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Tax tips for Canadian entrepreneurs and startup
companies

By Elias Zafiridis and Michelle Kosarnia

Law360 Canada (April 23, 2024, 2:29 PM EDT) --

Embarking on a new business endeavour is an exciting venture, yet it
carries a myriad of responsibilities, particularly in the realm of tax
management. Understanding the nuances of the Canadian tax landscape
is of paramount importance for new businesses and entrepreneurs given
its profound influence on the financial well-being and prosperity of a
business. This article will explore tax planning strategies tailored to new
Canadian businesses, exploring the various types of business structures as
well as leveraging startup tax credits.

Choosing the right business structure

The structure of a business can significantly affect its tax obligations and Elias Zafiridis
benefits. In Canada, the most common business structures are sole
proprietorships, partnerships and corporations.

+ Sole proprietorship: The sole proprietorship represents the most
straightforward business structure, where one individual owns and
operates the business. This simplicity extends to tax filing; the
business income is reported on the owner’s personal income tax
return, blending business and personal financial activities. This
direct approach can be advantageous for smaller businesses with
modest profits, offering a lower startup cost and a simplified tax
reporting process. However, as profits grow, the owner may face
higher personal income tax rates. A critical downside is the
unlimited personal liability, where personal assets could be at risk to Michelle Kosarnia
cover business debts, emphasizing the need for careful financial and
legal planning.

« Partnership: In a partnership, two or more individuals or entities come together to share the
profits and losses of a business. This structure allows for income splitting, which can potentially
lower the overall tax burden if partners are in different tax brackets. Each partner reports their
share of income or loss on their personal tax returns. While partnerships facilitate the pooling
of resources and shared financial responsibility, they also require a clear agreement on the
distribution of profits and losses, underscoring the importance of a formal partnership
agreement to prevent disputes.

» Corporation: Incorporating a business creates a separate legal entity, providing notable
advantages such as limited liability protection and potential tax savings. The corporate tax rate
is typically lower than the personal tax rate for high-income earners, making it attractive for
businesses that intend to reinvest profits. Incorporation also opens various tax-planning
strategies, including income splitting among family members and tax deferral opportunities.
However, the benefits come with higher startup costs, more complex regulatory and filing
requirements and the need for meticulous record-keeping. The separation between personal
and business finances in a corporation offers protection for personal assets but requires a more
formalized operational structure.
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Each business structure has its unique advantages and challenges, especially regarding tax
implications. Entrepreneurs in Ontario should carefully consider their business goals, financial
situation and personal liability tolerance when choosing the most suitable structure. Consulting with
tax professionals and legal advisers can provide tailored advice, ensuring compliance with Canadian
tax laws while optimizing tax liabilities.

Taking advantage of startup tax credits

Yutthana Gaetgeaw: ISTOCKPHOTO.COM

Canada offers a range of tax credits and incentives designed to support startups and entrepreneurs.
Below is a non-exhaustive list:

+ Scientific Research and Experimental Development (SR&ED) Tax Incentive Program:
This program provides tax credits for businesses conducting research and development (R&D)
in Canada. Eligible expenses can include wages, materials, machinery, equipment and some
overhead costs. The SR&ED program can significantly reduce a business’s tax burden and
support innovation within the business.

 Small Business Deduction (SBD): Canadian-controlled private corporations (CCPCs) can
benefit from the SBD, which lowers the corporate tax rate on the first $500,000 of active
business income. This deduction is crucial for startups and small businesses, making more
funds available for investment and growth.

+ Investment Tax Credits: Startups investing in certain assets or activities may qualify for
investment tax credits, which can directly reduce the amount of tax owed. These credits can
cover a wide range of investments, from scientific research and experimental development to
energy conservation and environmental projects.

Other tax-saving strategies

+ Keep meticulous records: Proper documentation of all expenses, revenues and business
activities is crucial for maximizing tax deductions and credits. Business owners should invest in
good accounting software or hire a professional accountant to keep their financial records in
order.

+ Deduct home office expenses: If running a startup from home, a business owner may be
able to claim a portion of their home expenses, such as utilities, Internet and rent, as business
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expenses.

« Utilize Capital Cost Allowance (CCA): For businesses that purchase assets like equipment
or vehicles, the CCA allows the business owner to write off the cost of these assets over several
years, reducing their taxable income.

e Plan for GST/HST: If a business exceeds $30,000 in sales over four consecutive quarters, the
owner must register for, collect and remit GST/HST. However, registering voluntarily can allow
the owner to claim input tax credits on their business purchases even before reaching this
threshold.

Conclusion

Strategic tax planning plays a pivotal role in the success of any startup operating in Canada. By
understanding how the business structure impacts taxation, leveraging applicable tax credits and
deploying efficient tax-saving tactics, a business owner can notably alleviate their tax burden and
redirect more capital toward fostering business growth. It’s advisable to seek guidance from a tax
professional to customize these strategies according to your unique circumstances and remain
informed about the latest tax regulations and incentives.

Authors’ note: This article provides information of a general nature only. It does not provide legal
advice nor can it or should it be relied upon. All tax situations are specific to their facts and will differ
from the situations in this article. If you have specific legal questions, you should consult a lawyer.
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house at one of the largest retailers in North America where she supported counsel in overseeing
legal, regulatory and risk-management operations in the retail, corporate and e-commerce sectors.

The opinions expressed are those of the author and do not reflect the views of the author’s firm, its
clients, Law360 Canada or any of its or their respective affiliates. This article is for general
information purposes and is not intended to be and should not be taken as legal advice.
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