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Dividends Guide to Corporate Records

DIRECTORS RESOLUTION
(Declaring a Capital Dividend and Authorizing its Payment)

General Notes

This resolution is used when the company wishes to pay a capital dividend (usually a dividend
declared out of the capital gains realised when the company disposes of assets or receives life
insurance proceeds on the death of a shareholder).

The accountants should give clear instructions that a capital dividend is to be declared, as opposed
to an ordinary cash dividend described on the previous pages, since the tax treatment of a capital
dividend in the hands of the recipient is different from the tax on ordinary dividends. In order to
claim the capital dividend, an election in the proper form must be filed under the /ncome Tax Act.
The company’s accountants usually attend to this filing. Note that the dividend cannot be paid out
until after the election has been filed.

Preparation

@ Insert the total amount of the dividend (multiply the number of shares on which the
dividend will be paid by the amount to be paid on each share).

@ Insert the description of the class of shares on which the dividend will be paid.

©) Insert the effective date for the payment of the dividend.

@ Delete the remainder of this sentence if there are no preferred shares ranking ahead
of the class of share on which the dividend will be paid.

® Insert the number of issued and outstanding shares of the class on which the dividend
will be paid.

® Copy the amount per share from the instructions received from the accountants.

@ Insert the record date (i.e. the date on which a shareholder must be listed as a
shareholder on the Central Securities Register of the company to qualify to receive
the dividend).

& See additional paragraph with respect to the Concurrence of the shareholders on page 26

Insert the effective date of the resolution.

©) Check the Register of Directors of the company and insert the names of all the
directors.

Processing

& Prepare a Certified Copy of the Resolution for the accountants to attach to the /ncome
Tax Act election form (see the Miscellaneous chapter — Certified copy of Resolution).

Once this document is prepared, checked and approved by the supervising solicitor, it is sent
to the company for signature — see Transmittal Letter (Forwarding Documents for
Signature) (page 30).

When the signed documents have been returned, forward the certified copy of the resolution
to the accountants, if the client has not already done so (see Report Letter (To Accountants
or Client) — page 34).
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See additional paragraph with respect to the Concurrence of the shareholders on page 12
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Dividends Guide to Corporate Records

DIRECTORS RESOLUTION
(Declaring an Eligible Dividend and Authorizing its Payment)

General Notes

To achieve tax integration where the company has already paid corporate tax on the income, and avoid double
taxation, the Canadian income tax system uses a dividend gross-up and a dividend tax credit mechanism which
essentially results in the individual paying a lower amount of tax on a dividend he receives in order to account
for the tax that the company has already paid. Pursuant to Section 89(14) of the /ncome Tax Act (Canada)
(“ITA”), a company may designate all or a portion of a dividend to be an eligible dividend”. This kind of
dividend is taxed at a significantly lower rate than an ordinary, ineligible dividend.

For a dividend to qualify as an eligible dividend, the following criteria must be met:

the dividend must be paid after 2005 by a Canadian corporation. Since the ITA is a federal act, it
applies to all Canadian corporations, including British Columbia companies;

the recipient (a person or a partnership) must be a resident of Canada;
a company should designate the dividend to be an eligible dividend at the time (or before) the dividend
is paid. @.

the company must provide the recipient with notice that the dividend is eligible pursuant to subsection
89(14) of the ITA.

the dividend must not exceed the General Rate Income Pool (known as “GRIP”) for a Canadian-
controlled private company.

An eligible dividend may be in the form of cash, a stock dividend, an “in specie” dividend or a “deemed”
dividend resulting from a redemption of shares.

Preparation

@

® O

®0e o

©

If the dividend is not in the form of a cash dividend, insert the appropriate wording: for a stock dividend
resolution (see page 14). If paid by Promissory Note see the Miscellaneous chapter and insert a description
of the Promissory Note or insert a description of the in specie dividend, as the case may be. For a deemed
dividend resulting from a redemption (see Chapter 11 — Directors Resolution Approving Redemption as
Deemed Dividend).

Insert the total amount of the dividend (multiply the number of shares on which the dividend will be paid by
the amount to be paid on each share).

Insert the description of the class of shares on which the dividend will be paid.

If the entire dividend is designated as an eligible dividend, use the first . If the aggregate amount of the
dividend is to be split between eligible and ineligible dividends, use the second |B| and complete the amount
to be designated as an eligible dividend.

Delete the remainder of this sentence if there are no preferred shares ranking ahead of the class of share on
which the dividend will be paid.

Insert the amount to be paid on each share.
Insert the effective date for the payment of the dividend.

If the entire dividend is designed as an eligible dividend, use the first . If the aggregate amount of the
dividend is to be split between eligible and ineligible dividend, use the second .

Insert the record date (i.e. the date on which a shareholder must be listed as a shareholder on the Central
Securities Register of the company to qualify to receive the dividend).
Continued...

(2)

The designation of a portion of a dividend applies only to dividends declared after March 29, 2012. For dividends declared before
that date, a separate resolution must be passed declaring the ineligible portion of the dividend.

Section 89(14.1) of the Income Tax Act permits a late designation of an eligible dividend if the company makes the designation
within three years after the day on which the designation was required to be made (that is within three years after the company has
paid a taxable dividend) provided that Canada Revenue Agency determines that it would be just and equitable in the circumstances.
Such late designation is retroactive to the date on which the dividend was paid and only applies to dividends paid on or after March
29,2012. No late designation relief is available in respect of dividends paid before that date.
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é See additional paragraph with respect to the Concurrence of the shareholders on page 28



















































