
both the non-capital 10% and any limited partnership 
loss from prior years. Sec item 62 for details. 

You cari use a non-capital loss to reduce dividends that 
are subject to Part IV tax (sec item 81 under the heading 
“Columns 5 and 6: Dividends subject to Part IV ta” for 
details). 

On line 406 on page 7 of the T2 retirn, enter the amount 
of current-y& non-capital loss, prier-year non-capital 
loss, or bath, that the corporation wahts to use to 
reduce dividends subject to Part IV tax. 

~Paragraphs Ill(l)(a), 186Uk), and 186(l)(d) 

62 
Line 123 - Limited partnership losses bof prior 
taxation years 
You cari carry forward a limited partnership 10~s 

indefinitely, and you cari deduct it from any source of 
income. Calculate the amount of fhe deductible limited 
partnership loss as either A or B, whichever amount is les% 

A. the amount of the limited partnership 10~s the 
corporation is carrying forward; or 

B. the corporation’s at-risk amount (sec item 51) at the end 
of the partnersbip’s taxation year that ends~in the 
current taxation year of the corporation, minus the 
following amounts: 

. the corporation’s share of the partnership’s 
investment tax credits for the year; 

. the corporation’s share of any losses of the 
partnership for the year from a business or property; 
and 

. the corporation’s share of resource expenses that the 
partnership incurred for the year. 

Example 
Oilco is a limited partner in a partnership which invests in 
oil exploration. 

Oilco’s taxation year runs from &cemb& 1,1994, to 
November 30,1995. 

For its December 31,1994, taxation year-end, the 
parlnership a!located~ $500 in Canadian exploration 
expenses, $1,000 in investment tax credits, and $5,000 in 
income to Oilco. 

On December 31,1994, Oilco’s at-risk amant for the 
partnership was $3,000. 

Oilco also has a $2,000 carry-forward of limited partnership 
lOSSt?S. 

Oilco calculates the deductible part of ~the limited 
partnership 10% for its 1995 taxation year as follows: 

Amount A or B, whichever is less: 

A. Limited partnership loss carry-forward $2,000 

and 

B. Oilco’s at-riskamount * 

minus 

$3,000 

Canadian exploration expenses $ 500 

Investment tax credits $1.oooG&tjoJ 

Deductible part of limited partnership loss i+ALa2 

Oilco cari still carry forward $500 as a limited partnership 
10%. 

On line 123 on page 3 of the T2 return, enter the amount of 
limited partnership Ioss you are carrying forward frbm 
previous taxation years. Remember that the amount you 
enter on line 123 includes bath the limited partnership loss 
and any non-capital loss from pria years. Sec item 61 for 
details. 
lwerence 
Paragraph IllW(e) 

63 
Line 125 - Net capital losses of prior taxation 
years 
You cari apply a net capital loss to reduce the amount of 
taxable capital gains the corporation included in its income 
in the three previous years, and in any later year. 

Usually, a net capital loss of a corporation for a taxation 
year is: 

n its allowable Gapital lasses for the year from dispositions 
of property; minus 

. its,taxable capital gains for the year from dispositions of 
property. 

41 



However, as we noted in item 40, you crin only use an 
allowable capital loss that arises from disposing of listed 

year that has a different inclusion rate, use the following 
formula: 

persona1 property to reduce taxable capital gains that arise 
when the corporation disposed of such property. inclusion rate for the 10s vear x the taxable cauital gain 

After 1989, a net capital 103s is 75% of the capital 10~s. 
inclusion rate for the gain year 

Between 1988 and 1990, the 75% inclusion rate was phased Form TZA, Request for Corporation LO~S Carry-Back, provides 

in. The transitional inclusion rates for previous years are as calculations to help you make the adjustments you need 

follows. when carrying back a net capital loss to a year with a 

Catiadian-controlled private corporations throughout the 
different inclusion rate. 

year: The following example shows you how to make the 

. 50% before 1988; 
necessary adjustments when you are carrying forward a net 
capital 10~s to a later year with a different inclusion rate. 

. 66 2/3% after 1987 and before 1990; qd 

. 75% after 1989. 

Other corporations: 

. 50% before July 1988; 

. 66 2/3% after June 1988 and before 1990; and 

. 75% after 1989, 

Note 
When the date on which the inclusion rate changes falls 
within the corporation’s taxation year, you bave to 
prorate the inclusion rate based on the number of days 
in the taxation year before and after the date the rate 
changes. When you prorate an inclus!on rate, make sure 
to include at Ieast seven decimal places. You Will find an 
example in the next section that shows you how to 
calculate an inclusion rate. 

Actjusting net capital Iosses for different inclusion rates 
You bave to adjust the amount of net capital losses that the 
corporation is either carrying back or carrying forward to a 
year with a different inclusion rate for capital gains. You 
bave to adjust these losses to compensate for the difference 
between the inclusion rate for the loss year (Le., the year the 
10~s occurred), and the inclusion rate for the gain year (the 
year to which you apply the 10s~). 

The netcapital loss the corporation claims in a particular 
year wtll increase when the inclusion rate for the loss year 
is lower than the inclusion rate for the later year in which 
the corporation claims the loss. 

The net capital loss the corporation claims Will decrease 
when the inclusion rate for the loss year is higher than the 
inclusion rate for the gain year. 

Note 
You bave to make these adjustments at the time you 
apply a net capital loss to a previous or lziter year that 
has a different inclusion rate. Show the actual amount 
(Le., unadjusted amount) of available net capital losses 
on Schedule T2S(4). 

TO adjust a net capital loss for different inclusion rates, use 
the following formula: 

inclusion rate for the gain vear x the net capital loss 
inclusion rate for the loss year 

TO determine how much net capital loss you need to 
entir&$ offset a certain amount of taxable capital gain in a 

,,, 

Example 
Investco is a Canadian-controlled private corporation. It 
had a taxable capital gain of $100,000 from selling some real 
est& during the taxation year beginning July 1,1994, and 
ending on J&e 30,1995. 

Five years ago, the corporation incqrred a net capital loss of 
$150,000. It decides to apply the 1990 net capital loss to the 
1995 taxable capital gain. 

Investco calculates the net capital loss it Will apply and any 
remaining balance as follows: 

Net capital loss carry-forward per 
Schedule TZS(4) 

Minus amount A or 8, whichever is less: 

A. Net capital loss carry-forward: $150,000 

and 

$150,000 

8. Net capital loss the corporation ne& to entirely offset 
the taxable capital gain: 

.7079909** Y. $100,000 = $94,399 
.75” $94,399 

Remaining net capital loss available for 
carry-forward -enter this amount on 
Schedule T2S(4) - 

Adjusted net capital loss to enter on line 125: 

594,399 x .75* = 
.7079909** 

* The inclusion rate for the 1995 taxation, year is .75. 

*‘Since the date the inclusion rate changed fell within 
Investco’s 1990 taxatioti year (July 1,1989, to 
June 30,1990), Investco bas to prorate the rate based on 
the number of days in the taxation year before and after 
the date the rate changed, as follows: 

Days in taxation year before 1990: 184 

Days in taxation year after 1989: 181 

Total days in taxation year: 365 

Inclusion rate for 1989: .6666667 

Inclusion rate for 1990: .75 



The inclusion rate for Investco’s 1990 taxation year is: 

184 x 6666067 = .3360731 
365 

plus 

181 x .75 = 
365 

On !ine 125 on page 3 of the T2 return, enter the adjusted 
net capital losses the corporation is carrying forward from 
previous years and applying to reduce taxable capital gains. 
Rekrenees 
Section 38 

64 ” 
Line 126 - Farm losses of prior taxation years 
You cari use a farm loss to reduce either taxable income or 
dividends that are subject to Part IV tax, as explained in A 
and B below. 

A, 

B. 

You cari apply a farm loss to redu& all types of income 
the corporation earned in the three previous taxation 
years and the ten taxation years that follow. 

On line 126 on page 3 of the T2 return, enter the farm 
losses the corporation is carrying forward from 
previous years to reduce taxable income. 

You cari use a farm loss to reduce dividends that are 
subject to Part IV tax (sec item 82 under the heading 
“Columns 5 and 6: Dividends subject to Part IV ta” for 
details). 

On line 406 on page 7 of the T2 return, enter the amount 
of the curent-year farm loss, prior-year farm loss, or 
both, that the corporation is using to reduce dividends 
subject ta Part IV tax. 

65 
Line 127 - Taxable income 
On line 127, enter the corporation’s taxable income. TO 
calculate this amount, subtract all the deductions you 
entered on lires 115 to 126 from the net income for income 
tax purposes on line 111. 

If the result is a las?., enter ni1 online 127. 

Note 
If youwant to carry back a current-year loss to a 
previous taxation year, sec item 9 for information on 
Form T2A, Request for Corporntion Los Carry-Back. 

66 
Schedule T2S(28), Addition fo Taxable 
Income for Foreign Tax Deductions 
We do not print this schedule. 

You cari use fore@ income tax credits to reduce Part 1 tax 
that the corporation would otherwise bave to psy. Under 

section 110.5, a corporation that cannot deduct its foreign 
income tax credits (e.g., it bas nq Part 1 tax payable for the 
year) an choose to add an amount to its taxable income. In 
this way, the corporation cari use these otherwise 
non-deductible foreign tax credits. 

The amount you add to income for this purpose forms part 
of the corporation’s non-capital 10s~. See item 48 for details. 
However, the corporation cannot add an amount under 
section 110.5 if that addition increases any of the following 
deductible amounts: 

. the small business deduction; 

n the manufacturing and processing profits deduction; 

. the federal logging tax credit; 

m the federal political contribution tax credit; or 

n the investment tax credit. 

You bave to show how you determined the addition that 
you bave included in taxable income, as calculated under 
section 110.5. 

Identify these calculations as Schedule T25(28) in the top 
right-hand corner of each page. 

On the line called “Addition,” enter the amount you added 
to income under section 110.5. Add the amount on line 127 
to tbis “Addition” amouixt, and enter the total on line A, 
“Adjusted taxable income.” You Will find these lines on 
page 3 of the T2 return. 

Calculating base amount of Part I tax 
67 
Line 202 - Base amount of Part I tax 
The basic rate of Part 1 taxis 38% of taxable income. TO 
determine the base amount of Part 1 tax, calculate 38% of 
the corporation’s taxable income from line 127 on page 3 of 
the return (or from amount A, “Adjusted taxable~income,” 
if it applies). 

On line 202 on page 3 of the T2 return, enter this base 
amount. AISo, enter the base amount o.n Line A on page 6 of 
the T2 return. 

The “Small Business Deduction” box 
68 
Lines 223,225, and 227 

” Corporations that were Canadian-controlled private 
corporations (CCPCs) throughout the taxation year may be 
able to claim the small business deduction (SBD). The SBD 
reduces Part 1 tax that the corporation would otherwise 
bave to psy. 

The SBD is 16% of the least of fhe following amounts: 

n the corporation’s income from active buSiness it carried 
on in Canada (line 223); 

. the corporation’s taxable income (line 225); 

n the corporation’s business limit (lin? 227); and 
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n the corporation’s reduced business limit (amount F on 
page 3 of the return). 

In the following section, you Will find explanations of each 
of the above amounts. 

Once you bave calculated the SBD, enter it on line 8 on 
page 6 of the T2 retur”. 

Line 223 -, Incbme from active business carried on in 
Canada - S’chedule 52X7) 
You ca” get Schedule TZS(7), Calculalion of Actizx Business 
and Investment Income from your tax services office or tax 
centre. 

Use Schedule T2S(7) (Rev. 93) to determine the following 
EX”OU”tS: 

. the corporation’s active business income that is eligible 
for the SBD; 

. the corporaiion’s net Canadian and foreign investment 
income for calculating the refundable portion of Part 1 tax 
(sec item 70 for details); and 

= the active business incorne of a corporation that is 
claiming the SBD and is a member of a partnership. 

Pr&po&d legislation 
Draft legislation released in July 1995 proposed a change 
to the definition of “incorne of the corporation for the 
year from an active business.” Because of this “ew 

1 definition, a revised T2S(7) (Rev: 95) @IS to be u&d by a 
corporation with a taxation year ending after 

: June30,1995, to de;er$ne t@ following amounts: 

. the corporation’s actiire business income carried on in 
Canada that is’eligiblé for the SBD;~ 

. the corporation’s aggregate and fore@ investment 
income for calculating the refundable portion of Part 1 

,,,tax;and. 

. the specified parhership income for members of a ,, 
partnership~for taxation years ending after 1994. 

Note 
If th&corporation’s taxation year ends between 
Jamiary 1,1995,,and June $0,1995, iransfer the amount 
fÏom line (M) “net adjustment for partnership income” 
from page 2 on schedule T2S(7), Rec. 95 to line (L) o” 

. page 1 of schedule TZS(7) Rev.‘93. 

Active business income - Generally, active business 
income is income the coqioration earns from a business 
source, including any income incidental to the business. 

Active business income does net include income from a 
specified investment business or from a persanal services 
business. Income from these types of businesses is 
therefore not eligible for the SBD. 

Specified investment business-A specified investment 
business is a business with the principal purpose of 
deriving income from property, including interest, 
dividends, rents, or royalties. 

In ihe following instances, however, income from a 
specified investment business is considered to be active 
business income, and is therefore eligible for the SBD: 

n when the corporation employs more than five full-time 
employees in the business throughout the year; or 

n when a” associated corporation,provides managerial, 
financial, administrative, maintenance, or other similar 
services to the corporation while carrying on a” active 
business, and the corporation would bave to engage 
more tha” five full-time employees to perform these 
services if the associated corporation was not providing 
them. 

Proposed legislation~ c,:. 

Draft legislation released in April1995 p!oposed @ 
amend the definition specified inv&ment business, 
applicable to,the 1995 and later taxation,year?, to include, 
a business carried on by a prescribed labour+ponsored 
venture capital corporation whcre the m+i purpose of 
the business is to derive income from property. This 
masure applies regardless,of the number of employees, 
of the corporation or of a”y corporation associated with, : 
it. 

Note 
The business a credit union caries on, and the business 
of leasing property other than real property are net 
considered specified investment businesses. 

Personal services business - A persona1 services business 
is a business that a corporation carries on to provide 
services to another entity (ia, perso” or partnership) that 
an Gfficer or employee of that entity would usually 
perform. Instead, the services are performed by a” 
individu81 on behalf of the corporation providing the 
services. That individual is called a” incorporated 
employee. 

Any income the corporation derives from providing the 
services is considered income from a persona1 services 
business. as long as both of the following conditions are 
met: 

. the incorporated employee who is performing the 
services, or any perso” related to him or her, is a 
specified sharehqlder of the corporation; and 

m the incorporated employee would, if it were net for the 
existence of the corporation, reasonably be considered a” 
officer or employee of the entity receiving the services. 

However, if the corporation employs more than five 
full-time employees throughout the year or provides the 
services to an associated corporation, the income is not 
qmsidered to be from a persona1 services business. 
Therefore, the income is eligible for the SBD. 
R&re”Ce 
IT-73 77~ Svrnii B~~si~~css.Deduoio~t - hrcome fmr oni Adiw Business, n 

Specifid inuesinre~~i Business md o Pmoml Scmiccs Busimss 

A specified shareholder is a taxpayer who owns, directly 
or indirectly at any time in the year, at least 10% of the 
issued shares of any class of capital stock of the corporation 
or a related corporation. 
R&T”CW 

How to calculate active business income carried on in 
Canada - Generally, to calculate active business incorne 
from carrying on a business in Canada, you bave to deduct 
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from the corporation’s net income for income tax purposes Line 227 - Business limit 
any of the following amounts that apply: Generally, a corporation’s business limit for a taxation year 

. taxable capital gains minus allowable capital losses; is $2OO,OOO, as long as the corporation is not associated with 
any other corporation. 

w  dividends that are deductible from income under 
sections 112 and 113; ” Canadian-controlled private corporations that are 

. property income minus property losses; 

. property incotie from a” interest in a trust; 

. foreign business income; 

asso’ciated with one or more corporations during the 
taxation year bave to file Form T2013, Agreement Among 
Associated Corporafions, to allocate the $200,000 business 
limit among them. See item 22 for details about 
Form T2013. 

. incarne from aspecified investment business; and 

n incarne from a persona1 services business. 

Specified partnership income - A corporation that is a 
member of a partnership has to complete Schedule T2S(7) 
to calculate its active business income. 

The corporate partnership rules impose a limit of $200,000 
on the amount of active business income a partnership that 
is eligible for the SBD earns. This amount is allocated 
among a11 partners. 

Specified partnership income is the amount of partnership 
income eligible for the SBD that is allocated to the 
corporation. You bave to add this incarne to the 
corporation’s active business income. 

If the partnership,incurs a loss from carrying on a” active 
business, you bave to deduct the corporati&‘s share of that 
lossfrom its active business income. This is referred to as a 
specified partnership 10s~. 

If the corporation received a T5013 Supplementary, 
Statement of Partnership Incorne, that shows its share of 
partnership income or loss, include this form with the 
T2 return. See item 31 for details. 

On line 223 on page 3 of .the T2 return, enter the total active 
business income you calculated on Schedule T2S(7). 

Line 225 - Taxable income 
The taxable income you use to calculate the SBD is ustially 
the amount you entered on line 127 on page 3 of the 
T2 return. However, if’the corporation has claimed either a 
foreign non-business income tax credit, a foreign business 
income tax credit, or both, you bave to reduce this taxable 
income by: 

n ten-thirds (10/3) of the amount you are deducting as a 
foreign non-business income tax credit; and 

* ten-fourths (10/4) of the amount you are deducting as a 
foreign business income tax credit. 

You also bave to reduce taxable income by sny amount 
that, because of federal law, is exempt from Part 1 tax. 
R&R”CW 
Paragraph 12XlKb) 
Subsection 1260’) 

On line 225 on page 3 of the T2 return, enter the 
corporation’s taxable income for the purposes of calculating 
the SBD. 

On line 227 on page 3 of the T2 return, enter the 
corporation’s business limit for the year (for a” associated 
corporation, enter on line 227 the business limit you 
determined on Form T2013). 

Note 
If the corporation’s taxation year is shorter than 
51 weeks, you bave to prorate the corporation’s business 
limit based on the number of days in the taxation year 
divided by 365. 

Reduction to business limit 
For taxation years ending after June 30,1994, large 
Canadian contralied privnte corporations KXPCs) that 
bave taxable capital employed in Canada of 515 million or 
more no longer qualify for the SBD. The $200,000 business 
limit has to be reduced on a straight-line basis for CCl’Cs 
that bave. taxable capital employed in Canada of between 
$10 million and $15 million in the preceding year. Similar 
restrictions apply to a”y CCPC that is a member of a” 
associated group that bas, in total, more than $10 million of 
taxable capital employed in Canada. The calculation of the 
reduction ta the business limit (amount E) is as follows : 

Amount C = amount from line 227 on page 3 of the 
T2 return; 

Amount D = amount from line 229 on page 3 of the 
T2 return. This amount is the gross Part 1.3 
tax for the corporation for its preceding 
taxation year. For +ssociated corporations, 
this amount is the total gross Part 1.3 tax 
for the corporate group, for their last 
taxation years ending hi the breceding 
calendar year. In both cases, calculate 
Part 1.3 tax before deducting the surtax 
credits and increase the tax to reflect a 
full-year liability if the prier year is shorter 
tha” 51 weeks. 

#of days 
in taxation 
year after 

Amount C x Amount D* x Iune 30,1994 = Amount E 
$10,000 # of days in 

taxation year 

The reduced business limit (amount F on page 3 of the 
TZ Retucn) is the difference between amount C and 
amount E. 

* For taxation years starting before July 1994, enter either 
amount D or 510,000, whichever is less. 
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Proposed legislation 
Draft &islation released in July 1995 proposed that, in 
the caIculation of the reduction to the business limit, 
$11,250 Will replace the amount of $10,000 where the 
corporation’s preceding taxation year began after 
,February 27,1995. For associated corporations the 
amount of $11,250 will also apply where a particqlar 
corporation is associated with one OI more other 
corporations in a particular taxation year that ends in a 

calender year and theiast taxation year’of the particular 
corporation and each of the other corporations tlat 
ended in the preceding calender year began after 
February 27,1995. This ensures that a corporation’s 

1 business Emit does not change as a xsult of.the rate 
increase under l’art 1.3. 

Refermees 
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The “Manufacturing and Processing 
Profits Deduction” box 
69 
Lines 233,235 and 243 - Manufacturing and 
processing profits deduction - 
Schedule T2S(27) 
You cm get Schedyle T25(27), Calculation of’Canadian 
Manufacturing ami Processing Profits from your tax servi& 
office or tax centre. 

Use Schedule T2S(27) to calculate the corptiration’s 
manufacturing and processing profits. 

Corporations that derive at least 10% of their gross revenue 
for the year from manufacturing or processing goods in 
Canada for sale or lease cari claim the manufacturing and 
processing profits dedüction (MPPD). The MPPD reduces 
Part 1 tax that the corporation would otherwise bave to pay. 

The MPPD applies to the part of taxable income that 
represents the corporation’s Canadian manufacturing and 
processing profits. Calculate the MPPD on income that is 
not eligible for the SBD at the appropriate rates, as 
indicated on page 4 or 5 of the T2 Return. 

Complete Schedule T25(27) to determine the corpoiation’s 
Canadian manufacturing and processing profits that are 
eligible for the MPPD. There are two pays to calcul& 
Ca&dian manufacturing and processing profits: a 
simplified method for small manufacturing corporations, 
and a basic labour and capital formula for other 
corporations. These methods are outlined in Areas A and B 
on Schedule TZS(27). 

A corporation’s manufacturing labour and capital is based 
on the labour and capital employed in qualified activities. 
These activities are discussed in IT-145, Cnnadian 
Mnnufacturing and Drocessing Profits - Reduced Rate of 
corporate Tm. 
Small manufacturing corporations only bave to complete 
Area A of Schedule TZS(27), and are entitled to calcul& the 
MPPD on their entire adjusted business income. Essentially, 
a corporation’s adjusted business income is its income from 
an active business it carried on in Canada that is more than 
its losses from similar businesses, reduced by any net 
resource income. Schedule T25(27) shows how to calculate 
the adjusted busines’s income. 

TO qualify as a small manufacturing corporation, the 
corporation has to meet a11 of the following requirements: 

. its activities during the year were mainly manufacturing 
or processing; 

. the corporation’s active business income and that of any 
associated Canadian corporations was not more 
than $200,000; 

. the corporation was not engaged in any activities 
specifically excluded from manufacturing and 
processing,,as defined in subsection’l25.1(3); 

n the corporation was not engaged in the processing of ore 
from a mineral resource located outsideCanada to any 
stage that is not beyond the prime metal stage or its 
equivalent; 

w thecorporation was net engaged in the processing of iron 
ore from a mineral resource located outside Canàda to 
any stage that is not beyond the pellet stage, or its 
equivalent; 

n the corporation was not engaged in the processing of tar 
sands located outside Canada to any stage that is not 
beyond the crude oil stage or its equivalent; and 

. the corporation did net carry on any active business 
outside Canada at any time during the year. 

Corporations that do not qualify as small manufacturing 
corporations bave to complete Area B of Schedule T2S(27). 
In Area B, you Will find the basic formula for calculating 
Canadian manufacturing and processing profits, as well as 
detailed instructiok on how to complete,the schedule. 

On line 233 on page 4 (or page 5, if applicable) of the 
T2 return, enter the amount of Canadian manufacturkg 
and processing profits dekrmined in either Area A or 
Area B of Schedule T2W7). 

Note 
Processing of foreign ore is no longer specifically 
excluded frixn manufacturing and processing activities 
under subsection 125.1(3). 

Rh3e”CeS 
Section 125.1 
RemIation5200 

Thr2 “Refundable Portion of Pari 1 Tax” 
box 
70 
Lines 247,249 and 261 
The refundable portion of l’art 1 taxis part of a 
corporation’s refundable dividend tax on hand (RDTOH). 
See item 82 for more information about RDTOH. 

The refundable portion of Part 1 tax allows-a 
Canadian-controlled private Corporation (KW that bas 

47 



paid Part 1 tax on investment income to recover part of that 
tax, when the corporation pays taxable dividends to its 
shareholders. The refundable portion of Part 1 tax only 
applies to corporations that are CCPCs throughout the 
taxation year. 

The refundable portion of Part I tax is based on the 
corporation’s net Canadian investment income and net 
fore@ investment income. You cari determine these 
amounts in the appropriate columns in the “Investment 
Income” box on page 1 of Schedule TZS(7) Rev. 93, 
Cnlculation of Active Business and Investment Incorne. 

TO calculate investment income, add: 

. aIl income from property (including income from a 
specified investment business). Do not include exempt 
income and amounts paid from NISA (net income 
stabilization account) Fund No. 2; 

. taxable capital. gains minus allowable capital losses, as 
you determined on Schedule T2S(6); and 

. capital gains dividends 

Calculate the corporation’s amount of the refundable 
portion of Part 1 tax. Then, enter the amount from line 261 
in the space provided in the “Refundable Dividend Tax on 
Hand” box on page 7. 

Proposed Legislation 
Draft legislation released in July, 1995, proposed an 
additionai refundable tax of 6 2/,3% on the investmknt 
income (other than deductible dividends) of CCPCs. The 
20% Will be changed to 26 2/3% in order to ensure that 
this ntw ta Will be reflected in the amoukt used for the 
refundable dividend tax on hand. 

Proposed Legislation 
Draft legislation released in July 1995, proposed a 
change to the definition of “income of the corporation 
for the year from &II activebusiness.” Because of this 
new definition, a revised TZS(7) Rev. 95 bas to be used 
by the corporation with a taxation year ending after 
‘June 30,1995 to determine the following amounts:. 

w the corporation’s’active business income carried on in 
Canada that is eligible for the SBD; 

n the corporation’s aggregate and foreign investment 
income for calculating the refundable Portion of Part 1 
tax on page 5 of the T2 return;,and 

From that total, subtract: 

. dividends deductible from income under sections 112 
and113; ’ 

. income from an interest in a trust that, under 
paragraph 108(5)(a), is considered as income from 
property; and 

. losses from property 

On line 247 on page 4 of the T2 return, enter the amount of 
net Canadian investment income. On line 249, enter the 
am,ount of net.fi>reign investment income. 

You cari only include taxable capital gains and allowable 
capital losses in a CCPc’s net investment income if you cari 
attribute the gain or loss to a period of time when a CCPC, 
an’investment cqrporation, a mortgage investment 
corporation, or a mutual fund corporation held the 
property that was disposed of. 

n the specified partnership income for members of a- 
partnership, for taxation years ending after 1994. 

NOk 
If the corporation’s taxation year ends between 
]anuary 1,1995 and June 30,1995, transfer the amount; 
from line CM), “net adjustment for partner&p income” 
from page 2 on form TZS(7) Rev. 95 to line (L) on 
page 1 of form T2S(7) Rev. 93. 
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This additional tax Will be credited to the corporation’s 
refundable dividend tax on hand (RDTOH). The 
RDTOH pool Will be refunded to the corporation upo” 
payment of dividends to,shareholders at a rate of 1/3 of 
taxable dividends paid after June 30,1995 and at a rate 
of 1/4 of taxable dividends paid hefore Jtily 1,1995. 

72. 
Lines 203 and 205 - Investment corporation 
deduction 
A Canadian public corporation that is a” investment 
corporation, as defined in subsection 130(3), ca” clair” a 
deduction from Part 1 tax that the corporation would 
otherwise bave to psy. This deduction is equal to 20% of 
the taxable income for the year that is more than the taxed 
capital gains for the year. 

On line 205 on page 6 of the T2 return, enter the investment 
corporation’s taxed capital gains. On line 203, enter the 
amount of the deduction you are claiming. 
Referenees 
Section 130 
i?-98 Invcs~mo~t Corpornliom 

73 
Line 206 - Additional deduction - Credit 
unions 
Although a credit union is not generally considered a 
private corporation, it is eligible for the small business 
deduction. A credit union ca” also deduct a” extra 16% of 
its taxable income that was “ot eligible for the small 
business deduction. 

With this additiona deductioh, a credit union ca” pay ta 
at a reduced rate on income it needs to build up a tax-paid 
reserve that is equal to 5% of deposits and capital. These 
reserves are required by provincial statutes. The credit 
union cannot distribute these reserves toits members. 

The additional deduction is 16% of one of the following 
amounts, whichever is less: 

n the taxable income for the year; or 

w four-thirds (4/3) of the maximum cumulative reserve at 
the end of the yeai, minus the prefemd-rate amount at 
the end of the preceding taxation year; 

minus 

. the least of lines 223,225, and 227 or (F) if applicable, of 
the small business deduction calculation (Page 3 of the 
return). 

Generally, a credit union’s maximum cumulative reserve is 
equal to 5% of the amounts owing to members, including 
members’ deposits, plus 5% of all members’ share capital in 
the credit union. 

The preferred rate amount at the end of a taxation year is 
equal to the total of the preferred rate amount at the end of 
the preceding year, plus 25/4 of the amount of the small 
business deduction for the year. 

50 

On line 206 on page 6 of the T2 return, enter the credit 
union’s additional deduction. 
RE+%?¶KB 
Section 137 
IT-483 Credil Unions 

74 
Line 207 - Federal tax abatement 
The federal tax abatement is equal to 10% of taxable income 
the corporation earned in the year in a Canadian province 
or territory. The federal tax abatement reduces Part 1 tax the 
corporation has to pay. Income earned outside Canada is 
not eligible for the federal tax abatement. 

On Iine 207 on page 6 of the T2 return, enter the am9unt of 
the corporation’s federal tax abatement. 
RefeW”Ce 
Section 124 

75 
Schedule T2S(2 l), Federal Foreigfl Income 
Tax Credits and Federal Logging Tax Credit ., 
You cari get this schedule from your tax services office or 
tax centre. 

Use Schedule TZS(21) to calcujate the following~credits: 

n the federal foreign non-business income tax credit 
(line 211); 

n the federal foreign business incarne tax credit (line 213); 
and 

. the federal logging tax credit (line 21S). 

;;II~I 1 - Federal foreign non-business income tax 

A federal foreign non-business income tax credit is 
available to Canadian residents to pretient double taxation 
of any “on-business income earned in a foreign country 
that was taxed by that foreign country. This credit reduces 
Part 1 tax that the corporation would otherwise bave to pay. 

Foreign non-business income includes dividends, interest, 
and capital gains. It does not include dividends received 
from foreign affiliates, or income from operating a business 
in a fore&” country. 

As another option, under subsection 20(12), instead of 
claiming a foreig” non-business income tax credit,,a 
corporation ca” deduct from income a11 or any part of 
non-business income tax it paid to a foreign country. 

If, after you clkm the federal foreign non-business income 
tax credit, there is any foreig” non-business income tax left 
over, you ca” deduct it as a provincial foreign tax credit. 
See item 94 in this guide for details. 

Under section 110.5, a corporation ca” also increase its 
taxable income SO that it ca” use an otherwise 
non-deductible foreign non-business income tax aedit. Sec 
item 66 for details. 

Calculate the federal fore&” non-business income tax credit 
for each Country Separately. Use more tha” one schedule if 
you are calculating credits for more than three countries. 



Add a11 the foreign non-business income tax credits in 
column G on Schedule T2S(21). Then, enter the total on 
line 211 on page 6 of the T2 return. 

Note 
Foreign non-business income tax does not include any 
foreign tax the corporation paid on income that is 
exempt frorn tax in Canada under an income tax trealy. 

R&E”CW 
Sutxcction ,260) 
JT-270 Forci@ Tnx Cmfif 

Une 213 -~Federal foreign business income tax credit 
TO prevent double taxation, a corporation that pays foreign 
income or profits tax on income it earned from operating a 
business in a fore@ country cari claim a federal foreign 
business income tax credit. This credit reduces the Part 1 tax 
that the corporation would otherwise bave to psy. 

Unlike foreign non-business incarne ta, the corporation 
cannot deduct excess foreign business income tax it paid as 
a provincial foreign tax credit. However, under 
section 110.5, a corporation cari increase its taxable income 
to use a” otherwise non-deductible foreign business incorne 
tax credit. Sec item 66 for details. 

You cari carry back any unus@d foreign business income tax 
credit to the three preceding taxation years, and you ca” 
carry the credit forward for seve” taxation years. However, 
you ca” only use this credit to reduce Part 1 tax on incorne 
originating from the same foreign country as the credit. 

Calculate tlie for&@ busin&s income tax credit for each 
country separately. Use mors than one schedule if you are 
calculating credits for more than three countries. 

Add a11 foreign business income tax credits in column H on 
Schedule T2S(21). Then, enter the total on line 213 on page 6 
of the T2 return. 

Note 
Foreign business income tax does not include any 
foreign tax the corporation paid oh incarne th? is 
exempt from tax in Canada under a” income tax treaty. 
However, you ca” still carry forward and claim a”y 
unused foreig” business income tax credit that aises 
from such income in taxation years ending before 
July 14,199O. 

lwerenees 
Subsection 126(Z) 
1T-270 Forcign Tox Cmdit 

Line 215 - Federal logging tax credit 
Corporations that bave income from logging operations 
and bave paid logging tnx to the provinces of Quebec pr 
British Columbia cari claim this credit. 

On line 215 on page 6 Of the T2 return, enter the credit you 
calculated on Schedule T2S(21). 
References 
Subsection 127(l) 
Reguiation 700 

76 
Lines 217 and 219 - Federal political 
contribution tax credit 
A corporation that made contributions to a registered 
federal political party or an officially, nominated candidate 
for election to the House of Gommons may be able to daim 
this tax credit. 

However, a corporation cannot deduct political 
contributions that qualify for a”y grant, credit, sugsidy, or 
other form of assistance from other government bodies. 

You cari daim contributions the corporation made rîs 
follows: 

n 75% of the first $100 contributed; plus 

a 50% of the next $450 contributed; plus 

. 33 1/3% of the amount contributed that is more than 
$550, up to a maximum credit of $500. 

Attach officia1 receipts to the T2 return. An officia1 receipt is 
one that is signed by the registered agent for the registered 
party, or the officia1 agent of the candidate. We ca” only 
accept photocopies if the issuer certifies them as true 
copies. 

On page 6 of the T2 return, enter on line 219 the total 
amount of qualifying contributions, and enter on line 217 
the amount of the allowable credit. 
References 
sukxtion 1270) 
IC 75-2 Conlribuiions ton RegisWed Politicnl Pnrly 07 10 n Cwiidnta nb n 

Fdml E,ec,io>i 
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Line 221 - Investment Tax Credit - 
Form T2038(CORP) 
You ca” get this form from your tax services office or tax 
centre. 

Use Form T2038(CORP), Investment Tnx Credii - 
Corporations, to calculate the corporation’s investment tax 
credit. A corporation ca” claimthe investment tax credit to 
reduce Part 1 tax that it would otherwise bave to pay or in 
some cases this credit may be fully or partially refundable. 

A corporation earns investment tax credits by applying a 
specified percentage to the cost of acquiring certain 
property. However, you first bave to reduce the capital cost 
of the property by any government or non-government 
assistance the corporation received or Will receive for that 
property. Keep in mind that any goods and services tax 
(GST) input tax credit or rebate received for property 
acquired is considered go+!rnment assistance. 

For some Canadi&-controlled private corporations the 
credit may also be earned.at a rate of 35% on qualified 
expenditures for scientific research and experimental 
development. They would bave to reduce the amount of 
the expenditures by any government or non-government 
assistance and any contract payments they received or Will 
receive for that expenditure. 

On page 2 of Form T2038(CORP), we bave listed the 
percentages you bave to apply to eligible investments and 
expenditures. 
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Invesfments and expendiiures that qualify for 
investment tax credit 
The following investments and expenditures earn an 
investment tax credit: 

A. the cost of acquiring qualified property; 

8. the cost of acquiring certified property; and 

’ C. qualified scientific research and experimental 
development (SR&ED) expenditures. 

In the following section, we provide definitions of each 
investment and expenditure. 

A. Qualified property (other than certified property or 
approved project property) includes new prescribed 
buildings, machinery, or equipment the corporation 
acquired during the year to use in certain activities. Sec 
the heading “Activities that qualify for investment tax 
credit” that follows. 

In addition, the following rules apply to certain 
corporations that lease properties they acquired after 
July 13,199O: 

n logging; and 

n farming or fishing. 

See subsection 127(9) under “qualified p~operty” for 
details. 

Certified property includes prescribed buildings or 
machinery and equipment, other than approved project 
property, which the corporat@n acquired during the 
year to use in prescribed areas of slow growth in 
Canada. TO find out where these prescribed areas are, 
see Regulation 4602. 

Qualified expendihwes for scientific research and 
experimental development (SR&ED) are defined in 
subsection 127(9). SR&ED is defined in Regulation 2900. 

You bave to file Form T661, Claim for Scientific Research 
and Experimental Development Expenditures Carried otz in 
Canada, along with Form T2038(CORP), when you are 
making claims under subsections 37(l), 127(5) and 
section 127.1 for qualified ?G R&E!J expenditures. Sec 
item 47 for more information. 

. For a corporation with a principal business of leasing 
property, lending money, or purchasing conditional 
sales contracts, accounts receivable, or other 
obligations, property the corporation acquired for the 
purposes of leasing it in the ordinary course of 
carrying on business in Canada is considered 
qualified property. 

l For a corporation with a principal business of 
manufacturing property that it sells or leases, 
property the corporation acquired for leasing 
purposes is consideod qualified property only if the 
corporation manufactures it and leases it in the 
ordinary tiourse of its business in Canada. 

n For a corporation with a principal business of selling 
or Se&ing property, property the corporation 
acquired for leasing purposes is considered qualified 
property only if it is a type of property that the 
corporation sells or services, and the property is 
leased in the ordinary course of carrying on business 
in Canada. 

Activities that qualify for investment tax credit 
The corporation cari earn investment tax credits on 
qualified property that it acquires primarily to use for 
designated activities in specific areas. 

The specific areas are Newfoundland, 
Prince Edward Island, Nova Scotia, New Brunswick, 
the Gasp6 Peninsula, or a prescribed offshore region. 

Designated activities i,nclude the following: 

n manufacturing or processing goods for sale or lease; 

n prospecting, exploring, extracting, and developing 
miner&; 

n exploring, drilling, operating an oil or gas well, and 
extracting oil or natural gas; 

. processing ore, iron ore, or tar sands; 

Note 

The latest date you must identify qualified SR&ED 
expenditures on Forms T661 and T2038 is the time the 
T2 return is due for the next taxation year after the year 
the expenditures were incurred. 

Proposed legislation 
Draft l@slation released in July, 1995 @reposes to 
change the date on which you mustidentify qualified 
SR&ED expenditures on forms T661 and T2038. The 
proposed date is 12 months after the filing due date for 
the taxation year in which the qualified expenditures 
would be incurred if the Act were read without 
reference to subs+ion 78(4) and proposed 
subsection 127(25). This appliés to ta,xation years that 
begin after 1995. 

Depending on their taxable income, a 
Canadian-controlled private corporation cari earn 
investment tax credits at the rate of 35% on current and 
capital SR&ED expenditures up to the expenditure 
limit, and at the rate of 20% on any of these 
expenditures that are more than the expenditure limit. 

When you calculate investment tax credits earned in the 
year, you cannot use SR&ED expenditures that you 
bave already used to claim a refund of Part VIII tax. 

Reduction of regional investment tax credits 
The special investment tax credit rates for propeity 
acquired and expenditures made in the Atlantic provinces, 
the Gasp6 Peninsula, the adjacent offshore region, and 
prescribed areas are reduced or eliminated for property 
acquired and expenditures incurred after 1994. The changes 
are as follows: 

n The rate for qualified property acquired for use in the 
\ Atlantic provinces, the Gaspé I’eninsula, or the adjacent 

offshore region is reduced from 15% to 10%. 

,. The 30% rate for certified property acq,uired for use in 
prescribed areas is discontinued. 
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n The rate for qualified expenditures for scientific research 
and experimental development to be carried out in the 
Atlantic provinces or the Gaspé Peninsula is reduced 
from 30% to 20%. 

. is transferring unused investment tax credits from a 
predecessor corporation on amalgamation, or frbm a 
subsidiary corporation on wind-up; 

. is applying investment tax credits against Part 1 tax; 
Note 
These changes apply for property acquired and 
expenditures made after 1994. However, SR&ED 
expenditures incurred, or qualified and certified 
property acquired under a written agreement ente& 
into before February 22,1994, is grandfathered. Also 
grandfathering applies to property under construction 
before February 22,1994. 

. is reqtiesting a carry-back of unused investment ta? 
credits to a previous taxation year; or 

n is requesting a refund of unused investment tax credits. 

On line 221 on page 6 of the T2 return, enter the amount of 
the corporation’s investment tax credit for the current year. 

Investment tax credit refund 

Available-for-use rule 
A corporation is net considered to bave acquired a property 
or made capital expenditures for earning an investment tax 
,credit until the property becomes available for-use. This 
rule applies to property that the corporation acquired 
after 1989. 

See item 41 under the heading “When is property available 
for use?” for more information about the available-for-use 
rule. 
RefeE”CeS 
Subsections X%26) to 13WJ 

Investment tax credit cloim 
A corporation cari deduct the full arnount of its investment 
tax credit against federal Part 1 tax it would otherwise bave 
to pay. If the corporation is claiming an investment tax 
credit for a depreciable property, including shared-use 
equipment, it has to reduce the capital cost of the property 
in the next taxation year by the amount of this year’s 
investment tax credit. If the corporation is claiming an 
investment tax credit for scientific research and 
experimental development (SR&ED) expenditures, other 
than expenditures in respect of shared-use equipment, it 
has to reduce the SR&ED expenditure pool in the next 
taxation year by the amount of this year’s investment tax 
credit. For more information, see item 41 under the heading 
“Column 4: Adjusiments.” 
lzeference 
S”bsectian 13v.u 

Certain Canadian-controlled private corporations cari claim 
a refund of the unused investment tax credit they earned 
during the taxation year. The refund rates are a< follows: 

A. Qualifying corporations cari request a 40% refund of 
the investment tax credit they earned in the taxation 
p*. 

8. Most qualifying corporations that bave investment tax 
credits they earned in the taxation year on scientific 
research and experimental development (SR&ED) 
expenditures cari cl+n: .. 

n a full refund (100%) of the investment tax credit they 
earned on the first $2 million of current SR&ED 
expenditures; plus 

m 40% of the investment tax credit they earned on any 
current expenditures that are more than $2 million; 
ph 

n 40% of the investment tax credit they earned on 
capital expenditures at either rates of 35% or 20% 

Definitions 
A qualifying tibrporation is a Canadian-controlled private 
corooration whose taxable income for the urecediw 
tax&ion year, plus the taxable incomes of il1 associated, 
corporations (for taxation years ending in the same 
calendar year as the corporation’s preceding taxation y&, 
is net more than the total of the business limits of the 
corporation and the associated corporations for those 

You cari carry forward any undeducted investment tax 

reduce Part 1 t&. Rémembér that you cari onl;carr; back 
investment tax credits to a previous year if you cannot 

credits for ten vears. or carrv them back three vears. to 

deduct them in the year the corporation earns them. 

I’lease note that special rules restrict the carry-forward of 
investment tax credits following an acquisition of control. 

year is 5imillio~. This limit & the maximum annual 

preceding years. 

amount of SR&ED expenditures that qualify for the 35% 
investment tax credit rate. However, when a corporation’s 
taxation year is shorter than 51 weeks, you bave to prorate 

Generallv; a corooration’s expenditure Iimit for a taxation 

the expenditure limit by the number of days in the taxation 
vear divided bv 365. 

RefW2”CS 
Subsections 127(9.1) and 127C9.2) 

When to complste Form T2038(CORP) 
You bave to complete and file Form T2038KORP) with the 
~T2 return if the corporation: 

n acquired any property or incurred any expenditures thhat 
qualify for the investment tax credit; 

. is carrying forward unused investment tax credits from a 

among the associated corporations on Fàrm T2013, 
Agreement Arimng Associuted Corporations. See item 22 in this 

Also, if the corporation is associated with one or more 

guide fordetails about Form T2013. 

corporations, you bave to allocate the expenditure limit 

Y,ou bave to file Form T2038cCORP) to claim the investment 
tax credit refund. On line 146 on page 8 of the T2 return, 
enter the corporation’s investment tax credit.refund claim 
you calculated on Form T2038(CORP). 

previous year; 
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Note 
For ta>lation years beginning after 1993, a 
Canadian-controlled private corporation that is nota 
qualifying corporation as described above, is eligible for 
a portion.of refundable credit on up to $2 million of 
current and capital SR&ED expenditures. If the total 
taxable incomes for the preceditig taxation year are more 
than $200,000 but not more than 5400,000, the 52 million 
amount is reduced by 510 for every 51 over $200,000. 

Example 
H CO. is a Canadian-controlled private corporation that is 
not associated with any other corporation. It incurs 
$2 million in current SR&ED expenditures in Canada. Its 
taxable income for the preceding taxation y$ar is $300,000. 
H CO. calculates the amou,nt eligible for the refundable 
credit at the 35% rate as follows: 

SR&ED expenditures 52,000,OOO 
1‘2SS: 

taxable income for 
preceding taxation 
year 5300,000 
less: business limit 200,000 
excess 5100,000 ‘x 10 = 1,ooo.ooo 
Expendituies eligible 
for a full refund at the 
35% rate $LmoJ.lo.c! 

78 
Line.224 - Part VI tax credit - Form T921 
You cari get this form from your tax services office or tax 
centre. 

On line 224 on page 6 of the T2 return, enter the amount of 
the unused Part VI tax credit the corporation is carrying 
forward from taxation years ending before 1992 and 
claiming in the current year. File the completed Form T921, 
Chdation of Unused Part Vl Tax Credit nnd Unused Part 1 
làx Credit, with the T2 return. 

A corporation cari use this form to calculate the balance of 
unused Part VI tax credit from taxation years ending 
before 1992 that it cari deduct from Part 1 tax within the 
present seven-year carry-forward period. 
Rcferences 

79 
Line 226 - Part 1.3 tax credif - Form T962 
You cari get this form from your tax services office or ta 
centre. 

On line 226, on page 0 of the T2 return, enter the amount of 
Part 1.3 tax credit being carried forward from taxation years 
ending before 1992. File the completed Form T962, 
Cnlculntion of Uwsed Pflrt 1.3 TRX Credif nnd Unused Surtnx 
Credit, with theT2 return. 

The corporation cari USE this form to calculate the balance of 
unused Part 1.3 tax credit from taxation years ending 
before 1992 that it cari deduct within the present seven-year 
carry-forward period. 
Refermees 

80 
Part I taxpayable 
The corporation’s Part 1 tax payable for the year is its basic 
Part 1 tax minus any allowable deductions and credits 
(line F minus line G on page 6 of the return). 

Enter this amount on line H on page 6, and also on line 129 
in the “Summary of Tax and Credits” box on page 8 of the 
T2 return. 
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The “Part IV Ttix on Taxable Dividends 
Received” box 
81 
Lines 404,405,406,4 18, and 419 - 
Schedule T2X3L Dividends Received and 
Taxable Dividkhds Pcfid 
You cari get this schedule from your tax services office or 
tax centre. 

Use Schedule TZS(3) to calculate the corporation’s Part IV 
tax payable on taxable dividends it received. 

Every corporation that was a private or subject corporation 
at any time during the taxation year has to pay Part IV tax 
on any taxable dividends it received before 1993. Taxable 
dividends that a corporation receives after 1992 are only 
subject to Part IV tax if the corporation receives them while 
it is a private OI subject corporation. However, the 
corporation cari deduct these taxable dividends from i’ts net 
mcome for the purposes of Part 1 tax. Part IV tax paid is 
refundable to the corporation when it pays taxable 
dividends to its shareholders. 

Div’idends received from a connected corporation are 
subject to Part IV tax only when paying the dividends 
generates a dividend refund for the payer corporation. 

Taxable dividends received are subject to Part IV tax at a 
rate of 25%. ,You bave to identify any taxable dividends that 
are subject to Part IV tax in Area A of Schedule T2S(3). 

Note 
A dividend does not include stock dividends a 
corporation receives after 1990 from a non-resident 
corporation. 

PropGe@ leg&tion ‘,,:.: ,:‘,’ :, ,,‘,f:: ” 
,The Febr@ryil994budget pio@ed that, for taxàble: ‘, :‘, 
diqidends ?eceiv&d after’D&?&nber 31.,, 1994 the.Pà$lV 1,; 
ta% rate tiotild ïncreasé from 25% $0 33,1/3%. Draft,,: :; 
legislation relez+d in jtily,,l995;proposed that the’rate’ 

Definitions 
A privz$corporation is a corporation that is: 

. resident in Canada; 

s nota public corporation; 

n not controlled by one or more public corporations (other 
than a prescribed venture capital corporation); 

. not controlled by one or more prescribed federal Crown 
corporations; and 

# not controlled by any combination of prescribed federal 
Crown corporations and public corporations. 

Referace 
S”bsmiO” 89(l) 

A subject corporation is a corporation, other than a private 
corporation, that is resident in Canada and is controlled by 
or for the benefit of either an individual other than a trust, 
or a related group of individu& other than trusts. 
Referenîe 
Subsection 186(l) 

A payer corporation is connected to the corporation that . 
receives the dividends (the recipient) if the recipient 
controls the payer corporation. The payer and recipient 
corporations are also connected when: 

. the recipient owns more than 10% of the issued share 
capital (with fol1 voting rights) of the payercorporation; 
and 

. the recipient owns shares of the capital stock of the paye* 
corporation with a fair market value of more than 10% of 
the fair market value of all the issued share capital of the 
payer corporation. 
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You jetermine contra1 of the corporation by considering 
the actual ownership of shares, without taking into account 
any rights referred to in paragraph 251(5)(b). 
Refereme 
Subsection X36(4, 

Exempt corporations 
The following types of corporations are exempt from 
Part IV tax: 

A. a corporation that was bankrupt at any time during the 
year; or 

8. a corporation that, throughout the year, was: 

. a prescribed labour-sponsored venture capital 
corpoyaiion; 

. a prescribed investment contract corporation; 

. an insurance corporation; 

. a corporation licensed as a trustee; 

. a bank; or 

n a non-resident-owned investment corporation. 
R&renee 
section 186.1 

Exempt dividends 
A corporation that is a prescribed venture capital 
,corporation throughout the~year does net bave to pay 
Part IV tax on dividends it received from a prescribed 
qualifying corporation. 
References 
Section 186.2 
Reguletio” 6704 

Dividends net subject to Part IV tax 
Dividends that the corporation received on a small business 
development bond or on a small business bond are “ot 
subject to Part IV tax. 
Referm~es 
Sections 15.1 and 15.2 

Dividends not taxable 
Any dividends that a corporation received from a capital 
dividend account are net taxable, as long as the payer 
corporation ma’de a” election under section 83. Therefore, 
do net include these dividends in the corporation’s income. 

On Schedule T%(l), deduct from the corporation’s income 
any section 83 dividends it received. 

Completing Area A of Schedule T2S(3) 
In the following section, we provide details on how to 
complete each column in Area A of Schedule T%(3). 

Column 1: Payer Corporation-In column 1, list all the 
payer corporations from which the corporation received the 
dividends. 

Column 2: 1s payer corporation a connected 
corporation? - In this column, tick yes or no to show 
whether or net the payer is a connected corporation.. 

Column 3: Amount received - In column 3, show the 
amount of dividends the corporation received from each 
payer corporation. t 

Column 4: Dividends deductible from income under 
sections 112 and 113 - When calculating taxable income, 
you ca” deduct, under section 112, any of the following 
types of taxable dividends thworporation received: 

4 dikidends from a taxable Canadian corporation, or from 
a corporation resident in Canada and controlled by the 
receiving corporation; and 

. dividends (or a portion thereof) from a non-resident 
corporation (other than a foreign affiliate) that bas 
carried on business in Canada continuously sine 
June 18,1971. 

The following types o< taxable dividends the corporation 
received are net deductible under section 112: 

n dividends from a corporation that is exempt from Part 1 
tax; 

n dividends from a no”-resident-owned investment 
corporation; 

. dividends on collateralized preferred shares (10s~ rental 
plans); 

n dividends that are pait of a dividend rental arrangement, 
‘as defined in subsection 248(l); 

. dividends on term preferred shares received by certain 
financial institutions; and 

n dividends on shares guaranteed by a specified financial 
institution, as described in subsection llZ(2.2). 

Referenres 

Section 113 contains the authority and the limitations 
concerning the deduction of dividends the corporation 
received from foreign affiliates. 

On line 119 on page 3 of the T2 return, enter the total of all 
the amounts you entered in column 4 of Schedule TZS(3). 

Columns 5 & 6: Dividends subject to Port IV tax - Every 
corporation that was a priva& or abject corporation at any 
time during the taxation year has to pay Part IV tax on any 
taxable dividends it received before 1993. Taxable 
dividends that a corporation receives after 1992 are only 
subject to Part IV tax if the corporation receives them while 
it is a private or subject corporation. Any of the following 
types of dividends it received are subject to Part IV tax: 

. taxable dividends from non-connected corporations that 
are deductible under subsection 112(l) when you 
calcula& taxable income; 

. taxable dividends from non-connected foreign affiliates 
that are deductible under paragraphs 113(l)(a), (b), 
or(d), or subsection 113(2) when you calculate taxable 
income; and 

m taxable dividends from connected private corporations, 
when paying the dividends generates a dividend refund 
for the payer corpora~on. In this case, you bave to 
complete the calculation in Area A on page 1 of 
ScheduIe T2S(3) to determine the amount that is subject 
to Part IV tax. 
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If the connected payer corporation’s taxation year ends 
more than three months after the corporation’6 taxation 
year, you have to estimate the payer’s dividend refund 
when you calcula& the corporation’s Part IV tax payable. 

In column 5, report all taxable dividends subject to Part IV 
tax received in the taxation year and before July Ll995. 
Add a11 of these amounts and enter the total on line 405 on 
page 7 of the T2 return. 

In column 6, report a11 taxable dividends subject to Part IV 
tax received in the taxation year and after June 30,1995. 
Add all of these amounts and enter the total on line 404 on 
page 7 of the TZ return. 

A corporation cari reduce the amount of dividends subject 
to Part IV tax by applying non-capital losses or farm losses 
either incurred in the year or carried over from other years. 

On line 406 on page 7 of the T2 return, enter the amount of 
available non-capital or farm losses you are using to reduce 
dividends subject to Part IV tax. 

Part IV tax otherwise payable on a dividend is reduced by 
any amount of Part IV.1 tax payable on the same dividend. 
See item 87 in this guide for details. On lin@ 418 on page 7 
of the T2 return, enter the amount of Part IV.1 tax payable 
on dividends in line 405 and on line 419 enter the amount 
of Part IV.1 tax payable on dividends in line 404. 

On line 131 on page 8 of the T2 return, enter the amount of 
Part IV tax. 

The “Refundable Dividend Tax on 
Hand” box 
82 
Lines 409,410,465, and 411 
The refundable’dividend tax on hand (RDTOH) account 
only applies to corporations that were private or subject 
corporations, as defined in item 81. 

A Canadian-controlled private corporation (CCPC) 
generates RDTOH on both the Part 1 tax it pays on 
investment income, and on the Part IV tax it pays on 
dividends it receives. For any other type of private 
corporation, only the Part IV tax it pays generates RDTOH. 

Al1 or part of a corporation’s RDTOH at the end of the 
taxation year is available as a refund, if the corporation 
pays taxable dividends to its shareholders during the 
taxation year. 

TO calculate the RDTOH at the end of the taxation year, add 
the following amounts: 

q the RDTOH balance at the end of the preceding taxation 
year (minus any dividend refund issued to the 
corporation ln the preceding year); 

n the RDTOH geneiated in the current year; and 

, any balance of RDTOH transferred from a predecessor 
corporation on amalgamation, or from a subsidiary 
corporation on wind-up. 

For the first taxation year of a successor corporation formed 
as a result of an amalgamation, enter on line 465 a11 
RDTOH balances being transferred from predecessor 
corporations. Do not include this amount on lin@ 409. 

For a parent corporation that wound up a wholly-owned 
subsidiary, enter on line 465 any RDTOH transferred from 
the subsidiary corporation. On line 409, enter the RDTOH 
the parent corporation is carrying forward from its 
preceding taxation year. 

Note 
You cannot transfer any RDTOH to a successor or parent 
corporation if, had the predecessor or subsidiary 
corporation paid a dividend immediately before the 
amalgamation or wind-up, subsection 129c1.2) would 
have applied to that dividend. 

On lin@ 411, enter the amount of RDTOH at the end of the 
taxation year. Also, enter the same amount on lin@ D in the 
“Dividend Refund” box. 

The “Dividend Refund” box 
83 
Lines 414 and 424 
A private or subject corporation may be entitled to a 
dividend refund for dividends it paid after 1992 if it paid 
the dividends while it was a private or subject corporation, 
regardless of whether it was a private or subject 
corporation at the end of the taxation year. 

A dividend refund arises if the corporation pays taxable 
dividends to shareholders, and if the corporation has an 
amount of refundable dividend tax on hand (RDTOH) at 
the end of the taxation year. 

TO daim a dividend refund, the corporation has to bave 
made an actual payment to the shareholders, unless the 
dividend is considered paid (a deemed dividend). 

The corporation cari make this payment either in cash, or 
with some other tangible assets at fair market value, 
including the following: 

. stock dividends; 

n section 84 deemed dividends; and 

n amounts paid as interest or dividends on income bonds 
or debentures that are not deductible when calculating 
the corporation% income. 

If the corporation loses its private status following a change 
in control, a deemed year-end occurs. This allows the 
corporation to claim a dividend refund for any dividends it 
paid during the deemed short year. 

The dividend refund is equal to one of the following 
amounts, whichever is less:. 
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m one-quarter of the taxable dividends the corporation paid 
in the year while it was a private or subject corporation; 
or 

m the RDTOH at the end of the taxation year. 

Proposea ie&&ti& : 
Draft legis@ion released in July, 1995, proposed that the 
one-quarter dividend refund rate:on’taxable dividends 
the okporation paid in th6 year Will be increased to 
one-third. This new rate Will apply to taxable dividends 
paid after June 30, 1995, regardless of the rate at which 
the RDTOH was accumulated. 

Area B on page 2 of Schedule T2S(3) 
If the corporation paid taxable dividends in the year, 
complete Area B on page 2 of Schedule TZS(3) to determine 
the taxable dividends that qualify for the dividend refund. 
Deduct the following amounts from total dividends the 
corporation paid in the yezw: 

n dividends paid out of the capital dividend account; 

. capital gains dividends; 

n dividends paid for shares that do not qualify as taxable 
dividends because the main purpose of acquiring the 

shares was to receive a dividend refund 
(subsection 129(1.2)); 

l taxable dividends paid to a controlling corporation that 
was bankrupt at any time in the year; and 

q deemed dividends paid on a small business development 
bond. 

On line 414 on page 7 of the T2 return, enter the taxable 
dividends paid in the taxation year before July 1,1995 that 
qualify for the dividend refund. 

On lime 424 on page 7 of the T2 return, enter the taxable 
dividends paid in the taxation year after June 30,1995 that 
qualify for the dividend refund. 

When the dividend refund is more than the amount of 
Part 1 tax payable for the year, we first deduct the excess 
from any other taxes the corporation owes under the Income 
TU Ad. Any balance left over is available for a refund. 

On line 147 on page 8 of the T2 return, enter the amount of 
dividend refund you calculated. 
References 
section 129 
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The “Summary of Tax and Credits” box 85 

In the “Summary of Tax and Credits” box, you summarize 
the amounts of federal tax and provincial OI territorial tax 
the corporation has to pay, as well as the credits and 
refunds the corporation is claiming to reduce its total tax 
payable. 

Line 130 - Part 1.3 tax payable - 
FormsT2147.T2148,andT2149 
You cari get these forms from your tax services office or tax 
centre. 

Lines 129 to 135 - the “Federal tax” 
area 
84 
Line 129 - Part l tax payable 
On line 129 on page 8 of the T2 return, enter the amount of 
the corporation’s Part 1 tax payable that you determined on 
line H on page 6 of the T2 return. 
References 
Item 68 to 78 

Part 1.3 of the Act levies a tax cm the taxable capital 
employed in Canada by large corporations, including large 
financial institutions and large insurance corporations. 
Part I.3 ta is 0.2% of the corporation’s taxable capital 
employed in Canada that is more than its capital deduction 
of 510 million for the year. Also, under subsection 181.1(4), 
a corporation cari deduct its Canadian surtax from the 
amount of Part 1.3 tax payable. This is called the surtax 
credit. 

TO calculate the balance of unused surtax credits and to 
carry-back any unused surtax credits, the corporation cari 
use Form T962, Cnlculnkn of Unused Pnrf 1.3 Tax Credit and 
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Unused Surtu Credit. You cari get this form from your tax 
services office or tax centre. 

A corporation cari deduct its unused stirtax credit from its 
Part 1.3 tax in any of the three preceding and seven later 
taxation years that end after 1991. 

If the corporation is a member of a related group, you bave 
to allocate the capital deduction among the members. Use 
Form T2150, Agreement Among Related Corporntions - 
Pnrt 1.3 Ta, to allocate the capital deduction. File this form 
with the T2 return. You cari get Form T2150 from your taX 
services office or tax centre. 

Note 
For the purposes of this allocation, a 
Canadian-controlled private corporation is onl! 
considered to be related to corporations 1 

I 
with which it is 

also associated. 

A corporation has to file the applicable Part 1.3 tax return 
with its T2 return if it is subject to Part 1.3 tax, or if it is net 
subject because the corporation deducted a surtax credit. 
There are three types of returns you an use to calculate the 
corporation’s Part 1.3 taX: 

. Form T2147, Part 1.3 Tu Return - Tax on Large 
Corporntions 

n Form T2148, Part 1.3 Tax Return - Tax on Large Financinl 
Institutions; and 

. Form T2149, Part L3 Tax Return - Tax on Large Insurnnce 
Corporations. 

The following corporations do net have to pay tax under 
Part 1.3: 

n non-resident-owned investment corporations; 

. bankrupt corporations; 

n corporations exempt from tax under section 149 on all 
their taxable income; 

. corporations that were not resident in Canada and did 
not carry on a business from a permanent establishment 
in Canada; 

m deposit insurance corporations; and 

. a corporation described in subsection 136(Z) of the Act 
whose principal business is marketing natural products 
belonging to or acquired from its members or customers. 

On line 130 on page 8 of the T2 return, enter the amount of 
the corporation’s Part 1.3 tax payable. 

Part 1.3 instalment requirements are the same as those for 
Part 1. Sec item 6 for details. For more information, sec the 
Corporation Instalment Guide, which is available at your tax 
services office or tax centre. 

Proposed legislation 
Draft legislation released in July, 1995, proposed that the 
rate of Part 1.3 tax be increased to 0.225% from 0.2%. This 
increase Will apply for taxation years ending after 
February 27,190. For taxation y&r$ that include ,... 
Febrtiary 27,1995, the Part 1.3 tai Will be prorated based 
on the number of days in the taxation year that are after 

86 
Line 131 - Part IV tax payable 
On line 131, enter the amount of the corporation’s Part IV 
~tax payable that you determined in the “Part IV Tax on 
Taxable Dividends Received” box on page 7 of the 
T2 return. 
lwerence 
Item 81 

87 
Line 132 - Part IV. 1 tax payable - 
Form T761, Calculation of Parfs IV. I afld VI. I 
Taxes Payable 
You cari get tbis form from your tax services office or tax 
centre. 

Box 3 of Form T761: “Calculafion of 
Part IV. 1 Tax” 
Box 3 of Form T761 gives details on how to calculate 
Part IV.1 tax. 

Public corporations and certain other corporations may be 
subject to the 10% Part IV.1 tax on dividends they receive 
on taxable preferred shares. A restricted financial 
institution is also subject to tax on dividends received on 
taxable restricted financial institution shares (sec 
subsection 248(l) for definitions of these terms). 

The issuer of taxable preferred shares cari elect to pay a 40% 
tax under l’art VI.1 on dividends on taxable preferred 
shares. This election exempts the holder of these shares 
from the 10% tax under Part IV.]. Sec item 89 for details. 

Excepted dividends, which are defined in section 187.1, are 
not subject to Part IV.1 tax. Forexample, an excepted 
dividend is one the corporation receives on a share of 
another corporation in wbich the corporation had a 
substantial interest at the time it received the dividend. 

On line 132 on page 8 of the T2 return, enter the amont of 
Part IV.1 tax payable that you calculated in box 3 of 
Form T761. 
References 
sections 187.1 to 187.6 
Subsertion 191.2(l) 

88 
Line 134 - Part VI tax payable - Form T2044, 
Part VI Tax Return - Tax on Capifal of 
Fiflancial Insfitutions 
You cari get this form from your tax services office or tax 
centre. 

Use Form T2044 to calculate the corporation’s Part VI tax. 
Part VI of the Act levies a tax on a financial institution’s 
taxable capital employed in Canada. Part VI taxis 1.25% of 
the corporation’s taxable capital employed in Canada that 
is more than its capital deduction for the year. AIS~, under 
subsection 190.1(3), a corporation cari deduct its Part 1 tax 
from its Part VI ta payable. Tbis is called the Part 1 tax 
credit. 
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A corporation cari deduct any unused Part 1 tax credits 
from its Part VI tax in any of the three preceding and seven 
later taxation years that end after 1991. 

TO calculate the balance of unused Part 1 tax credits and to 
carry-back this credit, the corporation cari use Form T921, 
Cnlculation of llnused Pnrf VI Tnx Credit and Unused Part 1 
Tax Credit. You cari get this form from your tax services 
office or tax centre. 

Financial institutions include ùanks, trust companies, 
corporations that accept deposits and carry on the business 
of lending money on the security of real estate or investing 
in mortgages or hypothecs on real estate, life insurance 
corporations, and certain holding corporations, 

The capital deduction for the year is $200 million, plus A 
or 8, whichever amount is less: 

A. $20 million; or 

8. 20% of the amount of the taxable capital employed in 
Canada that is more than $200 million. 

A corporation has to file Form T2044 with its T2 return if it 
is subject to Part VI tax, or if it is not subject because it 
deducted a Part 1 tax credit or surtax credit. 

If the corporation is a member of a related group, you bave 
to allocate the capital deduction among the members. Use 
Form T2045, Agreement Among Relnted Financial 
Institutions-Part VI Tax, to alloc& the capital deduction. 
File this form with the TZ return. You cari get Form T2045 
from your tax services office or tax centre. 

Part VI instalment requirements are the same as those for 
Part 1. See item 6 for details. For more information, see the 
Coryoraiion Instnlment Guide, which is available at your tax 
services office or tax centre. 

On line 134 on page 8 of the T2 return, enter the amount of 
Part VI tax payable that you calculated on Form T2044. 
References 

Additional temporary tax on life insurance 
corporations 
Every life insurance corporation that carries on business in 
Canada at any time in a taxation year must pay an 
additional Part VI tax. The amount must be equal to 1% on 
its taxable capital employed in Canada for the year that is 
more than its capital allowance for the year. This additional 
tax is effective for taxation years ending after 
February 25,1992, and starting before 1996. 

Proposed legislation 
Draft legislation released in July, 1995, proposed that a 
temporary surtax be imposed on financial institutions, 
other than life insurers, for taxation years that end after 
February 27,1995 and begin before November 1,1996. 
This surtax is 0.15% of the corporation’s taxable capital 
employed in Canada,that is more than the enhanced 
capital deduction which is $400 million (rather than 
$200 million).This surtax cannot be offset by Part 1 ta?; 
The surtax Will be prorated for taxation years that 
straddle either of the above dates. Beginning in 

July, 1995, monthly instalment payine& are required to 
reflect this surtax. 

a9 
Line 133 - Part VI. 1 tax payable - 
Forms T761, T769, and T770 
The following forms are available at your tax services office 
or tax centre: 

m Form T761, CaIculation of Parts IV.1 and VI.1 Taxes Payable; 

n Foi-m T769, Election Under Section 191.2 by an Issuer of 
Tnxable Preferred Shares to Puy Pnrt VLl Tax at a Rate of 
40%; and 

n Form T770, Agreement on Linbiliiy /or Part VI.1 Tax. 

Box 1 of Form T761: “Calculation of Dividend 
Allowance” 
You cari calculate the corporation’s dividend allowance in 
box 1 of Form T761. 

Generally, the first $500,000 of dividends the corporation 
paid in the year on taxable preferred shares is exempt from 
any Part V1.1 tax liability. This basic annual exemption is 
called the dividend allowance. 

However, the $500,000 basic allowance is reduced if the 
corporation paid $1 million or more of dividends on taxable 
preferred shares in the preceding year. 

In addition, if the corporation is a member of an associated 
group, you bave to allocate the dividcnd allowance 
between the members. Box 1 provides an area for this 
allocation. 

Box 2 of Form T761: “Calculation of Part VI. 1 Tax” 
You cari calculate the corporation’s Part VI.1 tax in box 2 of 
Form T761. Part VI.1 tax is levied on dividends the 
corporation paid on short-term preferred shares and 
taxable preferred shares. 

The corporation is subject to a tax of 66 2/3% on dividends 
it paid on short-term preferred shares that are more than 
the $500,000 annual dividend allowance. 

The corporation is subject tq a tax of 25% on dividends it 
paid on taxable preferred shares (other than short-term 
preferred shares) that are more than any remaining 
dividend allowance. 

Sec subsection 248(l) for definitions of the terms short-term 
preferred shares and taxable preferred shares. 

Form T769. Election Under Secfion WI.2 by an ksuer of 
Taxable Preferred Shares to Pay Pa!f VI. 1 Tax af a Rote 
of 40% 
Corporations other than financial intermediary 
corporations or private holding corporations (sec 
subsection 1910) for definitions) cari elect to paya 40% tax 
instead of 25% on dividends paid on taxable preferred 
shares. 

If the corporation makes this election, the holder of these 
shares Will be exempt from the 10% Part IV.1 tax. 
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Sec item 87 for details. TO make this election, complete 
Form T769 and send it to us with Form T761. 

Form T770, Agreement on Liability for Part VI. I TCIX 
Complete Form T770 to certify the transfer of the 
corporation’s Part VI.1 tax liability and send it to us with 
Form T761. 

A corporation (the transferor) cari transfer all or part of its 
l’art VI.1 tax liability to another corporation (the transferee), 
if the corporations were related throughout the following 
taxation years: 

n the transferor’s taxation year for which it owes Part VI.1 
tax; and 

a the transferee’s taxation year that ends on or before the 
end of the above-mentioned transferor’s taxation year. 

A corporation cari deduct Part VI.1 tax payable from its 
income. Sec item 58 for more information. Any Part VI.1 tax 
that is left over after you reduce taxable income to zero is 
part of the corporation’s non-capital loss for the year. See 
item 48 for details. 

On line 133 on page 8 of the T2 return, enter the amount of 
Part VI.1 tax payable you calculated in box 2 of Form T761. 
Re*eW*CS 
sections 191, C$“d 191.1 to 191.4 

90 
Line 135 - Part XIV tax payable - 
Schedule T2S(20), ParfX/V Tax on Canadian 
Branches 
We do net print this schedule. 

Any corporation that is nota Canadian corporation 
throughout the year and carries on business in Canada is 
subject to Part XIV tax, which is known as branch ta. 

The branch tax rate is usually 25%, but a reciprocal tax 
treaty cari reduce this percentage. In addition, a tax treaty 
may restrict the branch tax to corporations that carry on 
business in Canada through a permanent establishment in 
Canada. 

You bave ta show how you calculated Part XIV tax. Identify 
these calculations as Schedule TZS(20) in the top right-hand 
corner of the page. 

On line 135 on page 8 of the T2 return, enter the amount of 
Part XIV tax payable you calculated on Schedule T2S(20). 

Lines 137 to 143 - the “Provincial and 
territorial tax” area 
Quebec, Ontario, and Alberta administer their own 
corporate income tax systems. Corporations that earn 

income in these provinces bave to file separate provincial 
corporate income tax returns. 

AI1 other provinces and territories legislate their corporate 
income tax provisions, and Revenue Canada administers 
them. These provinces and territories do not charge income 
tax on the taxable income of non-resident-owned 
investment corporations, or on the taxable income of 
corporations that are exempt from tax under section 149. 

Therefore, if the corporation does not hue a permanent 
establishment in Quebec, Ontario, or Alberta, you bave to 
calculate provincial and territorial income taxes and credits, 
os well as federal income taxes and credits, on the 
T2 return. 

If you need help with Quebec’s corporate tax, please see 
Quebec’s Corporation Incorne TRX Guide. You cari order this 
guide by contacting one of the offices of the Ministère du 
Revenu du Québec. 

If you need help with Ontario’s corporate tax, please sec 
the Ontario Corporations Tnx guide. You cari order this guide 
by calling one of the following numbers: 

Metro Toronto . . ..<....<<....<..<.........’ .<._<<....<...<.................. 965-1160 
Ail other areas in Ontario . . . . . . . . . . . l-800-263-7965 
French-language enquiries . . .._.......... l-800-668-5821 
Telecommunications Device for the Deaf...... l-800-263-7776 
Outside Ontario (you may cal1 
collect) _......<........<.............. (905)~433-6539 or (905) 433-6559 

If you need help with Alberta’s corporate ta, please see 
the brochure called An hltroduction to Afberta’s Corporate 
Income Taw, and the Guide to the Completion of the Alberta 
Corparnfe Inco,ne Tax Return. You cm order these 
publications by calling one of the following numbers: 

Edmonton <,...<....<....<...<..............,,....................... (403) 427-0712 
Calgary <...,<...,<....<.......................,........................ (403) 297-5200 
Outside the Edmonton and Calgary 
calling areas but within Alberta l-800-363-6296 

91 
Line 137 - Provincial or territorial jurisdiction 
On line 137 on page 8 of the T2 return (page 1 of the 
T2 Short), give the name of the province or territory where 
the corporation earned its income. Usually, this is where 
the corporation has its permanent establishment. 

If the corporation earned income in more than one province 
or territory, write “multiple.” Corporations with a multiple 
jurisdiction bave to file Schedule TZS-TC, TRX Calculation 
Supplementnry - Corporntiom, with the T2 return. 

By completing line 137, you ensure that the corporation’s 
income taxes go to the correct province OI territory. Please 
cotiplete this line even if no tax is payable, or if the 
provincial jurisdiction is Quebec, Ontario, or Alberta. 

92 
Line 139 - Provincial or territorial tax 
payable - Schedule T2S-TC, Jax Calculafion 
Supplemenfary - Corporations 
You cm get this schedule from your tax services office or 
tax centre. 
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File Schedule T2S-TC with the T2 return if the corporation: 

. has a permanent establishment in more than one 
province or territory fwhether or not the corporation is 
taxable); or 

n is claiming provincial or territorial tnx credits, or rebates 
(sec item 93 for details). 

If the corporation bas no taxable income, you only bave to 
complete columns B and D in Part 1 of Schedule TZS-TC. 

A permanent establishment in a province or territory is 
usually a fixed place of business of the corporation, which 
inclndes an office, branch, mine, oil well, farm, timberland, 
factory, workshop, or warehouse. If the corporation does 
not bave a fixed place of business, the corporations 
permanent establishment is the principal place in which the 
corporation’s business is conducted. 

If the corporation carries on its business through an 
employee or an agent established in a particular place, the 
corporation is considered to bave a permanent 
establishment in that place if the employee or agent: 

. bas general authority to contract for the corporation; or 

n has a stock of merchandise owned by the corporation 
from which the employee or agent regularly fills orders 
received. 

See Regulation 400(2) for a complete definition of 
permanent establishment. 

Reference 

Part l of Schedule T2S-TC: “Allocation of taxable 
income” 
We assess provincial iricome taxes on the amount of taxable 
income the corporation allocates to each province. See 
Regulation 402 for details on how to allocate taxable 
income. 

Generally, to allocate taxable income to each province, you 
bave to use a formula based on gross revenue and salaries 
and wages. See Part 1 of Schedule TZS-TC for details. 

You Will find the rules on how to allocate gross revenue in 
R@ations 402(4) and 402f4.1). 

Do not include any of the following amounts in the 
corporation’s gross revenue: 

w interest on bonds, debentures, or mortgages; 

. dividends on shares of capital stock; or 

H rentals or royalties from property that the corporation 
does not use in its principal business operations. 

Be sure to allocate gross salaries and wages the corporation 
paid in the year to the permanent establishment in which 
those salaries and wages were paid. Do not include in gross 
salaries and wages any commissions the corporation paid 
to a person who is not an employee. 

See Regulations 403 to 413 for details on special methods 
for aliocating taxable income for the following types of 
business: 

. insurance corporations; 

. chartered banks; 

. trust and loan corporations; 

. railway corporations; 

. airline corporations; 

n grain-elevator operators; 

. bus and truck operators; 

. ship operators; 

. pipeline operators; 

n divided businesses; and 

n non-resident corporations. 

Dual rates of provincial and territorial income tax 
AI1 provinces and territories bave two rates of income tax: 
the lower rate, and the higher rate. You Will find the rates 
that apply to each province and territory in items 95 
through 103. 

The lower rate applies to the part of taxable income you 
allocate ta a province or territory that is eligible for the 
federal small business deduction. 

The higher rate applies to the part of taxable income you 
allocate to a province or territory that is not eligible for the 
federal small business deduction. 

Example 1 
Corporation X earned all of its income in 1995 from its 
permanent establishment in Saskatchewan. 

The corporations taxation year runs f,rom 
September 1,1994, to August 31,199s. 

Corporation X claimed the small business deduction when 
it calculated its federal tax payable. 

The lower rate of tax for Saskatchewan is 8.5% for 1994 
and 8% for 1995. The higher rate is 17%. 

Corporation X calculates its Saskatchewan tax payable as 
follows: 

Taxable income 

Subtract amount taxed at lower rate: 

Least of lines 223,225, and 227 or (F) if 
applicable, in the small business deduction 
c;ilculation 

Amount taxed at higher rate 

Taxes payable at higher rate: 

$12,000 x 17 % = 

Taxes payable at lower rate: 

$78,000 x 8.5% x - = 

$90,000 

$78,ooo 

512,000 

$ 2,040 

5 2,216 
365 

$78,000 x 8% x -3 = 
365 

Saskatchewan tax payable 

$4.154 

$a41Q 
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If, in the above example, the corporation had not qualified 
for a federal small business deduction, you would calculate 
the provincial corporation tax payable as follows: 

Saskatchewan tax payable: 

$90,000 x 17% = $15,300 

When you allocate a corporation’s taxable income to more 
than one province or territory, you also bave to allocate 
proporlionally any income eligible for the small business 
deduction. 

Example 2 
Corporation Y has permanent establishments in both 
Manitoba and British Columbia. Its taxation year runs from 
January 1,1995, to December 31,1995. 

Corporation Y claimed the small business deduction when 
it calculated its federal tax payable. 

The lower rate of tax for Manitoba is 9%, and the higher 
rate of tax is 17%. 

To calculate its Manitoba income tax, Corporation Y does 
the following calculations: 

Taxable income allocated to Manitoba (from 
Schedule TZS-TC) 

Taxable income allocated ta British Columbia 
(from Schedule T2S-TC) 

Total taxable income 

Least of lines 223,225, and 227 or (F), 
if applicable, in the small business 
deduction calculation 

Income eligible for the small business deduction 
attributed to Manitoba: 

$6$g x $78,000 = 

Taxable incorne, earned in Manitoba 

Subtract: Income eligible for the small 
business deduction attributed 
to Manitoba 

Amount taxed at higher rate 

Taxes payable at higher rate: 
$8,000 x 17% = 

Taxes payable at lower rate: 
$52,000 x 9% = 

Manitoba tax payable 

560,000 

$30.000 

$90,000 

$78,000 

$52.000 

$60,000 

$52.ooo 

$ 8,000 

$ 1,360 

$4.680 

TO calculate its British Columbia income tax payable, 
Corporation Y would repeat the same steps, using the rates 
that apply. 

On line 139 on page 8 of the T2 return, enter amount K from 
Schedule TZS-TC, which is the total amount of provincial or 
territorial tax payable from column H on Schedule TZS-TC. 

93 
Line 141 - Provincial and territorial tgx 
credits and rebates - Part II of 
kchedule T2S-TC 
Complete Part 11 of Schedule T2S-TC if the corporation is 
claiming provincial or territorial tax credits or rebates to 
reduce the provincial or territorial income tax it would 
otherwise bave to psy. 

On line 141 on page 8 of the T2 return, enter the total 
amount of credits and rebates you calculated in Part II of 
Schedule T2S-TC. Attach to the T2 return any forms you 
completed to claim provincial or territorial credits or 
rebates. 

In’item 94, you Will find information about provincial 
foreign tax credits for a11 provinces and territories. In 
items 95 to 103, we bave also provided details on all other 
provincial and territorial credits and rebates. 

94 
Provincial or territorial foreign tax crecfits 
Every province and territory allows a corporation to claim a 
foreign tax credit for taxes it paid to another country on 
fore@ non-business income. 

However, you cannot claim foreign tax credits on the 
T2 return for the provinces of Quebec, Ontario, and Alberta, 
since these provinces collect their own income taxes. 

For each province for which the corporation is daiming a 
credit, you bave to do a separate calculation. Calculate a 
provincial foreign tax credit as the least of: 

A. 

B 

total taxable 
income 
allocated to 

provincial or fore@ province 
territorial x non- business x or territorv 
tax rate (%)* income total taxable 

income 

(i) x [(ii) - (iii)] 

where 

(i) = taxable income allocated to province or territory 
taxable income allocated to all provinces or 
territories 

(ii) = non-business foreign tax paid (net including tax 
paid on dividends from a share of a foreign 
affiliate) after deduction under subsection 2002) 

(iii) = federal fore@ non-business income tax credit 
allowed 

*If the tax rate has changed during the taxation year, 
prorate the calculation in A above using the two rates. If 
the corporation has dual rates of corporate tax, always use 
the bigher rate when you calculate the foreign tax credit. 

In Part II of Schedule T2S-TC, enter on line 601 the total of 
provincial and territorial foreign tax credits. 
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95 
Newfoundland 
The lower rate of Newfoundland income tax is 5%. This 
lower rate applies to taxable income earned in 
Newfoundland that qualifies for the federal small business 
deduction. 

The higher rate of income taxis 16% for 1994 and 14% 
for 1995. These higher rates apply to taxable income earned 
in Newfoundland that does net qualify for the federal small 
business deduction. 

If January 1,1995, falls within the corporation’s taxation 
year, you bave to prorate the higher tax rate based on the 
number of days in the taxation year before and after this 
date. See example 1 in item 92 for details. 

These rates also apply to taxable income earned in the 
Newfoundland offshore area. 

Newfoundland political contribution tax credit 
You cari claim contributions the corporation made to 
registered political parties and registered candidates, as 
defined under the EIections Acf, 1991 ofNewjoundhd, as 
follows: 

. 75% of the first $100 contributed; plus 

. 50% of the next $450 contributed; plus 

. 33 1/3% of the amount contributed that is more than 
$550, to a maximum credit of $500. 

Attach officia] receipts to the T2 return. We ca” only accept 
photocopies if the issuer certifies them as true copies. 

In Part II of Schedule T2S-TC, enter on line 602 the total 
amount of qualifying contributions, and enter on line 603 
the amount of the credit the corporation is claiming. 

Form Tl 100, Newfaundland Manufacfuring and 
Processing Profifs Tax Credif 
You ca” get this form from your tax services office or tax 
centre. 

Corporations that bave earned taxable income and 
manufacturing and processing profits in Newfoundland are 
eligible for the Newfoundland manufacturing and 
processing profits tax credit. Complete Form TllOO and file 
it wilh the T2 return to claim this tax credit. 

Use Form T1092 to claim the Prince Edward Island 
corporate inveshnent tax credit. A corporation ca” earn this 
credit on qualifie-d property it acquired after 
Decembcr 31,1992 to reduce Prince Edward Island tax 
payable. 

On line 681 in Part II of Schedule TZS-TC, enter the amount 
of thc credit the corporation is claiming. 

You cm carry forward the unclaimed credit to the seve” 
taxation years that follow the taxation year in which the 
corporation made the purchase. You ca” also carry back a” 
unused credit to the three previous taxation years from the 
taxation year that the corporation made the purchase. You 
Can”ot carry back the credit to any taxation year ending 
before 1993. 

96 
Prince Edward Island 
The lower rate of Prince Edward Island income tax is 7.5%. 
This rate applies to: 

On line 760 in Part II of Schedule T2STC, enter the total of 
qualified expenditures the corporation made in the year. 
On line 763, enter the amount of the credit the corporation 
is claiming. 

m taxable income earned in Prince Edward Island that 
qualifies for the federal small business deduction; and 

97 
Nova Scotia 

q a credit union’s income that qualifies for the additional 
deduction under subsection 137(3). 

The higher rate of income taxis 15%. This 15% rate applies 
to taxable income that does net qualify for the federal small 
business deductio”. 

The Iower rate of Nova Scotia incarne taxis 5%. Thés lower 
rate applies to taxable income earned in Nova Scotia that 
qualifies for the federal small business deductio”. 

The higher rate of income tax is 16%. T.his 16% rate applies 
to taxable income earned in Nova Scotia that does “ot 
qualify for the federal small business dcductio”. 

Prince Edward Island political contribution tax credit 
You ca” claim contributions the corporation made to 
recognized Prince Edward Island political parties, and to 
candidates who were officially nominated under the 
Election Act ofPrince Edward Island, BS follows: 

q 75% of the first $100 contributed; plus 

ra 50% of the next $450 contributed; plus 

n 33 1/3% of the amount contributed that is more than 
$550, to a maximum credit of $500. 

Attach officia1 receipts to the T2 return. We ca” only accept 
photocopies if the issuer certifies rhum as truc copies. 

In Part II of Schedule TZS-TC, enter on Iine 630 the total 
amount of qualifying contributions, and enter on line 632 
the amount of the credit the corporation is claiming. 

Form T109 1, Prince Edward Island Manufacfuring and 
Processing Profits Tax Credif 
You ca” get this form from your tax services office or tax 
centre. 

Corporations that bave earned taxable income and 
manufacturing and processing profits in 
Prince Edward Island are eligible for the 
Prince Edward Island manufacturing and processing profits 
tax credit. Complete Form T1091 ond file it with the 
T2 return to clair” this tax credit. 

On line 682 in Part 11 of Schedule T2S-TC, enter the amount 
of the credit the corporation is claiming. 

Form T1092, Prince Edward Island Corporafe 
fnvesfmenf Tax Cfedif 
You ca” get this form from your tax services office or tax 
centre. 



Nova Sc&ia provincial income tax at the above rates also 

applies to taxable income earned in the Nova Scotia 
offshore area. 

Nova Scotia political contribution tax credit 
You cari claim contributions the corporation made to 
candidates and recognized parties, as defined under the 
Elections Act of Nom Scotia, as follows: 

. 75% of the first $100 contributed; plus 

. 50% of the next $450 contributed; plus 

. 33 1/3% of the amount contributed that is more than 
5550, to a maximum credit of $500. 

Attach officia1 receipts to the T2 return. We cari only accept 
photocopies if the issuer certifies them as true copies. 

In Part II of Schedule TZS-TC, enter on line 616 the total 
amount of qualifying contributions, and enter on line 612 
the amount of the credit the corporation is claiming. 

Form T70 1, Nova Scoiia Corporate Tax Reduction for 
New Small Businesses 
You cari get this form from your tax services office or tax 
centre. 

Use Form T701 to calcul& the Nova Scotia corporate tax 
reduction for new small businesses. 

This tax reduction applies to the first two taxation years Of 
qualifying Canadian-controlled private corporations 
incorporated in Nova Scotia. For corporations that 
incorporated after April24,1992, this tax reduction has 
been extended to the first three taxation years. For the 1993 
and subsequent taxation years, this ta reduction has been 
extended to a corporation incorporated outside the 
province if it pays at least 25% of its wages to employees 
who are resident in the province and its head office is 
located in the province. 

If the qualifying corporation is eligible for a federal small 
business deduction for the year, you cari claim this tax 
reduction to reduce Nova Scotia income tax that the 
corporation would otherwise bave to psy. 

TO claim the reduction, send a completed Form T701 with 
the T2 return, along with the Certificntc of Efigibility that the 
province issues. 

In Part II of Schedule TZS-TC, enter on line 668 the amount 
of the reduction the corporation is claiming. 

Form T85, Nova Scotta Research and Devebpment Tax 
Credit 
You cari get this form from your tax services office or tax 
centre. 

Use Forrn T85 to calculate the Nova Scotia research and 
development tax credit. 

The corporation cari claim this credit if it has a permanent 
establishment in Nova Scotia, and if it made eligible 
expenditures for scientific researchand experimental 
development carried out in Nova Scotia. The amount of the 
credit is equal to 15% of eligible expenditures. 

The credit is applied to reduce Nova Scotia tax payable as 
well as any amounts owing under the,federal and 

provincial income tax acts, the Canada Pension Plan and the 
Unemployment Insurance Act. Any remaining balance Will be 
refunded. 

The corporation cari carry forward any unclaimed credits 
earned in taxation years ending on or before 
December 31,1993 to the following seven years from the 
taxation year that it made the expenditure. 

TO claim the credit, file Form T85 with the T2 return. 
Form T85 has more details on how to do the calculation. 

In Part II of Schedule TZS-TC, enter on line 670 the total 
eligible expenditures the corporation made in the year, and 
enter on line 154 on page 8 of the T2 return the total amount 
of the credit earned in the curent year. Enter the amount of 
credit carried forward from preceding years and applied 
against the curent year provincial ta payable on line 671 
of schedule TZS-TC. 

Nova Scotia ISO9000 cettificotion tax credit 
The Minister of Finance for the province of Nova Scotia Will 
issue a tax credit certificat& ISO 9000, for audit, training 
and documentation expenses made after 1993 (by a 
corporation with a permanent establishment in the 
province of Nova Scotia). 

The tax credit is equal to 25% of the lesser of the following 
amounts: 

. the amount of current-year eligible expenditurés; or 

. $150,000. 

The certificate, indicating the amount of tax credit, must be 
filed with the incarne tax return. 

The tax credit may be deducted from the provincial tax 
otherwise payable. 

In Part II of Schedule T2S-TC, enter on Iine 613 the amount 
of the credit the corporation is claiming. 

Nova Scotia prospectus tax credit 
The Minister of Finance for the province of Nova Scotia Will 
issue a tax credit certificate for eligible expenditures 
incurred after 1994 and before 2000 (by a corporation with a 
permanent establishment in the province of Nova Scotia). 
Eligible expenditures are audit, legal and printing expenses 
necessary for the corporation to file a prospectus pursuant 
to the Securities Ad or a stock exchange as prescribed by 
regulation. 

The tax credit is equal to 35% of the lesser of the following 
amounts: 

n the amount of eligible expenditures made in the taxation 
year; or 

. 5100,000. 

The certificate, indicating the amount of the tax credit, must 
be filed with the T2 return. The tax credit may be deducted 
from provincial tax otherwise payable. This credit is not 
refundable and there is no carry-back or carry-forward 
provisions. 

In Part II of Schedule T2S-TC, enter on line 779 the amount 
of the credit the corporation is claiming. 
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Nova Scotia film industry tax credit refund 
The Minister of Finance for the province of Nova Scotia Will 
issue a tax credit Certifi&e to a corporation producing an 
eligible film in the province. 

The amount of the credit is equal to the lesser of the 
following amounts: 

n 30% of eligible salaries paid after 1994 and before 2000 to 
residents of Nova Scotia; or 

. 15% of the total production costs of the eligible film. 

This credit is applied to reduce Nova Scotia tax payable as 
well as any amounts owing under the federal and 
provincial income tax acts, the Canada Pcnsioir Plnn Act and 
the Unemployment Insurance Act. Any remaining balance 
Will be refunded. 

TO claim the credit, file the certificate with the T2 return 
“~ and enter the amount of the credit earned in the current 

year on lime 152 on page 8 of the TZ return. 

;:,~ ., 
.., ,98 ,. ,,. 

‘:. ~New Brunswick 
‘..,, The lower rate of New Brunswick income tax is 9% for 1994 
., Y.1 ?od 7% for 1995. These rates apply to taxable income 

““’ ‘“earned in New Brunswick that qualifies for the federal 
stnall business deduction. 

Thë higher rate of income tax is 17%. This 17% rate applies 
to taxable income earned in New Brunswick that does not 
qualify for the small business deduction. 

If January 1,1995, falls within the corporation’s taxation 
yeer, you bave to prorate the lower tax rate based on the 
number of days in the taxation yen before and after this 
date. Sec example 1 in item 92 for details. 

New Brunswick political contribution tax credit 
You cari claim contributions the corporation made to a 
registered political party, a registered district association, or 
il registered independent candidate, as defined under the 
Elections Act ofNm Brunswick, as follows: 

n 75% of the first $100 contributed; plus 

. 50% of the next $450 contributed; plus 

m 33 1/3% of the amount contributed that is more thnn 
5550, to a maximum credit of $500. 

Attach officia1 receipts to the T2 return. We cari only accept 
photocopies if the issuer certifies them as truc copies. 

: .In Part II of Schedule T2S-TC, enter on lime 622 the total 
amount of qualifying contributions, and enter on line 624 
the &nount of the credit the corporation is claiming. 

Form Tl 111, New Brunswick Research and 
Development Tax Credif 
You cari get Form Tllll from your tax services office or tax 
centre. Use it to calculate the New Brunswick research and 
development tax credit. The corporation cari claim this 
credit if it bas a permanent establishment in 
New Brunswick and if it made eligible expenditures for 
scientific research and experimental development to be 
carried out in New Brunswick after February 25,1994. The 

amount of the credit is equal to 10% of eligible 
expenditures. Apply the credit to reduce New Brunswick 
tax that the corporation would otherwise bave to psy. 

The corporation cari carry back any unclaimed credit to the 
preceding three taxation years from the year that it made 
the expenditure. It cannot carry back the credit to any 
taxation year ending before February 26,1994. In addition, 
the corporation cari carry forward the unclaimed credit to 
the following seven years from the taxation year that it 
made the expenditure. 

TO claim the credit, file Form Tllll with the T2 return. 
Form TIlll bas more detailed information on how to 
calculate this credit. 

On line 770 in Part II of Schedule TE-TC, enter the total 
eligible expenditures the corporation made in the year. On 
line 773, enter the amount of the credit the corporation is 
claiming. 

99 
Manitoba 
The lower rate of Manitoba income tax is 9.5% for 1994 
and 9% for 1995. These lower rates epply to: 

. taxable income earned in Manitoba that qualifies for the 
federal small business deduction; and 

n a credit union’s income that qualifies for the additional 
deduction under subsection 137(3). 

The higher rate of income tax is 17%. This 17% rate applies 
to taxable income earned in Manitoba that does not qualify 
for the small business deduction. 

If January 1, 1995, falls within the corporation’s taxation 
year, you bave to prorate the lower tex rate based on the 
number of days in the taxation year before and after this 
date. See example 1 in item 92 for details. 

Manitoba political contribution tax credit 
You cari claim contributions the corporation made to 
registered political parties and registered candidates, as 
defined under the Election Finances Ad ofManitoba, as 
follows: 

n 75% of the first 5100 contributed; pl.us 

n 50% of the next $450 contributed; plus 

. 33 1/3% of the amount contributed that is more than 
5550, to a maximum credit of $500. 

Attach officia1 receipts to the T2 return. We cari only accept 
photocopies if the issuer certifies them, as trrue copies. 

In Part II of Schedule T2S-TC, enter on line 620 the total 
amount of qualifying contributions, and enter on line 619 
the amount of the credit the corporation is claiming. 

Form T1088, Manitoba Research and Development rax 
Credit 
You cah get this form from your tax services office or tax 
centre. 

Use Form TIO88 to calculate the Manitoba research ahd 
development tax credit. 
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The corporation cari claim this credit if it has a permanent 
establishment in Manitoba, and if it made eligible 
expenditures for scientific research carried out in Manitoba 
after March 11,1992. The amount of the credit is equal 
to 15% of eligible expenditures. Apply the credit to reduce 
Manitoba tax that the corporation would otherwise bave to 

PaY. 

The corporation cari carry back any unclaimed credit to the 
preceding 3 taxation years from the year that it made the 
expenditure. The corporation cannot carry back the credit 
to any taxation year ending before March 12,1992. The 
corporation cari carry forward the unclaimed credit to the 
following 7 years from the taxation year that it made the 
expenditure. 

TO claim the credit, file Form T1088 with the T2 return. 
Form T1088 has more details on how to calculate this credit. 

On line 755 in Part II of Schedule T2S-TC, enter the total 
eligible expenditures the corporation made in the year. On 
line 758, enter the amount of the credit the corporation is 
claiming. 

legislation to Emit this reduction to the first four taxation 
years. 

If the corporation is eligible, you cari reduce the amount of 
lower-rate Manitoba tax otherwise payable by a percentage 
of the taxable income the corporation earned in Manitoba 
that qualifies for the federal small business deduction. The 
reduction also applies to the amount of a credit union’s 
income that is eligible for the additional deduction under 
subsection 137(3). 

The reduction rate declines by 2% per year over the first 
four or five taxation years of the corporation, as follows: 

Taxation year Five-year Four-year 
reduction reduction 

First year 10% 8% 

Second year 

Third year 

Fourth year 

8% 6% 

6% 4% 

4% 2% 

Form T1089, Manifoba Manufacfuring crnd Processing 
Tax Credit 
You cari get this form from your tax services office or tax 
centre. 

Use Form T1089 to claim the Manitoba manufacturing and 
processing tax credit. A corporation cari earn this credit on 
qualified property it acquired after March 11,1992, and 
before July 1,1996, to reduce Manitoba tax payable. The 
corporation has to use the qualified property in Manitoba 
primarily for the purpose of manufacturing or processing 
goods for sale or lease. 

Fifth year 

Sixth and later years 

2% 

TO claim the reduction, send a completed Form T800 with 
the T2 return, along with the Confirmation No~i~e the 
province issues. 

In Part II of Schedule T2S-TC, enter the reduction rate on 
line 610, and enter on line 611 the amount of the reduction 
the corporation is claiming. 

100 
On line 750 in Part II of Schedule T2S-TC, enter the total of 
qualified expenditures the corporation made in the year. 
On line 753, enter the amount of the credit the corporation 
is claiming. 

You cari carry back an unused credit to the three previous 
taxation vears from the taxation year that the corporation 
made the purchase. You carmot “rry back the crédit to any 
taxation year ending before March 12,1992. You cari also 
carry forward the unclaimed credit to the seven taxation 
years that follow the taxation year in which the corporation 
made the purchase. 

Saskatchewan 
The Iower rate of Saskatchewan income taxis 8.5% for 1994 
and 8% for 1995. These lower rates apply to: 

. taxable income earned in Saskatchewan that qualifies for 
the federal small business deduction; and 

. a credit union’s income that qualifies for the additional 
deduction under subsection 137(3). 

The higher rate of income tax is 17%. This higher rate 
applies to taxable income earned in Saskatchewan that does 
not qualify for the federal small business deduction. 

Form T800, Manitoba Corporate Tax Reducfion for New If January 1,1995, falls within the corporation’s taxation 
Smafl Businesses year, you bave to prorate the lower tax rate based on the 
You cari get this form from your tax services office or tax number of days in the taxation year before and after this 
centre. date. See example 1 in item 92 for details. 

Use Form T800 to calculate the Manitoba corporate tax 
reduction for new small businesses. 

This tax reduction applies to Canadian-controlled private 
corporations, credit unions, or co-operative corporations 
that incorporated in Manitoba from August 9,1988, to 
December 31,1992, inclusive. 

For corporations that incorporated before Aprill8,1991, 
the tax reduction applies to the first five taxation years. 
However, for corporations that incorporated after 
Aprill7,1991, the province of Manitoba has changed the 

Form T70, Saskatchewan Royalfy Tax Rebafe 
Calcufafion (Corporafions) 
You ca* get this form from your tax services office or tax 
centre. 

Use Form T70 to calculate the Saskatchewan royalty tax 
rebate. This rebate is available to corporations that, in the 
taxation year, had both taxable income earned in 
Saskatchewan and attributed Canadian royalties and 
taxes, as defined in paragraph 2(l)(a) of the Saskatchewan 
Xoyalfy Tax Rebnte Regulations. 
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TO claim the rebate, file Form T70 with the TZ return. 
Form T70 gives details on how to do the calculations. 

On Part II of Schedule T2S-TC, enter on line 605 the royalty 
tax rebate the corporation is claiming. On line 614, enter 
any rebate it is carrying forward to the current taxation 
year. On line 615, enter the current adjusted attributed 
Canadian royalties and taxes. 

Saskatchewan venture capital tax credit 
If the corporation is resident in Saskatchewan and invests 
in equity shares of a venture cepital corporation, it may be 
able to claim a venture capital tax credit. 

The Saskatchewan government issues an information slip 
called the T2C(SASK) to these corporations. TO claim the 
credit, send the T2C(SASK) with the T2 return. 

You bave to “pply any available credit to reduce the 
corporation’s Saskatchewan provincial tax to zero. If there 
is an amount left over, the corporation cari carry it forward 
to the seven taxation years that follow and deduct it from 
the Saskatchewan tax payable. 

On line 636 in Part II of Schedule TE-TC, enter the total 
credit the corporation earned in the ye;ir, as reported on the 
T2C(SASK), plus the amount of credit available for 
carry-forward from the previous taxation year. On line 637, 
enter the amount of the credit the corporation is claiming. 

Saskatchewan livestock investment tax credit 
Corporations that were resident in Saskatchewan were able 
to earn the livestock investment tax credit if, before 1990, 
they owned, fed, and marketed eligible classes of livestock. 

If the corporation still has any unclaimed credits, you cari 
carry them forward to the seven taxation years following 
the year the corporation earned them, and apply them to 
“ny Saskatchewan tax the corporation would otherwise 
bave to psy. 

In Part II of Schedule T2S-TC, enter on line 638 the amount 
of credit available for carry-forward from the previous 
taxation year, and enter on line 639 the amount of the credit 
the corporation is claiming. 

Saskatchewan livestock facilities tax credit 
Corporations that were resident in Saskatchewan were able 
to earn a Saskatchewan livestock facilities tax credit if, 
before 1990, they invested in Eligible livestock facilities. 

In Part II of Schedule T2S-TC, enter on line 678 the amount 
of credit available for carry-forward from the previous 
taxation year, and enter on line 676 the amount of the credit 
the corporation is claiming. 

If the corporation still has any unclaimed credits, it cari 
carry them forward to the seven taxation years following 
the year the corporation earned the credits, and apply them 
to any Saskatchewan tax the corporation would otherwise 
bave to pa$ 

Form Tl 10 1, Saskatchewan Manufcrcfuring and 
Processing Tax Credit 
You cari get this form from your tax services office or tax 
centre. 

Use Form T1101 to claim the Saskatchewan manufacturing 
and processing tax credit. A corporation cari earn this credit 
on qualified property it acquired after March 31,1993, and 
before January 1,1994, to reduce Saskatchewan tax payable. 
The corporation has to use the qualified property in 
Saskatchewan primarily for the purpose of manufacturing 
or processing goods for sale or lease. 

On line 768 in Part II of Schedule T2S-TC, enter the amount 
of the credit the corporation is claiming. 

You cari carry forward the unclaimed credit to the ten 
taxation years that follow the taxation year in which the 
corporation made the purchase. You cari also carry back an 
unused credit to the three previous taxation years from the 
taxation year that the corporation made the purchase. 

Form T1126, Saskatchewan Manufacturing and 
Processing Invesfment Tax Credit 
You cari get this form from your tax services office or tax 
centre. 

Use Form T1128 to claim the Saskatchewan manufacturing 
and processing investment tax credit. A corporation cari 
earn this credit on qualified property it acquired after 
February 16,1995 to reduce Saskatchewan tax payable. The 
corporation has to use the qualified property in 
Saskatchewan primarily for manufacturing and processing 
goods for lease or sale. 

On line 765 in Part II of Schedule T2S-TC, enter the total 
qualified expenditures the corporation made in the year. 
On line 777, enter the amount of the credit the corporation 
is claiming. 

You cm carry forward the unclaimed credit ta the seven 
taxation years that follow the taxation year in which the 
corporation made the purchase. You cari also carry back an 
unused credit to the three previous taxation years from the 
taxation year that the corporation made the purchase. 

Saskatchewan manuiacturing and processing profits 
tax reduction 
A corporation cari reduce the Saskatchewan income tax rate 
by as much as 7% on Canadian manufacturing and 
processing profits, as reported on their T2 return. The tax 
reduction is effective July 1,1995 and cari be pro-rated by 
the number of days in the fiscal year after June 30,1995. 

The Revenue Division of the Saskatchewan Deparhnent of 
Finance Will administer the tax reduction as a corporation 
income tax rebate. Corporations Will be required to apply 
directly to Saskatchewan Finance for a rebate of the tax 
paid, upon filing of their T2 return. 

For more information, contact the Revenue Division of 
Saskatchewan Finance. 

101 
British Columbia 
The lower rate of British Columbia income tax is 10%. This 
lower rate applies to: 

n taxable income earned in British Columbia that qualifies 
for the federal small business deduction; and 
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. a credit union’s income that qualifies for the additional 
deduction under subsection 137(3). 

The higher rate of tax is 16.5%. This higher rate applies to 
taxable income earned in British Columbia that does “ot 
qualify for the federal small business deduction. 

British Columbia political contribution tax credit 
You ca” claim contributions the corporation made to 
recognized British Columbia political parties, recognized 
BritishCoIumbia constituency associations, or to,candidates 
for a” election to the British Columbia Legislative 
Assembly, as follows: 

n 75% of the first $100 contributed; plus 

n 50% of the next $450 contributed; plus 

n 33 1/3% of the amount contributed that is more than 
$550, to a maximum credit of $500. 

Attach officia1 receipts to the T2 return. We ca” only accept 
photocopies if the issuer certifies them as truc copies. 

In Part 11 of Schedule T2S-TC, enter on line 606 the total 
amount of qualifying contributions, and enter on line 604 
the amount of the credit the corporation is claiming. 

Form T81, Brifish Columbia RoyaMy and Deemed 
Income Rebafe Calculafion and Application 
You ca” get this form from your tax services office or tax 
centre. 

Use Form T81 if the corporation is subject to British 
Columbia income tax, and if it has income affected by any 
of paragraphs 12(1)(o), 18(I)(m), ZO(l)(v.l), or 
subsections 69(6) or 69(7) of the federal Income Tax Act. File 
the completed form with the T2 return. 

This rebate allows a deduction for Crown royalties and 
deemed income, and replaces the federal resource 
allowance. Use the adjusted taxable income to recalculate 
any provincial taxes payable. The difference between the 
British Columbia tax that the corporation would otherwise 
bave to pay and the recalculated BritishColumbia tax 
payable may result in a” amount receivable or payable by 
the corporation. 

In Part 11 of Schedule T2S-TC, enter on line 607 the rebate or 
addition you calculated on Form TSI, and enter on line 617 
the amount of British Columbia tax that the corporation 
would otherwise bave to pay. 

British Columbia logging tax credit 
Corporations that bave paid a logging tax to British 
Columbia on income they earned from logging operations 
for the year ca” claim a British Columbia logging tax credit 
The credit is equal to one-third of the logging tax the 
corporation paid. 

In Part II of Schedule TZS-TC, enter on line 608 the omount 
of the credit. 

British Columbia small business venture capital tax 
credit 
Corporations investing in shares of a registered venture 
capital corporation ca” claim a British Columbia venture 
capital tax credit. 

The British Columbia government issues an information 
slip called Form FIN 565 to these corporations. File this 
information slip with the T2 return to claim the 
BritishColumbia venture capital tax credit. 

You bave to apply this credit to reduce the 
British Columbia provincial tax payable for the year to zero. 
If there is still some credit left over, the corporation ca” 
carry it forward for four taxation years to reduce its 
British Columbia tax payable. 

On line 642 in Part II of Schedule TZS-TC, enter the total 
credit the corporation earned in the year, as reported on the 
FIN 565 slip, plus any credit available for carry-forward 
from the previous taxation year. On line 644, enter the 
amount of the credit the corporation is claiming. 

British Columbia minlng reclamation tax credit 
A corporation that is a beneficiary of a mining reclamation 
trust in a taxation year of the trust which ends in a 
particular taxation year of the corporation cari deduct from 
provincial tax payable the tax payable by the trust under 
Part XII.4 of the Incorne Tu Acf. Any unused credit may be 
applied as a credit against taxes payable under the Zfzcome 
Tnx Act for the taxation year to which the credit relates and 
a”y remaining amount may be refundable to the 
corporation. 

On li”e 158, on page 8 of the T2 return, enter the total 
amount of credit earned in the current year. 

102 
YUkOil 

The Iower rate of Yukon income taxis 6%. This lower rate 
applies to taxable income earned in the Yukon that qualifies 
for the federal small business deductio”. 

The higher rate of tax is 15%. This higher rate applies to 
taxable income earned in the Yukon that does “ot qualify 
for the small business deduction. 

Yukon political contribution tax credit 
You cari claim contributions the corporation made to a 
registered political party or to a candidate for a” election to 
the Yukon Legislative Assembly, as follows: 

m 75% of the first $100 contributed; plus 

n 50% of the next $450 contributed; plus 

. 33 1/3% of the amount contributed that is more than 
$550, to a maximum credit of $500. 

Attach officia1 receipts to the T2 Mur”. We ca” only accept 
photocopies if the issuer certifies them as true copies. 

In Part II of Schedule T2STC. enter on line 626 the total 
amount of qualifying contributions, and enter on line 628 
the amount of the credit the corporation is claiming. 

Form T572, Yukon Manufacfufing und Processing Profif 
Tax Credit 
You ca” get this form from your tax services office or tax 
centre. 

Corporations that bave earned taxable income and 
manufacturing and processing profits in the Yukon are 
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eligible for the Yukon manufacturing and processing profits 
tax credit. Complete Form T572 and file it with the 
T2 return to claim this tax credit. 

On line 634 in Part II of Schedule T2S-TC, enter the amount 
of the credit the corporation is claiming. 

103 
Northwest Territories 
The lower rate of Northwest Territories income tax is 5%. 
This lower rate applies ta taxable income earned in the 
Northwest Territories that qualifies for the federal small 
business deduction. 

The higher rate of Northwest Territories income tax is 14%. 
This rate applies to taxable income that does not qualify for 
the small business deduction. 

Northwest Territories political contribution tax credit 
You ca” claim contributions the corporation made to a 
candidate for an election to the Northwest Territories 
Legislative Assembly. The allowable political contribution 
tax credit is equal to: 

n 100% of the first 5100 contributed; plus 

m 50% of the next 5800 contributed, to a maximum credit 
of $500. 

Attach officia1 receipts to theT2 return. We cari only accept 
photocopies if the issuer certifies them as true copies. 

Note 
Contributions to a political party do not qualify for a 
credit. 

In Part II of Schedule T2S-TC, enter on line 648 the total 
amount of qualifying contributions, and enter on line 609 
the amount of the credit the corporation is claiming. 

Lines 145 to 158 - the “Other credits” 
area 

107 

104 
Line 145 - Tax instalments paid 
We publish a guide called the Corporation Instalnzent Guide, 
which is available from your tax services office or tax 
centre. This guide gives you more details about how to 
make payments and how to calculate instalments. 

Line 149 and 151 - Federal (2nd Provincial or 
Territorial Capital Gains Refund - 
Schedule T2S(18) 
We do not print this schedule. 

Investment corporations (sec section 130) and mutual fund 
corporations (sec section 131) bave to provide the following 
information with their T2 returns: 

Make all cheques or money orders payable to the Receiver 
General, and send them with Form T9, Corporation 
Remittance Form. 

n details about the refundable capital gains tax on hand; 
and 

If you do not bave a remittance form, use the copy of 
Form RF-Corp, Remittnnce Fornf, that we bave provided at 
the end of this guide. Be sure to include the corporation’5 
name, address, and Rccount number or business number on 
the form. Also, be sure to enter the taxation year-end and 
the payment amount in the correct boxes. 

. a calculation of the federal and provincial capitals gains 
refund. 

Identify this informatio” as Schedule T25(18) in the top 
right-hand corner of the page. 

The percentage you use to determine the refundable capital 
gains tax on hand is 28%. 

Remember to review every statement of account (Form T9) 
you receive from us to make sure that we bave applied the 
corporation’s instalment payments to the correct taxation 
year. If we did not allocate a payment correctly, contact 
your tax centre immediately. 

TO calculate the federal capital gains refund, determine 21% 
of one of the following amounts, whichever is lesa: 

. the capital gains dividends paid; and 

. the capital gains redemption. 

On line 145 on page 8 of the T2 return (page 1 of the 
T2 Short), report all of the instalment payments the 
corporation made for the taxation year. Keep in mind that, 
if there is a discrepancy between the amount you report,o” 
the return and the amount in the instalment account, we 
Will use the amount in the corporation’s instalment account 
for the taxation year being assessed when we process the 
return. 

In addition to the interest that the corporation has to pay 
for late or deficient instalment payments, a penalty may 
apply on the interest payable. The penalty is 50% of the 
amount you get after you subtract from the net instalment 
interest for the year one of the following amounts, 
whichever is more: 

. $1,000; or 

- 25% of the instahnent interest calculated as if the 
corporation had not made any instalment payments for 
the year. 

twerences 
s‘?ctions 157a”d 163.1 
Item 6 

105 
Line 146 - Investment tax credit refund 
On line 146 on page 8 of the T2 return, enter the amount of 
the corporation’s investment tax credit refund. Sec item 77 
for details. 

106 
Line 147 - Dividend refund 
On line 147 on page 8 of the T2 return, enter the amount of 
the corporation’s dividend refund, which you calculated in 
the “Dividend Refund” box on page 7 of the T2 return. See 
item 83 for details. 
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Calculate the provincial capital gains refund according to 
the provincial income tax act that applies. 

On line 149 on page 8 of the T2 return, enter the federal 
capital gains refund. On line 151, enter the provincial or 
territorial capital gains refund. 
Referenîes 
Sections 130 and 131 

Proposed Legislation 
Draft legislation released in July, 1995 proposed a 
~Canadian film or video production tax credit refund. 

112 

Note 
if the corporation is established and maintained 
primarily to benefit non-residents, it does net qualify as 
a mutual fund corporation, and it cannot claim the 
capital gains refund. 

Line 156 - Canadian film or video 
production tax credit refund 
A fully refundable tax credit Will be provided to 
qualified corporations that produce and own an eligible 
film or video tape. The tax credit is equal to the lesser of 
the following amounts: 

108 

n 25% of qualified salaries and wages expended 
after 1994 in respect of the production; and 

Line 152 - Nova Scotia film industry tax 
credit refund 

n 12% of the production costs 

On line 152 on page 8 of the return, enter the amount of the 
credit the corporation is claiming. See item 97 for more 
details. 

The Department of Canadian Heritage Will certify what 
constitutes an eligible film, qualified salaries and wages, 
and production costs. 

109 
Line 153 - Allowable refund for 
non-resident-owned investment corporations 
- Schedule T2S(26) 
We do not print this schedule. 

A non-resident-owned inveshnent corporation that is’ 
paying taxable dividends toits shareholders has to show 
how it calculated its daim for an allowable refund. 
Calculate a separate allowable refund for each taxable 
dividend the corporation paid during the year. 

Identify thls calculation as Schedule TZS(26) in the top 
right-hand corner of the page. Be sure to give the 
corporation’s non-resident remitter number on the 
schedule. 

TO claim the credit, file Form T1131 and the certification 
from the Department of Canadian Heritage with the 
T2 return and enter the amount of the credit earned in 
the current year at line 156 on page 8 of the T2 return. 

113 
Line 157 - Tax withheld ut source 
This is the amount show” as “income tax deducted” on any 
NR4B, T4A, or T4A-NR information slips the corporation 
may bave received. Attach these information slips to the 
T2 return to support a claim for a refund of tax withheld at 
source. 

In addition, to claim a refund of non-resident withholding 
tax, you cari also submit a completed Form NR7-R, 
Application for Refund of Non-Residenf Ta, or send us a 
signed letter requesting the refund. 

On line 153 on page 8 of the T2 return, enter the amount of 
the total allowable refund. 
Reference 
section 133 

On line 157 on page 8 of the T2 return, enter the amount of 
the refund the corporation is claiming. 

110 
Line 154 - Nova Scotia research and 
development tax credit refund 
On line 154 on page 8 of the return, enter the amount of the 
current year credit the corporation is claiming. Sec 
Form T85 in item 97 for more details. 

114 
Line 158 - British Columbia mining 
reclamation tax credit 
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On line 158 on page 8 of the return, enter the amount of the 
credit the corporation is claiming. Sec item 101 for more 
details on this credit. 

Line 155 - Federal mining reclamation tax 
credit refund 

Lines 159 to 161 - Payment or refund 
area 

A corporation that is the beneficiary of a mining 
reclamation trust in a taxation year of the trust which ends 
in a particular taxation year of the corporation may deduct, 
from Part I tax, the tax payable by the trust under Part X11.4. 
TO the extent that the amount is not deducted by the 
corporation from Part 1 tax, it is considered to bave been 
paid on account of the corporations tax for the year. Enter 
this amount on line 155 on page 8 of the T2 return. 

115 
Line 159 - Enclosed payment 
On line 159 on page 8 of the T2 return, enter the amount of 
any payment you are sending with the T2 return. Do not 
include this payment amount in the instalment total you 
recorded on line 145. 
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Make the cheque or money order payable to the Receiver 
General, and attach it to the T2 return. 

116 
Line 163 - Balance unpaid 
Line 165 - Overpayment 
Your overpayment or balance unpaid is the difference you 
get after subtracting a11 the credits on lines 145 to 158 from 
the total tax payable on line 143. 

If your total tax payable (line 143) is less than your total 
credits, enter the difference on line 165. This amount is your 
overpayment. 

If your total payable (line 143) is more than your total 
credits, enter the difference on line 163. This amount is your 
balance unpaid. 

117 
Line 161 - Refund code 
If the corporation is entitled to a refund, enter one of the 
following codes in the refund code box at line 161: 

n enter 1, if you want us to refund the overpayment; 

n enter 2, if you want us to transfer the overpayment to 
next year’s instalment account; or 

n enter 3, if you want us to apply the overpayment to 
another liability. 

Keep in mind that we Will first apply the overpayment to 
any outstanding tax the corporation owes. Then, we Will 
direct any amount left over according to the code you enter 

If you enter 1 or do not enter a code, we Will send you a 
cheque for the amount of the overpayment. 

If you enter 2, we Will transfer the overpayment to the next 
year’s instalment account, as well as any refund interest 
that has accumulated from the assessment date. 

Enter 3 if you want us to apply the corporation’s 
overpayment to other tax liabilities (for example, an 

expected debit from a reassessment), or to a different 
account. Attacha letter to the T2 return providing 
instructions. 

118 
Direct Deposit Request 
Direct deposit has replaced chequcs as the federal 
government’s standard method of issuing payments. lt bas 
a number of advantages over the traditional method of 
payment. It offers a safe, convenient, dependable and 
time-saving way of receiving payments and saves the 
Government money through reduced fees and postage. 

You cari bave the corporation’s refund deposited directly 
into the corporation’s account at a financial institution 

TO start direct deposit, or to change information you 
already provided to us, complete the Direct Deposit 
Request at the bottom of page 8 of the T2 return. You don’t 
bave to complete this area if you already bave direct 
deposit service and the information you provided before 
hasn’t changed. 

Your direct deposit request Will stay in effect until you 
change the information or cancel the service. However, if 
your financial institution advises us that you bave a new 
account, we may deposit your payments into the new 
account. If we cannot deposit a payment into a designated 
account, we Will mail a cheque to you at the address we 
bave on file. 

You cari also use form T2-DD, Direct Deposit Request Font~ 
for Corporations. You cari get this form from your tax 
services office or tax centre. 

The “Certification” box 
Complete the “Certification” box by providing the name, 
address, and title of the authorized signing officer of the 
corporation. 

Be sure to bave the officer sign and date the return. 
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Revenue Canada prints the following forms, which are available at your tax services office or tax centre 

Form number 

T2 
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T2-DD 
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T2S(7) 
T%(X) 
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T2S(16) 
TZS(21) 
T2%27) 
T70 
T81 
T85 
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T572 
T652 
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T701 
T761 
T769 

T770 
TSOO 
T921 
T962 
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T2013 
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