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Notes
The nation should have a tax system that looks like someone designed it on purpose.  
William Simon
1. This chapter examines the general rate income pool, or “GRIP”.  “Eligible dividends” paid by private corporations are paid from GRIP.  All dividends paid by public corporations are eligible dividends, except to the extent the corporation has a “low rate income pool”, or “LRIP”.  A public corporation that has LRIP cannot pay eligible dividends until its LRIP is exhausted.    

The GRIP and Eligible Dividend System 
2. “Eligible dividend" is defined in subsection 89(1) of the Act.  Paragraph (a) of the definition deals with dividends received directly by a Canadian-resident taxpayer.  Paragraph (b) deals with dividends received by a Canadian-resident taxpayer as a member of a partnership or a beneficiary of a trust.  In either case, the dividend becomes an eligible dividend by designation by the corporate payor.
3. The designation requirement is found in subsection 89(14) of the Act.  It provides that a corporation designates a dividend to be an eligible dividend by notifying in writing at the time the dividend is paid each person to whom it pays the dividend that the dividend is an eligible dividend.  There are no statutory provisions regarding the form of the designation.  
4. The “general rate income pool” (“GRIP”) is defined in subsection 89(1) of the Act.  It is computed at the end of the year of the CCPC.  Review the definition, and the definition of “general rate factor”, also found in subsection 89(1).  What is the concept of the “general rate factor” intended to accomplish?  
5. GRIP can be negative.  The GRIP formula in subsection 89(1) of the Act is essentially taxable income multiplied by the general rate factor less income eligible for the small business deduction less aggregate investment income.  This could result in a negative amount if a corporation has taken certain deductions in computing its taxable income.  An example is charitable donations, which are deducted in computing the corporation's taxable income.  A corporation that had $550,000 in taxable income and $100,000 in charitable donations could end up with GRIP of -$50,000 if the entire small business deduction was claimed.
6. Corporations that are not CCPCs do not have a GRIP.  Instead, they have a "low rate income pool" or "LRIP" account.  LRIP is defined in subsection 89(1) of the Act.  Unlike GRIP, which is computed at the end of a CCPC's taxation year, LRIP is determined at any particular time a dividend is paid.  Review the definition.
7. A corporation with an LRIP must pay ordinary dividends equal to its LRIP before it will be able to declare eligible dividends

Excessive Eligible Dividend Designations
8. A corporation that pays dividends in excess of its GRIP is required to make an "excessive eligible dividend designation".  This phrase is defined in subsection 89(1).  Paragraph (a) of the definition deals with CCPCs; paragraph (b) deals with corporations that are not CCPCs.  
9. Paragraph (c) of the definition of "excess eligible dividend designation" is an anti-avoidance rule that deems the excess eligible dividend designation to be the amount of the eligible dividend "…if it is reasonable to consider that the eligible dividend was paid in a transaction, or as part of a series of transactions, one of the main purposes of which was to artificially maintain or increase the corporation’s general rate income pool, or to artificially maintain or decrease the corporations low rate income pool".
10. Any such excessive eligible dividend is liable to tax of 20% under Part III.1 of the Act.  An additional tax of 10% applies if the anti-avoidance rule applies.  
11. Excess eligible dividend designations are made on a dividend-by-dividend basis.  A shareholder who does not deal at arms length with the corporate payor is jointly and severally liable with the corporation to pay some portion of the corporation’s Part III.1 tax payable.  The amount of the shareholder’s liability is determined by subsection 185.2(3) of the Act as "…that proportion of the corporation’s tax payable under this Part because of the designation that the amount of the eligible dividend received by the shareholder is of the total of all amounts each of which is a dividend in respect of which the designation was made".  The formula determining the excess eligible dividend designation ensures that the corporation’s GRIP is allocated over all eligible dividends paid in the year.  The shareholder’s liability is, therefore, restricted to the shareholder’s proportionate interest in the particular eligible dividends received by the shareholder.  
12. Subsection 185.1(2) provides an election whereby a corporation, rather than paying the 20% tax for an excessive eligible dividend designation, may elect that the excess amount of the dividend be treated as an ordinary taxable dividend rather than eligible dividend.  Such an election is only valid if it is made with the concurrence of the corporation and all its shareholders who received or were entitled to receive the original dividend and whose addresses are known to the corporation.  The election must be made by the corporation within 90 days after the corporation is assessed under Part III.1.  The shareholder concurrence must be made within 30 months after the date of the original dividend.
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