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166 CANADIAN MASTER TAX GUIDE

or undertaking of any kind whatsoever, and includes an adventure or con-
cern in the nature of trade but does not include an office or employment 2

In most cases, it will be obvious when a business is carried on, but in
some cases it is a complex and difficult question. In the case of self-
employment, the self-employed taxpayer is generally considered to be carry-
ing on a business which is a source of income. A person will be considered
to be selfemployed where engaged to achieve a defined objective and given
complete freedom as required to attain the end result. In addition, there
must be a reasonable expectation of profit as a result of the activity being

performed, as opposed to the furtherance of a hobby or interest. See also
95105,

[13006] Property Income

“Income from property” is generally regarded as the return on invested
capital where little or no time, labour, or attention is expended.in producing
the return. Income from property would normally include dividends, inter-
est, rents and royalties, a right of any kind, a chose in action, and money.
However, such receipts might constitute income from business if sufficient
time and effort is expended in earning them. For example, if a taxpayer
manages office or apartment buildings, the rents may constitute income

from a business.’ Income from a property does not include a capital gain or
a capital loss from a disposition of that property.?

The term “property” is to be distinguished from the term “capital
property” which means:? .

(a) depreciable property; and

(b) any property other than depreciable property, the dispositica of
which would result in a capital gain or loss.

A capital gain or loss does not arise upon the disposition of

(a) property, the sale of which would be taken into accetinvin comput-
ing ordinary income such as inventory of a business;

(b) eligible capital property, meaning goodwill and other “nothings”;

(c) cultural objects which help preserve the national heritage of Cana-
da in certain circumstances; ‘

(d) Canadian and foreign resource properties;
(e) life insurance policies; and

(f) a timber resource property.’

See page i for explanation of footrotes.

£ CH 128,024, Sec. 248(1} "husiness”. 50cH 94009; Sec. 9(3), Interp. Bul. IT-102R2,
2 Interp, Bul [T-504R2 T-479R.

4 interp. Bul. IT-434R: Mertin, 3 DTC 1199, Ginsberg, ~ ° CCH 97850b; Sec. 54 “capital property’”,
53 DTC 445, No. 196, 54 DTC 468, 7 COH 16050; Sec. 39(1).

13006

vy

CH, Il — INCOME FROM BUSINESS OR PROPERTY 167

The difference between the tax treatmen_ts Qf ingome.from ‘prc.»pertg_/
‘ncome from business will be important in situations mvolvmg. non
T capital cost allowance; the small business deduction gnd mant-
S and processing allowance; loss carryovers when there is a change

in . :
gafcgﬁtr%)l; the foreign tax credit; and travelling expenses.

[ncome may arise as a return on property where a property is placed by
2 taxpayer at the use or disposal of another person.

i i i from a business is earned
hould be kept in mind that income ; _
i rlries while income from property is normally mvestm_ent income. It
I%C?ﬂd also be observed that certain provisions of the Act which are applica-
S10 in connection with a business do not apply where income from a
brf(:)perty is concerned, such as the deduction of travelling expenses incurred
ipn the course of carrying on a business.

Income received as a return on real es&ate, mineral r@g}}’tsl, or ﬁshatt:::s é?f
variously described as “rent”, “royalty”,. or “share of p_roﬁts ; “1'1 : e ?t% et
ney loaned to another, the payment is usuall?f QG§cr1bec}, as “interest”.
ﬁsorn 5 yrom shares is ordinarily described as “dividends™.

A disposition of an interest in land was characterized as income desp%te
the taxpayer’s claim that the acquisition was made for the developmendt 0 g
sﬁ:)pping centre. No soil tests were done, no tenants had been secured an
no financing arranged.®

[43010] Computation of Profit from a Business

The Supreme Court of Canada has laid to rest the paramougt n_nporg
tance of accounting principles in the computation of profit from 5} fu&életssi.‘_
While conceding that accounting principles may be a useful too 01{ e et -
mining profit for tax purposes, the Supreme _Court of Cgqua k‘fenltpnate
hold that they are only interpretative aids which may assist in the ud']m to
goal of providing an accurate picture lof the taxpayer's income. AC(_:ort_lnIgl; by
the Supreme Court, the following principles apply to the determinatio
profit for income tax purposes: :

(1) The determination of profit is a question of law.

(2) The profit of a business for a taxation year is to be determined by
setting against the revenues from the business for that year the expenses
incurred in earning said income.

"(3) In seeking to ascertain profit, _the goal is to obtain an accurate
picture of the taxpayer’s profit for the given year.

Ses page: 1 for explanction of foomotes.
9 Canderel Limited, 98 DTC 6100, Toronto College
Park Limited, 98 DTC 6088, [kea Limited, 898 DTC
6092.

8 Bahr, 95 DTC 1576.

13010




168 CANADIAN MASTER TAX GUIDE

(4) In ascertaining profit, the taxpayer is free to adopt any method
which is consistent with:

(a) the provisions of the Income Tax Act;
(b) established case law principles or rules of law: and
(c) well-accepted business principles.

(5) Well-accepted business principles, which include but are not limited
to the formal codification found in the Generally Accepted Accounting
Principles (GAAP), are not rules of law but interpretative aids. To the extent
that they may influence the calculation of income, they will do so only on a

case-by-case basis, depending on the facts of the taxpayer’s financial
situation.

(6) On reassessment, once the taxpayer has shown that he or she has
provided an accurate picture of income for the year, which is consistent with
the Act, the case law, and well-accepted business principles, the onus shifts
to the Minister to show either that the figure provided does not represent an

accurate picture, or that another method of computation would provide a
niore accurate picture, '

In the Canderel and Toronto College Park cases, supra, it was held that,
regardless of the accounting treatment, for income tax purposes the
expenses at issue (tenant inducement payments) were Tully deductible in the
year in which they were incurred. They did not have to be “matched” against
future revenues under the matching principle of accounting, because match-

mg was not shown to provide a more accurale picture of the taxpayer’s
profit.

[13015] Dividends

A dividend paid to a taxpayer by a corporation resident in Catiada on a
share of its capital stock is required to be included in the tarpayer’s
income,'® as is the amount of a dividend paid to a taxpayer by'a corporation
not resident in Canada on a share of its capital stock, or an amount in
respect of a share owned by the taxpayer of the capital stock of a foreign
affiliate.” Dividends that a taxpayer received from a foreign corporation, in
the form of shares of the corporation’s subsidiaries, were held to be “divi-
dends in kind” and had to be included in her income.?

[913018] Interest

Amounts received or receivable in the year as interest are to be included
in income, but only to the extent that such interest has not been included in
income for a preceding year. Thus, if interest is included in income in one

See poge ii for explanation of foothotes.
12¥ang, 2011 DTC 1156,

19 ceH 914856, Sec. 12(1)()
' ceH 94358, Sec. 12(1)(K)

13015
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ear on the accrual basis, that same interest will not be included in income

. _ i R
in a subsequent year when it becomes receivable or is in fact received.

If a payment of interest is made in the form of property or a right of any
kind rather than in money, it would neverth;less be mc_ludf_:d in income. Anéf
ayment which discharges all or part of an interest obhggtlon, wheEher pai
Ey the principal debtor or by someone else on the pr_mgpal debtor’s behalf,
must be included in income. In some cases, interest is, in effect, deer?ded t(c)i
have been received (such as in the case of loans to non-residents ?zn
accrued interest on. certain debt obligations sold between interest-due

dates).'®

When a payment under a contract or ot‘her arrangement can reaspnably
be regarded as being partly a payment of interest or other payment Otfl .arﬁ
income nature and partly a payment ofa caplta} nature, the portlor(l whicl
can reasonably be regarded as hltgr_est or as being of an income nature 1s
included in the income of the recipient.'® See §3135.

Where a 'aan repayable at par is made ata d@scount, orifa 10ap is ma_de
at a discount or at par but is repayable at a premium, thp lender will receive
more i tepayment than was loaned. Whether the discount or premlum
(boius) is interest or a capital receipt will depend on the facts of the case.

For interest expense paid on borrowed money, see 93277, for sitl_:lations
where securities are sold between interest dates, see 93354, and for interest
on policy loans, see §3282.

[13021] Interest of Certain Taxpayers

The general rules discussed above (under Wh_ich interest is included in
income when it is received or receivable, depending upon the method fol-
lowed by the taxpayer) are varied in the case of certain taxpayers.

Corporations, partnerships, unit trusts, or any trust of which a corpora-
tion or partnership is a beneficiary must mch;de. in income interest on debt
obligations if it was previously not included mn income.”” This accrual _.rule
does not apply fo interest on an income bond or debenture, a sm_a]l business
development bond, or a small business bond, as interest on these ms'tr_uments
is deemed to have been received on taxable dmdt_anclsﬂ8 In addqun, _the
accrual rules do not apply to interest earned on a Net Inco.me _Stablhza;mn
Account (NISA), as this interest will be included in computing income.’

“Anniversary day’® is defined as the end of the day that_ is one year
after the day of issue of the investment contract; every successive such day
occurring at one year intervals; and the day on which an investment contract

See page il for explanation of footnotes.

18 : : Interp, Bul IT-396R 17 GCH 74380; Seo. 12(3)

i i - 18 GCH 44680, 14681, 14698, 14699; Sec 15(3)
o e 15(4), 16.1(1), 152(1).

12 COH y5142; Sec. 20(14) 19 CCH 143930, Sec. 12(102). “

18 GCH q4700; Sec. 16(1). 20 CH §4393d: Sec. 12(11) *anniversary day”.

113021




170 CANADIAN MASTER TAX GUIDE

is disposed of. For investment contracts acquired or materially altered after
1989, interest acerued on an investment contract up to each anniversary day

of the investment contract must be included in income in the taxation year
in which the anniversary falls.2'

The term “investment contract” is defined to include any debt obliga-
tion except one whose investment income is already included in income at
least annually.2? This definition specifically excludes income bonds and
debentures, small business development bonds or small business bonds, net
income stabilization accounts, salary deferral arrangements, retirement
compensation arrangements, employee benefit plans, foreign retirement

arrangements, indexed debt obligations, and, after 2008, tax-free savings
accounts (TFSAs).

In addition, any premium or discount taken upon a prescribed debt
obligation (including one for which no interest is stipulated) is deemed to be
mterest and included in income regardless of whether the discount or premi-
um would otherwise constitute “interest” as determined by the case law.2

[13024] Canada Savings Bonds — Interest Deduction

A person who purchases a Canada Savings Bond under a payroll or
monthly savings plan is, in effect, borrowing money for that purpose. Thus,
interest charged on such loans is a deductible expense. The amount of
interest paid may be determined by deducting the face value of the bonds

purchased from the total of instalment payments or payroll deductions
made.®

[13025] Indexed Debt Obligations

The term “indexed debt obligation™ means a debt obligation ' that
provides for an adjustment to the amount payable which is defermined by
reference to a change in the purchasing power of money. An eximniz would
be a security issued at less than market interest rates but carsving a condi-
tion that at maturity the investor will be paid a special amount in addition
to interest and principal, to take into account a loss of purchasing power as
represented by a change in the Consumer Price Index. Accordingly, an
amount, prescribed by regulation, is taken into income by the holder and is
deductible by the debtor if the purchasing power of money goes down.
Similarly, if the purchasing power of money increases, an amount of interest

is deemed to be payable by the holder and is deemed to be received or
receivable by the debtor2®

Any amount required to be included in the holder’s income as a result
of a decrease in the purchasing power of money is added to the adjusted cost
See pags i for explanation of footnotes.

4 ntem. Bul, IT-396R,

21 0CH 743800; Sec, 12(4). ;
22 OCH 14393¢; Sec. 12(11) “investment contract’, Océigmﬁé%?’i%m Sec. 248(1) "indexed debt

23 CCH 143910, 74391h; Sec. 12(9) Reg, 700001, 26 CoH 14724; Sec. 16(6).
13024
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f the investment. Similarly, the adjusted cost base of thenltl(t)gf‘:[ri:
- ectment is reduced by the total of two amounts. Qne, the amcmS R
. né to be interest payable by the holder on the investment ari tgthat n
deeggrease in the purchasing power of money, agld two, a_trr; ;1111;0;11& et
o i int ising from a decrease 1

i ceivable as interest arising : .
receg;e;if (r)r];;ﬁey and which was previously added to the gldjusted go‘ith li():;:e ;rf

i justed cost base 1s 1ncrease

i . Therefore, the adjuste : _
e mvte S';n;li?;gned to be received and receivable as intcrest by the l}}loldqg
amounhl urchasing power of money decreases. The‘adjusted cost I asg, 1r
wh_en ; e?j %y any amount of this deemed interest that is actually re{:tewealg)o
decr‘eaasl:)le and that has been added to the ad;usted cost base. tlsest g
Eiena(i;?gased by an amount that is deemed to be paid a_nd payablgr ﬁz 1;1b<:)rvé o

chasing power of money increases.
B t_he o i indexed debt obligations does not
f the index adjustment on ind _ ‘ :

treafﬁi?)n;noin(iw(:d debt obligation that is impaired for part of the year and
iifgggpect of wiich a reserve is allowed.

base ©

[93026] Proceeds of Disposition of Right to Receive Production

i iti i to receive production are to be
eds of disposition of a right e : o
i 111}:11;:05?11 the income of the vendor. The “right to rec_ew.e Ergrc}lucgg&luc}i
l'lrllf:luded in the provisions relating to “matchable expencht.mes i : i(; it
ibﬂity of an otherwise deductible matchable t;expendlttpre ‘Eﬁgtggguctibility %
i i ion i icted by prorating
t to receive production is restricte 1N :

fc)}t;: illﬁlkgunt of the expenditure over the economic 12156 of the right. See
43254 for a full discussion of matchable expenditures.

A vendor’s proceeds of disposition was d{:teﬂtr'ﬁnedbill'g; tti(()) ﬁ;hggg Stéﬁz
i i forestation obli
t representing the assumption of a re
2?1;)11;%%1 but rather a future cost that would decrease the purchase

price.?®

[§3027] Use or Production from Property

Any payment (except an instalment of the s_ale price of agriqul:gr@
land) that is dependent upon the use of or producnoglﬁ;om W];;lreorpgx;t% i)sera,tor
i in i here a woodlot o
included in income.?® For example, W o o of

inuing right to cut and take timbe iod ¢
e i b [ dlot owner or operator receives 18
time and the consideration that the woo _ .
based on the volume of timber taken, the amount received is taxable.

i 1 property but also intangi-
erty includes not only real apd persona : ;
ble plifgjertyy such as patents, franchises, copyrights, rights of action, and
other rights of any kind.

i { tes.
See page i for explanation of footno
27 00H 14349, [4879d-94879uf Sec. 12(0(g1). 22 Daishowa, 2018 DTC 5085,

2
1 29 ooH 14342, Sec. 12(1)(gh Interp. Bul. [T-462,
181,
3027
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Amounts are included in a taxpayer’s income only if the amounts were
dependent upon use of or production from property. For example, amountg
received from the sale of timber as part of a ranch-clearing operation were
not dependent on use or production of property and were capital receipts.30
It will, of course, be a question of fact to be determined in the light of all the
circumstances in each case whether amounts received by a taxpayer are
dependent upon the use of or production from property.

In some cases, amounts may be included in income because they are
dependent upon production from property. These amounts would ordinari-
ly include royalties that are based on production from oil wells, mines, clay
deposits, timber limits, or other wasting assets.?

Other amounts will be included in income by reason of the fact that
they are dependent upon use of property. Royalties received on the sale or
licence of a patent or patent right would ordinarily be taxable for this reason
since the amount received would depend on production of the patented
article, which would in turn depend on the use of property, namely, the
patent.® For the same reason it would appear that, if a business property is
sold in return for payments which depend on the amount of profits from
the business, the payments would be dependent on the use of the business
property and would accordingly be included in the income of the vendor.3?

On the other hand, where a contract calls for a fixed price that cannot
be varied in any event but the timing of instalments of that fixed price is to
vary depending on production or use, the income inclusion does not apply

since it is only the timing of payments that is dependent on production or
use and not the price itself,

~ If the amount of payments made under an agreement depends on the
use of or production from property but may not exceed a stated maximum
amount, the payments will nevertheless be included in the incomie of the
recipient. However, where payments received are expressed to depend upon
the use of or production from property but may not be less than a fixed
minimum amount, the fixed minimum amount is not. included in income
since it must be paid in any event. However, in such a case any payments
made in excess of the fixed minimum amount will be so included since they
will be dependent upon the use of or production from property.

The income inclusion of payments for production or use does not apply
to an instalment of the sale price of agricultural land. The exception in
respect of agricultural land does not include assets associated with the land,
such as buildings, machinery, livestock, and crops. When an agreement
based on production or use includes the sale of such assets with the land, a
reasonable portion of the production or use payment that relates to such

See page i for explanation of footnotes,

89 Mel-Bar Ranches Lid, 89 DTC 5189, Cromwell 90 32 289018 Ontario Ltd, 87 DTC 38,
DTC 1335.

= Brosseau, 86 DTC 1412,

5T Bartlet, 72 DTC 6292, * Porto-Test Systems Ltd, 80 DTC 6046,

13027
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z 3 = i i es
s is included in computing income. Furthe;mOJ_C, ﬁ?lsraixfafr?;ogr (11;1 1
assets ineral and petroleum rights of agricultu 5 _
en mineral and petrole ¢
uo applyd‘ggion to these rights, is either sold or leased and Daymen_tlsé?ac:ls
itself mn?iof or lessor are based on production of a ming, or of an oil or g
to a vé

well.

[§3033] Proprietor of a Business

An individual who is a proprietor of a businesslwilllincflutfitehén gﬁsclcr)]reri
i i the fiscal period o
i ear all business income for_ . it
fordq ta}i(itltﬁg 3(i.f:llcm:iaur year, and all other income in the calendar year.
ending

ing i Tom a business or proper.ty, as Wel_l as for

: 1“ comﬁﬂ“ﬁﬂﬁ%ﬁdﬁ%sfniome for a taxation' year 1nc}udes mc:,c;mfi

L ; ess for a fiscal period which does not coincide with the calen

from, d bUSIfn eerr*es {0 “taxation year” or “year” with respect to ttslée busm(lass

dag yeatg 1rtehzrtl'*éal period of the business ending in the year® See also
refers 5

13552 ef 504

[§302:1 Damages — Business Contracts

w' - S
Damages are often received for non—performancg of b:r%iizstig%méra?n
ai tary agreement, an ¢ 2
4 be paid as a result of a volun . o
ZlclgoTrr:E}i a cgurt of law. In any case, such danﬁages ar]fé1 1r}1:en;le1;16‘é(1)1 p}llzczia ihe
i i iti as he or she wou av
i t in the same position as : : e
rf(:}ilt:);;?t been performed. Normally, the performance of a_bu:gfs;sa;%r;twm
: il result in income and, accordingly, damages'for n.on pe e
u be income. On the other hand, if a contract is of sufflc}en imp 5
?lsgorfstitute pért of the company’s business structure, compensation p
0 . .
on its termination will be capital.

: g ; e
The following cases should prove 10 be of assistance I ?CJS‘:?(;Elstig-

whether a damage award for non-performance of a business contr

tutes business income or a capital receipt:

(1) Income. Damages awarded to a taxpayer ;’111 conngg:ioctz) i\:’sltti}tlu?egafﬁ
i | to purchase goods,
ter, such as a breach of contract' [ '
1'1;11%0];}122 receipt. Damages obtained for mfrll?ger?]cnt ofeai ;rta;]dee?;ﬂ;ewgz
: i d that they wer

e taxable as income on the groun _ B
}rlgsgc? gf business profits that might have been earned by thg écgﬁéz?iton
Similarly, a road-building contract was he_ld taxable ?n Cinculzred i
received ’from the Ontario Departmgnt of Highways for Doss b
construction contract because of a dispute between the epr 3 S
railway and consequent suspension of the work for two years. arded -
rounds, a lump-sum received from a lessee t0 cancel a leassge Wﬁs reg s

ipayme’nt in lieu of future rent and was therefore taxable Where a comp

" s
See page 110 BXD'O ation of footnote
Sutherland 80 DIC 3.

25 ooH §4200; Sec. 11(1).
36 CoH q4205; Sec. 11(2).

37 Hart 59 DTC 1134 89 Monart Corp, 67 DTC 5181,
[¢] =
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ny received an amount upon the cancellation of a contract for the transporta- ‘

tion of supplies and building materials, the amount was determined to haye
been made to enable the company to absorb the loss as a normal incident;

since the payment represented the surrender of future profit, the payment
was income in nature

(2) Capital receipt. Where, on dissolution of an agency, $100,000 was
paid in full settlement of the claim for damages for loss of rights, the
amount was held to be a capital receipt, being regarded as compensation for
loss of a capital asset of an enduring nature! Also held to be a capital
receipt was the amount received by the taxpayer from the taxpayer’s former
partners upon termination of the partnership as compensation for the
taxpayer’s rights in the partnership.® When the termination of a mail trans-
portation contract materially crippled the structure of a delivery company’s

profit making apparatus, compensation paid was capital in nature and not
taxable

[13039] Compensation for Loss of Income or Property Used in a
Business

When a natural disaster strikes, government assistance may be received
in respect of the operation of a business, property held for the purpose of
earning income, or a personal loss or expenditure. Generally, payments
received by an individual from a government for personal losses and
expenses incurred as a result of a disaster, including payments for temporary
housing and meals during the disaster, are not included in income for tax
purposes. As well, government compensation received for loss or damage to
personal-use property does not ordinarily result in any tax conse-
quences. However, assistance received in respect of capital property, whether
business-related or personal, is ordinarily netted against the cost o! the
repairs made to that property, or, if it relates to the replacement o} that
property, it normally reduces the cost or capital cost of the prenerty so
acquired. When government assistance is received for damaged mventory
(e.g., spoiled milk, destroyed or damaged trees), the amount will be included

in income to the extent that the assistance does not reduce the amount of
costs incurred related to that damage. ¥

[13042] Compensation for Damage to Property

There is to be included in a taxpayer’s income certain proceeds of
insurance policies which are payable to the taxpayer in respect of damage to
depreciable property. For the amount to be included in income, it must be
expended on repairing the damage to the property within a reasonable time
alter the damage has occurred. If this is done, the amount to be included in
the taxpayer’s income in a particular year will be equal to the amount of the

See page i for explanation of footnotes,
40 ggﬁgdmn National Railway Cornpany, 88 DTG 42 Blauer, 75 DTC 5075,

Courrier M. H. Inc, 76 DTG 6331.
4 Interp. Bul. IT-273R2,

4 Parsons-Steiner, 62 DTC 1148,
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in t irine the damage. Thus, in
: eds expended in that year On repairing .
m?urfl ni%eep;gfcfunt inc[iuded in income will offset the amount deducted a
effect,

.. y .
expense in the year for repairing the property.*
an

he proceeds of an insurance policy or any part thereof in rcisli)&i;loi
LT erty are not cxpended on repairing th? property ne
b e after the damage, the unexpended portion of_ the insura t
reasonablf: tmclzfitéd as the proceeds of disposition of deprecmb]e: p_rotpetrhg
Ik?'c%e\?fsoésldt rccanstifmte a disposition of property, and may be subject to
whic

iation .46
provisions respecting recapture of depreciation.

m busi i ion i en held
Proceeds received from business interruption insurance have be

i 47
to constitute income to the recipient.

[13045] lilega! Profits — Betting and Gambling

nave: carrying on a business of an illegal nature '(Sutcr? ?:&E;?EES
'A tax":"'leL ing, or prostitution) is taxable on the prc_Jﬁts B i
mahﬂgilbbﬁéttigngg o;' gambling for mere pleasurle or enjoymerlgtl v:fg oo
Norm‘i& business and the profits therefrom w1_11 not be taxa el.) L
o e uSs are not taxable unless the taxpayer is engaged in t.he b?SIeven
S Wmﬂlr;gses 50 Similarly, gambling gains were.held not to be taxa eb]in
e ‘g ts \.Vere high and the gains substantial, as long as the gam| ng
i 5 ?1 bby and was not organized and conducted as an enterprise i
e a" ;)chztracterm Tt is possible that a person w}}ose Chlef SOL}I%e 4
; Commiesrct:}rim such wfnnings might be considered as “carrying on a bus
giacs(;’{ngnd hence the winnings would be taxable.

[43048] Sale or Gift of Income-Edrning Property

i in the

If income-earning property is sold by a taxpayer wgob 151: liotaxmp S

business of dealing in such property, the saleg price received by e

il ne ally be a capital gain rather than income. Following s R I
‘thgclal irli(c):g?lni Zarned on the property will be the income of the purchaser.

y A .
In some circumstances, the attribution r};ﬂes ;Vltﬂ B‘Eﬂghir\;fgseg; é)rrorgf}i;
i i ttributed to
i d, and the income will be a o
]glatfla?hieg:n;feree This may occur in the casesaof a .tratn;,;"e;})s)é ao}aég;gggggfer
l = tner,”® or in
ayer's spouse or common-law partner, 1
g)lreati:s;gyer tc? a person under the age of 18 years> See Chapter

See page il for explanation of faotnotes.

49 o, 230, 55 DTC 74, No. 468, 57 DTC 541,
48 0CH 54340, Sec. 1200, N el DTR 516,

48 GCH §4562e; Sec. 13(21) “proceeds of 50 ar b1c B224
hspasition’ 81 Morden, 61 DTC 1266.
1 Seaforth Plostics Ltd, 79 DTC 5174. :g CSE E; ?g; 222 23%)

G ! L 74.1(1).
48 Smith, [1927] AC. 193, No. 275, 55 DIC 4239, Sl e Ve )
Christensen, 84 DTC 6184
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[13051] Accrual Income of Corporations, etc.

Corporations, partnerships, unit trusts, and trusts with a corporation
or partnership as beneficiary must include an income element in respect of
certain life insurance policies and annuity contracts on an annual basis5®

This accrual rule will not apply to an exempt policy which is defined in
the Regulations.® The formulae in the Regulations are generally intended to

provide exemption for those insurance policies which are primarily for
insurance protection.

With respect to annual accrual of income on annuity contracts and life
insurance policies acquired after 1989, the amount of the income inclusion
is equal to the excess of the accumulating fund over the adjusted cost basis
of the interest in the life insurance policy or the annuity contract insured,
on the anniversary day. “Anniversary day” is defined as the day that is one
vear less a day after the issue date, Generally, the accumulating fund in
respect of an annuity contract where the issuer is not a life insurer is the
greater of the cash surrender value less the amount of any loan to the holder
and the excess of the present value of future benefits over the present value
of future premiums. In the case of a life insurance policy issued by a life
insurer, the accumulating fund represents the reserve that the life insurer
may claim in respect of the policy, which is similar to the accumulating fund
of an annuity contract. The adjusted cost basis of a life insurance policy or
annuity contract is increased for the income inclusion.

[113057] Investment Tax Credit

A taxpayer must include the amount of an investment tax credit vlaimed
(18340) to the extent that it has not been applied to reducs tie cost of
depreciable property, the undepreciated capital cost of the depreciable
property, the deduction in respect of scientific research, the adjusted cost
base of an interest in a partnership, the adjusted cost base of a capital

interest in a trust, or the amount of cumulative Canadian exploration
expenses.’’

An income inclusion is required only for taxation years following the
year in which the related investment credit is claimed. When a tax credit is
carried back to a year preceding the year in which it was earned, the
required income inclusion will not have to be made until the year following
the year in which the property is acquired or the expenditure is made.

See page i for explanation of footnotes,

55 00oH q4420. Sec. 122, 57 GCH 143750; Sec. 1201)(4,

® Reg. 304, Rey, 306, Reg. 308,
13051
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“[3050] Reinsurance Commissions

i issi aid by a reinsurer in the Prop-

Reserves for a reinsurance co_mmlssmn .pdld y i e e

t and casualty insurance business are included in mcom A corre
erty

sponding deduction is also provided.®®

[1]3063] Home Insulation or Energy Conversion Grants

A taxpayer is required to include in income th‘e 'amoolin;n?; ga;}go%lr\?enr‘f

‘ved under a prescribed program fo_r home msqldtlon AR
I?Ce“'fe ect of property used principally for the purpose of g e 91
T come from a business or property.®® Regulations prescri eP i
g‘fﬁﬁ Pu110me Insulation Program and tge HCanade_l Oﬂla&:ﬂ)b;tggé:loglnerrgy

! is provision. ome insu

gi)?lr\rflerfscignthgera?lltlsrpcﬁ)s er?o? fre[cflltlliepthe adjusted cost base of property or the
c

capital cost of Jepreciable property.

[13066] Scizntific Research and Experimental Development (SR&ED)
Dedur:lions J
i in any year the deductions app_licablc in detcrmmmiég Llrllgl Ei&éEg

'Irmlf;mce exceed the additions applicable, such excess [elnder 18
e This provision permits the recapture of amounts claimed A
AHCEIEIB aﬂowance in one year when a government grant 18 r.eceg;ften 1
2 ct of that SR&ED in a later year. It may als_o apply whfzre( the'm\ifn ot
s dit in respect of scientific expenditure 18 clanqed in a year e
:%Erzrzr:a no .current scientific expenditures. SR&ED is further discuss

93600.

[13067] Fuel Tax Rebates

As a result of fuel tax rebates paid to trgnsport%ju;n Ecr):?é)r?;ns? tf}?é
iation and diesel fuels pursuant to the Excise Tax ct, pd sl
avl;?ue are included in income. Where the fuel is not use grt' : Ecrs
gansportation services”, thea fueltgfng r;:g;ti ar;lruyst:tola‘iarr%psag E}I(l) P odll;)r Syfor
imi reduce their ! :
dalﬁ?c%llﬁfo???tﬁt?gl%imed. Accordingly, the “net” rebate is calc:ule:)l::;lcliE
2?121 10 times the amount by which the net rebate exceeds the am

1 1 1 63
claimed as a fuel tax rebate loss abatement 18 brought into income.

[13068] Amateur Athletic Trust

i i i t of
A taxpayer must, in computing income, include am0u1_1tslll111dégsriic s
an amateur athletic trust to ensure _that such amounts_ 1nqcS . ro'perty.
income of the athlete are treated as income from a busines p
il for explonation of foctnotes. :
e g CCH §43760c; Sec. 12(1)(v), SR&ED Palicy Dosu-
ment “Pool of Deductble SR&ED Expenditures
Policy’.
83 ooH §4376) Sec. 12(1)(x1).

58 COH §4375; Sec. 12(1)(s)

59 ocH 15128g; Sec. 2001},

0 CCH 95117, §8070; Sec. 12(1)(u), 56(1)(s)
61 GoH 8072, 48073, Reg. 6500, Reg. 5501.
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to computer equipment that is eligible for the 55% CCA rate of Class 5( or

the 100% CCA rate of temporary Class 52.182

[114270] Motion Picture Films, Videotapes,
Computer Software, and Electronic Equipment

[114275] Certified Productions

A “certified production” is a film or videotape production certified by
the Minister of Communications’®® to meet Canadian content requirementy
in respect of the work done to create it.'® Under the tax shelter rules, where
a certificate was so issued by the Minister of Communications, the investors
interest in a film or tape would nevertheless not be a certified production if

(a) the interest was acquired after the day that is the earlier of
(i) the day of the first commercial use of the film or tape, and

(i) 12 months after the day the principal photography or taping is
completed,

(b) the interest was acquired from a non-resident,

(c) the certificate has been revoked by the Minister of Communications

because an incorrect statement was made in the furnishing of infor-
mation for certification, or

(d) the company has not paid at least 5% of the capital cost in cash ‘¢
the person from whom it acquired the film or tape.

Certified production acquired after 1987 and before Marcii 1996
become Class 10(w) property and are depreciable at 30% decliving bal-
ance,'® but are not subject to the half-year rule when acquired.® All
Class 10(w) property is placed in a separate class.'®” Certificd productions
also qualify for an additional allowance equal to the lesser of the
undepreciated capital cost of the film and income net of expense and basic
capital cost allowance for the year from all certified productions.'® This
additional allowance is not prorated for a short taxation year since it is
already limited by income earned in the year.

Various certified productions acquired before 1988 qualified for a capi-

tal cost allowance of 100% (Class 12) subject after 1982 to the half-year rule
in the year of acquisition.'®®

Any film or tape that is not a certified production and is not a commer-
cial message (see §4280) or acquired for short-term rental (see §4281) is

See page i for explanation of footnotes,

182 0OH q4937m; Reg. 1100(202), 188 0CH 74917; Reg. 1100(2),

1o CCH 4957b; Reg. 1104(2) "certified produstion”.  'B7 CCH §4938e; Reg, 1101(5k),
184 0CH 44951); Reg. 1104(10) B CCH 14938a; Reg. 1100(1))
185 CCH 94981; Closs 10. 189 0OH 94992: Class 12,
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ded in Class 10(s) (30%) and is subject to the halfyear rule when
include

uiIed_lQO | ias |
. ; 1995 federal Budget, the Minister of Finance announc_f}? ;];aétgﬁ
! n ﬂ(]:t; system for certified productions wquld be rep'laced wi Can)zri i
emus—cdable credits to prescribed corporations carrying _on tac)f. gt
Oti refulnvidco production business in Canacgaég;lefprhgsft;}?ed L e o
i is ith the denial o or ¢ !
omplished wit _ (
gyStgm '[\;[;r?sa:;quiﬁ:d after March 1996. The Ca%admn fﬂllél 13)1(0?5\?;}1552
. i [ i orated producers at
i ble only to these incorp :
118685) 4 ?J‘Ita]t%)a investors. Each film is now of a separate class. ‘%r:n ?ac:Ed
o ﬂowi(;% it was announced that the d'eprematlon on phese g
o })%/ but ém additional allowance is available on r_em%?mg cap
?ﬁfeﬁém of income for the year from the production.

[1[4280] Television Commercial Message

e isi i ¢” is defined as being a bﬂlboard or

3 ‘it':{e‘.'1510£actén;1;lzr§$ergggs?§ the Television Broadcasting Regula:
C.Omlr‘?‘rcé?l 'Ifl;fese gRegulations define a “billboard” to mean an ann0111nceif
tior's, 17 h' commencement or end of any program namlng the sppr}sor, 1
A tl?l vision Broadcasting Regulations define a commercia T}?St
auy.}”&e mZ;n any commercial announcemen(t_:.] Fﬂl?zs ?(r) &}d\?;r);,;pg;f bit
o initi included in Class 1.2, o -ofT,

i se definitions are nc 5 12
g?ea]s%jg? Et:(r> t&ee half-year rule in the year of acquisition.'®

i i ¢ is peither eligible for
i icture film or v1deotapelthat is mei A

Cl Alllg r?é?‘tignce?‘tified production” qualifying for the spl;cpla% tgctz;ltéri;]:l}
deiziibéd at 44275, is depreciable at 30% under Class 10, subjec

year-rule.'®*

[f4281] Videotapes and Laser Disks for Rental

Avideotape acquired, or a laser dis_k acquired afte)r ?ccerlggirllgzg,sl 92315&
for the'purposes of short-term rental is a Class 12(r lel?.wnh ey
later years, these items are exempt f;*om the half-year ru ';;ion ket
that they Ean be written off 100% in the year of acquisi on'c A
rentals are rentals that are not expectcd_to 1139&; made to any
moté than seven days in any 30-day period.

[f4282] Computers, Systems Software, and Ancillary Data Processing
Equipment : | :

Computers, together with systems software and aggﬂ;abryﬁlga;e; psr(c))cgflsd
ing equipment, can fall within any of Classes 8, 10, 29, 39, 40, 43, 45, 50,

il lanotion of footnates.

See page 1107 &0 es CCH 74992; Class 12.
194 5CH §4981; Class 10.
198 oCH 44992; Class 12

190 ooy 4981; Class 10.

191 Rag. 110001 )(m). ‘

192 ooH §49510; Reg. 1104(2) “elevision commer-
cial message”.

14282
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52. Computer software that is not systems software is included in Clasg 12
100% write-off, subject to the half-year rule in the year of acquisition,
“Systems software” means a combination of programs, documentation, and
data that allows the hardware to function in the use of other computer
programs. That is, systems software generally refers to the operating system
that enables the computer to run and directs and co-ordinates its different
operations, including input and output between keyboard, CRT screen,

printer, disk drives, and the other peripherals.’®® Systems software is classi-
fied as follows:

(1) Class 8 (20%), if it is acquired before May 26, 1976, or it is acquired
after that date and before March 23, 2004, but either is, or is used principally
as, electronic process control equipment, electronic communications con-

trol equipment, or data handling equipment not ancillary to general-pug-
pose computer equipment;

(2) Class 10(0 (30%), if acquired before March 23, 2004, unless the asset

is, or is used principally as, electronic process control equipment, etc,
described in (1) as still being in Class 3;

(3) a separate class of Class 10, if acquired after April 26, 1993, and
before March 23, 2004, as part of a package costing more than $1,000 on
which an election described at 14283 has been made;

(4) Class 29, if qualified as manufacturing and processing equipment

(see 14210) and acquired after May 8, 1972, and before 1988 (or 1990 under
grandfathering rules);

(5) Class 39 (see §4210), if it is manufacturing or processing equipment
acquired after 1987, and before February 26, 1992, which is process congol

or communications control equipment otherwise classified in Class 8, as
described above;

(6) Class 40 (sec 74210), if it is manufacturing or procezsing equipment
acquired after 1987, and before 1990, which is general systems software
otherwise classified in Class 10;

(7) Class 43 (30%), if it is manufacturing or processing equipment
acquired after February 25, 1992, which is process control or communica-
tions control equipment otherwise classified in Class 8, as described above;

(8) Class 45 (45%), if acquired after March 22, 2004, and before
March 19, 2007 (other than property acquired before 2005 in respect of
which a taxpayer elects to have the property included in a separate Class 10);

(9) Class 50 (55%), if acquired after March 18, 2007, and not included
in temporary Class 52 (see below): and

See page i for explanation of footnotes,
196 OCH 14951b; Reg, 1104(2) “systems softwars®

14282
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10) Class 52 (100%) with no half-year rule, if acquired after Janua-
2; 5009, and before February 2011. See §4220.
ry £/» ’

[ pr i i is not a defined term, but presum-
illary data processing equipment 18 no def r
Anzlrlz;atg peripheral equipment such as printers, monitors, separate

i ;
ﬁ?ilzerﬁnﬁ& modems, and perhaps even cables.

Classes 10(f), 45, and 52 exclude computer equipment that is principal-
Iy, or is used principally, as:

e clectronic process control or monitor equipment;
e electronic communications control equipment;

e systems software for electronic contro! or monitor equipment, or
electronic communications control equipment; or

e data hzidiing equipment (other than such equipment that 1ts) %?cﬂla—
ry to  general-purpose electronic data processing equipment).

dditiotr, the specified leasing property rule ex_emption fg)r c%tgp:)j[tﬁg
m‘uabtu"xte;"nded to computer equipment }ncluded in Class 1111 011‘98 ,
an individua] items with a capital cost in excess of $1 million.

i ing a broad attack on tax
overnment has, since 1994, _bccn pursuing )
shcltg;‘lstgne of the shelters which all its ynachu}ery s\e»;,:l]ls,f L;I;ilglge‘tfgl 3;1:16 [ﬁ
i entinas ‘ ires applications software for futt
investment in a shelter tha_lt acquires i
and 1 i - two years. In the governmen 2
and is able to depreciate it over . Sy L
i i benefits over the first four years ¢q '
is an investment where the tax ! h : TS e
i : tware is to produce leasing \
amount paid. Where tax shelter sof ; -
gé:;ri]::iation Ir)nay be limited to income {Tom thce protjje():t under Itlgz Jutll?;taitt 11:{1381%
: hen Revenue Canada) annou
On August 6, 1997, the CRA (t n ] Beell et e
: f any software (application or sys
extend those rules so that depreciation o : ‘ jiApplication ot pistein)
i it ing : helter investment will be e .
which meets its test of being a tax s : : : 19 s
i Il arise from sales rather
software, even if the income wi ! an
lféggcls t"ll'Qllilat is, capital cost allowance on “computer softwa;e tax fﬁletlt;:‘rglgzgf;tig
. ; ; business income from tha
cannot be used except to reduce the DR
: : Iter software and other property
zero.'®® Where a taxpayer owns tax she : oA
; t in a separate class of the ;
lass, the tax shelter software must be kep as '
?ﬁﬁ]sesgparatmg its recapture/terminal loss characteristics from other property in

the class2®

[14283] Electronic Office Equipment and Data Network Infrastructure
Equipment

A taxpayer may elect to set up a separate class for one or more proper-
ties, each of which has a capital cost of at least $1,000, that is

i for explanation of footnotes,
! o ?Oge :2 2 199 0K §4937m; Reg. 1100(20.1), Reg. 1100(202)
197 60H q4981; Class 10, Class 45, Class 52. T oo
198 00H §4937ad; Reg. 1100(1,13) ;

14283
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® computer software, a photocopier, or electronic communication
equipment (such as facsimile transmission devices or telephone
equipment) normally in Class § (which will go into a separate
Class 8): or

e if acquired before 2005, computer equipment and systems software
therefore, including ancillary data equipment (see 14282), normally
in Class 10() (and which will go into a separate Class 10). Such
equipment, if acquired after March 22, 2004 and before March 19,
2007, will normally go into Class 45 (45% CCA rate). If acquired after
March 18, 2007 and before January 28, 2009, it will 2o into Class 50
(55% CCA rate). If acquired after January 27, 2009 and before Febru-
ary 2011, it will go into Class 52 (100% CCA rate) and, as such, wi|
not be eligible for the separate class election .2’

The CCA rate for computer equipment and systems software acquired after
March 22, 2004 and before March 19, 2007, had increased from 30%
(Class 10) to 45%, and must be included in Class 45. The rate for those
acquired after March 18, 2007 increased from 45% to 55%, and must be
included in Class 50. The rate for those acquired by a taxpayer after Janua-
ry 27, 2009 and before February 2011 increased from 55% to 100%. for
inclusion in Class 52, with no half-year rule. The separate class election is
not available for equipment that qualifies for the 45%, 55%, or 100% rate.
However, a taxpayer may elect to have the special election rule apply for
equipment acquired before 2003.

The election is made by a letter attached to the taxpayer’s tax return in
the year the property is acquired. The taxpayer may elect to put one or more
such assets into a separate class. Therefore, if five photocopiers each costing
over $1,000 are purchased in a year, they can each be put in a separa‘e
Class 8 or all five can be put in one separate Class 8 or any combination
thereof (such as two in one separate class and three in another). If arother
photocopier costing over $1,000 is acquired the following year, 1 cennot be
included in one of the separate classes with the photocopiess of the previ-
ous year. Of course, an election can be made to include it in its own separate
class. If no election is made, the property is added to the general Class 8 or
Class 10 pool that otherwise would apply.

The property that is placed in the separate class will be depreciated at
the normal Class 8 or Class 10 rate; however, when the property is disposed
of, any remaining undepreciated capital cost will be deductible as a terminal
loss. Any undepreciated capital cost remaining in each separate class
five years after the property became available for use is to be transferred
into the regular Class 8 or Class 10 pool2

Data network infrastructure equipment and systems software for the
equipment acquired that would otherwise be in Class 8 by default (20% CCA

See poge i for explanation of foonotes,
202 GoH §4950h; Reg. 1103(2g)

20T COH 94940zh; Reg. 1107(5p).
4283

- -

rate) wil
for a 30
means ne
or directs

i e . - -
UOI:)S]’ S(;lrc}\ll\fﬁ) browsing, Web searching and Web hosting, including data
foc
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1. if acquired after March 22, 2004, fall in.to Class 46 and be.ehnflgélt)lltg
f;é, CCA rate. Generally, “data network infrastructure equlg el
twork infrastructure equipment that controls, tran:sfer; modu lica:
data, and that operates in support_of telecommumcatlons ap%JPm_
amail, instant messaging, audio- and video-over-Interne

itches, multiplexers, routers, remote access servers, hubs, domain name
SW > !
servers, and modems.

[14285] Rental Properties

[14290] Rental Properties

The Regulations provide that, in certain circumstances, a tta)g;_d);:; [(E)E
tnership may. not deduct capital cost allowance in respect Lozl
i tv to.the full extent otherwise allowed by the rates set out in :
pmpigt)gT"P purpose of this restriction is to prevent certain taxpayers rqnﬁ
Uk':l i Eal cost allowance to produce a loss from rental_ property Iwhu;
%Sg}ig"‘fléduce or “shelter” other income that would otherwise be subject to
(O TN B

s .
- 204
Except with respect to certain lease-leaseback agreements,®* this
restriction does not apply to:

(a) a life insurance corporation;

(b) a corporation whose principal business throughcn_n tl}e year wasfthef
leasing, rental, development, or sale, or any combination thereof, o

real property owned by it; or

(c) a partnership or tiered partnership, each member of which was a
corporation described in (a) or (b).205

“Rental property” is defined as a building or a leasechold int%rcst in c1;(:;\1
property if the leasehold interest is property of Class 1, 3,_6, or | OWESi al}j
the taxpayer or partnership and which is used in the taxa«ltlotr;1 ysgr p?m ’I;he

ini i s revenue that is rent. |
ly for the purpose of gaining or producing gros Tl .
gefinition 1zxcludes a property leased to a lessee who urtl.dertgll{gssg?eug? 311(6:
i Iling or promofting

roperty to carry on the business of sel S :
?axgayef’s goods or services. This would include Ipropertif_]eased 121 ;(rjﬂ);;efo
i ith 2 i iti r taxation year

tion with a franchise agreement. In add1t1qn,_ or taxatio pHUEY
1994, rental property does not include a buﬂdmg which is a lgééltlple unit
residential building (MURB) within Class 31 or 32 (see below).

ii i f footnotes.
SREEIT expmr\g{;gﬂc%H §4926, 14927; Reg. 1100(11), Reg.
1100012}, Interp. Bul. IT-186R4, IT-371.

206 oH 74930, 149300, 14930b; Reg. 1100(14),
Reg. 1100(14.1), Reg. 1100(14.2)

203 oop 14926, Reg. 1100011).
204 O0H 94928: Reg. 1100(13),

14290
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A taxpayer could not deduct losses created by claiming CCA on severg]
condominiums, Although he claimed to have acquired them for the purpose
of reselling them to generate capital gains, they were in fact being used tq
produce rental income and were therefore “rental properties” 2%’ On the
other hand, when a subsidiary’s employees housed in the taxpayer’s building
had been previously employed by the taxpayer and market rents Were not
being charged, the taxpayer was held to rent the subsidiary space in itg
building as space for its own use as opposed to rental use 208

The total capital cost allowance deduction in respect of rental proper-
ties may not exceed the net rental income of the taxpayer from renta]
properties (before deducting capital cost allowance).?®® This net rental
income is determined by adding together the rental income from properties
owned directly (before capital cost allowance) and any share of rental
income of a partnership from rental properties and then deducting rental
losses from properties owned directly and any share of rental losses of a
partnership from rental properties. In the case of a taxpayer who is not
involved in a partnership that owns rental property, the incomes and losses
(before capital cost allowance) from rental properties must be netted to
determine the aggregate capital cost allowance that may be claimed in
respect of classes of property that include rental properties. Assuming the
taxpayer has net rental income from rental properties, he or she may then
deduct capital cost allowance to the extent of such net income even if the
deducting of this capital cost allowance will produce a loss with respect to a
particular rental property.

The income derived from room rentals at the taxpayer’s various hote's
and motels (which comprised 80% of the income from each property; was
truly rental income rather than income from services since any scrvices
provided in return for such rent were essentially of the type included in the
price of a room, and all extra services were charged for semaraiely. As a
result, the CCA-generated losses could be absorbed by the taxpayer’s rental
income from his properties for the taxation years in issue2'0

Capital cost allowance in respect of partnership property is deducted by
the partnership in determining the income or loss that is allocated to the
partners. Unless all the members of the partnership are life insurance COrpora-
tions, or corporations whose principal business is the leasing, development, or
sale of real property owned by it and who are not part of a lease-leaseback
arrangement,”’' the partnership is subject to the general limitations described
above. Thus the partnership may deduct capital cost allowance in respect of
rental properties only to the extent that its income from rental properties
exceeds its losses from rental properties. Capital cost allowance may not be

See page I for explanation of footnotes,
207 Sivasubromaniam, 2008 DTC 3886, 210 Malenfant, 92 DTG 2081,

208 it Ganada Resources Lid, 93 DTG 5345,
209 COH 4926 Reg. 1100(11),

14290

21T CCH 94927, 94928, Reg, 1100(12), Reg. 1100(13).
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produce an overall loss to the partnership from rental propef-
loss arises before deducting capital cost a_llowance, the partner’s
ken into account in determining the net income _0f the taxpayer
ies for the purpose of determining the capital cost allow-

deducted 10

ties. Where a
share is then ta
from rental properti

(hat may be claimed by the taxpayer in respect of rental property owned
ance
directly by the taxpayer.

[f each member of a partnership is a life insurance corpo;§t1oglloéoa£

. ~inal business corporation as described a_bovc,.th‘e partnlers ip wi ;

g ct to the rental property limitations in claiming capital cost allow
:ics;.l bdf\less the partnership is part of a lease-leaseback arrangement.

While the Regulations restrict the capital cost alllowance thatlmay t())ef
claimed in respact of rental property, they also_ establish separatg C gssez T

tv whete properties would otherwise be in the same class y Vir u ;
propgfszri \tions set out in Schedule 11212 These provisions establish sepa
p c?'« ?seé for each rental property acquired after 1971 at a cost of $50,0_00
ra‘t : ®) and certain leasehold interests in real property. Rental properties
2{ od_urezl prior to 1972 or acquired after 1972 at a cost of less than $50.000

will form a single class for capital cost allowance purposes.

Example:

J owns two rental properties. A summary of J's 2007 rental operation is as follows:

Building A  Building B
$24,000 $15,000

Rent

16,000
Allowable expenses other than CCA 21,000 i
Net rental income (loss) before claiming COA e $ 3,000 $(1;

J can claim $2,000 of capitel cost aliowance for the year. The income of Building Atisl
combined with the loss of Building B to determine the net income for reduction by capita

cost allowance.

Building A Bullding B
$100,000 $75,000

2007
Opening UCC balance

See page i for explanation of fooinotes.

212 -Reg. 1107(160),
CCH §4940c - 14940e, 14940z, Reg.
Reg 1101(1cd), Reg. 1101(1ae), Reg. 1101(5h);
Interp. Bul. T-274R.
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Less: CCA claim (maximum allowed)

2000
—
Capitel cost allowance may be cloimed on elther of the
bulldings in separate clagses even if It increases the rental
loss from that particular building. If J plans to sell Building
A In 2008, the capital cost allowance claimed on It could

be recaptured. J therefore claimed the 2007 capital cost
allowance on Building B,

$100000  $73000

_

Where rental property is acquired by a taxpayer under certain circum-
stances, it will not be included in a separate class if it was rental property of
the previous owner and was not required to be included in a separate clags

by that owner immediately before the sale or transfer21s The circumstanceg
prescribed by the Regulations are:

(1) the acquisition of rental property through a type of corporate reor-

ganization such as a “butterfly” transaction designed to de-merge the cor-
poration;?' or '

(2) the acquisition of rental property from a person with whom the
taxpayer is not dealing at arm’s length. 4

For this purpose, persons who do not deal at arm’s length do not include

those who are deemed not to deal at arm’s length by virtue only of certain
rights or option agreements.?2'

Except for corporations exempt from the capital cost allowance restric-
tion, rental property (other than property costing $50,000 or more which is
in its own separate class) is prescribed to be in a separate class from non-
rental properties that would otherwise be included in the same clags214

A building qualifies as a MURB if a certificate has been issued by
Canada Mortgage and Housing Corporation (CMHQ), certifying that:

(a) the installation of footings or other base support of tie building was
commenced either after November 18, 1974, and before January 1,
1980, or after October 28, 1980, and before January 1, 1982;

(b) plans and specifications show that not less than 80% of the floor
space of the building will be used to provide self-contained domestic
establishments and related parking, recreation, service, and storage;
and that actual experience with the building shows that at least 80%
of the floor space is used for the purposes described in (2) above;

(c) in the case of a CMHC certificate issued after October 28, 1980, the
certificate has been issued on or before the later of

See poge i for-explanation of footnotes.

27300H(v4940c, 14240¢; Reg. 1101(Tcol Reg.  2'° CCH 128,354; Sec. 251(5),
11011 ad).
214 COH 17983, 17983¢; Sec. 55(2), 55(3). #18 CCH 149408; Reg. 1107(100).
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(i) December 31, 1981, and

i hich the installation
i the day that is 18 months after the day on w .
(u)oiE ?ootiggs or other base support of the building was commenced;

and

(d) the construction of the building has proceeded, after 1982,d\y1thctJ;18t

ndue delay, taking into consideration acts of G{)d, labour lsipil ]

;"lire unusual delay by common carriers or suppliers of materials or
equ’ipmem, and accidents.

A MURB will fall within Class 31 (5%) or Class 32 (]0%1, deper;c(i)i&g
i i i er base supports was 5
the installation of footings or o‘icr :
upe%r::e‘gh;;ld the class within which the building would otherwise fall.
m

is an individual or a corporation that d(_)es not qualify
A ti}éﬁ?gfirofl}?ol;igéﬁintal loss restrictions®’’ may clgum cap1t.al cosﬁ
e  MURBs in excess of the taxpayer’s net rental income from a
L D’-‘r ies and thus may use this capital cost allowance to produce a
rentatlhﬁ-)r*oaj.li‘ shelter income from other sources. It has;8 been held that a
ls?si;c 'sz in a condominium can qualify as a MURBA

i separate class of proper-
h MURB costing $50,000 or more forms a sep e
tymE’F }ius on a sale of such building, there m]:ly l:;e a recai)twgr\; I?Sf cg?;ltgi
: : e notwithstanding that t ¢ taxpayer
if?lsjt}{ggloﬁg?{%s costing less than $50,000 will form a single class of
Class 31 or Class 32 properties.

[14295] Leasing Properties

[§4300] Leasing Properties

The aggregate capital cost allowance in respect of a prescribed Clai'SnOf
“leasing property” is limited to the net income -forg 2tohe year 11°ro_mdrel} ;1 eé;i
leasing, or earning royalties from leasing pror;ertlef. 11Th§nl;:lé ei;s oisllfr )

; imi ital cost allow
to prevent taxpayers from claiming capi '
incrl')ease or create a loss on leasing properties, which could be used to shelter
other unrelated income.

Leasing property of a taxpayer or par@nership_ is deﬁnet}i\? a;sde]%rggg;
ble property of a taxpayer or a partnersh_lp a‘cqmred after 1 ay O,S e
which is used or is deemed to be used?®: prmc1paﬂy for renta purcp1 s
than a rental property or a certified feature film referred to in X

See page |i for explanation of footnotes.
221 oGH 74933b; Reg. 1100(17),
218 villiancourt, 91 DTC 5408,

222 OCH 14933¢; Reg. 1100(18),
219 i : _
CCH §5038; Reg. 1101(5b). |
20 o0H 24933; Reg, 1100(15); Interp. Bul. 443, 2%% CCH 14938ba; Reg. 1100(17.1)

217 0GH 14927; Reg. 1100012),
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Regulations set out that rent is considered to be gross revenue derived from
the right of a person or partnership, other than the owner of the property, tg
use or occupy the property and also includes revenue from ancillary sep-
vices provided to the person or partnership.?** The definition also excludes
properties leased in the ordinary course of selling goods or rendering ser-
vices under an agreement by which the lessee undertakes to use the property

to carry on the business of selling or promoting the sale of the taxpayer’s (or
partnership’s) goods or services.

Property acquired from a non-arm’s length person or in connection
with a divisive corporate reorganization (a “butterfly transaction”) will also
be exempt in certain circumstances. This would occur if the transferor had
acquired the property before May 26, 1976, or if the property was a replace-
ment for property which was exempt from the leasing property rules. Where
a property that was not a leasing property is replaced by another property
under the replacement property rules (discussed in 14460), then the replace-
ment property also will not be a leasing property. A series of replacements

continues to be exempt as long as the replacement property rules apply to
each replacement.??5

The depreciable property may be movable or immovable but must be
used in the year principally for the purpose of gaining or producing gross
revenue that is rent, royalty, or leasing revenue. If the depreciable property is
not used for any purpose in the year in which it is acquired and its first use
satisfies this principal purpose test, the property is deemed to have satisfied
the principal purpose test in the taxation year in which it was acquired.

Corporations (including corporate partnerships) whose principal husi-
ness is the leasing or rental property other than real property owned Ly it or
the leasing or rental of such property, combined with the sale of property of
the same general type and description, are exempt from the leasing proper-
ty restrictions where their gross revenue in the year from-svch sources
amounts to at least 90% of their gross revenue from all sources 226

[14305] Specified Leasing Property

"The specified leasing property rules??? discourage the use of leases to
transfer capital cost allowance deductions from the user of an asset to the
person financing its acquisition.

To neutralize the tax consequences of substituting a lease for a loan,
these rules recharacterize the lease to be a loan by the lessor, with the lease
payments received being treated as blended payments of interest and princi-

See page i for explanation of footnotes.

224 ocH 1[49(}33bb. 4933bc: Reg. 1100(17.2), Reg. 2?8 CCH 749330; Reg. 1100(16)
1100(17.3)

225 CCH 14983¢ - 14933¢; Reg. 1100(18) Reg. 227 CCH 949370 - 14937al Reg. 1100(1.1) -
1100(19), Reg. 1100(20), 110001.3).
14305
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The lessor’s claim for capital cost allowance on the leased pIODCIttSIfI;St
;L restricted to the lesser of the amount of capital cost allowance
then :

uld otherwise be deductible and the amount of lease palymem;1 recen:jc;,
T’OS 4 calculation of notional interest amount for the 1r3l/ear. g]leolt) oes;t;;% a;
- ifi i t lessors in the sa
fied leasing property rules pu U ‘ 8
fhed?is ?vho receive blended payments of principal (not taxable) and inter
en

est (taxable). . .

The restrictions imposed by these rules apply to all lessors,fmclu-fmg

. cipal business corporations®® that make arm’s length leases o spgm ie t

?r:lsiig property for periods of greater than one year. These rules do no

e gy
affect the lessee’s position. See §4307.

In general terms, “specified leasing property” is defined as depreciable
property, other'than exempt property, that is:

inci 3 ing revenue;
(1) used principally to earn rental or leasing

(7) ‘1.e subject of an arm’s length lease with a specified term of more
thar: one year; and

(3) subject to a lease of property with, at the time the lease was made,
an aggregate fair market value in excess of $25,000.

However, the definition specifically: excludes include intangible éarfopfrg
such as ’systems software and other software, as well as certified featu

films or certified productions.#

“Exempt property”, which is protected from the specified leasing prop-
erty rules, is defined as:

(a) general-purpose office furniture and equipment in CllasstS glllcﬁfd
ing cellular phones and pagers) or ggneral-purposc e EC r?han s
ancillary data processing equipment in Class 10(f), ot _ﬁ_r ' A
individual asset having a capital cost in excess of $1 million;

(b) general-purpose electronic data processipg %Clluipmmiltsari ectln(;itl)laa};
rocessin equipment, included in Classes 4.
gg;?ﬁid after gMarch 18, 2007, and not included in temporary
Class 52), or 52 (if acquired after January 27, 2009, and befqre_
February ’201 1), other than any individual 1teI.n.0f that type of equip
ment having a capital cost in excess of $1 million;

(c) furniture, appliances, television receivers, rad1q receivers, tiilz;
phones, furnaces, hot-water heaters, and other similar proper
»

designed for residential use;

See page il for explanation of footnotes.
- 228 oM q4937ab; Reg. 1100(1.11).

228 CCH 94933¢; Rag, 1100(16),
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[18118] Volunteer Firefighters and Search and Rescue Tax Credit

Volunteer firefighters may claim a 15% non-refundable tax credit based
on an amount of $3,000, if they have performed at least 200 hotirs of eligible
volunteer firefighting services for one or more fire departments.'"! Effective
in 2014, this credit was extended to those who provide eligible volunteer
search and rescue services, if they have provided at least 200 hours of either
firefighting or search and rescue service.'?

Eligible firefighting services are services provided to a fire department
as a volunteer firefighter, which consist primarily of responding to and being
on call for firefighting and related emergency calls, attending meetings held
by the fire department, and participating in required training related to the
prevention or suppression of fires.

Volunteer services performed for a particular fire department are not

eligible if the firefighter also provides non-volunteer firefighting services to
that department.’'s

Eligible search and rescue services are provided in the individual’s
capacily as a volunteer to an eligible search and rescue organization. The
service consists primarily of responding to and being on call for search and
rescue and related emergency calls, attending meetings held by the organi-
zation, and participating in required training related to search and rescue.l'4
This credit is not available to an individual who provides search and rescue
services in another capacity (not as a volunteer). The individual claiming
this tax credit may have to obtain a written certificate from a team presi-

dent, or an individual with equivalent authority, to certify the number of
hours of service completed.!1®

An individual who claims either of these credits will not be allowed o
claim the current tax exemption up to $1,000 for honoraria paid by a

government, municipality, or other public body in respect of vorinteer
firefighting services.

If an individual performs services that are eligible for both the search
and rescue and the volunteer firefighters credits, then the individual can
claim either credit but not both.

[18119] Tuition Credit

A student who is enrolled full-time or part-time at an educational
institution may deduct a tax credit of the appropriate percentage (currently
15%) of eligible tuition fees where such fees are greater than $100.11¢

See poge ii for explanation of footnotes,

"1 560, 11806(2) }]g Sec. 11807(1).
12 Sec. 11807(3).
11807(2).
; SSGC @ 8 CCH 118415; Sec. 1185(1); Incerme Tax Folio
Sec. 118.06(1). S1-F2-C2,
18118
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“Fligible tuition fees” are those paid to a post—secondar}{1 edugag??ﬁé
imstitution in Canada or (for individuals _aged 16 and over att elend S
: 1), an institution certified by the Minister of Emp_loyment an lOC}a
}ngélopment as being an institution that dev;lops or III}DI'O\J"GS_ skﬂl_s_m d.pm

cupation. Also eligible for the credit arc tuition fees paid to: (i) a _umveilimt
e utside Canada if the student is in full-time attendapce for courses of a
£ Ot three (13 before 2011) consecutive weeks' duration and leading to a
?j Sree' and (ii) an educational institution in the US. for post—seconda}rly
lev%al C(’)UI'S€S if the student lived in Canada near the border throughout the
year and commuted to the school.

An individual may also claim as_tuiti?n fees certain_ancﬂlary feesdalir;d
charges paid in respect of the individual’s enrol_n.lent 3t a pt%St-‘sesct(i)t?J tiog
institution, if the payment of these fees or charges is made to the in Liul
;I:]Sd is reqflired from all of the institution’s full-time sltluélents ofr ﬁdtrigéﬁ(f:

i r the individual is enrolled on a Tull-t

Stu?i?rtrfé %eaE?f‘ ﬁgﬂ%cﬁe\:;?tgfmdatory fees or charges will' not qqahfy for
{)}?é tuition l-'i".}x credit to the extent that they are levied in _relatlon tod_ai
student-association, property to be e}cqqireclzl by s_tudents, gerwce;;a}l:g; ;; I;t
narilv provided at post-secondary institutions 1in Canada, ml'd P
financial assistance to students, unless‘the assistance is, or ‘\vourh Sy
[b;rt for the scholarship exemption), mcludcc} in computing t (t: s reno._
income."® In addition, mandatory charges paid for the t?o_r;stll;uc ;}?l],crcdit
vation, or maintenance of a facih_ty genera]ly will not qugh y for dSis used
except to the extent that the facility is owned by t_he mshtut}fonhar; fn
to provide post-secondary level courses or services tha% if ¢ ';11 gsewiceq
required to be paid by all of the institution’s students for suc S,
would be eligible for the tuition tax credit.

Where ancillary fees paid in respect of an individual"s enro(lll_negt ta; a
post-secondary educational institution wcn_ﬂd qualify for the cre 1}1 OL% : ]?é
the fact that the payment of those fees is not required frgm a dabdity
institution’s full-time or part-time students, as [h_e case may be, an ?.n A
not exceeding $250 in respect of the fees may be included in computing
individual’s tuition fee credit.

The list of eligible tuition fees also'inc]udesf fees paid to an msgltu_nggi
association, or ministry for an examination rqulred to obtain a prg essio 2
status or to be licensed or certified to practice a tl"ade or pIo CS'Stlotn ¥
Canada. The total of tuition and examination fees paid to an 1lnst1 ution,
association, or ministry for a year must exceed $100 to be eligible.

A student will not be allowed a tax credit for t}lition fee_s if such t1(111t1c;}1
fees are paid by the student’s employer apd not included in the sn;ut fcr(;ni
income or were part of an allowance recqlved by the sEudcnt S pfugﬂ'n '1Ir1
the parent’s employer and not included in the parents income. Similarly,

See page il for explanation of footnotes. : :
118 The latter inclusion concerning fees In relation to

"1 COH §18421; Sec. 11850 financlal assistance is effective from 2012,

18119
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tuition fees paid under a federal or provincial job training program, for
which the individual is entitled to be reimbursed, are eligible for the credit
only if the reimbursement is included in the individual’s income. Fees paid
on behalf of an individual or reimbursed to an individual under a federal
program designed to assist athletes are not eligible for the credit unless such
payment or reimbursement is included in computing income.

A student may transfer the unused portion of the tuition credit to a
spouse or common-law partner, parent, or grandparent, or carry it forward
for their own future use (see §8123). A student may also transfer part of the
unused portion of the credit and carry forward the remainder. The amount
that can be transferred is limited to the amount the student designates in
writing and is further limited to the lesser of the total tuition, textbook, and
education tax credits combined and $750 (transfer limit of $5,000 X 15%).119

[118120] Full-Time Education Credit

An individual may also deduct from taxes payable a credit of 15% of
$400 a month (ic, $60 a month) for each month in the year that the
individual was enrolled as a full-time student at a designated educational
institution and enrolled in a qualifying educational program. This includes
full-time post-secondary students enrolled in distance education programs
or correspondence courses.’?® There is no full-time enrolment requirement
for students who are disabled.’® In order for the student to qualify for the
education tax credit with part-time enrolment, the student must be eligible
for the impairment credit (18145), or a medical doctor, optometrist, audiolo-
gist, occupational therapist, psychologist, speech language pathologist, or
physiotherapist must certify [in writing] that the individual cannot be
enrolled on a full-time basis because of the impairment. No credit will pe
allowed for any student unless the student’s enrolment is proven by filing a
prescribed form of certificate issued by the educational institution'??

A designated educational institution, for purposes of the education
credit, is generally the same as described in 8119 for the tuition credit. A
qualifying educational program is one that requires at least 10 hours per
week of work and is at least three consecutive weeks in duration. The
program must be at a post-secondary school level except in the case of
courses to improve occupational skills certified by the Minister of Employ-
ment and Social Development. An educational program at a post-secondary
level consisting principally of research will not be eligible for the education
tax credit, unless that program leads to a college or CEGEP diploma, or a
bachelor, master, or doctoral degree (or an equivalent degree).

See page il for explanation of footnotes.
8 CoH 918437 - 118438, 118445, 118447,  '°1 COH 118429, Sec. 1186(3).

118451; Sec. 11861, 1188, 11881, 1184. 122 porm To202A,
120 GoH 18428; Sec. 1188(2); Income Tax Falio
81-F2-C1.
8120
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Fees paid on behalf of a student who is enrollcd_ ina certifi;d vocation-
al job training course will not qualify for the education tax credit unless the
student has reached the age of 16 before the end of the year.

Generally, students cannot claim the education tax credit for a pro-
gram for which they received a benefit, a grant, an alloyvance, or a reim-
bursement of their tuition fees. Howeve_:r, studems can claim th_e credit everllc
if they received salary or wages from a job that is related to t.helr px;logratgll Ot
study, certain other kinds of payments, such_ag scholarshmg 2'111 .sltu ep—
loans, or if they received and included in their income any f1nanc1g aisls
tance provided under the Employment Insurance Act (Part IT) or the Emp OkJ:_
ment and Social Development Act. As with the tuition and textbook credit, the
unused portion of the education credit may be trans_ferred to a spogse or
common- law partner, parent, or grandparent or carried forward for 'uture%
use by the student. A student may also ltransfer part of the qnused portion o-
the credit and cafty forward the remainder. The arr_10un_t th_at can be tra(?s_;
ferred is limited to the amount that the st}iglent designates in writing and 1
further limi‘€co to the lesser of the tota} tuition, texthook, abnd education tax
credits corabined and $750 (transfer limit of $5,000 x 15%).

[{5121] Part-Time Education Credit

_time students are eligible for a partial credit F:qual to the appropri-
ate piiééntage of 15% of $120 a month.‘m3 To be eligible, students must ie
enrolled in an educational program lasting at least three consecutive wee Csi
and involving a minimum of 12 hours of courses per month. A spemf'le
educational program is essentially a qualifying educational program
(described at §8120), except that the 10-hour—per—week course requirement
is replaced by a 1 2-hour-per-month course requirement. The unused poru_ordl
of the part-time credit may be transferred to a supporting person or carrie
forward for future use (see 78124).

[§8122] Post-Secondary Textbook Credit

Students may claim a tax credit in respect of text.books for ea.ch.month
for which they qualify for the education tax credit. Thg crg:dlt is non-
refundable, and for full-time students is calculated at 15% of $65_ % the
number of months during the year in which the student was entitled to
claim the education credit as a full-time student. F(_)r part-time §tuder_1ts, the
eredit is 15% of $20 x the number of months during the year in which t}g
student was entitled to claim the education credit as a part-time student.
Disabled students will qualify for the full textbook amount of $65 per
month, even if they are not enrolled on a full-time basis.'®

See page ii for explanation of footnotes.

183 0CH 4184270, 118,428, Sec. 1186(1) *specified :22 CCH 118425¢; Sec. 118.?35)2.1).
educational program”, 1186(2). CCH 918429; Sec. 1186(3).

18122
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[18123] Credit for Interest on Student Loan

A personal tax credit is allowed for interest paid in a year or in any of
the previous five years on a loan made under the Canada Student Loans Act
or a similar provincial statute.'?® This credit is not transferable. Only the
student to whom the loan was made or who legally owes interest can claim

the credit. However, to qualify, the interest may be paid by the student or 3
person related to the student.

Financial institutions and the Minister of Employment and Social
Development Canada (or provincial government departments or agencies
administering these loans) will provide taxpayers with statements indicating
eligible interest payments. The credit applies to interest only, not repayment

of principal. It does not apply to interest accrued but not paid or to any
forgiven interest.

Effective for 2015, the credit for interest on student loans is extended to

allow taxpayers to include interest paid on Canada Apprentice Loans under
the Apprentice Loans Act.

[18124] Carryforward of Tuition, Textbook, and Education Tax Credits

The combined tuition, textbook, and education credits that the student
cannot claim in a year (because his or her income is too low) will automati-
cally carry forward for future use by the student, unless the student has
designated the unused portion to a spouse/common-law partner, parent, or
grandparent. The student must use these carryforwards immediately in
future years as sufficient income arises to absorb them. It is a first-in first-
out system in which old credits must be used before new ones, and any new
credits so blocked are added to the carryforward.

Technically, the amount that may be carried forward to future tata-
tion years is determined by first, adding to the student’s unused tuition,
textbook, and education tax credits at the end of the previous vear, the
portion of the student’s tuition, textbook, and education credits for the
current year that is not needed to eliminate the student’s tax payable for the
current year. This total is then reduced by the amount of the tuition,
textbook, and education tax credits carryforward that is deductible for the
year.'®” The amount of the carryforward that is deductible for the year is
equal to the lesser of the previous year’s carryforward and the tax that
would be payable for the year by the student if no tuition, textbook, and
education tax credits were allowed.'28 Finally, this total is further reduced by
the tuition, textbook, and education tax credits transferred for the year by

the student to the student’s spouse/common-law partner, parent, or
grandparent.

See page il for explanation of footnotes.

128 50H §18439; Sec. 11862, 128 GOH 118438: Sec. 11861(2),

127 GCH 18437; Sec. 11861(1),
98123
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[18125] Medical Expense Credit

The medical expense tax credit for 2015 is calculau?d as 15% of qualify-
ing medical expenses that are in excess of the lesser of:

(a) $2,208; and
{(b) 3% of the individual's net income.'?®

p ivi g ise to < i y be f r the taxpaye_ ,d Spouse, 4
The expenses givin rise the tax Cledl[ 13’ (0] I ; s
Ommon'law partnel’ a Ch].]d under 18, or Other dependent [e].atl\‘es. (aS
C 3

defined at 18095).

i i limit for claiming expenses for other
There is no longer a maximum i g, foy, piter
i ( igi : ependent relatives
nt relatives, so that eligible cxpenses Tor _ ar
g?}]); I;S]iject to the above minimum expense threshold, ie., the lesser of 3%
of the individual’s et income and $2,208 in 2015.

The medica. expenses must be paid either by the taxpayer or py 3112
taxpayer’s legai representative within any '12-1'nonth period enﬁlmg Hénses
year of <iaim. Where the individual has dle% in thiz Eax ﬁ?’dz tg g};pdeqth

Jatd withi - iod that includes ¢ ath.

\ be paid within any 24-month perio ' :
r&u (fclp;S Lr)rlust be filed with the taxpayer’s return to support the claim for a
ioedical expense credit.

The Act lists certain items (which are included as r.nedc}iceﬂ ¢¥§e$§§sct£r
i i is updated periodically -
s of calculating the credit), and is up ' A

E;;pﬁzsns 131 §o that the Act will not become unw1e%dy }l])y add;‘;gg)seao bt)lzlz
ist. it is provi i i nd equipment, when pr '
list, it is provided that certain devices a D e tiian, vl B

i octor or practitioner, and as prescribed by ation, :
g})ﬁl&a&re% medicalpexpenses. There is no restriction t_hat ehgtlt_)le m}tlacléclstahll
expenses be paid for treatment in Canada. Pre?’nums paid to a private he
services plan are eligible medical expenses.'

Expenses incurred for purely cosmetic purposesl.(il(ilu?ingtﬁzlarfgﬁg;
i ; 1) are not eligible for
nd other expenses such as trave :
\e[;(i)c;nse tax credit.’® This exclusion of purely cosmetic ‘pn:oceccih;rtese Eﬁgircaig
i ict -surgi edures purely aimed ¢
includes surgical and non surgwal_ proced i
: iposuction, hair replacement procedures, DO
one’s appearance, such as liposuc o B ; B e
i in injecti ; cosmetic procedure, n
linum toxin injections, and teeth whitening. A edure, e
se i ifi i i lify for the credit if it is req
those identified above, will continue to qua S
i i S h as surgery to ameliora
for medical or reconstructive purposes, suc o o
deformity arising from, or directly relat_ed to, a congenital abn(ér_n;;ﬂijtryfnz
personal injury resulting from an accident or trauma, or a dishig

disease.

& il for explonation of footnotes.
je : xsee Dugmx colio. 1820CH §18372; Sec. 1182(2)(g) Interp. Bul.
g%l;Jl&B,S?O; Sec, 1182; Income Syt

B0 ; 6). 1182(2).
CCH 18314, 118372; Sec. 118(8), |
5l ooy ¥ 18372, 'nﬂ 18374 Sec. 1182(2% Reg. 5700, ¥ CCH 118372 Sec. 1182(21)
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An individual ig .
by allowed to claim a :
is included i b s a medical expense a
ol eXpeliSeHj]; ht'hte ltaxpayer’s income from employmengin resplé?t”é‘;unt thaIr[
expenses — forciw hl'S l?ald or provided by the taxpayer’s employer. [\Ejlncll_edl_
patient (if the paﬁi&nttlliz tﬁz)?atfr, ;Ehe taXp)a yer’s legal representative grltc}?l
reimbursed — s ¢ taxpayer) has been or is entitled ¢
included in inc%?ngoﬁlq;{ggyf foﬁhthe credit unless the reimbﬁ;tétt:ﬁl;?ltbje
3 ] or the expense to be eligi L1s

expense tax credit, any reimb ¢ eligible for the med

; g imbursement must be in Py Ical
be deductible in computing taxable income.!34 cluded in income and not

[18130] Types of Expenses Qualifying for Credit

To qualify as eligi ;

: gible medical ex

credi : penses for purpo : _

t (see §8125), the Act provides that Dayment% a?e fgsbgfmcgdepgﬁllggﬁhf
ehalf

1) Pa ; 21,

ble if(niadeyt’gzng g?l}if mledzcal practitioners, hospitals, etc. Payments are eligj
At optometiisi ocat pr aCtlthne-r (a_s defined below), dentist, pharma i
edtal ot Moty I to a public or licensed private hospital in res e ?St’
spbtise /COmm0n~lawserviceS provided to the taxpayer, the taxgace %
Ve e e On]par ner, or any dependant. “Medical practitioy rfs
B ERSATs L y ?1 medical doctor but also the following mecE{3

of the furisdiction g ]E;S they are authorized to practice according to the | il
e = natump‘aﬁhﬁ?ﬂ? the expenses are incurred: an osteopath; a ch?rW?
chisopodist or padiss : S' therapet_ltlst (Qr therapist); a phySiOthérapiSt-o

b sl At thHSC ; @ Christian Science practitioner; a psychoanals :
Al ; afnjadlap Institute of Psychoanalysis or a member}’s}i
g SDECCh-iangua ] n of Jungian Psychoanalysts; a psychologist; a qu 19
o cert'gf' gathologlst or audiologist such as, for ex;amq1 ali-
Language Patholo : ie as such by The Canadian Association of § I)nf"ta
) Orgamzatig rf s and Audiologists (CASLPA) or a provincial . ﬂ‘?"g{_
Canadian Association g;l O%Zflllt)g?}é?lz?lT?empiSt who is a Hl@n;h;,ru of ‘lt'hg
tian; a dental hygienist; and a thSiOtller;:;?gISts’ an acupuncturist; a dieti-

(2) Payments for a full-time att

P attendant or care in a nursin

o éf i ;yz;?s r?;(c)lssii remuneration for one full-time attendaﬁthgtr’flir ?1111211

e T PR tcli)mmon-law partner or a person under 518 years I}

e c; full-time care in a nursing home for an individugl

bt i Bl evere angl prolonged impairments in physical or

gy, confinu pairment is prolonged if it has lasted, or is expected

g b individua?}ls period of at least 12 months. An ,impaim?ent i

At 1s markedly restricted in performing one basic acti :
ng or would be so restricted were it not for extensivselctl'zllgzllg

Ses page ii for explanation of foginotes,

1356
CCH 11 ;
S?_Fﬁlhﬁmz Sec. 1182(2) Income Tax Folio

134
CCH 118382; Sec. 118.2(3).
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4 hours per week) in order to qustain a vital function.
form one basic activity of daily living and
is not “markedly restricted” will still qualify if the individual’s ability to
perform more than one basic activity of daily living is significantly restrict-
ed, and the cumulative effect of those multiple restrictions is equivalent to a
marked restriction in one basic activity of daily living. In other words, an
individual may have multiple restrictions, none of which is in itself a marked
restriction in performing one basic activity of daily living and still qualify
for the credit if the cumulative effect of those multiple restrictions is tanta-
mount to the individual’s ability to perform a basic activity of daily living
being markedly restricted. The marked restrictions must be present together,

all or substantially all of the time.

The Tax Court defined remuneration paid to “one full-time attendant”
as the total remuneration paid to any number of attendants in the relevant
period provided the total remuneration so claimed only covered the ser-
vices of one aticadant at any given time.!?® The basic activities of daily
living are spsaxing, hearing, walking, climination (bowel or bladder func-

tions), feeding (which does not include preparing food due to dietary restric-
lude obtaining cloth-

tions, o ¢btaining food), dressing (which does not inc
ing). and “mental functions necessary for everyday life”. The expression
“ vienal functions necessary for every day life”, includes memory, problem
solving, goal setting and judgment (taken together), and adaptive function-
ing. General qctivities such as working, housekeeping, or a social or recrea-
tional activity are not considered to be basic activities of daily living (sec
q8145)."% If a taxpayer is so impaired and does not take into account any
amount paid to a full-time attendant or to a nursing home in computing his
or her medical expense credit, the taxpayer may be entitled to a disability tax
credit under the rules discussed at 8145. Accordingly, in these circum-
stances, a taxpayer may have an option to make a claim under this provision
including items (4) and (5) below or under the rules set out at §8145. A
medical doctor, an optometrist for a sight impairment, an audiologist for a
hearing impairment, an occupational therapist for a mobility impairment, a
psychologist for an impairment with respect to mental functions necessary
for everyday life, a speech language pathologist for a speech impairment, or
a physiotherapist for an impairment with respect to an individual's ability in
walking, must certify the extent of the impairment on a prescribed form.'3®

(3) Payments for part-time attendant care. Payments made as remunera-
tion for attendant care up to a maximum of $10,000 ($20,000 in the year of
death) may qualify as eligible medical expenses. The attendant must be
18 years of age or over and must not be the individual’s spouse/common-
law partner. The taxpayer must file receipts showing the Social Insurance
Number of the attendant, if the receipt is issued by an individual. Unlike for
expenses noted in items (2), (4), and (5), the medical expense credit under

See page i for explandtion of footnotes.
138 ooH §39,206; Form T2201.

(ie. averaging at least 1
An individual whose ability to per

138 wakelyn, 71 DTC 85,
137 oH 918405; Sec. 1184(1)
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this provision may be claimed in conjunction with the credit for mental op
physical impairment, described at §8145. After suffering severe disabilitieg
from a car accident, the taxpayer had to hire a cleaning company to do the
housecleaning tasks that she could no longer do. These costs constituteqd

“remuneration for attendant care” and qualified for a medical expense tax
credit.'?®

(4) Payments for an atiendant in one’s home. Such
remuneration for a full-time attendant for an indi
person”) in a self-contained domestic establishment where such person
lives. The cared-for person must be certified lin writing] by a qualifieq
medical practitioner as likely to be dependent upon others for a long period
of indefinite duration by reason of mental or physical infirmity. Note that
this provision refers to “infirmity” which, unlike “impairment”, is not a
defined term in the Act. The CRA’s view is that a person is infirm if the
person is incapable of being gainfully empl

oyed for a considerable period of
time due to the infirmity.™® The attendant cannot be the individual’s

spouse or common-law partner or a person under the age of 18. Each
receipt filed with the Minister to prove payment to the attendant must
contain the Social Insurance Number of the person who issued the receipt.

(5) Training courses. Reasonable expenses incurred to train an individy-
al to care for a relative having a mental or physical infirmity may qualify as
cligible medical expenses. To qualify, the relative must live with the individ-
ual or must be dependent on the individual for support. It is the CRA’s view
that a person is infirm if the person is incapable of being gainfully employed
for a considerable period of time due to the infirmity.

payments are made ag
vidual (the “cared-for

(6) Payments to a nursing home for Jull-time care. These are payments
made to a nursing home for the full-time ca

re of an individual who is, an.d
will, as far as can be foreseen, continue to be, dependent on other people i

personal needs and care because of impaired mental capacity. A queliied
medical practitioner must have certified [in writing] that this is the casz,

(7) Payments to schools and institutions, Such payments are made (o a
schoaol,

institution, or other place that is equipped to provide care and
training to persons who are physically or mentally handicapped, for the care,
or the care and training, of an individual. The individual’s condition and

special requirements must be certified [in writing] by an appropriately quali-
fied person.

(8) Payments for transportation by ambulance. These are payments

made for transportation by ambulance to or from a public or licensed
private hospital for the patient.

(9) Payments io a commercial service Jor transportation to obtain medical
services. Payments made to a commercial service providing transportation

See page i for explanation of foothotes,

138 Zafino, 2007 DTG 1178, 140 Interp, Bul, IT-613R
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ualify,
ain medical services for a patient gnd for one attendarétdigg s%mcgs
i hat the distance exceeds 40 kilometres and the m g
o tba btained locally. A medical practitioner must CGI‘E yt gy
‘Cmil?hgto ttheepgtient is incapable of travcllir% ia;lome mpt;ﬁ(sl(f):; fg; tg a(;ed inpthe
i o qualify. cre a : .
tatign COSth Ozi?cﬁn?tflgiig;;tat?on seyrvices is not readily avaﬂilgﬁ, Otpz
e pl.d duct a reasonable amount in respect of the opcri s
ferovel mayf ethe above purpose, such amount be_mg deemed to z:_ et
Vehwle s Orn engaged in the business of providing transporta 1?l e
_al;ls E?l aT'gsré(;{A interprets “vehicle” to1 mgan angt?r/pe(:) rofhigﬁ‘g?i G
i . 5 and or water, T,
Whilcgiiigpzrsvct):%ig?enolﬁn;?rg}? Oar tfa(llxé)gyer or a member of the taxpayers
inclu

fa mﬂyl 42

. ! ! h
/ ( ing expenses fo obiain m_edxcal services. Suc
i Paymer:t:sj%fr i‘?ggggglc tllfaveﬂing eXpenses mcurlred in res;a;t]c; gg
paym;:nts a r%rrilt:he patient is certified [in ert.mg]’ as being mc?é) ble o
e dlll ni. one individual who is the patient’s alttendar%t, Boes
tmv;lhng 3 ¥ ;,s ot available locally in a place that 1s not \gs; i
mEdlca*]'\f .tﬁnc-n the locality where the patient was dwelling. er;nd e
kﬂom‘%.% i ses are paid for or are provided by an f:mploy]fl:rt b
L a aver's income from office or employment, the axgl ybe
g thﬁ N gid :Lhe expenses. Thus the taxpayer-employee ww Rad
g Siféget(cl) tccl)airgvfhg medical expense credit in respect of those expenses.
enti

[ ] : are pay-

(11) Payments for artificial limbs, mf_zdlxcal' equipment, eﬁnTh?;i lgng% eyd

ade for or in respect of an artificial limb, an 1ror1f g’limb i

oo litis victims, a spinal brace, crutches, a brace for a k1 e

o ad truss for hernia, artificial eye, laryngeal spead n}%oto—

B c_ol?stogggr?ng "2 wheelchair, an artificial lkidney machllned[_an dlz:rs 7
?licarg;;iq?lripmeﬁt fE)r the treatment of psoriasis or other skin disorders,

an oxygen concentrator] for the patient.

] for or
(12) Payments for items related to incontinence. SL;;:k} Ifj'syégf}?et‘fe?;ecathe-
in respect of all products such as diapers, disposable {}em, 5 inconiinence
igr trfys tubing or other products required by the patie
caused by illness, injury, or affliction.

lasses or

(13) Payments for vision care. Such pasim;nésf zrg ;leidteot;oi i?i]gﬁ, g

‘ 1 or the treatment, o1 correctior _ _ L

m}tl?ern?e;;cgiegcribed by a medical practitioner or an optom‘flérr{csti ggﬁrred.
f{? Il)raciice under the laws of the place where the expenses

i nts for
(14) Payments for certain medical -requtremems. Thesigo?ri(; Spj}ifrrlnz .
an oxygen tent and oxygen administering equipment, or ;

See page i for explangtion of fooinotes

CCl ¥ V

2 Income Tax Folio $1-F1-C1,
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gzlr-n ei);t?act injectable for pernicious anemia, or vitamin B12 for perniciou
or use by the patient, as prescribed by a medical practitioner 3

(15) Payments for trai ]
: ained animals. Such payments are for i
s : . an
2?21? ;lr?lin ba?en trqrrllled to guide or assist a blind or profoundly deaf Sgslgﬁl
specially trained to assist an individual wh Tl
: : 0 has a sever
prolonged impairment that markedly restricts the use of the indiviguiﬁg

: £

(a) the cost of the animal, provided that it is purchased from g

[)’II Oor orea Q one “l WI'OSC main pl.lI'pOSf:S 1S [lall’llng

(b) the costs involved in cari i i i
hloniialiton ing for the animal, including food and

(c) travelling costs of the pati _
fAGility: and patient to and from a special training

( ) ]

school that trains per i : s
ssiibiamimals persons with physical disabilities in handling

expelglsgg f;aglrfggst Jor arranging transplants. These are payments for
0 arrange a bone marrow or organ tran '
_ : ansplant. T
:ﬁﬁ:ﬁ:es mcéude legal fees and insurance premiums, as well as tll)w traveﬁierie
¢s and room and board (other than the expenses outlined in items (8%

and (9) above) for the don . .
for each. or and the patient and an accompanying person

(17) Payments for renovati '
ations or alterations to one’s home. S :
. Such 3
Eg:llllstst Oaltrlel ;nde:;j:u{ﬁ; refatslc]mab]g expenses relating to renovations or al?gﬂ-
of the patient who lacks normal physical SO
or who has a severe and prolon ility i ent (o oo
. ged mobility impairment ( N
wheelchair) to enable the i i gy il
| : patient to gain access t i

functional within the dwelli i et e el

( elling, provided that such ex

: . enses

:gigiig gz ;xpectcccli éo increase the value of the dwelligg and x%ill(cii Egt

j mceurred by a person with a normal physic

al d

without a severe and prolonged mobility impairmelzlg il

Lot ];()I 52: ;()j%gme;rﬁl foj“r reh]abilirarive therapy. Such expenses include training
3y sign language incurred to adjust for the individual’
hearing or speech loss. Remuneration paid for developing an individtfal?zalés

therapy plan for a patient sufferi
] . ering from a sev i i
provided certain conditions are n%et. S e

oni ]gé?eﬁﬁzgzeigg ejgorf g‘ig@ Ianlguage Interpretation services or real-time cap-
: es. I sign language interpretation servi

: loelly . . vices and fees
real-time captioning services provided to an individual who has a speechfglr‘
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hearing impairment may qualify, if the fees are paid to a person engaged in
the business of providing such services.

(20) Payments for note-taking services. The cost of note-taking services
used by individuals with mental or physical impairments and paid to per-
sons engaged in the business of providing such services may qualify, if the
need for these services is certified in writing by a medical practitioner.

(21) Payments for the cost of voice recognition software. Payments for the
cost of voice recognition software used by individuals with a physical
impairment may qualify, if the need for the software is certified in writing

by a medical practitioner.

(22) Payments for reading services. Payments for reading services used
by individuals who are blind or who have a severe learning disability and
made to persons engaged in the business of providing such services may
qualify, if the neea- for these services is certified in writing by a medical

practitioner.

(23) Pavinents for deaf-blind intervening services. Payments for deaf-
blind ‘nizrvening services used by individuals who are both blind and
protiundly deaf may qualify, if the payments arc made to persons engaged
il the business of providing such services.

(24) Payments for drugs purchased under Health Canada’s Special Access
Program and medical marijuand. Payments for drugs purchased under
Health Canada’s Special Access Program and medical marijuana may quali-
fy. To be an eligible expense, medical marijuana will have to be purchased
from either Health Canada or a designated grower, by an individual autho-
rized to use the drug for medical purposes under Health Canada’s Medical
Marijuana Access Regulations or an exemption under section 56 of the
Controlled Drug and Substances Act. With the exception of the cost of seeds
purchased from Health Canada, expenses incurred by authorized users to
grow their own marijuana will not be eligible.

(25) Payments for moving expenses. Such payments are made for reason-
able moving expenses (up to a maximum of $2,000) of an individual who
lacks normal physical development or has a severe and prolonged mobility
impairment to move to a dwelling that is more accessible by the individual
or in which the individual is more mobile or functional.

(26) Payments for alteration to driveway. Such payments represent the
reasonable costs of alterations to the driveway of the principal place of
residence of an individual who has a severe and prolonged mobility impair-
ment to facilitate the individual’s access to a bus.

(27) Payments for a van. Such payments are the lesser of $5,000 and
20% of the cost of a van that, at the time of acquisition or within six months

thereafter, has been adapted for the transportation of the patient who
requires the use of a wheelchair.
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(a) the gift is a “designated gift” from a registered charity;®
(b) the gift was not made out of the donor charity’s income; or

(c) the gift is from a donor who is not a charity and the donor has not
been allowed a deduction for the gift (in the case of a corporation)
or a tax credit (in the case of an individual) or is not subject to tax
under Part I in the year the gift is made.

Where a charitable foundation is a trust, income is not reduced by
distributions to the beneficiaries as it is for other trusts.

[111,624] Charltable Organizations — Related Business

A charitable organization is considered to be devoting its resources to
its charitable activities to the extent that it carries on a related busi-
ness. While the expression “related business” is not specifically defined, it
includes a business that is unrelated to the objects of the organization if
substantially all those employed in the business are volunteers.®® A corpora-
tion established as a fundraising vehicle for various registered charities
solicited goods that were sold by a separate company, the corporation
receiving a minimum guaranteed amount; all monies were used for charita-
ble purposes. The court held that the business aspect of the corporation’s
activities were merely incidental to its charitable objects.®’

Charities Policy Statement CPS-019, “What is a Related Business?”, sets
out the CRA’s policy for determining whether a charity is carrying on a
related business or an unrelated business for purposes of acquiring or main-
taining registered charity status. The Policy Statement describes two kinds
of related businesses:

(1) businesses that are run substantially (ie., 90%) by volunteers: aua

(2) businesses that are linked to a charity’s purpose and are
subordinate to that purpose.

With respect to (2), a business will be considered linked to 4 charitys
purpose if it fits within one of the following categories:

(a) A usual and necessary concomitant of charitable programs. Examples
include: a hospital’s parking lots, cafeterias, and gift shops for the use
of patients, visitors, and staff; gift shops and food outlets in a1_’t
galleries or museums for the use of visitors, and book stores, student
residences, and dining halls at universities for the use of students and
faculty.

(b) An offshoot of a charitable program. The charity carries oul its
charitable programs, not in order to create the asset, but to achieve

See page i for explanaton of footnotes. . 1
85 CioH §21,930; Sec. 149.1(1) "designated gift’. 87 Alberta Institute for Mental Retardation, 87 DIC
86 oCoH 421,921; Sec. 149.1(1) “charitable 5306,
organization”.
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} its charitable purpose. The asset is simply a by-product of the chari-
‘ ty's programs.

(c) A use of excess capacity. This type of business activily involves using
a charity’s assets and staff, which are currently needed to conduct a
charitable program, to gain income during periods when they are not
being used to their full capacity within the charitable program.

(d) The sale of items that promote the charity or its objects. Examples
include pens, credit cards, and cookies clearly displaying the charity’s
name or logo, and T-shirts or posters depicting the work of the

. charity.

| [f11,625] Charitable Organizations — Political Activities

A charitable organization may engage in non-partisan political activi-
. ties as long as it-devotes substantially all of its resources to charitable
activities.t® The CRA usually considers “substantially all” to mean 90% or
. more. Therefore, as a general rule, the CRA considers a charity that devotes
no more thas 10% of its total resources a year to political activities to be
operatiug within the “substantially all” provision. However, in Policy State-
men! C3-022, the CRA recognizes that this may have a negative impact on
smailor charities. To alleviate this hardship, it will exercise its discretion and
oot revoke the registration of smaller charities for the excessive use of their
resources on political activities as long as they meet the following adminis-

trative guidelines:

e Registered charities with less than $50,000 annual income in the
previous year can devote up to 20% of their resources to political
activities in the current year.

*

e Registered charities whose annual income in the previous year was
between $50,000 and $100,000 can devote up to 15% of their
resources to political activities in the current year.

e Registered charities whose annual income in the previous year was
between $100,000 and $200,000 can devote up to 12% of their
resources to political activities in the current year.

The political activities to which a registered charity devotes the maxi-
mum percentage of its resources must be ancillary and incidental to its
G}_laritable activities. A political activity is considered partisan if it involves
direct or indirect support of, or opposition to, a political party or candidate
for public office. When a political party or candidate for public office
Supports a policy that is also supported by a charity, the charity is not
brevented from promoting this policy. However, a charity in this situation
must not directly or indirectly support the political party or candidate for

See page i for explanation of footnotes.

;EB
" CCH 121,931q, 21 : (1.1
149105 a, 121,936b; Sec. 149.1(1.1),

111,625
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public office. This means that a charity may make the public aware of jig
position on an issue provided:

(@) it does not explicitly connect its views to any political party o
candidate for public office;

(b) the issue is connected (o its purposes;
(c) its views are based on a well-reasoned position:

(d) public awareness campaigns do not become the charity's primapy
activity, :

A charity may provide information to its supporters or the public gy
how all the Members of Parliament or the legislature of a province, territo-
Iy, or municipal council voted on an issue connected with the charity’s
purpose. However, a charity must not single out the voting pattern on ap
issue of any one elected representative or political party.

Effective January 1, 2013, a charitable organization that funds a quali-
fied donee for the purpose of ¢nabling it to pursue political activities will be
required to count that donation against its own allowable limits for politjca]
activities. Failure to comply with this new requirement may trigger interme-
diate sanctions, such as monetary penalties or a one-year suspension of
receipting privileges, as well as revocation of registration.® See 13,207,

[1111,627] Charitable Organizations — Disbhursements to Other Charitles
and Accumulation of Property

A charitable organization is considered to be devoting its resources 1.
its own charitable activities to the extent that, within limits, it disburses 15
income to other charities. The organization may disburse up to 50% cfits
income for a year to “qualified donees” % This expression, in genetal, refers
to institutions which, upon receipt of a gift from a taxpayer, may issue a
receipt which permits the taxpayer to deduct the amount given in compui-
ing taxable income. For more details, see 911,618, Thus;tor example, if a
charitable organization donates up to 50% of its income to other registered
charities, the amount so donated will be considered to have been devoted by
the donating charitable organization to its own charitable activities, It
should be noted that the recipient charities will generally have to include
the amount received in their incomes,

A charitable organization which disburses income to a registered chari-
ty associated with it will be considered to have devoted that income to its
own charitable activities. A registered charity will be considered to be
associated with a charitable organization if it is so designated.®' Registered
charities who want designation as associated charities must complete
Form T3011. The CRA will approve a designation as associated charities ifit

See poge i for explanation of footnotes,
89 0OH y24425: Sec, 1881, 1 CCH 121.937; Sec. 149.1(7); Inf. Cir. 77-6.

O CCH 121,936; Sec. 149.1(6).
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is satisfied that the charitable aims or activities of each of the registered
i

ities are substantially the same. If the charities’ aims or activitics qre{;
Cl.larl nt, they can still become associated in order to ur}der.take a join
dlff‘eret fn the latter case, they should explain on the apph_ca_ltmn .how the
e ill operate and what each of the registered charities will d_o o
pm]'eCt gw common goal. A charitable foundation that is granted assocm_ted
alc:hlevivith another registered charity cannot be rpdes1gnated as a charita-
%tlaéuéiganization solely on the basis of such associated status.

i izati ts other than income to a
aritable organization may pay amounts Of
]ﬁ}ie(gl donee (see T11,618) and thereby be considered to ha\l;(i devotIelfi_
I urces to its own charitable activities.% For example, a charitable org? _ tl
r:ls';(j)on could donate part of the gifts received by it 11; ghg glegr ccl)r I]it):trig I?S 1t Os
3 i i ari ffective June 29, , do
ital to a registered charity. E .
s&npgftppolitical activity do not fall under this rule and are not deemed to

have been devoted to charitable activities.

i anizati late property for a particular
laritable organization may accumul
?f \‘fltlh the written consent of the Minister. Property so accumq]ateq
Enugpa:y iﬁc-ome thereon are deemed to have been eggpenlclijec}] Ot1}1 the o;iaglo
on’ i ivities 1 taxation year in whic cy wel
..tiun’s charitable activities in the : . o
. ave been expended in any other year.
accumulated and not to have ; it e
of the charitable expenditure (_80 o) rule in ’
:16113162128) this rule is amended for taxation years ending after March 3, lZOt‘lzg
in (;};:der ,to give the Minister the discretion to exclud_e propegty accumula t
for a particular purpose from the capital accumulation (3.5%) disbursemen

quota calculation.

[§11,628] Charitable Organizations — Disbursement Requirements

Registered charities designated as charitable organi.za.ltions are subgci)cl:
to certain rules that require them to spefnd each yﬁ?_r zrgﬁgggzlsaéggggd n
\ . ; 4
eir own charitable activities or on gifts to qualif1 , 0
EI[hlelr618 (for example, other registered c-haritl_es). These are 'Calklxli 61:];;: %1;;[
burr:ement quota rules, and they are discussed in more detail at 11, fized
charitable organizations, the disbursement quota rule can be summa

as follows:

e For taxation years ending after March 3, 2010, thf: dleUI'SszI;E
quota rule only applies if the average valpe of a Char_qable or(giam s
tion’s property not used directly in charitable activities ot }zli nfl‘lmal
tration during the 24 months before the beginning of the dlstch
period exceeds $100,000. If the $100,000 thresholod is reached, the
charity’s disbursement quota is calculated as 3.5% of the average

value of that property.

See page | for explanation of footnotes.

93 : Sec. 149.1(8).
2 COH 121,940, Sec, 149.1(10). CCH 921,938; Sec {
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e For taxation years beginning after March 22, 2004 and ending before
Margh 4, 2010, the rule was more complex to the exient that the
c_hantab!e organization must make expenditures on charitable actjyi-
ties carried on by it in the year, or on gifts to qualified donees (see
111,618), equal to the aggregate of

(a) 80% of the previous years tax-receipted donations plus other
amounts relatmg to enduring property and transfers between
charities (in other words, a “charitable expenditure rule”); and

(b) 3.5%.0f all assets not currently used in charitable programs or
3dm1_mstration, if these assets exceed $25,000 (in other words a
capital accumulation rule”). Before 2009, this 3.5% disbursemént
quota rule only applied to those charities that were “foundations”
but as of 2009, it applies to all charities, including all charitablé
organizations. The calculation of the 3.5% disbursement quota is
bgsed_ on the average value of property owned by the charity at any
time in the 24 months before the beginning of the fiscal period
w_fhlch was not used directly in charitable activities or administra:
tion. If the total of the charity’s assets not used in charitable
programs does not exceed $25,000, it will not have a 3.5% disburse-
mentt %14.10113 and it will not have to calculate the 3.5% disbursement
quota.

A chari‘tab]e organizat‘ion may receive other funds, such as business
revenue, which are not subject to any distribution requirement.

[1111,630] Charitable Organizations — Revocation of Registration

The registration of a charitable organization may be revoked if it cea-e-
to _comp]y with the requirements for registration or breaches any ct is
obligations to report or maintain proper records.® In addition registration
may be revoked if : ‘

_ (1) The organization carries on a business not related to its charitable
activities (see 911,618, above).

_(2) The organization fails to expend, in a particular taxation year, on
charitable activities carried on by it and by way of gifts to qualified doflees
(gee 1[11,618), amounts the total of which is at least equal to the organiza-
tion’s disbursement quota for that year. The disbursement quota require-
ment for charitable organizations is described at T11,628.

; (3) Effective from June 2013, the organization makes a gift in a taxa-
tion year other than one made in the course of charitable activities carried
on py 1L or to a qualified donee. This rule removes an argument previously
available that once a charity had met its disbursement quota it was free 1o

See page i for explanation of fooinotes.

94 .
th%;"ﬂZT,QELk Sec. 149.1(1) "disbursement %9 cCH §23,220; Sec. 168(1).
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make distributions to foreign charities, which would not qualify as regis-
tered charities.

(4) The organization obtained its registration on the basis of false or
deliberately misleading information. The Minister will also be able to assess
the revocation tax at the same time as the proposed deregistration notice to
avoid the dissipation of assets and, provided judicial authorization is
obtained, to begin immediate collection of the revocation tax (see §11,613).
This expedited revocation power applies to proposed deregistration notices
issued after June 13, 2005.%¢

The Minister may also revoke the registration of:

(a) a registered charity if it makes a gift to another registered charity
and it can reasonably be considered that one of the main purposes of
making the gift was to unduly delay the expenditure of amounts on
charifanle activities;

(b) tiie-recipient charity referred to in (a) if it can reasonably be consid-
sred that it acted in concert with the donor;

() any registered charity if a false statement was made in circum-
stances amounting to culpable conduct in the furnishing of informa-
tion for the purpose of obtaining registration of that charity; and

(d) a registered charity, if, for taxation years ending after March 3,
2010:

(i) it has in a taxation year received a gift of property (other than a
“designated gift”) from another registered charity with which it
does not deal at arm’s length; and

(i) it has expended before the end of the next taxation year, in
addition to its disbursement quota for each of those taxation years,
an amount that is less than the fair market value of such property
on charitable activities carried on by it or by way of gifts made to
qualified donees with which it deals at arm’s length.®’

The rule in (d) essentially provides that when a registered charity
receives a gift of property from a non-arm’s length charity, it will need to
spend an amount equal to the fair market value of the property on its own
charitable activities or transfer the amount by way of gift to arm’s length
qualified donees within the current or subsequent taxation year or else its
registration may be revoked. However, for taxation years ending after
March 3, 2010, if the donor charity designates all or a portion of the gift of
property in its information return for the year as a “designated gift”, the
designated portion will not be subject to the immediate disbursement
requirement in the hands of the recipient charity.®®

See page i for explanation of footnotes.
98 CCH 721,923 Sec. 149.1(1) “designated gl

gg OCH §21932; Sec. 149.1(2).
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With the heightened concern of terrorism, with respect to gifts accept-
ed after February 10, 2014, the Minister's authority to revoke the registra-
tion of a charity is expanded if the charity accepts a gift from a foreign state
listed in the State Immunity Act. The list in that Act identifies those govern-
ments where the Governor in Council is satisfied there are reasonable
grounds to believe that the state supported or supports terrorism.

The CRA is now also allowed to refuse or revoke registration of a
charitable organization or to suspend its ability to issue receipts, if a direc-
tor, trustee, officer, or any individual who controls or manages the operation
of the organization has been found guilty of a “relevant criminal offence”
which has not been pardoned or a “relevant offence” in the last five years.2
A “relevant criminal offence™ is a criminal offence relating to financial
dishonesty, including tax evasion, theft, and fraud, or any other offence
pertaining to the operation of the charity.'® A “relevant offence” is any
other offence relating to financial dishonesty, including one under charita-
ble fundraising legislation, consumer protection, or securities legislation,’o’
However, in a Release dated June 7, 2011, the Charities Directorate of the
CRA pointed out that, in more limited cases, the offence might not involve
financial dishonesty, but is nonetheless relevant to the operation of the
charity or association (e.g., an offence which if repeated by the individual
could inflict harm on the organization or its beneficiaries).

A registered charity which expends a “disbursement excess” may apply
such excess to satisfy its minimum disbursement requirements in the imme-
diately preceding taxation year and five or fewer of its immediately subse-
quent taxation years.'® Disbursement excess means the amount, if any, by
which the aggregate of amounts expended in the year by the charity in
charitable activities carried on by it or by way of gifts to qualified donees
exceeds the minimum disbursement requirement.'® For example, if a regis-
tered charity expended $100,000 in a year when its minimum disbursement
requirement was $75,000, the registered charity may apply the $25000
excess to its immediately preceding taxation year if it failed to. woeet its
minimum disbursement requirement in order to eliminate such sherdfall, or
the excess may be carried forward and applied in any of the five subsequent
taxation years as a credit which goes toward satisfying its minimum dis-
bursement requirements in those years.

A charity that was registered to promote education and provide relief of
poverty and sickness in a foreign country had its registration revoked when
it did not comply with the Act.® The specific infractions included: a
$20,000 grant to a museum that was reported as a scholarship; failure to
issue a T4 slip for salary paid to an employee; donation receipts that could
not be reconciled with the T3010 return and financial statements; and a

See page i for explanation of footnotes.
99 5ec. 149.1(1) “neligible individual, 102 cony 921,950; Sec, 149.1(20),
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100 o _— 5 CCH 921,951; Sec. 149.1(21).
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brochure produced by the agent that mqntioned specific Canadian donors
for projects claimed as the charity’s projects. The latter practice suggesltec:?
that the individual donor or the agent, and not the charity, was in control o
where and how funds were disbursed and how contributions were recog-
nized. The decision to revoke the charity’s registration was upheld on the
ground that a registered charity cannot act as a.con(.imt for funds to be
funnelled overseas and needs to show that it has direction and control over
its activities, including the use of its funds by an agent.

[41 1,631] Charitable Organizations — Revocation Tax

A charity whose registration is revoked loses i_ts tax-exempt status and_
its ability to issue tax receipts. It must also @ransfer its assets within one year
from its revocation to one or more registered qk}arltles. For notices 'of
revocation issued. after December 31, 2004, the ability of a revoked charity
to divest assets within one year does not apply if th(? CRA obtains au_thorlza-
tion from aitdie to commence collection p_roceedmgs before that time. Any
property remaining one year after revocation must be treinsferreq torthf
Crown. This transfer of property is often referred to as the “revocation tax”.

The 2004 Budget restricted the eligible transfers on re\chation to “eh-
vible donees”. Eligible donees only include .registered charities that arc in
sompliance with the Act, are not the subject of a certificate ugdm the
Charities Registration (Security Information) Act, and more than SQé of the
directors or trustees of which deal at arm’s length with each_ Quector or
trustee of the charity whose registration is revok{-:d_. Other guahf]ed C!OHECS
such as municipalities, foreign universities, and United Nations agencies are
not eligible for transfers on revocation. The intent 1s to .keep the money
invested within the charitable sector in Canada and applied to charitable
purposes that are analogous to those for \_vhu:h the funds were orlgmally_
raised. This measure applies to notices of intended revocation issued after

June 13, 2005.1%

[111,632] Charitable Organizations — Intermediate Sanctions

Before the 2004 Budget revisions to the regulatory regime f01.‘ chantws,
the only sanction available to the CRA in response (0 nor}-comphant cha_n—
ties was the revocation of its status as a registered chanty.lBec-ause of its
harshness, revocation was seldom imposed for minor infracpons and lesser
forms of non-compliance could go unchecked. The revised regulatory
regime implements more effective sanctions that are more appropriate than
revocation for relatively minor forms of non-compliance. This sanction
regime applies in respect of taxation years beginning after March 22, 2004.

For specific incidents of non-compliance, these sanctions include:

See paoge i for explanation of footnotes.
105 560, 188(1.1),
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