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Overview

The Canada Emergency Wage Subsidy (the CEWS) was enacted by Bill C-14: A second Act respecting certain
measures in response to COVID-19, on April 11, 2020. Per Finance Backgrounder 2020-04-11: The Canada
Emergency Wage Subsidy, the “[CEWS] aims to prevent further job losses, encourage employers to re-hire
workers previously laid off as a result of COVID-19, and help better position Canadian companies and other
employers to more easily resume normal operations following the crisis”. With the exception of “public
institutions” (including municipalities and local governments, Crown corporations, wholly owned municipal
corporations, public universities, colleges, schools and hospitals), employers of all sizes and across all sectors
of the economy carrying on business in Canada may be eligible for the CEWS, including individuals, public and
private corporations, certain partnerships with members that include eligible entities, NPOs, trusts, registered
charities and certain tax-exempts.

To qualify for the CEWS in the first three qualifying periods, an eligible entity must see a drop of at least 15%
in “qualifying revenue” in March 2020 or a 30% decline in qualifying revenue in April 2020 or May 2020, either
on a year-over-year basis or compared to an average of revenue earned in January and February 2020 (see
under “Qualifying Revenue Decline Test”). At the time of writing, the necessary percentage drop in qualifying
revenue for qualifying periods 4 to 7 has not yet been announced. The computation of “qualifying revenue”
can be complex and the rules have several interpretive issues (see under “Qualifying Revenue”). It is not
necessary to demonstrate that the revenue decline relates in any way to the COVID-19 crisis. Generally, the
available CEWS in respect of “eligible remuneration” paid to an existing arm’s length “eligible employee” in
respect of a weekly period between March 15 and June 6 (i.e. for remuneration paid in respect of qualifying
periods 1 to 3) is the greater of: 1) 75% of the amount of remuneration paid, up to a maximum benefit of
$847, and 2) the amount of remuneration paid, up to a maximum benefit of $847 per week, or 75% of the
employee's pre-crisis weekly remuneration (referred to in ITA 125.7(1) as “baseline remuneration”). A
modified CEWS computation applies in respect of new employees and non-arm’s length employees (the
maximum benefit remains $847 per week for such employees). The CEWS cannot be claimed in respect of new
non-arm’s length employees.
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https://nam02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.parl.ca%2FDocumentViewer%2Fen%2F43-1%2Fbill%2FC-14%2Froyal-assent&data=02%7C01%7Cryan.keey%40thomsonreuters.com%7C5c84ba6bd1b64ad9e3f408d7def01109%7C62ccb8646a1a4b5d8e1c397dec1a8258%7C0%7C0%7C637222996167883906&sdata=Sz8uDJP1XTpUZ0ypMHfkFv54hhbvPhgIVadF3TwfdoE%3D&reserved=0
https://nam02.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.canada.ca%2Fen%2Fdepartment-finance%2Fnews%2F2020%2F04%2Fcovid-19-emergency-response-act-no-2-receives-royal-assent-to-help-businesses-keep-canadians-in-their-jobs.html&data=02%7C01%7Cryan.keey%40thomsonreuters.com%7C5c84ba6bd1b64ad9e3f408d7def01109%7C62ccb8646a1a4b5d8e1c397dec1a8258%7C0%7C0%7C637222996167883906&sdata=pyuPJ8%2BLA7gKjdksp3tf2l0RGkTCnP2Uk1KWoyLrms8%3D&reserved=0
https://www.canada.ca/en/department-finance/news/2020/04/additional-details-on-the-canada-emergency-wage-subsidy0.html
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The Government announced that the subsidy program was being extend to August 29t in Finance News
Release 2020-05-15: Government extends the Canada Emergency Wage Subsidy (see also a related May 8
Global News Report). At the time of writing, it had not yet been announced whether the amounts of “75%"
and “S847” would remain the same for qualifying periods 4 to 7.

An “eligible employee” is generally an individual who is employed in Canada other than an individual who has
been without remuneration for 14 or more consecutive days during a qualifying period. The 14-day test is
intended to minimize overlapping periods during which an individual is eligible to claim the Canada Emergency
Response Benefit (CERB) and an eligible entity is also able to claim the CEWS in respect of the individual (see
under “Interaction with the Canada Emergency Response Benefit (CERB)”). Eligible remuneration includes
salary, wages, and other remuneration such as taxable benefits, but does not include severance pay or stock
option benefits (Finance and the CRA have also stated that eligible remuneration does not include taxable
benefits that are not “paid”, such as a taxable benefit in respect of the personal use of a corporate vehicle —
see under “Eligible Remuneration”). The CEWS cannot be claimed in respect of a contractor (the CEWS could,
however, be claimed in respect of an arm’s length contractor that is hired as a new employee during a
qualifying period).

To be eligible for the CEWS, a laid-off employee does not have to return to active work. Rather, the legislation
specifically recognizes that an eligible entity may choose to utilize the CEWS to subsidize a paid leave, either in
the case of a re-hired laid-off employee or an existing employee that enters a paid-leave during a qualifying
period. In the case of a re-hired employee, the CRA has further confirmed that the CEWS may be claimed for
retroactive remuneration paid in respect of a qualifying period, including in cases where the CEWS provides
for a 100% wage subsidy (see under “Claiming the CEWS in Respect of Retroactive Pay”).

In addition to the 75% subsidy in respect of eligible remuneration (up to the $847 cap) paid to an eligible
employee, the CEWS also includes a refund of employer-paid contributions to Employment Insurance, the
Canada Pension Plan, the Quebec Pension Plan, and the Quebec Parental Insurance Plan. This refund covers
100% of employer-paid contributions for eligible employees for each week throughout which those employees
are on leave with pay and for which the employer is eligible to claim for the CEWS for those employees.

Prior to claiming the CEWS in respect of an eligible employee, an eligible employer must pay the eligible
remuneration and collect and remit the regular employer and employee contributions to payroll programs. In
most cases, up to the maximum subsidy level, an employer will incur the 25% portion of the cost of
remuneration not covered by the CEWS. There are, however, cases in which the subsidy may fully cover the
cost of the remuneration paid to an arm’s length employee who is re-hired at a reduced salary. Although the
Government has indicated that it “expects” employers to “make their best effort to top-up employees' salaries
to bring them to pre-crisis levels”, the legislation contains no requirement to satisfy this “expectation”, which
may better be described as a “suggestion” or an “encouragement” (see under “Temporary Wage Reductions”).
The Government has encouraged employers to re-hire employees and claim the CEWS in respect of
retroactive remuneration. Effectively, to claim the subsidy: 1) the eligible remuneration must have been paid;
2) the application must be made before October 2020 (the application process is discussed under “CEWS
Applications”); and 3) the remuneration must have been paid in respect of any week between March 15 and
August 29. There is no overall limit on the subsidy amount that an eligible employer may claim. The CEWS is
taxable for an eligible employer (effectively, the subsidy will offset the deduction otherwise available in
respect of the underlying remuneration paid).
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In Backgrounder 2020-04-11, the government estimated that the cost of the CEWS program would be $73B (it
is unclear whether the projected cost takes into account the taxability of the subsidy for employers, the
taxability of the underlying remuneration paid to eligible employees, or the reduced CERB and El payouts
attributable to the CEWS). It was reported by the National Post on April 22 (Christopher Nardi, “Ottawa
expects one million companies to apply for COVID-19 wage subsidy program starting next week”) that the CRA
had expected to process roughly one million CEWS applications. Based on CEWS statistics posted by the CRA,
as of May 11, approximately 132,000 applications had been accepted (see also Christopher Nardi, “Over two
weeks after launch, Ottawa's wage subsidy failing to attract businesses as expected”, National Post, May 13).

As of May 27", 284,038 CEWS applications had been accepted (since 289,525 applications had been received,
98.1% of applications had been accepted). Furthermore, as of May 27, based on approved applications, the
CRA reported that:

e wages in respect of 2.3M employees will be supported by the CEWS in Qualifying Period 1 (as of May
11th, the CRA reported that CEWS applications had be accepted in respect of 1.7M employees);

e wages in respect of 1.44M employees will be supported by the CEWS in Qualifying Period 2 (a decline
of 38% compared to qualifying period 1);

e 161,512 applications were accepted in qualifying period 1;

e 122,526 applications were accepted in qualifying period 2; and

e $7.9B of subsidies have been paid.

On May 28™ Finance provided a revised CEWS cost estimate of $45B for qualifying periods 1 to 3, stating:
“Revised estimate for the first 12-week period, based on observed take-up. Estimates for the additional 12-
week extension to be determined, pending outcome of consultations launched by the Department of Finance
on May 25”. Given that only $7.9B of subsidies had been paid as of May 27, and that there was a large
decline in employees in respect of which the CEWS was being claimed in qualifying period 2 as compared to
qualifying period 1, it is difficult to determine how the $45B estimate was computed (i.e. the estimate appears
high). Taking into consideration the extension of the program to August 29, $73B could have, for example,
covered the full gross cost of the CEWS being paid in respect of approximately 3.078M employees, assuming
the maximum weekly subsidy remains $847 for qualifying periods 4 to 7 (computed as: (S73B/($847 x 28
weeks (March 15 to August 29, 2020)). Interestingly, on April 11, the Government estimated that the cost of
the CERB would be $24B. On May 28th, the CERB cost estimate was increased to S60B based on “observed
take-up”. The CRA has reported that 8.25M unique applications have been received for the CERB and a total of
S$41B of benefits had been paid as of May 26. When comparing the April estimates with the revised May 28
estimates, the CEWS cost estimate for the first 3 qualifying periods declined $28B, while the total estimated
costs of the CERB program increased $36B. Notably, the Canadian media?! has reported that CERB fraud is
likely widespread, which seems to be supported by the labour statistics outlined below. The government has
stated on many occasions that it intends to recover inappropriate payments at the “back-end” through the
income-tax system (more information will be available to quickly identify fraudulent claims during the 2021
personal tax return filing season).

Regarding the impact of the crisis on employment levels, on May 8, Statistics Canada released its Labour Force
Survey for April 2020, reporting in part that (updated figures will be release on June 5):
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https://www.canada.ca/en/department-finance/news/2020/04/additional-details-on-the-canada-emergency-wage-subsidy0.html
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https://nationalpost.com/news/politics/over-two-weeks-after-launch-ottawas-wage-subsidy-failing-to-attract-businesses-as-expected
https://www.canada.ca/en/revenue-agency/services/subsidy/emergency-wage-subsidy/cews-statistics.html
https://www.canada.ca/en/revenue-agency/services/subsidy/emergency-wage-subsidy/cews-statistics.html
https://www.canada.ca/en/department-finance/economic-response-plan/fiscal-summary.html
https://www.canada.ca/en/department-finance/news/2020/05/government-extends-the-canada-emergency-wage-subsidy.html
https://www.canada.ca/en/department-finance/economic-response-plan/fiscal-summary.html
https://www.canada.ca/en/services/benefits/ei/claims-report.html
https://www.canada.ca/en/services/benefits/ei/claims-report.html
https://www150.statcan.gc.ca/n1/daily-quotidien/200508/dq200508a-eng.htm
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The April LFS results released today reflect labour market conditions during the week of April 12 to April
18. By then, the COVID-19 economic shutdown had been fully implemented in all provinces and
territories... Following a drop of over one million in March, employment fell by nearly two million in April,
bringing the total employment decline since the beginning of the COVID-19 economic shutdown to over
three million. In addition, the number of people who were employed but worked less than half of their
usual hours for reasons related to COVID-19 increased by 2.5 million from February to April. As of the
week of April 12, the cumulative effect of the COVID-19 economic shutdown—the number of Canadians
who were either not employed or working substantially reduced hours—was 5.5 million, or more than
one-quarter of February's employment level... The magnitude of the decline in employment since
February (-15.7%) far exceeds declines observed in previous labour market downturns... The
unemployment rate rose 5.2 percentage points in April to 13.0%. This followed an increase of 2.2
percentage points in March. Over the period since comparable data became available in 1976, the April
unemployment rate was second only to the 13.1% observed in December 1982... The April unemployment
rate would be 17.8%, when adjusted to reflect those who were not counted as unemployed for reasons
specific to the COVID-19 economic shutdown. During the week of April 12, 1.1 million people were not in
the labour force but had worked recently (in March or April) and wanted to work. They were not counted
as unemployed but were counted as not in the labour force because they did not look for work,
presumably due to ongoing business closures and very limited opportunities to find new work...

The number of solo self-employed workers (2.0 million)—that is, those with no employees—was little
changed in April compared with February (not adjusted for seasonality). For this group of workers, the
impact of the COVID-19 shutdown has been felt through a significant loss of hours worked. In April, 59.4%
of the solo self-employed (1.2 million) worked less than half of their usual hours during the week of April
12, including 38.4% who did not work any hours...

Most of those who were absent from work were not paid

During the reference week of April 12 to 18, 2.4 million people were employed but absent for the full
week. This was an increase of 2.1 million compared with February, with the increase being attributable to
the COVID-19 economic shutdown. The number of people who worked some hours, but less than half of
their usual hours, increased by 380,000, bringing the total increase in absences since February
attributable to COVID-19 to 2.5 million. About 60% of those who were absent for the entire reference
week were employees, while the remainder were self-employed. Among employees, about three in four
were not paid for the reference week, an increase since March, when 55.8% were not paid. Less than 1 in
10 self-employed workers who had an incorporated business received pay...

Small businesses facing significant COVID-19 impacts

Larger firms and institutions seem to have been more able than smaller businesses to retain employees
on payroll, likely due to their capacity to put measures in place to adjust to the COVID-19 economic
shutdown. This pattern was observed across industries, including wholesale and retail trade; construction;
manufacturing; and transportation and warehousing. Overall, employment in firms of 100 employees or
more declined by 12.6% (not adjusted for seasonality) from February to April. Employment in firms of
between 20 and 99 employees declined by 25.1%, while in the smallest firms (less than 20 employees), it
declined by 30.8%...
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An initial profile of applicants to economic benefit programs

On March 25, the federal government announced the Canada Emergency Response Benefit (CERB), aimed
at complementing the Employment Insurance (El) program and moderating the impact of lost
employment resulting from the COVID-19 economic shutdown. To build a portrait of CERB and El
applicants, the April LFS included an additional question on applications to these programs. Employment
and Social Development Canada has announced that, as of April 19, the first day of April LFS interviews,
6.7 million Canadians had applied for either El or CERB benefits since March 15...

As permitted by ITA 125.7, the CRA has stated that it intends to publish the name of all CEWS applicants (see
under “Public Disclosure of Applicants”).

On April 6, 2020, CPA Canada and the Canadian Tax Foundation made a Joint Submission (“the Joint
Submission”) to the government raising various concerns with respect to the design and administration of the
CEWS program. Many of the concerns raised were addressed by the enacted legislation, as reflected in an
April 14th update to the Joint Submission. Subsequently, on April 24, a Joint Submission Short List was
released in response to government request for “a short list of key [remaining] priorities” (see Bruce Ball,
“Update: Canada Emergency Wage Subsidy and other COVID-19 tax issues”, CPA Canada Taxation Blog, April
24, 2020). The CRA also added an FAQ to Canada.ca dealing the CEWS (“Frequently asked guestions - Canada
emergency wage subsidy (CEWS))” on April 24. The FAQ is referred to throughout this Newsletter as “the CRA
CEWS FAQ”. The CRA CEWS FAQ was subsequently updated on May 5% to add several clarifications, and the
CRA has stated further updates will be made (at the time of writing, the CRA CEWS FAQ had last been updated
on May 7). The CRA CEWS FAQ covers several of the issues identified on the Joint Submission Short List.
Additional Joint Submission Short List queries were addressed in:

e aconference call hosted by CPA Canada with the CRA on May 11, 2020 (see under “Federal government
COVID-19 tax updates” (a recorded version of the call has been posted) — the CRA’s responses provided
during the call are discussed in the Newsletter below and are summarized in a CPA Canada Taxation Blog
post: Bruce Ball, COVID-19 tax update: CEWS Q&A, other developments and CRA discussions, May 14);
and,

e in Finance News Release 2020-05-15: Government extends the Canada Emergency Wage Subsidy, and
Backgrounder 2020-05-15.

Outstanding queries are anticipated to be addressed in future updates to the CRA CEWS FAQ.

Certain penalty provisions and anti-avoidance rules were added by Bill C-14 with the intention of ensuring
“that the subsidy is not inappropriately obtained and to help ensure that employees are paid the amounts
they are owed”. For example, employers that engage in “artificial transactions” to reduce revenue for the
purpose of claiming the CEWS may be subject to a penalty equal to 25% of the value of the subsidy claimed, in
addition to the requirement to repay in full the subsidy that was improperly claimed. The CRA has also stated
that “if a person (such as an accountant or tax preparer) files or prepares the wage subsidy application on
behalf of the employer, they could be subject to a third-party penalty under the Act, if they know, or would
reasonably be expected to know, that the application contains false statements, including an omission of
information” (see under “Third-Party Civil Penalties”).
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Following the implementation of the CEWS, the Québec government announced on April 30 that it will grant
employers a credit on contributions to the Health Services Fund for employees on forced leaved (see the
related Information Bulletin published by the Ministere des Finances).

CEWS Consultation

Per Finance News Release 2020-05-25 — Canada Emergency Wage Subsidy Consultation:

Current status: Open

Opened on May 25, 2020 and will close to input on June 5, 2020.

The Government of Canada is taking immediate, significant and decisive action through Canada’s COVID-
19 Economic Response Plan to support Canadians and protect jobs during the global COVID-19 outbreak.
The Canada Emergency Wage Subsidy (CEWS), which was announced on April 1, 2020, helps employers
protect jobs, rehire employees, and provide workers with a decent income. The subsidy covers 75 per
cent of an employee’s wages (up to $847 per week) for employers who have been hard-hit by COVID-19.
This consultation will help inform potential changes to the CEWS to help maximize employment and best
meet the needs of businesses and workers during these challenging times.

How to participate:

Survey:

Share your experience by taking a short survey.

Email:

Provide us with in-depth feedback on the guiding questions below by email.

Who is the focus of this consultation?

The Department of Finance Canada is seeking information and feedback from businesses of all sizes,
labour representatives, not-for-profits and charities on potential changes to the program, with a view to
maximize employment in Canada and encourage growth.

Key questions for consideration:

The consultation seeks input on the seven questions intended to inform advice to the government on
potential changes to the program.

e Are there specific challenges associated with the CEWS program? For example, are there challenges
with respect to its accessibility, its incentive impacts, or any other aspect?

e What adjustments to the CEWS would you propose to provide the right level of support to those most
affected by the pandemic while supporting the economic recovery?
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e Would adding complexity to the CEWS program be acceptable in order to expand access to this
support, or better target support to those who need it?

¢ To what extent are employers using the CEWS to provide support to furloughed employees as
compared to using it as a means to pay active employees? Do employers value maintaining ties with
furloughed employees by keeping them on the payroll? Should the level of support for furloughed
employees be the same as for active employees?

e What are the key barriers to rehiring workers recently laid off due to the pandemic?

e Are there specific factors that are preventing or discouraging employers from applying for the CEWS?

e If you are a seasonal business, are there any unique challenges you are facing in relation to the CEWS?

Related information:

¢ Government extends the Canada Emergency Wage Subsidy

¢ Government provides further flexibility for employers to access the Canada Emergency Wage Subsidy

e Government Announces Details of the Canada Emergency Wage Subsidy to Help Businesses Keep
Canadians in their jobs

e COVID-19 Emergency Response Act, No. 2 receives Royal Assent to help businesses keep Canadians in
their jobs

e Government Introduces COVID-19 Emergency Response Act, No. 2 to Help Businesses Keep Canadians
in their Jobs

e Prime Minister announces support for small businesses facing impacts of COVID-19

e Canada’s COVID-19 Economic Response Plan: Support for Canadians and businesses

CEWS Qualification Requirements

The wage subsidy may be claimed by a “qualifying entity” in which “eligible remuneration” has been paid to an
“eligible employee” in respect of a week that falls within a “qualifying period” (see ITA 125.7(2)). ITA 125.7(1)
provides for various definitions that apply for the purposes of ITA 125.7 and ITA 163(2.901).

Qualifying Period

The CEWS may only be claimed for eligible remuneration paid in respect of a “qualifying period”. A “qualifying
period” means:

1) Qualifying Period 1: the period that begins on March 15, 2020 and ends on April 11, 2020 (para (a));
2) Qualifying Period 2: the period that begins on April 12, 2020 and ends on May 9, 2020 (para (b)); or,
3) Qualifying Period 3: the period that begins on May 10, 2020 and ends on June 6, 2020 (para (c)).

A “qualifying period” also includes a prescribed period that ends no later than September 30, 2020 (para (d)).
The Government announced in a May 15™ News Release that the CEWS program was being extended until
August 29 (i.e. new qualifying periods will be prescribed) (see also Christopher Nardi, “COVID-19 wage subsidy
will be extended by three months to August, Justin Trudeau says”, National Post, May 15, 2020). Presumably,
the new prescribed qualifying periods will be as follows:

4) Qualifying Period 4: the period that begins on June 7, 2020 and ends on June 27, 2020;
5) Qualifying Period 5: the period that begins on June 28 and ends on July 18;
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https://www.canada.ca/en/department-finance/news/2020/05/government-extends-the-canada-emergency-wage-subsidy.html
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https://www.canada.ca/en/department-finance/news/2020/04/government-introduces-covid-19-emergency-response-act-no-2-to-help-businesses-keep-canadians-in-their-jobs.html
https://pm.gc.ca/en/news/news-releases/2020/03/27/prime-minister-announces-support-small-businesses-facing-impacts
http://www.canada.ca/en/department-finance/news/2020/03/canadas-covid-19-economic-response-plan-support-for-canadians-and-businesses.html
https://www.canada.ca/en/department-finance/news/2020/05/government-extends-the-canada-emergency-wage-subsidy.html
https://www.canada.ca/en/department-finance/news/2020/05/government-extends-the-canada-emergency-wage-subsidy.html
https://nationalpost.com/news/canada/covid-19-wage-subsidy-will-be-extended-by-three-months-justin-trudeau
https://nationalpost.com/news/canada/covid-19-wage-subsidy-will-be-extended-by-three-months-justin-trudeau
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6) Qualifying Period 6: the period that begins on July 19 and end on August 8;
7) Qualifying period 7: the period that beings on August 9 and end on August 29.

ITA 125.7(8) further provides authority for the Government to change the “75%” and “$847” amounts in ITA
125.7(2)A by Regulation (i.e. the maximum amount of the subsidy for the additional qualifying periods could
be increased or decreased). At the time of writing, the Government had not yet indicated whether the
amounts of “75%"” and “$847” would change for qualifying periods 4 to 7. In accordance with the “specified
percentage” definition, in respect of the new prescribed qualifying periods, the government also has the
ability to change the percentage threshold relevant for purposes of applying the Qualifying Revenue Decline
Test (i.e. the revenue decline benchmark for qualifying periods 4 to 7 may not be 30% or 15%). Per Finance
News Release 2020-05-15: Government extends the Canada Emergency Wage Subsidy:

The Government will consult with key business and labour representatives over the next month on
potential adjustments to the program to incent jobs and growth, including the 30 per cent revenue
decline threshold. Any potential changes following the consultation will have as key objectives to
maximize employment, ensure the CEWS reflects the immediate needs of businesses, and support the
post-crisis economic recovery.

Qualifying Entity

For a qualifying period, a “qualifying entity” is defined as an “eligible entity” that meets each of the following
conditions:

1) it files an application with the CRA in respect of the qualifying period in prescribed form and manner
before October 2020 (para (a));

2) theindividual who has “principal responsibility for the financial activities” of the eligible entity attests that
the application is “complete and accurate in all material respects” (para (b));

3) the qualifying revenue decline test is satisfied (see below under “Qualifying Revenue Decline Test”) (para
(c)); and,

4) it had, on March 15, 2020, a business number in respect of which it is registered with the CRA to make
remittances required under ITA 153 (i.e. payroll source deduction remittances) (note that there are no
relieving rules in the legislation dealing with reorganizations, such as amalgamations or wind-ups, that
could occur during a qualifying period) (para (d)).

Regarding ITA 125.7(1)“qualifying entity”(a) ((1) above), Backgrounder 2020-04-11 (see under “How to Apply”)
states that “[e]mployers would have to keep records demonstrating their reduction in arm’s-length revenues
and remuneration paid to employees”.

The condition in ITA 125.7(1)“qualifying entity”(d) appears intended to preclude an entity that had no
employees before March 15, 2020 from hiring employees after the crisis (i.e. after March 15, 2020) in order to
claim CEWS (i.e. since an entity that did not have a payroll number before the crisis will not be a “qualifying
entity”). It is not required that remittances had been made before March 16; it is only required that the entity
had a payroll account number.
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Paragraph 125.7(1)“qualifying entity”(d) could prevent a closely-held small business corporation that only
compensates its owner(s)-manager(s) in the form of dividends from claiming the CEWS (i.e. if the corporation
does not have a payroll account number; “eligible remuneration” does not include dividends).

See also under “CEWS Applications”.
Eligible Entity
General Comments

Only an “eligible entity” may meet the definition of a “qualifying entity” (i.e. only an “eligible entity” can claim
the CEWS). An “eligible entity” is typically referred to by Finance as an “eligible employer” (this term is not
used in ITA 125.7).

“Eligible Entity” Definition
An “eligible entity” is defined as meaning:

1) a corporation, other than a corporation that is exempt from tax under Part | or that is a “public
institution” (an “eligible entity” may include, for example, a CCPC (ITA 125(7)), a co-operative corporation
(other than certain tax exempt co-operatives), a “public corporation” (ITA 89(1)), corporations controlled
by public corporations, a Canadian subsidiary of a foreign corporation, or a non-resident corporation with
an existing CRA payroll account number that has “eligible employees” employed in Canada) (para (a));

2) anindividual (i.e. an unincorporated employer can apply for the subsidy) (para (b));

3) aregistered charity, other than a “public institution” (para (c));

4) a person that is exempt from tax under Part | because of ITA 149(1)(e), (j), (k) or (I), other than a “public
institution” (para (d));

5) a partnership, all of the members of which are described herein or in any of (1) to (4) above (para (e)); or,

6) a prescribed organization (para (f)) (see below).

An “eligible entity” for purposes of the CEWS is defined more broadly than an “eligible employer” for purposes
of the 10% Temporary Wage Subsidy program; an “eligible employer” for purposes of the 10% Temporary
Wage Subsidy is defined in ITA 153(1.03) as follows:

“eligible employer” means a person or partnership that (a) employs one or more eligible employees; (b)
has, on March 18, 2020, a business number in respect of which the person or partnership is registered
with the Minister to make remittances required under this section; and (c) is any of (i) a Canadian-
controlled private corporation for the purposes of section 125 that (A) would have a business limit for its
last taxation year that ended before the start of the eligible period greater than nil, if the amount
determined for paragraph 125(5.1)(b) were deemed to be nil, or (B) if the corporation does not have a
taxation year that ended before the start of the eligible period, would meet the condition in clause (A) if
its taxation year ended immediately before the start of the eligible period, (ii) an individual (other than a
trust), (iii) a partnership, all of the members of which are described in subparagraphs (i) to (iii) or (v), (iv) a
person exempt from tax under Part | because of paragraph 149(1)(l), and (v) a registered charity.
[emphasis added]
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Trusts

An eligible entity includes an “individual”. Generally, a trust is considered to be an individual for purposes of
the ITA by virtue of ITA 104(2). Consequently, a commercial trust or a personal trust may qualify as an “eligible
entity”.

In News Release 2020-05-15, the government announced that it “intends to propose legislative amendments
to ensure that the CEWS continues to meet its objectives”, [including amendments that would] “better align
the treatment of trusts and corporations for the purpose of determining CEWS eligibility”. In Backgrounder
2020-05-15, Finance states:

Proposed legislative changes

The Government also intends to propose legislative amendments to ensure that the CEWS continues to
meet its objectives. These proposed changes are explained below. They would come into effect upon
being enacted...

Tax-Exempt Trusts

Under the current rules, trusts are eligible for the CEWS, as they are generally considered to be individuals
for tax purposes. The government proposes to amend the CEWS to better align the tax treatment of trusts
and corporations for CEWS purposes. As a result, trusts with employees would continue to be eligible for
the CEWS, subject to the following added exceptions: 1) In cases where the trust is a tax-exempt entity
(other than a public institution), it would qualify only if it is a registered charity or one of the other types
of eligible tax-exempt entities. 2) In cases where the trust is a public institution, it would qualify only if it is
a prescribed organization. This change is proposed to apply in respect of the third qualifying period (May
10 to June 6 [(i.e. qualifying period 3)]) and any subsequent qualifying period [(i.e. qualifying periods 4 to

1.
Public Institutions

An “eligible entity” does not include a corporation, an individual, a partnership, an NPO or a registered charity
that is a “public institution”. Effectively, public bodies, including municipalities and local governments, Crown
corporations, wholly-owned municipal corporations, public universities, colleges, schools and hospitals, are
not permitted to claim the CEWS. More specifically, a “public institution” is defined in ITA 125.7(1) as
meaning: 1) an organization described in any of paragraphs 149(1)(a) to (d.6) (generally, employees of a
country other than Canada (i.e. foreign governments), members of the family and servants of employees of a
country other than Canada, municipal authorities and First Nation bands, corporations owned by the Crown,
corporations 90% owned by the Crown, corporations wholly-owned by Crown corporations, municipalities and
local governments and wholly owned municipal corporations) or 2) a school, school board, hospital, health
authority, public university or college.

Tax Exempts