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The success of  smal l  business is  an essent ia l  par t  of  Canada's 
economic growth.  At  the Canada Revenue Agency (CRA),  our  goal  is  
to provide a l l  the support  we can.  We work c losely wi th smal l  
businesses to improve serv ices,  reduce the burden of  compl iance,  and 
mainta in conf idence in Canada's tax system. 

I f  you have a v isual  impairment ,  you can get  our  publ icat ions and your 
personal ized correspondence in bra i l le ,  large pr int ,  or  etext  (CD or  
d isket te) ,  or  on audio casset te or  MP3. For  deta i ls ,  v is i t  our  Web s i te 
at  www.cra.gc.ca/alternate  or  cal l  1-800-959-2221.  

Point.  Click. It 's that quick! 
That 's  a l l  i t  takes to get  tax in format ion when you need i t .  V is i t  
www.cra.gc.ca today and f ind out  how easy managing your taxes can 
be.  

The Canada Revenue Agency (CRA) wants to decrease the demand 
for  paper.  The accessib i l i ty  of  the Internet  cont inues to increase.  
In the future,  we encourage you to v iew th is  guide on our  Web s i te at  
www.cra.gc.ca/E/pub/tg/RC4070,  and pr int  the par ts  you need.  
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This guide uses p la in language to expla in the most  common 
s i tuat ions.  We regular ly  rev ise our  publ icat ions to take into account  
changes in the law.  

La vers ion f rançaise de cet te publ icat ion est  in t i tu lée GUIDE POUR LES 
PETITES ENTREPRISES CANADIENNES.  

NOTE:  In  th is  publ icat ion,  the text  inser ted between square brackets 
represents the regular  pr int  in format ion.  
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How this guide can help you 
Are you star t ing a new smal l  business in Canada? Are you operat ing 
one a l ready? Then th is  guide is  for  you.  I t  wi l l  in t roduce you to the 
Canada Revenue Agency (CRA) programs you need to know about ,  
and g ive an overv iew of  your ob l igat ions and ent i t lements under the 
laws that  we administer .  Many act iv i t ies of  a smal l  business are 
subject  to d i f ferent  forms of  taxat ion.  This guide wi l l  help you wi th 
each of  these,  and wi l l  expla in how to p lan for  taxes,  keep records,  
and make and report  payments.  

I t  wi l l  a lso expla in the d i f ferent  k inds of  business st ructures,  income 
tax report ing and payment,  payrol l  deduct ions,  e lectronic serv ices,  
GST/HST, and how to prepare for  and handle an audi t ,  e tc .  

Taxes can somet imes be d i f f icu l t  and complex.  In such cases,  we wi l l  
refer  you to more deta i led publ icat ions – a l l  f ree of  charge.   

I f  you aren' t  fami l iar  wi th some of  the terms used in th is  guide,  refer  
to the Glossary of  Terms which star ts  on page 151 [43] .  
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Internet access 
To f ind more informat ion and most  of  our  forms and publ icat ions,  v is i t  
our  Web s i te at  www.cra.gc.ca.  

A l is t  of  f requent ly  used Web s i tes is  inc luded in th is  guide for  
addi t ional  in format ion.  

You can a lso get  copies of  the guides and forms ment ioned in th is  
publ icat ion by cal l ing us at  1-800-959-2221.  I f ,  a f ter  reading th is  
guide,  you need more informat ion about  businesses or  professional  
act iv i t ies,  cal l  our  Business Enquir ies l ine at  1-800-959-5525.  

For  more general  in format ion on star t ing a business,  see the 
Government of  Canada Web s i te BUSINESS START-UP ASSISTANT at  
www.bsa.cbsc.org where you wi l l  f ind in format ion f rom the federal  
and provinc ia l  governments,  as wel l  as many other  sources.  

About the CRA  
The CRA is  the federal  government agency responsib le for  
administer ing tax laws for  the Government of  Canada and for  most  
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provinces and terr i tor ies,  administ rat ion of  tar i f fs ,  var ious socia l  and 
economical  benef i t  and incent ive programs del ivered through the tax 
system. 

We col lect  federal  and provinc ia l  indiv idual  income taxes (except  in  
Quebec).   

We also col lect  the Goods and Serv ices Tax/Harmonized Sales Tax 
(GST/HST) (except  in  Quebec),  Canada Pension Plan contr ibut ions,  
Employment Insurance premiums, excise dut ies,  and excise taxes on 
gasol ine and tobacco products.  

We also administer  federal  and provinc ia l  corporate income taxes for  
a l l  provinces except  Alber ta,  Ontar io,  and Quebec.  

The CRA also administers Canada's in ternat ional  tax agreements wi th 
other  countr ies.  We therefore have a key ro le in  help ing Canadian 
business and industry compete in wor ld markets by ensur ing they 
have a fa i r  envi ronment in  which to t rade.   

We are commit ted to help ing smal l  businesses in Canada.  
We recognize that ,  as entrepreneurs,  you are very busy making your 
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business prof i table.  You may not  a lways have the t ime,  expert ise,  or  
inc l inat ion to do i t  a l l  yoursel f .  In  some c i rcumstances,  you probably 
consul t  wi th professionals,  such as lawyers,  accountants,  or  customs 
brokers to help you wi th your business.  Whi le these indiv iduals are 
professionals and wi l l  help you,  you are the one who is  u l t imate ly  
responsib le for  the act ions of  your  business.  You need to keep 
informed so that  you can work in par tnership wi th the professionals 
you h i re and wi th the CRA. 

I t  should be noted that  the informat ion about  Import ing and Export ing 
that  was previously in  th is  publ icat ion was removed.  However,  i f  your  
business is  Import ing or  Export ing and you require more informat ion 
on these subjects,  i t  can be found at  www.cbsa.gc.ca.  

Chapter 1: Setting up your business 
A business is  an act iv i ty  that  you conduct  for  prof i t  and there is  
ev idence to support  that  in i t ia t ive.  There are three types of  business 
st ructure:  sole propr ietorship,  par tnership,  and corporat ion.  The way 
your business is  taxed has a lot  to  do wi th the way your business is  
set  up.  
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Sole proprietorship 
A sole propr ietorship is  an unincorporated business that  is  owned by 
one person.  I t 's  the s implest  k ind of  business st ructure.  

The owner of  a sole propr ietorship has sole responsib i l i ty  for  making 
decis ions,  receives a l l  the prof i ts ,  c la ims a l l  losses,  and does not  
have separate legal  s tatus f rom the business.  

I f  you' re a sole propr ietor ,  you pay personal  income tax on a l l  revenue 
generated by your business.  You a lso assume al l  the r isks of  the 
business.  The r isks extend even to your personal  property and assets.  

As a sole propr ietor ,  you have to register  for  the goods and serv ices 
tax/harmonized sales tax (GST/HST) i f  your  wor ldwide annual  taxable 
revenues are more than $30,000.  

I t 's  easy to set  up a sole propr ietorship.  Simply operate as an 
indiv idual  or  as a registered,  unincorporated business.  I f  you operate 
as an indiv idual ,  just  b i l l  your  customers or  c l ients in  your own name. 
I f  you operate under a registered business name, b i l l  your  c l ients and 
customers in the business 's  name. I f  your  business has a name other  
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than your own,  you' l l  need a separate bank account  to process 
cheques payable to your business.  

How does a sole proprietor pay taxes? 

A sole propr ietor  pays taxes by report ing income (or  loss)  on a 
personal  income tax and benef i t  return (T1) .  The income (or  loss)  
forms par t  of  the sole propr ietor 's  overal l  income for  the year.  

I f  you' re a sole propr ietor ,  you must  f i le  a personal  income tax and 
benef i t  return i f  you:  

• have to pay tax for  the year;  

• disposed of  a capi ta l  property or  had a taxable capi ta l  gain in  the 
year;  

• are required to make Canada Pension Plan/Quebec Pension Plan 
(CPP/QPP) payments on sel f -employed earnings or  pensionable 
earnings for  the year;  or  

• received a demand f rom us to f i le  a return.  
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The l is t  on page 17 [above]  does not  inc lude every s i tuat ion where 
you may be required to f i le .  I f  you' re unsure,  cal l  us at  
1-800-959-5525.  

Note 
As a sole propr ietor ,  you may have to pay your income tax by 
insta lments.  You may a lso need to make insta lment  payments for  
Canada Pension Plan contr ibut ions on your own income. Remember 
to budget  for  these payments.  For  more informat ion,  see our  
pamphlet  P110,  PAYING YOUR INCOME TAX BY INSTALMENTS.  

When you f i le  your income tax and benef i t  return,  you must  inc lude 
f inancia l  s tatements or  one or  more of  the fo l lowing forms,  as 
appl icable:  

• Form T2124,  Statement of  Business Act iv i t ies;  

• Form T2032,  Statement of  Professional  Act iv i t ies;  

• Form T2042,  Statement of  Farming Act iv i t ies;  

• Form T1163,  Statement A – CAIS Program Informat ion and 
Statement of  Farming Act iv i t ies for  Indiv iduals;  
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• Form T1164,  Statement B – CAIS Program Informat ion and 
Statement of  Farming Act iv i t ies for  Addi t ional  Farming Operat ions;   

• Form T1273,  Statement A – Harmonized CAIS Program Informat ion 
and Statement of  Farming Act iv i t ies for  Indiv iduals;  

• Form T1274,  Statement B – Harmonized CAIS Program Informat ion 
and Statement of  Farming Act iv i t ies for  Addi t ional  Farming 
Operat ions;  

• Form T2121,  Statement of  F ishing Act iv i t ies.  

We wi l l  a lso accept  a computer-generated vers ion of  the appl icable 
form. 

For GST/HST, sole propr ietors have report ing per iods for  which they 
have to f i le  a return.  For  more in format ion,  see the sect ion "Report ing 
per iods" on page 55 [16] .  
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Partnership 
A partnership is  an associat ion or  re lat ionship between two or  more 
indiv iduals,  corporat ions,  t rusts,  or  par tnerships that  jo in together  to 
carry on a t rade or  business.  

Each par tner  contr ibutes money,  labour,  property,  or  sk i l ls  to the 
par tnership.  In return,  each par tner  is  ent i t led to a share of  the prof i ts  
or  losses in the business.  The business prof i ts  (or  losses)  are usual ly  
d iv ided among the par tners based on the par tnership agreement.  

L ike a sole propr ietorship,  a par tnership is  easy to form. In fact ,  a 
s imple verbal  agreement is  enough to  form a par tnership.  However,  i f  
money and property are at  s take,  we recommend that  you have a 
wr i t ten agreement.  

The par tnership is  bound by the act ions of  any member of  the 
par tnership,  as long as these are wi th in the usual  scope of  the 
operat ions.  
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How does a partnership pay taxes? 

A partnership by i tse l f  does not  pay income tax on i ts  operat ing 
resul ts  and does not  f i le  an annual  income tax return.  Instead,  each 
par tner  inc ludes a share of  the par tnership income (or  loss)  on a 
personal ,  corporate,  or  t rust  income tax return.  You do th is  whether or  
not  you actual ly  received your share in money or  in  credi t  to  your 
par tnership 's  capi ta l  account .  

Each par tner  a lso has to f i le  e i ther  f inancia l  s tatements or  one of  the 
forms referred to in  the sect ion on sole propr ietorship or  a 
computer-generated vers ion of  one of  these forms:  

• Form T2124,  Statement of  Business Act iv i t ies;  

• Form T2032,  Statement of  Professional  Act iv i t ies;  

• Form T2042,  Statement of  Farming Act iv i t ies;   

• Form T2121,  Statement of  F ishing Act iv i t ies;  

• Form T1163,  Statement A – CAIS Program Informat ion and 
Statement of  Farming Act iv i t ies for  Indiv iduals;   
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• Form T1164,  Statement B – CAIS Program Informat ion and 
Statement of  Farming Act iv i t ies for  Addi t ional  Farming Operat ions;  

• Form T1273,  Statement A – Harmonized CAIS Program Informat ion 
and Statement of  Farming Act iv i t ies for  Indiv iduals;   

• Form T1274,  Statement B – Harmonized CAIS Program Informat ion 
and Statement of  Farming Act iv i t ies for  Addi t ional  Farming 
Operat ions.  

A par tnership has to f i le  a par tnership informat ion return i f ,  
throughout  the f iscal  per iod,  i t  has s ix  or  more members or  i f  one of  
i ts  members is  a member of  another  par tnership.  For  more 
informat ion,  see the T4068,  GUIDE FOR THE PARTNERSHIP  INFORMATION 
RETURN and Informat ion Circular  89-5,  PARTNERSHIP  INFORMATION 
RETURN,  and i ts  Specia l  Release.  

For  GST/HST purposes,  a par tnership is  considered to be a separate 
person and must  f i le  a GST/HST return and remit  tax where 
appl icable.  
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Corporation 
A corporat ion is  a separate legal  ent i ty .  I t  can enter  in to contracts and 
own property in  i ts  own name, separate ly  and d ist inct ly  f rom i ts  
owners.  

Since a corporat ion has a separate legal  ex is tence,  i t  has to pay tax 
on i ts  income, and therefore must  f i le  i ts  own income tax return.  
I t  must  a lso register  for  the GST/HST i f  i ts  taxable wor ldwide annual  
revenues ( inc luding those of  associates)  are more than $30,000.  

You set  up a corporat ion by complet ing ar t ic les of  incorporat ion,  and 
f i l ing them wi th the appropr iate provinc ia l ,  terr i tor ia l ,  or  federal  
author i t ies.  

How does a corporat ion pay taxes? 

A corporat ion must  f i le a corporat ion income tax return (T2) wi th in 
s ix  months of  the end of  every taxat ion year,  even i f  i t  doesn' t  owe 
taxes.  I t  a lso has to at tach complete f inancia l  s tatements and the 
necessary schedules to the T2 return.  A corporat ion pays i ts  taxes in 
monthly insta lments.  For  more deta i ls  on insta lment  payments and the 
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f i l ing requirements for  corporat ions,  see the T4012,  T2 CORPORATION – 
INCOME TAX GUIDE.  

For  GST/HST, corporat ions have report ing per iods for  which they have 
to f i le  a return.  For  more informat ion on report ing per iods,  see the 
sect ion "Report ing per iods" on page 55 [16] .  

The taxat ion year for  a corporat ion is  i ts  f iscal  per iod.  For  more 
informat ion on f iscal  per iods,  see the sect ion "Fiscal  per iod"  on 
page 87 [25] .  

For  more deta i ls ,  v is i t  our  Web s i te at  www.cra.gc.ca/t2return.  

Are you responsible for your corporat ion's debts? 

As a shareholder  of  your  corporat ion,  you have l imi ted l iab i l i ty .  In   
the st r ic t  sense,  th is  means you and the other  shareholders are not  
responsib le for  the corporat ion 's  debts.  However,  l imi ted l iab i l i ty  may 
not  a lways protect  you f rom credi tors.  For  example,  i f  a  smal ler ,  more 
c losely held corporat ion wants to borrow money f rom a bank or  other  
credi tor ,  the credi tor  may ask for  the shareholder 's  guarantee that  the 
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debt  wi l l  be repaid.  I f  you agree to th is  condi t ion,  you' l l  be personal ly  
l iab le for  that  debt  i f  the corporat ion does not  pay i t  back.  

This appl ies to taxes owing as wel l .  I f  your  corporat ion owes taxes,  
and you have personal ly  guaranteed any loan on behal f  of  your 
corporat ion,  we wi l l  c la im the amount  of  the taxes owing up to the 
l imi t  of  the loan guarantee.  

Directors may a lso be l iab le to pay amounts owed by the corporat ion 
i f  i t  has fa i led to deduct ,  wi thhold,  remit  or  pay amounts as required 
by the INCOME TAX ACT,  EMPLOYMENT INSURANCE ACT,  Canada Pension 
Plan and EXCISE TAX ACT.  

For  more informat ion on the subject  of  Director 's  L iabi l i ty ,  see 
Informat ion Circular  89-2,  Directors '  L iabi l i ty  – Sect ion 227.1 of  the 
Income Tax Act ,  Sect ion 323 of  the Excise Tax Act ,  Sect ion 81 of  the 
Air  Travel lers Secur i ty  Charge Act ,  and Subsect ion 295(1)  of  the 
Excise Act ,  2001.  You can f ind th is  document on our  Web s i te at  
www.cra.gc.ca/E/pub/tp/ ic89-2r2.  
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The Business Number (BN)  
Your f irst  step to doing business with the CRA 

The BN is  a number ing system that  s impl i f ies and st reaml ines the way 
businesses deal  wi th us.  I t  is  based on the idea of  "one business,  one 
number."  This helps businesses reduce costs and be more 
compet i t ive.  I t  a lso increases government ef f ic iency.  You get  your BN 
the f i rs t  t ime you register  to do business wi th us.  Eventual ly ,  
businesses wi l l  be able to use thei r  BN for  other  government 
programs. 

The BN consists of  two par ts :  the regist rat ion number and the account  
ident i f ier .  

The four  major  Canada Revenue Agency (CRA) business accounts and 
the account identi f iers  are as fo l lows:  

• RC  –  corporate income tax  

• RM  –  import /export   
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• RP – payrol l  deduct ions  

• RT  –  GST/HST 

The BN number has 15 d ig i ts :  

• 9 numbers to ident i fy  the business;   

• 2 let ters for  the type of  account ;  and  

• 4 numbers for  the account  reference.  

For  example,  your BN might  look l ike th is :  

1 2 3 4 5  6 7 8 9  RP 0 0 0 2  

(Regist rat ion number)  (Account  ident i f ier )  

Businesses that  register  for  the BN wi l l  get  one-stop business 
serv ices f rom us,  inc luding integrated new business regist rat ion,  a 
consol idated approach for  updat ing account  in format ion,  and 
integrated business account  enquir ies.  

Your BN, and a l l  in format ion re lat ing to i t ,  are conf ident ia l .  
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You can register  for  a BN by Internet ,  te lephone,  fax or  mai l .  Business 
Regist rat ion Onl ine at  www.businessregistrat ion.gc.ca  is  a 
one-stop,  sel f -serve appl icat ion that  a l lows you to register  for  a new 
business number as wel l  as the four  major  CRA programs, namely 
corporate income tax,  GST/HST, payrol l  deduct ions and import /export .  
At  the same t ime you can register  onl ine for  Ontar io,  Nova Scot ia,  
New Brunswick and Br i t ish Columbia programs. I f  the business 's  
mai l ing address is  in  Québec,  we wi l l  o f fer  the opt ion to be d i rected to 
the Revenu Québec Web s i te at  
www.revenu.gouv.qc.ca/eng/services/sgp_inscript ion/ index.asp.  

Business Regist rat ion Onl ine is  easy to use,  convenient  and secure.  
The Web address is :  www.businessregistrat ion.gc.ca.  

Note 
There are other  types of  CRA accounts that  the BN does not  yet  
inc lude.  For  example,  some manufacturers and wholesalers need an 
excise tax l icence for  excise tax purposes,  and some businesses 
need a f i ler  ident i f icat ion number for  f i l ing informat ion returns.  
Contact  us at  1-800-959-5525 i f  you want  to f ind out  about  these 
other  accounts and register  for  them. 
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Are you doing business in Quebec? 

For businesses in Quebec,  the BN does not  inc lude GST/HST 
accounts.  Revenu Québec administers the GST/HST on behal f  of  the 
CRA. I f  you p lan to register  for  the GST/HST in Quebec,  p lease 
contact  Revenu Québec for  more informat ion at  th is  address:  

Revenu Québec 
3800,  rue de Mar ly   
Ste-Foy QC  G1X 4A5 

Telephone:  1-800-567-4692 
Outs ide Canada:  1-418-659-4692 

Do you need a BN? 

I f  you need at  least  one of  the four  CRA business accounts l is ted 
before,  you wi l l  need a BN. 

However,  before you register  for  the BN, you need to know a few 
th ings about  the business you p lan to operate.  For  instance,  you 
should know the name of  the business,  i ts  locat ion,  i ts  legal  s t ructure 
(sole propr ietorship,  par tnership,  or  corporat ion) ,  and i ts  f iscal  per iod 
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end.  You should a lso have some idea of  what  the sales of  your  
business wi l l  be.  Without  th is  in format ion,  you wi l l  not  be able to 
complete the BN regist rat ion form. 

Note 
I f  you are a sole propr ietor  or  a par tner  in  a par tnership,  you wi l l  
cont inue to use your socia l  insurance number (SIN) to f i le  your 
indiv idual  income tax and benef i t  return,  even though you may have 
a BN for  your GST/HST, payrol l  deduct ions,  and import /export  
accounts.  

For  more informat ion on the BN, see pamphlet  RC2, THE BUSINESS 
NUMBER AND YOUR CANADA REVENUE AGENCY ACCOUNTS,  cal l  us at  
1-800-959-5525 or  v is i t  our  Web s i te at  www.cra.gc.ca/bn.  
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Keeping records 
Five reasons why keeping records can benefi t  you 

1.  Good records can help you identi fy the sources of  your 
income. 

 You may receive cash or  proper ty f rom many di f ferent  p laces.  
I f  you don' t  have records showing your income sources,  you may 
not  be able to prove that  some sources are non-business or  
non-taxable.  

2.  Well -kept records can mean tax savings.  

 Good records serve as a reminder of  deduct ib le expenses and 
input  tax credi ts .  I f  you don' t  record your t ransact ions,  you may 
forget  some of  your expenses or  input  tax credi ts  when you 
prepare your income tax or  GST/HST returns.  For  more informat ion 
on input  tax credi ts ,  see page 61 [17] .  
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3.  Well -kept records can prevent most of  the problems you might 
encounter i f  we audit  your income tax or GST/HST returns.  

 I f  your  records are so incomplete that  audi tors cannot  determine 
your income f rom them, the audi tors wi l l  have to use other  methods 
to establ ish your income. This wi l l  cost  you t ime.  I f  your  records do 
not  support  your c la ims,  they could be d isal lowed.  

4.  Your records wil l  keep you better informed about the f inancial  
posit ion of  your business.  

 You need good records to establ ish your prof i t  or  loss,  and the 
value of  your  business.  Informat ion f rom good records can a lso te l l  
you what  is  happening in your business and why.  The successfu l  
use of  records can show you t rends in your business,  le t  you 
compare per formance in d i f ferent  years,  and help you prepare 
budgets and forecasts.  

5.  Proper records may help you get loans from banks and other 
creditors.  

 Credi tors need accurate informat ion about  your current  f inancia l  
posi t ion before they g ive you a loan.  You can' t  g ive them th is  
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in format ion i f  you don' t  keep organized records.  Also,  good records 
show potent ia l  credi tors that  you know what 's  going on wi th your 
business.  

Legal requirements for keeping records 

Al l  records such as paper documents,  as wel l  as those stored in an 
e lectronic medium (e.g. ,  on computer  d isk) ,  must  be kept  in  Canada or  
made avai lable in  Canada at  our  request .  The records must  be in 
Engl ish or  French.  Today many k inds of  records are kept  in  e lectronic 
formats.  Informat ion on keeping these type of  records is  avai lable on 
our  Web s i te or  see guide RC4409,  KEEPING RECORDS.  

You can keep these documents outs ide Canada i f  you get  wr i t ten 
permiss ion f rom us.  
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What records should you keep? 

Make sure you keep order ly  records of  a l l  income you receive.  Also,  
keep a l l  receipts,  invoices,  vouchers,  and cancel led cheques 
indicat ing out lays of  money.  Such out lays inc lude:  

• salar ies and wages;  

• operat ing expenses such as rent  and advert is ing,  and capi ta l  
expendi tures;  and 

• miscel laneous i tems,  such as char i table donat ions.  

I f  you import  goods into Canada,  your  records must  substant iate the 
pr ice you paid for  imported goods,  and l is t  thei r  or ig in and 
descr ipt ion.  They must  a lso inc lude any documentat ion about  the 
report ing,  re lease,  and account ing of  the goods,  as wel l  as the 
payment of  dut ies and taxes.  

You should keep these records at  your  p lace of  business or  res idence 
in Canada (unless you get  wr i t ten permiss ion f rom us to keep them 
elsewhere) .  You have to make them avai lable to us i f  you ' re asked to 
do so.  
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Your records must be permanent 

Whichever account ing or  record-keeping method you use,  your 
records must  be permanent .  They must  conta in a systemat ic  account  
of  your  income, deduct ions,  credi ts ,  and other  in format ion you need to 
report  on your income tax and GST/HST returns.  

What information should your records contain? 

I t 's  not  hard to keep records that  meet  the requirements of  the law. 
However,  sketchy or  incomplete  records that  use approximates 
instead of  exact  amounts,  are not  acceptable.  

Your records must :  

• al low you to determine how much tax you owe, or  the tax,  dut ies,  or  
other  amounts to be col lected,  wi thheld,  or  deducted,  or  any refund 
or  rebate you may c la im; and 

• be supported by vouchers or  other  necessary source documents.  I f  
you do not  keep your receipts or  other  vouchers to support  your 
expenses or  c la ims,  and there is  no other  ev idence avai lable,  we 
may reduce the expenses or  c la ims you have made.  
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Retaining and destroying records 

The six-year requirement 

You must  reta in records (other  than cer ta in documents for  which there 
are specia l  ru les)  for  s ix  years f rom the end of  the last  taxat ion year 
to which they re late for  income tax,  for  s ix  years f rom the end of  the 
year to which they re late for  GST/HST purposes or  for  s ix  years af ter  
the goods are imported or  exported.  

I f  you f i led your income tax return late,  keep your records and 
support ing documents for  s ix  years f rom the date you f i led the late 
return.  

The minimum per iod for  keeping records is  usual ly  measured f rom the 
last  year  you used the records,  not  the year the t ransact ion occurred 
or  the record was created.   

You have to keep every record necessary for  deal ing wi th an object ion 
or  appeal  unt i l  i t  is  resolved and the t ime for  f i l ing any fur ther  appeal  
has expi red,  or  unt i l  the s ix-year per iod ment ioned above has expired,  
whichever is  la ter .   
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Request for early destruction 

I f  you want  to destroy your records before the s ix  years are up,  you 
must  apply in  wr i t ing to the d i rector  of  the tax serv ices of f ice in  your 
area to obta in wr i t ten permiss ion f rom the Canada Revenue Agency.  
To do th is ,  e i ther  use Form T137,  REQUEST FOR DESTRUCTION OF 
RECORDS,  or  prepare your own wr i t ten request .  In  addi t ion to our  
requirements,  there are other  federa l ,  prov inc ia l ,  and munic ipal  laws 
that  require you to keep records.  We have no author i ty  to approve 
destruct ion of  records that  these other  laws require you to keep.  

For  more informat ion,  see Guide RC4409,  KEEPING RECORDS.  

Bringing assets into a business 
Fair  market value 

You may f ind yoursel f  in  a s i tuat ion where you would l ike to take 
assets that  belong to you personal ly  and t ransfer  them to your 
business.  

I f  you are operat ing a sole propr ietorship,  th is  is  a reasonably s imple 
process.  The INCOME TAX ACT requires that  you t ransfer  these assets 
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to  the business at  thei r  fa i r  market  value (FMV).  This means that  we 
consider  you to have sold these assets at  a pr ice equal  to thei r  FMV 
at  that  t ime.  I f  the FMV at  the t ime of  the t ransfer  to the business is  
greater  than your or ig inal  purchase pr ice,  you must  report  the 
d i f ference as a capi ta l  gain on your income tax and benef i t  return.  

You can c la im a GST/HST input  tax credi t  based on the basic tax 
content  o f  the assets you t ransfer  to your business.  For  more 
informat ion on basic tax content  v is i t  our  Web s i te at  
www.cra.gc.ca/gsthst  or  cal l  us at  1-800-959-5525.  

Your business wi l l  show a purchase of  these assets,  wi th a cost  equal  
to the FMV at  the t ime of  the t ransfer .  This is  the value that  you wi l l  
add to the capi ta l  cost  a l lowance schedule for  income tax purposes.  

For  income tax purposes,  when you t ransfer  the property to a 
Canadian par tnership or  a Canadian corporat ion,  you may t ransfer  the 
property  to the par tnership or  the corporat ion for  an elected amount.  
This amount  may be d i f ferent  f rom the FMV, as long as you meet 
cer ta in condi t ions.  The e lected amount  then becomes your proceeds 
for  the property t ransferred,  as wel l  as the cost  of  the property to the 
corporat ion or  par tnership.  
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The ru les regarding these t ransfers of  property are technical  in  
nature.  For  more informat ion,  see Interpretat ion Bul let in  IT-291,  
TRANSFER OF PROPERTY TO A  CORPORATION UNDER SUBSECTION 85(1) ,  
In format ion Circular  76-19,  TRANSFER OF PROPERTY TO A  CORPORATION 
UNDER SECTION 85,  and Interpretat ion Bul let in  IT-413,  ELECTION BY 
MEMBERS OF A  PARTNERSHIP  UNDER SUBSECTION 97(2) .  

Buying an exist ing business 

When you are consider ing becoming a business owner,  you wi l l  f ind 
that  you have the opt ion of  e i ther  buying an exist ing business  or  
start ing up a new business.  The opt ion you choose wi l l  have a 
s igni f icant  ef fect  on how you account  for  the purchase of  the business 
assets for  income tax purposes.  

When you buy an exist ing business,  you general ly  pay a set  amount  
for  the ent i re business.  In some cases,  the sale agreement sets out  a 
pr ice for  each asset ,  a value for  the inventory of  the company and,  i f  
appl icable,  an amount  that  you can at t r ibute to goodwi l l .  I f  the 
indiv idual  asset  pr ices are set  out  in  the sale agreement,  and the 
pr ices are reasonable,  then you should use these pr ices to c la im 
capi ta l  cost  a l lowance.  I f  the indiv idual  asset  pr ices are not  set  out  in  
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the contract ,  you have to determine how much of  the purchase pr ice 
you should at t r ibute to each asset ,  how much to inventory,  and how 
much,  i f  any,  to goodwi l l .  These amounts should coinc ide wi th the 
amounts the vendor determined when report ing the sale.  

The amount  you a l locate to each asset  should be the fa i r  market  value 
(FMV) of  the asset .  You should a l locate to goodwi l l  the balance of  the 
purchase pr ice that  remains af ter  you a l locate the FMV to each asset  
and to inventory.  

Example 
You purchase a business for  a tota l  purchase pr ice of  $120,000.  The 
FMV of  the net  ident i f iab le assets of  the business is  as fo l lows:  

Accounts receivable $ 20,000 

Inventory 10,000 

Land 30,000 

Bui ld ing 50,000 

Total  net  identi f iable assets  $ 110,000  
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You can determine the value of  the goodwi l l  by subtract ing the tota l  
va lue of  the net  ident i f iab le assets f rom the purchase pr ice:  

Purchase pr ice $ 120,000 

Minus  net  ident i f iab le assets 110,000 

Amount attr ibuted to goodwil l  $ 10,000  

Once you have determined the values for  the assets and the goodwi l l ,  
add the f ixed assets (e.g. ,  bui ld ings and equipment)  in to the 
appropr iate c lasses for  the purpose of  c la iming the capi ta l  cost  
a l lowance.  The goodwi l l  is  considered to be an  e l igible capital  
expenditure,  which is  t reated in a manner s imi lar  to assets e l ig ib le 
for  capi ta l  cost  a l lowance.  

Treat  the value of  the inventory as a purchase of  goods for  resale,  
and inc lude i t  in  the cost  of  goods sold in  your income statement at  
the end of  the year.  For  GST/HST purposes,  i f  you buy a business or  
par t  of  a business and acquire a l l  or  substant ia l ly  a l l  o f  the property 
that  can reasonably be regarded as necessary to carry on the 
business,  you and the vendor may be able to jo int ly  e lect  to have no 
GST/HST payable on the sale by complet ing Form GST44,  ELECTION 
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CONCERNING THE ACQUIS IT ION OF A  BUSINESS OR PART OF A  BUSINESS.  
You must  be GST/HST regist rants,  and you both have to agree that  
the sale wi l l  not  be subject  to GST/HST. In addi t ion,  you must  buy a l l  
or  substant ia l ly  a l l  o f  the property,  and not  only indiv idual  assets.  

Usual ly ,  for  the e lect ion to apply to  the sale,  you have to be able to 
cont inue to operate the business wi th the property acquired under the 
sale agreement.  You have to f i le  Form GST44,  on or  before the day 
you have to f i le  the GST/HST return for  the f i rs t  report ing per iod in 
which you would have otherwise had to pay GST/HST on the 
purchase.  

Another  way of  buying an exist ing business is  to buy the shares of  an 
incorporated business.  This does not  af fect  the cost  base of  the 
assets of  the business.  As expla ined previously,  a corporat ion is  a 
separate legal  ent i ty  and can own property in  i ts  own name. A change 
in the ownership of  the shares wi l l  not  af fect  the tax values of  the 
assets the corporat ion owns.  

For  more informat ion v is i t  our  Web s i te at  
www.cra.gc.ca/tax/business/topics/ l i fe-events.  
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Why it  pays to plan ahead 

In  consider ing when to register  for  your  BN, keep several  th ings in 
mind.  

Remember your legal  obl igat ions.  For  example,  you become a 
regist rant  who must  register  for  GST/HST when your taxable 
wor ldwide revenues ( inc luding those of  your associates)  exceed 
$30,000 over four  consecut ive calendar quarters,  or  in  one calendar 
quarter .  This threshold is  $50,000 i f  you are a publ ic  serv ice body.  
I f  you th ink your sales wi l l  exceed $30,000 (or  $50,000 i f  you are a 
publ ic  serv ice body) ,  i t 's  probably wise to register  for  the GST/HST 
sooner rather  than later .  Remember,  register ing for  the GST/HST is  
the same as register ing for  the BN. 

Register ing ear ly  g ives you cer ta in advantages,  such as the r ight  to 
c la im the GST/HST you pay on your business 's  s tar t -up expenses f rom 
the t ime you register .  For  more informat ion,  see the sect ion " Input  tax 
credi ts"  on page 61 [17]  in  the chapter  on GST/HST. Also see the 
sect ion "Can you deduct  business star t -up costs?" on page 114 [32] .  
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I f  you intend to import  goods into Canada,  you should open an 
import /export  account  before you import  the goods.  This wi l l  avoid 
delays at  the por t  of  entry.   

You should open a payro l l  deduct ions account  as soon as you know 
when you wi l l  have employees.  This account  wi l l  a l low you to make 
regular  payrol l  deduct ions for  your employees and make remit tances 
on t ime.  For  in format ion on how to make payrol l  deduct ions,  see the 
chapter  cal led "Payrol l  Deduct ions and Remit tances" on page 73 [21] .  

I f  you decide to incorporate,  you wi l l  need a BN to pay your corporate 
income taxes and to make insta lment  payments to your corporate 
account .  

For more information 
• Guide for  Partnership Informat ion Return 

• T2 Corporat ion – Income Tax Guide 

• In format ion Circular  78-10,  Books and Records Retent ion /  
Destruct ion 
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• In terpretat ion Bul let in  IT-291,  Transfer  of  Property to a Corporat ion 
Under Subsect ion 85(1)  

• In format ion Circular  76-19,  Transfer  of  Property to a Corporat ion 
Under Sect ion 85 

• In terpretat ion Bul let in  IT-413,  Elect ion by Members of  a Partnership 
Under Subsect ion 97(2)  

• Form GST44,  Elect ion Concerning the Acquis i t ion of  a Business or  
Part  of  a Business 

• The Business Number and Your Canada Revenue Agency Accounts 

• Form RC1, Request  for  a Business Number (BN)  

• Business Regist rat ion Onl ine and Internet  request  for  a business 
number:  
www.businessregistrat ion.gc.ca  

• Web s i tes:  
www. cra.gc.ca 
www.cra.gc.ca/t2return  
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Revenu Québec 
www.revenu.gouv.qc.ca  

Business Star t -Up Assistant  
www.bsa.cbsc.org  

Chapter 2: The Goods and Services Tax (GST)  
and Harmonized Sales Tax (HST) 

What is the GST/HST? 
The GST is  a tax that  appl ies at  a rate of  6% to the supply of  most  
goods and serv ices in Canada.  Three provinces (Nova Scot ia,  New 
Brunswick,  and Newfoundland and Labrador)  harmonized thei r  
provinc ia l  sa les tax wi th the GST to  create the harmonized sales tax 
(HST).  The HST appl ies to the same goods and serv ices as the GST, 
but  at  a rate of  14%. Of th is ,  6% is  the federal  par t  and 8% is  the 
provinc ia l  par t .  

A l though the consumer u l t imately  pays the GST/HST, general ly  
businesses are responsib le for  co l lect ing and remit t ing i t  to  the 
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government.  Businesses that  must  register  or  that  register  voluntar i ly  
for  the GST/HST are cal led registrants.  

Regist rants col lect  the GST/HST on most  of  thei r  suppl ies,  and pay 
the GST/HST on most  purchases they make to operate the business.  
Regist rants can c la im a credi t ,  ca l led an input tax credit  ( ITC ) ,  to  
recover the GST/HST they paid or  owe on the purchases they wi l l  use 
in  thei r  commercia l  act iv i t ies.  When they complete thei r  GST/HST 
return,  they deduct  the amount  of  the credi t  f rom the GST/HST they 
col lected.  I f  they pay more than they col lect ,  they can c la im a refund.  

Star t ing in Apr i l  2007,  i f  you are a GST/HST regist rant ,  you may 
receive a monthly s tatement about  your GST/HST account  to help you 
stay up- to-date.  These new statements wi l l  be sent  to you only i f  there 
is  act iv i ty  on your GST/HST account .  

On which goods and services do you charge GST/HST? 

As a GST/HST regist rant ,  you charge 6% GST or  14% HST on the 
taxable goods and serv ices (other  than zero-rated)  you sel l ,  lease,  
t ransfer ,  or  provide in some other  way.  You can c la im an input  tax 
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credi t  to  recover the GST/HST you paid or  owe on purchases and 
expenses you use,  consume, or  supply in your commercia l  act iv i t ies.  

Examples of  goods and serv ices taxable at  6%  or  14%  inc lude:  

• commercia l  real  property  and newly constructed res ident ia l  
property ;  

• renta ls  of  commercia l  real  property;  

• cloth ing and footwear;  

• car  repairs ;  and 

• hotel  accommodat ion.  

Certa in goods and serv ices are subject  to GST/HST, but  at  a rate of  
0%. These goods and serv ices are referred to as zero-rated 
supplies.  You do not  charge tax on these suppl ies,  but  you are st i l l  
ab le to c la im an ITC to recover the GST/HST you paid or  owe on 
purchases made to provide them. 

Examples of  zero-rated  goods and serv ices inc lude:  

• basic grocer ies such as mi lk ,  bread,  and vegetables;  
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• most farm l ivestock;  

• medical  devices such as hear ing a ids and ar t i f ic ia l  teeth;  

• prescr ipt ion drugs and drug d ispensing fees;  and 

• exports (most  goods and serv ices taxable at  6% or  14% in Canada 
are zero-rated when exported) .  

Which goods and services are tax-exempt? 

Some goods and serv ices are exempt f rom the GST/HST. You do not  
col lect  GST/HST on these goods or  serv ices.  You cannot  c la im an ITC 
to recover the GST/HST you pay or  owe on purchases and expenses 
re lat ing to such suppl ies.  

You cannot  register  for  the GST/HST i f  you 're sel l ing or  provid ing 
only tax-exempt goods and serv ices.  

Tax-exempt  goods and serv ices inc lude:  

• sales of  previously owned resident ia l  housing;  
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• res ident ia l  rents of  one month or  more and res ident ia l  condominium 
fees;  

• most heal th,  medical ,  and denta l  serv ices that  are per formed by 
l icensed physic ians or  dent is ts  for  medical  reasons;  

• day-care serv ices provided for  less than 24 hours per  day pr imar i ly  
to chi ldren 14 years of  age and younger;  

• br idge,  road,  and ferry to l ls ;  

• legal  a id serv ices;  

• many educat ional  serv ices such as those courses suppl ied by a 
vocat ional  school  that  lead to a cer t i f icate or  d ip loma and a l low the 
pract ice of  a t rade or  a vocat ion,  or  tutor ing serv ices made to an 
indiv idual  in  a course that  fo l lows a curr icu lum designated by a 
school  author i ty ;  

• most serv ices provided by f inancia l  inst i tu t ions (e.g. ,  arrangements 
for  a loan or  mortgage);  

• arranging for  and issuing insurance pol ic ies by insurance 
companies,  agents,  and brokers;  
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• most goods and serv ices provided by char i t ies;  and 

• certa in goods and serv ices provided by non-prof i t  organizat ions,  
governments,  and other  publ ic-sector  organizat ions such as 
munic ipal  t ransi t  serv ices and standard res ident ia l  serv ices such  
as water .  

Who registers for the GST/HST? 

You have to register  for  GST/HST i f :  

• you provide taxable goods and serv ices in Canada;  and  

• you are not  a smal l  suppl ier .  

You do not  have to register  i f  your  on ly commercia l  act iv i ty  is  the sale 
of  real  property otherwise than in the course of  a business or  i f  you 
are a non-resident  who does not  carry on business in Canada.  I f  you 
are a non-res ident ,  see guide RC4027,  DOING BUSINESS IN  CANADA – 
GST/HST INFORMATION FOR NON-RESIDENTS. 
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Small  supplier  

You are a smal l  suppl ier  i f  you meet  one of  the fo l lowing condi t ions:  

• i f  you are a sole propr ietor ,  your  tota l  taxable revenues (before 
expenses) f rom al l  your  businesses are $30,000 or  less in  the last  
four  consecut ive calendar quarters and in any s ingle calendar 
quarter .  

• i f  you are a par tnership or  a corporat ion,  the tota l  taxable revenues 
of  the par tnership or  corporat ion are $30,000 or  less in the last  
four  consecut ive calendar quarters and in any s ingle calendar 
quarter .  

• i f  you are a publ ic  serv ice body (char i ty ,  non-prof i t  organizat ion,  
munic ipal i ty ,  univers i ty ,  publ ic  col lege,  school  author i ty ,  or  hospi ta l  
author i ty) ,  the tota l  taxable revenues f rom al l  the act iv i t ies of  your  
organizat ion are $50,000 or  less in the last  four  consecut ive 
calendar quarters and in any s ingle calendar quarter .  A gross 
revenue threshold a lso appl ies to char i t ies and publ ic  inst i tu t ions.  
For  more informat ion,  see guide RC4082,  GST/HST INFORMATION 
FOR CHARIT IES.  
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In  a l l  cases,  tota l  taxable revenues means your wor ldwide revenues 
f rom your suppl ies of  goods and serv ices subject  to GST/HST at  a 
rate of  6% and 14% respect ive ly ,  and your zero-rated suppl ies.  
However,  i t  does not  inc lude goodwi l l ,  f inancia l  serv ices,  and sales of  
capi ta l  property.  You a lso have to inc lude the tota l  taxable revenues 
of  a l l  your  associates in th is  calculat ion.  Contact  us i f  you need help 
to determine i f  you are associated to another  person.  

I f  your  tota l  taxable revenues exceed $30,000 ($50,000 for  publ ic  
serv ice bodies)  in  any s ingle calendar quarter  or  in  four  consecut ive 
calendar quarters,  you wi l l  no longer be considered a smal l  suppl ier  
and you have to register  for  the GST/HST. Contact  us i f  th is  occurs.  

Exception 
Taxi  and l imousine operators,  for  thei r  tax i  operat ions,  and non-
resident  per formers sel l ing admissions to seminars and other  events 
must  register  for  the GST/HST, even i f  they are smal l  suppl iers.  
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Voluntary registrat ion 

Although you do not  have to register  for  the GST/HST i f  your  taxable 
wor ldwide revenues are $30,000 or  less (or  $50,000 i f  you are a 
publ ic  serv ice body) ,  you can register  voluntar i ly .  

I f  you register  voluntar i ly ,  you have to charge and remit  GST/HST on 
your taxable suppl ies of  goods and serv ices,  and you can c la im ITCs 
for  the GST/HST you paid or  owe on purchases re lated to these 
suppl ies.  You have to stay registered for  at  least  one year before you 
can ask to cancel  your  regist rat ion.  

How to register for the GST/HST 
I f  you have to register ,  or  i f  you are a smal l  suppl ier  and want  to 
register ,  use our  quick and secure Business Regist rat ion Onl ine at  
www.businessregistrat ion.gc.ca.   

You can a lso provide the necessary informat ion to us over the 
te lephone or  by facsimi le t ransmission.  Al ternat ive ly ,  you can 
complete Form RC1, REQUEST FOR A  BUSINESS NUMBER (BN) and return 
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i t  to  us.  For  more informat ion,  v is i t  our  Web s i te www.cra.gc.ca  or  
ca l l  us at  1-800-959-5525.  

Remember that  i f  your  business is  in  Quebec,  you should contact  
Revenu Québec at  1-800-567-4692.  Their  address is  on page 29 [9] .  

Report ing periods 

We wi l l  ass ign you a report ing per iod for  f i l ing your GST/HST returns 
when you register  for  the GST/HST. For  each report ing per iod,  you 
must  f i le  a GST/HST return.  

The GST/HST report ing per iod is  based on your est imated tota l  annual  
taxable revenues in Canada as wel l  as the annual  taxable revenues of  
a l l  your  associates,  i f  appl icable.  

The fo l lowing chart  shows the assigned GST/HST report ing per iods 
based on your annual  taxable revenues.  

Annual Taxable Revenues Report ing/Fi l ing Period 

$500,000 or  less annual ly  
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Annual Taxable Revenues Report ing/Fi l ing Period 

more than 500,000 to $6,000,000 quarter ly  

more than $6,000,000 monthly 

I f  your  annual  taxable revenues are $500,000 or  less,  you may elect  
to f i le  your GST/HST return quarter ly  or  monthly.  

I f  your  annual  taxable revenues are more than $500,000,  but  not  more 
than $6,000,000,  you may e lect  to f i le  your GST/HST return monthly.  

For  more informat ion,  see guide RC4022,  GENERAL INFORMATION FOR 
GST/HST REGISTRANTS and form GST20,  ELECTION FOR GST/HST 
REPORTING PERIOD.  

How to collect GST/HST on the taxable goods and services 
you provide 
As a GST/HST regist rant ,  you general ly  charge 6% GST or  14% HST 
on the taxable suppl ies you make (other  than zero-rated suppl ies) .  
You remit  the GST and the HST on the same GST/HST return.   
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Note 
I f  you make taxable suppl ies (other  than zero-rated)  to customers  
in  Nova Scot ia,  New Brunswick,  or  Newfoundland and Labrador,  
inc luding suppl ies shipped or  mai led to rec ip ients in  these 
provinces,  you are required to col lect  and remit  the 14% HST. 

Provincial  sales tax 

When you have to charge both GST and the provinc ia l  sa les 
tax (PST),  calculate GST on the pr ice before you calculate the PST. 
For more informat ion on how to calculate PST, contact  your provinc ia l  
tax of f ice.  You' l l  f ind the phone numbers of  the provinc ia l  tax of f ices 
in the government sect ion of  your  te lephone book.  

Informing your customers 

As a GST/HST regist rant ,  you must  show your customers the tota l  tax 
payable or  le t  them know that  the amount  payable inc ludes the tax.  
You can show th is  to your customers on the invoice,  receipt ,  or  
contract ,  or  by d isplay ing acceptable s igns.  I f  you show the tax on 
your invoice,  receipt ,  or  contract ,  you must  show the tota l  tax or  the 
tota l  of  the tax rate,  that  is ,  6% or  14%. 
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What to put on your invoices 

At the request  of  your customers who are GST/HST regist rants,  you 
must  provide them wi th speci f ic  in format ion that  wi l l  a l low them to 
support  thei r  ITC c la im. The fo l lowing chart  shows the required 
informat ion.  

Information required for 
sales invoices from 
GST/HST registrants  

Total  sale 
under  

$30 

Total  sale 
from $30 

to $149.99 

Total  sale 
of  $150  
or more 

The vendor 's  business or  
t rading name or  the 
intermediary 's  name  

√ √  √  

Invoice date or ,  i f  an 
invoice has not  been 
issued,  the date on which 
the GST/HST is  paid or  
payable  

√  √  √  

Tota l  amount  paid or  
payable  √  √  √  
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Information required for 
sales invoices from 
GST/HST registrants  

Total  sale 
under  

$30 

Total  sale 
from $30 

to $149.99 

Total  sale 
of  $150  
or more 

The tota l  amount  of  
GST/HST charged or  that  
the amount  paid or  
payable for  each taxable 
supply (other  than 
zero-rated suppl ies)  
inc ludes GST/HST and the 
appl icable rate of  tax 
(6% or  14%) 

 √  √  

When i tems are taxable at  
6% and 14%, a statement 
about  which i tems are 
taxed at  6% and which are 
taxed at  14% 

 √  √  
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Information required for 
sales invoices from 
GST/HST registrants  

Total  sale 
under  

$30 

Total  sale 
from $30 

to $149.99 

Total  sale 
of  $150  
or more 

The vendor 's  Business 
Number or  the 
intermediary 's  Business 
Number  

 √  √  

The buyer 's  name or  
t rading name or  the name 
of  the duly author ized 
agent  or  representat ive 

  √  

A br ief  descr ipt ion of  the 
goods or  serv ices   √  

Terms of  payment   √  
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Input tax credits ( ITC) 
As a GST/HST regist rant ,  you can get  back the GST/HST you paid or  
that  you owe on purchases and expenses re lated to your commercia l  
act iv i t ies.  You do th is  by c la iming an ITC. 

You can recover the GST/HST you pay or  owe on goods and serv ices 
such as:  

• merchandise to resel l ;  

• advert is ing serv ices;  

• real  property and capi ta l  property,  such as of f ice furn i ture,  
vehic les,  and other  equipment;  and 

• general  operat ing expenses such as of f ice rent ,  ut i l i t ies,  of f ice 
suppl ies,  and the rent  of  equipment such as computers,  vehic les,  
photocopy machines,  and other  of f ice appl iances.  

Where goods or  serv ices are used par t ly  for  personal  use or  for  
making exempt suppl ies,  you are ent i t led to a par t ia l  ITC to the extent  
that  they are for  use in commercia l  act iv i t ies.  
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In  addi t ion,  you can c la im ITCs for  purchases of  land and purchases 
e l ig ib le for  capi ta l  cost  a l lowance under the  INCOME TAX ACT,  such as 
bui ld ings,  computers,  vehic les ,  and other  large machinery and 
equipment.  

Expenses for  which you cannot  c la im an ITC inc lude the fo l lowing:  

• employee wages;  

• in terest  and d iv idend payments;  

• most federal ,  provinc ia l ,  and munic ipal  taxes;  

• most fees,  f ines,  and lev ies;  

• tax-exempt goods and serv ices;  

• i tems for  your personal  use or  enjoyment;   

• capi ta l  property that  is  not  pr imar i ly  for  use in your  commercia l  
act iv i t ies;  and  

• membership fees or  dues to any c lub that  provides recreat ional ,  
d in ing,  or  sport ing fac i l i t ies (e .g. ,  f i tness c lubs,  gol f  c lubs,  hunt ing 
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and f ish ing c lubs) ,  unless you acquire the memberships to resel l  in  
the course of  your business.  

How to claim an input tax credit  

Most regist rants c la im thei r  ITCs when they f i le  thei r  GST/HST return 
for  the report ing per iod in which the re lated purchases were made.  
However,  your ITCs must  be c la imed in a GST/HST return f i led by the 
due date of  the return for  the last  report ing per iod that  ends wi th in 
four  years af ter  the end of  the report ing per iod in which the ITC 
could have f irst  been claimed.  

Simplif ied accounting methods 
There are two s impl i f ied account ing methods avai lable for  smal l  
businesses to calculate the GST/HST they owe. They are the Quick 
Method and the s impl i f ied input  tax credi t  method.  

The Quick Method 

The Quick Method is  an easy way to calculate the amount  of  GST/HST 
you have to remit .  General ly ,  i f  your  wor ldwide taxable annual  
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suppl ies ( inc luding zero-rated suppl ies and suppl ies of  associates)  
are $200,000 or  less ( inc luding GST/HST),  you can use the Quick 
Method.  

Certa in persons,  such as accountants,  bookkeepers,  f inancia l  
consul tants and publ ic  serv ice bodies cannot  use the Quick Method.  

The Specia l  Quick Method is  a s impl i f ied account ing opt ion avai lable 
to selected publ ic  serv ice bodies,  qual i fy ing non-prof i t  organizat ions,  
speci f ied fac i l i ty  operators,  and cer ta in char i t ies.  For  more 
informat ion,  see pamphlet  RC4247,  THE SPECIAL  QUICK METHOD OF 
ACCOUNTING FOR PUBLIC  SERVICE BODIES.  

How the Quick Method works? 

You col lect  GST at  6% or  HST at  14% on taxable suppl ies to your 
customers in the usual  manner.  When you complete your GST/HST 
return,  you remit  par t  of  the tax you col lected.  Since you cannot  c la im 
ITCs on most  of  your  purchases when you use th is  method,  the par t  of  
the tax that  you keep accounts for  the approximate value of  the ITCs 
you would otherwise have c la imed.   
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When you complete your GST/HST return,  you mul t ip ly  your tota l  
GST/HST inc luded suppl ies for  the report ing per iod by the Quick 
Method remit tance rate that  appl ies to those suppl ies.  The remit tance 
rates are expla ined in the booklet  RC4058,  QUICK METHOD OF 
ACCOUNTING FOR GST/HST. 

You do not  c la im an ITC on your operat ing expenses (such as ut i l i t ies,  
rent ,  and te lephone),  meal  and enter ta inment expenses,  and inventory 
purchases.  However,  you can c la im ITCs on most  of  your  purchases of  
capi ta l  and real  property.   

For  more informat ion,  see booklet  RC4058,  QUICK METHOD OF 
ACCOUNTING FOR GST/HST. 

The simpli f ied input tax credit  method 

You use the Simpl i f ied Method to ca lculate your ITCs i f  you do not  
want  to keep t rack of  the GST/HST you paid or  owe on your business 
purchases.  
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Who can use i t? 

You can use the Simpl i f ied Method i f  you are registered for  GST/HST 
and your (and your associates ' )  annual  wor ldwide taxable revenues 
f rom suppl ies of  goods and serv ices were $500,000 or  less in your 
last  f iscal  year  and the previous f iscal  quarters of  your  current  f iscal  
year.  Do not  inc lude f inancia l  serv ices,  sales of  capi ta l  real  property  
or  goodwi l l .  

To use the s impl i f ied ITC method,  your taxable purchases (excluding 
zero–rated purchases)  in  Canada must  a lso not  exceed $2 mi l l ion in 
the immediate ly  preceding f iscal  year .  

I f  you qual i fy ,  you can star t  us ing the Simpl i f ied Method at  the 
beginning of  any report ing per iod.  You do not  have to f i le  any form to 
use i t .  Af ter  you decide to use th is  method,  you must  use i t  for  at  
least  one year i f  you cont inue to qual i fy .  

How it  works 

To calculate your ITCs when you use th is  method,  you tota l  your  
taxable purchases,  inc luding GST or  HST, provinc ia l  sa les tax,  t ips,  
penal ty  and interest  charges on late payments and:  
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• mult ip ly  th is  tota l  by 6 and d iv ide the resul t  by 106 for  GST 
purchases;  or  

• mult ip ly  th is  tota l  by 14 and d iv ide the resul t  by 114 for  HST 
purchases.  

For  more informat ion on the s impl i f ied ITC method,  see guide 
RC4022,  GENERAL INFORMATION FOR GST/HST REGISTRANTS.  

How to calculate the GST/HST you owe and f i le your return 

For each report ing per iod,  you calculate:  

• the GST/HST col lected or  col lect ib le on your taxable suppl ies 
dur ing the report ing per iod;  and  

• the GST/HST paid or  payable on your purchases for  which you can 
c la im an input  tax credi t .  

The d i f ference between these two amounts,  p lus or  minus any 
adjustments,  is  your GST/HST payment or  your  refund.  I f  you charge 
more GST/HST than you paid or  owe,  you pay us the d i f ference.  Make 
cheques payable to the Receiver  General .  I f  you paid or  owe more 
GST/HST than you charged,  you can c la im a refund.  
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GST/HST Rulings 

GST/HST Rul ings is  the centre of  technical  expert ise on the goods 
and serv ices tax/harmonized sales tax (GST/HST) in  the Canada 
Revenue Agency.  Through our ru l ings and interpretat ions program, we 
give taxpayers t imely,  accurate,  and accessib le technical  in format ion 
on thei r  ent i t lements and obl igat ions under the Excise Tax Act  AND 
RELATED REGULATIONS.  For  more informat ion see publ icat ion RC4405,  
GST/HST RULINGS – EXPERTS IN  GST/HST LEGISLATION,  or  on our  Web 
s i te at  www.cra.gc.ca/E/pub/gp/rc4405.   

For more information 
• RC4022,  General  In format ion for  GST/HST Regist rants 

• RC4058,  Quick Method of  Account ing for  GST/HST 

• RC4027,  Doing Business in Canada –GST/HST Informat ion for  Non-
Residents 

• RC4247,  The Specia l  Quick Method of  Account ing for  Publ ic  
Serv ice Bodies 
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• GST20, Elect ion for  GST/HST Report ing Per iod 

• Web s i te:  www.cra.gc.ca  

Chapter 3: Excise taxes and excise duties 
What are excise taxes and excise duties? 
They are two types of  federal  lev ies on products manufactured or  
produced in Canada.  

These lev ies are appl ied to a l imi ted range of  goods at  d i f ferent  rates 
and in d i f ferent  ways,  depending on the product .  Excise tax and 
excise duty apply to the goods before the GST/HST is  added on.  

Excise taxes 
Excise taxes are charged on:  

• heavy automobi les;  

• automobi le a i r  condi t ioners;  and 

• certa in petro leum products.  
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Note 
The excise tax on jewel lery was e l iminated,  ef fect ive May 2,  2006.  

The EXCISE TAX ACT sets out  the rates of  tax for  each of  these goods.  

When goods are manufactured in Canada,  excise tax is  payable at  the 
t ime the goods are del ivered to the purchaser.  When they are 
imported,  excise tax is  payable by the importer ,  at  the t ime the goods 
are imported.  

Under cer ta in c i rcumstances,  you may be able to c la im a refund of  the 
excise taxes you paid.   

Manufacturers need an excise tax l icence ("E" l icence) unless they 
qual i fy  as a smal l  manufacturer .  You qual i fy  as a smal l  manufacturer  
i f  your  tota l  annual  sales are not  more than $50,000.  

A wholesaler  l icence ("W" l icence) a l lows you to buy goods for  resale 
wi thout  paying excise taxes.  You may qual i fy  for  a "W" l icence under 
cer ta in l imi ted c i rcumstances,  thereby enabl ing you to buy goods 
exempt of  excise tax and to col lect  and remit  the excise tax at  the 
t ime you sel l  the goods.  
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For  more informat ion contact  us at   
1-866-330-3304 (serv ice in Engl ish)  or   
1-888-609-0073 (serv ice in French).  

Excise duties 
Excise dut ies are charged on spi r i ts ,  beer,  and tobacco products.  The 
rates of  duty on spi r i ts ,  wine and tobacco products are set  out  in  the 
EXCISE ACT,  2001 and duty rates on beer are conta ined in the EXCISE 
ACT.  

When these goods are manufactured in Canada,  duty is  charged on 
goods at  the point  of  manufacture rather  than sale.  When they are 
imported into Canada,  duty is  payable by the importer  at  the t ime the 
goods are imported.  

Al l  manufacturers of  these goods must  be l icensed.  Most  l icensees 
must  provide secur i ty  of  at  least  $5,000.   

For  more informat ion,  v is i t  www.cra.gc.ca/exciseduty  or  contact  the 
nearest  Regional  Excise Duty Of f ice.   
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For more information 
Excise Taxes and Special  Levies Memoranda 

Licences (2.1)  

Smal l  Manufacturers (2.2)  

Bonds Given as Secur i ty  by  L icensed Wholesalers (2.3)  

ETSL53,  NOTICE TO ALL  IMPORTERS AND L ICENSED JEWELLERY 
MANUFACTURERS AND WHOLESALERS  

Excise Duty Memoranda 
Licence Types (2.1.1)  

Regist rat ion Types (2.3.1)  

Web s i tes:  
www.cra.gc.ca 
www.cra.gc.ca/tax/technical  
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Chapter 4: Payroll deductions and remittances 
I f  you are an employer,  you must  make regular  deduct ions f rom your 
employees'  paycheques.  

You are an employer i f :  

• you pay salar ies,  wages ( inc luding advances),  bonuses,  vacat ion 
pay,  or  t ips to the people work ing for  you;  or  

• you provide cer ta in taxable benef i ts  or  a l lowances such as board 
and lodging to the people work ing for  you.  

Payrol l  deduct ions can be compl icated.  I f  you' re having t rouble wi th 
them, g ive us a cal l .  One of  our  representat ives wi l l  come to your 
business and help you get  s tar ted.  Just  cal l  the nearest  tax serv ices 
of f ice;  the locat ions and phone numbers are avai lable at  
www.cra.gc.ca/tso.  

What to deduct from your employees' paycheques 
You're responsib le for  deduct ing income tax,  Canada Pension 
Plan (CPP) or  Quebec Pension Plan (QPP) contr ibut ions,  and 
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Employment Insurance (EI)  premiums f rom your employees'  
paycheques.  You are a lso responsib le for  remit t ing th is  money to us 
at  regular  in tervals,  usual ly  on or  before the 15th day of  the month 
fo l lowing the month in which you deducted i t .  

For  example,  i f  you make your deduct ions f rom an employee's 
paycheque on the 10th of  May,  you then have to remit  the money to us 
on or  before the 15th of  June.  I f  the 15th of  June fa l ls  on a Saturday,  
Sunday,  or  hol iday,  the remit tance is  due on the next  business day 
af ter  the 15th.  

I t 's  a good idea to remit  payrol l  deduct ions on t ime.  I f  your  payment is  
la te,  you wi l l  have to pay a penal ty .  

Canada Pension Plan (CPP)/Quebec Pension Plan (QPP) 

The Canada Pension Plan (CPP) came into ef fect  as a way to provide 
f inancia l  assistance to Canadians when they ret i re  f rom the workforce.  
Every person who works in Canada is  e l ig ib le to get  benef i ts  when he 
or  she ret i res.  
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I f  you run a business in Quebec,  you deduct  Quebec Pension 
Plan (QPP) contr ibut ions instead of  CPP. You remit  the payments to 
Revenu Québec instead of  to the Receiver  General  for  Canada.  

Both employees and employers contr ibute to the CPP or  the QPP. But  
you,  as an employer,  are responsib le both for  deduct ing CPP/QPP 
contr ibut ions f rom your employees'  paycheques and for  matching 
those contr ibut ions yoursel f .  

Employees fa l l  in to many d i f ferent  categor ies,  which determine how 
and when you should deduct  CPP/QPP. For more informat ion,  see the 
T4001,  EMPLOYERS'  GUIDE – PAYROLL DEDUCTIONS AND REMITTANCES 
and T4032,  PAYROLL DEDUCTIONS TABLES for  your province or  terr i tory 
or  v is i t  our  Web s i te at  www.cra.gc.ca/payrol l .  

How to deduct CPP/QPP contr ibutions 

To deduct  CPP/QPP contr ibut ions,  you consul t  the payrol l  deduct ions 
publ icat ions ment ioned above.  These publ icat ions indicate how much 
CPP/QPP to deduct  f rom your employees'  paycheques,  depending on 
thei r  sa lar ies and pay per iods.  
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The rates for  CPP/QPP deduct ions may vary f rom year to year.  Each 
edi t ion of  the payrol l  deduct ions publ icat ions g ives informat ion on 
current  rates.  Make sure you have an up- to-date edi t ion.  

Remember – you must  match each employee's contr ibut ion.  This 
means that  i f  you deduct  $100 f rom an employee's paycheque,  you 
must  a lso contr ibute $100.  You must  then send us $200 for  that  
employee.  

To f ind out  when you should deduct  CPP/QPP contr ibut ions f rom your 
employees'  paycheques and remit  them to us,  see the T4001,  
EMPLOYERS'  GUIDE – PAYROLL DEDUCTIONS AND REMITTANCES and the 
T4032,  PAYROLL DEDUCTIONS TABLES for  your province or  terr i tory or  
v is i t  our  Web s i te at  www.cra.gc.ca/payrol l .  

Employment Insurance 

Employment insurance (EI)  is  a federal ly  administered insurance 
program that  g ives f inancia l  ass is tance to people who are 
unemployed.  I t  a lso helps people get  t ra in ing for  jobs.  
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How to deduct EI  premiums 

As an employer,  you are responsib le for  deduct ing EI  premiums f rom 
your employees'  paycheques.  To deduct  EI  premiums, consul t  the 
payrol l  deduct ions publ icat ions.  These publ icat ions indicate how much 
EI  to deduct  f rom your employees'  paycheques,  depending on thei r  
sa lar ies.  

The rates for  EI  premiums may vary f rom year to year.  Each edi t ion of  
the payrol l  deduct ions publ icat ions g ives informat ion on current  rates.  
Make sure you have an up- to-date edi t ion.  

Remember – you must  a lso make your own contr ibut ions to EI  on 
behal f  of  your employee.  General ly ,  the employer 's  contr ibut ion wi l l  
be s l ight ly  more than the employee's.  

To f ind out  when you should deduct  EI  premiums f rom your 
employees'  paycheques and remit  them to us,  see the T4001,  
EMPLOYERS'  GUIDE – PAYROLL DEDUCTIONS AND REMITTANCES and 
T4032,  PAYROLL DEDUCTIONS TABLES for  your province or  terr i tory.  
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Types of  employment for which you do not deduct EI  premiums 

There are cer ta in types of  employment which are not  considered 
insurable and for  which you do not  deduct  EI  premiums. 

For  example,  you do not  deduct  EI  premiums when you and your 
employee do not  deal  wi th each other  at  arm's length.  This inc ludes 
indiv iduals connected by b lood re la t ionship,  marr iage,  or  adopt ion.  
However,  an employee who does not  deal  wi th you at  arm's length can 
be in insurable employment i f  you would have negot iated a s imi lar  
contract  wi th a person that  you deal  wi th at  arm's length.  

This decis ion is  based on the terms and condi t ions of  employment,  
and the remunerat ion paid for  the work done.  

For  more informat ion,  see the T4001,  EMPLOYERS'  GUIDE – PAYROLL 
DEDUCTIONS AND REMITTANCES.  

Income tax 

As an employer,  you' re responsib le for  deduct ing income tax f rom the 
salar ies,  wages,  or  other  remunerat ion you pay your employees.  
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Since employees fa l l  in to var ious categor ies,  you need var ious forms,  
such as federal  and provinc ia l  TD1 forms,  to help you decide what  to 
deduct  f rom thei r  paycheques.  For  more informat ion on these forms,  
see the T4001,  EMPLOYERS'  GUIDE – PAYROLL DEDUCTIONS AND 
REMITTANCES.  

How to make income tax deductions 

To deduct  income tax f rom your employees'  paycheques,  consul t  the 
payrol l  deduct ions publ icat ions for  your prov ince or  terr i tory.  These 
publ icat ions indicate you how much income tax to deduct  f rom your 
employees'  paycheques,  depending on thei r  sa lar ies and pay per iods.  

Workers'  Compensation 

As an employer,  you may be requi red to make payments,  and be 
subject  to cer ta in regulat ions under Workers '  Compensat ion 
legis lat ion.  For  more in format ion,  see the T4001,  EMPLOYERS'  GUIDE – 
PAYROLL DEDUCTIONS AND REMITTANCES. 
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How to report payroll  deductions 
The T4 sl ip 

You report  your employees'  salary ,  wages,  and taxable benef i ts ,  as 
wel l  as any deduct ions,  on the T4 form. You can get  th is  form f rom 
your nearest  tax serv ices of f ice.  

You have to f i l l  out  and give your employees thei r  copies of  the T4 no 
later  than the end of  February fo l lowing the calendar year to which the 
form re lates.  

File your T4 information return over the Internet 

You can choose f rom three convenient  and secure Internet  opt ions to 
f i le  your or ig inal  T4 informat ion returns and amendment in format ion 
e lectronical ly .  Your choice wi l l  depend on the s ize of  your  T4 
informat ion return.  

I f  you f i le  f rom 1 – 500 T4 s l ips,  you can use one of  these three f i l ing 
opt ions:  

• T4 Webforms (1 to 3 s l ips) ;   
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• T4 Desktop (1 to 70 s l ips) ;   

• T4 Fi le  Transfer  Web (XML) (1 to 500 s l ips) .   

For  more informat ion,  v is i t  our  Web s i te at  www.cra.gc.ca/t4internet.  

I f  you f i le  more than 500 var ious s l ips (e.g.  T4,  T4A),  you must  use 
the Magnet ic  Media Fi l ing System. 

This f i l ing opt ion lets  you send your year-end computer-generated 
informat ion returns to the CRA on d isket te,  CD-ROM, or  DVD-ROM. 
For more informat ion,  v is i t  our  Web s i te at  www.cra.gc.ca/magmedia.  

In ternet  F i le  Transfer  (XML) is  avai lable for  the fo l lowing informat ion 
returns:  T3,  T4,  T4A, T4A-NR, T4E, T4RIF,  T4RSP, T5,  T5008,  T5007,  
T5018,  NR4, and RRSP Contr ibut ion Receipt .  Cl ients wi l l  require a 
payrol l  Business Number and Web Access Code (WAC) when f i l ing 
these returns wi th the CRA. 

Quarterly remittances 

Most employers are required to  remit  wi thhold ing amounts on a 
monthly basis;  large employers remit  more f requent ly .  As a smal l  



–  82  –  

business employer,  you may be able to make quarter ly  remit tances of  
taxes and payrol l  deduct ions.  

We wi l l  automat ical ly  not i fy  you i f  you qual i fy  for  th is  program. 
No appl icat ion is  required.  You can cont inue to remit  monthly i f  you 
prefer .  For  more informat ion on th is  subject  v is i t  our  Web s i te at  
www.cra.gc.ca/tax/business/topics/al l -dates/payrol l -e.html.  

Do you have a computer? 

I f  you have a computer ,  you can use i t  instead of  the paper tables to 
calculate your employees'  payrol l  deduct ions.   

We provide a computer ized vers ion of  the T4032,  PAYROLL 
DEDUCTIONS TABLES and T4008,  PAYROLL DEDUCTIONS SUPPLEMENTARY 
TABLES cal led T4143,  TABLES ON DISKETTE (TOD).  This d isket te 
conta ins the informat ion you need to calculate deduct ions f rom your 
employees'  pay for  a l l  pay per iods.  

The T4143,  TABLES ON DISKETTE (TOD) are avai lable on our  web s i te 
at  www.cra.gc.ca/tod.  For  more informat ion,  see the  T4032,  PAYROLL 
DEDUCTIONS TABLES or  cal l  us at  1-800-959-5525.  
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I f  you'd l ike to create your own payrol l  deduct ion calculat ions,  a guide 
conta in ing the formulas you need (except  for  Quebec provinc ia l  tax 
and QPP),  is  avai lable.  The guide T4127,  PAYROLL DEDUCTIONS 
FORMULAS FOR COMPUTER PROGRAMS is  avai lable f rom on our  Web s i te.  
A pr inted vers ion is  a lso avai lable.  

You can use any vers ion of  the tables to calculate your employees'  
payrol l  deduct ions for  CPP, EI ,  and federal /provinc ia l  (except  Quebec) 
income tax.  The T4032,  and T4008 are avai lable for  each province 
and terr i tory,  and a lso for  employees work ing outs ide Canada.  

In summary,  your  responsib i l i t ies as an employer are to:  

• deduct  CPP/QPP contr ibut ions,  EI  premiums, and income tax f rom 
amounts you pay to your employees;  

• remit  these deduct ions along with your share  o f  CPP/QPP 
contr ibut ions and EI  premiums that you have to pay throughout  the 
year on your employees'  behal f ;  and 

• report  the employees'  income and deduct ions on the appropr iate 
in format ion return and g ive informat ion s l ips to your employees by 
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the last  day of  February fo l lowing the calendar year to which the 
informat ion return appl ies.  

For more information 
• Form TD1, Personal  Tax Credi ts  Return 

• T4001,  Employers '  Guide – Payrol l  Deduct ions and Remit tances 

• T4032,  Payrol l  Deduct ions Tables 

• T4008,  Payrol l  Deduct ions Supplementary Tables 

• T4143,  Tables on Disket te (TOD) 

• T4127,  Payrol l  Deduct ions Formulas for  Computer  Programs 

• Web s i tes:  

Electronic PD7A opt ion:   
www.cra.gc.ca/epd7a  

Automobi le Benef i ts  Onl ine Calculator :   
www.cra.gc.ca/autobenefi ts-calculator  
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Corporat ions:  
www.cra.gc.ca/t2return 
www.cra.gc.ca  

Chapter 5: Income tax 
This chapter  in t roduces you to the process of  report ing earnings and 
paying income tax on your business 's  prof i ts .  I t  wi l l  expla in how to 
account  for  what  your business earns,  and what  k inds of  income you 
have to report .  I t  a lso te l ls  you what  expenses you' re a l lowed to 
deduct .  

Accounting for your earnings 
General ly ,  you have to report  business income (other  than farming or  
f ish ing income) us ing the accrual  method of  account ing.  Farmers or  
f ishers may use the cash method or  the accrual  method,  but  not  a 
combinat ion of  both.  
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The accrual  method 

Under the accrual  method,  you have to report  income in the f iscal  
per iod you earn i t ,  regardless of  when you receive payment.  

Simi lar ly ,  you deduct  a l lowable expenses in the f iscal  per iod in which 
you incur  them, whether  or  not  you pay for  them in that  per iod.  

The cash method 

Under the cash method,  you report  income as i t  is  received and you 
deduct  a l lowable expenses as they are paid.  I f  you are a farmer,  
f isher ,  or  sel f -employed commissioned sales agent ,  you can use the 
cash method.  

For  more informat ion about  the cash method,  see guides T4003,  
FARMING INCOME, T4004,  F ISHING INCOME, or  T4002,  BUSINESS AND 
PROFESSIONAL INCOME. 

How to keep sales and expenses journals 

You should keep a day- to-day record of  your  receipts and expenses.  
A book wi th columns and separate pages for  income and expenses is  
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good for  th is .  Keep th is  record a long wi th your dupl icate deposi t  s l ips,  
bank statements,  cancel led cheques,  and receipts.  This wi l l  support  
your expendi ture c la ims.  

How to record your business expenses 

You can general ly  deduct  business expenses i f  you incur  them for  the 
sole purpose of  producing income. I f  you c la im expenses,  you have to 
be able to back up your c la im. You do th is  by keeping a l l  your  
business-re lated vouchers and receipts,  and recording a l l  your  
expenses in a journal .  

The s implest  method of  recording these expenses is  a basic sheet  
wi th columns that  l is t  the common categor ies of  expenses.  At  the end 
of  each month,  tota l  each column, and then star t  a new sheet  for  the 
next  month.  

Fiscal period 
You have to report  your  business income on an annual  basis.  For  sole 
propr ietorships,  professional  corporat ions that  are members of  a 
par tnership,  and par tnerships in which at  least  one member is  an 
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ind iv idual ,  professional  corporat ion,  or  another  af fected partnership,  
your business income is  general l y  reported on a calendar-year basis.  

I f  you are a sole propr ietor  or  in  a par tnership in  which a l l  the 
members are indiv iduals,  you can e lect  to have a non-calendar year 
f iscal  per iod.  To do th is ,  use Form T1139,  RECONCIL IAT ION OF 
BUSINESS INCOME FOR TAX PURPOSES to f i le  your  e lect ion.  You need to 
f i le  th is  form by a cer ta in date.  For  more informat ion,  see guide 
RC4015,  RECONCIL IAT ION OF BUSINESS INCOME FOR TAX PURPOSES.  

A corporat ion can choose a f iscal  per iod that  ends on any date.  The 
corporat ion has to f i le  i ts  income tax return wi th in s ix  months of  the 
end of  i ts  f iscal  per iod.  

The ru les governing f iscal  per iods are compl icated.  I t 's  a good idea to 
get  fami l iar  wi th them before you get  in to business.  For  more 
informat ion,  see guides RC4015,  RECONCIL IAT ION OF BUSINESS INCOME 
FOR TAX PURPOSES and T4002,  BUSINESS AND PROFESSIONAL INCOME. 
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Note 
I f  you are a GST/HST regist rant ,  your decis ion about  your f iscal  
per iod end for  income tax purposes may af fect  your GST/HST 
report ing per iods,  as wel l  as your  f i l ing and remit t ing due dates.  For  
more informat ion,  cal l  us at  1-800-959-5525 or  see guide RC4022,  
GENERAL INFORMATION FOR GST/HST REGISTRANTS. 

Income 
This par t  g ives you an overv iew of  the business income that  you 
should account  for  in  your  records for  income tax purposes.  

Types of  income 

During the year,  you may receive income f rom your business and f rom 
sources other  than your actual  sales.  I f  they re late to your business,  
you have to inc lude them in your business income. 

What is business income? 

Business income inc ludes money you earn f rom a profession,  a t rade,  
a manufacture or  undertak ing of  any k ind,  an adventure or  concern in 
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the nature of  t rade,  or  any other  act iv i ty  you carry on for  prof i t  and 
there is  ev idence to support  that  in tent ion.  For  example,  income f rom 
a serv ice business is  business income. However,  business income 
does not  inc lude employment income, i .e . ,  wages or  salar ies received 
f rom an employer.  

How to account for your business income 

Business owners have to provide informat ion about  thei r  business 
income and expenses.  

Al though we accept  other  types of  f inancia l  s tatements,  we encourage 
you to use the fo l lowing forms i f  they apply to you:  

• Form T2124,  Statement of  Business Act iv i t ies;  

• Form T2032,  Statement of  Professional  Act iv i t ies;  

• Form T2042,  Statement of  Farming Act iv i t ies;   

• Form T1163,  Statement A – CAIS Program Informat ion and 
Statement of  Farming Act iv i t ies for  Indiv iduals;   
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• Form T1164,  Statement B – CAIS Program Informat ion and 
Statement of  Farming Act iv i t ies for  Addi t ional  Farming Operat ions;   

• Form T1273,  Statement A – Harmonized CAIS Program Informat ion 
and Statement of  Farming Act iv i t ies for  Indiv iduals;   

• Form T1274,  Statement B – Harmonized CAIS Program Informat ion 
and Statement of  Farming Act iv i t ies for  Addi t ional  Farming 
Operat ions;  

• Form T2121,  Statement of  F ishing Act iv i t ies.  

You' l l  f ind instruct ions on complet ing them in the appropr iate income 
tax guides avai lable on our  Web s i te.  

We have designed these forms to accommodate the most  common 
types of  income and expense categor ies used in business,  so i t  
should be easy for  you to set  up your records of  account .  You may 
use the categor ies inc luded on these forms when you establ ish your 
records of  account .  

You must  support  a l l  income entr ies  in your records wi th or ig inal  
documents – sales invoices,  cash register  tapes,  receipts,  fee 
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s tatements,  and contracts.  Keep the support ing documents in 
chronological  or  numer ical  order  and make them avai lable i f  we  
ask to see them. 

You should a lso keep a separate record of  your  income f rom al l  o ther  
sources,  such as professional  fees,  income f rom property,  
investments,  taxable capi ta l  gains,  estates,  t rusts,  employment,  and 
pensions.  

Bad debts 

I f  you received any amount  dur ing the year that  you wrote of f  as a bad 
debt  in  a previous year,  you have to inc lude the amount  in  your 
income for  the current  year .  

There may be GST/HST impl icat ions on the recovery of  bad debts.  For  
more informat ion,  see guide RC4022,  GENERAL INFORMATION FOR 
GST/HST REGISTRANTS.  
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Reserves 

You have to br ing any reserve you c la imed in a g iven year back into 
income in the fo l lowing year.  The INCOME TAX ACT a l lows you to take a 
new reserve based on your c i rcumstances at  that  t ime.  

Vacation tr ips and awards 

I f  you received vacat ion t r ips or  other  awards of  any k ind 
(e.g. ,  jewel lery,  or  furn i ture)  as a resul t  of  your  business act iv i t ies,  
you must  inc lude the value of  these awards in  your business income. 

Vacat ion t r ips and awards may have GST/HST impl icat ions.  For  more 
informat ion,  see guide RC4022,  GENERAL INFORMATION FOR GST/HST 
REGISTRANTS.  

Government grants and subsidies 

I f  you get  a grant  or  subsidy f rom a government or  government 
agency,  you' l l  have to report  i t  e i ther  as income or  as a reduct ion of  
an expense.  General ly ,  a grant  or  subsidy:  

• increases your income or  reduces your expenses;  
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• re lates to an income def ic iency;  or  

• re lates to speci f ic  expenses.  

For  example,  i f  you are a farmer and you received a payment to 
subsid ize your income in a drought  year,  you would add the payment 
to your income. However,  i f  you are a business which receives a 
government employment grant  to le t  you h i re more students,  you 
would general ly  deduct  i t  f rom the wage expense you are c la iming.  

Government assistance that  enables you to acquire capi ta l  property  
does not  increase your net  income. However,  in  the case of  
depreciable property,  you reduce the capi ta l  cost  of  the property by 
the amount  of  the assistance you received.  In the case of  other  
capi ta l  property,  reduce the adjusted cost  base accordingly.  

For  more informat ion,  see Interpretat ion Bul let in  IT-273,  GOVERNMENT 
ASSISTANCE – GENERAL COMMENTS.  

Surface rentals for petroleum or natural  gas explorat ion 

I f  you have land that  you usual ly  use in your farming or  business 
operat ion,  and you are leasing i t  out  for  petro leum or  natura l  gas 
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explorat ion,  you may have to inc lude the leasing proceeds in your 
income ei ther  as a capi ta l  receipt  or  as an income receipt .  

For  more deta i led informat ion,  see Interpretat ion Bul let in  IT-200,  
SURFACE RENTALS AND FARMING OPERATIONS.  

Rental  income 

Rental  income can be e i ther  income f rom property or  income f rom 
business.  Income f rom renta l  operat ions is  usual ly  income f rom 
property.  

To determine the type of  renta l  income you have,  and how to report  i t ,  
see guide T4036,  RENTAL  INCOME. 

Barter transactions 

A barter  t ransact ion takes p lace when any two persons agree to an 
exchange of  goods or  serv ices,  and carry out  that  exchange wi thout  
us ing money.  

I f  you are involved in a bar ter  t ransact ion,  the goods or  serv ices you 
received could be considered proceeds f rom a business operat ion.  
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I f  you are in a business or  profession that  provides goods or  serv ices,  
and you of fer  these goods or  serv ices in a bar ter  t ransact ion in 
exchange for  other  goods or  serv ices,  you have to inc lude the value of  
the goods or  serv ices you provided in your income. 

Barter  t ransact ions may also have GST/HST impl icat ions.  For  more 
informat ion,  cal l  us at  1-800-959-5525.  

Sell ing a property 

I f  you sel l  a  capi ta l  property ,  you may have to inc lude cer ta in amounts 
in  your income, such as:  

• a recovery of  capi ta l  cost  a l lowance,  known as recapture ;  and 

• part  of  any capi ta l  gain you real ize on the sale.  

General ly ,  you have a capi ta l  gain or  a capi ta l  loss when you d ispose 
of  capi ta l  property.  For  example,  i f  you sel l  a  p iece of  land for  more 
than i t  cost ,  you have a capi ta l  gain as a resul t .  S imi lar ly ,  i f  you sel l  
the land for  less than i t  cost ,  you have a capi ta l  loss.  
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For  more informat ion on capi ta l  gains and capi ta l  losses,  see guide 
T4037,  CAPITAL  GAINS.  For  specia l  ru les re lat ing to farmers,  see guide 
T4003,  FARMING INCOME. 

Also,  there may be GST/HST impl icat ions when you sel l  a  property.  
For  more informat ion,  see guide RC4022,  GENERAL INFORMATION FOR 
GST/HST REGISTRANTS.  

Inventory and cost of  goods sold 

To match expenses wi th income, you need to prepare an annual  
inventory.  This is  usual ly  a l is t  of  goods held for  sale.  I f  you are a 
manufacturer ,  th is  inc ludes raw mater ia ls  as wel l  as packaging 
mater ia l  and suppl ies,  work- in-progress,  and f in ished goods that  you 
have on hand.  

However,  i f  you have a professional  pract ice and you are an 
accountant ,  dent is t ,  lawyer,  medical  doctor ,  notary,  veter inar ian,  or  
chi ropractor ,  you may e lect  to exclude your work- in-progress when 
you determine inventory.  



–  98  –  

How to value your inventory 

The value you p lace on the i tems in your year-end inventory is  
important  in  determining your income. For  income tax purposes,  the 
two acceptable methods of  valu ing your inventory are by determining:  

• the fa i r  market  value of  your  ent i re inventory (use e i ther  the pr ice 
you would pay to replace an i tem, or  the amount  you would get  i f  
you sold an i tem);  or  

• the value of  indiv idual  i tems (or  c lasses of  i tems,  i f  speci f ic  i tems 
are not  readi ly  d is t inguishable)  in  the inventory,  at  e i ther  thei r  cost  
or  thei r  fa i r  market  value,  whichever is  lower.  

Once you choose a method of  inventory valuat ion,  you must  cont inue 
to use th is  method in subsequent  years.  For  more informat ion about  
valu ing inventory,  see Interpretat ion Bul let in  IT-473,  INVENTORY 
VALUATION.  

Expenses 
This sect ion g ives you an overv iew of  the business expenses that  you 
can c la im for  income tax purposes.  For  more informat ion,  see guide 
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T4002,  BUSINESS AND PROFESSIONAL INCOME or  v is i t  our  Web s i te at  
www.cra.gc.ca/business.  

What are business expenses? 

A business expense is  a cost  you incur  for  the sole purpose of  earning 
business income. 

You must  back up business expense c la ims wi th a sales invoice,  an 
agreement of  purchase and sale,  a receipt ,  or  some other  voucher 
that  supports the expendi ture.  I f  you pay cash for  any business 
expenses,  be sure to get  receipts or  other  vouchers.  Receipts should 
inc lude the vendor 's  name and the date.  

Remember to keep your cancel led cheques i f  you receive them from 
the bank.  This is  par t  of  your  proof  that  the b i l l  was paid or  the asset  
purchased.  Keep the cancel led cheques in an order ly  manner so we 
can easi ly  rev iew them. 

Running a business from your home 

You can deduct  expenses for  the business use of  a work space in your 
home, i f  the work space is  e i ther :  
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• your pr inc ipal  p lace of  business;  or  

• you use the space only to earn your business income, and you use 
i t  on a regular  and ongoing basis to meet  your c l ients or  customers.   

You can deduct  a por t ion of  your  maintenance costs,  such as heat ing,  
home insurance,  e lectr ic i ty  and c leaning mater ia ls .  You can a lso 
deduct  a por t ion of  your  property  taxes,  mortgage interest ,  and capi ta l  
cost  a l lowance (CCA).  To calculate the por t ion you can deduct ,  use a 
reasonable basis,  such as the area of  the work space d iv ided by the 
tota l  area of  your home. 

For more informat ion,  see guide T4002,  BUSINESS AND PROFESSIONAL 
INCOME. 

Types of  operat ing expenses 

Personal  or l iving expenses 

In  most  cases,  you cannot  deduct  personal  and l iv ing expenses,  
except  for  t ravel l ing expenses you incur  in  the course of  carry ing  
on a business whi le away f rom home. 
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The general  ru le is  that  you cannot  deduct  out lays or  expenses that  
aren ' t  re lated to earning business income. 

Prepaid expenses 

A prepaid expense is  an expense you pay ahead of  t ime.  I f  you use 
the accrual  method of  account ing,  c la im any expense you prepay in 
the year or  years in  which you receive the re lated benef i t .  

For  more informat ion,  see Interpretat ion Bul let in  IT-417,  PREPAID  
EXPENSES AND DEFERRED CHARGES. 

Accounting and legal  fees 

You can deduct  the fees you incurred for  external  professional  advice 
or  serv ices,  inc luding consul t ing fees.  

You can deduct  account ing and legal  fees you incur  to get  advice and 
help in  keeping your records.  You can a lso deduct  fees you incur  for  
prepar ing and f i l ing your income tax and GST/HST returns.  
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Advert ising expenses 

You can deduct  expenses for  advert is ing,  inc luding ads in Canadian 
newspapers and on Canadian te lev is ion and radio stat ions.  You can 
a lso inc lude on th is  l ine any amount  you paid as a f inder 's  fee.  

Certa in restr ic t ions apply to the amount  of  the expense you can 
deduct  for  advert is ing in a per iodical .  You can deduct  a l l  the expense 
i f  your  advert is ing is  d i rected to a Canadian market  and the or ig inal  
edi tor ia l  content  in  the issue is  80% or more of  the tota l  
non-advert is ing content  in  the issue.  

You can deduct  50% of  the expense i f  your  advert is ing in a per iodical  
is  d i rected to a Canadian market  and the or ig inal  edi tor ia l  content  in  
the issue is  less than 80% of  the tota l  non-advert is ing content  in  the 
issue.  

Also,  you cannot  deduct  expenses for  advert is ing d i rected main ly  to a 
Canadian market  when you advert ise wi th a fore ign broadcaster .  
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Business tax,  fees,  l icences,  and dues 

You can deduct  any annual  l icence fees and business taxes you incur  
to run your business.  

You can a lso deduct  annual  dues or  fees to keep your membership in 
a t rade or  commercia l  associat ion.  You cannot  deduct  c lub 
membership dues ( inc luding in i t ia t ion fees)  where the main purpose of  
the c lub is  to provide d in ing,  recreat ional ,  or  sport ing fac i l i t ies for  i ts  
members.  

Insurance expenses 

You can deduct  a l l  regular  commercia l  insurance premiums you incur  
on any bui ld ings,  machinery,  and equipment that  you use for  your  
business.  

Interest and bank charges 

You can deduct  the interest  you incur  on money you borrow to run 
your business.  However,  there are some l imi ts .  
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There is  a l imi t  on the interest  you can deduct  on money you borrow 
to buy a passenger vehic le.  For  more deta i led informat ion,  see the 
sect ion "Motor  vehic le expenses" in  guide T4002,  BUSINESS AND 
PROFESSIONAL INCOME. 

There is  a lso a l imi t  on the amount  of  in terest  you can deduct  for  
vacant  land.   

You can choose to capi ta l ize the interest  you pay on the money you 
borrow for  the fo l lowing purposes:  

• to  buy depreciable property;  

• to  buy a resource property;  or  

• for  explorat ion and development.  

In the case of  explorat ion and development,  when you choose to 
capi ta l ize in terest ,  you add the interest  to e i ther  the cost  of  the 
property or  the explorat ion and development costs.  

Do not  deduct  the capi ta l ized interest  as a current  expense.  See the 
sect ion " Interest"  in  guide T4002,  BUSINESS AND PROFESSIONAL 
INCOME. I f  you need more informat ion,  cal l  us at  1-800-959-5525.  



–  105  –  

Maintenance and repairs 

You can deduct  the cost  of  labour and mater ia ls  for  any minor  repairs  
or  maintenance done to property you use to earn income. However,  
you cannot  deduct  the value of  your own labour.  

You cannot  deduct  costs you incur  for  repairs  that  are capi ta l  in  
nature.  However,  you may be able to c la im capi ta l  cost  a l lowance on 
the repaired property.  For  more informat ion about  capi ta l  cost  
a l lowance,  see guide T4002,  BUSINESS AND PROFESSIONAL INCOME. 

Meals and entertainment 

The maximum part  you can c la im for  food,  beverages,  and 
enter ta inment expenses is  50% of  e i ther  the amount  you incur  or  an 
amount  that  is  reasonable in the c i rcumstances,  whichever is  less.  

The 50% l imi t  a lso appl ies to the cost  of  your meals when you t ravel  
or  go to a convent ion,  conference,  or  s imi lar  event .  However,  specia l  
ru les can af fect  your  c la im for  meals in  these cases.  For  more deta i ls ,  
see the sect ions "Meals and Enter ta inment"  or  "Travel , "  in  
guide T4002,  BUSINESS AND PROFESSIONAL INCOME. 
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For  more informat ion,  see Interpretat ion Bul let in  IT-518,  FOOD, 
BEVERAGES, AND ENTERTAINMENT EXPENSES.  

Motor vehicle expenses 

You can deduct  expenses you incur  to run a motor  vehic le that  you 
use to earn business income. However,  several  th ings can af fect  your 
deduct ion.  

What kind of  vehicle do you own? 

The k ind of  vehic le you own can af fect  the expenses you deduct .  For  
income tax purposes,  there are three types of  vehic les.  

1.  Motor vehicle  –  Any automot ive vehic le designed or  adapted for  
use on h ighways and st reets.  A Motor  vehic le does not  inc lude a 
t ro l ley bus or  a vehic le designed or  adapted to be operated only on 
ra i ls .  

2.  Automobile  –  This is  a motor  vehic le designed or  adapted 
pr imar i ly  to carry people on h ighways and st reets.  I t  seats a dr iver  
and no more than e ight  passengers.  
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An automobi le does not  inc lude:  

• an ambulance;  

• clear ly  marked pol ice and f i re emergency-response vehic les;  

• a motor  vehic le you bought  to use more than 50% as a tax i ,  a  bus 
used in the business of  t ransport ing passengers,  or  a hearse in a 
funeral  business;  

• a motor  vehic le you bought  to sel l ,  rent ,  or  lease in  a motor  vehic le 
sales,  renta l ,  or  leasing business;  

• a motor  vehic le (except  a hearse)  you bought  to use in a funeral  
business to t ransport  passengers;  

• a van,  p ick-up t ruck,  or  s imi lar  vehic le that  seats no more than the 
dr iver  and two passengers which,  in  the tax year you bought  or  
leased,  was used more than 50% to t ransport  goods and equipment 
to earn income; 

• a van,  p ick-up t ruck,  or  s imi lar  vehic le that ,  in  the tax year you 
bought  or  leased,  was used 90% or more to t ransport  goods,  
equipment,  or  passengers to earn income; 
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• a pick-up t ruck that ,  in  the tax year you bought  or  leased,  was used 
more than 50% to t ransport  goods,  equipment,  or  passengers whi le 
earning or  producing income at  a remote work locat ion or  at  a 
specia l  work s i te  that  is  at  least  30 k i lometres f rom the nearest  
communi ty  having a populat ion of  at  least  40,000 persons;  and  

• a c lear ly  marked Emergency Medica l  Serv ice vehic le used to carry 
paramedics and thei r  emergency medical  equipment.  

3.  Passenger vehicle  –  An automobi le you bought  af ter  June 17,  
1987.  A passenger vehic le is  a lso an automobi le that  you leased 
under a lease you entered into,  extended,  or  renewed af ter  
June 17,  1987.  

With cer ta in except ions,  most  cars ,  s tat ion wagons,  vans,  and some 
pick-up t rucks are considered passenger vehic les.  I f  you own or  lease 
a passenger vehic le,  there may be a l imi t  on the amounts you can 
deduct  for  capi ta l  cost  a l lowance,  in terest ,  and leasing costs.  

For  def in i t ions and more deta i led informat ion about  capi ta l  cost  
a l lowance l imi ts ,  in terest  l imi ts ,  and leasing costs,  see guide T4002,  
BUSINESS AND PROFESSIONAL INCOME. 
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How to record motor vehicle expenses 

You can deduct  motor  vehic le expenses only when they are 
reasonable and you have receipts to support  them. 

To get  the fu l l  benef i t  o f  your c la im for  each vehic le,  keep a record of  
the tota l  k i lometres you drove,  and the k i lometres you drove to earn 
business income. For each business t r ip ,  l is t  the date,  dest inat ion,  
purpose,  and the number of  k i lometres you drove.  

Be sure to wr i te down the odometer  reading of  each vehic le at  the 
star t  and end of  the year.  I f  you change motor  vehic les dur ing the 
year,  wr i te down the odometer  reading at  the t ime you buy,  sel l ,  or  
t rade the vehic le.  

Record the dates of  these readings.  

What kind of  vehicle expenses can you deduct? 

The types of  expenses you can deduct  inc lude:  

• fuel  and o i l ;  

• maintenance and repairs;  



–  110  –  

• insurance;  

• l icence and regist rat ion fees;  

• capi ta l  cost  a l lowance;  

• in terest  you pay on a loan used to buy the motor  vehic le;  and 

• leasing costs.  

Joint ownership 

I f  you and another  person own or  lease a passenger vehic le together ,  
the l imi ts  on capi ta l  cost  a l lowance,  in terest ,  and leasing st i l l  apply.  

Business use of  a motor vehicle 

I f  you use a motor  vehic le for  both business and personal  use,  you 
can deduct  only the por t ion of  the expenses that  re lates to earning 
income. 

To support  the amount  you deduct ,  keep a record of  both the tota l  
k i lometres you drove,  and the k i lometres you drove to earn income.  
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The fo l lowing chart  shows you how to keep th is  type of  record.  

Jay owns a stereo reta i l  business and has a van that  he uses for  the 
business.  In keeping h is  records,  Jay wrote down the fo l lowing 
informat ion for  the current  year :  

Ki lometres dr iven to earn business income 27,000 

Tota l  k i lometres dr iven 30,000 

Gas and oi l  $ 2,400 

Capi ta l  cost  a l lowance 4,500 

Insurance 800 

L icence and regist rat ion fees 100 

Maintenance and repairs  200 

Total  expenses for the van  $ 8,000  
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Jay calculates the expenses he can deduct  for  h is  van in the current  
year as fo l lows:  

27,000 (business k i lometres)  × $8,000 = $7,200 

30,000 ( tota l  k i lometres)   

Note 
When you use more than one motor  vehic le to earn income, 
calculate the expenses for  each vehic le separate ly .  

Interest expenses on vehicle loans 

You can deduct  in terest  on money you borrow to buy a motor  vehic le,  
automobi le,  or  passenger vehic le that  you use to earn income. 

Inc lude the interest  as an expense when you calculate your a l lowable 
motor  vehic le expenses.  However,  when you use a passenger vehic le 
to earn income, there 's  a l imi t  on the amount  of  in terest  you can 
deduct .  
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The guide T4002,  BUSINESS AND PROFESSIONAL INCOME has more 
informat ion on c la iming th is  k ind of  expense.  

Vehicle leasing expenses 

You can deduct  the leasing costs of  a motor  vehic le that  you use to 
earn income. 

Inc lude the leasing costs when you calculate your a l lowable motor  
vehic le expenses.   

However,  when you use a passenger vehic le to earn income, there is  
a l imi t  on the amount  of  leasing costs you can deduct .  

To calculate your e l ig ib le leasing costs,  see guide T4002,  BUSINESS 
AND PROFESSIONAL INCOME. 

Office expenses 

You can deduct  the cost  of  of f ice expenses,  i .e . ,  smal l  i tems such as 
pens,  penci ls ,  paper c l ips,  s tat ionery,  and stamps.  Of f ice expenses do 
not  inc lude i tems such as calculators,  f i l ing cabinets,  chairs,  and 
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desks,  which are capi ta l  i tems.  For  more informat ion,  see guide 
T4002,  BUSINESS AND PROFESSIONAL INCOME. 

Salaries,  including employer's contr ibutions 

You can deduct  salar ies you pay to employees.  You report  these 
salar ies by the end of  February on a T4 or  T4A s l ip .  For  more deta i ls  
on how to complete these forms,  see the chapter  4,  "Payrol l  
Deduct ions and Remit tances" of  th is  guide,  or  guide T4001,  
EMPLOYERS'  GUIDE – PAYROLL DEDUCTIONS AND REMITTANCES.  

Can you deduct business start-up costs? 

To be able to deduct  a business expense,  you had to have carr ied on 
a business in the f iscal  per iod in  which the expense was incurred.  
Because of  th is ,  you have to be very c lear  about  the date your 
business star ted.  

Determining exact ly  what  you can c la im as a star t -up expense can be 
d i f f icu l t .  For  more informat ion,  see Interpretat ion Bul let in  IT-364,  
COMMENCEMENT OF BUSINESS OPERATIONS.  
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For more information 
• T4002,  Business and Professional  Income 

• T4004,  F ishing Income 

• T4003,  Farming Income 

• T4036,  Rental  Income 

• T4037,  Capi ta l  Gains 

• T4001,  Employers '  Guide – Payrol l  Deduct ions and Remit tances 

• RC4022,  General  In format ion for  GST/HST Regist rants 

• Form T2124,  Statement of  Business Act iv i t ies 

• Form T2032,  Statement of  Professional  Act iv i t ies 

• Form T2042,  Statement of  Farming Act iv i t ies 

• Form T2121,  Statement of  F ishing Act iv i t ies 

• Form T1163,  Statement A – CAIS Program Informat ion and 
Statement of  Farming Act iv i t ies for  Indiv iduals 



–  116  –  

• Form T1164,  Statement B – CAIS Program Informat ion and 
Statement of  Farming Act iv i t ies for  Addi t ional  Farming Operat ions 

• T1273,  Statement A – Harmonized CAIS Program Informat ion and 
Statement of  Farming Act iv i t ies for  Indiv iduals 

• T1274,  Statement B – Harmonized CAIS Program Informat ion and 
Statement of  Farming Act iv i t ies for  Addi t ional  Farming Operat ions 

• IT-473,  Inventory Valuat ion 

• IT-417,  Prepaid Expenses and Deferred Charges 

• IT-364,  Commencement of  Business Operat ions 

• Web s i te:  
www.cra.gc.ca  

Chapter 6: Audits 
What is an audit? 
Audi t ing is  a way for  the CRA to moni tor  and inspect  GST/HST and 
income tax returns and payrol l  records.  Al though there is  a h igh 
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s tandard of  compl iance wi th the law in Canada,  audi ts  help us 
mainta in publ ic  conf idence in the fa i rness and integr i ty  of  Canada's 
tax system. 

How we select  f i les to audit  

Your tax return is  recorded in a computer  system that  enables us to 
select  returns to be audi ted.  The system also lets us sor t  returns into 
var ious groups to help wi th our  select ion.  

In some cases,  we compare selected f inancia l  in format ion for  current  
and previous years of  c l ients engaged in s imi lar  businesses or  
occupat ions.  From computer-generated l is ts  of  returns for  potent ia l  
audi t ,  we then choose speci f ic  returns.  Most  returns are selected in 
th is  way.  But  there are four  other  common ways of  select ing f i les.  

1.  Computer-generated l ists 

 Most  returns are selected for  audi t  rev iew f rom computer-
generated l is ts .  For  example,  the computer  system can compare 
selected f inancia l  in format ion of  taxpayers engaged in s imi lar  
business or  occupat ions and generate l is ts  of  returns wi th audi t  
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potent ia l .  From these l is ts  we choose speci f ic  returns to be 
audi ted.  

2.  Audit  projects 

 In  some cases,  we test  the compl iance of  a par t icu lar  group of  
taxpayers.  I f  the test  resul ts  indicate that  there is  s igni f icant  
non-compl iance wi th in the group,  we may audi t  i ts  members on a 
local ,  regional ,  or  nat ional  basis.  

3.  Leads 

 Leads inc lude informat ion f rom other  audi ts  or  invest igat ions,  as 
wel l  as in format ion f rom outs ide sources.  

4.  Secondary f i les 

 Somet imes we select  f i les for  audi t  because of  thei r  associat ion 
wi th other  previously selected f i les.  For  example,  i f  you are in 
par tnership wi th another  taxpayer,  and that  person's f i le  has been 
selected for  audi t ,  i t  is  usual ly  more convenient  to examine a l l  the 
records at  the same t ime.   
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How we conduct audits 

I f  you are selected,  an audi tor  wi l l  rev iew your records at  a CRA of f ice 
(of f ice audi t )  or  at  your p lace of  business ( f ie ld audi t ) .  The audi t  
usual ly  inc ludes an examinat ion of  the fo l lowing documents:  

• in format ion on f i le  at  CRA, such as the returns selected for  audi t ,  
f inancia l  s tatements,  audi t  reports f rom previous audi ts ,  i f  any;  and  

• your business records inc luding your ledgers,  journals,  bank 
accounts,  sales invoices,  purchase vouchers,  and expense 
accounts.  

The audi tor  wi l l  contact  you and e i ther  request  that  you send speci f ic  
records to a CRA of f ice,  or  arrange a convenient  date and t ime to 
star t  the audi t  at  your  p lace of  business.  

I f  a  f ie ld audi t  is  required,  on arr iv ing at  your p lace of  business,  the 
audi tor  wi l l  present  an ident i f icat ion card.  Before examining your 
records,  the audi tor  may want  to d iscuss the general  nature of  your 
business,  or  tour  the premises to  get  a bet ter  understanding of  the 
t ransact ions recorded in your books.  
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Throughout  the process,  the audi tor  may need to get  in format ion and 
assistance f rom your employees,  par t icu lar ly  those who do your 
account ing.  

Delays in the audit ,  and how to avoid them 

The t ime an audi t  takes depends on the state of  your  account ing 
records and re lated documents,  as wel l  as the s ize and complexi ty  of  
your business.  Your co-operat ion  wi l l  help keep th is  t ime to a 
min imum.  

Wel l -kept  records wi l l  reduce the t ime required to complete the audi t .  
Refer  to the record-keeping guidel ines on page 31 [9]  of  th is  guide.  

Final iz ing an audit  

When the audi t  is  completed,  the audi tor  may propose cer ta in 
adjustments to your return.  He or  she wi l l  prepare a summary of  the 
proposed adjustments.  

In i t ia l ly ,  the audi tor  wi l l  d iscuss th is  wi th you or  your representat ive.  
I f  you request  i t ,  or  i f  i t  is  reasonable to expect  that  you wi l l  need 
some t ime to analyze the proposed adjustments,  the audi tor  wi l l  
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conf i rm the proposal  in  wr i t ing and a l low a reasonable t ime for  your  
reply.  

I f  you provide addi t ional  in format ion wi th in th is  per iod,  the audi tor  wi l l  
consider  i t  and wi l l  issue a new proposal  le t ter ,  i f  appl icable.  

I f  there are no proposed adjustments to your return,  the audi tor  wi l l  
in form you of  th is  when the audi t  is  completed.  

I f  there are changes,  you wi l l  be issued a NOTICE OF ASSESSMENT or  
NOTICE OF REASSESSMENT.  

Note 
The audi tor 's  ro le is  to determine the correct  amount  of  duty or  tax 
payable.  This may mean that  your taxes wi l l  be reduced and you wi l l  
get  a refund as a resul t .  
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Chapter 7: Objections and appeals 
What to do if  you disagree with a tax assessment 
I f  you do not  understand or  you d isagree wi th an assessment,  ca l l  
1-800-959-8281.  We resolve many problems wi th assessments in  th is  
way.  I f  you employ the serv ices of  a tax professional ,  you may wish to 
consul t  wi th that  person.  

The objection process 

Under income tax and GST/HST legis lat ion,  you can f i le  an object ion 
i f  you d isagree wi th your  NOTICE OF ASSESSMENT or  NOTICE OF 
REASSESSMENT and you th ink that  the law has been appl ied 
incorrect ly .  

Income Tax – Send a let ter ,  or  complete and send Form T400A, 
OBJECTION – INCOME TAX ACT to the Chief  of  Appeals at  your  tax 
serv ices of f ice or  use the "Regis ter  my formal  d ispute,"  opt ion at  
My Account on our Web s i te.  For  more in format ion v is i t  our  Web s i te 
at  www.cra.gc.ca/resolvingdisputes.  



–  123  –  

I f  you are an indiv idual  (other  than a t rust)  or  i f  you are f i l ing for  a 
testamentary t rust ,  you must  f i le  your object ion by the later  of :  

• one year af ter  the due date of  the return;  or  

• 90 days af ter  the date we mai led your NOTICE OF ASSESSMENT OR 
NOTICE OF REASSESSMENT.  

In every other  case,  you have to f i le your object ion wi th in 90 days of  
the day we mai led the NOTICE OF ASSESSMENT or  NOTICE OF 
REASSESSMENT.  

GST/HST  –  You must  use Form GST159,  NOTICE OF OBJECTION 
(GST/HST),  to  f i le  your object ion.  Send i t  to  the Assistant  Director  of  
Appeals at  your tax serv ices of f ice wi th in 90 days of  the day we mai l  
the NOTICE OF ASSESSMENT or  NOTICE OF REASSESSMENT.  

When we get  your object ion,  the Appeals Div is ion wi l l  conduct  an 
independent  rev iew of  the assessment.  I f  the Assistant  Director  of  
Appeals agrees wi th you in whole or  in  par t ,  we wi l l  adjust  your return 
and send you a NOTICE OF REASSESSMENT.  However,  i f  the Assistant  
Director  of  Appeals d isagrees,  we wi l l  send you a NOTICE OF 
CONFIRMATION conf i rming that  the assessment was correct .   
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Tax Court  of  Canada 

I f  you st i l l  do not  agree,  you can appeal  our  decis ion to the Tax Court  
of  Canada.  You have 90 days f rom the date we mai l  our  decis ion on 
your object ion (a NOTICE OF REASSESSMENT or  a NOTICE OF 
CONFIRMATION).  You can a lso f i le  an appeal  to the Tax Court  of  
Canada i f  we do not  not i fy  you of  our  decis ion wi th in 90 days of  the 
date you f i led your income tax object ion,  or  wi th in 180 days of  the 
date you f i led a GST/HST object ion.  

Federal  Court  of  Appeal  

I f  e i ther  you or  the Minister  want  to appeal  a decis ion the Tax Court  of  
Canada made under the general  procedure,  the appeal  must  be f i led 
wi th the Federal  Court  of  Appeal  no later  than 30 days af ter  the 
decis ion.  

Ei ther  par ty  can request  that  the Federal  Court  of  Appeal  rev iew a 
decis ion the Tax Court  of  Canada made under the informal  procedure.  
The Federal  Court  rev iew wi l l  be restr ic ted to quest ions of  law and 
jur isd ic t ion.  An appl icat ion for  th is  type of  rev iew has to be f i led no 
later  than 30 days af ter  the decis ion of  the Tax Court  of  Canada.  
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Supreme Court  of  Canada 

You can appeal  a judgment of  the Federal  Court  of  Appeal  to the 
Supreme Court  of  Canada.  However,  you f i rs t  have to get  the 
Supreme Court 's  permiss ion.  

Collect ion of  disputed amounts 

I f  you object  to or  appeal  an income tax assessment,  we usual ly  
postpone col lect ion act ion on amounts in  d ispute unt i l  90 days af ter  
we mai l  our  decis ion to you.  We wi l l  not  postpone col lect ion act ion on 
some disputed amounts,  such as taxes you had to wi thhold and remit .  

I f  you lose your appeal  to the Tax Court ,  we wi l l  resume col lect ion 
act ion even i f  you appeal  the Cour t 's  decis ion.  However,  we wi l l  
accept  secur i ty  for  payment whi le your appeal  is  outstanding.  

I f  you object  to a GST/HST assessment,  co l lect ion act ion may be 
postponed.  However,  you may post  acceptable secur i ty  whi le  we are 
rev iewing your object ion 
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Your r ights,  enti t lements,  and obl igat ions 

The Canada Revenue Agency operates on the fundamental  bel ie f  that  
i ts  taxpayers are more l ike ly  to comply wi th the law i f  they are t reated 
fa i r ly  and have the informat ion,  advice,  and other  serv ices they need 
to meet  thei r  obl igat ions.  These obl igat ions may inc lude paying taxes 
and provid ing informat ion.  

Whi le we want  to make sure you are aware of  your  obl igat ions,  we 
also want  to make sure that  you understand and can exerc ise your 
r ights.  For  more informat ion on Fairness and taxpayer r ights v is i t  our  
Web s i te www.cra.gc.ca/fairness  or  see Guide RC4213,  YOUR 
RIGHTS.  

Extraordinary circumstances  

We can waive or  cancel  in terest  or  penal t ies when they resul t  f rom 
th ings that  are beyond your contro l .  Such th ings could inc lude an 
i l lness that  prevents you f rom f i l ing an income tax or  GST/HST return 
by the required deadl ine.  

Fai rness provis ions in the INCOME TAX ACT and EXCISE TAX ACT (wi th 
respect  to  GST/HST) help us administer  the legis lat ion  fa i r ly .  These 
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provis ions apply to indiv iduals,  testamentary t rusts,  smal l  business 
owners,  and corporat ions.  Al l  requests for  re l ie f  under fa i rness 
legis lat ion should be submit ted in wr i t ing to your  tax serv ices of f ice.  

Under the amendment to the INCOME TAX ACT which was announced in 
the March 2004 Federal  Budget  and which received Royal  Assent  in  
May 2005,  the Minister 's  d iscret ion to cancel  or  waive penal t ies and 
interest ;  to  accept  la te- f i led,  amended,  or  revoked income tax 
e lect ions;  and to issue income tax refunds beyond the normal  three-  
year per iod ( indiv iduals and testamentary t rusts only)  wi l l  only apply 
for  requests that  are for  a taxat ion year ending in the ten previous 
calendar years.  Therefore ef fect ive January 1,  2005,  for  example,  a 
request  made in 2005 wi l l  only  be accepted for  1995 and subsequent  
taxat ion years.  

Problem Resolution Program 

Most quest ions and concerns can be resolved quick ly  through our  
general  enquir ies serv ice.  However,  f rom t ime to t ime,  some people 
have concerns that  need specia l  at tent ion.   
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Our Problem Resolut ion Program handles – on a pr ior i ty  basis – cases 
that  cannot  be resolved through regular  channels.  The program 
co-ordinators examine any concerns brought  to thei r  at tent ion,  t race 
the problem to i ts  source,  and determine whether the case is  iso lated 
or  par t  of  a larger  t rend that  needs at tent ion.  

For  more informat ion on Object ions and Appeals,  v is i t  our  Web s i te at  
www.cra.gc.ca/resolvingdisputes.  

For more information 
• Form T400A, Object ion – Income Tax Act  

• Form GST159,  Not ice of  Object ion (GST/HST) 

• P148, Resolv ing Your Dispute:  Object ion and Appeal  Rights Under 
the Income Tax Act  

• In format ion Circular  92-2,  Guidel ines for  the Cancel lat ion and 
Waiver  of  In terest  and Penal t ies 

• RC4213,  Your Rights 
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• Web s i tes:  
www.cra.gc.ca  

Fai rness provis ions and voluntary d isc losures:  
www.cra.gc.ca/agency/  fairness  

Chapter 8: How to get information from the CRA 
You can get  in format ion and publ icat ions,  and conduct  other  types of  
business on our  Web s i te at  www.cra.gc.ca or phone us at  
1-800-959-5525 for  business enquir ies and 1-800-959-2221 for  forms.  

Some of  these publ icat ions and serv ices are a lso avai lable at  
Government of  Canada Info Centres.  You can contact  these of f ices for  
wr i t ten informat ion on income tax,  customs dut ies and tar i f fs ,  and 
GST/HST programs. 

Electronic services for businesses 
Take advantage of  the growing l ine of  secure e lectronic serv ices that  
we of fer .  To ensure the pr ivacy and secur i ty  of  your in format ion,  we 
use measures such as f i rewal ls  and one of  the most  secure forms of  
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encrypt ion avai lable in  North Amer ica.  We use the same level  of  
encrypt ion as North-Amer ican f inancia l  inst i tu t ions.  

Businesses can make electronic payments to us through thei r  f inancia l  
inst i tu t ion.  

Businesses that  meet  cer ta in cr i ter ia can use our  T4 Internet  f i l ing 
serv ice f rom our Web s i te at  www.cra.gc.ca/t4internet  to  f i le  thei r  
T4 informat ion returns.  

We accept  cancel lat ions and amendments in e lectronic format for  
in format ion s l ips.  

GST/HST NETFILE and GST/HST TELEFILE are fast ,  f ree,  and 
easy- to-use f i l ing opt ions that  cut  down processing t ime,  e l iminate the 
need to mai l  a  paper return,  and speed up refunds.  

Businesses can report  n i l  payrol l  deduct ions by te lephone using 
TeleReply.  

Corporat ions that  meet  cer ta in cr i ter ia can use our Corporat ion 
Internet  F i l ing serv ice to f i le  thei r  corporat ion income tax returns.  
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Our Onl ine requests serv ice lets  business taxpayers ask e lectronical ly  
for  cer ta in f inancia l  and non-f inancia l  act ions to be processed on thei r  
account .  

For  Internet  in format ion,  see our  Web s i te at   
www.cra.gc.ca/gsthst-netf i le.  

I f  you need help us ing GST/HST NETFILE, GST/HST TELEFILE or  
T4/T1204 Internet  f i l ing v is i t  www.cra.gc.ca/gsthst-f i l ing  or  contact  
our  e-serv ice Helpdesk at  1-877-322-7849 and for  Teletypewr i ter  
(TTY) contact  us at  1-888-768-0951.  

Note 
The e-serv ice Helpdesk is  not  avai lable on weekends and statutory 
or  c iv ic  hol idays.  

E-service Helpdesk hours of  service 

Time zone Monday to Friday 

Paci f ic  t ime 5:00 a.m. to 9:00 p.m. 

Mountain t ime 6:00 a.m. to 10:00 p.m. 
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Time zone Monday to Friday 

Centra l  t ime 7:00 a.m. to 11:00 p.m. 

Eastern t ime 8:00 a.m. to midnight .  

At lant ic  t ime 9:00 a.m. to 1:00 a.m. 

Newfoundland t ime 9:30 a.m. to 1:30 p.m. 

Outs ide Canada and the U.S.   
(Centra l  t ime) 7:00 a.m. to 11:00 p.m. 

For more informat ion on CRA's Electronic Serv ices for  Business,  v is i t  
our  Web s i te at  www.cra.gc.ca  and select  "E-services"  at  the top of  
the screen or  see Pamphlet  RC4358,  CANADA REVENUE AGENCY'S  
ELECTRONIC SERVICES FOR BUSINESSES.  

My Business Account 

MY BUSINESS ACCOUNT,  Canada Revenue Agency's  new onl ine serv ice,  
provides convenient  and secure access to a growing range of  
personal ized business account  in format ion and serv ices.  In the fa l l  
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o f  2007,  MY BUSINESS ACCOUNT wi l l  a lso of fer  access for  author ized 
th i rd par t ies and a fu l l  range of  business account  opt ions.  

Vis i t  www.cra.gc.ca/mybusinessaccount  to  f ind out  more about  th is  
exci t ing addi t ion to our  sui te of  e lectronic serv ices for  business.  

Bilingual service 
In  every of f ice across Canada,  we of fer  our  serv ices in both Engl ish 
and French.  Al l  publ icat ions and forms are a lso avai lable in  both 
of f ic ia l  languages.  

For  serv ice in Engl ish,  cal l  1-800-959-2221  or  serv ice in French,  cal l  
1-800-959-3376.  

Tax services offices 
The CRA Web s i te,  www.cra.gc.ca,  has the answers to your 
quest ions.  From informat ion about  register ing a business to f i l ing a 
tax return,  the CRA Web s i te covers i t  a l l .  Wi th i ts  specia l ized tools 
and improved search capabi l i t ies,  i t  is  a convenient  sel f -serv ice 
resource.  
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St i l l  can ' t  f ind what  you' re looking for? Our Web s i te a lso provides you 
wi th the address,  te lephone number,  and fax number of  a Tax 
Serv ices Off ice or  Tax Centre.  For  in format ion v is i t  our  Web s i te 
www.cra.gc.ca/tso.  

Tax Serv ices Off ices provide Business Number regist rat ion serv ices.  
Most  of  them also have agents who answer general  quest ions on the 
te lephone and who provide informat ion on the status of  refunds,  
GST/HST accounts,  and assessment and reassessment not ices.  

Tax centres 
Staf f  members at  the tax centres process and store income tax 
returns.  They send assessment not ices,  arrange for  refund cheques,  
and provide wr i t ten explanat ions of  tax assessments.  They a lso 
process tax payments.  

Our te lephone serv ice operates year-round,  wi th agent-assisted 
serv ice avai lable Monday to Fr iday between 8:15 a.m. and 8:00 p.m. 
Automated serv ice is  avai lable 24 hours a day,  seven days a week.  
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The International Tax Services Office 
Canada's Internat ional  Tax Serv ices Off ice ( ITSO),  located in Ot tawa,  
serves the specia l  needs of  taxpayers whose income tax returns or  
in format ion returns involve non-residents.  

Staf f  members at  the ITSO process non-resident  indiv idual  and 
corporate tax returns,  respond to wr i t ten taxpayer enquir ies,  process 
requests for  adjustments,  and provide te lephone and counter  enquiry 
serv ices.  

The of f ice a lso mainta ins the accounts of  those indiv iduals and 
inst i tu t ions that  issue payments to non-residents of  Canada.  

Employer visits program 
I f  you operate a smal l  business,  you may be too busy to at tend an 
informat ion seminar.  I f  so,  our  s taf f  are avai lable on request  to v is i t  
you at  your  p lace of  business.  

This wi l l  g ive you a chance to ask quest ions about  recording,  
wi thhold ing,  or  report ing employee earnings,  tax,  Canada Pension 
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P lan contr ibut ions,  or  Employment  Insurance premiums. We do not  
charge for  th is  serv ice.  I f  you are interested,  cal l  your  tax serv ices 
of f ice to make arrangements.  Or v is i t  our  Web s i te at  
www.cra.gc.ca/business and select  the payrol l  topic ,  then "How 
payrol l  works."  

Tax clinics 
Every year dur ing the f i l ing season,  the CRA sets up tax c l in ics in  
var ious communi t ies.  These c l in ics are located in convenient  p laces,  
such as shopping mal ls  and publ ic  bui ld ings,  that  are easi ly  
accessib le to people who need informat ion and advice about  thei r  tax 
returns.  The c l in ics a lso have avai lable a var iety of  forms,  guides,  and 
pamphlets that  taxpayers may need.  For  in format ion v is i t  our  Web s i te 
www.cra.gc.ca/volunteer.  

For  the convenience of  indiv idual  taxf i lers in  Quebec,  whose 
provinc ia l  income taxes are administered by the Quebec government,  
the CRA operates c l in ics jo int ly  wi th Revenu Québec.  
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Advance Income Tax Rulings and Interpretations 
An advance income tax ru l ing is  a wr i t ten statement to a taxpayer 
f rom the Income Tax Rul ings Directorate that  s tates how the CRA wi l l  
in terpret  and apply Canadian Income Tax law to t ransact ions the 
taxpayer is  consider ing.  

GST/HST Rulings and Interpretations 
You can ask for  a wr i t ten ru l ing or in terpretat ion on how the goods 
and serv ices tax/harmonized sales tax (GST/HST) appl ies to your 
operat ions or  t ransact ions.  We wi l l  prov ide guidance and as much 
cer ta inty as possib le about  how GST/HST appl ies and on the 
consequences of  your t ransact ions or  proposed t ransact ions.  

I f  you require general  in format ion about  GST/HST, v is i t  
www.cra.gc.ca/gsthst  or  contact  our  Business Enquir ies at  
1-800-959-5525.  

We provide our  GST/HST ru l ings and interpretat ions serv ice f rom 
ru l ings centres across Canada (except  in  Quebec).  You can contact  us 
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a t  1-800-959-8287.  For  serv ice in Quebec,  contact  Revenu Québec at  
1-800-567-4692.  

Help for taxpayers with a hearing or visual disabil ity 
Taxpayers wi th a hear ing d isabi l i ty  who have access to a 
te letypewr i ter  (TTY) can get  income tax in format ion and help by 
cal l ing our  b i l ingual  enquiry serv ice at  1-800-665-0354.  

The serv ice is  avai lable weekdays f rom 8:15 a.m. to 5:00 p.m.,  local  
t ime,  wi th extended hours of fered dur ing the income tax f i l ing season.  

Visual ly  impaired persons can get  our  publ icat ions and thei r  
personal ized correspondence in bra i l le ,  large pr int ,  or  etext  (CD or  
d isket te) ,  or  on audio casset te or  MP3. For  deta i ls ,  v is i t  our  Web s i te 
at  www.cra.gc.ca/alternate  or  cal l  1-800-959-2221.  

Seminars, trade shows, and workshops 
To help Smal l  Business taxpayers understand thei r  r ights and 
obl igat ions under ex is t ing and f requent ly  changing legis lat ion,  we 
of fer  the fo l lowing serv ices:  
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Seminars  –  These cover a var iety of  topics,  f rom general  to complex 
matters.  We give seminars on request  and target  them to meet  the 
needs or  in terests of  the audience.   

Trade shows  –  These are one and two-day events sponsored by the 
pr ivate sector ,  where we present  in format ion on our  serv ices.  

Workshops  –  These are one and two-day events where we present ,  
inst ruct ,  or  walk through examples of  how to complete var ious forms 
and schedules.  

To register  for  a seminar or  workshop,  v is i t  our  Web s i te at  
www.cra.gc.ca/events or contact  the Business Enquires sect ion of  
your Tax Serv ices Off ice.  

Service Canada 
( former ly  the Government of  Canada Info Centres)  

We work wi th other  federal  agencies and departments to serve 
Canadians in smal ler  communi t ies by of fer ing a var iety of  government 
serv ices in s ingle locat ions ca l led Human Resources and Socia l  
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Development Canada (HRSDC).  Vis i t  thei r  Web s i te at  
www.hrsdc.gc.ca  for  the of f ice nearest  you.  

Scientif ic Research and Experimental Development (SR&ED) 
Investment Tax Credit  
We have set  up a serv ice to address the needs of  indiv iduals and 
businesses that  have c la imed the SR&ED investment  tax credi t .  We 
regular ly  conduct  publ ic  in format ion sessions to expla in the meaning 
of  SR&ED, descr ibe e l ig ib le act iv i t ies,  expla in what  expendi tures 
qual i fy  for  the credi t ,  and descr ibe the documentat ion required for  a 
c la im. 

You can get  in format ion about  these sessions at  www.cra.gc.ca/sred  
or  by cal l ing the General  Enquir ies at  1-800-959-5525.  

Canada Business Service Centres 
These centres provide businesses wi th access to in format ion about  
the programs and serv ices of  var ious federal  departments and 
agencies,  inc luding the CRA, Industry Canada,  and economic 
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development agencies such as the At lant ic  Canada Opportuni t ies 
Agency,  

Western Economic Divers i f icat ion Canada,  and the Federal  Of f ice of  
Regional  Development (Quebec).  

Other  par tners inc lude provinc ia l  and non-government agencies.  

At  the Canada Si te,  www.canada.gc.ca  you can f ind a l is t  of  l inks to 
the Web s i tes of  Government of  Canada departments,  agencies,  and 
Crown corporat ions.  You can a lso f ind l inks to Web s i tes mainta ined 
by organizat ions for  which federal  departments and agencies are 
responsib le.  

Thi r teen Canada Business Serv ice Centres operate across the 
country.  They are in Char lot tetown, Edmonton,  Freder ic ton,  Hal i fax,  
Montréal ,  Saskatoon,  St .  John's,  Toronto,  Vancouver,  Whi tehorse,  
Winnipeg,  Yel lowkni fe,  and Nunavut .  
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Business windows 
Business windows are s ingle-window serv ice s i tes for  our  business 
c l ients and are located in 45 tax serv ices of f ices across the country.  
They are the in i t ia l  point  of  contact  for  business c l ients who are 
looking for  general  in format ion on programs and serv ices or  who 
would l ike to get  a Business Number.  

Publications 
In  addi t ion to the serv ices ment ioned above,  we of fer  numerous tax 
guides,  pamphlets,  bul le t ins,  and c i rculars.  You can get  in format ion 
on any tax-re lated matter  f rom these publ icat ions.  Many of  them are 
avai lable on our  Web s i te at  www.cra.gc.ca/forms.  

You can a lso order  copies of  these publ icat ions by cal l ing us at  
1-800-959-2221.  

The fo l lowing publ icat ions may also be of  in terest :  

• YOUR GUIDE TO GOVERNMENT OF CANADA SERVICES AND SUPPORT FOR 
SMALL BUSINESS – This  publ icat ion l is ts  every government resource 
for  smal l  businesses.  
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I f  you are going to deal  wi th government,  you wi l l  want  to get  th is  
guide f rom Industry Canada on thei r  Web s i te at  
www.industrycanada.gc.ca.  

• STRATEGIS – Provides you wi th easy,  d i rect  access to Industry 
Canada's extensive expert ise and informat ion resources.  You wi l l  
f ind STRATEGIS at  www.strategis.gc.ca.  

Summary of important dates for businesses 

Sole proprietorships and partnerships 

Monthly,  by 
the 15th 

Remit  the payrol l  deduct ions f rom your employees'  
pay cheques,  a long wi th your par t  of  Canada 
Pension Plan (CPP) contr ibut ions and Employment 
Insurance (EI)  premiums, by the 15th of  the 
fo l lowing month.  

Last  day of  
February 

Fi le  your T4 and T4A s l ips a long wi th the 
re lated Summary form. Dist r ibute the s l ips to your 
employees.  
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Sole proprietorships and partnerships 

March 15 I f  you are sel f -employed,  make your f i rst  
instalment  payment of  tax and CPP contr ibut ions.  

March 31 Partnerships (except  those made up of  
corporat ions,  or  a combinat ion of  indiv iduals,  
corporat ions,  or  t rusts wi th d i f ferent  f i l ing dates)  
that  are required,  must  f i le  a par tnership 
in format ion return.  

Apr i l  30 Fi le  your T1 personal  income tax and benef i t  
return for  the previous year.  Pay any tax amounts 
owing.  Sel f -employed indiv iduals and thei r  
spouses or  common- law par tners have unt i l  June 
15 to f i le  thei r  returns.  
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Sole proprietorships and partnerships 

June 15 I f  you are sel f -employed,  make your second 
instalment  payment.  Sel f -employed indiv iduals 
(and thei r  spouses or  common- law partners)  must  
f i le  thei r  T1 personal  income tax and benef i t  
returns.  However,  you have to pay any balance 
owing by Apr i l  30,  to avoid interest  charges.  

September 15 I f  you are sel f -employed,  make your 
third instalment  payment of  tax and 
CPP contr ibut ions.  

December 15 I f  you are sel f -employed,  make your fourth 
instalment  payment of  tax and CPP contr ibut ions.  

December 31 For farmers and f ishers,  calculate and pay the 
amount  of  your  current-year insta lment  payment.  
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Corporations 

Last  day of  February Fi le  your T4 and T4A s l ips a long wi th the 
re lated Summary form. Dist r ibute the s l ips 
to your employees.  

Monthly  Remit  the payrol l  deduct ions f rom  
your employees'  paycheques to us,  a long 
wi th your por t ion of  Canada Pension Plan 
(CPP) contr ibut ions and Employment 
Insurance (EI)  premiums, by the f i f teenth 
of  the fo l lowing month.  

Monthly Corporat ions have to pay insta lments of  
thei r  current-year taxes,  by the last  day of  
each month.   

Two months f rom your 
taxat ion year-end 

The balance of  the corporat ion tax payable 
is  due.   

Three months f rom 
your taxat ion 
year-end 

For corporat ions c la iming the smal l  
business deduct ion,  the balance of  the 
corporat ion tax payable is  due.  
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Corporations 

Six months f rom your 
taxat ion year-end 

Corporat ions must  f i le  a T2 CORPORATION 
INCOME TAX RETURN no later  than s ix  
months af ter  the corporat ion 's  year-end.  

Note 
I t  is  important  that  you f i le  any required returns and remit  payments 
on t ime.  Penal t ies apply i f  you don' t ,  and interest  is  charged on 
unpaid taxes and penal t ies.  

Frequently used Web sites for small businesses 

Topic Web site 

Main page for  business  www.cra.gc.ca/business  

Business account  
regist rat ion www.cra.gc.ca/bn  
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Topic Web site 

Conduct ing business on 
the Internet  www.cra.gc.ca/ecomm  

Contact  us www.cra.gc.ca/contact 

Canadian Agr icul tura l  
Income Stabi l izat ion 
(CAIS) Program 

www.agr.gc.ca/caisprogram  

Contract  payment report ing www.cra.gc.ca/contract  

Corporate income tax www.cra.gc.ca/t2return  

Corporat ion Internet  f i l ing www.cra.gc.ca/corporat ion-internet 

Onl ine Requests for  
Business www.cra.gc.ca/requests-business 

Direct  deposi t  – Business www.cra.gc.ca/dd-bus 

Electronic payments www.cra.gc.ca/electronicpayments 

Electronic mai l ing l is ts  www.arc.gc.ca/ l ists 
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Topic Web site 

Events – Outreach www.cra.gc.ca/events 

Fairness and taxpayer 
r ights – Overv iew www.cra.gc.ca/fairness  

FAQs avai lable on the CRA 
Web s i te www.cra.gc.ca/faqs 

Publ ic  hol idays  www.cra.gc.ca/duedates  

Fi le on magnet ic  media www.cra.gc.ca/magmedia 

Forms and publ icat ions www.cra.gc.ca/forms 

Forms and publ icat ions – 
Onl ine order  forms www.cra.gc.ca/orderforms 

GST/HST electronic f i l ing 
and remit t ing www.cra.gc.ca/gsthst-edi /  

GST/HST NETFILE www.cra.gc.ca/gsthst-netf i le/  

GST/HST News www.cra.gc.ca/gsthstnews  
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Topic Web site 

GST/HST TELEFILE www.cra.gc.ca/gsthst-telef i le/  

T4 Internet  f i l ing www.cra.gc.ca/t4internet/  

How to f i le  a T4 
informat ion return www.cra.gc.ca/sl ips 

In format ion for  Abor ig inal  
people www.cra.gc.ca/aboriginalpeoples 

Secur i ty  opt ions – Taxable 
benef i t  www.cra.gc.ca/stockoptions 

Tables on Disket te (TOD) www.cra.gc.ca/tod  

The CRA warns Canadians 
against  tax "myths"  www.cra.gc.ca/myths  

Tax Serv ices Off ices and 
Taxat ion Centres www.cra.gc.ca/tso  

Vis i tor  Rebate Program www.cra.gc.ca/visitors  
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Topic Web site 

Payrol l  www.cra.gc.ca/payrol l  

Prescr ibed in terest  rates www.cra.gc.ca/ interestrates  

Glossary of terms 

Terms appear ing in the g lossary in  upper case let ters have thei r  own 
l is t ings e lsewhere in the g lossary.  

Account  –  A formal  record of  t ransact ions involv ing a par t icu lar  i tem 
or  person.  

Accounts payable  –  Debts you have as a resul t  of  purchasing assets 
or  receiv ing serv ices on an open account  or  on credi t .  You have 
accounts payable when you have not  yet  paid for  the assets or  
serv ices you have received.  

Accounts receivable  –  Amount  of  money you are owed.  General ly ,  
you are owed th is  amount  because you sold assets or  provided 
serv ices.  
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Accrual  method of accounting  –  With th is  method,  income is  
reported in the f iscal  per iod i t  is  earned,  regardless of  when i t  is  
received.  The expenses are a lso deducted in the f iscal  per iod they are 
incurred,  whether they are paid or  not .  This method is  general ly  used 
by businesses or  professionals.  

Appeal  –  A process by which you ask a Court  to  rev iew the decis ion 
the Appeals Div is ion made on behal f  of  the Minis ter  of  Nat ional  
Revenue.  

Articles of  incorporation  –  Legal  document f i led wi th a provinc ia l  or  
terr i tor ia l  government,  or  the federal  government,  which sets out  a 
CORPORATION's purpose and regulat ions.  

Assessment  –  A formal  determinat ion of  taxes to be paid or  refunded.  
An assessment inc ludes a reassessment.  See NOTICE OF 
ASSESSMENT. 

Assets  –  Any property owned by a person or  business.  Assets inc lude 
money,  land,  bui ld ings,  investments,  inventory,  cars,  t rucks,  boats,  or  
other  valuables that  belong to a person or  business.  They a lso may 
inc lude intangib les such as GOODWILL.  
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Bad debt  –  Money owed to you that  you can' t  co l lect .  

Balance  –  The amount  remain ing in an ACCOUNT af ter  recording a l l  
deposi ts  and wi thdrawals.  

Balance sheet  –  Statement of  the f inancia l  posi t ion of  a business.  I t  
s tates the assets,  l iab i l i t ies,  and owners '  equi ty  at  a par t icu lar  point  in  
t ime.  

Budget  –  A p lan out l in ing an organizat ion 's  f inancia l  and operat ional  
goals.  

Business expenses  –  Certa in costs that  are reasonable for  a 
par t icu lar  type of  business,  and that  are incurred for  the purpose of  
earning income. Business expenses can be deducted for  tax purposes.  
Personal ,  l iv ing,  or  other  expenses not  re lated to the business cannot  
be deducted for  tax purposes.  

Business Number (BN)  –  A number you get  when you register  to do 
any business wi th us.  I t  is  a s ingle number that  replaces the numbers 
that  Canadian businesses previously needed to deal  wi th the federal  
government.  
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Calendar year  –  The twelve-month per iod beginning January 1 and 
ending December 31.  Depending on your business c i rcumstances,  you 
may or  may not  use the calendar year as your FISCAL PERIOD. 

Canada Pension Plan (CPP)  –  An insurance program to help 
Canadians provide income for  thei r  ret i rement.  I t  a lso g ives them 
income i f  they become disabled.  Contr ibut ions are d i rect ly  re lated to 
annual  earnings.  

Capital  cost al lowance (CCA)  –  A year ly  deduct ion or  depreciat ion 
on the cost  of  cer ta in assets.  You can c la im CCA for  tax purposes on 
the assets of  a business such as bu i ld ings or  equipment,  as wel l  as 
on addi t ions or  improvements,  i f  these assets are expected to last  for  
some years.  

Capital  gains  –  The amount  by which PROCEEDS OF DISPOSITION 
less out lays and expenses exceed the adjusted cost  base of  CAPITAL 
PROPERTY. 

Capital  loss  –  The amount  by which the adjusted cost  base and 
out lays and expenses of  CAPITAL PROPERTY exceeds PROCEEDS 
OF DISPOSITION. 
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Capital  property  –  General ly ,  any proper ty of  value,  inc luding 
DEPRECIABLE PROPERTY. Common types of  capi ta l  property inc lude 
pr inc ipal  res idences,  cot tages,  s tocks,  bonds,  land,  bui ld ings,  and 
equipment used in a business or  renta l  operat ion.  

Cash method of accounting  –  With th is  method,  you report  income in 
the year i t  is  actual ly  received.  Simi lar ly ,  expenses are deducted in 
the year they are actual ly  paid.  Farmers,  f ishers,  and cer ta in 
salespeople who work on commission may use the cash method.  

Confidential i ty  –  The pr ivacy of  income tax and GST/HST returns and 
other  re lated tax in format ion.  The only people wi th access to th is  
in format ion are those who are author ized by law or  those to whom the 
taxpayer has g iven permiss ion in wr i t ing.  

Corporat ion  –  A form of  business author ized by federal ,  provinc ia l ,  or  
terr i tor ia l  law to act  as a separate legal  ent i ty .  I ts  purpose and 
regulat ions are set  out  in  i ts  ARTICLE OF INCORPORATION. One or  
more persons may own a corporat ion.  

Cost of  goods sold  –  The actual  cost  of  the i tems sold in  the normal  
course of  business dur ing a speci f ic  per iod.  
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Debt  –  An amount  that  is  owed.  I f  you borrow money or  purchase 
something on credi t ,  you have created a debt .  

Deemed  –  A legal  term used when something is  considered to be 
something e lse for  cer ta in purposes.   

Depreciable property  –  Property that  wears out  as i t  is  used over the 
years.  For  example,  cars,  farm equipment,  and business machines are 
depreciable.  See CAPITAL COST ALLOWANCE. 

Depreciat ion  –  A decrease in the value of  an asset  through age,  use,  
and deter iorat ion.  In account ing terminology,  depreciat ion is  a 
deduct ion or  expense c la imed for  th is  decrease in value.  

Disposit ion  –  General ly ,  the d isposal  of  property by sale,  g i f t ,  
t ransfer ,  or  change in use.  

Election  –  A formal  choice among spec i f ic  opt ions on how tax laws 
are appl ied to a taxpayer 's  f inancia l  af fa i rs .  Usual ly  you make an 
e lect ion on your tax return.  

Employment income  –  See SALARY. 
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Employment Insurance (EI)  –  A federal  program that  provides 
f inancia l  assistance to people who are temporar i ly  out  of  work.  I t  is  an 
insurance program, wi th employers and employees making payments 
into the Employment Insurance Fund.  

Employment Insurance premiums  –  Deduct ions that  an employer 
must  make f rom employees'  paycheques and forward to the Receiver  
General  for  Canada.  Employers must  a lso contr ibute Employment 
Insurance payments.  

Excise  –  Taxes on the manufacture,  sale,  or  use of  goods and i tems.  

Fiscal  period  –  This is  the twelve-month per iod over  which a 
business or  profession reports i ts  income-earning act iv i t ies.  The f iscal  
per iod may or  may not  coinc ide wi th the CALENDAR YEAR. The 
business usual ly  establ ishes i ts  f iscal  per iod when i t  f i les i ts  f i rs t  
income tax return.  

Goodwil l  –  The excess of  the purchase pr ice of  a business over the 
fa i r  market  value of  the net  assets of  the business.  

Gross profi t  –  Sales minus COST OF GOODS SOLD. 
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Half-year rule  –  A provis ion in the INCOME TAX ACT that  a l lows you to 
c la im only hal f  of  the capi ta l  cost  a l lowance avai lable on an asset  in  
the year you purchased the asset .  

Income  –  The sum of  revenues earned in  a speci f ic  per iod of  t ime.  
I t  inc ludes revenues f rom salar ies,  wages,  benef i ts ,  t ips,  and 
commissions,  prof i ts  f rom operat ing a business or  profession,  and 
investments earned.  

Income statement  –  A f inancia l  s tatement that  summarizes the 
resul ts  of  business act iv i t ies ( income and expenses) for  a g iven 
per iod of  t ime.  Somet imes cal led a PROFIT AND LOSS STATEMENT. 

Income tax payrol l  deductions  –  Employers must  deduct  income tax 
f rom thei r  employees'  sa lar ies or  wages.  They must  base these 
deduct ions on the income tax deduct ions tables,  which ref lect  each 
province's rates.  

Information circulars  –  Publ icat ions that  we issue to g ive deta i led 
explanat ions on a var iety of  tax subjects.  



–  159  –  

Information sl ips  –  Forms that  employers,  t rusts,  and businesses use 
to te l l  taxpayers and the CRA how much income was earned,  and how 
much tax was deducted.  

Input tax credit  –  A credi t  GST/HST registrants  can c la im to recover 
the GST/HST they paid or  owe for  goods or  serv ices they acquired,  
imported into Canada or  brought  in to a part icipating province  for  
use,  consumpt ion or  supply in  the course of  commercial  act ivi t ies.  

Instalment  –  Insta lments are per iodic payments of  income tax that  
indiv iduals are required to pay to  the CRA to cover tax they would 
otherwise have to pay on Apr i l  30.  

Interpretat ion bul let ins  –  Publ icat ions that  g ive our  in terpretat ion of  
par ts  of  the INCOME TAX ACT.  

Inventory  –  General ly ,  the tota l  va lue of  the goods on hand that  a 
business intends to sel l ,  uses for  manufacture,  or  use to render a 
serv ice.  In cer ta in cases,  inventory can a lso inc lude serv ices.  

Investment  –  expendi ture to acquire property that  y ie lds or  is  
expected to y ie ld revenue or  serv ices.  
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Lease  –  A contract  under which a property is  rented f rom one person 
or  business to another  for  a f ixed per iod of  t ime at  a speci f ied rate.  

Liabi l i ty  –  DEBT owed by a person or  business.  

Loss  –  The amount  by which expenses exceed revenues.  

Net income  –  Income subject  to taxat ion af ter  a l lowable deduct ions 
have been subtracted f rom gross or  tota l  income. 

Notice of  Assessment  –  A form that  we send to  a l l  taxpayers af ter  we 
process thei r  returns.  I t  te l ls  taxpayers or  GST/HST regist rants i f  we 
made any correct ions to the returns or  rebate appl icat ions and,  i f  so,  
what  they are.  I t  a lso informs taxpayers or  regist rants i f  they owe 
more tax or  what  the amount  of  thei r  refund wi l l  be.  

Objection  –  A statement of  facts and reasons deta i l ing why a 
taxpayer or  regist rant  d isagrees wi th an assessment.  

Operating expenses  –  The rout ine costs of  running a business.  They 
inc lude expenses for  gasol ine,  e lectr ic i ty ,  and of f ice suppl ies.  They 
do not  inc lude the cost  of  bui ld ings or  machinery that  are expected to 
last  for  several  years.  See CAPITAL COST ALLOWANCE. 
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Payrol l  deductions  –  Income tax deduct ions,  CANADA PENSION 
PLAN (CPP) or  QUEBEC PENSION PLAN (QPP) contr ibut ions,  and 
EMPLOYMENT INSURANCE (EI)  premiums which are deducted f rom 
an employee's wages or  SALARY and sent  regular ly  to us.  Employers 
a lso make thei r  own contr ibut ions to the CPP or  QPP, and EI .  

Penalt ies  –  Amounts taxpayers or  regist rants must  pay i f  they fa i l  to  
f i le  returns or  remit  or  pay amounts owing on t ime,  or  i f  they t ry  to 
evade paying or  remit t ing tax by not  f i l ing returns.  Penal t ies must  a lso 
be paid by people who knowingly,  or  under c i rcumstances amount ing 
to gross negl igence,  par t ic ipate in or  make fa lse statements or  
omiss ions in thei r  returns,  and by those who do not  provide the 
informat ion required on a prescr ibed form. 

Personal  tax credit  return (Form TD1)  –  The f i rs t  income tax form a 
person has to complete when star t ing a new job.  I t  te l ls  an employer 
how much income tax to deduct  f rom the employee's pay.  

Prepaid expense  –  An expense you pay for  in  advance;  an expense 
you incur  for  goods and serv ices you wi l l  receive in a la ter  FISCAL 
PERIOD; amounts you pay in in terest ,  income taxes,  munic ipal  taxes,  
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rent ,  dues,  or  insurance for  la ter  f iscal  per iods.  These amounts are 
inc luded as assets on the balance sheet  at  the end of  a f iscal  per iod.  

Proceeds of  disposit ion  –  Usual ly ,  the sel l ing pr ice of  property  when 
i t  is  d isposed of .  Proceeds of  d isposi t ion a lso inc lude compensat ion 
received for  property that  has been destroyed,  expropr iated,  s to len,  or  
damaged.  I t  is  a lso the fa i r  market  value of  property when i t  is  
t ransferred to another  person,  or  when there is  a change in i ts  use.  

Professional  dues  –  Membership fees paid to  mainta in a professional  
s tatus recognized by law, such as  lawyers '  annual  law society fees.  

Profi t  and loss statement  –  Same as an INCOME STATEMENT. 

Proprietorship  –  A non- incorporated business ent i re ly  owned by one 
person.  Same as a SOLE PROPRIETORSHIP. 

Quebec Pension Plan (QPP)  –  A pension p lan equivalent  to the 
CANADA PENSION PLAN (CPP) but  mainta ined by the province of  
Quebec.  The provinc ia l  government handles the contr ibut ions.  
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Rates of  tax  –  Percentages of  income that  must  be paid as tax.  The 
Department  of  F inance sets the basic income tax rates,  which vary 
progressively wi th the amount of  income received.  

For  GST/HST purposes,  the GST rate is  6%, whi le the HST rate 
is  14%. 

Records  –  Documents such as account  books,  sales and purchase 
invoices,  contracts,  bank statements,  and cancel led cheques.  You 
must  keep records in an order ly  manner at  your  business or  res idence 
in Canada for  at  least  s ix  years f rom the end of  the last  taxat ion year 
to which the records re late.  You must  make these books and other  
documents avai lable to our  of f icers for  audi t  purposes.  

Refund  –  The overpayment of  income tax returned to a taxpayer af ter  
we assess the return.  

Registrant  –  A person who is  registered or  required to be registered 
under GST/HST legis lat ion.  

Remittance  –  A payment of  CPP or  QPP, EI ,  income tax,  or  GST/HST 
that  is  paid to us through a f inancia l  inst i tu t ion,  or  that  a business or  
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ind iv idual  sends d i rect ly  to us.  I t  a lso inc ludes the employer 's  share 
of  CPP contr ibut ions and EI  premiums. 

Research grants  –  Amounts of  money g iven to indiv iduals to explore 
areas in var ious f ie lds of  s tudy.  The grants cover the cost  of  research 
p lus the researcher 's  income. These amounts are taxable but  some of  
the researcher 's  expenses may be deduct ib le for  tax purposes.  For  
more speci f ic  in format ion,  refer  to  Interpretat ion Bul let in  IT-75,  
SCHOLARSHIPS,  FELLOWSHIPS,  BURSARIES,  PRIZES,  RESEARCH GRANTS 
AND FINANCIAL  ASSISTANCE.  

Reserves  –  Funds set  as ide to cover future expenses,  losses,  or  
c la ims.  

Salary  –  The amount  an employer pays an employee for  work done.  
Each employer records th is  type of  employment income on T4 s l ips.  
Same as EMPLOYMENT INCOME and wages.  

Self-employment  –  The operat ion of  your own business.  

Social  Insurance Number (SIN)  –  A number g iven to each contr ibutor  
to the Canada Pension Plan,  Quebec Pension Plan,  and Employment 
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Insurance.  I t  helps record the contr ibut ions and premiums paid in to 
and the benef i ts  paid out  of  the p lans.  Since these socia l  insurance 
programs are connected to the tax system, the SIN is  a lso used as an 
ident i f ier  for  federal  income tax purposes.  Everyone who f i les an 
income tax and benef i t  return must  provide a SIN.  

Sole proprietorship  –  An unincorporated business ent i re ly  owned by 
one person.  Same as a PROPRIETORSHIP. 

Spouse  –  For  purposes of  the INCOME TAX ACT,  s ince 2001,  the term 
spouse  only  means a marr ied par tner .  The term  common-law  partner 
inc ludes par tners of  the same sex or  opposi te sex,  who meet  cer ta in 
condi t ions.  For  more informat ion,  see your GENERAL INCOME TAX AND 
BENEFIT  GUIDE.  

Statement of  income and expenses  –  Form that  summarizes 
revenue,  income, and expenses for  a speci f ic  per iod.  

Statement of  remuneration paid (T4 sl ip)  –  Informat ion s l ip  that  
shows the income that  an employer pays to an employee.  Taxable 
a l lowances and benef i ts ,  such as payments made on the employee's 
behal f  to  a provinc ia l  heal th care p lan,  are inc luded as income. 
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A T4 s l ip  a lso shows how much the employer deducted for  income tax,  
CPP or  QPP contr ibut ions,  EMPLOYMENT INSURANCE premiums, 
and contr ibut ions to the employer 's  pension p lan.  

Supply  –  For  GST/HST purposes,  th is  general ly  means the provis ion 
of  property or  a serv ice in any manner,  inc luding sale,  t ransfer ,  
bar ter ,  exchange,  l icence,  renta l ,  lease,  g i f t ,  or  d isposi t ion.  

Tax centres  –  Of f ices in d i f ferent  regions of  Canada where we 
process tax returns.  

Tax Court  of  Canada  –  A court  that  hears appeals about  income tax 
and GST/HST assessments.  In addi t ion,  the Court  has jur isd ic t ion to 
hear appeals under the Canada Pension Plan,  EMPLOYMENT INSURANCE 
ACT and several  other  acts.  The Tax Court  mainta ins four  of f ices 
(Vancouver,  Ot tawa,  Toronto,  and Montreal )  and regular ly  conducts 
hear ings in major  centres across Canada.  

Tax payable  –  The amount  of  income tax that  you must  pay on 
taxable income for  the taxat ion year.  I t  is  a lso the amount  of  tax 
payable on a taxable supply ( for  GST/HST purposes) .  
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Tax services off ices  –  Of f ices across the country that  provide main 
point  of  contact  for  the publ ic .  

Tax treat ies  –  Government agreements s igned between countr ies.  
They help c i t izens who earn fore ign income avoid double taxat ion.  

Taxable benefi ts  –  Amounts of  money,  or  the value of  goods or  
serv ices,  that  an employer pays or  provides in addi t ion to salary.  For  
example,  the par t  of  a heal th insurance p lan that  the employer pays is  
a taxable benef i t .  

Taxable income  –  The amount  of  income lef t  af ter  a l l  a l lowable 
deduct ions have been subtracted f rom NET INCOME. This amount is  
used to calculate the tax payable.  

Taxation year  –  The CALENDAR YEAR or  FISCAL PERIOD for  which 
income tax is  to be paid.  

Workers'  compensation  –  Money paid to compensate a person 
in jured on the job.  I t  is  an insurance p lan paid for  by employers and 
administered by the Workers '  Compensat ion Board.  
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Your opinion counts! 

 

We review our income tax guides and pamphlets each year.  
I f  you have any comments or  suggest ions to help us improve 
our  publ icat ions,  we would l ike to hear f rom you!  

Please send your comments to:  

 Taxpayer Serv ices Directorate 
Canada Revenue Agency 
750 Heron Road 
Ottawa ON  K1A 0L5 

 


