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Amounts related to covenants made in the context of an ol
employment are generally inciuded in income on a “received basis”;
regard, any amount receivable by an employee {that is not part of &%
deferral arrangement) in respect of an RC granted more than 36 myg
before the end of a particular year is deemed to have been recewed by
employee in the taxation year’® E

remote Jocation and a locatlon i Canada or a location in the
m 'hlch the employee 13 employed

192115] Premium for. Group Term Life lnsurance

An employee must include in income premiums paid by his
employer under a group term life insurance policy of which the empl
insured.’”® The amount to be included is prescribed by regulaﬁons Ing
terms, premiums paid in respect of the year are included in income i
year, with a special provision which includes the full amount of “lunip
premmms” even though such premiums relate to periods in future ye:

erefor. "_'o'nl'y' in respect of a period during which the taxpaver
_g_mplpyer board and lodging or a reasonable allowance.

Howance must not be in excess of a “reasonable amount”. Tt is
ttransportation allowances should not be in excess of whal is

The amount of the taxable benefit is based on the full amo
insurance coverage. The average cost of insurance is determined sep:
for each group of employees or former employees for whom a sep
premium rate is established under the policy. Sales tax in respect of pe

ulxl§ '1§ e.;lprf;ssly mclucled as part-of tlle taxable berlel}t. nf@_FESt___feel Low-Interest and .'Forgiven Loans

(121201 Employment a Special Work Site or Remote Location

A taxpayer who is required to live at a special work site ' or ¥
location by virtue of his or her office or employment is not required
include in income the value of board, lodging, and transportation, &
allowance paid by the employer in respect thercof, if the followinz ¢t
tions are fulfilled:”

(1) The taxpayer must be employed at a special work site or e
focation where duties of a temporary nature are performed. '

tue. of the fact that a person or partnership oblained an interest-
erest loan or other mdebtedness by virtue of a prevmus current,

oan or below-market loan received by an employee because of
consequence of his employment or intended employment, a deemed
normally arise and will be included in employment income to the
4t the prescribed rate of interest is not paid by the employee on the
lally, the benefit is measured as the difference between the
of interest for the year that would be -payable on the indebtedness if
crcon was.ealculated at the prescribed rates (see T475) in effect from
mic during the year, and the amount of interest actually paid by the
e year or within 30 days after the end of the year. In response to a
he Federal Court of Appeal®® that an employer-provided housing

ived by the employee for the purpose of purchasing the new home
ecatise of or as a consequence of the employee’s employment, a
interest benefit provision has been added. A loan is deemed to have
etved because of or as a consequence of the employee's employment if
able to conctude that, but for an individuals” previous, current, or
__fflce or employment, the terms of the loan would have been differ-
an would not have been received.?” Note that the deemed interest
i up to $25 000 of the principal amount of 2 “home relocation loan” is

(2) The employee must have a permanent residerce at another loc
to which the employee could not reasonably be expected to return 011' ds
basis due to the d1stance between locations.

(3) If the employee is not at a special WOT]( site, he or she must be
location which is s0 remote {rom any established community. tha
employee would not reasonably be expected to establish and mamtam
contained domestic establishment at that location.

(4) The board and lodging, the transportation, or the allowan
therefore must have been received by the taxpayer in respect of a perioi
ahsence of not less than 36 hours from the taxpayers 01cl1na;y plaee
residence.

See page i for explanation of footnotes. See page i for explanation of footnotes.
5 gec 6(3.1) 77 GCH 92600; Sec. 6(8). - 9896: Sec. 804, interp. Bul T-421R2 B2 Sk, 97 DTC 5444,
78 GOH 2500, Sec. B(4) : CH 12660, Sec. 6(0) 81 CCH 998960; Sec 804(1.1)
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aw partner or a trust created by the taxpayer for their benefit, com-

Accordingly, the terminal losses, recapture, and capital gains arising from
y referred to as a “spousal or partner trust” %9

the disposition on death of depreciable capital property will, as for othe
capital property, be determined on the basis of proceeds of disposition tha
are equal to fair market value. However, scparate rules apply where th;
amount of a deceased taxpayer’s proceeds of disposition are re-determing
under the provisions respecting the reduction of a terminal loss in the cas
of the disposition of a building and land3* The amount by which th
deceased taxpayer’s capital cost of the building exceeds the deceased taxpay
er's proceeds of disposition, rather than the cost of the building to:
persen acquiring it, is deemed to have been deducted by the person acq
ing the building as capital cost allowance on the puilding in comput
income for previous taxation years. Finally, the cost to the person of th
land is deemed to be the amount that was the deceased taxpayers proceeds

of disposition in respect of the land.

stead, the deceased is deemed to have dispose h p :

dia_tely prior to death for special proceegs o? ggszabcsli]tfggh%gepfé tg
ar propetty was depreciable property of a prescribed blas's the pro-
{ disposilion are deemed to be that portion of the unde,preciated
cost of all properties in the class that the fair market value of the
ular property is of the fair market value of all properties in the
Where a particular property is not depreciable property of a pre-
¢ ___r_:ifinss, thel proceeds of disposition are the adjusted cost base to the
ased 1mme'd1attfﬁy‘before death. The spouse, common-law partner, or

eceiving the property takes it ,
e 50115;. v 1t at a cost equal to these proceeds of

hie: : gsult of the foregoing is that the deceased realizes no capttal gain
al loss, recapture, or terminal loss on death. The advantage or liabilits;
15748 paised on o thf_: spouse, common-law partner, or trust created for
'e’:’IEx it and figures in computing the spouse’s, common-law partner’s
Mx.f s.mncome on ultimate disposition of the properties. However an:
. clewsoil may be made by the legal representatives of the deceased so that
Terming tollover” provistons do not apply with respect to specified property, and

Exampla: )
Ataxpayer owns, immediately hefore death, a building and contiguous land that Is usg
for income eaming purposes. I s

The relevant values are:

ACB/CC UcC my o GG ently, the rules with res i

s IS — = . = y pect to depreciable and ot i - y

tond s 20000 v $50000 S 30000 pply.34 See 2555, other capital proper
BUldINg .  $100000 $20,000 nit — h respect to depreciable property of a prescribed class, a deceased

proceeds of disposition are equal {o the lesser of the “capital cost”

ost amount” to the taxpayer of the property immediately before

Due o reallooation of the proceeds of disposition between the land dnd b,ulldlr:;
ipayer’s death.3d

land's proceeds of disposition cre reduced by 20000 (the amount of the detanse ;
taxpoyers terminal loss otherwise determined) and the buliding's procesds of 0:SpISH
are Increased by an equivalent amount Thus the proceeds of disposition of tae-fund
be $20,000 and of the land $30,000, producing o’ capital gain of $10,000 2nd a termi

loss of nil, respeciively. o
) The person acguiring the property will be considered t© hawe Goguited the land:al
cost of $30,000, rather than $50,000. Moreover, the building wil L= Gesrned o hove b
gequlred by that person ¢t o capital cost of $100,000, rather than nif and the person wilk
reated as having claimed caplial cost allowance of $80,000, rather than $100,008

previous years, @

For the election"to pay tax over a period of 10 years, see ‘1}12,2.4_0_3.

Special provisions apply for the i m :

_ election respecting a taxpayer’s *
_ g . ) net
am s__tab_ﬂlzatlon account” acquired under the Farm Incmnle3 I};rotection

I the above rules 10 apply, the deceased and the deceased’s spouse or
on-faw partner must have been resident in Canada immediately before
ath of the deceased, and the spouse’s or common-law partnér’s trust
e&s‘iblsiiﬁ}g mt Canada gnmediatel_y after t.he time the property vested
4 useli/ n C__e rust. The property in question must vest indefeasibly in
T ommon-law partner or the trust created for their benefit

> monthg after dpath. ‘The vesting period can be extended where the
tesentative applies in writing to the Minister within the 36-month

--ar_léic é.t;e Minister considers that an extension is reasonable in the

[2580] Transfer or Distribution 1o Spouse/Common-Law Partner or
Trust ' '

The rules described above in 12575 relative to depreciable and o
capital property of a deceased taxpayer, including an interest in a patl

tr lis con.sidered to be o il e .
ship, do not apply to property transferred to the taxpayer’s spouse Or-¢ created by a taxpayer's will if the trust is

nder the terms of the taxpayer’s will or by a court order in telation

s - See page il for explanation of foomotes.
9_2;:25 gec. ;O(G); Intarp, Bul. IT-305R4. 3T CCH 99270: Sec. 70(8)d)
9214 Sec 70(82). e 342 CCH 9273, 18273 Sec. 70(B.13 7066.2)

12580

See puge !l for explonaton of footnowes.
338 0CH 19260: Sec. 70(5)d)

12580
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business or not (which is a prerequisite to deducting farming ]ossc:

response to the Supreme Court of Canada decision in-Craig, the
other income}.

.1 introduced amendments to ensure that the restricted farm loss
apply in situations where another souice of income is greater
me from farming, thereby codifying the decision originally deter-
in ‘Moldowan. This change applies to taxation vears ending after

Gunn is the third generation of authority {2006 to present} to the
that the Federal Court of Appeal in this case built on the principles out
in Moldowan (those principles that have survived) and Stewart, which reg
ed in the development of direct modern tests to be employed to determ
the “combination question” applies to a given set of facts. In Gun
Federal Court of Appeal developed three questions or factual requiréme; ‘a taxpayer's Testricted farm losses5™ See 13396
for which a taxpayer must provide sufficient evidence to a court whic : g T '
accépted by the court, will result in the taxpayer being successful in .
ing the combination question in the affirmative (meaning that the deg eoring or Leveliing Land and Laying Tile Droinags
tion of farming losses will not be restricted).5?” The three requiremen L

met in order to be able to deduct all farming losses are: ! e
drainage, for the purpose of carrying on a farming business are

The taxpayer must be engaged in the business of farming and,
ble, the expenditure must be made for the purpose of carrying
- Biginess. :

(1) The taxpayer has invested significant capital in-a farming entef

(2) The taxpayer spends virtually all of his or her working tim
combination of farming and the other principal income-earning activ

(3) The taxpayer's day-to-day activities are a combination of fai
and the other income-earning activity, and the time spent on eac
significant. :

Feadiot Operation — When Considered Farming

" is considered to be a confined space where livestock are fed

Guitn has been followed or considered in the following cases ted diet for the purposes of producing a marketable animal.

which were decided in favour of the taxpayer: where a doctor had
scale farming operation including horse breeding, organic crops, am
tle;5%® where a dentist husband and lawyer wife operated a horse hra
and emu business®2® where an engineer operated a catile, lamb, geat
turkey. farm;5% where a police officer operated a cattle farm " .an
recently, where a lawyer operated a horse breeding and racing busine

eth ornota feedlot operator is raising livestock and consequently
nsidered to be farming is always a question of fact. To be
to be farming, a feedlot operator must make an appreciable
ition-to the growth and maturity of the livestock. In the case of a
operation for cattle, appreciable contribution to the growth and
y.of _he livestock would be considered to have been made if the
are eld in the feedlot for an average of at least 60 days or gain an
of at least 90 kilograms in weight. A feedlot operator may own all,
none of the livestock on the feedlot and may grow or purchase the
1t the operation.

This last case, Craig, later went on to the Supreme Couvriin 201
2 unanimous decision® the Supreme Court did somewhat overtur
earlier decision in Moldowan in the way that case interpreted the co
tion test, in favous of the lower court approach used in Gunn. The comb
tion question should only reqmre an examination of the cumulative ¢
the aggregate of capital invested in, time spent in, and income deri
farming and the second source of income, considered in light of the lax
er's ordinary mode of living and farming history. If these factors show
taxpayer places mgmﬁcdnt emphasis on both farming and non:
sotirces of income, there is no reason that such a Combmatmn shmﬂd
constitute a chief source of income.

he fol wing operations are not considered to be making an apprecia-
ontribution to the growih and maturity of the livestock and are not
ed to be farming:

fal 4 ng as agent or broker for the sale of livestock;

Uymg ‘livestock for resale as soon as a favourable opportunity
tesents itself; or

See poge i for explanation of footnotes.
:;; Gunn, 2008 DTC B544, 53 soharfe, 2010 DTC 1078,
Stackhouse, 2007 DTS 620, ‘
529 | pyers, 2008 DTC 4698, . °%% Craig 2011 DIC 5047.
530 jonnscn, 2009 DTG 1245, 533 Gralg, 2012 DTC 5115

13579

assembling and preparing hvestock for shlpment

See page il for exp\onouon of faotnotes .
003 See 171, 58 COH €5650; Sec. 30; Interp, Bul IT-485.
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(2) compensation for property that has been: poration (o another Canadian corporation in exchange for
. Asidération in excess of the paid-up capital of the shares trans-
(@) unlawfully taken; corporations are subject to a certain specified degree of

(b) destroyed, including any insurance proceeds,

an assumptmn of futule costs was determmeci 10 consti-
the roceeds of disposition on the sale of a business. The case
axpayer’s sale of two timber mill businesses, each of which
sber:rights and a corresponding reforestation obhgaﬁon The
sssumption of the reforestation obligation was included in the
disposition. This case went to the Supreme Court of Canada in
i°d unanimous deciston, it ruled to wholly exclude the pur-
-ed reforestation obligation amounts from the taxpayer's pro-

: : position. Tn its reasons for judgment, the SCC found that “the
(3) the amount by which a taxpayer's liability to a m wiich ke needed repairs to property — are a future cost
hypothecary creditor is reduced as the result of the sale of the mgp team heforest tenure that serves to depress the tenure’s value at the
hypothecated property under a provision of the morigage or hvp '
any amount received by the taxpayer from the proceeds of the sal

{c) taken under statutory authority, including the sale p
erty sold to a person by whom notice of an mtentmnt
statutory authority was given;?3

(d) injuriously affected; or

(e) damaged, including insurance proceceds for plop
unless the compensatlon or insurance has, W1thm
time, been used to repair the damage;

(4) any amount included as a result of the extinguishm a0 Meaning of “Adjusted Cost Buse”
resultmg from foreclosure of a mortgage or hypothecary claim ¢ :

sion of property sold under a condmonal sales contract;*! property and, for property other than deprecmble property, the

axpayer of the property with specified adjustments. The adjust-
not reduce the adjusted cost base of a property at the time of
“tgless than zero. If the property involved is property that hag
'rcd aftera p1 evious d15p051t1011 adjustments that were required

(5} in the case of a share, the amount deemed in certain cire
not to be a dividend on that share.® On a winding-up, a po io
winding-up dividend not exceeding the pre-1972 capital surplus Qn
the corporation is deemed not to be a dividend.

The following amounts, however, are not included in t ficr it is reacquired. There is also provision for a deemed gain
disposition: - , _ e\ e

i H g 101
(1) any amount which would otherwise be proceeds Opdlsp . mounts {0 be added to the adjusted base. See 15175.
share to the extent that the amount received is deem~a (o be
such as in a winding-up distribution or redemption 2 except to
that the dividend is deemed to be proceeds of disposition by
graph 55(2)b), or is deemed not to be a dividend by
graph 88(2)(b)(11) (see (5) above);

(2) any amount that would otherwise be proceeds of disposition eaning of “Principal Residence”
extent that such amount is deemed to be a dividend in a non-arti
sale of shares® There is a deemed dividend when there is a. fo
length transfer of shares by a resident individual or trust and the: co'-
tion received on the transfer exceeds both the paid- up capita
adjusted cost base -of the shares transferred. A dividend is deemed
been paid to a non-resident when that non-resident transfers shar

of include any expense the taxpayer may have incurred in order to
r herself m a pﬂsmon to pay that price or to keep the propérty

‘and also extends to a share of the capital stock of a co-operative
rporation.’® In order to qualify as a principal residence, the

See page Ii for explanation of faotnotes.
Vigrubenl Intemational L, 2011 DTG 191 CCH 16440; Sec. 40(3)

102 Sfing, 85. DTC 5199, Bodrg Estate, 81 DTC
- Manben ntematonol Lid, 2013 DTG B BT 1506,

See page i for explanation of footnotes,

93 ER Fisher Lil, 88 DTC 6364, Sanl Sport ne, 80 95 0CH 911170, Ssc. 88(2)i0)
DTG 6230, Shaw, 83 DTG 5121, Langiols, 94 DTC .. 98 5CH 97083 910,240, 110.280; S

1557, . 84(3), . B 850, 120,280, Sec 54 odjusted cost 93 CCH 97851, Sec. 54 "principal resicence”
% Bl ot al, 95 DTC 6572 97 CCH 910384, 126,270, Sec. 841,212 1TAR 26(5) Income Tax Folio S1-F3-C2.
5075
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mterest, since the taxpayer is actually disposing of the. i
and is deemed to digposc of the life interest 32 This provisjoy: 5
to a transfer of a remainder interest in farm or fishing prope
which is otherwise eligible for the tax-deferred rollover (get
does not apply where the remainder interest is disposed of”
donee described in the definition of “total charitable gifts
gifts”?% See Y8150 and F8185.

When the life estate is terminaled due to the death of t
whose life it is based, the holder of the life estate is deemed. (& ]

anges and Replacement of Property

+ Capital Gain When Property Is Replaced

perty (other than shares) is disposed of involuntarily
y is used in the course of a business and then disposed
e é,ct to defer recognition of a capﬂal gain p“ the former
& within specified time limits with a similar property
imilar business.3’ A similar election is available under

S| , L owance provisions®® (14460) in respect of any recapture
of it just prior to death for proceeds equal to its adjusted: COos Gwance arising from the same disposition. An election
ingly, there will be no capital gain or loss to the life interest b

interest expires. Alter the death, if the holder of the life estate
holding the remainder interest were not dealing at arny’s lengg
addition to the adjusted cost base of the real property. The ama
the adjusted cost base is the lesser of* -

provisions is deemed also to be an election under the

ispositions. The election is available with respect to capital
or ian shares) where the proceeds arise as a result of certain

positions. In order to gualify for the election, a replgcement
be acquired before the end of the second taxation year
aar in which the proceeds of disposition become reccwgble.
‘e short taxation years, the specified time frqme to acquire a
_o;f»e_rty and defer tax on capital gains was adjusted in techni-
‘s that were enacted on June 26, 2013. In the case of involun-
as-occurring in taxation years ending after December 19,
lacement property must be acquired beforg‘the later of the end
taxation year following the year of disposition and 24 menths
nd-ol the taxation year of disposition. .

{a) the adjusted cost base of the life estate immediaté
and .. :

{b) the amount, if any, by which the fair market valic
property, immediately after the death, exceeds the adjuste
of the remainder interest immediately before the deat

[915354] Synthetic Dispositions

New rules were introduced effective March 21, 2013 designe
the deferral of tax by entering into synthetic dispositions, Gener:
taxpayer owns property and enters into a synthetic dispositics
deemed fo have disposed of the property for proceeds aqual

market value and to have immediately reacquired, the mioperty
fair market value3%

of proceeds reccivable on invojuntary dispositions are: com-
“stolen property, compensation for property destro_yed (inctud-
sroceeds) and compensation for property e?gproprlateld (_(_Jr the
of property sold to an expropriating fcmthorl‘{y after notice of
e : on is given)®® Special rules are provided for determining the

| heve are,a mumber of specified exceptions to the above rul sposition of capital property that has been stolen, destroygd, o1
noteppl.” | ted and the time when the proceeds of disposition are cons;dere'd
e receivable. Tn general, these rules recognize that on d1sp0_s1.-
his kind the proceeds seldom are received or even determined 1t1nt11
1siderable time after the taxpayer ceases to have the use of his or
crty. The disposition is deemed to have taken place and the pro-
e deemed to have become receivable on the earliest of five specified

® unless the deemed disposition would result in the realizati
capital gain or income inclusion;

e in respect of mark-to-market property;
® 10 leases of tangible property, -

" euehanees of property under section 31; o hé day on which the taxpayer agrees to the full compensaﬁon for
e stolen, destroyed, or expropriated property; if the taxpayer agrees
) See page i for explonation of footnotes. i

§100-168713; Sec. 44(1)-44(5); interp. Bul, 398 ooH-q7852 See. 54 ”pro.ceeds of disposition’.
R4 ' - L
14513; Seo. 13141 #0GCH §8704; Sec. 442)

@ if the property is otherwise actually disposed of within O
_ ) See pogs i for explanation of footnotes. .
392 GOH 18668, Sac. 431(1) _ 399 0+ Y8669, Sec. 431(2)
383 CCH 118330, 1183300 See: 118701) "olat 390 Sec 208(1). .

charitable gifis”, 118.1{1) “total Crown gifts”, 398 gag, 806(2).

15354

T5357
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Pension income receipts that would otherwise qualify for
excluded if the payments are exem pt income (for cxample, fas
income which is protected by treaty). This prevents a doup|
obtained for the same payment. A similar exclusion applies to the
any receipt that would otherwise qualify as pension income
cally deductible under some other provision of the Act, Forey . five days and
amount of superannuation benefits, retiring allowances, and. travel for an, uﬂiﬂt@l'mptec} pmog glfa?thl: E:)Srtsfhe is eititied
of premiums transferred into an RRSP would not qualify as pe i} purchases enough of these passes SS—da eriod. The cost of
or qualified pension income. i | for at least 20 days in any Y P ~way trips during
o avgt cards when used to make at least 32 one-way
aymnie

11 i 't‘SO
d period not exceeding 31 days also qualifies for the credi
(A3 _pte

i ib le o
o for the credit, public transit passes must be ?télggfr;%bn—}aw
bl?g iransit by the individual, his spouse O
pu

. dit .

it.Poss Cre TR es Or

1 can claim the cost of monthly public Uan-igif E?lznada

dUal Catiorl such as an antual pﬁ}ss‘for fravel wi T buses,

Ql:td%{fese paSses must permit unhznfed Irfavc;%eglgg Phe cost of

Bk i buses, and local ferries. et

; ter trains or 5 S, ivid-

s Cs(;?glﬁ also be claimed if each pass entitles the ind

on passes C -
|
|

If the individual has not reached the age of 65 before
vear, the pension credit he or she is entitled to deduct is da
multiplying the appropriate percentage of 15% by the lesser o
the individual’s “gualified pension income” received in the @

a
o are under 19 years of age at the end of the ve

igible
e 4it is equal to the appropriate percentagedog 1 i%eic;; &i Se; mgem,

When Legislative Proposals, Sebtemibior il = d for the year. Such amounts are 1.6:dt'u:‘(ii %jrcceives usements

o . ” or-any other form of assistance a'n_md11ivg11b;f2 o eenl
of an eligi ublic transit pass or € clectronic payroent

) o iﬁqgﬂif included in computing thatggndlwduals inco

# -ggguctible in computing taxable income)

eligible to claim the credit

- the ¢o

' ' is ‘
ations re more than one person The crect
%t'iozspwagficular j:)ass or electronic payment Caf[de, );Liee ((1; cdit st
e té?ween e indivﬁ??(?ﬁi I?F StErlgcindividuals canmnot

individual could deduct. idual ;
qtmt ﬂ;at gﬁ?d?iﬁédcredit the Minister may arbitrarily asmgn
How Lo , .

o e
o the parties in questloﬁ.

Qualified pension income is a more limited category thar
income It is restricted to superannuation or pension benefits o
described in (a) above and to receipts of the type desciibed _ Cradit
above, provided the latter receipts arise as a resulv of the on-Refundable Child Fiiness Tax Crad
taxpayer’s spouse or common-law partner8’

] [ i basic non-refundable
' individual was entitled 10 clal_m abe _ : :

o 2014_’ a.ndli?dolgligato $500 of eligible fitness expenszsm pz}dpg;és
ness }ax c1eﬁf ing child registered in a pgescnbled progfj o
:i.eégﬁ“c%liife ?01‘ 2014, the maximum limit was ncrease ,
1Ly, DI ’ .
sctive for 2015, the non-refundable cre
details, see 82455

y e calculations and considerations_ helow are ge
findable and non-refundable credits.

98111} Canado Employment Cradit

An individual with earned office or employment income il;
year may claim a Canada employment credit. The credit is non-
and calculated at the appropriate percentage of 15% on the lesse of
total office or employment income, including amounts recejved in
Wage Earner Protection Program Act; and (i) the indexed value of 51,
$1,161 in 2016)8 The purpose of this credit is to recognize various wo

related expenses which are incurred by employees but not deductib
their income. EE ' : : :

dit becomes refundable. For

nerally valid for both

See poge !l for explanation of footnotes.. o 118050
' 18.02(1} “public commuter 92 CCH 18,3288, Sec. 118, "

s %3 00K 9183261, Sec, 118023)

it eang??%so: Sac. 1180201} "sliginle electronlc g4 GCH §18329¢; Sec. 1180302}

) . v 9Bggp 1228
'mﬂ'TtBCBGErgd; Sec, 11802(1) "qualifying relation” Sec

See page il for sxplanation. of foototes,

51 COH 128,377, Sec. 252(3),
. % CCH 918321; See. 178010),

8 coH 118304, sec 118(3)
8 CCH 912316, Seo, 118(7)

8111

8113
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trusts (with a few exceptions) will be subject to f1 o :

' - at-to : wtion:
n.otabi.e exceptions to this amendment are gradated raﬁ: e ction: it :
fied disability trusts. For further information, see §7307: ng an oil or gas well or extracting petroleum or natural gas

5 natural accumulation of petreleum or natural gas;

ing:mmerals from a mineral resource;

[18395] Moanufacturing and Processing

: 4sinig ore (other than iron ore or tar sands ore) from a mineral

ocated in Canada to any stage not beyond the prime metal
its equivalent,

[18400] Caiculation of Credit on Manufacturing and Proce

Corporations are taxed at a reduced rate on their Cap

turing an i i i i ' ' :
g and processing profits. The Canadian manufacturin -ssing iron ore from a mineral resource located in Canada to

profits credit is not available in respect of income that.j : i i
' : at:is: i '
small business deduction. The rate set for the manufacturin‘g"a ge not beyond the peletstage of s equhelons

tax crech.t hgls ﬂ'uctuated.over the years. The rale has beer rocessing tar sands ore from a mineral resource located in Canada
but, beginning in 2008, increased to be equal to the “geners ay stage not beyond the crude oil stage or its equivalent;

tion percentage” (see §8475). This means that the rate is 8.5% &
for 2909, 10% for 2010, 11.5% for 2011, and 13% for 2012 .nd
taxation years, subject to proration for non-calendar years® -

_ Currently, the manufacturing and processing tax cre
subject to the small business deduction) is the “general rate
centage” for the year multiplied by the lesser of '

+ cessing natural gas as part of a business of selling or distributing
iithe course of operating a public utility; o

's'.sing heaw crude oil recovered from a natural reservoir in
a to a stage that is not beyond the crude oil stage or its
valent; '

(a)l the amount by which Canadian manufacturing and D
its exceed income subject to the small business credi
{b) the amount by which taxable income exceeds the a anadian field processing (defined in 14210); or

(i} income subject to the sm i it: . .
ject to the small business credit; manulacturing and processing where less than 10% of the gross

ue from active business carried on in Canada is from the selling
asing of goods manufactured or processed in Canada, and [rom
dufacturing and processing in Canada of goods for sale or lease by
iérs (including the taxpayer's share of any such revenues earned by
_partnership).

(ii) %4 of the amount of the foreign tax credit on b
deducted for the-year (see §8565). (For 2001 and sub 4
tion years, the amount i determined "excluding ‘th
special CCPC rate reduction {(discussed at §2475)); &

‘(iij) where the corporation was a Canadisn-eontrolled pri
ration throughout the year, its “aggregate investmen
the year as defined in 19027 ' :

‘The manufacturing and processing profits deduction is- no

tolc%raporations' that generate electrical energy for sale or produce
sale. : e

ayer’s assembly of kits containing automobile and truck parts for
offshore vehicle manufacturers constituted “processing” 3™ The
vas held to be engaged in manufacturing, since it manufactured
ts it needed to repair hydraulic components. It was unrealistic to split
s into a true manufacturing component (ie., the manufacture of

¢d by a customer) and a repair component.®’® The corporate
Yusiness consisted primarily of applying rubber covers to roll
uip and paper industry mills. The business was held fo be “manu-
g and processing” its goods “for sale”. It was replacing the rubber
cotisidered to be specially manufactured products) and selling them

~Manufacturing or processing does not include the
activities:s74 ' C

{a) farming or fishing;

(b) logging; customer®77 In addition to providing services related to the drilling of
71 seq. 12211) Sze page i for emlong;iggg; footnotes. i s wells, the taxpayer %sfcovided a related specialized product. The
- 574 o m%%i?] Sseev:(5 15;.511(:(2;) k. | See page .u for explung;l_?n of footnotes, _
COA 19885 Sec 128100 Brooessing'; Interp Gul 1-411R: p Ll 2005 DIC 780 - Stowe Woodsword nc, 52 DIC 6143
98395 '

18400
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~ The gross-up amount applied to the corporation’s foreign
mcome tax credit amount included in the calculation ig fii

100/135 + 33 % (A/B)]
Whare:

fage used in (a) is prorated using the following formula for that
5% X (AB)

A =the number of days in the taxation year that are after 2015, and : n.ﬂmber of days in the taxation year that are after 2075, and

B = the total number of days In the taxadon yedr otal number of doys in the taxation yedr

pidy make the refund without any apbllcdtion for refund having been made by the
an gutomatic rafund is not made, the Minlster must make ¢ refund if the corpora-
i uoplloation for 1t wittin prescribed reassessment perlods®®

ead of making a dividend refund, the Minister may apply the
‘amount to the corporation’s other tax Babilities. The Minister
y the corporation that this has been dome. In most cases, the
afund earned through the payment of taxable dividends will be
sifset tanes otherwise payable by the corporation as shown in its
the wean .

erurn is not filed within three years of the end of the year in
‘dvidend is paid, the dividend refund cannot be paid or credited
ster, but, as noted above, the corporation’s RDTOH balance is
ot reduced.

From this total, the corporation deducts its dividéﬁ&
preceding laxation year. The remainder, if any, is the corporat;
able divided tax on hand (RDTQH).

Where a tax return reporting Part IV tax payable is not [ il
required three-year limit, the Minister is not entitled to reducs:
RDTOH balance in the following taxation vear by the amoun
barred dividend tax refund.s C

1990301 Anti-Avoidance Rule

__An anti-avoidance rule will stop certain transactions ‘u
dividend refund was generated without any tax being paid at th
er level. This could happen, for instance, if the recipient of th
accumulated tax losses. This kind of abuse will be countered b
dividend not to be a taxable dividend, and therefore denying:
refund to the dividend-paying corporation if the dividend wa
transaction (or series of transactions), one of the main purpos
was to obtain the dividend refund® SR

Agoregate Investment Income” and “Foreign Investment

efined

poration"'é aggregate investment income for a taxation year is
he amount by which the total of the first three items outlined

deeds the fourth (the result cannoi be negative).*8

The “eligible portion” of its taxable capital gains in excess of the
e “eligible portion” of its altowable capital losses for the year and
yoration’s met capital losses carried over from other years and
n the year. This amount cannot be negative.

[19033] Bankrupt Corporations

. No dividend refund may be obtained in respect of a tavii,
Fald to a %ontrolhng shareholder if that controlling sharehoider wa
ime 1n the taxation year of the corporation payving. the:
bankrupt. 4 P PR

The corporation’s income from property for the year, excluding
ncome, dividend income which the corporation can deduct in
nig its taxable income, receipts from a NISA Fund No. 2, and certain
sme which is otherwise deemed to be property income. The divi-
lusion will remove from aggregate investment income dividends
from Canadian corporations and most dividends received from
alfiliates, but will not exclude portfolio. dividends from foreign
10ns. :

he corporation’s income for the year from a “specified investment
":carried on by it in Canada (not including any income from a
miside of Canada). :

[990386] Procedure for Dividend Refund

When a corporation files its return for 4 taxation ‘vea
three years affer .the end of that year, the Minister may refus
corporation as a dividend refund, the lesser of: '.

(a) 38v1% of taxable dividends paid by the corporation .in th
year, at a {ime when the corporation was a private corpora

{b) the corporation’s refundable dividend tax on hand as at the
the year. - e

For taxation years that end before 2016 the rate. in {a) was .331/3' %,
corporation’s (axation yvear ended after 2015 and began befor

i ) See page |l for explanation of foomotes.
Tawa Developments Inc, 2011 DTC 1324 (TCC). 4% GOH §2004D; Sec. 128(1.1).

43 : :
CCH $20,0400; Sec. 129(1.2), 45 OCH 920039, 120041: Sec.. 1290
9030

See poge § for explanation of fooinotes.
049; Sec. 152(4). : 48 coH §20,056: Sec. 129(4) *aggregate Investrnent
[349; Sac, 129(2), : Incoms’”. :

12039
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[%10,393] Home Buyers' Plan

CH. ¥ — DEFERRED AND SPECIAL INCOME ARRANGEMENTS 1023

ap] Limitotions on Ordinory RRSP Coniributions

{ndividual withdraws RRSP funds under the Home Buyers’ Plan,
he will not be allowed to deduct any ordinary RRSP contributions
‘than 90 days before the withdrawal to the extent that the contri-
sreater than his or her RRSP balance after the withdrawal!™

910,3930] Cheracteristics

The Home Buyers’ Plan allows an indivi o
money previous_ly contributed to an Rl%%vtlg Eizttﬁrl::();rg\g e
gsagszd tas égg éndl_yldual’s principal residence. Each imdil\?ie"ul
annuitelljnto S0 thg.? griinafr?gdcilgbl?atig 7 of lans of which fig
$25.000 each if they each have utl:;l;t I:(Ijltl:f‘l{aim g i
?}:Erchase of a jointly owned house. Com'mon—]al},]wtgglrin?e‘:;l (:?RS

is and any group of related or unrelated individuals, pro ¥
agree on the intricacies of collective home oﬂ\glrg;;dﬂ

ample: .
nnffer had $20,000 in her RRSP ot the beginning of the calender year and $10,000 In
e was eniitled o put ancther $10,000 into har RRSP before March 1, and In fact
the cash o pay this amaount as an RRSP contribution on February 15. She now hos
1060.1n her RRSP. On March 31, her RRSP waos credited with a further $750 earnings In
i of preceding years, On May 1 (le. less than 90 days after the contribulion paymert
brucry 15) she withdrew 525,000 under the Home Buyars’ Plan, lsaving a balance of
0, Her RRSP balance Irnmedictely ofter the withdrawal is $5750 and her conmibution

spouse/common-law partner’s plan is a spousal or commons “he 90-day perlod was $10,000, a difiersnce of $4,250, This amount s disailowed s
a Sp deduction. In effect, Jennlfer has been dliowed to withdrew the $20,000 that was

plan RRSP to which all contributi
/ ontributions h -

spouse/common-law partner, withdrawals aved }:_)eén made, v thi #d origin.lly, plus all eamings In the pion twhether on old or new money), but she has

can be made from th ; under the Home B son cllowed 1o contribute funds within the 80-day pedod and oot daduct them and

fant spouse /Commonei SDOHS?I or common-law partner plan by aw tharn.

- non-law partner and will no i P \

Ing spouse/common-law partmers income Lb? mc.hlded in the Jaraifer could withdraw $20,750 without penalty. She could also withdraw the 20,750
, unless for some w1 and. if she had not acgulred her home within the 30 days preceding the 90th day

prove to be unqualifie - . Jok

spouse/c Ommgn-law d and "YO_“ld otherwise be included in th pruary 15 (ie, she had not coguired her home within 30 days preceding May 16),
partner’s income.!? s Suid now withdraw the remaining $4,250 and use [t further pay down her home Cost

Jay rule is one of the limftations on Homa Buyers' Plan withdrawals (see Rule (3) at

The money withdrawn under the ; |
o : ¢ Home Buyers” Plan i
];ﬁg(t:;ﬂlersr‘lt—fr?e loan fgc;m the individual’s RRSP. It 3Jgnust bgriéipard
i ents over a 15-year period, commencing with i
ing the withdrawal.''* As with ordis B tbosoond
i : . . nary RRSP contributi ndivig,
in fact given 60 days following the A
in fac i g the year end to make a repaym
mdw_ldual withdraws funds under the Home Buyers’ Plegl }i?"Tl’ 1
must commence repayments by March 1, 2019, \

Tﬁ_é_ same rules apely 1o funds Jennifer's spouse of common-law pdrner withdraws

o spousal or common-law partner plan.!!

. Jennifer contributes funds to her spouse of common-iow parner plan and her
ar commaon-law parner withdraws the funds under the Home Buyers' Plan within 90

i of her contribution, Jennifer will not be allowed o deduct her RRSP contibution to the
fhat the contribution Is greater than her SPOUSE'S OF COMMOon-iw parners RRSP

lerioe after the withdrawal

denial of a deduction for an RRSP contribution applies ouly to
1y” contributions, That is, it does not apply to contributions made
ticted under the roliover rules which permit special RRSP contribu-
for retirement allowances, termination payments, refunds of premiums
d on the death of a spouse/common-law partner, or, in some cases, &
and direct transfer of funds between RRSPs or from other pension

Once an individual has repai i f
repaid all the Tunds withnam for'a
purchase, he or she may use the Plan again, comniénéing wit

following the-final r Thi ive
foowing ¢ repayment. This does not, however, waive th

Although a’;he Plan was essenti i :
_ sentially intended for first-time ho
gfl‘es i%ﬁzgél;lcﬁt]has ;ecotgnized that such a rule would be un?a?ﬁ
. It has therefore chosen a five-year period ¢ .
, ‘ period of non-ow
gfyéﬁr:? ;cl)a?lns;{lre that C%rrent of recent homeowners cannot se tt
. However, the five-year rule will be waived :

‘ Ever, ‘ ) where a
%uahf ies for thﬁ: disability credit (or a related individual) buys a hc?i
more accessible for, or beiter suited to, the care of the disabled

395] Quallfying Withdrawals for a Qualifying Home

ch individual may withdraw funds under the Home Buyers’ Plan
or more RRSPs of which the individual is the annuitant, so long as
tal of funds withdrawn does not exceed $25.000.1'8 The funds need not

drawn at the same time, but all withdrawals must be received in the

See poge il for expl i —
o . planation of footnotes, -
gg@)llzgnggﬁ? 1224%%71%2)9@& 14601(1) "requior 2 00H 21,365i0, 121,3655:°8
14801 (2), "specified disabled persor 146

CCH §21, - .
146‘01?]4)‘ 374, 921,375, Sec. 146.01(3), mental eligible amount’

$10,393

s See pdge i for explanation of foninotes.
21,245, Sec. 146(5) 115 (e 21,3650 Sec 146011} “regular eligivle

1,262 Sec, 146(5.4)7 dmount’.

10,395
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late or “bank” certain discretionary tax deductions in year '_ However, in computing gross revenue for a taxation year, a corpo-
exempt from tax on all or part of its taxable income® iay deduct an amount not exceeding its gross revenue for the taxa-
' ¢ but must include any amount deducted for the preceding taxation

[911,574] Non-Profit Corporation for Sc it
Research and Expersmenta! Developme

net result of these provisions is to permit a corporation to accumu-
keep on hand as a reserve an amount up to its gross revenue for the
, g year. In addition, the co1p(>rat10n may accumulate an amount
[111,575] Tox Exemption - in respect of the 10% of its income for the period which it is not

A non-profit corporation for scientific research and: 1o dlstrﬁ_:)utc.. Sn}ce the corporahop must expend the Irelevam
development is exempt from income tax if it meets ¢ the perl_od, it wﬁ; be necessary for it (o make.the expenditure on
conditions:* ' of an estimate of its gross revenue for the period.

(1} The corporatien must be constituted exclusively for car 71 Gifts as fncome
promoting scientific research and experimental developmen _
i -must e included in computing the income of a non-profit
ration for scientific research and experlmental development and in
ing its-gross revenue, all gifts received by it and all amounts con-

(3) The corporation must not have acquired control 6f &t #5.it inat are used for smepllﬁc research and experimental deve}op
poration. A corporation is controlled by another corpor ius, the value of such gifts or contributions must be tal_ien'mto
purposes if more than 50% of its issued share capital (having -in determining the amount that the corporation must distribute

nghts under all circumstances) belongs to the other corpora he period in order to qualify for exemption.*®

computing the part, if any, of any income of a non-profit scientific
 and experimental development corporation that is payable to, or
se available for, the personal benefit of any person, income excludes
gains and losses

{2} Nc part of the corporation’s income can be payable bs)
available for the personal benefit of any proprictor, membet; ¢

deal at arm’s length. However, a corporation is deemed for
to have acquired control of a corporation if it has not pur

| Information Returns

jon-profit scientific research and experimental development corpo-
st file a prescribed form containing prescribed information by its
tion, have expended amounts m Canada cach of wihich is (a) a {ax return filing-due date for the vear® The filing-duc date for a
on scientific research and experimental developai=it directlyi tion is six months from the end of its taxation year. Failure to file
it or-on its behalf or (b} a payment to an approved association et a penalty equal to the greater of 2% of the corporation’s taxable
college, research institution, or other similar institution e - or the year and $500 for each month {(up to 12} that the form is
scientific research and experimental development, the aggregat :

not less than 90% of the corporation’s gross revenue for the:

any penalties and interest payable for failing to file an informa 9] Acquisition of Controt

(911, 576} Deductions and Election o : - or the purposes of the exemption from taxation for a non-profit

¢ research and experimental development corporation, a corpora-

The aggregate of the amounts GXDSHdEd on sc1ent1f1c 0n31dered to be controlled by another if more than 50% of its issued
experimental development in the manner described above with voting rights belongs to another corporation or to the other
than 90% of the corporation’s gross revenue for the period tion and persons with whom it does not deal at arm’s length. How-

penalties and interest payable for failing to file an information
ki See page | for explanction of foomotes.,

AB'0CH (21844, Seo 149(7)

See page i for explanation of footnotes. ; i_ - 85, Sec. 149(9),
40 00H 21,828, Sec. 149(4.3), 41 coH 921776, 921859 Se - 21,859; Sec 149(8)
148(8). : 21811; Sec. 148(2)

111,574 111,579

48 50H §21,845, Sec. 149(7.1)
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ite a taxpayer’s claim of having been subjected to undue duress,
er, who had waived his right of appeal and signed both an agrec-
-4 documents accepting several reassessments in order to avoid
tion for fax evasion, was held to be liable for his actions, and the

5 dismissed.®

penalty of $100. The Minister may waive all
case of an individual.? Y @il or part Ofl::

[912,060] Tox Rulings

ﬂ There may be uncertainty as to the tax consequence
posed business transactions. Upon request, the CRA will gt
rulings to taxpayers.®® Rulings of general interest are publis
in a series of “Tax Rulings”, : I

Dstermination of Loss for o Yeor and Determingtion Pursuant

payer may, at his or her option, request that the Minister determine
sunt of the taxpayer’s non-capital, net capital, restricted farm, farm,
ed partnership loss for a year if the Minister ascertains that the
. of the taxpayer's loss is different from the amount (if any) reported
axpayer in his return of income for the year.® It should be noted that
v the taxpayer that can initiate the determination, but it is not clear
- taxpayer is to know that the Minister has ascertained the amount of
o be differeii: trom that reported in the taxpayer's return of income.
he taxpaye” 1squests the determination to be made, the Minister is
to mak> tne determination with all due dispatch and send a notice
deterriication 1o the person by whom the return was filed.

41 the taxpayer is aware that the Minister disagrees with the calcula-
; loss as reported, the taxpayer has two alternatives. He or she may
“that the Minister determine the amount of the loss immediately

to the above procedure, or he or she may decide that it is prefera-
ise the matler in the taxation year in which he or she claims the loss

stother income.

i should be noted that there does not appear to be any maximum time
within which the taxpayer must exercise his or her right to request a
rination. However, once a determination is made, the time Bmitations
ing objections and appeals in respect of assessments also apply to the
ination.

he Minister may also determine an amount as. a consequence of
1ig the general anti-avoidance rule (GAAR) (see 915,307} Pursuant
AR, where a transaction is an avoidance transaction, the tax conse-
ces age to be determined as is reasonable in the circumstances to deny
nefit, “tax consequences” meaning the amount of income, taxable
me, taxable income earned in Canada, tax or other amount payable by,
dable to, the taxpayer, or any other amount reievant to computing
founts. Therefore, amounts that can be determined pursuant to
R include amounts such as the adjusted cost base of a property, the
Lup capital of a share, or the undepreciated capital cost of a class of
ErLY. _
Where the Minister determines such amounts, he has two alterna-
He may determine the amount immediately pursuant to the above
ure, or he may decide that it is preferable to assess the taxpayer later

[112,065] Assessments

[912,070] Basic Precedure for Assessments

The Minister is required to examine, with ¢ 1S
! : ) all due dispatch, eq
and to assess tax for the taxation year, plus interest and %e{Ch -
;\Sihigg,talthough ?.}tlaxpayer hélcl not resided in Canada in 2012
inister was still required to examine the -she: Haz
those years.' _ returns ;he.- ha

The Minister is also required to determine the amount of ré
that may be available to the taxpayer for the year out of sp’etc(i)gu:d-
tax accounts. It should be noted that the Federal Court of App
althoucgh‘ the minister's assessment of a taxpayers returns’
made “with all due dispatch”, the taxpayer’s tax liability was 1o
the fact that no assessment had been made

The requirement that the Minister examine th ayei
! ¢ taxpayer,
determme the amount p‘l‘" any refund or tax owing and th:Fc') r)équ ¢
the Minister send a notice of assessment does not apply to deters
%1:;1(1;}%1% tax C(E:rzdlt eligibility (see §12,072), loss determindtio

its,*® and determinations pursuant to Atitiz
Rule (see 712,071)4 P the General AT

While an assessment has been held fo include a “ni™ as
has also been held that a taxpayer has no right of apf)eaal" agar
assessment, since no tax is payable* The lack of jurisdiction
Court of Canada to hear an appeal from a nil assessment was hel
even wheq the question- at issue relates to the CRA’s determin '
mdividual’s disability tax credit (DTC) eligibility and, as a consequ
individual’s entitlement to be named as a benefici’ary under a’re
disability savings plan.*’ However, see 112,072 for the new pr
determination of disability tax credit eligibility.

Assessment” is defined to include a reassessment 48

See page if for explonation of foomot
3 £ €5
C .
- m?gi:j%iﬁ% Szc. 162(5). _ :;‘ CCH 122,182, Sec. 152{12)
® CCH 422180, 122190 Sec. 152(1), 152(2), 45N Form 1, 61 DTG 1182
o Sghatten, 96 DTG 6102 Newfoundiand Minerdls Lid, 69 DTG
Ginsharg, 96 DTC 6372, o 41 Tozzi, 2010 DIC 1374,

Applicable to 2014 and subgeguent tax years, 98 O0H 928018, Sec. 248(1) *ossassime:

Sea page I for explanation of foonotes,
srchanski, 76 DTG 6247, 51 ooH 922,181, Sec. 1920111},
H 122,187; Sec. 152(1.1): : i

112,060

12,071
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(2) The third separate dividend is the remainder of the'§; (c) the manner in which the amount of the particular dividend is to
dend and it is deemed to have been a taxable dividend. i be divided up as a result of the election; and. .

The election must be made in the prescribed manner not lat ) any retroactive election in respect of a part of the particular
after the sending of the notice of assessment in respect of the péfg} 1 ' ‘
example, a corporation may compute the balance in its capital divi :
based on the assumption that a particular (ransaction resuited: i 221 Joint and Several Liobility from Excessive Flsctions
rather than business income. On this basis, the corporation electedis 4 ' - '
capital dividend. Later, on reassessment, it is determined that the g
transaction was business income and an amount must be remidvig
capital dividend account, This could make the dividend paid. e%
sessed balance in the capital dividend account. The election: will
corporation 1o avoid the penalty tax by separating the dividend pag
that does not exceed the balance in the capital dividend account an here & corporation and another person have become jointly and
can be considered as a taxable dividend. _ Iy liable to pay part or all of the corporation’s Part 111 tax, a payment

: : ne other persan.on account of the liability will, to the extent of the
nt, dischargs his or her joint liability. However, a payment by the

(1) it is made with the concurrence of all the sharehol aration On account of ifs liability will discharge the other person’s
received or were entitled to receive the dividend and whose ad ity orily to the extent of that proportion of the payment (in excess of
known to the corporation; and ' G othar Lability of the corporation) that the amount of the dividend
od by the other person is of the total amount of the dividend.®

pecial tax-free dividend has been made will be jointly and severally
ith the corporation to pay the proportion of the Part LII tax that the
t of the dividend received by the person is of the full amount of the

The election is not valid unless:

(2} it is made within 30 months of the day on Wthh ‘the
became payable or all of the sharcholders who received or wer 123] Tax, Inerest, Penalties, Returns, Assessments, efc.
receive any part of the dividend in guestion concurred with the
The Minister issues an assessment after examining with all due dispatch
fection to pay a special tax-free dividend. Where the Minister has
sed penalty taxes for excessive elections, the corporation is required to
¢ tax and penalties due under the assessment “forthwith”, a term
b presumably means immediately upon receipt of the notice of assess-
. i Interest at a prescribed rate per annum on unpaid tax and penaltics
(1) a letter signed on behalf of the corporation siatmg L accrue from the day of the election. The general provisions of Part I

ration elects in respect of a particular dividend; g10 assessments, penaltms refunds, objections, and appeals are made

{2} a certified copy of a resolution by the directors-or the autho ble %
of the other persons legally entitled to administer the affairs of the

tion authorizing the election to be made, . = 113,125] Additional Tax on Excessive Eligible

(3) a certified copy of the declaration by the directors or othet : Dividend Desig nations (pﬁﬂ i1 )
legally entitled to administer the affairs of the corporation that

is made with the concurrence of all sharcholders who receiv : Y

entitied to receive all or any portion of the dividend and who 271 Lichilty fm" Tax '

were krnown to the corporation; _ Part I1i.1 imposes a penalty tax where a corporation has made an

' ' stve dividend designation in respect of dividends paid by it after 2005.

. o e is no corresponding additional tax or penalty imposed on a recipient

(a) the date of the assessment of tax under Part TTT, gible dividends. Rather, since the corporation bears the onus of proper-
- signating dividends as being eligible dividends, only the corporation

Note that all the shareholders who received or were entitled: (o
portion of the dividend must concur even though they may ne
holders at the time the election is made. ;

The election, must be made by filing with the Ministe'r'i :

(4} a schedule showing:

(b} the amount and date of the dividend, and — ——
) : See page ii for-explanation of footnotes.

See page i for expionation of footnotes, S $24,337; Sec. 185(4). 52 oo 22,804, 124330, Sec. 185; Reg, 4300,
4%.CoH 424323, Reg. 2108, . . 124,342: Sec, 185(8) : : : :

113,120 113,127




1316  CANADIAN MASTER ,
: TAX GUIDE CH. Xl — SPECIAL TRANSAGTIONS TAXEs 1317

sponsoring governmeni will be responsible for submitting.

tax. . he tax on prohibited investments will be refundable if the RCA. dis-

5 of the prohibited investment by the end of the year following the year
ich it was acquired (or any such later time as the Minister considers
nable) unless any of the persons liable for the tax knew or ought to
known that the investment was a prohibited investment.

“*The balance in the government account estabﬁshedf
plan or arrangement is considered tec be cash. : &

1913,573] Tronsfers

Lump-sum amounts may be transferred directly fro
another RCA on a tax-neutral basis.2’® This means that there
required, or deduction permitted in computing Part I income
ferred amount will not be subject to withholding when it is peud
transferor plan or when it is paid into the transferce plan.

576] Returns and Povment of Tax

The custodian must file a return in respect of the RCA trust and pay
ofundable tax owing within 90 days of the end of the year.”’® Various
nistrative provisions of Part I apply to the tax imposed under Part X1.3.

[1113,577] Tax on Excessive Employer
Contributions to EPSPs (Part X1.4

.5? 8] Overvicw

An employe=s’ profit sharing plan (EPSP) is an arrangement that allows
mplover to share business profits with all or a designated group of
oyec: Lnder an EPSP, amounts are paid to a trustee to be held and
tort “or the benefit of the employees who are beneficiaties under the
n, Cach year, the trustee is required to allocate to such beneficiaries all
coiover contributions, profits from trust property, capital gains and losses,
certain amounts in respect of forfeitures. These allocated amounts, with
in exceptions, are included in computing the taxable income of the
ficiaries for the year in which they are allocated and are not subject io
when actually received by the beneficiaries. There were concerns that
PSPy were used more and more by some business owners to direct profits
¢ families in such a way as to reduce or defer the payment of tax: 7o
s these concerns and discourage excessive employer contributions to
cified employees”, a penalty tax under Part X 1.4 was introduced.

For the purposes of Part X1.3 tax, an amount so transferre
ered to be a distribution from the transferor plan and a contri
transferce plan with the result that the tax Hability is transfer
transferor plan to the transferee plan. '

- This rollover is not available where the transferee pléﬁ:
res1deqt custodian or is a foreign plan deemed to be an RCA
Canadian residents participating in the plan (see §13,570).,

[913,575] Tax on Prohibited Investments and Advaritages

Beginning March 29, 2012, new anli-avoidance rules in Par
vent the use of schemes that seek to take advantage of the featur
RCA rules to obtain unintended tax benefits. These rules are vi
those applicable to RRSPs and RRIFs in Part X101,

As a result of these new anti-avoidance rules in Part X 1.3, e ¢
of an RCA is required to pay a tax equal io; N2

® 50% of the fair market value of a prohibited inve “r. .
held by the RCA; and $ <1“(:;1.t

® the fair market value of any advantage obtained by a spe |
ciary of the,RCA or a person who does not deal at arm’s fen
the specified beneficiary. h :

78] Tox on Excess EPSP Amount

After March 28, 2009, whenever employer contributions allocated to specified
moloyees exceed a certain threshold (the “excess EPSE am ount”), such employees

quired to pay tax on the excess amount. However, these changes will not
¢ to amounts paid before 2013 to an EPSP pursuant to a legal obligation
under a written agreement or arrangement entered into before March 29,
- Specified emplovees are emplovees who have a significant equity interest {at
10%) in their ‘employer or who do not deal at arm’s length with their
lover.,

n general terms, the excess EPSP amount is the portion of employer
ributions to an EPSP that are allocated for the vear to specified employ-
that exceeds 20% of the specified employee’s total income for the year

_ An RCA’S specified beneficiary refers to an individual
interest or right in the RCA ‘and who has a significant interest (at Tedst:
i an f:m'ployer sponsoring the plan. A specified beneficiary of an RE
participates in acquiring or holding a prohibited investment, or in:
an _advant_age, 1n respect of the RCA, will be jointly liable, to the exte
theq' participation, for the tax in respect of the prohibited investmient
tax in respect of the advantage.

s See page il for explanation of foomotes,
CCH 125,776¢; Sec. 207.8(7),

M13,573

: Ses page | for explanation of fooinotes.
1 925781; Sec. 207.7(3).
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potential problem with remissi .
! 1ons. The extent '
knowledge and experience should also be considgrfeéh?g ¢

IT a director pays an amount in res
ggdgr%t\; ggﬂ'hhc?ldj remit, and pay tax, this debt against the
oe Drove dm 1ssol‘utiqn, liguidation, or bankruptcy proc% :
beef{ director Is given the same preference as the--ce

entitled to, if the amount owed by the <.:or;:noraiti'cm'Wﬂ'i

= Ha

Here the person who has failed to withhold or remitis a non-resident
contribution to an RCA was made on behalf of employees or former
of an employer with whom the non-resident does not deal at
th, the employer is jointly and severally or solidarily liable with
resident to pay any amounts of penalty, interest, and other amounts
hed above.’® This rule would apply, for example, where a foreign
orporation makes contributions to a foreign pension plan in respect
Canadian resident employees of its Canadian subsidiary and the rules
hed in 713,570 apply to deem the contributions to be paid to an RCA.
geign parent falls 1o withhold RCA tax from the contributions, the
5 subsidiary will be jointly liable for any interest, penalties, and

amounts payable by the foreign parent in respect of the faiture.

pect of a corporg

unpaid,’

A director who has satisfi i ont
atisfied a claim is entitl
_ e
or her fellow directors who were liable for the clz?i;? 7?'01]'/[

[9115,090] Assessment

An assess ; i ' '
ment may be issued by the Minister to: pa5] Application of Withholding Provisions o Crown

rovisions requiring a person to deduct or withhold an amount in
of taxes from amounts payable to a taxpayer afe applicable to the
sment of Canade, a province, of territory.®

{(a) anyperson foran sori
] y amount payable by th on’th
withheld or deducted as a non—residegt t;;person "

(b)r ;31.3; Itjsi Sg‘;ﬂg%fe?él_y penalty or Hability for faiture to w
(¢) any person for fai,lure 10 ' 100! Minicters Receipt Discharges Dabtor
, com : e :
proceedings;  person who withholds or deducts fax as required and obtains a
pt trom the Minister on remitting tax to the Receiver General will be
o Turther liability to the person from whom the tax is deducted.®* A
-t of the Minister can be produced in court and will constitute a valid

ce against any action by the creditor for the amount withheld.

ply with requirements i

(d) afy person or partn i
. artnership for failure to com
. o1 wit
requirements m respect of tax shelters; and ply .It_h

(e) a corporation’s directors for the amount of téx that the eor

was required (o deduct, withhold, or remit, together wi

penalties. ™ ,1_05] Special Taxes and Exempt Corporations

The payment of special taxes under Parts IV, IV.1, VI, and Vi1is not
icable to non-profit corporations which are exempt from tax.®® For
11 taxes under Parts IV, IV.1, V1, and VT.1, see Chapter X11; for exempt
orations, see Chapter X. . _

The Minister may also a 1
8sess any person resident in Canadg | :
payable under Part X115 (recovery of 1abour-sponsorigag,?ﬁ£1 o

partn[c]:fsohr; t?}f l\iﬁnistefs senrding a notice of assessment ¢ ‘.i &
p involved, the appeal procedures become applikétﬁl I

115,092] Joint and Several Liability re Contributions 1o RCA 110} Parinerships and Provincial or Municipal Corporations

A person who has failed i
" : ed to withhold tax fi ontrib
;;c}tlﬁrmgntt compensation arrangement (RCA) is lﬂzg;eatocgmr'lbut”
pe%so I;: - ]?a%?g %nterest }(]JI‘I the tax that was not withheld lnpzd'
o pay the Crown an amount equ e Goti
' 1al to f
Itaae;sic;n]i\g&g \:g;hl};gil]c;sn?x Sfrom an §CA c_oﬁtribu%ion, butthc?oggidtlg
18] . § , 18 required to pay interest o '
and is required to pay as tax the amount Wiﬂlhf:lcl(.n;,c:[{lal :{?I;lg‘ém.

Certain payments made by a partnership are deemed to be made by a
{ent of Canada and amounts paid o 2 partnership which is not com-
ed entirely of residents of Canada are deemed to be paid to a nown-
dent. The collection provisions apply to any tax that has been deducted
withheld from such payments® A corporation that would, but for a
vision of an Appropriation Act, be exempt from tax because it is a corpora-
- 100% or, in some instances, 90%, of the shares of which (according to
ownership test described at §11,200) are owned by the Government of
ada, a province, Of 4 territory or by one¢ Or MOIe municipalities in
See poge | for explanation of foootes.

M 927,288, Sec, 227(102) 82 oH 27,302, Sec. 227(14)

CH §27,290: Sec, 227(11)
CH 427 206, Seo, 227(13) 83 coH 926243, 127305, Sea. 212(131), 227U15)

15,110

See page i for explanation of footnotes,

73
fAgs
74 S0 97 DTC 5407, 7 oo
127.320; Sec. 227.1(8), ‘ W27.288; Sec 227(10).

75

CGH - 7 ' '

e Ci:!g;gk 53 . 1213280, Sec. 2271(1)-227 17} CCH ¥27.2860; Sec. 227(10.01)-
; "B COH 127,287; Sec. 227(10.7) -

115,080
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It should be noted that, because the income allocated re . t has not actually appreciated in value. An example of this would be-a
acter as pension income in the hands of the transferee, syt : al or other property on which depreciation claims have been made. Also,
tions re the transferee’s age, it will be eligible for the pensig Ay older tax-shelter investments, even if virtually worthless, may attract
ed for in subsection 118(3). Remember that, for each individia : if they are in what is known as a negat;vc cost base” position; generally,
$2,000 maximum to this tax credit. Other credlts that may be aff; e Lhe personal cost of an investment is less than the overall tax losses
change in income levels resulting from pension splitting inclugd med and cash or other distributions from the partnership. If so, these
credit provided in subsection 118(1) and the age credit provi “should be left to the spouse.
subsection 118(2). Likewise, splitting pension income may aligy’ :
er access-to Old Age Security Benefits that would otherwise
the “clawback” tax imposed by section 180.2. On the other 45
and tax credits calculated based on the total of the net income
spouses or common-law partners —such as.-the Goods If qualifying small business corpomuon shares (or farm or fishing
Tax/Harmonized Sales Tax credit, Canada Child Benefit, an re roperty) eligible for the capital gains exemption are held (inciuding the
vincial or-territorial benefits — will not be affected by pension plitt sphanced exemption available for gains on dispositions of qualified farm or
¢ property after April 20, 2015), a number of options will be available.

e exempticn is available, the individual will generally want to use it up
h” 7 QSQE TGX Pﬂmnmng th@ W!H the time he or she passes away. This can be done even if the shares are

“Mote that a second home owned after 1981 is not covered by the
neipal residence exemption, so that if this is not left to a spouse, there
id d be capital gains tax on its appreciation as well.

[917,085] Introd ‘a spouse, because of a special rule that allows an individual to “elect
’ o uction : o ﬂlto acopifal gain on a property-by-property basis (e.g., one or more shares
It is generally recognized that everyone stiould make 2 will: it i - corporation). Also, the surviving spouse is potentially eligible for his or
er, not always recognized that doing so can often be the occasion “’n capital gains exemption. If it is expected that, after death, there will
fruitful tax planning. oo Hiture appreciation in the shares that will more than deplete the surviv-
' ' spouse’s capital gains exemption, it may be a good idea to leave at least
shares to children (or grandchildren}, if it is intended that they remain
hin the family. This could be done before death through an estate freeze
To the extent that assets have appreciated in value — tha 15 rganization, to meet the family’s financial needs. _
there ts untaxed capital gains — these assets should generally be Teft tc
spouse, or a qualifying spouse trust. That way, the property. “roll 117,095] The Principal Residence Exemption _ :
the spouse (or spouse. trust) without immediate tax. Otherwise fiv : B
will usually be treated as if they had been liquidated at current niacke Consideration should be given to leaving a residence to a beneficiary
(an exception arises where quahfymg farm property passes o chi o will be eligible to claim the principal residence exemption on it. Remem-
grandchﬂdren and S0 om). - - married couples, together with unmarried children under the age of 18,
To obtain tax deforsal generally entitled to only one principal residence exemption among them.
0 obtain tax deferral benefits on transfers 0 a spotse-or co wever, the principal residence exemption might be maximized, for exam- |

partner trust, the property transferred or distributed must inde . by leaving the residence to an adult child who does not already have a
in the trust within 36 months of the death of the person and the:fit j%az 1-esigence, g

be éesidenlt in Canada immediately after the vesting. A trust will be
ered a valid spouse or common-law partner trust if it is cre ; i

deceased’s will, or by court order. The longer the lapse of time betw 117,100] Bequests of Farm or Fishing Froperty

death of the transferor-spouse and the death of the beneficiary-s Special rules apply to farm or fishing property passing to a beneficiary
greater the tax advantage to be derived — whether the transfe who is a child, grandchild, or great—grandchﬁd of a deceased person. Sce
directly to the surviving spouse, or to a spousal trust, the deemed ch 4375,

tion will be deferred until the death of the surviving spouse.

917 GQO] The Imporiance of the Spouse as Beneﬁcidry .

Obvious candidates for the rollover include real estate, shai 117,105] Flow-Through Shares
corporation, investments that have gone up in value, and so on. Accordin Flow-through shares are a financing vehicle used in the oil and gas and
to defer “death tax”, shares of a family business are usually left t6 mining industries and are issued by companies that need cash but do not
or more likely, a spouse trust. However, there can be tax exposure. eve need tax deductions. Instead, the investors in these issues receive the tax

117,080 ' 717,105



