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General Aspects 
Canada is a country in North America. Its ten provinces and three territories extend from 
the Atlantic to the Pacific and northward into the Arctic Ocean, covering 9.98 million 
square kilometres (3.85 million square miles), making it the world’s second-largest cou-
ntry by total area. Its southern and western border with the United States, stretching 
8,891 kilometres (5,525 mi), is the world’s longest bi-national land border. Canada’s ca-

Legal Forms of Business Entities

Legal form Feature Remarks

Sole proprietorship • A sole proprietorship is one individual running a business outside of 
a corporation. It is the simplest business structure.

• The owner of the sole proprietorship has sole responsibility for 
making decisions, claiming profits, and sustaining losses. 

• The sole proprietorship is not a separate legal entity. The proprietor’s 
personal assets are at risk and can be used to settle liabilities.

• The individual includes the profit or losses from their business on 
their personal tax return.

• In some provinces, you must register a business name if you do not 
do business under your legal name. Otherwise, there are no special 
registration requirements.

• Suitable for small businesses and start-ups. Special formalities  are not 
required, however, some requirements, such as licensing and business 
name registrations, will still apply.

Getting paid in a sole proprietorship or partnership

You have three options:

• Pay yourself a wage and make payroll deductions as though you’re an 
employee. Each pay period you’ll receive your pay less deductions.

• Take a “drawing”, which is a set amount each pay period.

• A little of both: a wage that you can top up with drawings when you 
can afford it.

• If you take drawings, then understand this isn’t what you will be taxed on. 
You will still be taxed on the net profit of the business.

• You and your partners will also make your own CPP payments and 
quarterly tax payments.

pital is Ottawa, and its three largest metropolitan areas are Toronto, Montreal, and Van-
couver. Canada is the world’s ninth-largest economy as of 2021, with a nominal GDP of 
approximately US$2.015 trillion. It is one of the world’s top ten trading nations, with a 
highly globalized economy. The total population is around 37 million people. The official 
language  is English and French. 
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Partnership • A partnership is any combination of two or more individuals or 
corporations that enter a venture in trade together.

• Most partnerships have a legal contract that specifies how partners 
divide profits and liabilities. However, the law deems that a 
partnership forms automatically when two or more legal entities start 
doing business together. By default, partners share equally in the 
profits and liabilities.

• Partners are agents for one another and can legally bind the other 
partners in agreements.

• Partnerships do not file a tax return as a separate legal entity. Instead, 
each partner reports the profit on their tax return.

• Unlimited liability (personal assets must be used to pay off business 
debts)

• No share capital is required, and the accounting and tax obligations are 
less extensive than those for corporations.

• In Canada, the provinces have exclusive jurisdiction with respect to 
partnerships and, accordingly, each province has enacted its own specific 
partnership legislation. 

• All provinces recognize general partnerships and limited partnerships. 
Some provinces allow Limited Liability Partnership however this structure 
is generally restricted to professionals.

Corporation • Corporations are a separate legal entity. They must file their own tax 
returns. Every company has shareholders.

• In Canada, corporations can be either provincially registered or 
federally registered.

• If you want to carry your business in a single province, you may 
register your corporation under provincial authority.

• If you are looking to expand your business and want to carry your 
business all over in Canada , federal corporation would be the right 
choice.

• The corporation is by far the most common business structure in Canada.

• The scope of public disclosure required of a corporation varies by the 
jurisdiction of incorporation, the provinces or territories in which the 
corporation carries on business, the type of business being conducted 
and whether the corporation is a public offering or non-offering entity.

• A business owner (shareholder) can receive a regular salary and bonuses, 
as they are considered an employee.

• Source deductions such as CPP and tax must be withheld from salary and 
bonus payments.

• Business owners may also receive dividends, which are taxed at a lower 
tax rate than income.

• The net earnings (profits) of an incorporated company are then taxed at 
combined federal-provincial corporate tax rates.

• Regardless of which method you use, get financial advice to determine 
what is best for your own situation.
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Branch Operations • A foreign corporation may conduct business within Canada through 
a branch operation after obtaining a license or otherwise registering 
in the province(s) where it carries on business. A corporation may be 
to be carrying on business if –

• It has a resident agent, representative, warehouse, office or 
place where it carries on its business in a province.

• It holds an interest in real property located in a province other 
than by way of security; or

• The type of business to be carried on is one that the province 
has chosen to regulate.

• There are penalties for failure to obtain a license where required.

• Branch offices are popular because they enjoy certain tax advantages. 
However, because a branch office is not a legally distinct entity from the 
parent company, the parent will be exposed to the debts, liabilities and 
obligations of the Canadian operation.

• An income generated in Canada is first taxed  locally

Join ventures • The term “joint venture” describes any arrangement where two or 
more persons agree to contribute goods, services or capital to a 
common commercial enterprise.

• With no statute currently governing joint ventures in Canada, they are 
governed by the contracts agreed at between private parties. 

Organizational Questions

Structure Description and Remarks
Licenses and permits • Federal incorporation and some of the provincial registration are done via the online Electronic Filing Centre. This filing process generally takes one 

day to complete, and the business number is sent to the company within 5 days. 

• All private corporations with turnover of over 30,000 CAD of taxable supplies per quarter must register for the VAT – referred to as Goods and Ser-
vices Tax (GST)/Harmonized Sales Tax (HST) – with Canada Revenue Agency (CRA), except Quebec, which has different rules.

• Finally, there are a number of licenses or permits that you may need to operate. For example, if you want to open a café, you’ll need a license to sell 
food or alcohol, possibly permission to renovate or alter the premises; you will also need to have health and safety rules for staff, food preparation 
rules, a way to dispose of waste, etc. The easiest way to know what you need to do is to access the Business Permit and License Information portal 
operated by all the federal, provincial/territorial and municipal governments across Canada. You may also have to register your self with WSIB - 
Workplace health and safety information from the Government of Canada

Bank Account • To open a bank account individuals, need a valid passport stating that Canada is the current place of residence. Companies need the articles of 
incorporation of the company and directors’ personal details.

Debt Financing • Canada’s financial system provides a stable and effective infrastructure for financial services entities to conduct business both within the country and 
around the world. 

• At the federal level, the Export Development bank of Canada assists companies dealing in international trade with necessary financing and support, 
Business Development Bank of Canada assists small and medium-sized businesses by providing financing, consulting services, and securitization. 
The federal government helps small businesses through the Canada Small Business Financing Program (CSBFP). 
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Transfer of Goods  and 
Machinery

• Imports and exports to USA and Mexico are conducted relatively freely. Imports from other countries cause customs duty, import taxes, and in some 
cases special HST / GST / PST taxes.

• There are several customs exemptions to be considered.

Visa and Residence 
permit

• Canada has travel visa exemption treaties with many countries that enable nationals of this countries to travel to Canada without a visa, but  there are 
several exceptions (see https://www.canada.ca/en/immigration-refugees-citizenship/services/visit-canada.html).

Privacy and Anti-Spam 
Laws

• Privacy in Canada is governed by a collection of public sector, private sector, and health sector privacy laws, and by Canada’s anti-spam legislation 
(“CASL”). Depending on the sector, these laws exist at the federal and/or provincial level and may be supplemented by common law considerations.

• PIPEDA - The Personal Information Protection and Electronic Documents Act (PIPEDA) is Canada’s federal private sector law that governs the collec-
tion, use, and disclosure of personal information.

Environmental protec-
tion

• Environmental laws and their enforcement vary from province to province. Matters under provincial jurisdiction notably include : Air emissions,  
Water and wastewater treatment and discharges, Water withdrawals, Waste management, the release of contaminants, including issues relating to 
contaminated lands and brownfield redevelopment ,Pesticide use, Underground and above-ground storage tanks, Hazardous materials and resi-
dual hazardous materials management, The transportation of dangerous substances etc.

• The Canadian Environmental Protection Act, 1999 (CEPA) is Canada’s primary environmental regulatory statute. It establishes the federal authority 
to regulate a broad range of environmental concerns, ranging from toxic substances to environmental emergencies.

• The Canadian Environmental Assessment Act, 2012 (CEAA) applies nation-wide to projects that are designated in the regulations or by the Minister 
of Environment and Climate Change, such as large projects in the energy, mining and infrastructure sectors.

• The Fisheries Act contains provisions to ensure the conservation and protection of fish and fish habitats essential to sustaining commercial, recrea-
tional and Indigenous fisheries.

Employment

Structure Description and Remarks
Work Permit • For working full time, nationals from all other countries need a work permit to work legally in Canada. For more details refer to - https://www.canada.

ca/en/immigration-refugees-citizenship/services/work-canada/permit/temporary/eligibility.html

Labour law • Offer letters and employment agreements to ensure compliance with Canadian law (both provincial and applicable federal law) and to confirm all 
terms and conditions of employment are addressed.

• Employers in Canada must make certain deductions at source off an employee’s compensation, including income tax, Canada Pension Plan and 
Employment Insurance.  Once that is completed, employers must contribute certain amounts in respect of Canada Pension Plan and Employment 
Insurance and then remit these amounts to the Canada Revenue Agency.

• Employees must be paid an amount equal to or greater than the applicable minimum wage. Minimum wages in Canadian jurisdictions vary however 
they are in the range of $15.00 per hour.

• Most jurisdictions have legislation governing the maximum hours of work that an employee may work. Generally, such legislation sets out maximum 
daily and weekly figures (typically 8 hours per day and between 40 and 48 hours per week). In certain situations, these maximum hours of work may 
be exceeded, such as: where overtime is paid; where employees agree; or where there is an emergency situation. Specific provisions also exist in 
some jurisdictions, which permit employers to implement “compressed” four-day work weeks or “continental shifts” with 12-hour work-days. 
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Health and Safety in 
the Workplace 

• The health and safety of workers should be a major concern for all employers in Canada. Each jurisdiction is governed by its own health and safety 
legislation, but generally they all have broad and sweeping powers to investigate and prosecute employers who fail to ensure a safe workplace. 

• You may also have to register your self with WSIB - Workplace health and safety information from the Government of Canada

Social System • Social programs in Canada include all Canadian government programs designed to give assistance to citizens outside of what the market provides. 
The Canadian social safety, a broad spectrum of programs, many of which are run by the provinces. Canada also has a wide range of government 
transfer payments to individuals, which totaled $176.6 billion in 2009—this cost only includes social programs that administer funds to individuals; 
programs such as medicare and public education are additional costs.

• All provinces in Canada provide universal, publicly-funded healthcare to Canadian citizens, permanent residents and certain temporary residents, 
with their costs partially subsidized by the federal government. 

• In Canada, provinces and territories are responsible for their elementary and secondary schools. Education is compulsory up to the age of 16 in most 
provinces, 17 and 18 in others. Both elementary and secondary education is provided at a nominal cost. 

• The social security system consists of pension insurance 

• Canada Pension Plan(CPP) - The Canada Pension Plan (CPP) retirement pension is a monthly, taxable benefit that replaces part of the income 
when the person retires. The employee and employer contribution rates for 2022 will be 5.70%—up from 5.45% in 2021, and the self-employed 
contribution rate will be 11.40%—up from 10.90% in 2021. The maximum pensionable earnings under the Canada Pension Plan (CPP) for 2022 
will be $64,900—up from $61,600 in 2021. Contributors who earn more than $64,900 in 2022 are not required or permitted to make additional 
contributions to the CPP. The basic exemption amount for 2022 remains at $3,500.

• Employment Insurance (EI)-  Employment Insurance benefits and leave for workers, families, fishers and sickness is covered by the EI program. 
The deduction rate is set at $1.58 per $100 of insurable earnings for employees and $2.21 for employers who pay 1.4 times the employee 
rate, which is unchanged from the 2020 and 2021 premium rate. the Maximum Insurable Earnings (MIE) for 2022 will increase to $60,300 from 
$56,300 in 2021. The MIE is indexed on an annual basis and represents the ceiling up to which EI premiums are collected and the maximum 
amount insured under the EI program.

• The Old Age Security (OAS) pension is a monthly payment you can get if you are 65 and older.
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Taxation
There’s no getting around it – you’ll have to pay tax if you make a profit. Although this is primarily a job for your accountant/bookkeeper or advisor to help you calculate how 
much, it’s important that you understand the basics.
There are three main business taxes: GST/HST, income tax and payroll tax.

Structure Description and Remarks
Income tax
(Corporate Taxes)

• The standard corporate income tax rate is in the range of 15% on all taxable earnings of the corporation, whether retained or distributed  profits. The 
corporate tax consists of federal taxes and provincial taxes. Once profits are distributed to the shareholders,  these must pay personal income tax on 
the dividends. Individuals get dividend tax credit, to avoid double taxation on corporation earnings. When receiving the capital earnings as business 
income, the taxation is limited to 50% of the earnings or capital gains as the inclusion rate of capital gains is 50%.

Income tax
(Personal)

• Personal income tax rare consists of federal tax and provincial taxes. The rate of personal income tax starts at 15% for an annual  income exceeding 
the tax-free allowance. It  rises progressively to a maximum personal income tax rate of 54% (for high networth persons) in some of the provincial 
jurisdictions. 

Real Estate Transfer 
Tax

• When domestic real estate changes owner, a one-time real estate transfer tax (depending on the province) of the purchase price must be paid, 
usually by the buyer

GST/HST • The federal government charges a tax on most things you buy in Canada. As a business you charge all your customers tax on what you sell.

• There are three different taxes:

• GST (Goods and Services Tax)

• PST (Provincial Sales Tax)

• HST (Harmonized Sales Tax), which is a combination of the above two and administered federally.

• How does it work?

• When you invoice your customers or when customers pay you, you’ll add the applicable tax to the amount they pay.

• When you pay for any business expenses, you pay the tax that applies.

• Each tax period you only pay the government the difference between what you’ve collected and what you’ve paid other businesses. If expenses 
exceed sales (maybe you decide to buy a large amount of stock or some equipment), you may even get a refund.

• Note: you don’t charge your customers GST/PST/HST for goods and services that are zero rated, such as basic groceries, rental accommodation, 
medical and dental services, financial services and day care.

• You must register your business if your sales exceed $30,000 in a single quarter or Cumulative sales exceed $30,000 per quarter within the previous 
12 month.
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Payroll tax • If you have employees, or intend to pay yourself a wage, then you’ll also need to deduct the income tax from their / your pay and submit it to the 
government before you pay the employee/yourself.

• You will need to:

• Open a payroll account (find out on CRA’s website)

• Get the right information from your employees (find out on CRA’s website)

• Calculate the right deductions (find out on CRA’s website)

• Keep all the records you need to keep (for up to six years)

• As you’d expect, there are a few other things to consider such as:

• Pension plan and Employment Insurance premiums

• Any employee taxable benefits such as use of a company car or parking

• Any employee commissions
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