
You can do your own
incorporation!

The incorporation procedure in
Alberta is easier than ever. You 
can incorporate a company yourself

with very little trouble and no legal fees to
pay. More and more people are using a 
corporate structure for their businesses.

This guide explains in easy-to-follow 
steps how to incorporate a small “non-
distributing” company under the Business
Corporations Act. Samples of the forms 
you need to incorporate and to keep your
corporation in good standing are provided
for easy reference.

Useful discussions on legal and business
problems are aimed at getting your corpo-
ration off to a good start. A chapter on
dissolving your corporation is included so
you can bring your corporation to a grace-
ful conclusion, should it become necessary.

Some of the most commonly asked ques-
tions answered in this book are —

• What are the benefits of incorporating?
• How do you choose a corporate name?
• How do you change a company name?
• How do you issue shares?
• What are the Articles of Incorporation?

• What are the fees for incorporating?
• How do you transfer assets into a 

corporation?
• What meetings must the corporation

hold?
• Who can be a director or officer of the
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• What annual reports must be filed?
Even if you decide not to incorporate, 

this book will serve as a useful guide to the
workings of the Alberta Business Corpora-
tions Act.
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1

When I was practising law, I was surprised
at the number of people who wanted to run
their own businesses but assumed they
couldn’t do that unless they incorporated a
company. They didn’t understand that there
are several legitimate ways to carry on a
business. While incorporation is the right
choice for many, it is not the right choice 
for all. 

Before you plunge into incorporation, I
want you to be sure it is the right choice for
you. That’s why I begin this book with a dis-
cussion of the three different ways of carry-
ing on a private business.

1. Do You Really Need to
Incorporate?

There are three ways to carry on business,
and it is important for you to know the ad-
vantages and disadvantages of each. Once
you understand each way, you will be
equipped to decide if it’s really necessary
for you to incorporate.

1.1 Sole proprietorship

A sole proprietorship is an unincorporated
business that you own and operate by your-
self. But even though sole proprietorships
are simply one-person operations, there are
thousands of them, and they carry on an in-
credible variety of business activities. Most
home-based businesses are unincorporated
sole proprietorships, and almost every in-
corporated business started out as the unin-
corporated gleam in its founder’s eye. 

There are many advantages to sole pro-
prietorship. One of the biggest of these is
control. For example, as a professional writer,
I am sole proprietor of my unincorporated
writing business. I do all the work myself —
make contacts with editors and publishers,
discuss ideas for projects, negotiate the con-
tracts, do the research, write the material,
send it in, send in my bill — all in my own
name. Like other writers, I am free to hire
someone to help me if I wish. If I needed to
do so, I could hire a researcher to dig up in-
formation for me or a typist to re-do a man-
uscript, but that doesn’t change the fact that
I own and operate my business. 

All the income I earn from my business
is mine. I don’t have a separate bank account
for my business earnings, because I don’t
need one, but I do keep track of what I earn
from my business as I must report that in-
come on my tax return every year. However,
like any sole proprietor, I am free to deduct
from that income any and all legitimate ex-
penses of carrying on my business. This is
an important point that many people mis-
understand. You don’t have to incorporate to
deduct business expenses. 

Many people also think they must incor-
porate to protect the name they use to carry
on business, but this is not so. Anyone oper-
ating a sole proprietorship can take steps to
ensure that their business name is protected.
For example, let’s say that Sally Smith has
her own, sole-proprietorship business mak-
ing custom-designed tablecloths. She calls
her business Sally’s Table Trappings. This is

1
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2 INCORPORATION AND BUSINESS GUIDE FOR ALBERTA

called a trade name, and it is perfectly legal
for Sally to use it, provided it is not already
in use by someone else. If Sally wants to be
sure that no one else is using this name, she
can order a search of all similar trade names
currently registered with Alberta Corporate
Registry by going to any private registry 
office. 

As her business grows and her trade
name becomes known, Sally might worry
that someone might take advantage of it, ei-
ther by using it outright or by using a close
variation of it that might confuse her cus-
tomers. If she hasn’t done so already, she
can protect herself by registering her trade
name at Corporate Registry by filing a Dec-
laration of Trade Name. (See Sample 1.) She
can do this through any private registry of-
fice. Sally would simply fill out the form,
take it to any one of the private registry
services in Alberta, and pay the necessary
fees. Alberta Corporate Registry charges $10
to register a Declaration of Trade Name, and
each private registry office charges its own
fee on top of that. 

(Incidentally, this example illustrates an-
other of the advantages of operating as a
sole proprietor: Aside from the Declaration
of Trade Name, which is optional but highly
recommended, there are no papers to file
with the Alberta government. You can just
get started.)

Of course, there are disadvantages to
sole proprietorships. One of these is that the
law does not perceive the sole proprietor and
his or her business as separate entities; the
proprietor and his or her business are con-
sidered one and the same. That means that
Sally is personally responsible for the costs
she incurs while operating her business. If
she bought some supplies for her business,
such as expensive cloth or a new sewing
machine, and hadn’t made enough money
that month to pay for them, she would have
to dip into her private funds to cover the
bill. If she didn’t pay, she would be sued
personally, and if she lost, she would have

to pay the judgement out of her own pocket.
In other words, she personally faces unlim-
ited liability for the debts of her business. 

However, if Sally incorporates her busi-
ness, her corporation would be the buyer of
these items. If her corporation couldn’t pay,
it would be sued, not Sally herself. Any court
judgement could be satisfied only out of the
corporation’s funds, and Sally’s own money
would not be at risk, owing to a combination
of two features of incorporated companies:
separate legal entity and limited liability.
(For a further discussion of these character-
istics, see sections 1.3a and 1.3c.) 

One other disadvantage of sole propri-
etorship is that when the sole proprietor dies,
the proprietorship dies. In the case of Sally’s
Table Trappings, any equipment and assets
that Sally had used to run the business
would pass under her will to the beneficiar-
ies of her estate to be disposed of as they
wish. (This is one way in which a sole pro-
prietorship differs from an incorporated
business, which does not die with its owner.
An incorporated business continues to exist,
a feature called perpetual existence, and
ownership of the company can be easily
transferred, as we shall see in section 2.2.)

Of course, as a sole proprietor, Sally is
free to try to sell her business at any time be-
fore she dies, if she can find an interested
buyer who isn’t afraid that her customers
will go elsewhere. Customers often feel a
close bond with the sole proprietor, and
they may not be willing to continue to do
business with a new owner whom they don’t
know and with whom they have never dealt,
especially if there are many other businesses
offering the same products or services. 

1.2 Partnerships

The second common way of carrying on
business without incorporating is by form-
ing a partnership. Unlike sole proprietor-
ships, which are not covered by any specific
piece of legislation, partnerships in Alberta
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BEFORE YOU INCORPORATE: WHAT YOU NEED TO KNOW 3

SAMPLE 1
DECLARATION OF TRADE NAME

Declaration of Trade Name 
Partnership Act 

I,                                                                               SALLY SMITH 
Name of Declarant  

of                                                       12345 67 AVE. EDMONTON  AB  A1B 2C3 
Resident Address in Full  

declare that:  

1. I have been carrying on or intend to carry on the business of  

                                     manufacture and sale of table linens. 
Type of Business  

In                      EDMONTON , in the Province of Alberta, under  
City, Town, Village  

the name of                                    SALLY'S TABLE TRAPPINGS 
Trade / Business Name  

Use of this name commenced on                                 1 JAN 20-- 
Day / Month / Year  

2. No other person or persons are associated in partnership with me in this business.  

                      SALLY SMITH                   1 JAN 20-- 
Name of Declarant (please print) Date of Declaration  

                  BUSINESS PERSON      [DRIVER'S LICENSE #] 
Occupation Identification  

This information is being collected for the purposes of corporate registry records in accordance with the Partnership 
Act. Questions about the collection of this information can be directed to the Freedom of Information and Protection of 
Privacy Coordinator for the Alberta Government, Box 3140, Edmonton, Alberta T5J 2G7, (780) 427-7013.  

REG3018 (2003/05) 
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4 INCORPORATION AND BUSINESS GUIDE FOR ALBERTA

are governed by the Partnership Act, which
gives us definitions of three important
terms: 

• Partnership: The relationship that
subsists between persons carrying on
a business in common with a view to
profit. [As you would expect, this
definition confirms that a partner-
ship involves more than one person,
but it doesn’t say how many a part-
nership may involve. In fact, you can
have two partners, 22, or more.]

• Business: Business includes every
trade, occupation, and profession, so
partnerships can carry on almost any
type of business you can imagine.  

• Firm and firm name: Persons who
have entered into a partnership with
one another are collectively called a
firm, and the name under which
their business is conducted is called
a firm name. A partnership can pro-
tect its firm name by filing a Decla-
ration of Trade Name, if it wishes.

Partnerships are commonly used by
lawyers, accountants, and other profession-
als, but they can also be used by people who
do not wish to incur the cost and complex-
ity of incorporating. 

Let’s assume that Sally has talked about
her idea for a custom table-decoration busi-
ness with her friend and next-door neigh-
bour, Mary, who thinks it is a great idea.
Sally has the sewing and design experience,
and Mary knows lots of people who enter-
tain lavishly and would be willing to pay for
unique, exotic tablecloths and napkins. The
pair decide to start the business together.
Because there are two of them, their busi-
ness can’t be a sole proprietorship. And they
don’t want to go through all the formalities
and expense of incorporation, because they
aren’t sure yet if the business will succeed. 

In fact, Sally and Mary will be partners,
and unless they decide to write their own

partnership agreement, their business rela-
tionship will be governed by some basic
rules found in the Alberta Partnership Act.
The most important of these is that each
partner is an agent of the firm and of the
other partners. This means that each is per-
sonally liable for the actions of the others
due to a legal principle called joint and sev-
eral liability. For example, Sally might decide
to order some expensive gold thread or a
fancy sewing machine. Even if Mary knows
nothing about this, the principle of joint and
several liability means that Mary will still be
personally responsible for payment of the
bill.

Because of this principle, Sally and Mary
had better be sure they trust one another,
since each has the power to expose the other
to significant liability. However, the news is
not all bad. There is another principle that
says all the partners are entitled to share equally
in the capital and profits of the business. So if
Sally and Mary make money, they share it
equally, unless, of course, they have a writ-
ten agreement stating otherwise. A partner-
ship does not file its own tax return, but it
does have to keep track of its income and
expenses, and Sally and Mary must report
their shares of any profits as income on their
personal tax returns every year. Sally and
Mary will prepare a financial statement for
the partnership each year showing how
they divided the profits.

While partnerships that deliver profes-
sional services do not have to file any docu-
ments at Corporate Registry, partnerships
that engage in manufacturing, trading, con-
tracting, or mining do. Specifically, such
partnerships must file a Declaration of Part-
nership, which must be signed by all the
partners. It must give the partners’ names,
occupations, and residences; set out the
name of their firm; state how long the firm
has existed and will exist; and confirm that
they are all the partners involved in it. 

A sample of the Declaration of Partner-
ship that Mary and Sally will file is included

Chap01.qxp  2/24/2009  10:06 AM  Page 4



BEFORE YOU INCORPORATE: WHAT YOU NEED TO KNOW 5

here. (See Sample 2.) The Corporate Registry
fee for filing it is $10, and the private reg-
istries charge their own fee on top of that. 

The Partnership Act sets out many other
rules for partnerships. Some of these con-
cern the retirement of partners and the ad-
dition of new partners. Since a partnership
does not necessarily survive the death of a
partner, there are also rules for winding it
down if a partner dies. Again, if Sally and
Mary do not want these rules to apply to
their partnership, they would have to create
their own partnership agreement that sets
out the arrangements they prefer. 

The Partnership Act also provides rules
for a special kind of partnership called a
limited liability partnership. As the name
suggests, such partnerships exist to soften
the impact of unlimited liability on partners.
In a limited liability partnership, liability
rests on the shoulders of a general partner.
Liability of the other partners is limited to
their stake in the partnership. Limited liabil-
ity partnerships are never used by new busi-
nesses of the kind we are discussing, so
details of these partnerships are not dis-
cussed in this book. For a further discussion
of limited liability partnerships and also of
partnership agreements, see Canadian Legal
Guide for Small Business, available from Self-
Counsel Press. 

1.3 Corporation 

The third way to carry on business is through
an incorporated company, also called a lim-
ited liability corporation, or just simply a
corporation. Corporations are distinct from
sole proprietorships and partnerships be-
cause of three special legal principles that
apply only to corporations, and not to sole
proprietorships or partnerships. These prin-
ciples are separate legal entity, perpetual ex-
istence, and limited liability. You must
understand each of these before you can un-
derstand the advantages and disadvantages
of incorporating. 

1.3a Separate legal entity

When it comes to corporations, the law plays
a game of “let’s pretend.” The law pretends
that a properly constituted corporation is an
independent personality, separate and dis-
tinct from its incorporators. 

This bears repeating: A corporation is
recognized by the law as something alto-
gether different and apart from the human
beings who create it. It is every bit as real as
they are as far as the law is concerned. This
is so even though a corporation can’t do any-
thing by itself. It has to have human beings
to make it work. 

The concept of separate legal entity is one
of the great leaps of the legal imagination;
perhaps the greatest, if you consider that
without it, the world of modern business,
with its giant multinational corporations,
could not exist. 

1.3b Perpetual existence

A corollary of separate legal identity is that
a corporation has the potential to exist for-
ever. The people who set it up will die, but
that has no effect on the corporation. It will
continue to exist as long as it is kept up-to-
date with Alberta Corporate Registry, or until
it is closed down by those who control it. 

1.3c Limited liability

The third principle relates to the need to
give entrepreneurs protection from the costs
of taking on new and potentially risky busi-
ness ventures. As we have seen, sole propri-
etors and partners are fully liable for the
costs they incur while doing business. If the
business doesn’t have the money to pay,
they are personally responsible for the en-
tire amount. However, by creating the cor-
poration — this new legal creature with
separate identity and perpetual existence —
those behind the corporation are sheltered
by the law. Only the corporation is responsi-
ble for its business debts, and it can pay
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6 INCORPORATION AND BUSINESS GUIDE FOR ALBERTA

SAMPLE 2
DECLARATION OF PARTNERSHIP

Declaration of Partnership 
Partnership Act 

We,                                                                                  SALLY SMITH 
Name of Declarant  

                                                                                 MARY JONES 
Name of Declarant  

declare that:  

1. We are carrying on or intend to carry on the business of  

                                                             manufacture and sale of table linens 
Type of Business   

in                              EDMONTON , in the Province of Alberta, under the name  
City, Town, Village   

of                                                       SALLY & MARY'S TABLE TRAPPINGS 
Business Name  

2. The said partnership has existed since                          1 JUNE 20-- , and that the  
Day / Month / Year  

partnership will exist; (a) until
Day / Month / Year 

(b) for an indefinite period.  

3. The persons named in the declaration are the sole members of the partnership.  

4. Date of declaration                    2 JUNE 20-- 
Day / Month / Year  

5. Name, Address, Occupation and Identification of Partners (If more than two partners, please attach a list)

Name:          SALLY SMITH
Resident  
Address:                 12345 67 AVE.                                       EDMONTON                    AB                A1B 2C3

City, Town, Village Province Postal Code   

Occupation:        BUSINESS PERSON 

              [DRIVER'S LICENSE #] 
Identification 

Name:         MARY JONES
Resident  
Address:             12347 67 AVE.                                           EDMONTON                   AB                 A1B 2C3

City, Town, Village Province Postal Code   

Occupation:           BUSINESS PERSON 

               [DRIVER'S LICENSE #] 
Identification 

This information is being collected for the purposes of corporate registry records in accordance with the Partnership 
Act.  Questions about the collection of this information can be directed to the Freedom of Information and Protection 
of Privacy Coordinator for the Alberta Government, Box 3140, Edmonton, Alberta T5J 2G7, (780) 427-7013. 

REG 3097 (Rev. 2003/05) 
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BEFORE YOU INCORPORATE: WHAT YOU NEED TO KNOW 7

those only out of its own assets. The people
who stand behind the corporation are not
personally responsible to pay its bills if it
can’t. 

This may sound like a recipe for fraud.
All kinds of legitimate bills could be avoided
if people set up corporations to do their
business for them and put little or no money
into those corporations. However, in the real
world, very little business is done with cor-
porations that aren’t seen as creditworthy. If
the person doing business with a corpora-
tion has any doubts about its ability to pay,
he or she will look for additional guarantees
of payment. The most common of these is a
personal guarantee from the owners of the
corporation. This document, signed by the
owners of the corporation, makes them fully
liable for the costs incurred if the corpora-
tion is unable to pay. For more information
on personal guarantees, see section 2.1b.

These three principles are at the founda-
tion of any corporation, whether it be a one-
or two-person business or a giant like 
General Motors. Together, they are the rea-
son why the corporate form has become the
preferred way of doing business in our
economy. Now that we understand them,
let’s take a look at the advantages of using a
corporation for business, from the point of
view of our two entrepreneurs, Sally and
Mary, and look at some other factors they
need to consider as they think about setting
up their own corporation. 

2. Seven Factors to Consider
before Incorporating

2.1 The limits of limited liability

Limited liability is the main thing many peo-
ple think about when they start a corpora-
tion. They take comfort in the idea that their
personal assets will be protected from the
corporation’s creditors. In reality, however,
there are several limits on this protection.

2.1a Common-sense limits

People like Sally and Mary who start busi-
nesses are practical, careful people. They do
not become successful in business by buy-
ing more supplies than they can afford or by
producing more product than they can sell.
Also, suppliers are not stupid. They didn’t
get to be successful by selling lots of their
product or granting huge amounts of credit
to new businesses that can’t afford to pay
them. So in the beginning, at least, limited li-
ability — protection of their personal assets
from claims by suppliers and creditors of
their business — won’t be a big concern to
Sally and Mary. If they buy only what they
can afford and if they are prompt about pay-
ing their bills, limited liability will have lit-
tle practical significance. 

However, as their business grows, lim-
ited liability might become very important.
As they gain new customers and hire more
people, they will inevitably lose direct, per-
sonal control over what each and every em-
ployee is doing, and over the terms of each
and every contract the company makes. Mary
and Sally will move from being hands-on
operators doing everything themselves to
managers of others hired to do things for
them. Therefore, limited liability will be-
come more and more relevant. 

2.1b A legal limit: The personal
guarantee 

As I’ve mentioned, suppliers are not stupid.
They know about limited liability. They
know that if they deal with small corpora-
tions on nothing more than the strength of a
promise to pay the bills on time, they might
end up with a pile of bad debts and
nowhere to turn to collect the money. So,
being prudent business people themselves,
they look for other assurances of payment. 

In the case of small corporations, the
most common of these is a personal guaran-
tee from the owners of the corporation — a

Chap01.qxp  2/24/2009  10:06 AM  Page 7



8 INCORPORATION AND BUSINESS GUIDE FOR ALBERTA

document that says that if the corporation
can’t pay, the owners will, and that to back
up that promise, the owner’s personal assets
are available to cover the bill. 

For example, let’s say that Sally decides
to rent a space in a strip mall for the busi-
ness. She isn’t worried about the cost be-
cause she knows that limited liability
protects her from the company’s debts. She
assumes the landlord will let the company
sign the lease; as a result, she and Mary will
not be obligated to cover the rent, even
though she has no intention of seeing that
happen. After all, she is in business to suc-
ceed, not to fail.

She finds a nice spot and calls the land-
lord to arrange a meeting. They discuss the
business, and the landlord finds that he not
only likes Sally but he can see that she is a
very good, honest person. But that doesn’t
change the fact that hers is a new company,
and the landlord wonders whether or not
the company is going to be able to earn
enough money every month to pay the rent.
To protect himself, the landlord asks Mary
and Sally to sign a personal guarantee that
obligates them to pay out of their own pock-
ets if the company can’t.

Similarly, Mary and Sally may approach
their bank for a loan for the company. Banks
are not in the business of loaning money un-
less it can be repaid, and they are on the
lookout for small corporations that don’t
have enough assets to back up their loans.
Once again, the bank will ask Sally and Mary
to sign personal guarantees of any loan it
gives them. 

In this way, when dealing with banks
and landlords, the advantage of limited lia-
bility is eliminated. Later, when the com-
pany has grown to sufficient size that the
payment of rent or bank loans is no longer
at risk, these personal guarantees are less
likely to be needed.

Note that in Alberta, a personal guaran-
tee must be in writing and a certificate of 

independent legal advice must be attached
to it for it to be legal. This means that both
Sally and Mary have to go to an independ-
ent lawyer to get it signed. They cannot use
the bank’s lawyer, or the landlord’s lawyer,
but they can use their own, if they have one. 

2.1c Liability for negligence

Another limit to limited liability that is often
misunderstood is liability for acts of per-
sonal negligence. Limited liability may pro-
tect you from responsibility for business
debts that your corporation incurs, but it
never protects you from responsibility for
negligent acts that cause harm or injury to
other people. In other words, if you harm
someone, you can’t hide behind your com-
pany and say that you are not responsible
for the damage you caused. 

For example, let’s say the company buys
a car that Mary uses to visit customers. If
she runs a red light and hits someone, Mary
can’t say that it is only the company’s re-
sponsibility. Mary herself is responsible as
the driver of the car, and both Mary and the
company will be sued. In reality, the com-
pany will have insurance to cover such a
loss, but if it didn’t, Mary would have to
cover it herself, and her personal assets
would be available to do that. 

The sphere of negligence is a huge area
of law. A full discussion of it as it relates to
corporations is beyond the scope of this
book.

2.1d An example of limited 
liability at work

Here is an example of limited liability at
work. An employee of Sally and Mary’s in-
corporated company enters into a series of
unprofitable contracts or orders unneces-
sary supplies. If the employee made the
deals as part of his or her normal job, the
company is responsible and the company
will get sued. If the company can’t pay the
amount owing and is closed down, Sally
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and Mary will lose only whatever money
they put into the company; usually that is
the amount they paid for their shares and
the amount of any loans they may have
made to the company to help it run. But
they will not be sued personally, and their
personal assets will be protected. 

2.2 The advantage of perpetual
existence 

As we saw, if a sole proprietor or partner
dies, the proprietorship or partnership is
terminated. Whether or not the business
continues will be up to the heirs of the pro-
prietor or the surviving partners. 

However, a corporation does not die
when one or all of its owners do, nor does a
corporation end when an owner decides to
get out of the business. That’s because cor-
porations have perpetual existence. Like the
Energizer Bunny, they just go on, and on,
and on. It’s business as usual. Any contracts
the corporation has with customers and
suppliers continue, and so do the debts and
other obligations, such as paying the rent or
the bank loan. 

2.2a A practical example of 
perpetual existence 

Let’s look at what that means for Sally and
Mary. What would happen to their corpora-
tion if they went on a business trip to Mex-
ico to check out cheaper facilities for making
their products, and the plane went down? If
they did not survive the crash, their owner-
ship in the company (represented by their
shares — I will discuss the specifics of this
later) passes under their wills to their heirs.
Sally’s shares go to her husband, who is a
dentist. Mary’s shares go to her three chil-
dren. The company continues, but it now
has entirely new owners who may not know
anything about the business, who may not
have the time or desire to run it, and who
may not even get along.  

The good news is that they have some-
thing to sell: their shares in the successful
business that Sally and Mary built up. If
they sell their shares, the company carries
on. Not only do the new owners benefit
from all the hard work Sally and Mary did,
they can carry on and continue to make it
grow. 

The bad news is that there may not be
anyone willing to buy the shares. Even
though the business is being run through a
corporation, it may still be Mary and Sally’s
business in the eyes of the most important
people — the customers. With the two
founders gone, the customers might decide
to take their business to other people they
know, rather than take a chance on new
owners they don’t know. If that happens,
the heirs have no choice but to wind up the
company, sell its assets, and pay its debts. If
the sale of the corporation’s assets doesn’t
raise enough to cover the debts, at least the
heirs are protected from having to pay the
excess out of their own pockets, thanks to
limited liability. However, they will still
have to pay any debts covered by personal
guarantees. Those documents will contain
clauses that say they are binding on the
heirs and administrators of Sally’s and
Mary’s estates.

You don’t have to have a two-person 
corporation.

I use the example of two people forming a
corporation, but under Alberta law there is
no limit on the number of people who can
incorporate a company. It is even possible
for just one person to do so. In fact, every
year, a large number of new, one-person 
corporations come into existence. If you
wish to set up a one-person corporation, 
all you have to do is eliminate the references
to the second person in the forms. Simply
show yourself as the incorporator, the only
director, the owner of all the shares, and 
the president.
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2.3 Tax advantages

Aside from limited liability, possible tax ad-
vantages are the most common reason why
people want to set up corporations for their
business activities. That’s because of a tax
benefit available to small corporations, called
the small-business deduction, that the fed-
eral government introduced in 1971 to 
encourage the development and growth of
small businesses. Alberta, which also taxes
the income of small corporations, offers a
parallel benefit.

The small-business deduction applies to
the first $400,000 of active business income
that each small, privately owned incorpo-
rated business earns each year. Active busi-
ness income is income earned from the
corporation’s normal activities, but does not
include income from investments. The effect
of the combined federal and Alberta deduc-
tions is that small-business corporations pay
tax at a rate of 14 percent on the first $400,000
of active business income. 

2.3a Will you pay less tax?

If your business earns less than $400,000
and your corporation can pay tax at a rate of
only 14 percent, who wouldn’t incorporate?
But remember who is paying the tax — your
corporation; and remember where the left-
over money is — in the corporation. The
problem now is how you get it out and into
your pocket, and what happens from a tax
point of view when you do. 

Once again, let’s take the example of
Mary and Sally. They can take dollars out of
their corporation by paying themselves a
fair and reasonable salary for the work they
do for the corporation, or by taking divi-
dends on their shares, or a combination of
both. 

If they take a salary, that amount be-
comes a deduction the corporation can
claim, but that amount is income in Sally’s
and Mary’s hands. In fact, the corporation
must issue a T4 slip to each of them, and

they must declare that amount on their own
personal tax return each year. Net result?
No savings. If they take dividends, the same
result applies. No tax savings. There used to
be savings if money was taken out as 
dividends, but the government has been
working hard to tighten up the rules over
the past few years in order to eliminate that.
So incorporation may not result in a tax sav-
ing to Mary and Sally.

2.3b Can you defer tax? 

If your corporation is earning more money
than you need to live on, and you can afford
to leave after-tax income in the company,
then you will see a savings, at least until you
need to take that money out for yourself.
This tax-planning strategy is called tax de-
ferral. The money you leave in the company
is taxed at the small-business rate, and the
next level of tax (the tax you would pay on
it personally if you took it out of the busi-
ness) is deferred, or delayed, until that
money is actually paid out to you as salary
or dividends. This strategy is useful if your
corporation’s income fluctuates from year to
year and you want to even out the flow to
yourself, and if you can afford to live with-
out any money from the corporation from
time to time.

Another deferral strategy available to
corporations involves declaring a bonus,
which works like this. Let’s say Sally and
Mary’s corporation had a good year in 2000
and earned more than $400,000 in active
business income. The company can declare
a bonus payable to them in the amount of
the excess over $400,000 as long as that
amount is reasonable. Then the company
can deduct that bonus from its earnings for
the year 2000, which brings its active busi-
ness income down to the 14 percent tax
level. Of course, that bonus has to be paid to
Sally and Mary, and in fact the company can
then wait up to 180 days after the end of the
year 2000 to pay them. As a result, the bonus
is not taxable to them until 2001. By adopting
this strategy, Sally and Mary have delayed
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paying tax on the bonus amount into the
next tax year. Whether or not this is a bene-
fit to them depends on their other sources of
income for 2001, including any more money
they take out of the corporation during that
year.  

2.3c Can you split tax?

Both of these tax-deferral strategies involve
splitting income between two taxable enti-
ties — you and your corporation — to get
the lowest rate. There are other tax-splitting
devices you may be able to use with your
corporation, and the most common of these
is to split income between family members.
If you have a spouse or children who are in
lower tax brackets than you are, you can
arrange to have your corporation pay divi-
dends to them. Of course, if they are work-
ing for the corporation, the corporation can
pay them fair and reasonable wages for the
work they do.

2.3d Estate-planning opportunities 

Corporations can be used to cap the value of
a shareholder’s interest, which in turn caps
the amount that has to be declared for tax
purposes when that shareholder dies. The
most common strategy for doing this is
called an estate freeze, and it works like this. 

Let’s say Sally and Mary’s business
flourishes as an unincorporated company,
and after only a few years they are offered a
half-million dollars for it. They decline to
sell, but decide for estate-planning purposes
to incorporate their business. They transfer
their business to this newly created corpora-
tion and take back a special class of shares,
called preferred shares, which have a fixed
value of $250,000 each. 

They also set up the normal kind of
shares, called common shares, the value of
which will grow as the corporation grows. If
Mary and Sally did not also own the com-
mon shares, then at their deaths, the value
of their interest in the corporation would be

frozen at the value of the preferred shares,
which is $250,000.  

There are many variations on this ap-
proach, and Mary and Sally would have to
take a number of factors into consideration
before doing this, all of which are outside
the scope of this discussion. They should
consult a lawyer or an accountant, or both.

2.3e Always get professional 
tax advice

Tax is a complicated technical area, and the
information given above is meant to serve
only as an introduction. You should always
have your own specific situation reviewed
by a competent tax advisor before making
your decision about the tax advantages of
setting up a corporation. 

2.4 Complexity       

It may be clear by now that setting up a cor-
poration does make life more complex,
mainly because that corporation is an inde-
pendent legal personality that must be
maintained and properly cared for. Sally
and Mary will soon find that to incorporate,
they must set up bank accounts for the com-
pany that are separate from their own, keep
a separate set of books, and as we shall see,
go through the necessary procedures to
bring the corporation alive and keep it alive
as far as the government is concerned. 

They must also see to the preparation
and filing of corporate tax returns: one for
the federal government, and a separate one
for the Alberta Government, because Al-
berta collects its own corporate income tax.

Sally and Mary must prepare the corpo-
ration’s annual financial statements, and
they must keep track of all the legally re-
quired books and records (which I’ll discuss
in Chapter 3).

Above all, they must always remember
that they are not the corporation. The corpo-
ration is an independent legal entity, and
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even though they are the instruments that
make it function, it is different and distinct
from themselves.

2.5 Cost

Sally and Mary must consider the fact that it
costs money to start and maintain a corpo-
ration. Even if they avoid legal fees by in-
corporating themselves, they still have to
pay the incorporation fees charged by the
Alberta government and the fees charged by
the private registry offices. They may also
need an accountant to help them with book-
keeping and tax returns, and though they
may set up the corporation without legal
help, they will surely find that they need
legal advice as the business develops and
the corporation grows. 

2.6 Handling growth 

Overriding all these other concerns is the
possibility that their business might become
very successful. If so, Sally and Mary will
need employees, premises, bank loans, and
many other business services as well as ad-
visors. They will quickly realize that they
are unable to do it all on their own and will
need to hire good people to help them, ei-
ther as employees or as professional advi-
sors. They may also need more people to
put money into the business, and that raises
the possibility of taking on more sharehold-
ers and directors. If the business gets big
enough, Sally and Mary may even want to
consider selling shares to the general public
through a stock exchange. The corporate
form of business provides the best way to
handle all the challenges brought on by
growth.   

2.7 Credibility

One of the biggest reasons why people
choose to set up a corporation to run their
business is credibility. They want to look
like serious businesspeople in the eyes of
their suppliers and customers, and also in
the eyes of lenders, such as the banks. The

fact that the business is incorporated makes
a positive impression. It says that Sally and
Mary are serious about what they are doing,
that they have put a significant amount of
their own time and money into getting their
business started in the most sophisticated
way, and that they are confident of success.
This will create a good, businesslike impres-
sion in the minds of any potential lenders.

3. Five More Things to Know
before Incorporating

Mary and Sally have made the decision to
incorporate, but there are five more things
they need to think about before they start
filling out their incorporation papers.

3.1 Federal or provincial
incorporation?

Mary and Sally live in Alberta, and their
corporation will carry on business in Al-
berta, so it’s obvious they will incorporate in
Alberta, right? Of course, but they need to
know that there are two incorporation sys-
tems available to businesspeople in this
province. Both the federal and provincial
governments have authority over the incor-
poration of companies under Canada’s con-
stitution, so Sally and Mary can incorporate
their Alberta business under the federal sys-
tem or under the Alberta system. However,
they must be aware of the three main differ-
ences between these two systems.

3.1a Where the corporation can
carry on business

A business incorporated under the federal
system is entitled to carry on business in
any province or territory in Canada, while a
provincially incorporated company can do
business only in the province in which it is
incorporated. However, this distinction gets
watered down in practice, because every
federally incorporated company must still
file papers and register its existence in each
province or territory in which it does busi-
ness. Similarly, an Alberta corporation that

Chap01.qxp  2/24/2009  10:06 AM  Page 12



BEFORE YOU INCORPORATE: WHAT YOU NEED TO KNOW 13

wants to do business in another province or
territory can do so by filing the necessary
papers with the appropriate authorities. 

3.1b Priority over names

Federally incorporated companies do get
priority over corporate names. If you want
to incorporate under the Alberta system,
your proposed corporate name will be re-
jected if it is the same as or similar to the
name of an existing federal corporation. 

3.1c Cost

The federal fee for incorporation has always
been higher than the fee charged by the Al-
berta government, and it still is, even
though the federal fee was recently reduced
from $300 to $250 (by mail, fax, or in person)
or $200 online. The Alberta government in-
corporation fee is $100. You must add to that
the fees charged by the private registry out-
lets in Alberta for processing your papers.
Those fees range from $50 to $150.      

The fact is that the overwhelming major-
ity of Alberta’s small-business people who
choose to incorporate use the Alberta sys-
tem. If they need to, they can always regis-
ter their Alberta company in one or two
neighbouring provinces when the time
comes. Mary and Sally are no different, and
the rest of this book follows the process for
incorporating in Alberta. 

3.2 Two types of Alberta corporations

Technically, there are two types of corpora-
tions that can be incorporated under the Al-
berta system, though as you can see from
the explanations below, only one of them
applies to Mary and Sally.

3.2a Distributing corporations

These are big corporations that have legal
authority and permission to sell (or “distrib-
ute”) their shares to the general public, ei-
ther directly or through a stock exchange.
People buy shares in these companies for

two reasons: they hope that the value of the
shares will go up as the company prospers
and they expect to receive a share of the
company’s profits in the form of dividends.
Sally and Mary aren’t playing in this league,
so they won’t use this kind of corporation.

3.2b Non-distributing corporations 

These are corporations that do not have 
authority or permission to sell their shares
to members of the general public. Non-
distributing corporations are divided into
two subgroups: those with more than 15
shareholders and those with 15 or fewer
shareholders. The main difference between
the two is that non-distributing companies
with more than 15 shareholders must file a
great deal of financial information for the
protection of their shareholders. 

Since Mary and Sally, like most Alberta
businesspeople who incorporate, will be the
only shareholders of their corporation, their
company falls into the “15 or fewer share-
holders” category of a non-distributing cor-
poration, and that is the sort of company
with which the remainder of this book will
deal.

3.3 Five different roles you must play

This is the point at which the principle of
separate legal entity comes to life. Because
the corporation will be a distinct legal crea-
ture that can act only through the humans
who control it, Mary and Sally must have a
clear understanding of the different roles
they will need to play. These five roles usu-
ally apply to everyone who incorporates a
business.  

3.3a Shareholder

Shareholders are the owners of the corpora-
tion, but they do not own the actual assets of
the company. In the case of Sally and Mary,
their corporation owns the sewing ma-
chines, tables, cloth, supplies, and every-
thing else Mary and Sally will need to carry
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on business. What Mary and Sally will own
are the shares in the company, and those
shares give them three important rights:

i) The right to vote at shareholders’
meetings and elect the directors of
the corporation

ii) The right to a share of the profits
earned by the corporation in the
form of dividends

iii) The right to a share of the assets of
the corporation if it is wound up

Mary and Sally must pay for these rights,
and they do that by buying the shares from
the corporation shortly after it is incorpo-
rated. While they may choose to pay a large
amount for their shares, and by doing so put
a lot of money into the corporation’s bank
account to cover its operating costs, it is
more likely that they will pay only a dollar
or so for each share. That’s because small
businesses of this kind do not usually raise
the money they need to operate from the
sale of shares. Instead, Mary and Sally will
probably raise it by borrowing it, either
from themselves or from a bank on the
strength of a personal guarantee.  

As shareholders, Mary and Sally do not
have day-to-day control over the operation
of their corporation. That power and re-
sponsibility is given to the directors. What
Mary and Sally do have is the right to elect
directors, and to vote them out if they are
not doing a good job. Once a year, the direc-
tors are required to call an annual general
meeting to present information about the
corporation’s activities to the shareholders,
and if they are dissatisfied they can vote for
new directors at that time. 

The main concern of shareholders is a
simple and quite personal one: they just
want to know if they are making any money
from their shares. The only liability a share-
holder might face is the possibility that the
corporation might fail and not be able to
repay the shareholder the amount he or she

paid for the shares. Minimizing that risk is
another reason why Mary and Sally will pay
only small amounts for their shares. For
more information on shareholder agreements
and remedies, see Chapter 4.

3.3b Director

The directors run the company. In a small
corporation, they do everything themselves.
In a bigger one, they are free to hire man-
agers to look after different aspects of the
corporation’s business and report back to
them. Sally and Mary will be directors of
their corporation and, in the initial stages at
least, they will do it all themselves. How-
ever, they must realize that directors take on
some important responsibilities and liabili-
ties because, unlike shareholders, directors
are in a position of trust over the corpora-
tion and, to some extent, its employees.
They cannot use this position of trust to ben-
efit themselves. 

The directors of a corporation, no matter
how big or small it may be, must —

i) act honestly and in good faith, in the
best interests of the corporation;

ii) exercise the care and skill of a rea-
sonably prudent person;

iii) disclose any personal interest they
may have in any proposed contract
with the corporation;

iv) not allow the sale of shares for any-
thing except money; and

v) not issue dividends or sell more
shares unless the corporation meets
the financial tests set by law.

With respect to employees of the corpo-
ration, federal tax law says the directors
must make sure the corporation sends in the
appropriate amounts that must be withheld
for income tax and other federal programs
for each employee or face personal liability
for any unpaid amounts. (Directors are also
liable if the corporation does not send in the
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necessary amounts for GST.) Also, Alberta
law says that directors can be personally li-
able for up to six months’ wages of employ-
ees if the corporation is closed down or goes
into bankruptcy. 

Finally, environmental laws say that di-
rectors may be personally responsible for
any damage that the corporation causes to the
environment as it carries out its business.

Note that under the Alberta incorpora-
tion system, directors must be over the age
of 18 years, of sound mind, and not in bank-
ruptcy. Also, a director must be a human: a
corporation cannot be appointed director of
another corporation.   

Sally and Mary need not worry about
these responsibilities in the early stages of
their business, but as it grows, these areas
will become much more important, and
they should be aware of them. 

3.3c Officer

The directors have the right to appoint officers
to handle different aspects of the corpora-
tion’s business. President and secretary-
treasurer are two of the most common
officers found within corporations.

As far as Sally and Mary are concerned,
these titles are largely ceremonial. After all,
they will be doing all the work themselves
and they will be working closely together
on a daily basis. But since Sally thought of
the original business idea, she will become
president, and Mary will be secretary-treas-
urer. Also, these titles do give credibility to
the operation, and banks in particular like to
see them when they make loans to small
corporations.   

3.3d Employee 

In any organization, it’s the employees who
do the work, and they expect to be paid a
fair wage for doing it. Sally and Mary are no
different. In the beginning at least, they will
be doing everything — taking orders, buy-

ing material, sewing product, packing and
shipping orders, preparing and sending in-
voices, collecting payment, depositing and
writing cheques — everything that needs to
happen to make the business a success. In
other words, they will be the employees of
the corporation. As directors, they will de-
cide how much they are going to pay them-
selves, and how often. 

3.3e Creditor 

As we saw, Mary and Sally will lend money
to the corporation so it can cover its operat-
ing expenses until it makes enough money
to cover them on its own. That makes them
creditors of the corporation. This fact be-
comes important if the corporation can’t
repay them. They don’t get special treat-
ment just because they incorporated the
business and because they own the shares.
Instead, they are in the same position as
anyone else who lends money to the corpo-
ration. If the corporation fails, all the credi-
tors share equally in the assets of the
corporation, although those who have spe-
cial protection, such as the personal guaran-
tees we talked about, will be paid first,
while the rest of the creditors — including
Sally and Mary —  will share whatever is
left over.   

3.4 The importance of shares

Shares are the pieces of paper that represent
ownership of a corporation, and they carry
with them the three main rights mentioned
above: the right to vote, the right to a share
of the profits, and the right to a share of the
assets on the winding up of the corporation. 

Each corporation has the right to issue a
certain number of shares, and that number
is called the authorized capital of the corpo-
ration. That number is found in a document
called the articles of incorporation, which
I’ll discuss in Chapter 2. Most corporations
do not issue all the authorized shares, and
the number of shares actually issued is
called the issued share capital.
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In theory, the sale of shares is one of the
main ways to raise money, or capital, for the
corporation’s operations, but Mary and
Sally are not interested in paying large
amounts for their shares. Instead, they will
be loaning money to the corporation, and
they will also be arranging a line of credit
through a bank.      

3.4a Two classes of shares

It is important to note that a corporation can
issue two different types, or classes, of shares.
These are called common shares and pre-
ferred shares.

Common shares

These are the basic shares that every corpo-
ration must have, and this is the type of
share we’ve been talking about so far in this
book. Common shares must always carry all
three of the rights mentioned above: the
right to vote, the right to a share of the prof-
its, and the right to a share of the assets on
winding up. Common shares are usually re-
ferred to as Class A shares. 

Preferred Shares 

A corporation can also issue preferred shares;
shares with extra privileges, called prefer-
ences, that the common shares don’t have.
Details of the different types of preferred
shares and of the special privileges they
contain are also found in the articles of 
incorporation.  

One typical privilege of preferred shares
is that they allow the incorporators to split
the corporation’s income with someone 
else, usually a spouse, without forcing the
incorporators to give up any control over
the corporation. The incorporators do that
by issuing a class of preferred shares with a
preference for payment of a share of the
profits, but without any voting rights. Those
shares are called Class B shares.  

In fact, preferred shares are very flexible
and can be designed to suit a number of sit-
uations. Each class of preferred shares usu-
ally carries one preference, and they are
issued in series and called Class B, C, or D
shares, as the case may be.

Sally and Mary are not worried about
preferred shares right now, but they see that
they may need to issue some in the future as
the business becomes successful. Therefore,
in their articles of incorporation, they are in-
cluding the right to issue Class B preferred
shares.    

3.4b Par-value and 
no-par-value shares

In the past, the value of a corporation’s
shares, called the par value, could be fixed
in the corporation’s incorporation docu-
ments. Shares that did not have this fixed
value were called no-par-value shares. You
may still hear these terms, but please note
that Alberta law abolished par-value shares
quite a few years ago, so Mary and Sally’s
corporation will have only no-par-value
shares. Mary and Sally, as directors of the
corporation, will set the value that must be
paid to purchase any shares when the shares
are issued. 

3.5 Pre-incorporation contracts

Since Mary and Sally are already in busi-
ness, they are presently liable for any con-
tracts they make before the corporation is
incorporated. However, they might want to
shift liability for any new contracts to the
corporation. 

For example, they might have a lead on
the perfect warehouse and want to nail the
space down before someone else does. They
should make it clear that they are contract-
ing “on behalf of a corporation to be incor-
porated,” and should write those words on
any document they sign. Doing so will give
notice to the people or businesses with
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which they are dealing that once the corpo-
ration is in existence, it will have the right to
ratify and accept the contract. When it does,
Sally and Mary will no longer have any re-
sponsibility under that contract. If, for some
reason, the corporation doesn’t ratify the
deal, Sally and Mary remain personally li-
able. However, as the incorporators, share-
holders, and directors, they have the power
to make sure it does. 

4. Conclusion

There are many reasons why people choose
to incorporate their businesses. For Sally
and Mary, the decision may come down to
nothing more tangible than a conviction that
they are going to be successful and a desire
to communicate that conviction to the rest of
the world. And that is legitimate.

The best advice for anyone considering
incorporation is this: if making a living from
your business is your main goal, and if you
will need all the money from your business
to live on, then you don’t need a corporation
— yet. But if your business will be earning
more money than you need, go ahead. 

In the long run, a corporation is the
proven choice for those who need flexibility,
and incorporating will position you to ben-
efit from the growth of your business in
ways that sole proprietorship and partner-
ship cannot. 

The rest of this book tells you what to do
once you are sure that a corporation is right
for you. 
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