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CREATING A MORE COMPETITIVE TAX CLIMATE FOR BUSINESS

Strengthening Ontario’s competitiveness requires creating a climate for investment growth
while ensuring that the government has the resources it needs to make strategic investments in
the people and economy of the province.

A competitive tax system is essential to attract business investment and foster economic growth
in a highly competitive global economy. Ontario already has a competitive corporate tax
system. Ontario’s combined federal-provincial statutory corporate income tax rate for
manufacturing is below the average for the United States. It is also below the combined rate in
each of the Great Lakes states against which Ontario competes most directly.

To further enhance Ontario’s investment climate, the Ontario capital tax is being phased out.
The capital tax, which taxes business investment rather than profits, is widely recognized as a
barrier to investment. As a key element of the government’s strategy to promote new
investment, economic growth and job creation, a plan to eliminate Ontario’s capital tax by
2012 was legislated. The 2006 Ontario Budget built on that plan by accelerating the capital tax
rate cut. Starting on January 1, 2007, every corporation still paying capital tax will have its rate
cut by five per cent.

The following table sets out the legislated capital tax elimination plan:

ONTARIO’S CAPITAL TAX ELIMINATION PLAN!

Rates (%)
Financial Institutions
Taxable Capital Above $400 M
Deduction Regular 1st $400 M of Non-Deposit
($ M) Corporations | Taxable Capital Taking Deposit Taking

Jan. 1, 2004 5 0.3 0.6 0.72 0.9
Jan. 1, 2005 7.5 0.3 0.6 0.72 0.9
Jan. 1, 2006 10 0.3 0.6 0.72 0.9
Jan. 1, 2007 12.5 0.285 0.57 0.684 0.855
Jan. 1, 2008 15 0.285 0.57 0.684 0.855
Jan. 1, 2009 15 0.225 0.45 0.54 0.675
Jan. 1, 2010 15 0.15 0.3 0.36 0.45
Jan. 1, 2011 15 0.075 0.15 0.18 0.225
Jan. 1, 2012 Eliminated

' Shading denotes the five per cent capital tax rate cut announced in the 2006 Ontario Budget and enacted on

May 18, 2006.
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Ontario’s tax system also provides a variety of corporate income tax incentives and rate
reductions to encourage economic growth and job creation. These include!:

e $380 million in annual support for research and development through Ontario-only tax
deductions and tax credits

e  $900 million annually to provide a reduced tax rate for small businesses

e $255 million annually to provide a reduced tax rate on income from manufacturing and
processing, mining, logging, farming and fishing

e $150 million annually in tax credits to support the entertainment and creative industries.

To further support job creation and Ontario’s competitiveness, the government has introduced
or enhanced a number of income tax credits:

e The Apprenticeship Training Tax Credit was implemented to encourage the hiring and
training of apprentices.

e Tax credits for film and television production, computer animation, sound recording,
book publishing and interactive digital media have been enhanced.

¢ A new, enhanced dividend tax credit is proposed, starting in 2006, that would encourage
greater investment in Ontario corporations and better integrate the corporate and personal
income tax systems. Ontario taxpayers would pay less tax on their dividends from large
Canadian companies, which would, in turn, create a more competitive business and
investment climate. This would provide a benefit to investors of $40 million in 2006-07,
rising to $120 million when fully implemented in 2010-11.

While a competitive tax system is an important element in enhancing Ontario’s attractiveness as
a place to invest, other factors also play a key role in business location decisions. For example,
publicly funded health care is a major competitive advantage for the province. Ontario has
numerous other competitive strengths, including a well-trained labour force, proximity to
markets and a high quality of life. The Ontario Government continues to make key investments
in infrastructure, health, education and innovation to help strengthen Ontario’s business
environment.

A 2006 study by KPMG found that the overall cost of doing business in Ontario (including taxes
paid by businesses) is below that of most major cities in the United States and other
industrialized countries. In fact, among the 24 large cities in the G7 featured in that study,
Toronto had the third-lowest cost of doing business.

1 Annex V, Transparency in Taxation, provides a detailed listing of tax measures provided by Ontario.
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CORPORATE TAX HARMONIZATION?

The government is taking additional action to further reduce the cost of doing business in
Ontario. The Canada-Ontario Agreement of May 2005 committed both governments to work
towards concluding an agreement on a single corporate tax administration.

On October 6, 2006, Ontario entered into a Memorandum of Agreement (MOA) with the federal
government to streamline the administration of Ontario’s corporate tax system. As a result,
Ontario businesses will spend less time on paperwork, and more time creating jobs and
fostering a strong, prosperous economy.

When fully implemented, Ontario corporations will save $90 million annually in Ontario
corporate income tax from a harmonized corporate income tax base and up to an additional
$100 million annually in compliance costs from one tax form, one tax administration and one set
of tax rules.

SINGLE TAX ADMINISTRATION

The MOA on a single corporate tax administration represents a major step in the government’s
goals of providing greater efficiency in service delivery and creating a stronger, more
productive and competitive economy.

Effective for taxation years ending after December 31, 2008, Ontario corporations will begin
filing a single combined federal and Ontario corporate tax return with the Canada Revenue
Agency (CRA). Businesses will begin remitting Ontario tax instalment payments to the CRA as
early as February 2008.

The CRA will collect and administer Ontario’s corporate income tax, capital tax, corporate
minimum tax and the special additional tax on life insurers. The CRA administration of these
taxes will include assessments, collections, audits and appeals.

In addition, the MOA allows for the delivery of early compliance gains to business, including
more coordinated audits and other administrative efficiencies, prior to the single administration
in 2009.

CORPORATE INCOME TAX BASE HARMONIZATION

As part of the single tax administration, Ontario will enter into a corporate income tax collection
agreement with the federal government that is substantially similar to agreements currently in
place with all other provinces, except Quebec and Alberta. Ontario already has a tax collection
agreement with the federal government for its personal income tax.

2 Federal administration of Ontario corporate taxes and consequential tax proposals will require legislative
amendments that must be approved by the legislature.
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The Ontario corporate income tax collection agreement, like those of other provinces, will
require Ontario to fully harmonize with the federal definition of corporate taxable income.

As a result, any Ontario differences from the federal definition of taxable income will expire for
taxation years ending after 2008.

To improve Ontario’s competitiveness and enhance the benefits of tax base harmonization, most
Ontario-only measures that currently apply in calculating Ontario taxable income will not be
replaced. Eliminating these differences from the federal tax base will provide business with an
Ontario corporate income tax cut of $90 million a year.

The most significant measure that Ontario will not be replacing is the income tax provision that
requires an Ontario-based corporation to add back into income a portion of certain management
fees, rents, royalties and other similar payments made to certain non-residents. This add-back
provision generally has the effect of imposing a five per cent tax on these payments. Eliminating
the add-back will provide an estimated $70 million annual tax reduction that will primarily
benefit the manufacturing, wholesale and retail trade, and film production sectors, and help
foster a more innovative and competitive economy.

The remaining $20 million net annual cut in Ontario corporate income tax will arise from
eliminating other Ontario tax measures in order to harmonize with the federal definition
of taxable income.

SUPPORT FOR RESEARCH AND DEVELOPMENT

Ontario currently provides $380 million annually in corporate income tax incentives to support
research and development (R&D). One of these incentives is a deduction for the portion of the
federal investment tax credit that relates to Ontario scientific research and experimental
development (SR&ED). This deduction has the effect of enhancing the value of the federal
SR&ED investment tax credit for Ontario corporations. However, as an Ontario-only deduction,
it does not conform to the requirements of a harmonized tax base.

Given the importance of R&D to a vibrant, innovative and competitive economy, Ontario will
replace this deduction with a new 4.5 per cent non-refundable tax credit on SR&ED expenses
incurred in Ontario that qualify for the federal investment tax credit. A phased-in three-year
carry-back and a 20-year carry-forward will be provided for unused credits. The tax credit will
take effect for taxation years ending after 2008.

The tax credit rate has been set to maintain the same revenue cost to Ontario as the R&D
deduction. Ontario’s R&D deduction will provide an estimated $200 million of tax support in
2006. By converting the R&D deduction to a tax credit, this tax support would now become
taxable for both federal and Ontario tax purposes. While the tax credit rate has been designed to
be revenue-neutral to Ontario, the federal government would receive an annual revenue
windfall of about $40 million (based on the current $200 million estimate) from the taxation of
the credit.

80

2006 Ontario Economic Outlook and Fiscal Review



SUPPORT FOR ONTARIO’S MINING SECTOR

To support jobs and investment in the mining sector, the 2004 Ontario Budget announced that
Ontario would not parallel federal legislation to replace the resource allowance with a typically
less generous deduction for mining taxes and Crown royalties.

For taxation years ending after 2008, Ontario will be required to follow the federal deduction for
mining taxes and royalties. However, to maintain the effect of Ontario’s existing resource
allowance, a tax credit/debit mechanism, with an indefinite carry-forward for unused credits,
will be introduced.

Maintaining the effect of the existing resource allowance will continue to provide an annual
benefit of about $40 million, net of the deduction for mining taxes paid, to the mining sector in
Ontario’s northern communities.

TRANSITIONAL RULES FOR INCOME TAX BASE HARMONIZATION

The requirement to parallel the federal definition of taxable income means that federal “pools”
for items such as unclaimed depreciation and losses will apply for Ontario purposes starting
with taxation years ending after 2008.

Ontario generally parallels federal income tax base changes in order to reduce compliance costs
to business. As a result, many corporations do not have significant differences in their tax pools
for Ontario and federal purposes. In some cases, however, differences may arise where
corporations have deducted different amounts from their tax pools for Ontario and federal
purposes.

In the absence of transitional rules, the use of federal tax pools could cause Ontario corporate
income tax to be either overstated or understated.

To ensure a smooth transition to the federal tax base, Ontario will introduce a mechanism that is
designed to eliminate, over five years, the amounts by which Ontario corporate income tax is

overstated or understated.

Ontario will be consulting with the business community on the details of the transitional rules.
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CAPITAL TAX BASE HARMONIZATION

Until Ontario’s capital tax is eliminated, harmonizing with the federal corporate income tax
base will require changes to the calculation of Ontario capital tax. Currently, corporations that
are not financial institutions calculate their Ontario taxable capital by restating the balance sheet
into Ontario corporate income tax values. Since corporations will no longer be calculating
Ontario corporate income tax values after 2008 as a result of income tax base harmonization,
Ontario will need to move to a new method of calculating taxable capital.

To further enhance business compliance savings and administrative efficiencies for the Ontario
and federal governments, Ontario’s capital tax base for non-financial institutions will be
harmonized with the federal Large Corporations Tax (Part 1.3 of the Income Tax Act (Canada)).
Ontario’s legislated capital tax elimination schedule will continue to apply. In the case of
corporations with permanent establishments in Ontario and elsewhere, the capital tax liability
will also continue to be reduced to reflect the percentage of income allocated outside Ontario.

Since Ontario’s capital tax for financial institutions is already largely harmonized with the
federal capital tax, no policy changes are required with respect to the Ontario capital tax
for financial institutions, except that it will be administered by the CRA for taxation years
ending after 2008.

BENEFITS TO PROVINCES

The MOA contains a number of provisions that will benefit Ontario and other provinces that
participate in a corporate income tax collection agreement. These include:

e afederal-provincial review to ensure the provinces are not disadvantaged by the current
timing of federal tax payments

e  $25 million in annual federal funding for a national initiative to be led by the CRA,
comprising enhanced audits of interprovincial income allocation and targeting of
interprovincial tax avoidance

e afederal-provincial study on the feasibility of developing a program that would
allow corporate income tax refunds to be applied against other provincial and federal
tax debts

e animproved management and accountability framework with the CRA.

Provinces will also benefit under their personal income tax collection agreements. For example,
the federal government has agreed to waive the charges to the provinces for costs incurred by
the CRA to develop the provincial tax-on-income system for personal income tax. This
represents a $22 million saving to Ontario.

82 2006 Ontario Economic Outlook and Fiscal Review




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize false
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts false
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages false
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages false
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages false
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages false
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
    /ENC ()
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


