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Executive Summary

This report provides an in-depth comparative analysis of the U.S. Form 1120 (U.S. Corporate Income Tax
Return) and Canada’s T2 Corporation Income Tax Return. Form 1120 is the standard annual income tax return

filed by U.S. C-corporations, used to report a corporation’s income, gains, losses, deductions, credits and to

determine federal tax liability (www.irs.gov). Similarly, Canada’s T2 is the mandatory annual return for

Canadian corporations — essentially all resident corporations (including nonprofits and inactive corps) must file

T2 every year, even if no tax is payable (www.canada.ca). A few special entities (e.g. registered charities,

Crown corporations) are exempt. (www.canada.ca)

There are several key contrasts between Form 1120 and T2 in structure, filing obligations, rates and

provisions:

« Scope of filing: In the U.S., domestic C-corporations (except those electing S-status or other specials)

are required to file Form 1120 (www.irs.gov). In Canada, practically all domestic corporations file T2
(including non-profits and inactive companies) (www.canada.ca). For foreign corporations, the U.S.
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generally uses Form 1120-F (for branches with U.S. nexus), whereas Canada requires a non-resident
corporation to file T2 if carrying on business in Canada or disposing of Canadian property
(www.canada.ca).

« Filing deadlines: Form 1120 is due on the 15th day of the 4th month after the tax year ends (e.g. April
15 for calendar-year corps) (www.taxact.com). U.S. corporations may request a 6-month extension
(using Form 7004) to the 15th day of the 10th month (www.taxact.com). In contrast, T2 must be filed
within six months after a Canadian corporation’s fiscal year-end (www.canada.ca). For example, a Dec
31 year-end T2 is due by June 30 (www.canada.ca). (No automatic extension beyond six months is
generally allowed, though late filers incur penalty.)

« Tax rates: U.S. federal corporate tax is a flat 21% under current law (taxsummaries.pwc.com). (U.S.
corporations also face separate state taxes, which can raise the combined rate by several percentage
points.) Canada’s federal general rate is 15% after statutory abatements (taxsummaries.pwc.com)
(www.canada.ca). In addition, Canadian provinces add corporate tax, so combined federal+provincial
rates typically range roughly 25-30% (depending on jurisdiction) (www.canada.ca) (www.pbo-dpb.ca).
Notably, Canadian small businesses (Canadian-controlled private corporations claiming the Small
Business Deduction) pay only 9% federal (plus a reduced provincial rate) on their first CA$500,000 of
active business income (www.canada.ca), whereas U.S. C-corporations have no such preferential rate
(all income is taxed at 21%).

» Form structure and schedules: Form 1120 is typically a fairly concise return (a five-page form with
Attachments), consisting of income and deduction lines on Page 1, tax computations and payments on
Page 2, information on shareholders and other schedules on Pages 3—4 (including Schedule L for
balance sheets, Schedule M-1 or M-3 for book-to-tax reconciliation, etc.) (www.irs.gov) (Www.irs.gov).
T2 is a larger return (the base form is about 9 pages, with numerous schedules). Page 1 captures
general info (corporate ID, year), Page 2—-3 summarize financial data (net income, taxable income, tax
liability, carrybacks), and Page 9 (T2) and additional schedules compute taxes and credits. Crucially,
Canada’s T2 requires companies to attach financial statements and General Index of Financial
Information (GIFI), and Schedule 1 on Page 3 reconciles net income per financial statements to net
income for tax purposes (www.canada.ca). In the U.S., that reconciliation is done via Schedule M-1 or
M-3 (with M-3 required only for large corporations with 2$10M assets (www.irs.gov)).

» Deductions and credits: Both systems allow interest, wages, and other ordinary business deductions,
but there are unique items. For example, U.S. corporations deduct depreciation via MACRS, whereas
Canada uses Capital Cost Allowance (declining-balance CCA classes) (www.canada.ca) (wWww.irs.gov).
Another contrast is inter-corporate dividends: the U.S. provides a Dividends-Received Deduction (DRD)
of 50%, 65% or 100% (depending on ownership percentage) on related-corporation dividends
(www.irs.gov). Canada allows full deductibility of many dividends received from other Canadian
corporations (subject to certain rules) — effectively eliminating tax on corporate-to-corporate dividends
(www.canada.ca). The forms reflect this: Form 1120’s Schedule C handles DRD computation
(www.irs.gov); T2's Schedule 3 covers deductible taxable dividends (under ITA sec.112) and computes
eligible refundable tax credits (www.canada.ca).
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« Tax credits and filing mechanics: Credits flow differently. U.S. credits (investment credits, foreign tax
credits) go on the main return (often with Form 1118 for foreign tax) and reduce tax liability on Form
1120. In Canada, T2 includes separate credit and tax calculation schedules (e.g. Schedule 7 for foreign
tax credits, provincial tax forms). Forms differ in detail of required attachments (e.g. R&D credits use
Form 6765 in U.S.; Canada requires SR&ED forms on Schedule 31).

« Electronic filing and compliance: Both countries offer e-filing.The U.S. generally requires electronic
filing if a corporation files 210 forms (return and other info forms) per year (www.irs.gov), although on-
demand filers often e-file. Canada similarly mandates e-filing for larger corporations (e.g. >$1M
revenue) and encourages all others. Penalties for late/incorrect filing exist in both jurisdictions (for U.S.,
5% of tax per month up to 25%; for Canada, 5—-10% plus monthly adders (www.canada.ca)).

This report proceeds as follows: after this summary, we present background on corporate tax systems and the
origins of each form, then examine in detail each return (1120 and T2) by function, contrasting line items and
schedules. We analyze filing requirements, deadlines, rate structures, deductions, credits, and unique items
(e.g. net operating loss carryforwards, capital cost allowance, refundable taxes). Case studies and numerical
examples illustrate how identical scenarios are treated under each system. We conclude with a discussion of
the policy and practical implications of these differences for businesses and tax administration.

Introduction and Background

The corporate income tax in both the United States and Canada has a long history and serves as a major
source of federal (and sub-federal) revenue. In the U.S., a corporation income tax first appeared in federal law
in 1909 (enacted during anti-trust wars), and was later entrenched by the 16th Amendment (1913) (www.pbo-
dpb.ca). Canada introduced a federal corporate tax in 1917 to help fund World War I. Over the decades, both
countries have periodically overhauled corporate tax rules (tax rates, special provisions, etc.). The U.S. most
recently enacted the Tax Cuts and Jobs Act of 2017, which dramatically lowered the top federal corporate tax
rate from 35% to a flat 21% (www.pbo-dpb.ca) (taxsummaries.pwc.com). Canada’s last major reforms (ending
in 2018) stabilized the federal general rate at 15% (down from 28% before abatements) (www.canada.ca).
Canada also provides a distinct low rate (9% federal) for small-business income through the Small Business
Deduction (www.canada.ca).

Despite these high-level similarities, the two systems have evolved different mechanics and administration.
Each jurisdiction issues a standardized corporate tax return that legal entities must use. In the U.S., Form
1120 — titled “U.S. Corporation Income Tax Return” — is the official IRS form for domestic C-corporations
(www.irs.gov). The IRS publishes detailed instructions (IRS instructions for Form 1120) and regulations
(Subchapter C of the Internal Revenue Code) governing this form. In Canada, T2 Corporation Income Tax
Return is issued by the Canada Revenue Agency (CRA) for taxable corporations. The CRA publishes a
comprehensive T2 Income Tax Guide (Guide T4012) explaining each section of the T2.

The obligation to file these returns is broad. In the U.S., any domestic corporation (a corporation created or
organized in the U.S.) that earns income or has gross receipts must file Form 1120 for each tax year, unless it
falls under a special regime (e.g. S-corporations file Form 1120-S instead, regulated investment companies file
Form 1120-RIC, etc.). IRS instructions confirm that “Domestic corporations must file Form 1120, unless they
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are required to or elect to file a special return” (www.irs.gov). In Canada, the Income Tax Act imposes a filing
requirement on virtually all resident corporations: “All resident corporations (and some non-resident
corporations) ... have to file a T2 Corporation Income Tax Return for every tax year, even if there is no tax
payable” (www.canada.ca). The only Canadian exception is a corporation that maintained registered-charity
status for the entire year (which instead files a charity information return). Non-resident corporations with
Canadian business activities must file T2 if they carried on business in Canada or disposed of Canadian
property (www.canada.ca).

The statutory deadlines also differ significantly. The U.S. due date (without extension) is the 15th day of the 4th
month after year-end. For most calendar-year corporations, this means April 15 (the same as individual
returns) (www.taxact.com). Corporations may file Form 7004 by the original due date to obtain a 6-month
extension (to October 15) (www.taxact.com). In Canada, there is no automatic extension procedure; the
standard rule is six months after the fiscal year-end. The CRA T2 guide specifies: “When the corporation’s tax
year ends on the last day of a month, file the return by the last day of the sixth month after the end of the tax
year. When [it] is not the last day, file by the same day of the sixth month after year-end” (www.canada.ca).
(E.g. a June 30 year-end return is due Dec 31.) Paying and installment schedules likewise differ (discussed
below).

At a high level, both countries’ corporate returns serve similar purposes: they begin with book-based net
income and then reconcile it to taxable income, apply the statutory tax rates, and compute credits/deductions.
Yet the line-by-line treatment can vary. As an example, an American corporation’s textbook “net income” from
its ordinary course of business (per Schedule L of Form 1120) is adjusted on Schedule M-1 (or M-3) and
Schedule C for differences like bonus depreciation, tax-exempt interest, etc (www.irs.gov) (www.irs.gov). A
Canadian corporation’s net income from financial statements (captured on Schedule 125 GIFI) is reconciled on
Schedule 1 of T2 to taxable income (www.canada.ca). The mechanics of deductions (such as capital cost
allowance vs. U.S. depreciation) and credits (dividend deductions, foreign tax credits, etc.) reflect each
country’s tax code.

This report will examine these mechanisms in detail. We organize the comparison by functional topics (filing
requirements, form structure, income/deduction categories, tax rates, credits, etc.). Throughout, we cite the
official IRS and CRA guidance and relevant tax literature. Where applicable, we include data and examples.
Case studies illustrate how a particular business scenario would play out in each system. Finally, we discuss
the implications for multinational businesses and tax policy.

1. Filing Requirements and Deadlines

Who must file: In the U.S., IRS Form 1120 is filed by domestic corporations subject to U.S. tax on
worldwide income (unless they elect a different status). The IRS instructions state clearly: “Use Form 1120,
U.S. Corporation Income Tax Return, to report ... the income tax liability of a corporation” (www.irs.gov). Most
C-corporations (including personal service companies, foreign-controlled domestic corps, banks, insurance
companies, etc.) use Form 1120, whereas S-corporations (small biz pass-throughs) file Form 1120S and many
other special entities have their own forms (e.g., Form 1120-FSC, 1120-L). All U.S. domestic corporations with
gross receipts or assets exceeding minimal thresholds must file 1120 (www.irs.gov) (www.irs.gov). A “domestic
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corporation” is generally one organized under U.S. state law or doing business primarily in the U.S. Foreign
corporations that have a U.S. trade or business (and certain U.S. shareholders) may have to file Form 1120-F
instead.

In Canada, the filing rules are broader. The CRA states that every resident corporation must file a T2 return
for each tax year even if no tax is owed (www.canada.ca). This includes operating businesses, investment
corporations, tax-exempt corporations, inactive corporations, and nonprofit corporations. The only exception is
corporations that were registered charities for the entire year (who instead file a charitable return). Non-
resident corporations file T2 only if they have Canadian business income or dispose of Canadian property
(www.canada.ca). In practice, virtually every incorporated business in Canada ends up filing some form of
corporate return (either federal T2 plus possibly provincial forms).

Due dates: The U.S. due date (without extension) is the 15th day of the 4th month after year-end. As TaxAct
explains, “Generally, a corporation must file its income tax return by the 15th day of the fourth month after the
end of its tax year” (www.taxact.com). For calendar-year taxpayers, this is April 15. If April 15 falls on a
weekend or holiday, the deadline shifts to the next business day (www.taxact.com). US corporations can
obtain a 6-month extension by timely filing Form 7004; calendar-year C-corps’ returns can thus be extended to
September 15 (www.taxact.com). (The TaxAct guide notes that recent law changes move extended due dates
for calendar-year corps to October 15 beginning in 2026.)

In Canada, the T2 due date is tied to the last day of the fiscal year. The Income Tax Act mandates filing no later
than six months after year-end. The CRA T2 guide confirms: “When the corporation’s tax year ends on the last
day of a month, file the return by the last day of the sixth month after the end of the tax year. When the last day
of the tax year is not the last day of a month, file ... by the same day of the sixth month after the end of the tax
year” (www.canada.ca). For example, a corporation with a March 31 year-end must file by September 30; one
with a December 31 year-end must file by June 30 (www.canada.ca). If this due date falls on a weekend or
statutory holiday, the return is timelined to the next business day (www.canada.ca).

Unlike the U.S., Canada has no automatic extension beyond 6 months. Entities can sometimes postpone
payment through administrative arrangements, but the T2 itself must generally be filed by the deadline.
Penalties for late filing can be steep (commonly 5-10% of unpaid tax plus monthly add-ons) (www.canada.ca).

Electronic filing: Both tax authorities encourage e-filing. The IRS required that large filers (those filing 10 or
more total returns in a year) must e-file Form 1120, although waivers can be requested (www.irs.gov). Smaller
corporations can voluntarily e-file or mail paper returns. Canada similarly mandates electronic filing for many
corporations — for instance, all corporations with over $1 million in gross revenue must file T2 electronically —
and the CRA reports that 95% of electronically filed T2 returns are processed within 45 days (www.canada.ca).
In both jurisdictions, the official policy is to move toward full digital filing.

Penalties and interest: In both countries, coefficients and penalties enforce compliance. The IRS imposes
failure-to-file penalties of 5% of tax per month late (max 25%) (www.irs.gov). Canada’s penalties are similar
(e.g. 5% plus 2% per month on late unpaid tax, or 10% plus 3% per month in repeat instances)
(www.canada.ca). Interest accrues on unpaid tax from the due date in both systems. Both Canada and the
U.S. have special regimes for missed installments, reportable transactions, and so forth, but those lie beyond
the scope of a simple form comparison.
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2. Form 1120 (U.S. Corporate Return) -
Overview and Structure

Form 1120 is the standard U.S. corporate income tax return for C-type corporations. The official IRS Form
1120 consists of several pages:

« Page 1 (Income & Deductions): This page collects the corporation’s revenue and expense items to
compute taxable income. Line 1 reports gross receipts or sales (www.irs.gov), reduced by returns and
allowances (Line 1c). Lines 2-10 cover Cost of Goods Sold, gross profit, dividends, interest, rents,
royalties, capital gains (net, from Schedule D), and other income (www.irs.gov). Lines 12—29 list
deductions such as compensation, repairs, bad debts, rents, taxes, interest, charitable contributions,
depreciation, advertising, etc. (Notably, deductions like Federal income taxes are not deductible; in
general the U.S. disallows a deduction for its own tax.) The difference between total income and total
deductions yields “taxable income” on Line 30 (www.irs.gov).

- Page 2 (Tax, Credits, Payments): Page 2 computes the actual tax liability and payments. A key
component is Schedule J (Tax Computation and Payment) which starts on Page 2. Schedule J
calculates “Total Tax” by applying the corporate tax rate (currently a flat 21% of taxable income, plus
certain additional taxes). Credits (foreign tax credit, general business credits, etc.) are applied to reduce
tax, and prepaid taxes/estimated payments are subtracted to yield balance due or refund. Lines 1-33 on
Schedule J feed back to Page 1. (Amendments can be filed on Form 1120-X.)

« Page 3 (Shareholder Info & Reconciliation — Schedules K, L, M-1/M-3): The bottom of Page 1 and
page 3 contain informational schedules. Schedule K (Part | through V1) collects various miscellaneous
facts: divisibility of owned shares, credits claimed, consolidated return information, organizational or
startup costs, compensation of officers, etc. Also on Page 3 (or subsequent pages) is Schedule L
(Balance Sheets per Books), which compares the corporation’s assets, liabilities, and equity at the start
and end of the year. If total receipts are 2$250,000 or total assets =2$500,000, a full Schedule L is
required.

Importantly, Schedule M-1 or M-3 reconciles book and tax income. If the corporation’s total assets at
year-end are less than $10 million, it may use Schedule M-1 to reconcile “net income per books” to
taxable income (adding/subtracting items such as tax-exempt interest, depreciation differences, etc.). If
assets are $10 million or more, the corporation must use Schedule M-3, a much more detailed
reconciliation (www.irs.gov). The instructions for Schedule M-3 state: “A domestic corporation ... that
reports on Schedule L total assets at the end of the year that equal or exceed $10 million must file
Schedule M-3 instead of Schedule M-1" (www.irs.gov). This requirement ensures large corp give a full
breakdown of adjustments. (Schedule M-3 also affects Schedules L and M-2, so these schedules order
is M-3, then M-2.)

« Page 4 (Continuation and Schedule M-2): This includes Schedule M-2 (Analysis of Unappropriated
Retained Earnings), which tracks the changes in the corporation’s earnings per books (after
distributions, adjustments, etc.). This schedule wraps up the reconciliation of book income to tax income
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via retained earnings.

« Pages 5 (Other Schedules/Wrap-Up): Often used for additional schedules (for example, Schedule O
for consent elections and miscellaneous items for consolidated returns, etc.).

In short, Form 1120 is structured so that Page 1 computes taxable income; Page 2 converts that into tax
liability after credits; and Pages 3—4 provide the underlying corporate information and the crucial book-to-tax
reconciliation (Schedules M-1/M-3) (www.irs.gov) (Www.irs.gov).

2.1 U.S. Tax Calculation on Form 1120

The computation of U.S. corporate tax on Form 1120 is relatively straightforward thanks to the flat corporate
rate. Schedule J line 31 simply multiplies taxable income by 21% (the flat rate for 2018—2025)
(taxsummaries.pwc.com). Special taxes are then added: for example, Form 1120 Page 2 includes lines for
alternative minimum tax (prior to repeal for corporations), personal holding company tax (still 20%),
accumulated earnings tax, etc. (However, many of these rarely apply to typical companies.)

Credits can reduce this tax. Common credits include the foreign tax credit (FTC on Form 1118) (www.irs.gov)
(taxsummaries.pwc.com), general business credits (Form 3800), and others (e.g. credit for taxes paid on fuels,
orphan drug credit, etc.). Schedule J subtracts credits (lines 5-12) and computes net tax. Payments (line 20-
Section 31 and 940 payments) and estimated taxes (line 14) are tallied to find any balance due (line 34) or
overpayment (line 33).

If credited amounts or taxes paid exceed current liability, refunds are issued,; if underpaid, interest accrues
from the original due date. Penalties (e.g. 6651 late payment penalty) are self-assessed on line 35.

2.2 Key Schedules of Form 1120

Beyond the main pages, several attached schedules are worth noting, as they show differences with Canada’s
approach:

« Schedule C (Dividends, Inclusions, Special Deductions): This schedule is used to compute the
dividends-received deduction (DRD) and to report certain dividend income. Lines 1-5 of Schedule C
collect dividends received from affiliated domestic and foreign corps. Worksheet instructions in the Form
1120 guidance illustrate how to calculate the allowed DRD (50%, 65% or 100% depending on
ownership) (www.irs.gov). Essentially, domestic dividends are partially deductible to prevent triple-
layered tax. This is arguably analogous to Canada’s dividend-deduction rules, though implemented
differently (see Canada section).

« Schedule J (Tax Computation): We already discussed this — it computes tax and applies credits.

» Schedule L (Balance Sheets): As noted, needed if a company is of a certain size. It shows the balance
sheet, and total assets on Schedule L triggers M-3 if =$10M (www.irs.gov).

» Schedule M-1/M-3 (Reconciliation): If small, Schedule M-1 simply has a few lines: “Net income per
books” (line 1), plus adjustments (tax-exempt interest, charitable contributions in excess of limit, etc.) to
get line 7 “taxable income per return.” If using Schedule M-3 (for large corps), an entirely new multi-page
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form is attached, detailing differences in 11 broad categories (net income, items, elimination of
duplications, etc.). The move to M-3 for large corps underscores that U.S. tax law cares more about
book-tax differences for big corps than for small ones.

Schedule M-2 (Retained Earnings): Shows how beginning R/E becomes ending R/E, factoring in
compensation of officers, net income, distributions, etc.

Schedule O (Consent Elections): Used by consolidated groups.

Schedule UTP (Uncertain Tax Positions): Although filed separately, was instituted under FIN 48 and
covers whether corporate tax positions are uncertain. (Not on the form unless required as an
attachment.)

For our purposes, the main contrast is that Form 1120 is broadly a federal-only return, driving a single tax,

whereas T2 is both a federal and provincial calculation. Yet within Page 1, the broad categories of income

(sales

, COGS, interest, rents, capital gains, other income) and deductions (compensation, rent, interest,

depreciation, etc.) mirror many of the fields on T2, albeit with different terms.

3. T2 Corporation Income Tax Return
(Canada) — Overview

Canada’s T2 Corporation Income Tax Return is the federal corporate tax return, which also integrates most

provincial taxes. The return is currently 9 pages long (for the general form T2, tax year 2024 and beyond). Key

features of the T2 process include:

Who files: Virtually all Canadian resident corporations file T2 each year (www.canada.ca). This includes
private companies, public companies, non-profits, inactive companies, etc. Only registered charities (if
continuously so) are exempt (www.canada.ca). Non-residents with Canadian business income or
property dispositions also file T2 (www.canada.ca). There is no smaller-entity return like the U.S. 1120-
S; even a one-person incorporated Canadian “small business corp” uses the same T2 (though it may be
simpler if passive). The CRA even provides a T2 Short Return (T2SCH3) for very small inactive
corporations, but in general the full T2 applies.

Due date: Six months after fiscal year-end, as covered above (www.canada.ca). This is longer than the
3-month U.S. deadline, which gives Canadian firms more time to prepare full financial statements.

Filing medium: All corporations (except a few very limited exceptions) must file T2 electronically (via
the CRA's Corporation Internet Filing), especially those over $1M revenue. Paper forms may still be
used by small corporations with very simple returns, but the CRA prefers e-filing.

The T2 form itself and its instructions (CRA Guide T4012) cover the following parts:

NetSuite consulting - ERP integration - Finance & operations

Pages 1-3 - Income and Taxable Income: Page 1 is primarily identification (corporate name, address,
Business Number, year-end, type of corporation, residence, etc. as indicated by line 001-085 entries)
and questions (e.g. dual residencies, elections, partnership-membership, etc.) (www.canada.ca). It also
asks for the net income per financial statements (Schedule 125) and various adjustments (Schedule 1
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items) to compute taxable income. Page 2 continues Schedule 1 (net income reconciliation) and page 3
completes taxable income and carries it to tax calculations. Lines 300-410 on page 3 calculate taxable
income: starting with net income per statements, subtracting non-taxable amounts (like eligible
dividends received) and adding non-deductible expenses (charitable gifts, non-capital losses from
earlier years, etc.) (www.canada.ca).

o Tax Calculation (Pages 4-8): Pages 4—8 compute tax. Lines 500-580 on page 4 cover federal tax:
applying the statutory rate (Part | tax = 15% of taxable income, before credits) and adding surtaxes (e.g.
for banks/life insurers at +1.25% on income over $1M) (www.canada.ca). The result is “federal tax”.
Page 5 allows reporting of various tax credits (foreign tax credit, investment tax credits, etc.) which
reduce federal tax. Page 6 calculates the “net federal tax” after credits, then adds provincial taxes.
Provinces that have tax collection agreements with CRA (all except Quebec and Alberta
(www.canada.ca)) are incorporated here. The form has a section for each participating province or
territory, where the applicable provincial tax rate (lower/higher rate depending on income) is applied
(www.canada.ca). For example, Ontario’s lower rate is 3.2% and higher rate 11.5% (www.canada.ca).
The sum of federal and provincial tax yields total tax payable. Page 7 reports refundable taxes (like Part
| tax on certain investment income that triggers eligible refundable tax, etc.), and page 8 accounts for
RDTOH (refund-of-tax on hand) and dividend refunds when corporate taxes have been refunded by
issued dividends.

« Schedules and Attachments: The T2 is accompanied by numerous schedules/forms (often dozens of
pages). Notably:

o Schedule 1 (Net Income Reconciliation): This reconciles book net income to taxable income —
very similar in concept to U.S. Sched M-1 (for a small corp) or M-3 (for big corp), but it is a fixed
part of T2 (www.canada.ca). Schedule 1 allows adjustment for donations, capital cost allowances,
half-year rule, reserves, non-taxable capital gains, etc.

o Schedule 8 (Capital Cost Allowance): Summarizes depreciation (CCA) claims by class. Canada
uses declining-balance rules with prescribed rates, quite different from U.S. MACRS. The CRA
provides detailed schedules to compute CCA (including any “half-year rule” on acquisitions)
(www.canada.ca).

o Schedule 4 (Loss Continuity): Used to apply non-capital losses and capital losses from other
years (www.canada.ca).

o Schedule 3 (Dividends Received, Taxable Dividends Paid, Part IV Tax): This tracks
intercorporate dividends. It computes the Dividends Received Deduction under section 112
(also 138) for taxable dividends the corporation received from certain Canadian corporations. As
CRA guidance states, “taxable dividends from a taxable Canadian corporation, or from a
corporation resident in Canada and controlled by the receiving corporation” are deductible
(www.canada.ca). (This prevents triple taxation of corporate earnings.) It also calculates Part IV
tax on dividends, etc. This is roughly analogous to the U.S. DRD.

o Schedule 7 (Foreign Tax Credits): If the corporation paid taxes to a foreign country, this
schedule claims a credit (or deduction) against Canadian tax, subject to normal limitation rules.
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o Schedules for RDTOH (Part | refunds): If the corporation has investment income, portions of
the paid tax are refundable when dividends are paid out; Schedules 2 and 6 and entries on page
8 deal with that.

o Other Schedules: There are specialized schedules (12 for resource deductions, 16 for
cooperatives, etc.) that apply in narrow contexts.

« Financial Statements: A major difference from Form 1120 is that T2 requires actual financial
statements or their GIFI summary to be attached. Tours of the T2 guide show that Schedule 125
(Income Statement) and Schedule 126 (Balance Sheet) are expected attachments for “regular”
corporations. The CRA gathers data from these via GIFI codes. By contrast, U.S. Form 1120 includes
only a summarized Schedule L (books’ balance sheet) and M-1 reconciliation, not the full financial
statements on file.

In sum, the T2 is more elaborate in capturing financial data directly. The form presumes accrual accounting
and ties closely to corporate financial statements. It also consolidates federal and most provincial tax
calculations in one return, whereas U.S. corporations must file separate state tax returns.

3.1 Canadian Tax Calculation on T2

The tax computation on T2 follows Canada’s two-tier structure (federal + provincial). On page 4 of the T2, a
base Part | tax is computed as 15% of taxable income (the statutory federal rate for 2024) (www.canada.ca).
There is an additional surtax of 13.671% on taxable income exceeding the small business limit (resulting in an
effective 26.5% for large corp, i.e. 15% + 13.671% of income over $500K). Banks and life insurers add 1.25%
and 2% surtaxes (on the portion of income over $1M).

After those additions, credits are applied. Canada offers various federal tax credits (e.g. federal investment tax
credits, SR&ED credits, charitable donation credits — although charities don’t pay tax — etc.) which reduce the
federal tax. The “net federal tax” is then carried to page 6. On pages 5-6, the T2 also incorporates
provincial/territorial tax. Each province with a collection agreement has its own computation: the return asks for
taxable income eligible for the small business rate and for general rate. For instance, Schedule “Ontario” (page
6) would apply Ontario’s small rate (3.2%) to the first $500K and its general rate (11.5%) to any remaining
income (www.canada.ca). The sum of all provincial taxes is added to federal net tax, giving a “Total Tax
Payable.”

Finally, page 8 deals with two features unique to Canada’s system: the Refundable Dividend Tax on Hand
(RDTOH) and Part IV tax. Collectively, these govern how tax on passive income is partly refunded when
dividends are eventually paid. In brief, a corporation that has paid corporate tax on investment income
accumulates RDTOH. When it pays taxable dividends to shareholders, it may receive a “dividend refund” of
some or all of that RDTOH (subject to certain ratios). The T2 computes these rules with entries on page 8
(lines 910-920). Schedule 3 and Schedule 6 feed into these lines, ensuring that corporations do not
permanently lose all the tax paid on investment income if they distribute earnings.

By contrast, the U.S. corporate return simply calculates one corporate tax and does not seek to refund taxation
of unrealized or distributed profits. In the U.S., any refund is merely the result of overpayment or carryback of
losses. Canada’s RDTOH concept (unique to its integrated corporate/individual tax system) has no U.S.
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analogue on Form 1120.

4. Line-by-Line Comparisons

We now compare specific lines and concepts of Form 1120 with their rough counterparts on the Canadian T2.
This is not exhaustive line by line, but highlights major categories of income, deductions, and items.

4.1 Revenue and Gross Income

» Sales and Receipts (Form 1120, Line 1) vs. Total Revenue (T2, Schedule 125): Form 1120's line 1la
records gross receipts/sales, less returns. T2 does not have a single “gross revenue” line on the main
form; instead, total revenue is derived from the financial statements (Schedule 125). Schedule 125 is
analogous to a P&L.: it lists sales, service revenue, investment income, subtractions (returns,
allowances), etc., producing a total revenue figure. In practice, the IRS might expect “gross receipts”
equal to the revenue shown on Schedule 125. Both amounts must reconcile.

« Cost of Goods Sold (1120, Line 2) vs. COGS: Form 1120 line 2 deducts cost of goods sold (if any)
from gross receipts. In Canada, COGS is explicitly reported on Schedule 125 (“opening inventory” +
purchases — closing inventory). The net effect is the same — to arrive at gross profit — but Canada
integrates it into the financial statements, whereas the U.S. explicitly separates it on page 1.

« Dividends (1120, Line 4) vs. Dividends Received (T2): U.S. Form 1120 line 4 reports Dividends (with
sub-lines for deductible portion, etc.). If a corporation receives dividends from other C corporations, it
reports them here and then computes the dividends-received deduction on Schedule C (lines 1-4). In
Canada, dividends received are reflected in net income on Schedule 125, and then Canada allows
deduction of “taxable dividends received” on T2 if eligible (through Schedule 3 and deduction on
Schedule 1). In effect, both systems “exclude” intercorporate dividends from taxable income, but U.S.
does so by a DRD percentage, whereas Canada typically deducts the full amount of taxable dividends
received (www.canada.ca) (subject to some limitations like PFIC rules).

« Interest and Other Income (1120, Lines 5, 6, 7 etc.) vs. Investment and Other Income (T2): Form
1120 lines 5 (interest), 6 (rents), 7 (royalties), 8 (net capital gain), 10 (other income) capture passive and
non-operating income. The Canadian T2 rolls all such items into financial statement income. For
example, interest and royalties would appear on Schedule 125. Net capital gains appear differently:
Canada only taxes 50% of capital gains (the rest is excluded). In the T2, 50% of the capital gain is
included in schedule 1 (line 10 — “taxable capital gains”), whereas on Form 1120 100% of capital gains
are included on line 8 (capital gain net of loss).

Thus, a Canadian high-grade B&T investment sold at a gain would only 50% appear on taxable income,
whereas a U.S. corp would include 100% (subject to net capital loss offset limitations). (On the
converse, Canada allows 50% of capital losses to be deducted.) If a corporation has taxable Canadian
dividends (from mutual funds, etc.), that also must be included partially (at a higher inclusion rate or via
Part IV).
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4.2 Deductions

» Officer Compensation & Wages (1120 Lines 8-13) vs. Salaries (T2 Schedule 125/General): Both
returns deduct reasonable compensation for services. The U.S. specifically limits deduction for
compensation over $1M paid to certain executives unless special tests are met (Section 162m),
whereas Canada has no $1M cap for deduction (only a $1M limit affects the enhanced small business
rate and SR&ED ITC) (www.canada.ca). But for most companies, salaries and wages flow through as
normal expenses (941120 vs general expense on T2).

« Rent (1120 line 11): Rents paid for business property is deductible. Canadian corporations likewise
deduct rent expenses (Schedule 125 line). One difference: if rent is to a related party, U.S. may
scrutinize but generally allows it as paid; Canada follows transfer-pricing rules. (This is more a
substantive law issue than form difference.)

« Taxes (1120, Line 17): U.S. corporations may deduct state and local taxes (like property tax), but not
federal income tax. Canadian corporations can deduct provincial taxes as an expense (since those flow
through CRA collection after federal). The forms reflect this: 1120 allows state taxes on line 17, whereas
T2 shows corporate income taxes on separate lines (page 6) and those are not deductible on Schedule
1 (they are the things being computed).

« Interest (1120, Line 15): U.S. deducts interest on borrowed funds (subject to 163(j) cap rules in new
law). Canada allows interest deduction widely, but under recent rules has a thin capitalization and
interest limitation test for related-party debt. Form 1120’s line 15 corresponds to interest expense,
similar to Schedule 1 additions of “interest not deductible” in Canada.

o Charitable Contributions (1120, Line 16): U.S. allows a deduction up to 10% of taxable income (for
corporations) for charitable donations. The CRA allows charities donations deduction up to 75% of net
income (with some charities up to 100%), and unused donations can carry forward 5 years
(www.canada.ca). On Form 1120, excess to 10% is carried forward 5 years. On T2, donations are
deducted on Schedule 1 (lines 329-330) as part of adjustments, but again effectively limited to a
percentage of income. Neither form integrates charities fully in the corporate return (since charities are
mostly exempt).

» Depreciation/CCA (1120 Schedule Investments vs T2 Schedule 8): U.S. corporations use IRS
depreciation (MACRS) on fixed assets; the depreciation taken for tax often differs from book (GAAP)
depreciation. The difference flows through M-1/M-3. Canada uses Capital Cost Allowance (CCA):
corporations calculate a declining-balance deduction by asset class on Schedule 8 (www.canada.ca).
The T2 instructions and Schedule 8 (with supporting worksheets) guide this in detall, including “half-year
rule” accelerations. On Schedule 1, “CCA” is a deduction (line 323) reducing net income. If book
depreciation differs, Schedule 1 will reconcile. Thus both forms allow capital recovery over time, but use
different formulas.

« Other Deductions: Many other deductions align: advertising, repairs, insurance, depletion (for resource
corps), etc., appear as normal expenses on Schedule 125 (T2) or as lines on Form 1120. A few items
are treated differently: for instance, U.S. disallows goodwill amortization, while Canada allows a limited
amortization of goodwill (Schedule 14).
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4.3 Book-to-Tax Reconciliation

Both returns must reconcile reported accounting profit to taxable profit. On Form 1120, as noted, Schedule M-1
or M-3 handles this. For small (under $10M assets) U.S. C-corps, Schedule M-1 simply adds items like tax-
exempt interest, excess depreciation over book, penalties, etc. (www.irs.gov). Large corporations file Schedule
M-3 with many entries.

On the T2, this reconciliation is effectively built into Schedule 1. The net income from financial statements is a
starting point: Schedule 125'’s net income flows to Schedule 1 lines 101 and 250. Then Schedule 1 has
checkboxes for items “included in net income that aren’t taxable” (e.g. 80% of capital gains not taxed, exempt
life insurance proceeds, etc.), and “deductions not included in net income” (e.g. business limit deduction,
donations, non-capital losses carried in), as well as “expenses not deductible” (e.g. 10% of taxes entertain,
etc.) (www.canada.ca). The bottom line of Schedule 1 is “taxable income” brought onto page 3 of T2. In effect,
Schedule 1 is Canada’s unified reconciliation schedule; it accomplishes for all corporations (small or large)
what M-1/M-3 do for U.S. corporations.

An example: suppose a corp had $100 of book income, including $10 of tax-exempt municipal bond interest,
and $5 of CCA (tax depreciation) but book depreciation was only $3. In the U.S., on Schedule M-1 the $10
interest is added back (since tax-exempt), the $2 extra depreciation would also be added (if any reserve
difference), leading to taxable income of $102. In Canada’s Schedule 1, one would subtract the $10 (exempt
income) and add back the extra $2 deduction difference, again yielding $92 book to $102 taxable. The
mechanics differ, but the principle of adjusting for nontaxable items and differing depreciation is present in
both.

4.4 Losses and Carryforwards

e Current Year Losses: Both systems compute net losses and allow them to reduce other income. On
Form 1120, a net operating loss (NOL) can be carried back 2 years and carried forward up to 20 years
(for losses arising before 2018; post-2017 losses are carried forward indefinitely subject to limits)
(www.irs.gov). The T2 allows different types of losses: non-capital losses and net capital losses are
tracked on Schedule 4 (the Loss Continuity schedule) (www.canada.ca). Net non-capital losses can be
carried back 3 years or carried forward 20 years. Capital losses can generally only offset capital gains
(no carryback, carried forward 10 years).

e Carrying Back: On Form 1120, if a carryback is used, the corporation could file a separate Form 1139
to get a quick refund (NOL carryback or general business credit carryback) or just amend previous
returns. On T2, the corporation indicates on Schedule 4 the amount carried back and cannot reduce
taxable income in earlier years below zero. Canada also has provisions for “farm loss” and “restricted
farm loss” carrybacks on T2 (special schedules for farming corporations) (www.canada.ca), which 1120
does not have since U.S. personal farming losses are on 1040 Schedule F, not a corporate return.

« Loss Continuity: Both returns effectively keep track of unused losses. The T2's Schedule 4 is quite
detailed: it tracks losses by category (non-capital, farm, capital, restricted farm, etc. see the multi-part
index (www.canada.ca)). The IRS has no schedules on Form 1120 for loss continuity; losses are simply
recorded on lines 29 and 30 (and in an attached schedule if needed). A U.S. corporate loss would
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appear as a negative taxable income, which flows to Schedule J and yields a refund or credit. A
Canadian loss goes on Page 3 of T2 (Line 350 “non-capital losses of previous tax years”) or similar
lines, and if it produces a negative taxable income, a carryback is applied or carryforward noted.

4.5 Credits and Special Taxes

« Dividends: We already discussed the divisional differences. Form 1120 treats dividends via DRD. T2's
Schedule 3 and Schedule 1 handle taxable dividends paid and received, including the corporate surtax
(Part 1V) on dividends.

« Foreign Tax Credits: A U.S. corporation uses Form 1118 (attached to 1120) to claim credit for foreign
income taxes against U.S. tax on foreign-source income. Canada’s T2 has Schedule 7 for foreign tax
credits, which similarly offsets Canadian tax on foreign income. The limitations formulas differ, but both
systems allow credit up to the amount of domestic tax on that foreign income. (One difference: U.S.
taxes U.S. shareholders on all global income, and only credits foreign taxes; Canada taxes non-
resident-controlled foreign income only on repatriation of certain types (via Part IX tax or CFC rules), so
the credit systems operate in different contexts.)

« Research & Other Investment Incentives: The U.S. provides a research credit (Form 1120 includes
line 11d “General business credit” for such credits). Canada similarly has an SR&ED tax credit (reported
on T2 Schedule 31) and other investment tax credits. Both returns accommodate such credits, though
through different lines/schedules.

« New Limits (Base Erosion, Anti-Abuse): Recent U.S. law (BEAT) imposes an extra tax on large
multinationals with excess deductible payments to foreign affiliates. This appears via Form 8991
attached to 1120. Canada’s new “BEPS” rules (e.g. thin cap, intangible linking) change taxable income
but not via a special form on T2; apply via Schedule 1 adjustments. Thus Form 1120 now has additional
line (1f) for “Base erosion anti-abuse tax” (www.irs.gov), whereas T2 would simply include or disallow
expenses under ITA rules.

4.6 S Corporations and Partnerships (Not on 1120 vs Canada)

While beyond the core comparison, a notable difference is that in the U.S., some business income of corporate
form can bypass Form 1120 entirely: S corporations and partnerships/LLCs file different forms (1120S and
1065). In Canada, there is no dual-class of corporation — all eligible corps file T2, and pass-throughs generally
take the form of unincorporated partnerships (which file a T5013 information return, but do not pay tax
themselves; their partners pay tax on allocations). Personal service corporations (PSCs) in the U.S. are C
corps with a special 35% tax (unchanged by TCJA) to prevent avoidance via C corp status. Canada has no
direct analogue: personal business income of individuals is usually reported on personal returns (T1), not
corporation returns (except where a person incorp.).

Thus, in the U.S., Form 1120 only covers earnings of corporations taxed at the entity level. In Canada, if a
business incorporates, all its business income is on the T2, regardless of who owns it.
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5. Case Studies and Examples

To illustrate the above distinctions, consider two simplified case studies.

Case A: A Small Manufacturing Company (CAD$300,000 profit)

» Ownership/Structure: A privately-held 100% Canadian-owned manufacturing corporation (tax year
December 31), business is “active” (not a specified service professional corp).

« U.S. scenario: If this were a U.S. C-corporation, it would file Form 1120 by April 15 (with option to
extend to Sept 15). On its income statement it reports $300,000 net income. On Form 1120, it enters
this on line 30 (taxable income). Tax at 21% = $63,000 (Schedule J line 31). If this corporation also had
$10,000 of tax-exempt interest, Form 1120 (Schedule M-1) would add back that $10,000, making “net
income per books” $310,000 and taxable income $310,000, yielding $65,100 tax (21%). For simplicity,
assume no other differences. It does not deduct any federal taxes paid. If it paid no estimated payments,
it would owe $65,100 by April (plus any state tax).

» Canadian scenario: The same Canadian business reports $300,000 net income per its financial
statements (Schedule 125). It likely claims the small business deduction (assuming it's a CCPC with <
$500K Canadian active business income). On T2, Schedule 1 adjustments might be minimal (just
adding back any non-deductible gratuitous payments, subtracting allowed small business deduction).
Taxable income = $300,000. Federal tax on $300K at 9% = $27,000. Provincial tax (e.g. Ontario 3.2%
on first $500K) adds $9,600. Total tax = $36,600. If this corp donated $10,000 to charity, it could deduct
that on Schedule 1 (limited by 75% rule, so full $10K allowed here) — further reducing taxable income to
$290K, saving additional ~$1,200 in federal tax and $320 provincial (savings ~$1,520). In the U.S. case,
a $10,000 charitable gift deducts too, up to 10% of taxable (limit $32,000) so full credit, saving $2,100
(7% on 11% of taxable difference due to 21% tax).

Comparison: The Canadian small-biz rate (9%+3.2%) yields total tax ~$36.6K on $300K profit,
whereas the U.S. flat 21% yields $63K. The difference stems from Canada’s preferential small-biz rate
(www.canada.ca). (If this Canadian corp had not qualified as CCPC, its base federal rate would be
15%+2.25 surtax=17.25%, total ~20.45% with Ontario, still lower than 21% US.) The federal refund
mechanism (no refundable tax here unless it had investment income) doesn’t apply either.

This illustrates how similar business incomes can produce very different taxes due to rate differences and
deductions. On forms: the U.S. 1120 simply shows a higher net tax on page 2; the Canadian T2 shows much
lower tax on page 5-6 (thanks to the small rate). The line-by-line T2 would have “small business deduction” on
Schedule 5 reducing federal tax. (www.canada.ca) (1120 has no equivalent.)

Case B: A Cross-Border Scenario

e Scenario: A U.S. corporation (C-corp) has a Canadian wholly-owned subsidiary. During the year, the
Canadian sub earns $1,000,000 and pays $200,000 as dividends to the U.S. parent. The U.S. parent
also earns $500,000 in the U.S. and pays $100,000 dividends to a U.S. shareholder.
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e Canadian T2: The Canadian subsidiary files T2 on its $1M profit. Suppose it's not a small CCPC
(income >$500K). Federal tax = 15% of $1M = $150K; Ontario tax = ~11.5% of $1M = $115K; total
~$265K. It then pays $200K taxable dividends to its 100% U.S. owner. Schedule 3 would allow a
deduction for those $200K dividends (under ITA 112), reducing taxable income to $800K and lowering
tax by $50K (to ~$215K federal + provincial). A refund of previously-paid taxes may occur via RDTOH
when those dividends are paid. The net result: the Canadian sub’s T2 shows initial tax, credits,
deduction of dividend, and May yield a refundable portion.

» U.S. 1120: The U.S. parent files Form 1120 on its $500K of U.S. income. It pays $100K dividends to a
U.S. individual (not deductible). On Form 1120, it would owe 21%x$500K = $105K (plus any minor
credits). It also must file Form 5471 (information on foreign corp) and possibly amend U.S. tax base for
any accounting income of the foreign subsidiary. When it receives $200K liquidating dividend from the
Canadian subsidiary, the U.S parent typically would not pay additional U.S. corporate tax on that
dividend (because as foreign-source dividend to a U.S. corporate shareholder, it may qualify for the
dividend-received deduction depending on structure; if 100% owned, it might be fully excludable under
IRC § 245A).

The Canadian subsidiary must also withhold 25% (or treaty-reduced 15%) on the $200K paid to its U.S.
parent, remitting ~$30K to CRA. That Canadian withholding is claimed as a foreign tax credit on the
U.S. parent’s Form 1120 (via Form 1118), so the U.S. parent effectively gets credit for taxes paid. On the
Canadian return, that $30K would count toward Federal tax paid; and indeed CRA requires the
Canadian company to remit Part Xl withholding on outward dividends.

Comparison: This shows how cross-border corporate payments interplay on the two forms. In Canada
T2, dividends flow through to reduce income (Schedule 3 deduction) and create an RDTOH refund. The
Canadian subsidiary also remits withholding. In the U.S., the Form 1120 of the parent acknowledges the
foreign dividend (with possible DRD or 245A exclusion) and claims a foreign tax credit for the Canadian
withholding. Both returns must carefully report the same cross-border cash flow but under different
regimes (Part IV tax and Schedule 3 in Canada vs DRD and FTC in U.S.).

6. Data Analysis and Statistics

Extensive statistical data underscores how each form is used in practice. For Canada, the CRA publishes
Corporate Tax Statistics (see CRA Corporate Statistical Tables 2015-2022). These show millions of T2 filings
per year, with summaries by industry, size, and tax variables. For example, the CRA notes that for tax years
2017-2022 there were on the order of 600,000 to over 1 million T2 returns filed annually (data available by
province (www.canada.ca)). (Exact numbers vary; see CRA tables.) These statistics reveal that while most
corporations earn little or zero taxable income, a small fraction (large firms) account for most total revenue and
tax paid. The Parliamentary Budget Office found that in Canada from 2018-22 about 73% of federal corporate
tax revenue came from non-financial industries, with finance & insurance contributing 27% (www.pbo-dpb.ca).

For the U.S., the IRS publishes Statistics of Income (SOI) data on corporate returns. The IRS SOI
summaries report that in 2020 approximately 2.7 million C corporations filed Form 1120 (and several hundred
thousand special forms) Bcero (www.irs.gov). Of those, roughly 15-20% had positive tax liability, while many
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small firms showed net losses or zero. For example, the IRS’s “Corporation Complete Report” (final for 2020)
shows average taxable income per C-corp, credits, deductions etc. (An exact citation from IRS SOl is beyond
our scope, but in general the data confirm that a minority of corporations pay the bulk of corporate tax.)

Key think-tank analyses also compare U.S. vs. Canadian tax burdens. For instance, a recent Windham
Brannon interview notes flat 21% U.S. vs approx “15% net” Canadian federal rate (windhambrannon.com);
they point out that Canadian provinces add to this base. The Tax Policy Center provides tables comparing
statutory rates. Globally, Tax Foundation data show that, after subnational taxes, the U.S. rate is around 25-
26% (federal+average state) vs Canada’s ~26.5% (federal+Ontario) on general income
(taxsummaries.pwc.com) (www.canada.ca). Interestingly, on small business income Canada’s combined rate
can be as low as ~12% in Ontario, demonstrating a sharp divergence from the U.S. system where all corporate
income is taxed at the flat rate (negating a Canadian-style small business break).

Beyond rates, the effect on after-tax returns is evidenced by investment flows. Studies (e.g. by the Business
Council of Canada/PwC) have noted that U.S. tax reform (TCJA) made U.S. corporate rates more competitive,
potentially incentivizing some foreign investment to flow south (www.thebusinesscouncil.ca). Conversely,
Canada’s small-business deduction aims to keep domestic SMEs thriving.

Our gualitative and quantitative analysis therefore highlights that corporate taxpayers face materially different
reporting burdens and tax loads depending on jurisdiction. The forms themselves are a proxy for the
complexity: Form 1120 is relatively lean (when compared page-to-page) whereas T2 plus schedules is more
voluminous. But T2 consolidates federal and most provincial matters; 1120 only covers Part | federal, leaving
states to add more.

7. Discussion of Implications and Future
Directions

Business decision-making: The differences between Form 1120 and T2 reflect deep policy choices. For a
business, structuring and location decisions are influenced by these rules. For U.S. companies entering
Canada, understanding T2 complexities (especially provincial tax and qualifying for small-business rate) is
crucial. Similarly, a Canadian corp opening a U.S. subsidiary must navigate Form 1120’s deadlines, FTCs, and
so on. The divergent treatment of small vs large corporates (9% vs 21%) shows that Canadian law actively
subsidizes small Canadian business more than U.S. law does.

Tax administration: From the government side, the forms embody different enforcement foci. The IRS’s
emphasis on M-3 for large corps indicates a concern over book-to-tax mismatches in big multinationals.
Canada’s CRA, by collecting full GIFI from almost all corporations, has a broad dataset on virtually all
incorporated businesses (www.canada.ca). This may allow more nuanced audit selection. Going forward, the
U.S. may broaden M-3 or data gathering (the TCJA added many international provisions to 1120).

International alignment: The global push for base erosion and profit shifting (BEPS) has caused both
countries to add new lines. For example, Form 1120 now includes a Minimum Tax Workpaper (GILTI
calculation, and lines for Base Erosion Anti-Abuse Tax — BEAT) and new Forms 8990/8991 for interest
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limitations. Canada’s T2 continues to evolve: recent budgets added a “Global Minimum Tax” (Schedule 55) to
comply with OECD changes (making Canadian corporations pay a 15% on top if low-tax foreign affiliates
exist). Our comparison must note that both systems are trending towards more complex international rules.

Digital and Intra-Agency Sharing: Both IRS and CRA are moving toward greater e-file adoption and digital
data analysis. For example, CRA's tax data (the corporate statistics) is used to inform policy. Similarly, IRS
may leverage data from 1120-S, 1120-F, etc., to monitor cross-border compliance. How these returns integrate
with information returns (e.g. 5472 filings on 1120), country-by-country reports, and USMCA/CUSMA rules will
be an ongoing development.

Future Forms and Simplification: Both countries occasionally revise forms. For instance, IRS instructions
show new lines (for CAMT relief, quorum changes, etc.) (www.irs.gov) (www.irs.gov). Canada’s T2 returns are
updated annually with new provisions (see T2 guide “What's New”, e.g. additions for carbon tax credits or
accelerated CCA (www.canada.ca)). The complexity tends to grow, but there is also pressure (especially in the
US) to simplify. For example, some have proposed merging 1120 and 1120-S into a single unified return
(though shareholders’ personal filing would still happen separately). Canada has no such dual-return issue.

International convergence: One final area is how these forms reflect international treaties. The U.S.-Canada
Tax Treaty affects withholding, tax residency, and credits. Form 1120-S (for S Corps with foreign owners) and
T2 both incorporate treaty benefits (e.g. reduced rates on dividends or royalties). Discrepancies in forms can
thus impact treaty planning.

Conclusion

In conclusion, the U.S. Form 1120 and Canada’s T2 Corporation Return serve analogous roles but differ in
scope, detail, and policy emphasis. Form 1120 is primarily a federal return for C corporations, due 3 months
after year-end (4th month), with a 21% flat tax rate (www.taxact.com) (taxsummaries.pwc.com) and schedules
focused on key adjustments. Canada’s T2 is an integrated federal (plus provincial) return, due 6 months after
year-end (www.canada.ca) (www.canada.ca), encompassing comprehensive financial data for all corporations.
Canada’s tax rates and deductions (especially the small business deduction and the divisional deductions via
Schedule 3) reflect different priorities from the U.S. system. Over 80 years of data have shown that these
differences materially affect tax outcomes. Businesses operating in both jurisdictions must navigate each
form’s peculiarities.

Overall, this report has provided a thorough comparison, backed by IRS and CRA sources (www.irs.gov)
(www.canada.ca) (www.taxact.com) (www.canada.ca) (www.canada.ca) (taxsummaries.pwc.com)
(www.irs.gov) (www.canada.ca) (www.irs.gov) (windhambrannon.com) among others. As tax laws evolve,
future adjustments to Form 1120 or T2 will continue to mirror broader tax policy changes. Policymakers and
practitioners on both sides of the border should remain mindful of these distinctions when planning corporate
affairs, and ensure compliance with each form’s requirements.

Source links

Links cited in this article, in order of first appearance. Full addresses are provided for readers using extracted text.
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About Houseblend

Houseblend is a NetSuite consulting firm serving finance and operations teams. We help organizations
implement ERP systems, connect business applications, improve existing configurations and maintain the
systems that support everyday work. Our audience includes finance leaders, controllers, operations managers,
NetSuite administrators and implementation teams.

Implementation and architecture

Houseblend provides NetSuite implementation, architecture and data migration services. We help teams
evaluate how business processes, reporting requirements and existing data should fit together in an ERP
environment. Training supports the people responsible for adopting and operating the resulting system.

Integrations, customization and Al

Our services include NetSuite integrations and customization, as well as Al integrations and Al transformation
work. These engagements connect ERP data and workflows with the broader application landscape. The right
design depends on the organization's systems, controls and operating needs.

Improve and support an existing system

Houseblend offers NetSuite health checks, optimization, managed support and project rescue services. We
also provide expertise for analytics and specialist workflows, including NetSuite Analytics Warehouse,
warehouse management and field service management. Published educational material helps teams
investigate options and prepare informed questions for their implementation or support work.

Work with Houseblend

Explore NetSuite implementation, integrations, managed support and Al integrations. Contact Houseblend to
discuss your current system and priorities.

Article examples explain concepts rather than promising a particular license, product capability, delivery
schedule or outcome. Engagement scope is confirmed with the Houseblend team.

Website: https://www.houseblend.io

This article is educational. Verify consequential medical, legal, financial, regulatory and technical decisions with appropriate professionals and the
cited primary sources. Company services are described separately from the article's research findings.
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