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DECISION TREE FOR ADDRESSING
SURPLUS CASH IN A CORPORATION

Surplus cash in a corporation - Part 1

As the owner-manager of your operating company, you may have
surplus profits accumulating in your corporation. This surplus cash
could be in your operating company or it could be in your holding
company. In either case it is still a corporate structure and the tax
implications are the same.

Your first reaction may be to figure out how to withdraw the funds
from the corporation and pay as little income tax as possible. While
this might seem like the best solution, other options might be more
appropriate depending on your situation and your personal and
business needs.

There are many issues to consider when deciding what to do with
your corporation’s surplus funds. What do you need the money for
most? What options are available? And what are the tax implications
of those options?

The first in a four-part series, this article introduces the issue of having
surplus cash in a corporation and provides a decision tree to help you
address your corporation’s needs and your personal needs.

This four-part series takes you through some of the key issues to consider
when you have surplus cash in your corporation:

Part 1: Decision tree for addressing surplus cash in a corporation

Part 2: Taxation of investment income in a corporation

Part 3: Taxation of business income and methods of withdrawing cash from
a corporation

Part 4: Retirement and estate solutions using excess funds in
a corporation




The terms ‘corporation’

and ‘company’ are used
interchangeably to refer to a
Canadian-controlled private
corporation (CCPC). This means
that the corporation is not
controlled by a non-resident of
Canada or a public corporation
and no class of shares of the

Decision Tree

corporation is listed on a
prescribed stock exchange.

This four part series does not
apply to public corporations

or to businesses operating as a
partnership or a sole proprietor.

The content is for information
purposes only and does not provide

tax or legal advice. It is imperative
that you obtain professional

advice from a qualified tax or legal
advisor before you act on any of the
information provided in this article.
This will ensure that your own
circumstances have been properly
considered and that action is taken on
the latest information available.

The decision tree is a good place to start when deciding what to do with your surplus cash. It identifies some key factors you should look at

depending on your needs and points you to the most appropriate article to get more information.

Part 2:

Determine the business use

= Co-ordinate the investment solutions
with the timing of when funds will
be required

= Understand the tax implications of
earning investment income within
a corporation

Is there a business need for the surplus cash?

Is there a personal need for the surplus cash?

Part 3:
Determine your withdrawal strategy

mExpense reimbursement
mRepayment of loans from shareholder
mSalary/bonus

s Taxable dividend

= Capital dividend

= Reduction of paid-up capital (PUC)

Part 4:
Determine the goal for the funds
= Retirement mEstate m Other

Analyze possible solutions:

m Corporate Wealth Transfer
mInsured Retirement Plan
mInsured Annuity

sIndividual Pension Plan (IPP)
uOther

Implement strategies in the corporate structure
or personally
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