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foreword

For any business moving into new markets, a key deciding factor will be the target 
country’s tax regime. What is the corporate tax rate? Are there any incentives for 
overseas businesses? Are there double tax treaties in place? How will foreign source 
income be taxed?

Since 1994, the PKF network of independent member firms, administered by PKF 
International Limited, has produced the PKF Worldwide Tax Guide (WWTG) to provide 
international businesses with the answers to these key tax questions. This handy 
reference guide provides clients and professional practitioners with comprehensive 
tax and business information for 100 countries throughout the world.

As you will appreciate, the production of the WWTG is a huge team effort and I would 
like to thank all the member firms of the PKF network who gave up their time to 
contribute the vital information on their country’s taxes that forms the heart of this 
publication. I would also like thank Richard Jones, PKF (UK) LLP, Kevin Reilly, PKF Witt 
Mares, and Rachel Yeo, PKF Melbourne for co-ordinating and checking the entries 
from within their regions.

The WWTG continues to expand reflecting both the growth of the PKF network and 
the strength of the tax capability offered by member firms throughout the world. 

I hope that you find that the combination of reference to the WWTG plus assistance 
from your local PKF member firm will provide you with the advice you need to make 
the right decisions for your international business.

Jon Hills
PKF (UK) LLP
Chairman, International Tax Committee of the PKF International network
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important disclaimer

This publication should not be regarded as offering a complete explanation of the 
taxation matters that are contained within this publication.

This publication has been sold or distributed on the express terms and understanding 
that the publishers and the authors are not responsible for the results of any actions 
which are undertaken on the basis of the information which is contained within this 
publication, nor for any error in, or omission from, this publication.

The publishers and the authors expressly disclaim all and any liability and responsibility 
to any person, entity or corporation who acts or fails to act as a consequence of any 
reliance upon the whole or any part of the contents of this publication.

Accordingly no person, entity or corporation should act or rely upon any matter or 
information as contained or implied within this publication without first obtaining 
advice from an appropriately qualified professional person or firm of advisors, and 
ensuring that such advice specifically relates to their particular circumstances. 

PKF International is a network of legally independent member firms administered by 
PKF International Limited (PKFI). Neither PKFI nor the member firms of the network 
generally accept any responsibility or liability for the actions or inactions on the part 
of any individual member firm or firms.

Disclaim
er
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preface

The PKF Worldwide Tax Guide 2011 (WWTG) has been prepared to provide an 
overview of the taxation and business regulation regimes of 100 of the world’s most 
significant trading countries. In compiling this publication, member firms of the 
PKF network have sought to base their summaries on information current as of 30 
September 2010, while also noting imminent changes where necessary.

On a country-by-country basis, each summary addresses the major taxes applicable 
to business; how taxable income is determined; sundry other related taxation 
and business issues; and the country’s personal tax regime. The final section of 
each country summary sets out the Double Tax Treaty and Non-Treaty rates of tax 
withholding relating to the payment of dividends, interest, royalties and other related 
payments.

While the WWTG should not to be regarded as offering a complete explanation of 
the taxation issues in each country, we hope readers will use the publication as their 
first point of reference and then use the services of their local PKF member firm to 
provide specific information and advice.

In addition to the printed version of the WWTG, individual country taxation guides are 
available in PDF format which can be downloaded from the PKF website at www.pkf.com

Finally, PKF International Limited gladly welcomes any comments or thoughts readers 
may wish to make in order to improve this publication for their needs. Please contact 
Kevin F Reilly, PKF Witt Mares, 10304 Eaton Place, Suite 440, Fairfax, Virginia 22030, 
USA by email to kreilly@pkfwittmares.com

PKF INTERNATIONAL LIMITED
MARCH 2011

©PKF INTERNATIONAL LIMITED
ALL RIGHTS RESERVED
USE APPROVED WITH ATTRIBUTION
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about pKf international limited

PKF International Limited (PKFI) administers a network of legally independent firms. 
The PKF network is the 10th largest global accountancy network with over 245 
legally independent member and correspondent firms which have a combined 
annual turnover of $2.4 billion. Located in 125 countries, the member firms of the 
PKF network share a commitment to providing clients with high quality, partner-led 
services tailored to meet each client’s own specific requirements.

The membership base of the PKF network has grown steadily since it was formed 
in 1969. Added to the sustained growth in the number of PKF member firms, this 
solidity has provided the foundations for the global sharing of expertise, experience 
and skills and the development of services that meet the evolving needs of all types 
of client, from the individual to the multi-national corporation.

Services provided by member firms include:

Assurance & Advisory
Insolvency – Corporate & Personal
Financial Planning
Taxation
Corporate Finance
Forensic Accounting
Management Consultancy
Hotel Consultancy
IT Consultancy

PKF member firms are organised into five geographical regions covering Africa; Latin 
America; Asia Pacific; Europe, the Middle East & India (EMEI); and North America & 
the Caribbean. Each region elects representatives to the board of PKF International 
Limited, which administers the network. While the member firms remain separate and 
independent, international tax, corporate finance, professional standards, audit, hotel 
consultancy and business development committees also work together to improve 
quality standards, develop initiatives and share knowledge across the network.

Please visit www.pkf.com for more information.

Introduction
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structure of country descriptions

a. taXes payable

 FEDERAL TAXES AND LEVIES
 COMPANY TAX
 CAPITAL GAINS TAX
 BRANCH PROFITS TAX
 SALES TAX/VALUE ADDED TAX
 FRINGE BENEFITS TAX
 LOCAL TAXES
 OTHER TAXES

b. determination of taXable income

 CAPITAL ALLOWANCES
 DEPRECIATION
 STOCK/INVENTORY
 CAPITAL GAINS AND LOSSES
 DIVIDENDS
 INTEREST DEDUCTIONS
 LOSSES
 FOREIGN SOURCED INCOME
 INCENTIVES

c. foreiGn taX relief

d. corporate Groups

e. related party transactions

f. witHHoldinG taX

G. eXcHanGe control

H. personal taX

i. treaty and non-treaty witHHoldinG taX rates
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A
Algeria  . . . . . . . . . . . . . . . . . 12 noon
Angola  . . . . . . . . . . . . . . . . . . . .1 pm
Argentina  . . . . . . . . . . . . . . . . . .9 am
Australia -
 Melbourne . . . . . . . . . . . . .10 pm
 Sydney  . . . . . . . . . . . . . . .10 pm
 Adelaide  . . . . . . . . . . . . 9.30 pm
 Perth . . . . . . . . . . . . . . . . . .8 pm
Austria  . . . . . . . . . . . . . . . . . . . .1 pm

B
Bahamas . . . . . . . . . . . . . . . . . . .7 am
Bahrain . . . . . . . . . . . . . . . . . . . .3 pm
Belgium . . . . . . . . . . . . . . . . . . . .1 pm
Belize . . . . . . . . . . . . . . . . . . . . .6 am
Bermuda . . . . . . . . . . . . . . . . . . .8 am
Brazil. . . . . . . . . . . . . . . . . . . . . .7 am
British Virgin Islands . . . . . . . . . . .7 am

C
Canada -
 Toronto . . . . . . . . . . . . . . . .7 am
 Winnipeg . . . . . . . . . . . . . . .6 am
 Calgary . . . . . . . . . . . . . . . .5 am
 Vancouver . . . . . . . . . . . . . .4 am
Cayman Islands . . . . . . . . . . . . . .7 am
Chile  . . . . . . . . . . . . . . . . . . . . . .8 am
China - Beijing . . . . . . . . . . . . . .10 pm
Colombia . . . . . . . . . . . . . . . . . . .7 am
Croatia  . . . . . . . . . . . . . . . . . . . .1 pm
Cyprus  . . . . . . . . . . . . . . . . . . . .2 pm
Czech Republic  . . . . . . . . . . . . . .1 pm

D
Denmark . . . . . . . . . . . . . . . . . . .1 pm
Dominican Republic . . . . . . . . . . .7 am

E
Ecuador . . . . . . . . . . . . . . . . . . . .7 am
Egypt  . . . . . . . . . . . . . . . . . . . . .2 pm
El Salvador  . . . . . . . . . . . . . . . . .6 am
Estonia . . . . . . . . . . . . . . . . . . . .2 pm

F
Fiji  . . . . . . . . . . . . . . . . .12 midnight
Finland . . . . . . . . . . . . . . . . . . . .2 pm
France. . . . . . . . . . . . . . . . . . . . .1 pm

G
Gambia (The) . . . . . . . . . . . . . 12 noon
Germany . . . . . . . . . . . . . . . . . . .1 pm
Ghana . . . . . . . . . . . . . . . . . . 12 noon
Greece  . . . . . . . . . . . . . . . . . . . .2 pm
Grenada  . . . . . . . . . . . . . . . . . . .8 am
Guatemala . . . . . . . . . . . . . . . . . .6 am
Guernsey . . . . . . . . . . . . . . . . 12 noon
Guyana . . . . . . . . . . . . . . . . . . . .8 am

H
Hong Kong  . . . . . . . . . . . . . . . . .8 pm
Hungary  . . . . . . . . . . . . . . . . . . .1 pm

I
India  . . . . . . . . . . . . . . . . . . . 5.30 pm
Indonesia. . . . . . . . . . . . . . . . . . .7 pm
Ireland . . . . . . . . . . . . . . . . . . 12 noon

Isle of Man  . . . . . . . . . . . . . . 12 noon
Italy  . . . . . . . . . . . . . . . . . . . . . .1 pm

J
Jamaica  . . . . . . . . . . . . . . . . . . .7 am
Japan . . . . . . . . . . . . . . . . . . . . .9 pm
Jersey . . . . . . . . . . . . . . . . . . 12 noon
Jordan  . . . . . . . . . . . . . . . . . . . .2 pm

K
Kazakhstan . . . . . . . . . . . . . . . . .5 pm
Kenya . . . . . . . . . . . . . . . . . . . . .3 pm
Korea  . . . . . . . . . . . . . . . . . . . . .9 pm
Kuwait . . . . . . . . . . . . . . . . . . . . .3 pm

L
Latvia . . . . . . . . . . . . . . . . . . . . .2 pm
Lebanon . . . . . . . . . . . . . . . . . . .2 pm
Liberia . . . . . . . . . . . . . . . . . . 12 noon
Libya  . . . . . . . . . . . . . . . . . . . . . .2 pm
Luxembourg  . . . . . . . . . . . . . . . .1 pm

M
Malaysia . . . . . . . . . . . . . . . . . . .8 pm
Malta  . . . . . . . . . . . . . . . . . . . . .1 pm
Mauritius . . . . . . . . . . . . . . . . . . .4 pm
Mexico  . . . . . . . . . . . . . . . . . . . .6 am
Morocco . . . . . . . . . . . . . . . . 12 noon

N
Namibia. . . . . . . . . . . . . . . . . . . .2 pm
Netherlands (The) . . . . . . . . . . . . .1 pm
New Zealand . . . . . . . . . . .12 midnight
Nigeria  . . . . . . . . . . . . . . . . . . . .1 pm
Norway . . . . . . . . . . . . . . . . . . . .1 pm

O
Oman . . . . . . . . . . . . . . . . . . . . .4 pm

P
Panama. . . . . . . . . . . . . . . . . . . .7 am
Papua New Guinea. . . . . . . . . . .10 pm
Philippines . . . . . . . . . . . . . . . . . .8 pm
Poland. . . . . . . . . . . . . . . . . . . . .1 pm
Portugal  . . . . . . . . . . . . . . . . . . .1 pm
Puerto Rico . . . . . . . . . . . . . . . . .8 am

Q
Qatar. . . . . . . . . . . . . . . . . . . . . .8 am

R
Romania . . . . . . . . . . . . . . . . . . .2 pm
Russia -
 Moscow/St Petersburg . . . . .3 pm

S
Serbia . . . . . . . . . . . . . . . . . . . . .1 pm
Sierra Leone . . . . . . . . . . . . . 12 noon
Singapore . . . . . . . . . . . . . . . . . .7 pm
Slovak Republic . . . . . . . . . . . . . .1 pm
Slovenia  . . . . . . . . . . . . . . . . . . .1 pm
South Africa . . . . . . . . . . . . . . . . .2 pm
Spain  . . . . . . . . . . . . . . . . . . . . .1 pm
Sweden . . . . . . . . . . . . . . . . . . . .1 pm
Switzerland . . . . . . . . . . . . . . . . .1 pm

international time Zones

AT 12 NOON, GREENwICH MEAN TIME, THE STANDARD TIME 
ELSEwHERE IS:

Tim
e Zones
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T
Taiwan  . . . . . . . . . . . . . . . . . . . .8 pm
Thailand  . . . . . . . . . . . . . . . . . . .7 pm
Tunisia  . . . . . . . . . . . . . . . . . 12 noon
Turkey . . . . . . . . . . . . . . . . . . . . .2 pm
Turks and Caicos Islands  . . . . . . .7 am

U
Uganda . . . . . . . . . . . . . . . . . . . .2 pm
United Arab Emirates . . . . . . . . . .4 pm
United Kingdom . . . . . . .(GMT) 12 noon
United States of America -
 New York City . . . . . . . . . . . .7 am
 Washington, D.C. . . . . . . . . .7 am
 Chicago . . . . . . . . . . . . . . . .6 am
 Houston . . . . . . . . . . . . . . . .6 am
 Denver  . . . . . . . . . . . . . . . .5 am
 Los Angeles . . . . . . . . . . . . .4 am
 San Francisco . . . . . . . . . . .4 am
Uruguay  . . . . . . . . . . . . . . . . . . .9 am

V
Venezuela . . . . . . . . . . . . . . . . . .8 am
Vietnam . . . . . . . . . . . . . . . . . . . .7 pm
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canada

Currency: Dollar Dial Code To: 1 Dial Code Out: 011
 (C$)

Member Firm:
City:  Name: Contact Information:
Montreal  Scott Grafton 514 729 3221
   scott.grafton@fbbl.ca

Saskatoon Kelly Lutz 306 653 6100
   klutz@virtusgroup.ca

Toronto  Jerry Dykopf 416 494 7311
   jdykopf@pkfkb.ca

Vancouver Bill Macaulay 604 687 1231
   bmacaulay@smytheratcliffe.com

a. taXes payable

FEDERAL TAXES AND LEVIES
Corporations resident in Canada pay income taxes on their worldwide income. 
Non-resident corporations are subject to income tax on Canadian-source business 
income, 50% of the capital gains from the disposition of certain specified Canadian 
assets and 100% of gains on dispositions of certain other property such as Canadian 
resource property. The various properties on which Canada taxes non-residents’ 
gains are included in the definition of ‘taxable Canadian property’, Non-resident 
corporations are also subject to a 25% withholding tax on the distribution of branch 
profits and certain types of Canadian source income that would generally be regarded 
as passive income. 

A treaty may restrict Canada’s ability to tax non-resident corporations or reduce the 
withholding tax rate. The federal government and eight provinces have entered into 
tax collection agreements whereby the federal government administers federal and 
provincial taxes on corporate income. The federal government also administers the 
tax system for the three territories. Currently, the provinces of Alberta and Quebec 
administer their own corporate tax system. Ontario’s corporate income tax has been 
administered by the federal government starting with taxation years ending after 31 
December 2008.

Corporations earning income through permanent establishments in more than one 
province must allocate taxable income earned to the particular provinces using a 
specified formula. The factors for the allocation of taxable income between provinces 
are: (a) gross revenues; and (b) salaries and wages attributable to a permanent 
establishment therein.

Combined federal and provincial or territorial corporate tax rates vary depending upon 
the province or territory where a corporation conducts business and the nature of its 
operations. Manufacturing companies are taxed at combined federal and provincial 
rates ranging from 20.5% to 34% (2011: 19% to 32.5%). Other corporations are 
subject to combined tax rates ranging from 28% to 34% (2011: 26.5% to 32.5%). 
Depending on the province where the income is taxed, a Canadian-controlled private 
corporation (CCPC) is entitled to lower tax rates ranging from 11% to 19% on the first 
$400,000 to $500,000 of active business income.

Corporate income taxes are payable in monthly instalments, with balances owing 
due two months after the corporation’s taxation year-end or, in the case of an eligible 
CCPC, three months after the year-end. Returns must be filed no later than six 
months after the year-end. Even if there is no tax liability, a non-resident corporation 
is required to file a return and is subject to a penalty if the filing deadline is not met.

INVESTMENT TAX CREDITS
The acquisition of qualifying property for use in Atlantic Canada, the Gaspé Peninsula 
or prescribed offshore regions may qualify for a federal investment tax credit 
(ITC) of 10%. Qualifying property encompasses a wide range of assets related to 
manufacturing and processing operations as well as assets used in specific industries.

Qualified expenditures in respect of scientific research and experimental development 
(SR&ED) in Canada qualify for a 20% federal ITC. Certain qualifying CCPCs are entitled 
to 35% federal ITC on SR&ED up to specified maximums. Corporations resident in 
Canada are eligible for a 10% federal ITC on certain pre-production mining expenditures.

Canada
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The ITCs may be used to offset federal income taxes payable in the current year, the 
preceding three years, or the 20 succeeding years. CCPCs may qualify to receive a cash 
refund when ITCs claimed exceed tax payable for the year. Nine provinces (all but Prince 
Edward Island) and the territory of Yukon offer provincial or territorial tax credits as an 
incentive for conducting qualifying SR&ED activities in their jurisdiction. The amount 
of federal ITC claimed is included in taxable income in the year following the claim. 
Provincial credits are generally included in taxable income in the year of entitlement.

BRANCH PROFITS TAX
The federal government imposes a 25% branch tax on non-resident corporations 
carrying on business in Canada. The tax is payable on notional distributions of branch 
profits to the foreign head office. The rate of tax is subject to reduction by treaty.

SALES TAX/VALUE ADDED TAX (VAT)
The federal government imposes a goods and services tax (GST) of 5% on a wide range 
of goods and services. Exemptions are provided for basic foods, health care and education.

All businesses providing taxable services or selling taxable goods in excess of 
$30,000 in a single calendar quarter or calendar year must register for and collect 
the GST. All taxable purchases from a GST registrant bear the GST. GST paid on 
purchases made by a registrant is credited against its GST collections on its GST 
return. A net credit is refunded.

With the exception of the three territories and Alberta, all provinces impose a provincial 
sales tax on a wide variety of goods. The application of sales tax to services will vary 
depending on the province. General provincial sales tax rates vary from 5% to 7%. 

The federal government and the provinces of Newfoundland, New Brunswick, 
Nova Scotia, Ontario and British Columbia are parties to a sales tax harmonisation 
agreement. Ontario and British Columbia harmonised their provincial sales taxes with 
the federal government effective 1 July 2010. Under the harmonised sales tax (HST) 
agreement, the participating provinces have ceased to collect provincial sales tax. 
In its place, the federal government collects HST under the GST rules. The HST is 
generally 13% but is 12% in British Columbia and 15% in Nova Scotia.

In Quebec, the GST and Quebec sales tax systems are essentially harmonised and 
administered by Quebec. Although the nominal rate in 2011 is 13.5% (GST of 5% 
and Quebec sales tax of 8.5%), the effective rate is 13.925% as the Quebec sales 
tax is levied on the price including the GST. The effective rate is expected to rise on 
1 January 2012 to 14.975% (GST of 5% and Quebec sales tax of 9.5%).

FRINGE BENEFITS TAX (FBT)
The Northwest Territories and the provinces of Newfoundland, Quebec, Ontario and 
Manitoba levy a tax on payroll costs to support provincial health care and other programs. 
Rates and exemptions vary from province to province. The territory of Nunavut levies a 
payroll tax on high income employees. The federal government does not impose FBT on 
employers but requires employer contributions to Employment Insurance and the Canada 
Pension Plan based on payroll costs. Certain fringe benefits are taxable to employees 
and are required to be reported on their personal income tax returns. 

LOCAL TAXES
Provincial, territorial and municipal governments impose various taxes that need 
to be confirmed in each particular situation. These taxes include real property taxes, 
real property transfer taxes, business licences and a number of industry-specific 
taxes such as mining and petroleum resource taxes, logging tax and hotel tax.

OTHER TAXES
The federal government also imposes certain industry-specific taxes in addition to 
customs and excise duties. The federal large corporations tax, which was a minimum 
tax based on capital, was repealed effective 1 January 2006. As of 1 January 2011, 
only Nova Scotia will impose a general capital tax on corporations with taxable capital 
in excess of a specified minimum. It is scheduled to be eliminated effective 1 July 
2012. Several provinces still have capital taxes that apply to certain types of financial 
institutions with a permanent establishment in the province. British Columbia’s capital 
tax that applied to financial institutions was eliminated on 1 April 2010. Ontario’s 
general and financial institutions capital taxes were eliminated on 1 July 2010.

b. determination of taXable income

The taxable income of a corporation is determined using the accrual method of 
accounting. Certain professional, agricultural or fishing businesses are permitted to 
follow a cash or modified cash method of accounting. For a corporation resident in 
Canada, taxable income is based on its worldwide income less allowable deductions. 

Canada
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For a non-resident corporation, taxable income earned in Canada is essentially 
defined to include:
•	 income	from	carrying	on	business	in	Canada
•	 	50%	of	capital	gains	from	the	disposition	of	certain	specified	Canadian	assets	

or specified foreign assets with significant values attributable to underlying 
specified Canadian assets included in the definition of ‘taxable Canadian 
property’ income from the disposition of resource property and certain other 
assets included in the definition of ‘taxable Canadian property’

•	 	income	from	the	disposition	of	certain	other	assets	with	a	connection	to	Canada	
included in the definition of ‘taxable Canadian property’

•	 recaptured	Canadian	tax	depreciation.	

The scope of the definition of ‘taxable Canadian property’ was significantly narrowed 
in the March 2010 Federal Budget to exclude shares of corporations and certain 
other interests (such as an interest in certain partnerships and trusts), that have 
not derived their fair market value principally from real property situated in Canada, 
Canadian resource property or timber resource property, at any time within the 60 
months immediately preceding the disposition.

A treaty may limit Canada’s ability to tax a non-resident on the various components 
listed above.

DEPRECIATION
Canada has a complex system of determining the tax depreciation in respect of capital 
assets. Depreciable property is subject to a number of detailed regulations that specify 
the amount that may be written off in any particular year. There are also a number of 
detailed restrictions that have the effect of limiting write-offs for depreciable property.

Expenditures for exploration, development and maintenance of resource properties 
are subject to rules that categorise the expenditures and specify the amounts which 
may be deducted in a year. Qualifying Canadian exploration costs may be deducted 
at 100% against any type of income if desired. Canadian development expenses 
can be deducted at a rate of 30% per year or 100% against the sale of resource 
properties. Other expenditures are subject to less generous deductions.

Capital assets used all or substantially all in SR&ED in Canada are also eligible for 
a 100% deduction.

STOCK/INVENTORY
Inventory must be valued at the lower of cost or fair market value unless the taxpayer 
elects to value all inventory at fair market value. Special rules apply for the valuation 
of animals.

CAPITAL GAINS AND LOSSES
Taxable capital gains are included in taxable income and taxed at normal rates. 
A capital gain is essentially the proceeds of disposition for a capital property less the 
aggregate of the cost of the property and costs of disposition. However, only 50% of 
the gain is taxable. Capital losses may only be used to offset capital gains but may be 
carried back three years and forward indefinitely, subject to change of control rules 
(discussed under the ‘Losses” heading below). As noted above, under ‘Determination 
of Taxable Income’, non-residents are only taxed on certain specified capital gains.

DIVIDENDS
Dividends received by a private Canadian corporation from another resident corporation 
are subject to a refundable tax of 33.33% of the amounts received. In the event that 
the recipient corporation holds 10% or more of the payor corporation (measured by 
votes and value), taxes payable are based on the amount of tax refunded to the payor 
corporation as a result of the dividend. Dividends received by most public corporations 
from another Canadian corporation are effectively excluded from income. Dividends 
received from non-resident corporations are subject to tax unless received from a 
subsidiary out of its active business profits from a listed country (generally a treaty 
country) country. Other dividends from foreign affiliates are netted against a grossed-up 
adjustment for the underlying foreign affiliate tax and withholding tax. Portfolio dividends 
from foreign corporations are included in taxable income but the recipient is entitled to 
a foreign tax credit for the foreign withholding tax.

INTEREST DEDUCTION
Interest paid on funds borrowed to finance business operations or the acquisition of 
income-producing assets is generally fully deductible. In certain cases, interest payable 
relating to the acquisition of bare land is only deductible to the extent the property 
generates income. The deductibility of interest incurred during the construction of 
real property is also restricted. Interest payable on funds borrowed to pay dividends is 
deductible as long as the corporation has taxed retained earnings at least equal to the 

Canada
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amount of the dividend. In 1991, the federal government announced its intention to 
introduce more detailed statutory rules on interest deductibility. These proposals would 
have the effect of limiting interest deductibility in certain circumstances. Further action 
on these proposals is not anticipated in the foreseeable future.

Statutory ‘thin capitalization’ rules restrict the deductibility of interest paid to a non-
resident shareholder or group that owns 25% or more of the shares of a Canadian 
corporation. Essentially, these rules prevent the deduction of interest paid to these 
particular non-residents (or non-residents not dealing at arm’s length with them) 
on outstanding debt that exceeds two times the shareholders’ equity. The equity 
is measured by taking the aggregate of the retained earnings at the beginning of 
the year and the average paid-up capital of shares owned by certain non-resident 
shareholders and related contributed surplus computed on a monthly-average basis.

LOSSES
Losses arising from business operations may be carried back three years and forward 
20 years. The carry-forward period increased from seven to ten years and from ten 
to 20 years for losses arising in taxation years ending after 23 March 2004 and after 
31 December 2005, respectively. Capital losses are discussed separately above.

In the event of a change of control of a corporation, there is a deemed year-end. 
Business losses incurred prior to the change of control may only be deducted in 
subsequent years from income from the same or similar business but only if the 
business which generated the losses continues to be carried on with a reasonable 
expectation of profit. A similar restriction applies to the carry-back of subsequent 
business losses to the three years preceding a change of control. 

On a change of control, a number of complementary rules come into play that have 
the effect of deeming most types of assets to be disposed of for fair market value 
proceeds where that value is less than the particular asset’s tax carrying value. The 
purpose of these rules is to crystallise any unrealised losses that may exist at the 
time of the change of control. These deemed losses are added to the existing losses 
and are subject to the carry-forward restrictions mentioned above. Unclaimed capital 
losses expire on a change of control. A special election to trigger unrealized capital 
gains to use expiring capital losses should be considered when filing a change of 
control tax return. Post-change capital losses cannot be carried back to pre-change 
taxation years.

FOREIGN SOURCED INCOME
Canadian corporations are taxable on worldwide income regardless of source. Income 
earned by foreign affiliates in active businesses is generally not subject to taxation 
in the Canadian parent until the profits are repatriated (refer to the discussion on 
Dividends above.) Corporations having an investment in a controlled foreign affiliate 
earning passive income, or deemed passive income, are subject to tax on that 
income in the year it is earned by the foreign corporation.

c. foreiGn taX relief

Foreign income earned by a Canadian corporation is subject to tax in the year 
accrued. Credit is given for foreign income taxes paid including withholding taxes. 
Depending upon the tax rate of the foreign country, foreign tax credits may or may 
not provide full relief for the foreign taxes paid.

Dividends arising from active business income received from foreign affiliates 
residing in treaty countries are not subject to further tax in Canada if the business 
is carried on in Canada or a designated treaty country. No credit is given for foreign 
withholding taxes in these cases. Dividends arising from other business income 
received from foreign affiliates are netted against a grossed-up adjustment for the 
underlying foreign tax and withholding tax.

Dividends arising from passive income received from controlled foreign affiliates residing 
in treaty countries or arising from all sources in non-treaty countries are subject to tax as 
ordinary income. Credits will be given for underlying foreign tax and withholding tax, as 
well as Canadian tax which may have been payable at the time the income was earned.

d. corporate Groups

No provision is made for filing consolidated tax returns for corporate groups. Certain 
tax provisions require the aggregation of amounts for members of related groups for 
purposes of determining access to certain tax incentives and benefits. Loss utilisation 
among members of a corporate group is often effected by amalgamation or merger 
of group members.

Canada
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In the March 2010 Federal Budget, the federal government indicated it was considering 
whether new rules for the taxation of corporate groups, such as a more formalised system 
of loss transfers or some form of consolidated reporting, could improve the functioning 
of the Canadian tax system. A discussion paper, “The Taxation of Corporate Groups 
Consultation”, was released by the Department of Finance Canada on 23 November 2010.

e. related party transactions

Transactions between related parties are subject to a number of rules that require such 
parties to transfer property at fair market value. Failure to effect transfers at fair market 
value will result in adjustments to the income of the selling or acquiring corporation. 
Charges between domestic group members are subject to reasonableness and income 
earning tests. Transactions with related non-residents are subject to both transfer 
pricing and foreign reporting rules. Contemporaneous documentation of transfer 
pricing methodologies is required to avoid exposure to transfer pricing penalties on 
adjustments. Substantial penalties may be levied where prescribed procedures relating 
to transactions with related non-residents are not followed. 

f. witHHoldinG taXes

Canada imposes non-resident withholding tax on many types of income paid or credited 
to non-residents including dividends, interest, royalties, management fees, pension 
payments and rents. The statutory rate of withholding is 25% but this may be reduced 
or eliminated by treaty provisions. Section I Treaty and Non-treaty withholding tax rates 
summarises the rates of withholding under Canada’s present income tax treaties. As of 
1 January 2008, withholding tax is no longer payable under Canada’s Income Tax Act 
on most interest payments made by Canadian borrowers to arm’s length lenders.

Canada also has a clearance certificate procedure that requires a purchaser to 
withhold from the proceeds paid to a non-resident seller on the sale of certain 
Canadian properties. The amount of withholding is generally 25% (50% for certain 
types of properties) of the net gain on disposition if proper notice is given to the tax 
authorities and a clearance certificate is provided to the purchaser. If a clearance 
certificate is not obtained, the amount of withholding increases to 25% (or 50%) 
of gross proceeds. Amounts withheld are creditable against Canadian taxes payable 
by the non-resident seller. In the event that the withholding is excessive, a refund 
will be given on filing a Canadian federal tax return. The March 2010 changes to the 
definition of ‘taxable Canadian property’ will streamline the withholding and compliance 
procedures impacting non-residents and those that acquire property from them.

In addition to the federal withholding tax, Quebec has a similar withholding tax regime 
on sales of taxable Quebec property. The general rate of withholding is 12% and can 
be higher for certain types of property.

Non-residents are also subject to a 15% withholding on amounts received for services 
rendered in Canada. This withholding is also credited on the non-resident’s Canadian 
income tax return and will reduce the tax due or result in a refund. A refund due to a 
corporation will not be processed if the particular return is not filed within three years of 
the end of the taxation year. In addition to the federal withholding tax, Quebec has a 9% 
withholding tax on services rendered in Quebec by non-residents of Canada.

G. eXcHanGe controls

Canada imposes no currency or exchange controls.

H. personal taX

Individuals resident in Canada for tax purposes are subject to tax on their worldwide 
income. Non-residents are subject to tax in Canada on Canadian-sourced 
employment income and business income; 50% of the capital gains from the 
disposition of certain specified Canadian assets; and 100% of gains on dispositions 
of certain property such as resource property or certain life insurance policies. 

Residency is determined based on a number of factors including the number of 
days present in Canada in a year (183 days or more) as well as common law tests 
of residency relating to social and economic ties. Canada’s tax treaties may contain 
further provisions regarding determination of residency.

Tax returns are filed based on the calendar year and generally are due by 30 April of 
the following year. Business proprietors and partners of most partnerships, and their 
spouses, are required to file their returns by 15 June of the following year. There is 
no provision for joint spousal tax returns. Certain pension benefits may be allocated 
between two spouses by election.
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Virtually all income earned is subject to taxation. Employment and some forms of investment 
income are included in taxable income on a cash basis. Business income and some 
investment income, notably interest, are included in income on an accrual basis. Income 
earned from farming, fishing and certain professions is subject to a cash or modified cash 
method of accounting. Taxable Canadian dividends received by an individual resident 
in Canada are subject to a gross-up and dividend tax credit mechanism. Employees 
are subject to withholding on their earnings from employment in respect of income tax 
and contributions for Canada Pension Plan and Employment Insurance. Self-employed 
individuals and those with income from other non-employment sources are required to 
make quarterly instalments of estimated taxes due for the year. The balance of taxes and 
Canada Pension Plan owing for a calendar year is due by 30 April of the following year.

Various deductions are permitted to individuals including, but not limited to, contributions 
to Registered Pension Plans and Registered Retirement Savings Plans; interest paid on 
funds borrowed to earn income; and qualifying alimony or spousal support payments. 
Child maintenance payments are neither deductible by the payor nor taxable to the 
recipient if paid pursuant to an agreement entered into after 30 April 1997 or if an 
agreement or Court Order made before that date is modified after 30 April 1997. 
In addition, tax credits are offered for personal exemptions, donations, medical and 
education expenses and Canada Pension Plan and Employment Insurance contributions. 
Personal income tax rates are progressive with the maximum federal rate being reached 
at approximately $129,000 of taxable income. The thresholds for the maximum 
provincial rate vary between the provinces but are below the federal threshold.

i. treaty and non-treaty witHHoldinG taX rates

Due to space limitations, the following summary does not reflect detailed information 
on the statutory or treaty provisions relating to withholding tax rates. Rates shown are 
in effect on 30 September 2010 subject to the notes at the end of the table below. The 
reader should ensure careful reviews of the statutory rules and treaty provisions are 
undertaken when considering a particular cross-border transaction. For example, refer to 
note 1 pertaining to the elimination of Canadian withholding tax on arm’s length interest 
payments. The domestic rate may be lower than the treaty rate. Special care should also 
be taken to review the effective date of changes for new treaties and protocols. Particular 
care should be taken with respect to Canada – US payments involving fiscally transparent 
entities with changes effective in 2009 and 2010 (see note 15).

Dividends 
(%)

Interest
(%)

(1) Royalties 
(%)

Corporations and 
individuals resident in 
Canada: 

Nil Nil Nil

Non-resident 
corporations and 
individuals of non-
treaty countries: 

25 25 25

Treaty Countries: 

Algeria 15 15 15 (6)

Argentina 10/15 (2) 12.5 15 (6)

Armenia 5/15 (2) 10 10

Australia 5/15 (2) 10 10

Austria 5/15 (2) 10 10 (6)

Azerbaijan 10/15 (2) 10 10 (6)

Bangladesh 15 15 10

Barbados (12) 15 15 10 (6)

Belgium 5/15 (2) 10 10 (6)

Brazil 15/25 (2) 15 25 (6)

Bulgaria 10/15 (2) 10 10 (6)

Cameroon 15 (4) 15 (4) 15

Chile 10/15 (2) 15 15

China (PRC) (9) (12) 10/15 (2) 10 10

Colombia (11) 5/15 (2) 10 10

Croatia 5/15 (2) 10 10

Cyprus 15 15 10 (6)
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Dividends 
(%)

Interest
(%)

(1) Royalties 
(%)

Czech Republic 5/15 (2) 10 10

Denmark 5/15 (2) 10 10 (6)

Dominican Republic 18 18 18 (6)

Ecuador 5/15 (2) 15 15 (6)

Egypt (12) 15 15 15

Estonia 5/15 (2) 10 10

Finland 5/15 10 10 (6)

France (8) 5/15 (2) 10 10 (6)

Gabon 15 10 10

Germany 5/15 (2) 10 10 (6)

Greece (11) 5/152 (2) 10 10

Guyana 15 15 (4) 10

Hungary 5/15 (2) 10 10 (6)

Iceland 5/15 (2) 10 10 (6)

India 15/25 (2) 15 20 (6)

Indonesia 10/15 (2) 10 10

Ireland, Republic of 5/15 (2) 10 10 (6)

Israel 15 15 15 (6)

Italy (8) 15 15 10 (6)

Ivory Coast 15 15 10

Jamaica 15 15 10

Japan 5/15 (2) 10 10

Jordan 10/15 (2) 10 10

Kazakhstan 5/15 (2) 10 10

Kenya 15/25 (2) 15 15

Korea 5/15 (2) 10 10

Kuwait 5/15 (2) 10 10

Kyrgyzstan 15 15 10 (6)

Latvia 5/15 (2) 10 10

Lebanon (11) 5/15 (2) 10 10 (6)

Lithuania 5/15 (2) 10 (7) 10

Luxembourg 5/15 (2) 10 10 (6)

Malaysia (12) 15 15 15

Malta 15 15 (7) 10 (6)

Mexico 5/15 (2) 10 10 (6)

Moldova 5/15 (2) 10 10

Mongolia 5/15 (2) 10 10 (6)

Morocco 15 15 10 (6)

Namibia (11) 5/15 (2) 10 10 (6)

Netherlands (12) 5/15 (2) 10 10 (6)

New Zealand (12) 15 15 15

Nigeria 12.5/15 (2) 12.5 12.5

Norway 5/15 (2) 10 10 (6)

Oman 5/15 (2) 10 10 (6)

Pakistan 15 (4) 15 (4) 15 (4)
(6)

Papua New Guinea 15 (4) 10 10

Peru 10/15 (2) 15 15
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Dividends 
(%)

Interest
(%)

(1) Royalties 
(%)

Philippines 15 (4) 15 10 (4)

Poland (12) 15 15 10 (6)

Portugal 10/15 (2) 10 10

Romania 5/15 (2) 10 10 (6)

Russia 10/15 (2) 10 (7) 10 (6)

Senegal 15 (10) 15 (10) 15

Singapore (12) 15 15 15

Slovak Republic 5/15 (2) 10 10 (6)

Slovenia 5/15 (2) 10 10

South Africa 5/15 (2) 10 10 (6)

Spain (12) 15 15 10 (6)

Sri Lanka 15 15 10 (6)

Sweden 5/15 (2) 10 10 (6)

Switzerland (8) 5/15 (2) 10 10 (6)

Tanzania 20/25 (2) 15 (7) 20

Thailand 15 (5) 15 (4) 
(7) 15 (6)

Trinidad and Tobago 5/15 (2) 10 10 (6)

Tunisia 15 15 20 (6)

Turkey (11) 15/20 (2) 15 10

Ukraine 5/15 (2) 10 10 (6)

United Arab Emirates 5/15 (2) 10 10 (6)

United Kingdom 5/15 (2) 10 10 (6)

United States (15) (16) 5/15 (2) 0 (14) 10 (6)

Uzbekistan 5/15 (2) 10 10 (6)

Venezuela 10/15 (2) 10 10 (6)

Vietnam 5/10/15 (3) 10 10 (6)

Zambia 15 15 15

Zimbabwe 10/15 (2) 15 10

1  Effective 1 January 2008, Canada’s Income Tax Act eliminates the Canadian 
withholding tax on arm’s length payments of interest (other than participating 
debt interest) to all non-residents of Canada.

2  Depending upon the particular treaty, the lower rate applies where a corporate recipient 
of a dividend (beneficial owner) holds, at least, 10% to 25% of the voting control or 
at least 10% to 25% of the share capital of the company paying the dividend.

3  5% withholding if at least 70% of the voting power is controlled by recipient 
corporation. 10% withholding if between 25% and 70% of the voting power is 
controlled by recipient corporation.

4  This rate only applies if the payment is taxable in the other treaty country.
5  Rate is applicable where the payment arises in Canada or if paid from a 

company engaged in an industrial undertaking.
6  Maximum withholding rate. Lower rates may apply depending on the nature of 

the royalty.
7 Lower rates apply to banks, insurance companies and lending institutions.
8  Treaty or protocol signed but treaty or new withholding rates not in force on 

30 September 2010. Lower rates may apply when implemented. Canada – 
Switzerland Protocol signed 22 October 2010, but not in force at 31 December 
2010. Canada – France Protocol will extend the territorial coverage to New 
Caledonia, but not in force at 30 September 2010.

9  Excluding Hong Kong. It was announced that Canada and China (PRC) will 
commence negotiations to update this treaty starting 6 December 2010.

10  Payments from Senegal are subject to different withholding rates.
11  Initial treaty which is not in force as of 30 September 2010. Table shows rates which 

will be in force when implemented. General rates are in effect until that time. Canada 
- Greece treaty withholding tax rates are in force as of 1 January 2011.

12 Canada is presently renegotiating a treaty with this country.

Canada



PKF Worldwide Tax Guide 2011 9

13  Canada is presently negotiating an initial treaty with the following countries: 
Bolivia, Costa Rica, Cuba, Madagascar, and Serbia and Montenegro.

14  The withholding rate for non-arm’s length interest paid to the US was reduced to 0% 
effective 1 January 2010. The rate for arm’s length interest payments was reduced to 
0% effective 2008. Interest on participating debt is excluded from these exemptions, 
but the withholding rate on such interest is limited to a 15% withholding rate. 

15  Effective 1 January 2010, changes to the Canada – US Tax Treaty eliminated treaty 
benefits for payments from an entity which is treated as a corporation by Canada 
but as a fiscally transparent entity in the US and certain other conditions are met. For 
example, a payment from a Canadian unlimited liability company to its US owner will 
not be eligible for a treaty rate reduction where the tax treatment of the transaction 
under US rules differs from the treatment it would have received if the payer was 
not fiscally transparent for US purposes. Effective 1 February 2009, payments from 
Canada to a US fiscally transparent entity such as a US limited liability company, or a 
US partnership require consideration of the US treaty status of the individual members 
of the recipient entity. A US S Corporation will also generally be a fiscally transparent 
entity subject to the same look-through rules but Canada has indicated that it will give 
an S Corporation a reduced treaty rate where it qualifies for such rate as a recognized 
entity under the treaty. Specific tax advice should be sought to establish the withholding 
rate for Canada – US cross-border payments involving fiscally transparent entities.

16  Effective 1 February 2009, the limitation of benefits clause in the treaty became 
effective for Canadian withholding taxes, and may in certain circumstances deny 
treaty benefits on payments to US entities with non-US owners.
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