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Corporation Purchasing Flow-Through, 

Capital Loss Carryovers & Capital Dividend Accounts 
 

Individuals are not the only persons who can purchase flow-through investments.  Corporations 

can also derive great tax break benefits from buying flow-through. 

 

It is important to note that a corporation can benefit from the tax deduction portion of a flow-

through investment, but not the tax credit portion of a mining super flow-through.  For that 

reason, it often makes sense, in a closely-held corporation, for the corporation to bonus out, 

or dividend out, money to an individual shareholder, and have this person purchase First 

Canadian Securities Short-Term Super Flow-Through in order to enjoy both the tax 

deduction and tax credit.   

 

The corporate benefits of buying First Canadian Securities® are especially great where the 

corporation has capital loss carryforwards, as they can be used to offset the resulting capital 

gain on the disposition of the limited partnership units (or the mutual fund shares into which the 

limited partnership units will be converted in approximately one year after purchase). 

 

There is a third benefit for a corporation to purchase First Canadian Securities.  Upon disposition 

of the limited partnership units or rollover mutual fund shares, there will be a capital gain, and 

one half of this capital gain will increase the corporation’s capital dividend account by an 

amount equal to 50 % non-taxable capital gain portion.   And whenever there is a positive 

balance in the capital dividend account, the corporation may pay this out in the form of a tax-free 

dividend to its shareholders. 

 

As an example, let’ say that a corporation with zero in its capital dividend account purchases 

$100,000 of First Canadian Securities®, and sells the investment in one year for $100,000, after 

enjoying a tax deduction of $100,000.  The capital gain would be $100,000, of which $50,000 

would be added to the corporation’s income in the year of disposition, and the other $50,000 

would be added to the capital dividend account.  This latter $50,000 could then be paid tax-free 

to the corporation’s shareholders.  And if the corporation already a positive balance in its capital 

dividend account, then the addition of another $50,000 will simply increase that tax-free 

dividend that can be paid out to shareholders. 
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One additional point re timing of a flow-through purchase by a corporation:  the relevant dates 

are (a) December 31 of the year in which the purchase is made, and (b) the date on which the 

corporation’s tax year ends.   If December 31 falls within the corporation’s taxation year, then 

the flow-through tax breaks will benefit that taxation year as long as the purchase is made by 

December 31.  As an example, if the taxation year ends on March 31, 2019, and the corporation 

makes a purchase on November 1, 2018, then the tax breaks will help the corporation in respect 

of the March/2018 to March/2019 taxation year.  On the other hand, if the corporation’s tax year 

ends on October 31, and the purchase is made on November 1, 2018, then the tax breaks will not 

apply until the October/2018 to October/2019 tax year, because December 31 occurs after 

October 31.  The operative date on which either individuals or corporations are entitled to flow-

through tax breaks is always December 31. 

 

Now if a corporation has a subsidiary with a different tax year end, then a clever accountant or 

CFO can move profits around so that the subsidiary can make the flow-through purchase and use 

the tax breaks sooner. 

 

Finally, a corporation can take advantage of the 3 year tax deduction carryback that flow-

through offers, just like individuals can.  That’s right, a corporation can purchase a First 

Canadian Securities® flow-through, and use the tax deduction to reclaim taxes paid as far back 

as 3 years earlier.  The corporation would first have to purchase enough flow-through to reduce 

its current income to zero.  The benefits are particularly strong where the corporation has earned 

more than $200,000 - $300,000 small business income level (which carries a lower tax return), 

and so pays a high tax rate, similar to the highest marginal rate an individual would pay.  For 

more details about how the tax carryback works, ask for our special memo on the subject. 


