68 canaDIAN MASTER TaX GuiDE

a “goodwill amount” and the grantor and buyer jointly elect, in
prescribed form with their return of income for the tax year that
includes the date of the covenant. Prior to 2017 a “goodwill amount”
is defined as an amount received or receivable that is required to be
included in computing the cumulative eligible capital of a business
carried on through a permanent establishment in Canada. For 2017
and subsequent taxation years, the eligible capital property rules are
replaced by a new regime treating that property as depreciable prop-
erty to be included in new capital cost allowance Class 14.1 and so
the definition of “goodwill amount™ has been amended to refer to an
amount required to be included in the proceeds of disposition of
property included in Class 14.1, or an amount to which the transi-
tional rules in subsection 13(37) apply, in respect of a business car-
ried on through a permanent establishment in Canada. See 14240 for
details.

(3) Shares and parinership interests — In cases where the consideration
for certain types of restrictive covenants directly relates to the gran-
tor's disposition of an eligible interest and where five additional
requirements are satisfied and the grantor and buyer elect in pre-
scribed form. An eligible interest means capital property of the gran-
tor that is a partnership interest in a partnership that carries on a
business, or a share of the capital stock of a corporation that carries
on a business. In these cases, part of the amount receivable for the
covenant may be treated as part of the proceeds for the disposition of
the eligible interest, to the extent that the covenant increases the
FMV of the grantor’s eligible interest. The remaining part of the
amount receivable for the covenant (that is in excess of the part

treated as proceeds of disposition of the eligible interest) wili be
taxable as ordinary income.

If the parties to a contract agree that no portion of the paichase price
is to be allocated to the RC, then the above exception: would not be
required because the taxpayer does not receive an amouiit 11 respect of an
RC. However, new provisions allow the Minister to reallocate a reasonable

portion of the payment as an amount paid or payable to the laxpayer by the
person to whom the RC is granted.

It is important to note that the reallocation can oceur irrespective of
the form or the legal effect of the contract or agreement that the RC relates
to. Moreover, the Minister can allocate an amount to be included in a
taxpayer’s income notwithstanding that another taxpayer actually received
the amount to which the income inclusion relates,

There are three situations where the Minister is excepted from the
above reallocation:”3

® an arm’s length employee grants the RC;

See page i for explanation of footnotes,
73 CCH 18195, ¥8195¢; Sec. 56.4(6), (7)

2 CCH 19140, Sec. 68(q).
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respect of the RC is included in computing the “good-

E th?}f?ﬂ?gﬁgg’] of the vendor (and the related election is filed); or
wi

he paym ositi C vendor
ntr 0 di on of property where the ven
ent relates to a dispositi oot
) teiei\?gs consideration in respect of the RC (e.g., a corporate sa
I

other than goodwill) or, in the case of a sale of shares, the

propﬁ{]‘ltyin respect of the RC is otherwise included in the vendor’s
amo ]

income. . )
A number of conditions must be met for each of the above exceptions t
n

111 11 74
A qovetl least 18 years old), although some additional conditions apply.
who 1s @

: ice or
Amounts-~related to covenants made in the chfgieeﬁze%fbaaiisef?g this
= . (3 : on a .
¢ are generally included in income . aliit
ard, o hmount eshabl by n cmploes (1 s nol part of ¢ sl
1egarc, ¢y ) i t of an gran :
a1 ment) in respec t
deger.?}h:?l?dng a particular year is deemed to have been received by tha
pefuic L

. o
~mywioyee in the taxation year.”

[42115] Premium for Group Term Life Insurance

i in i i id by his or her

must include in income premiums paxd a

IAn f ?Alr{)c]lgﬁlegroup term life insurance pthy of Whlc{l the snﬁfl{gf:m

st oyem The amount to be included is prescnbegi by regulations. g_ﬂ R

i 'ems paid in respect of the year are included in mco:;qe i il
| o cial provision which includes the full qmou‘nt‘of ump !
yeaiﬁ;ﬁlrtnhs’? zggn though such premiums relate to periods in future years.

pre 4

5 % , of
The amount of the taxable benem 18 basedlon the fuléda:;g;p;te]y
insurance coverage. The average cost of msuralncc is ?giefvnﬁgnm ba s
: i oyees .
; up of employees or former emp ! i
fori:neqeilgrlzl %;(t)e Iijs established under the policy. Sales taf)gtm respect of p
Ems is expressly included as part of the taxable benefit.

[¥2120] Employment at Special Work Site or Remote Location

i i ote
i i i t a special work site or rem
r who is required to live a ) 4
locat};:)riaﬁgaz?rtue of his or her office or qmployment is Cr)lrc;; tﬁg?]m{)idany
include in income the value of board, lodging, and '}ratilnspfollowiné e
allowance paid by the employer in respect thereof, if the foll
tions are fulfilled:"”

(1) The taxpayer must be employed at a specie;] worlé site or remote
location where duties of a temporary nature are periormed.

i tes.
e i for explanation of fooino
et 78 GCH 12500; Sec. 6(4).
77 CCH 92600, Sec, 6(6).

4 OCH §8195¢; Sec, 564(7).
75 COH §2460; Sec. 6(3.1)

12120




72 CANADIAN MASTER TAX GUIDE

2015. This election will have the effect of replacing the otherwise deemeq
taxable benefit with a capital gain equal to the lesser of such benefit and the
capital loss otherwise incurred on the disposition of the shares or mutual fund

units. For the year of disposition, the taxpayer is subject to tax equal to the
proceeds of disposition (%3 in Quebec).

In many cases, the inclusion in income of the deemed employment
benefit will be offset by a 50% deduction. For this 50% deduction to be
allowed, certain conditions must be met, and in particular the exercise price
under the option (plus any amount paid to obtain the oplion) cannot be less
than the FMV of the securities at the time the option was granted. The 50%
deduction may also be allowed in respect of shares in CCPCs if the shares
are held for at least two years, regardless of the FMV of the shares at the
time the option was granted.® In this respect, shares that are identical
properties but which are acquired at different times are deemed to have
been disposed of in the order in which the taxpayers acquired them for
purposes of determining whether the two-year holding period has been

satisfied.?® The effect of the 50% deduction is to tax stock option benefits at
the same rate as capital gains.

Commentary on Notice of Ways and Means Motion to amend
the Income Tax Act and Explanatory Notes (June 17, 2019)

Note: When NWMM, June 17, 2019, achieves Royal Assent, the commentary
will be modified to read: |

In many cases, the inclusion in income of the deemed employment benefit will
be offset by a 50% deduction. For this 50% deduction to be allowed, certain conni-
tions must be met, and in particular the exercise price under the option (plus any
amount paid to obtain the option) cannot be less than the FMV of the secutities at
the time the option was granted.®® The 50% deduction may also be aliowed in
respect of shares in CCPCs if the shares are held for at least two years, vegardless of
the FMV of the shares at the time the option was granted. In this respesy, shares that
are identical properties but which are acquired at different times are deemed to have
been disposed of in the order in which the taxpayers acquired them for purposes of
determining whether the two-year holding period has been satisfied.8” The effect of
the 50% deduction is to tax stock option benefits at the same rate as capital
gains, However, for options granted after 2019, the 50% deduction is restricted.
Basically, the 50% deduction will apply in a particular year only in respect of the first
$200,000 worth of securities under the option (the value determined as of the time
of the agreement) that vest in the employee in the year. The restriction does not

apply to options issued by CCPCs, or certain “start-up employers” who meet pre-
scribed conditions.?8

See page Ii for explanation of foomotes,
84CCH 415,015, 115272 Sec. 110(1)(d). 86 CCH §15.015, 915,272 Sec. 110(1)(d),

110(1)(d1). 110(1Xd.1).
87.CCH 92706; Sec. 7(1.3), /
85 cCH §2706; Sec. 7(1.3), 88 5ec. 110(1.3)~(1.41),
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If a security is acquired by a trustee for an employee either absoit;;[ely,
conditionally, or contingently, the employee will be deemeéi _t(} ztlgz
acquired the security at the time the trustee commeqced to hol it for 2
employee and to have disposed of the security at the time the trust dispose
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If a person ceases to be an employee before the transection is complet-
ed, that person is nevertheless treated as an en_mioyee unnll the transacthﬁ
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See page Ii for explanation of footnotes.
89 COH 115015, §153110: Sec. 110(1)(d), 110(1.1). % GOH 12710 Sec. 7(2).
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an employee®' Thus, a former employee can be subject to the deemed
benefit rules if the option was granted during the period of employment.

A corporation or mutual fund trust is not allowed to deduct the bene-
fits included in any person’s income. In other words, unlike most other
forms of remuneration, stock option benefits are not deductible for the
employer or issuing entity.92

Commentary on Notice of Ways and Means Motion to amend
the Income Tax Act and Explanatory Notes (June 17, 2019)

Note: When NWMM, June 17, 2019, achieves Royal Assent, the commentary
will be modified to read:

A corporation or mutual fund trust is not normally allowed to deduct the
benefits included in any person’s income. In other words, unlike most other forms of
remuneration, stock option benefits are not normally deductible for the employer or
issuing entity. However, for options issued after 2019, the employer may deduct the
benefitgsto the extent that the 50% deduction is not allowed to the employee (see
above).

resulta t

[12140] Exchanges of Options or Shares

Special rules provide a tax-deferred “rollover” for certain qualifying
exchanges where an employee’s option to acquire securities of a particula;
qualifying person (old option) is exchanged for a different option to acgutire
securities of a “designated person” (new option)® A designated nerson
includes the particular qualifying person, another qualifying persoi who
does not deal at arm’s length with the particular qualifying-nerson, a
corporation formed on an amalgamation of the particular gualifying per-
son with another corporation, or a qualifying person with vihich the above-
mentioned amalgamated corporation does not deal at ari'siength immedi-
ately after the exchange. A designated person also incledes a mutual fund
trust to which the particular qualifying person has transferred property
under the mutual trust reorganization rules (see §9131).

For the above rollover to apply, the employee must receive no consider-
ation for the old option other than the new option, and the fair market
value of the new securities immediately after the exchange in excess of the
old option exercise price must not exceed the fair market value of the old
securities immediately before the exchange in excess of the new option
exercise price. If these conditions are met, the employee is deemed not to
have disposed of the old option, the new option is deemed to be the same as
the old option, and the issuer of the new option is deemed to be the same

See page il for explanation of footnotes.

93 0CH §2715; Sec. 7(3), d
94 CCH 12707, Sec, 7(1.4). 3

12140 "

9T GCH §2720; Sec. 7(4).
92 GCH 42715 Sec. 7(3)
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n as, and a continuation of, the particular qualifying person. As a
he exchange will not itself give rise to a deemed taxable benefit.

A similar rollover applies where an employee, typic.ally in'the course of

rporate reorganization or upon an amalga'matl_on, disposes of or
e es a security (old security) that was acquired under an employee
g tion agreement in exchange for another security (new security).%
Stoc}:h?f rollover to apply, the employee must receive no consideratiqn .for
R 1d securities other than new securities of either the same qualifying
e gn or a non-arm’s length qualifying person, a corporation formpd on
persamalgamation of the qualifying person and another corporation, a
tl:;illif ying person that does not deal at arm’s length with such amalgama_ted
E oration immediately after the exchange, or a mutual fund trust to which
fl?é%articular qualifying person has transferred property under the mutual

trust reorganization rules (see §9131).

If the:above conditions are met, the employee is deemed not to have
disposed of the old securitics, the new securities are deemed to be the same
as and a-continuation of the old securities, and the qualifying person that
issucd the new securities is deemed. to be the same person and a continua-
tion of the qualifying person that_lssued lthe old_securltles. Therefqre, tl}e
Jeferral of the employment benefit associated w1t}1 the old securities will
not be affected by the exchange. The employee wﬂlll?ot lose eligibility for
the one-half deduction simply because of the dlsposmqn or exchange. Fur-
thermore, if the share is a CCPC share, the employee will be entitled to the
one-half deduction from the benefit associated with the old securities, as
long as the total holding period for the old and the new securities is
two years or more.

[12145] Other Sources of Income

[f2146] Business and Investment Income

A taxpayer is required to include in income in a taxation year the
taxpayer's income from all sources, including income from a busmg—:ss or
property. A taxpayer is also required to deduct the taxpayer’s lo§ses in the
year from a business or property. For these purposes, a taxpayer’s' income for
a taxation year from a business or property is the taxpayer’s ‘plef it therefrom
for the year.% These concepts are discussed in further detail in Chapter I11.

Correspondingly, taxpayers are entitled to deduct reasonable_ expenses
related to the earning of business or investment income, in arriving in the
computation of net profit.?’ For example, individuals commonly deduct
investment advisory fees from investment income.

See poge |l for explanation of footnotes,
%3 CCH 12708; Sec. 7(15). 97 CCH 14003; Sec. 9.

% CCH §4010; Sec. 3 and 9(1).
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[12190] Disposition of Income-Averaging Annuity Contract

Any amount received by a taxpayer as proceeds of the surrender, cancel-
lation, redemption, sale, or other disposition of an income-averaging annui-
ty contract is to be included in income. Any amount deemed to have been
received as proceeds of disposition of such a contract is also to be included
in income.'?® See also §2465.

[12195] RRSPs, DPSPs, RRIFs, PRPP, and Supplementary
Unemployment Benefit Plans

Amounts received by a taxpayer from a trustee under an RRSP, a DPSP,
a RRIF, PRPP, or a supplementary unemployment benefit plan are to be
included in income.'?® See Chapter X for a discussion of the tax treatment of
these types of plans.

An amount of PRPP contributions refunded to a member is not includ-
ed in his/her income if they were made in error or to avoid the revocation of
the plan, and if the amount was not deducted as a PRPP contribution in the
year of the refund or any preceding year.

[12198] Home Buyers' Plans

Amounts relating to a Home Buyers’ Plan may be required to be includ-
ed in the taxpayer's income for the year. (See 910,393.) If the taxpayer did
not acquire a home or return the funds to the registered retirement savings
plan (RRSP) in accordance with the rules respecting the Home Buyers
Plan, the amounts withdrawn from the RRSP will become taxable in ihe
year in which they were withdrawn.1?’

[112200] Life Insurance Policies

Amounts received by a taxpayer upon the disposition of ai‘interest in a
life insurance policy are to be included in income. See €10.516 et seq. for a
discussion of life insurance policies.!2®

[12205] Award of Legal Costs

A taxpayer must include in income any amount received as legal costs
awarded to the taxpayer by a court on an appeal from an assessment of any
tax, interest, or penalties and any reimbursement of costs received under
employment insurance or the Canada Pension Plan if, with respect to the
appeal or decision, an amount is deductible.'2?

It is to be noted that legal costs received must be included in income if
the expenses are deductible, even though they were not in fact deducted.

See page il for explanation of footnotes \
125 6oH 98039, 18040; Sec. 56(1)e), 56(1)(# 127 GCH §8045; Sec. 56(1)(h 1),
128 G0H 48041, 18043, 18045b, {8080, §8096; “:g CCH 18047; Sec. 56(1))
Sec. 56(1)(g). 56(1)(n), 561X, 56(1)(1), 56(1)(z3). 2% CCH 18049; Sec. 56(1)())
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A taxpayer must include in income amounts received as an award or

:mbursement of legal expenses paid to collect or establish a right to a

rei_r_ﬂ'ng allowance or benefit under a pension fund or plan to the extent that
Iliggcle legal expenses are deductible.’®

[1I2210] Scholarships, Bursaries, etc.

A scholarship, fellowship, bursary, or similar prize, whether in cash or
kind (other than a prescribed one) is mcludtj,d in income in the year gf
eipt to the extent it exceeds the scholarship exemption for the year.

”rl"el-fe scholarship exemption is the total of three amounts:

(i) the full amount of a scholarship, fe[lowship or bursary received by a
taxpayert if, on or after January 1, 2017, it was recewe_d by a student
(a) in connection with the student’s enro]ment_ ata des1gnated‘educa-
tional<nstitution in an educational program in respect pf which the
taxnayer is a “qualifying student” (as defined in subsection 118.6(1))
(= + 1he taxation years from 2007 to 2016, prior to the repeal of yhe
education tax credit, enrolment must have been in a program which
entitled the student to claim the education tax credit under subs;c—
tion 118.6(2) for the current taxation year, the immediately preceding
taxation year, or the subsequent taxation year); or (b) in connection
with enrolment at an elementary or secondary school;

(i) the lesser of (a) the total amount of scholarships, fellowships, bursa-
ries, and prizes to be used by the recipient in the production of a
literary, dramatic, musical, or artistic work and (b) the amount of the
taxpayer’s expenses (other than expenses for which the taxpayer was
reimbursed or are otherwise deductible) incurred to fulfill the condi-
tions of that amount received; and

(iii) the lesser of (a) $500 and (b) the amount by which the scholarship,
fellowship, bursary, or prize exceeds the amounts under (i) and (ii)
described above.'3

Certain limitations are placed on the exemption described in (i)
above.'® In order for the exemption in (i) to apply, it must be reasonable to
conclude that the award is intended to support the taxpayer’s enrolment in
the program, having regard for all of the circumstances, such as the terms
and conditions of the award, the duration of the program, and the perlod
for which the support is intended. Based on a short illustration in the
Department of Finance explanatory notes, it appears the exemption will be
denied where the amount of the award is out of proportion to the program
to which it relates. Furthermore, for pari-time students, the amount of the
award that is eligible for the exemption in (i) cannot exceed the cost of
materials or the fee paid to the designated educational institution for the

See page Ii for explanation of footnotes.
132 0OH 18106; Sec. 56(3)

13‘1’ CCH §8050; Sec. 56(1)((1).
CCH 48053; Sec. 56(1)(n); Income Tox Folio

§1-F2-C3; Interp. Bul. IT-257R. 183 CCH 481060; Sec. 56(3.1)
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The cost of meals consumed while travelling for the employer is deduct-
ible only where the meal is consumed during a period when the taxpayer is
away, for 12 hours or more, from the municipality or metropolitan area
where he or she ordinarily reports for work.'?

An Ontario Jockey Club employee who resided in Toronto worked at
two Toronto racetracks, and for three months of the year at a racetrack in
Fort Erie. His meal expenses incurred while working at the latter track were
deductible. The municipality where he usually or ordinarily reported for
work was Toronto, and he was required to be away from Toronto for more
than 12 hours in the course of employment.'””® Occasional absences from
the place of employment do not qualify the taxpayer as being “ordinarily
required” to carry on duties away from the place of employment.'8°

“Commuting expenses”, ie., expenses resulting from a taxpayer’s choice
of living in one place while working in another, are not travelling expenses
within the meaning of this provision. They are personal and living expenses,
the deduction of which is prohibited under the Act.’® See §2070.

[12315] Other Expenses and Membership Dues

To the extent an employee is not entitled to be reimbursed, the follow-

ing types of expenses paid by an employee may be deducted from employ-
ment income:

(1) Certain professional membership dues.'® In order to be deductible by
an officer or employee, the professional membership dues must have beei:
necessary (o maintain a professional status “recognized by statute”. These
may also be deducted by an employee where paid by someone else.on the
employee’s behalf but included in the employee’s income. Typical éxamples
of such dues would be fees payable by a lawyer to a provincial Law-Society or
dues paid by a doctor, engineer, or chartered accountant to-a\professional
association. However, the Federal Court of Appeal has s=tently held that
“recognized by statute” merely means acknowledged hy.siaiute, nor regulat-
ed by statute. Thus, a member of the Appraisal Institute of Canada (AIC) was
entitled to deduct membership fees on the ground that members of the AIC
who held a certain designation were considered experienced appraisers enti-
tled to make appraisals recognized by statute. '83 Membership fees payable to
an association are not deductible if the taxpayer can maintain professional
status without paying them. The membership dues must be payable on an
annual basis. An initial fee payable upon admission to a professional society
would not be deductible since it is an entrance fee and not an annual
payment.'® [f a taxpayer remained a member of the professional organization
during the period for which dues were in arrears, the subsequent payment of
See page i for explanation of footnotes.

182 GCH 93080; Sec. 81)(); Interp. Bul. IT-352R2.

178 GCH §3300; Sec. 8(4),
179 Healy, 79 DTC 5060
180 stramberg, 56 DTC 61, Tremblay, 70 DTC 1006, '8 Mantgomery, 99 DTC 5186,
181 Gross, 98 DTC 6328, Wikinson, 66 DTC 344,

Lahey, 67 DTC 222, 184 Daley, 50 DTC 877,

12315

CH. Il — TAXATION OF INDIVIDUALS 95

he arrears qualifies in full for deduction in the year of payment since the
E es are still “annual professional membership dues”. However, if the taxpay-
e;’]s membership in the professional organization was terminated, the pay-

ment of arrears to gain re-admittance will not qualify for deduction.

A teacher who went on strike had his “annual membership dues” for the
teachers’ association increased by $50 for the last four months of the year.
Even though the increase was directly related to the costs of the strike and
was not likely to recur, it was held that the additional dues were

deductible.’®

(2) Office rent and assistant’s or substitute’s salary. These expenses may
pe deducted if they were required to be paid by an employee or officer under

the contract of employment.'86

(3) Supplies. The cost of supplies consumed directly in the performance
of the duties. of employment or that an officer or employee was required
under the contract of employment to supply or pay for may be deductible. A
plumber’s tools were held: not to be supplies qor;sumed dlrc_acﬂy in thﬁe
pzitormance of the duties of employment.'®’ Sl.mllarly, an airline pilot’s
wform and accessories which the pilot was required to supply as a term of
.mployment were not “supplies” which were “consumed” within the ordma-
ry meaning of the words.®® Books used by a schoolteacher are not supplies
consumed in the performance of duties.'®™ For a discussion of expenses
connected with a home office, sec 13183.

A pilot who was required to repay training costs upon leaving his place of
employment was unsuccessful in arguing the training was a supply con-
sumed in the performance of duties.'®

(4) Trade union and association dues. Dues payable by an off_icer or
employee to a trade union or association of public servants of which the
officer or employee is a member are deductible.®" Such dues must be
annual payments to maintain membership. Certain annual dues paid on
behalf of an officer or employee of a trade union or association of public
servants of which he or she is not a member may be deductible 'if such
payments must be made pursuant to a collective agreement, are rc@amed by
the employer from the remuneration of the employee, and are paid by the
employer to the trade union or association. The payments must be made in
respect of a “trade union” as defined in section 3 of the Canada Labour Code
or in any provincial statute providing for the investigation, conciliation, or
settlement of industrial disputes or an association of public servants, the
primary object of which is to promote the improvement of the members’
conditions of employment. Union initiation fees are not annual payments

See poge i for explanation of fooinotes.
189 Carson, 66 DTC 424,

190 Ayclair, 2013 DTC 1162 (TCC).
191 cCH §13080; Sec. 8(1)0.

::g Lucas, 87 DTG 5277,

e CCH 13080; Sec. 8(1).

bae Ralewsky, 63 DTC 593.
Martyn, 64 DTC 461,
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Employees claiming the clergy residence deduction must file with their
income tax returns a prescribed form signed by their employers to the effect
that the employees meet the requirements concerning their status and
Tunction as clergy.2'?

[12335] Exchange Fund Contributions of Teachers

A taxpayer may deduct a single amount, not exceeding $250, in respect
of all employments as a teacher which were paid by the taxpayer in the year
to a fund established by the Canadian Education Association for the benefit
of teachers from Commonwealth countries present in Canada under a
teacher-exchange arrangement.?!

[12340] Certain Railway Company Employees

A special deduction is available for certain railway employees employed
away from their ordinary residence or home terminal?'? A deduction for
meals and lodging is permitted to relieving telegraphers, station agents, and
railway maintenance workers, as well as to other railway workers who are
required by their employment to be away from the ordinary residence where
they reside and actually support a spouse/common-law partner or a depen-
dent relative. The deduction is available to the extent that the employee has
not been, and is not entitled to be, reimbursed.

[12345] Persons Employed in Forestry

In connection with taxpayers employed in forestry operations who ive
required by their contracts of employment to supply power saws, claiizis for
power saw expenses will be allowed by the CRA on the basistof actual
expenses only. Each employee will be required to file with his or her return a
statement setting out in detail the actual cost of operating (5= saw. It is not
necessary to file receipts and vouchers for expenses, butsthey must be
retained for examination if required.

[12350] Transport Employees

Transport employees, ie., employees of a person whose principal busi-
ness is passenger or goods transport (such as railway, bus, and truck trans-
port companies) may deduct from income 50% (see 92353 for the 80%
deduction available to long-haul truck drivers) of the cost of meals and
100% of the cost of lodging (including the cost of showers) to the extent that
they have not been reimbursed and are not entitled to be reimbursed 2’
These costs include any GST and provincial sales tax, or HST, paid on these
expenses. '

See page Il for explanation of footnotes.
212 6CH §3040; Sec. 8(1)(e),

213 COH 13060, 99127 Sec. 8(1)(g), 67.1(1); Inf. CF.
211 0CH 13030, Sec. 8(1)(d). 73-21R9,

12335

210 oeH 13665, Sec. 8(10),

CH. ll— TAXATION OF iINpiviDUALS 101

Transport employees may claim these costs if they meet the following
four conditions: . ; .

(1) they work for an airline, railway, bus, or trucking company, or for any
other employer whose main business is transporting goods, passen-
gers, or both;

(2) they travel in vehicles their employer uses to transport goods or
passengers; ‘

(3) they regularly have to travel away frorq the mpnicipahty and metro-
politan area (if there is one) where their terminal is located; and

(4) they regularly incur meal and lodging expenses While away from th_e
municipality and metropolitan area _(tf thf:re is one) wh_ere their
home terminal is located. The word “and” in this context is clearly
conjunctive so that the deductions for meals were disallowed when
the taxpayers’ duties did not require them to make disbursements for
maa's and lodging, as required, but only for meals.?™

A ciaim will be allowed only if it is supported by records and, where
requized, by receipts or vouchers. The extent of the records needed and the
cequirement to maintain supporting Voucher.s will vary wﬁh the method
chosen by the transport employee for calculating thg decﬁ}u_cnon. Two meth-
ods are available: the detailed method and the simplified method. The
detailed method requires anyone who claims a deduction to maintain a
record book with the following information: the Qate the expense was paid,
the time the trip started and ended, the geograp_hlcal location, the name of
the restaurant or hotel where the amount was paid, the type of expense, and
the amount paid. The simplified method requires the transport employee
to maintain a record of trips actually taken during the taxation year. When
following this method, the CRA allows a flat rate of $23 per meal (up to a
maximum of $69 per day) (prior to 2020 it was a flat rate of $17 per meal (up
to a maximum of $51 per day)) without requesting a supporting voucher.
The flat rate per meal is subject to the 50% meal deduction l}mlt. The
simplified method is also available for transport employees travc}hng to the
United States for employment-related duties. For meal expenses mcurred.m
the United States, they are entitled, under the simplified method, to claim
US$23 per meal to a maximum of US$69 per day. These amounts must be
converted to the equivalent Canadian dollars at the average exchange rafe
for the year, as determined by the Bank of Canada or at another rate of
exchange accepted by the Minister (see 480). Claims made by transport
employees travelling to the United States are also subject to the 50% deduc-
tion limit.

An inter-city bus driver was permitted to deduct his meal expenses, but
Was not entitled to lodging expenses because he only reported for work at
one place2s

See page Il for explanation of foonotes.

214 Renko, 2003 DTG 5417, 215 pioreau, 80 DTG 1075,

12350
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“Proceeds of disposition” means the sale price or any COMpengy .
received for property, including insurance proceeds for loss or destrucgjq!
property, compensation for lost or damaged property, eXDTOPriation !
ceeds, etc.?' See 15075,

amount equal to '/s of the gain on the disposition of property
"-3, n. : P s H
. tiplied by four minus the number of preceding taxation years

g:(ljmg after the disposition of the property.

" ust recognize capital gains at a cumulative rate of at
If the proceeds of disposition are not to be received until after (g - é,tl;g ;i?jgﬁ;,ngommenc%ng in th[?e yea% of disposition. Less restrictive
of the year, a taxpayer may defer a portion of the capital gain. Any gy 20 jes are provided for dispositions of family farm or fishing property,
cla;meld as a reserve in one year must be included in computing gaing for f _ruthe capital stock of family farm or fishing corporations, interests in
following year. See §5160. ‘ A Erm or fishing partnerships, and shares in small business corpora-

o children, grandchildren, and great-grandchildren.?'® In this case, the

A loss from the disposition of property is generally the exces 1
p p S of ' hust be brought into income at the rate of 10% per annum on a

adjusted cost base and expenses of sale over the proceeds of dispositig, ( piee Ll : :
Omne-half of the gain or loss is defined as a taxable capital gain or al]ow;1 ylative basis unless the proceeds of d1spos1p10n are received at a rate in
capital loss.?'* An allowable capital loss can only be used to reduce tayy s of 10% per annum. The 10-year reserve is applicable (o capital gains
capital gains unless it is an allowable business investment loss. See §5qy 2ed on a disposition of fishing property to a child, grandchild, or great
The law provides for the carryover of capital losses, back three yearg o dchild. T¢.should be noted that a reserve is not available to a taxpayer

forward indefinitely, to be used against capital gains. See Chapter 11| "t the end of the year or at any time in the following year, was not
er. in Canada or was exempt from tax. It is also not available if the

s is a corporation which is controlled directly or indirectly by the
_er, or which controls the taxpayer if the taxpayer is a corporation,
hermore, the reserve is not available to a taxpayer if the purchaser is a
sership of which the taxpayer is a majority interest partner.?!®

[15150] Partial Dispositions of Property

When only part of a capital property is disposed of, the taxpayers gy (§O
or loss from that part is computed by attributing a reasonable portion of
adjusted cost base of the whole property to the part disposed of213 él‘
example, if the adjusted cost base of the whole property were $1,000 ang h
taxpayer was disposing of /2 of it for $900, the taxpayer’s gain on filaf
would be computed from an adjusted cost base of $500 and woula, ag
result, be $400. Where there is a disparity in value between differ<nt partsg
the same property, it will be a question of fact as to whatis 4 reasonab
allocation of the adjusted cost base among those parts.

No reserve can be claimed in respect of a demand promissory note,
it is immediately enforceable and therefore “due” even though
lemand has been made?'’

The law does$ not provide a method of computing a reserve, but merely
ides for a “reasonable amount”. A “reasonable” reserve may be calculat-
s the percentage of the proceeds not yet due for payment, multiplied by
apital gain, subject to the rule that at least /s, or in the case of farming
shing property or a share of a small business corporation disposed of to
ild, /10 of the gain must be recognized each year.

[15155] Reserves for Future Proceeds

[15160] Reserve for Proceeds Not Due Until After End of the Year

A taxpayer is permitted to defer a portion of the capital gain on th
disposition of property if the proceeds are not receivable until after the e
of the year?' Amounts claimed as reserves in one year must be brought back
into the computation of gains in the succeeding year and a new reserve m
be calculated. For most dispositions a taxpayer may only claim a reser
equal to the lesser of

Ex ample 1:

-‘ Proceeds of disposition are $200,000, adjusted cost base is $130,000 and expenses
of disposition are $20,000. The balance not yet receivable at yvear end is $120,000.

Reserve:  $120,000 x ($200,000 - ($130000 + $20,000)) = $30,000
$200,000

(a) a reasonable amount represented by the proportion of the proceed
not yet due before the end of the taxation year; and

. See page i for explunation of footnotes.
16401, 79295 99206ac, 192950k, 70(10) "share of the capital stock of a family
fSeci 4f0(1.1), 70(10) “child"”, 70(; 0) "inter- fishing corporation”,
0 fomily farm parinership”, 70010) "interest 216 '
amily fishing partnership’, 70(10) “share of CCH 16420: Sec. 40(2)a).
& Copital stock of o family farm corporation’, 217 Derpecker, 84 DTC 6549, Pineo, 86 DTC 6322

15160

See page il for explanation of footnotes. 3

€11 CCH §7852: Sec. 54 ‘procesds of dispositon”. 213 CCH §6650; Sec. 43; Interp, Bul. [T-264R; Incofl
Tax Folio S3-F4-C1. d

212 5CH §6007; Sec. 26, 214 CoH 6400, Sec. 40(1). '

15150
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below. It also does not apply

in the situation when an employee Acqy;
Irgg
shares from the employer co

rporation at a discount (see item (17) g,
Jund unit taxed as stock option benefit at §5180).2% Any adjustmen;
will be made only for amounts that have not otherwise been addeq
cost or to the adjusted cost base of the property.

t() ¢
10 thy.

(2) A shareholder in receipt of a dividend in kind, other than 2 st
dividend, is deemed to have acquired the property at a cost equal to i
market value at the time. The payer corporation is deemed to h
of the property for proceeds equal to that fair market value.226

(3) When a stock dividend is received by an individual
of the stock dividend is generally the amount by which th
paid-up capital has increased by
all other cases (i.c., stock divid
of the stock dividend is equal

1L fajp
ave dlSDQSed'

, the “amoUnt-i
€ COrporatiopy
reason of the payment of the dividend_y,
ends received by corporations), the “amoypp
to the greater of

(a) the amount by which the cor
increased by

poration’s paid-u i

P capita]
reason of the payment of the dividen

d; or
(b) the fair market of the shares that are issued as a stock divideng.

hag

A stock dividend paid to a corporation or to a mutual fund

trust by a nop-
resident corporation is not a dividend and therefore has a

cost of nil .22

k ,
property as a prize in connection it
€ acquired the property at a cost equaj &
the fair market value of the property at the time. A taxpayer’s £ain o1 [og
from the disposition of a chance to win a prize or a right to i

amount as a prize in connection with a lottery scheme is nil.22¢

(5) If property used by a non
is transferred to a qualified rela
allowed with respect to Part X IV
shares of the qualified related cor
capital of the shares, so that the
under this transfer will not be ta

(4) A taxpayer who has acquired

a lottery scheme is deemed to hav /

5
2uerve an 1
-resident in a Canadian hraich operation
ted corporation, certairi, deductions are
tax (branch tax).229%az cost base of the
poration is reduced o equal the paid-up

amount of the branch tax that is deferred
x-ree.

The cost? of the shares of the
received as
lesser of

qualified related corporation that are
consideration for the property transferred is equal to the

(a) the cost of the shares otherwise determined; and

(b) the amount by which the paid-up capital of th

at class of shares
increased by virtue of the shares being issued.

See page Il for explanation of footnotes,

228 CCH 16433, 17525: Sec. 40(2)() 52(4),
229 OCH 126900; Sec. 219(1)()

230 CCH 17540; Sec. 52(7).

225 0CH 47500, Sec, 52(1),
26 CCH §7510: Sec. 52(2).

T CCH 17515, §28071: Sec, 52(3), 248(1)
"dividend”

15170

'

£175] Adjusted Cost Base and Deemed Gain

W

QE;;ned in 97100 for capital property that is a partnership interest, and in

: he excess is deemed to be a
0 lus all amounts added to the base, t S is deer :
“};gﬁqpthc disposition of the property (unleg.s the property involved is ]a1
artnership interest).?®® The resulting capital gain must be reported as suc
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lication of these provisions, any amount on

.ahriitgtb(r)gnts}? &I))(pis deferred will not be represented by either

P capital or adjusted cost base. By reducing the cost of tl?e

a1d—upto equal their paid-up capital, the branch tax deferral will

T art of a taxable gain if the shares are sold, thus ensuring that
{ﬁggount will not escape Canadian tax in some form.

OB
, ghares (
e nomn-

' i i da, the cost base of

a corporation becomes re§1dent in Cana _
heexrfluding shares that are considered taxable Canadian property)
resident shareholder is equal to the fair market value of the

ares at that time.!

i it the taxpayer must
ing determined the cost of a capital property,
;In?;l]en?n;‘eadjusted cost base of the property. The adjusted cost base of

recizble property is the capital cost of the property at that time. For
preclae

her preperty, the adjusted cost base is the cost to the taxpayer (actual or
Nes DL i

d according to §5170) plus or minus certain adjustments.?*2 These are

180 and 75185 for other capital property.

~ If at any time in the year the total of all amounts which are to be

acted in computing the adjusted cost base exceeds the cost of the

that year'’s tax return, but is added to the ACB of the propertsggio that it
| reduce any subsequent gain or increase any subsequent loss.

~ Example:

t of $1,000. Over the years R
er R owns shares in a company that have a cosf f $1,
has rTe%)g\?gd a series of tax-free dividends which the company indicated would reduce the

* adjusted cost base of the shares. At the end of last year R had received $1,000 of such

i i j il. This year R recelves another such
ends, so that his adjusted cost was exactly ni . : .
g}\éﬂbuﬁon in the amount of $200. R is required to report a capital gain as follows:

Cost of shares 21 ggg
All prior year reductions __[\]
Closing prior year ACB

Less: Current year reduction of cost \i?use o 22(?_(;
Capital gain

‘ ing R's adjusted cost base so that for
The $200 would then be added in determining : j
Dumoses%)f calculating any subsequent capital gain or loss R's adjusted cost base will be

See page Il for explanation of footnotes,
233 GCH §6440; Sec. 40(3).

CCH 17541; Sec. 52(8). 234 GoH 17600 Sec. 53(1)(d),

CCH §7850; Sec. 54 “adjusted cost bose',
15175
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life estate immediately before the death of the holder of the life estag
any amount by which the fair market value of the whole real pron. 4
exceeds the adjusted cost base of the remainder interest. This increai’:’ﬁ*

adjusted cost base is applicabl i i i v
e s - pp e for calculating the capital gain or loss on

(23) Flow-through entity. Where an election was made on g f1
though.entlty under the rules at §5011 to create a continuing capital o
exemption balance against the annual gains flowed out to the electo 3
remaining unused balance after 2004 is wound up and added to the ad‘r’ 3
cost base of th_e entity to the elector.?®® Similarly, when the r:orcaperjtusk3
which the eleptmn was made is disposed of before 2005 and a related ¢ .
gains exemption balance remains unused, that balance will be added tElpltal
adjusted cost base of the property immediately before the disposition fgsthe

a general rule, this will allow recogniti i
gty gnition of a loss accrued since Febryg.

. (24) Demutuqlization benefits. Payments made on shares received und
the rollqver rules in the course of demutualization of life insurance com 3 4
nies, which are transferred to employees are added to the cost base of tl;de. {

shares as described at §9274. g
(25) Derivative Forward Agreement. Amounts i in i \L~
; included in income j
respect of the purchase or sale of property under a derivative forrn\fram O

agreement.2s7 4 o
)

[15185] Deductions from Adjusted Cost Base

A taxpayer may make deductions from his or her cost base 4% follows;

CH. V— CAPITAL GAINS AND LOSSES 507

on the reduction of capital exceeds the paid-up capital of the
share. If a public corporation reduces the paid-up capital of a class,
the full amount is deemed to be a dividend regardless of the paid-
up capital of that class. In either case, the deemed dividend need
not reduce the adjusted cost base of the share since it will be
subject to tax as a taxable dividend ??

(c) There is a reduction in the adjusted cost base of a share for an

amount which might otherwise be treated as a deemed dividend
arising upon a distribution to shareholders on winding-up, discon-
tinuance, or reorganization. Certain shareholders of a public cor-
poration are treated as receiving proceeds of disposition rather
than a deemed dividend. If there is a distribution on a winding-up,
discontinuance, or reorganization which does not produce a
deered dividend and at the same time does not result in the
skareholder disposing of his or her shares, the adjusted cost base of
hose shares will be reduced by the amount of the distribution less
the paid-up capital of the shareholder’s shares.?’?

(d) Finally, the adjusted cost base to the individual on the replace-

ment shares qualifying for a capital gains deferral on the disposi-
tion of an eligible small business investment must be reduced by
the individual “ACB reduction” in respect of such replacement
shares. The ACB reduction is discussed at §5029.271

" (2) Shares of a non-resident corporation. In general, foreign passive
ncome of a foreign affiliate of the taxpayer is taxed in the taxpayer’s hands

whether received or not, and the adjusted cost base of the taxpayer’s shares
of the foreign affiliate is increased to reflect this. See item (4) Shares of
foreign affiliate at 15180. On the other hand, when this income is distribut-
{o the taxpayer by way of dividend, it usually bears no tax and the
adjusted cost base of the shares is reduced by the amount of the earlier
crease. This reduction is carried through for purposes of the capital gains
provisions. If the foreign affiliate has suffered expropriation or forced
e of foreign assets and received “expropriation assets” in return, a distri-
tion of these assets to the taxpayer by way of dividend in kind or a benefit
the sharcholder will be treated as a dividend to the taxpayer from a
reign affiliate. See also item (18) Expropriation assets at 15180. The taxpay-
may deduct the amount of this dividend in computing income but this
deduction is required to be subtracted in computing the adjusted cost base
the taxpayer's shares of the foreign affiliate. The definition of dividend
from a foreign affiliate includes PUC reductions by a foreign affiliate.??

(1) Shares of a resident corporation.?® Where the properiyin question i
a share of the capital stock of a corporation resident” i Canada, four

l.h

(a) An amount received l?y the taxpayer as a dividend on the share,
other than a taxable dividend, a capital dividend, or a life insur

a}l;lCe capital dividend, will reduce the adjusted cost base of the
share,

(b) Where the corporation reduced its paid-up capital in respect of
the taxpayer's share, the amount received by the taxpayer on the
reduction of capital is deducted from the adjusted cost base of the
sha.rel, except for the portion of the amount that was deemed to be
a d1v1qend_. A dividend is deemed to have been paid on a reduction
of capital in respect of a share to the extent that the amount paid

See page i for explanation of footnotes.

See page Il for explanation of footnotes.
9 CCH 17639, 110320, 710330: Sec. 53(2)(@). ') CCH 16750m, 17638; Sec. 44.1(2)(b), 53(2)(a).

264
CCH 16668, : 267
265 Copy % 63?d7[;257§‘3(81?§3')43'“2)‘ 53(1)(o) CfQH 17637: Sec. 53(1)(s) and 53(1)(t), In respect - 84(4) 84(4.1) 272 CoH 47642 Sec, 532)b).
266 CCH §7637F, Sec. 53011, sgg O ncome adjustment under sec. 12(1)(z7) =19CCH 57639, 910240, 110383 Sec. 53(2)(c)
T ‘ GCH §7639; Sec. 53(2)(c); Interp. Bul. T-456R Bd2)84® ‘
15185
15185
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that th(_: property lel be the subject of a gift in respect of which a charitab - decrease in value of personal-use property (even listed personal proper-
deduction or credit will be claimed)3® The proceeds of disposition g L fa company, trust, or partnership.
deemed to be the greater of actual proceeds or $1,000. Similarly the adjus[eg 0

cost base is deemed to be the greater of the adjusted cost base or $1.00p

[15335] Special Types of Dispositions

Example:

Herb sells a sculpture, which has an adjusted cost base of $1,500, for $750. Herp hag

a listed personal property loss of $500. .‘ .3401 Disposlitions Subject to Warranty or Covenant

Where a taxpayer has disposed of capital property and the proceeds of

$1009 oosition (received or receivable) include an amount in consideration of a
1500 eranty, covenant, or other conditional or contingent qbliga;ion incurred

@.ég_q . the taxpayer in respect of the property, that consideration must be

[uded in the taxpayer’s proceeds of disposition in the year of sale364

Proceeds of disposition — minimum

Adjusted cost base

Loss

If the adjusted cost bose was $900, thers would be no loss since both Proceeds gpq

ACB would be desmed o be $1000. _If, in the.year of sale or any subsequent year, the taxpayer is required to

. , any_ Cost as a result of the warranty, covenant, or other obligation
, One~h_alf (or the: apphg:able rale prior to October 18, 2Q00) of a taxpay- eq fc above, that cost will be deemed to be a loss of the taxpayer from
er's net gain from dispositions of listed personal property is referred (o g jsposition of capital property in the year the cost was incurred. For

the taxpayer's taxable net gain and is included in income.*' The inclusigy %1)0535 of the computation of the taxpayer's entitlement to the capital
rate of a taxpayer’s net gain from dispositions of listed personal property {g

- . tion, the cost of the warranty claim would also be a factor in the

the same as for capital gains on other property. See 15005, RN l et y
' OO " Generally, warranties are given in connection with the sale of shares of
9 Josely held company or the sale of a business. Usually, no consideration is

A taxpayer who disposes separately of parts of personal-use propests i el Forgivi  thiE St f the Wattafty i
that would ordinarily be disposed of as a set will be deemed to have made 5 4 Q. Tors g g WEIRANGY, S EIVIBOL he WiDanTy &

single disposition of the property if all the pieces of property have been:
acquired by one person or by a group of persons who are not dealing af
arm’s length.%62 This provision is designed to prevent taxpay=es irom taki
advantage of the $1,000 cost floor provided for personal-use property by
selling assets piece by piece in units of less than $1.080)when the assels
would ordinarily be sold as a set. i

[15325] Set of Items of Personal-Use Property

[15330] Personal-Use Property of Corporation, Partnership, or Trust : ;
¢ a vendor sells shares of a corporation and the vendor receives a

If;, due to a decrease in the fair market value of personal-use property of yment for a covenant not to compete with the corporation’s business, the
a corporation, partnership, or trust, a taxpayer’s gain from the disposition of fment is not an eligible capital amount since the payment was not
a share (?f the capital stoqk of the corporation, an interest in the trust, or ai ived in the course of carrying on a business.
interest in the partnership has become a loss, or if the gain is less than il | ) . .
would have been if the decrease had not occurred, or if a loss is greater than response to these lj"eder_al Court of Appe.al .dec1s1ons holding that
it would have been had the decrease not occurred, the amount of the gain of ® of the payments received in respect of restrictive covenants were not
loss, as the case may be, is deemed to be the amount it would have been but ble, the government e:na_cted legislation to over‘rlde the d§c1—s1oq. A
for the decrease in the fair market value%3 The provision prevents a share T must now include in income all amounts received or receivable in a

al il . .' . ] 3 : H (13 3y 6
holder, beneficiary, or partner from obtaining an indirect deduction becausé HOM year in respect of a restrictive covenant (“RC”) granted.*?
See page i for explanation of footnotes. ':V 1 See page il for explanation of footnotes.

:BO CCH 116800, 16970; Sec. 46(1), 46(5), 362 CoH 16940; Sec. 46(3). - 96600, Sec, 42 386 \anrell, 2003 DTC 6225,

81 OCH 168500; Sec. 41(1), 83 CCH 16960: Sec. 46(4) Ming, 2000 DTC 6060, 367 5e0. 56.4(2)
5325
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Aggregate cost bOses of popertes e income arising from the deemed disposition does not require securi-
Aggregate principal amounts/principal "
amount of identical property - sec 1|9012),

erty Excepted from Deemed Disposition Rule
For example, assume a taxpayer owned four bonds having priy 3g5) Prorerty

amounts of $10,000 each, which he purchased at a cost of $9,750 eachmp irtually al? property held t_)y an emigrating individual at tlr_le time of
later date he purchased a fifth bond, identical to the others in e‘fel'ylt o eture is subject (o deemed disposition. Under these rules, an individual
except the principal amount, which was $30,000. The purchase price of . 4 emigrates from Canada is treated as having disposed of all properties
bond was $29,000. Averaging the cost bases of these bonds results in ’ oy [+407

following averaged adjusted cost bases:

1) real property situated in Canada, Canadian resource properties, or
$68,000 is the total adjusted cost base and $70,000 is the total prip

ber 1ESOUICE properties;

Cipg] .
Sl 0 capital property used in, Class 14.1 property in respect of, or proper-
jescribed in the inventory of a business carried through a permanent
____ 868000 _ __ $68000 _ - +~in Canada, immediately before departure;
$70000/$30000 - $2914284 $70,000/810000 $9,714.2g ablishmen

; ' (3) An axcluded right or interest of the taxpayer (chiefly RPP, RRSP,

A bond, debenture, bill, note or other similar obligation issued py , IF, PESP, and similar employee benefit rights)

debtor is identical to another obligation issued by the debtor if both are 1) if the taxpayer is not a trust and was not during the 10-year period
identical in respect of all rights, whether in equity or otherwise, ejthp ing departure resident in Canada for more than 60 months, property
immediately or in the future and either absolutely or contingently, attachip sed on moving to Canada, or property inherited while resident; and
h ; incipal igation 407 i ) . :
PHIRGIRG SRR a8 sy K einsipel amiogniaok: hemeb galian O (5) taxable Canadian property still held by a returning former resident
Q o elects to unwind the deemed departure tax.
[“5375] Becommg O(E Ce%smg to Be ReS|dem " ;f-For a more detailed description of these exclusions see 19012a.
anada f :

3390] Optional Deemed Disposition

Hz:160] Emlgregior - Cagsiig 2o/Bg ResUBEIR Conadg An individual other than a trust may, upon ceasing to be resident in

A taxpayer (individual, trust, or corporation) who-has ceased to be nada, elect to recognize a deemed disposition of the property (in (1) and
resident in Canada at any particular time, is deemed o’ have disposed of t §5385), which would otherwise be excluded from the deemed disposi-
immediately before that time, each property whict. the taxpayer owned n rule#'° An emigrating individual might make this choice to recognize a
immediately before becoming a non-resident (with-certain exceptions) for ent loss in the property in order to offset a gain arising from the deemed

proceeds equal to the fair market value of the property at the time of the position.
deemed disposition.®®® The taxpayer is also deemed to have reacquired the
property immediately after ceasing to be resident in Canada at a cost equal
to the same amount. The taxpayer will therefore realize accrued capital
gains or losses and pay all appropriate tax. This is commonly referred to as 4 : . : o
the departure tax. An indiv;zilzlal may elect, on giving adequate security 10 #payer who has taxable capital gains frox:; acttaald‘dlsp 9f.lt]0n§r may no:
the Minister, to defer payment of an amount of tax owing as a result of the 3 ce them by allowable capital losses from eenf‘le th15p051 IQ?S& - ptrevelins
deemed disposition of a particular property (other than an employee benef% E- dmtuat:op, Hhip Fleching tavpayets ineome e year of departute
plan right). The security remains in place until the property is disposed ok emed to be the greater of!
and no interest is charged. However, to ensure that the departure tax dot ' (a) the income otherwise determined, and
not result in undue hardship, the first $50,000 of an emigrating individual$ B it lecsor of

* esser of:

- Where a taxpayer has elected to realize a deemed disposition, limits are
iposed to ensure that the election cannot be used to realize a loss exceeding
ly gain realized on the deemed disposition on emigration. In other words, a

See page | for explanation of footnotes.

407 CCH 128,329h; Sec. 248(12). %08 OCH 4200260 - 120026¢; Sec. 128.1(4) el
Bul IT-451R,

1 See page i for explanation of footnotes.
'CCH 120026¢; Sec. 128.1(4)(b). 410 ocH 20,0266; Sec. 128,1(4)d).
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is provision is that taxpayers who become resident in Car_la_da will
to the capital gains tax provisions in respect of dispositions of
fter they take up Canadian residence, in a similar manner to other

non- resident shareholders. Where the corporation becomes l'éSident .
country whose tax treaty with Canada limits the rate of tax Cang, il In;
impose on dividends paid by a wholly-owned subsidiary in Canaggy ¢ @

of th
bject

' it ivi i 2 to perty i dl ill, however, be computed from a

arent in that countr : for dividends will imite e ) Canada. Gains and losses will, A omput
{)hate I;ate.‘”a ¥, the additional tax for dsiul hmlted [ dents é};ab]jshed at the time these taxpayers become resident in Canada.
:.l-‘-" applies for purposes of the Act and not just for purposes of
[15400] Departure Tax and Trusts '3 Z:ing capital gains and losses. Therefore the value of the property at

B of the deemed acquisition will be relevant for capital cost allow-

Trusts which have ceased to be resident in Canada are also subject e ventory valuation purposes as well.

departure tax. A trust is. considered to be resident in the place where (s
central management and control of the trust takes place, so when '
duties shift from Canada to another country, the trust generally ceaseg to ,
resident in Canada.*'® Where a trust ceases to be resident in Canada,
taxation year of the trust is deemed to have ended just before that time 4 }
a new (axation year is deemed to have begun. The deemed disposition o
property occurs just before the taxation year ends on ceasing to be reg
dent.*2 Some of the exclusions from the deemed disposition rule availab|e
to individuals do not apply to trusts. The exclusion for returning former
residents, and for those residing in Canada for five years or less during
10-year period preceding departure, does not apply to trusts. In al other
respects, trusts are subject to the same comprehensive deemed dispositigy
rules governing individuals (see §5385). Essentially, these no longer exclude
taxable Canadian property from the ambit of the departure tax, with fey
exceptions. It follows that upon ceasing residence, virtually all property helq
by trusts will be subject to deemed disposition. Previously, many of fi

assefs typically held by trusts, such as shares, which were and remaine,;
taxable Canadian property as defined in 5095, were subject to 4ay
when actually disposed of. |

orations immigrating to Canada will be treated as having disposed
.;CortP their assets. If an immigrating corporation owns a share_ of a
| d‘on corporation (other than a share on which any gain of the immi-
1acm’pomtion is taxable in Canada), a dividend will be deemed to
;leen paid equal to the excess of tl?e Ca_nadign sl_lare?s value over its
up capial In this way, the corporatml_l’s immigration is treated in the
maynies as a sale of the share for fair market value proceeds by the
A-resident corporation to a resident company. These_: amendments are
: ‘qed to deal with the opportunity for surplus stripping when an immi-
corporation owns shares of a Canadian corporation and the shares

,-'ebnon-rcsident corporation are transferred to a Canadian corporation

\l~ ore the corporate immigration.

O

[15410] Options

8
15415] General

;The general rule regarding options is t}}at when an option is grantqd
is a deemed disposition of property having an a_djusted_ cost base of nil.
e adjusted cost base of the option to the grantor immediately before the
ant is nil“23 Accordingly, a capital gain can result to the extent of the
nount received in respect of the option, less any expenses mcu'rred. The
st to the person who receives the option is the consideration given, _plus
penses. This applies to most types of options, other than those described
(1), (2), or (3) below. The types of options are:

(1) options to acquire or to dispose of a principal residence;

3 (2) options granted by a corporation under which the holder may
quire shares of the capital stock or bonds or debentures to be issued by
e corporation; :

~ (3) options granted by a trust to acquire units of the trust to be issued
/ the trust; and

[15405] Immigration — Becoming Resident of Canada '

Where a corporation or a trust becomes resident il Canada, the ta
tion year of the corporation or trust is deemed to hav="ended immediately:
before becoming resident and a new taxation year is deemed to have started
at the time of becoming resident. A similar provision is contained in the Act
for a corporation that was a foreign affiliate immediately before becoming:
resident in Canada.*@

Where a corporation, trust, or individual has become a resident of
Canada at any time, the taxpayer is deemed to have disposed of immediately’
before that time each property which the taxpayer owned immediately
before becoming resident in Canada for proceeds equal to the fair market
value of the property at the time of the deemed disposition. The taxpayer is
also deemed to have reacquired the property immediately after becoming
resident in Canada at a cost equal to the same amount.#22 The Ea_c_ti_@

(4) options over other types of property.
See page il for explanation of footnotes,

i i f footnotes.
418 0oH 926942 Sec. 2193, 421 6CH 120,025d: Sec. 128.1(1)(d) " See page i for explanation o
418 5t Michael Trust Corp, 2012 DTC 5063, _'T%Sg?soo; Sec. 49(1); Interp. Bul. IT-96R6,
420 CCH 920,026b - 920026¢; Sec. 128.1(4). 422 6CH g20025¢; Sec. 128.1(1)(@) ;

15400 15415
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The paid-up capital of the classes of shares received on the exchap —
shares may be reduced. This permits any paid-up capital deficiency of
old shares to flow through to the new shares*”’ ' J holds Class A preference shares of J Limited which are convertible to Class B
orence shares. The Class A preference shares have an adjusted cost base of $50,000
a fair market value of $100,000. The Class A preference shares are converted Into
o B preference shares of J Limited which have a fair market value of $60,000 immedi-
after the conversion. The children of J are the only other shareholders of J Limited. In
o situation d benefit is beirjg conferred on a related person and so the rules to force a
oqlization of @ capital galn will apply. The gift portion on the conversion would be the excess
ir market value of the Class A preference shares ($100,000) over the falr market

e fi
alue of the Class B preference shares ($60,000) or $40,000.

If the result of the exchange is to confer a benefit on a related Ders
because the value of the shares received on the exchange is less thap
value of the convertible property, other rules apply that may fOrce-
recognition of a capital gain and alter the adjusted cost base of the Shd
received on conversion.®3® These other rules will apply if all of the .‘
following conditions are met: 1

(1) the rollover provisions noted above would have otherwise appyj,

to the conversion of the property, The proceeds of disposition of the Class A preference shares are deemed to be the

psser of.
(2) the fair market value of the convertible property before the copya -

sion is greater than the fair market value of the shares received after {e) The <Cllusted cost base of the Class A preference SNreS .. $ 50,000
conversion; and ] fie \he gitt portion 40,000
(3) the difference in (2) above, which is referred to as the “gift por(igy $ 90,000

‘JU) The falr market value of the Class A preference shares immediately

&O pefore the conversion $100,000

can reasonably considered to be a benefit that the taxpayer desired to by
conferred upon a person related to the taxpayer. i

B . ] ]
In this situation the deemed proceeds of disposition of the convertis |

property will be equal to the lesser of:
S

(a) the adjusted cost base of the convertible property immerjas
before the disposition plus the gift portion; and

D

Therefore, the proceeds of disposition are $90,000 and a $40,000 capital gain Is
zed by Mr. J as o result of the conversion. The adjusted cost base of the Class B
nce shares recelved on the conversion will be equal to the lesser of:

(b) the fair market value of the convertible property immediately befoj

the conversion. (o) The adjusted cost base of the Class A preference shares before the $
, gonversion 50,000
. If the deemed procee_ds of disp0§ition wpuld oth;rwise re:SUIt in (b) The fair market value of the Class B preference shares after the $ 60,000
capital loss on the conversion, the capital Joss is desmed to be nil. ~ conversion ,
i > ; Plus any capital loss denied i
The cost of all shares of a particular class received on the conversion IR nil
$ 60,000

deemed to be the proportion of the lesser of: !

(a) the adjusted cost base of the convertible property immediafe
before the exchange; and :

v

(b) the aggregate of the fair market value, immediately after the cone
sion, of all shares received on the conversion and the amount of i
capital loss which is denied as a result of the exchange,

9 There Is no reduction of the adjusted cost base of the Class B preference shares but
Bre Is an immediate recognition of a capital gain equal to the gift portion,

lhe provisions concerning convertible property do not apply for pur-
fa rollover by shareholders of eligible property to a taxable Canadian
on or an exchange of shares by a shareholder in the course of a
Nization of capital 43

that the fair market value immediately after the conversion of all the shaf
of the particular class is of the fair market value of all shares received ¢

conversion.

See page Il for explanation of footnotes.
437 CoH 47461, Sec. 51(3) 438 0CH 47460; Sec 51(2).

15435

p See page i for explanotion of footnotes.
1117462, Sec. 51(4),
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Changes to Tax Measures due to COVID-19

Due to the consequences of the COVID-19 pandemic, many tax measures were
introduced that affect filing and payment dates, among other changes. Please sce the
special section in the front of the book at §600 for details.

CH. VI— CORPORATIONS AND THEIR SHAREHOLDERS 569

[1]6000] Corporations Resident in Canada

4

o5] Taxation of Corporations

b cofporation tha_lt is resident in Canada is_ squect to Ca_nadian tax on
"~ able income derived from sources both within and outside of Canada.
soration which at no time in @he taxation year is res_1dent in Canada is
{ to tax if it carries on busmess in Canagia or dlsp_oseslof taxable
jan property in the taxation year or a previous year. ln.thls case, the
computed on the corporation’s taxable income earned in Canada for
vear determined under special rules.!

corporation is deemed to be resident in Canada throughout a taxa-

‘year if the corporation:

(1) was incorporated in Canada after April 26, 1965; or

'; wes incorporated in Canada between April 9, 1959, and April 26,
21 has been resident or has carried on business in Canada since that

sorations not deemed to be resident will be considered residents if their
ral management and control are located in Canada?

Several special provisions apply to the taxation of private corporations
20) as distinct from public corporations (§6010). These include:

ﬁ) the small business deduction (§8425); and

h the right of a private corporation to distribute its capital dividend
~ account to its shareholders on a tax-free basis (16110).
b

In some cases, only Canadian-controlled private corporations (§8435)
ify for special treatment.

For rates of corporate tax, see §8300.

\
']
{

10] “Public Corporation” Defined

“Public corporation” is defined?® as a corporation resident in Canada
ng a class of its shares listed on a designated stock exchange. The term
ncludes a resident corporation which has elected or has been designat-
Y the Minister of National Revenue to be a public corporation. A
cribed labour-sponsored venture capital corporation is not a public
Joration unless a class of its shares becomes listed on a designated stock
ange.

See page ii for explanation of footnotes.
3CCH §11,197; Sec. 89(1) "public corporation’,
Interp. Bul. IT-391R.

"117,101; Sec. 115(1).
11128342; Sec. 250(4)

16010



574 CANADIAN MASTER TAX GUIDE CH. Vi— CORPORATIONS AND THEIR SHAREHOLDERS 575

distribution of the trust’s non-portfolio earnings is considered an eljgj
0]

ying charges and other expenses of earning dividend income, such
dividend.2!

It : ; :
'?paid to an investment counsel,”® do not reduce the amount on which

vidend tax credit is calculated.
d

Generally, a dividend is an eligible dividend if the dividend- i
corporation has given the dividend recipient written notice to that eff-.-
The recipient can rely on that notice, and need not know anything ahgy,
tax status of the corporation. However, some corporations will have 5 I A
ed capacity to pay eligible dividends. If their designations exceed that cap if
ity, they are liable to an additional tax under Part IIL1 that applies ¢, 3
excess amount, or, if the corporation can reasonably be considered tq h'
attempted to artificially increase its capacity to pay eligible dividends, (o .
full amount of the eligible dividend.2? 1

L55] Dpividends Deemed Received

Where 2 dividend has been received by a person with whom the
_ver does not deal at arm'’s length, by the taxpayer’s spouse or common-
rtner, or by a minor to whom the taxpayer has transferred property,
he amount of the dividend is included in computing the taxpayer's
~me (by reason of the taxpayer havmg a§51gned to such person the right
A dividend or by reason of the attnbunon rules), for all purposes of the
the dividend is deemed to have been received by the taxpayer.?’ Thus, if
" axpayer is an individual, he or she will obtain the dividend tax credit,
if the taxpayer is a corporation resident in Canada, it will obtain a
yction i tespect of intercorporate dividends.

A

A portion of a taxable dividend received by a person can be designage
as an “eligible dividend”. 3

A late designation of an “eligible dividend” may also be permj
where, in the opinion of the CRA, “the circumstances of a case are such
it would be just and equitable to permit a designation™® will allow for, Tp

late designation must be made within three years after the day it shoyj
have been made, being the time that the dividend was paid. '

f

) Dividends Received by Spouse or Common-Law Partner

s

N notch provision is provided which permits a taxpayer to elect to have

& ble dividend received by the taxpayer’s spouse or common-law partner
' 4 taxable Canadian corporation included in the taxpayer’s income.?®
A corporation’s capacity to pay eligible dividends will depend mag| 6{‘ - election would ordinarily be made where the amount of a taxpayer’s tax
on its status. If a corporation is a Canadian-controlled private corporatip: it for a dependent spouse or common-law partner is reduced as a result
(CCPC) or a deposit insurance corporation, it can pay eligible divida, 4 e taxpayer’s spouse’s or common-law partner's receipt of dividends, and
only to the extent of its “general rate income pool” (GRIP), a bayn, re no tax is payable by the spouse or common-law partner. Where such
generally reflecting taxable income that has not benefited from the smy lection is made, the grossed-up amount of the dividend received by the
business deduction or any of certain other special tax rates.2* A orporatio use/common-law partner is included in the taxpayer’s income.

resident in Canada that is neither a CCPC nor a deposit insuratice corporg z
tion (a “non-CCPC”) can pay eligible dividends in any amotint, unless it ha
a “low rate income pool” (LRIP). The LRIP is generallv made up of taxabl
income that benefited from the small business deduciion, either in th
hands of the dividend-paying non-CCPC itself (a0 a time when it was
CCPC) or in the hands of a CCPC that paid an meligible dividend to th
non-CCPC.25 Many non-CCPCs will never have an LRIP, and thus will b
able to designate all of their dividends as eligible dividends. However, if
exists, the LRIP balance must be reduced through the payment of ineligibl
dividends before a non-CCPC can pay an eligible dividend.

[§16070] Corporate Distributions out of Surplus

1&5] Distributions out of Surplus

Dividends include any distribution out of corporate surplus. A “divi-
d” includes a stock dividend, other than a stock dividend that is paid to a
joration or to a mutual fund trust by a non-resident corporation. Cer-
amounts received by a shareholder on the winding-up of a corporation,
rgdemption of shares, on a reduction of capital, or on an increase in
paid-up capital are deemed to be received as dividends (see §6145).

The individual in receipt of taxable dividends is entitled to a dividen
tax credit. The dividend tax credit for eligible dividends equals %1 of th
gross-up for eligible dividends received. The credit for non-eligible di¥
dends is %13 of the gross-up ¢/ of the gross-up for 2018). See §8275.

Distributions made by a private corporation may result in refunds of tax
0 sly paid by the corporation.®® A corporation is entitled to a dividend refund
Spect of taxable dividends paid by it while it is private, whether or not it is
€ at the year end for which the dividend refund is claimed. A corporation
4150 Incur special taxes arising from distributions of surpius in such a way that

See page il for explanation of footnotes.

21 GCH §111,1820; Sec. 89(1) "eligible dividend” 24 GGH §10,909hb; Sec. 89(1) “general rote incofl :
22 CCH §11,182¢, 124,3450; Sec. 89(1) "excessive pool” ] * See poge i for explanction of foonotes.

eligible dividend designation”, 185.1(1). 26 0CH §10.908he Sec. 89(1) ‘low rate inedf 215125, Sec. 20(1)(bb) 25 CCH 910060; Sec. 82(3): Interp. Bul. [T-295R4,
23 CCH §11,269d0; Sec. 89(14.1), poal" 1910040; Sec. 82(2), 29 CCH §120089; Sec. 129
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where a communal organization qualifies as a “congregation”, the
ﬁwiﬂg rules apply:

a) The property of the congregation and the property of its “business
agencies” are deemed to be the property of a trust as at December 31,

1976.

p) If the congregation is incorporated, the trustee is the corporation;
if unincorporated, the trustee is the group charged with management
r of the congregation.

[19282] Taxation of Communal Organizations 1 ) The congregation and its business agencies are deemed to act as the
A congregation (commonly known as a “communal organization) '.‘. agents of the truts_;t and the beneficiaries of the trust are the members

treated as a trust and all the income and property of the corporation anlj - of the congregation.
. (d) Tax is to be paid by the trust deemed to exist with respect to the

such porporations or trusts as it effectively manages or controls, are treateg
as being the income and property of the trust. The congregation may eithep : commanal organization on its taxable income for each taxation year.

pay tax on the income itself or allocate the income among the familieg
which make up the congregation so that the adult members of the congrega;é
tion pay tax on their allocated shares,20° o

e a p_rescribed property, which includes shares of a qualifieq 5
Iqusmess corporation; shares that are lending assets of the taxpa X
(ie. a preferred share issued in substitution for a loan to the is? a d
certain collateralized bonds; certain distress preferred shareg L:i :

v dnd

certain shares held by a credit union 2%

[19279] Communal Organizations

:
| (e) No deduction is permitted for salaries or other benefits paid to
members.

7 If the congregation is incorporated, the rules in (a) and (c) do not
~ preclude the corporation from issuing “small business development
bonds”. However, if the corporation is not an “eligible small business
corporation” or fails to use proceeds from the issue of a bond in the
financing of an active business, a trust deemed to exist will be

“Congregation” is defined as a community, society, or body of indivigy.
als, whether or not incorporated, that adheres to and operates according tc;
the practices and beliefs of a religious organization of which it is a constity-
ent part. A religious organization is defined to mean an organization other
than a registered charity that adheres to beliefs, evidenced by the religioue i it -
and philosophical tenets of the organization, and these must include a fequired to report additional amounts of income. -
belief in the existence of a supreme being. The effect of the definition of g Returns are to be filed within 90 days from the year end. The taxation
religious organization is that a group of people living and working tosecher vear for a trust is the calendar year. It should be noted that the 21-year
on a communal basis for personal or ideological reasons wouid not be . med disposition rules discussed in 17309 do not apply, nor do the
covered, unless they are a constituent part of a religious organization with visions applicable to preferred beneficiary election apply to a trust.
the above-mentioned religious beliefs. The congregation ratst carry on a
business or have the effective management or control of ¢tz Gr more corpo-
rations, trusts, or other persons, collectively referred {G. as “business agen-
cies”. One of the purposes of the business agencies must be the support of
the congregation’s members or the members of any other congregation. All
the members of the congregation, none of whom are permitted by the
congregation to own property personally, must live and work together and
devote their working lives to the activities of the congregation.

[

[19283] Election in Respect of Taxable Income

A congregation may elect that its taxable income be allocated among
the adult members of the congregation.?'" Amounts so allocated are deemed
{o have been paid to the beneficiaries of the trust and are deductible by the
trust. In making the election, one adult member of each family is “specified”.
All other members of that family are deemed to be dependants of the
specified person and the specified person is deemed to have supported each
of the other family members. The specified person can then take the per-
sonal tax credits as a supporting person.

The Federal Court of Appeal recently reviewed the definition of “con-
gregation” in light of the income election available to qualifying congrega-
tions (discussed below at 19283). It found the definition to be very restric:
tive, thereby narrowing the scope of eligibility to very few communal
organizations that would meet the definition and avail themselves of the tax
treatment.?'°

In a communal organization, 80% of the community’s income is allo-
cated to the members as follows: one designated spouse/common-law part-
‘ner in each family is allocated one full share of income; each non-designated
Spouse/common-law partner is allocated half a share; and each single mem-
ber is allocated one full share of income. The remaining 20% of the organi-

See page ii for explanation of footnotes.

See page i for explancation of footnotes.
208 0oH 20,8601, §20.860f; Reg. 9001, 9002 219 Blackmore v. Her Majesty the Queen, 2014 DTG
208 %ERglzo,ezo_ﬂzasm; Sec. 143(1}-14365) Inf Cir 5123 (FCA).

19279

21 CCH 420,922: Sec. 143(2).
19283
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Bill C-13, An Act respecting certain measures in responsé
T
COVID-19 (received Royal Assent on March 25, 2020) #

For 2020, the minimum amount that must be withdrawn from an RRTF is redyc
75% of the minimum that would otherwise apply to the year. See 110,414,

edit union, or insurance company) for specified types of income to
3 posited into an eligible account controlled and administered by the
f’ for the exclusive benefit of the individual. To qualify as an amateur
; ie trust, no amount other than qualifying performance income or
erest OF other income attributable to property of the trust account may be

ited into the account.

ed to

Legislative Proposal Relating to the Income Tax Act (Amat
eu
Athlete Trust) (proposed on December 20, 2019) !

For 2019, the length of time that amounts can be held by an amateur athlete trust i
8

10,010] Amounts Distributed Taxable
proposed to be extended to nine years. See §10,015. |14

¥ Any amounts distributed to the beneficiary under an amateur athlete
'f’st are to be included in computing the beneficiary’s income. Amounts
ributed by the trust include all payments by the national sport organiza-
under the arrangement to or for the benefit of the athlete® Such

~ounts will be included in the individual’s income.*

The trustubecomes subject to Part X112 tax when it distributes an
mount 1o\a non-resident beneficiary. The tax is 40% of '"/é0 of that

Notice of Ways and Means Motion to amend the Income Tax
Act and related Regulations (proposed on December 9, 2019)
Effective 2021, the calculation of the basic personal amount has changed, whigp

affects the income required for a child or grandchild to be consid i i
dependent. See §10,366. ¢ T

1 Oun( L

[1110,000] Amateur Athletes’ Reserve Funds
[1110,005] Amateur Athlete Trust
Nl

Where an individual who is an amateur athlete enters into an arrange. O
ment to deposit specified types of income into a qualifying account admﬁz@q‘l
istered by an eligible national sports organization or other third paz
issuer, an inter vivos trust, termed an “amateur athlete trust”, is deemed toAbe
preated for the benefit of that individual. Amounts deposited into.or carned
in ghe; trust account are deemed to be income of the trust and ot of the"
individual, and no tax is payable by the trust on its taxeble income, A
coptrlbutlon to the trust is allowed for “qualifying perforimance incorfle’*-
Whl'ch the athlete earns — generally, prize and endorsémeznt income. The
individual athlete is taxed only on amounts distribuied from the trust
during the taxation year.'

A¢,015] Termination of Trust

Where an individual has not competed in an international sporting
went as a Canadian national team member for eight years, the amounts
eld by the amateur athlete trust at the end of the year are deemed to be
ciributed to the individual athlete at that time® Where the athlete is a
on-resident at the time, the amount of such deemed distribution is reduced
5 60% of the fair market value at that time of the property of the trust. The
t-year period commences with the later of the last year in which the
thiete so competed and the year in which the trust was created. A trust will
ease to exist at the time the deemed distribution applies.

" Commentary on Legislative Proposal Relating to the Income

i

Tax Act (Amateur Athlete Trust) (December 20, 2019)
Quahfymg_ performance income that is contributed to an amateur ath- v Note: When Legislative Proposals Relating to the Income Tax Act (Amateur
lete trust qualifies as earned income for the purpose of determining the ~ Athlete Trust). December 2019, achieves Royal Assent, the commentary will be
RRSP contribution limit of the trust’s beneficiary? I modified (o read:
i Where an individual has not competed in an international sporting event as a
- Canadian national team member for eight years {or, if the taxation year in question is
~ 2019, for nine years),’ the amounts held by the amateur athlete trust at the end of
~ the year are deemed to be distributed to the individual athlete at that time.® Where
- the athlete is a non-resident at the time, the amount of such deemed distribution is
* reduced to 60% of the fair market value at that time of the property of the trust. The
* eight-year period (or nine-year period, if the taxation year is 2019) commences with

_ This tax deferral applies where a national sport organization that is
registered Canadian amateur athletic association receives eligible income
amounts for the benefit of an individual under an arrangement made
according to the rules of an international sport federation which requiré
§uch amounts to be held, controlled, and administered by the organization
in order.to preserve the individual’s status as an amateur athlete to compete
in sanctlone.d sporting events. However, an individual athlete may also entef
into a “qualifying arrangement” with a third-party issuer (financial institus
: See page i for explanation of footnotes.

CCH 720951; Sec. 143.1(1). % CCH 121,203 Sec. 146(1) *samed income” (b2

b See page |l for explonation of footnotes.
*CCH 920951, §20252: Sec. 143.1(1), 1431(2). B CCH 120953; Sec. 143.1(3).

CCH 74377ac: Sec 12(1)(2).
~CCH 125,8830; Sec. 210.2(1.1). 7 CCH 120957; Sec. 143.1(31),

110,015

110,000
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resident; and (77’) 14% for a non-resident. A deduction ensures that ap e Wwhen an employee rejoins a plan in the year of forfeiture, no deduction

EPSP amount 1s not subject to regular income tax in addition to the g *’3'. A mitted. Where an employee rejoins a plan in a year subsequent to the

tax. A specified employee is not able to claim any other df:ductiorif al P® ¢ forfeiture, any carryforward amounts on hand cease to be available
s

respect of an excess EPSP amount. " geduction.

The Minister of National Revente may waive or cancel the applic, The forfeiture deduction does not necessarily come into play when an

of these new rules where the Minister considers it just and equitable fl tio. ividual dies; rather, if forfeiture occurs after death, the estate or heir
so. In these circumstances, the regular rules regarding EPSPs will aDpl; q d:;ld be entitled to the deduction.
" /O

[110,306] Dividends — Allocation of Credit ; 110315 Payments Out of Profit
If the income of a trust includes taxable dividends from “ A plan may provide that the employer will pay into it cither a fixed
Canadian corporation, employees are entitled to a dividend taxacrt:é‘?b_lej porgcm of profits or a proportion which varies accoydmg to the scale of
respect of the portion of the dividends allocated to them by the tm;ttnf i profitS- If the plan provides for payment out of profits, but the payment
ee,

However, the amount of the taxable dividends allocated to the emplo N not computed with reference to profits, the employer may elect that the
llonclud%d in the en?ployees’ incomes as though they had received it dli(feeft avments be computed by reference to profits.

o fhe carporation : A seneine which was little more than a promise to establish a plan was
3 o|d not to qualify, especially when it was shown that in the year in question

[110,309] Foreign Tax Deduction in the profits were received also by persons who were not employees.

Th i . ‘
incomeer;?:;vgéoi};?nclsscf)?frctehseir? I;ogglf:i)gnﬁ Eguitrt;utsczegéfefﬁ];ﬁig: SéFe ) 410,316] Taxation Year of Trust
FP SP'tThehbe“eﬁCiﬂf y is entitled to a foreign tax credit for amounts pajq Z;IE O | Where an EPSP is accepted for registration as a deferred profit sharing
poliialsubdivison of the county S i 5550 " % OF U S, i txation vear of th st adminsteing he plan s e Jo oo
0 | ' 3 Iﬁfaﬁ 1)tzhIejep(?(.::a;"itt s%agiig Bﬁsn is required to make an allocation to
[110,312] Employees Who Leave Plan and Forfeit Amounts _ '! ployees of atmfmilmts:1 rz;,_ceivgd fcn; ‘tthel? for tgfa rcl:urrent year up to the date
of registration of the deferred profit sharing :

J@aces

An emp]oyee_who leaves the EPSP and forfeits payments may deduct
from employment income amounts forfeited in the year emyioyment ceases

that were included in income in that year or an earlier vear, 'V i : ife and Health Trust
rules determine the amount which may be deducted. car very specific [1[1 0,31 7] Employee L

Where an employee ceases to be an EPSP beridfieiary during the year 1110:318] Introduction
(and does not rejoin the plan during the year), he or she may deduct from " The employee life and health trust (ELHT) is a tax vehicle that allows
employment income the total of all amounts included in computing income employers to pre-fund employee and retiree health and welfare benefits and
for the year and preceding years except that the following adjustments must receive a tax deduction for their contributions, if any, that relate to designat-

B deilo s usrent ] prier year income inclusions: ed employee benefit payments in a given future taxation year. “Designated

mployee benefits” generally means benefits under a group sickness or
accident insurance plan, a group term life insurance policy, or a private
health services plan.®

(a) where dividends from taxable Canadian corporations have been
allocated to the emplo'yee, the “gross-up” is ignored and only the
actual amount of the dividend is included; in addition, 25% of such

dividends is also deducted from current and prior year income

allocations; 110,319] Qualification as an ELHT

In order for a trust to qualify as an ELHT for a taxation year, it must
meet all the following conditions throughout that year:

e i i See page i for explonation of foomotes.
(c) amounts actudl‘ly recewegi or receivable (as opposed to taxable allo® B e ) St sl
cations) are not included in the amount deductible. 6@ benefit,

110,306 110319

(b) capitql gains or loss allocations are not included in the amount
deductible; and
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Stueton .o the annuitant will be subject to tax on this amount in the year of

~ If the spouse/common-law partner were to withdraw $2,000 from the RRgp | ess the amount passes directly to the spouse/common-law partner
this amount would be Included In the income of the taxpayer, notwithstanding g, f" 201 # " jependent child or grandchild and qualifies as a refund of premiums.
the spouse/common-law partner could be considered to have been withdrawing e 0. g a dep
own contributions from the plan. If the spouse/common-law partner went on to S Or hg
further $3,000 from the plan in 2020, only $2000 would be included In the toxp
income.

Situation 2

,_,.
=
[=3

3 [f an amount is paid out of or under an RRSP to the estate of the
itant and not directly to a beneficiary, the amount will be included in
income of the annuitant for the year of death unless one of the elections
1 ¢ibed below is available and is used. These elections perrqit amounts
" to the estate to be treatpd as if thley had been paid directly to a
Cneficiary such that they will not be included in the income of the

eceascd:

For RRSPs wound up following the death of the annuitant, losses
yrred on the RRSP investments following that death may be carried back
1d deducted from the annuitant’s RRSP income? The deduction is the
Jount by whict: the total of amounts included in the annuitant’s income,
lus taxabl® ainounts received from the RRSP from the date of death to the
aie the RRSP is wound up, plus “tax-paid amounts”, exceed amounts
«trii uizd from the RRSP during the same period. Tax-paid amounts are

If the spouse/common-law partner were to withdraw $4,000 from the RRSP | nne.
only $3,000 would be Included In the taxpayers income since this Is the total of dedy ,r
contributions made by the taxpayer In the year or either of the two preceding taxation J_i

Situation 3

Assuming that no further deductible contributions are made by the taxpayer
spouse/common-law partner may withdraw any amount from the RRSP in the 2020 gt
subsequent taxation years without any income Inclusion in the taxpayer's income, and

[110,366] Refund of Premiums on Death of Annuitant

When an zilnnuitant dies, the income tax consequences will depepq
upon whether the amounts payable out of or under the deceased’s RRSp ! ; .
pass to the deceased’s heirs under the terms of the plan itself or WhetherRti aait amounts galdﬁror? iﬂ RRSI; ?lfter. the ;QRSP 8 ta%x-i:lxempt period
amounts are payable to the deceased’s legal representative. Also the identigy! b After Dec}c;gnp Nk ,;’ the ygar %0‘_";]“1‘% t de ?_’eﬁr of t F ﬁﬂ“‘.“tanﬁs
of the beneficiary will be important. Generally, the full value of propery & h). The R d must ‘:}‘:"ﬁﬂ o ylitf'ede'n Ott e é\fegf 0 Orl’llﬂg t E
held under an RRSP will be included in the income of the deceased for the car of deatl:l i mgst nfo tﬁ cllmc;] 2gan lf lljnves Y%zglz u'rtll?c%ut s gg;’ |
year of death even if the amounts are paid out of the plan to anothe: Gy EREET100, 10 Order for he ceduction 1o be aval w1 specia
person, unless the recipient is the spouse/common-law partner of (he. ermission by the Minister of National Revenue. For more details, see
deceased or, subject to certain conditions, a dependent child or grandchilg 10,368.
of the deceased.”! ' '

If the plan had matured prior to the annuitant’s death and-tie remain-
ing annuity payments under the plan are payable directly to the
spouse/common-law partner, these payments will be included in the
income of the spouse/common-law partner, who becomss.the annuitant, or
who can elect with the estate to become the annuiteiru (see below).

If the payment arising on the death of the annuitant prior to the
aturity of the plan is made to the spouse/common-law partner or to a
ependent child or grandchild and qualifies as a refund of premiums, the
mount of the payment will be included in the recipient’s income. Other-
ise, it will be included in the income of the deceased for the year of
ath.%8 Where it is the spouse/common-law partner who receives these
imounts, he or she is given the alternative of transferring the amount
ieceived to another RRSP, a RRIF, PRPP, or SPP or certain forms of
nnuity, and may deduct the amount so transferred.%

If the spouse/common-law partner is not the beneficiary under the
plan, the annuity payments which pass at the death of the annuitant to a
beneficiary other than the spouse/common-law partner must be commut:
ed.?2 The value of these payments will be included in the income of the
deceased for the year of death (but not included in the income of the
beneficiary)®® unless the amounts are paid to dependent children or
grandchildren and qualify as, or are deemed to qualify as, a “refund of
premiums” (see below).

“Refund of premiums” is defined?” as any amount paid out of or under
an RRSP (other than a “tax-paid amount”, as defined in §10,367) to the
pouse/common-law partner of an annuitant as a consequence of the annu-
nt's death prior to the plan’s maturity, or amounts paid out of or under an
RRSP after the annuitant’s death to a dependent child or grandchild (wheth-
e the death occurred before or after the maturity of the plan), subject to the
lllowing two limitations:

If the annuitant dies before the maturity of the plan, it is common that
the accumulated value of the plan is paid out in a lump sum to his or her
estate or other beneficiary provided for in the plan. Again, subject to the

9 See page i for explanation of footnotes
"~ CCH 1213331 Sec. 146(892). %% CCH 18510, Sec 60()
~"CCH 921331; Sec. 146(88). 97 CCH 1121,2110; Sec. 146(1) "refund of premiums”,

110,366

See page I for explanation of footnotes.

97 nterp. Bul. IT-500R. 93 CCH §21331; Sec. 146(838),
92 CCH §21,229; Sec. 146(2)(c.2).

110,366
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the spouse/common-law partner, the legal representative gy
spouse/common-law partner may file a joint election such thay
spouse/common-law partner is deemed to have become the ANnyjg,
under the plan and amounts paid to the estate will be deemeq to
received by the spouse/common-law partner as a benefit under the
Accordingly, the spouse/common-law partner will include the payme,ﬁ v
income in the same manner as if the remaining payments under the mill
had been payable to the spouse/common-law partner under the termg of fh
plan. It is not necessary that the amounts received by the estate i fact
paid to the spouse/common-law partner. The effect of the election will 4
that payments out of or under the RRSP after the death of the taxpayer yin
be included in the spouse/common-law partner’s income and not in ;
income of the deceased. :

ules ensure that where the RRSP funds are distributed to both quali-
. nd non-qualifying beneficiaries, any post-death accumulations in the
Eacaﬂl’IOt be sheltered from tax in the hands of the deceased to the
Pt they represented distributions to non-qt_lalifieq beneficiaries. The
&’ qa post-death accumulations are harmonized with the rules under
I hDRRSP trusts become taxable beginning with the year _following the
e f death. In particular, the rules provide that distributions of RRSP
E Oof a deceased taxpayer representing post-death accumulations will
3 ssome measure of taxation in the year-of-death return of the deceased
."II when all distributions are made to a surviving spouse/common-law

/A

ctner of other qualified beneficiaries.

" Where the RRSP is divided between a surviving spouse/common-law
etner and another beneficiary, the offset of the value mcluded.m .the
eased’s year of death return is fixed as the percentage of total distribu-
1 paid ou( to'refund of premiums beneficiaries. The refund of premiums
eficiary takes all receipts (including post-death growth in the trust)
p* thiose arising after January 1st following the year of death as a refund
- ..miums. Other beneficiaries receive taxable amounts._Tp the extent the
:,.; elects to be taxable on post-death growth, the recipient will not be

The refund of premiums excludes the “tax-paid amount”.'®® This
qount represents the surviving spouse/common-law partnexfs share of the
erease in value of the plan from January 1 of the year following the year of
ath. This amount is taxed either in the RRSP trust (smcq that becomes
vable in the year following death) or in the hands of the recipient benefici-
y if paid to the beneficiary in the year. In either case, the amount does not
jalify for refund of premium treatment.

[110,367] Post-Death Increase in RRSP Value

There are relieving rules that alter the calculation of amounts ¢ 1‘-
included in the income of the deceased. The representatives of the decegga
may elect to treat less than the full amount as eligible for refund of prey;
ums treatment as taxable to the qualified beneficiary rather than gy,
deccased where this gives a better result.

As well, the effect of growth of RRSP assets after the death of OO
annuitant is minimized by allowing amounts accrued in the plan after de;,';
to be taxed to (and in the case of a spouse/common-law partner or iriip)
child rolled over by) the survivors rather than the deceased. Under these
rules, the amount eligible for refund of premiums treatment is the value of
the plan at death plus a specified fraction of post-death growth. For thi
purpose, the total growth in RRSP assets after the death of an RRSP
annuitant is considered to be the amount, if positive, equal to:

(a) the total payments (referred to as the “relevant payments”) out [10,368] Post-Death Reduction in RRSP Value
under the RRSP after the annuitant’s death and before the later of

\ sitant’s death, losses
the end of the first calendar year commencing after the death and For RRSPs wound up as a result of the annuitants

; ; : fpnid oz curred on the RRSP investments after death may be carried back and
the t‘lme.mlmed]ately after the distribution of all refunds ducted against the year of death income inclusion discussed at 10,366.10¢
JHEETIRERES 1 1 allowed deduction is the difference between the following two variables

plus: (- B) where:

(b) the fair market value of property of the RRSP at the later of the (wo.
times described in (a) (called the “residual value” and usually nil);

® A is the amount included in the annuitant’s income in the year of
death, plus taxable amounts received from the RRSP from the datg
of death to the date the RRSP is wound up, plus “tax-paid amounts

minus: (see below); and

‘ ;
(c) the fair market value of all the property of the RRSP at the time of
the annuitant’s death. il

The specified fraction of that growth, eligible for refund of premium
treatment, is the total of such refunds divided by the sum of relevant
payments in (a) plus the residual value in (b). ‘

110,367

" ® Bis the total of all amounts paid out of the RRSP (otherwise called
“RRSP distributions”) after the annuitant’s death.

3 See page I for explanation of footnotes.
CCH 121,211eq; Sec. 146(1) “tax-poid amount’. 94 CCH 121,333, Sec. 146(8.92)

110,368
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amounts previously paid and deducted by a taxpayer and
refunded to the taxpayer under a court order). Even

(6) Amounts received under a supplementary une '
m Y
plan. . Ploymep |

(7) Net research grants.

(8) Amounts received under the Wage Earner Protectio

(9) CPP/QPP disability pensions received in the
whether the amounts relate to another year a
income of another year.

(10) Non-residents will include employment or business inc
the extent that the employment or business is in Canada
the extent that such income is not exempt by treaty. )

From the aggregate of the amounts described above

. " th [(
deducted the following amounts: Ny

(1) Losses from carrying on a business as proprietor or active papg
for non-residents the loss is calculated only if the business ig !
on in Canada. 3

(2) Losses from rental of real or immovable property. : O

(3) Support payments made by the taxpayer to hig .;
spouse/common-law partner (these can include amounts previog O
rece1_ved by the taxpayer and taxable to the taxpayer and event
repaid by the taxpayer under a court order). \

f the plan having invested in a share, obligation or deposit issued by
'dit ynion.

securities, other than futures contracts or other derivative
) * < in respect of which the holder’s risk of loss may exceed the
E . t. that are listed on a designated Canadian or foreign stqck
¥ c01§h,i5 accommodates a wide range of listed securities, il_lclu'dmg
ef corporations, put and call options, warrants, debt obligations,
E «change-traded funds, units of real estate investment trusts, units
ft; trusts, and units of limited partnerships.

YEAT, regarjod
nd are inclyg ‘

Ome .i“

&) Shares or debt (bonds, debentures, notes, or similar obligations) of Cana-
angd on| .

oublic corporations (other than a mor(gage investment corporation — but
) below. _

1 Units~of a mutual fund trust and shares of most mutual fund
oraticns.

ﬁ-:n Debt obligations issued or gqargntecd by the Government of Caqa-
ﬁed by a province or municipaht.y in Canada or a fedferal or provmmal
' corporation; debt obligations issued by a corporation, mutual fund
or limited partnership the shares or units gf wt_nch are listed on a
nated stock exchange in Canada; debt thgatlons issued by a corpora-
the shares of which are listed on a designated stock exchange outs1f:1e
da; debt obligations that are listed on a desagn_ated stock exchange; a
ors’ acceptance of a Canadian corporation, provided the corporation 18
connected person (essentially the annuitant of the RRSP or a person
dealing at arm’s length with the annuitant) under the RRSP; debt
ations issued by an authorized foreign bank and payable at a Ca_nadlan
oh of the bank; debt obligations that have, or had at the time of
hase, an investment grade rating (generally BBB or hlghfar) with a
ribed credit rating agency and that were issued as part of a smg}e issue,
der a continuous issuance program, of debt of at least $25 m1l[1qn; a
gage-backed security (generally an undivided _inlterest 0r_und1v1ded
Lin a pool of mortgages or hypothecary claims) if it has an investment
s rating with a prescribed credit rating agency at the time it is _acqutred
e registered plan, is issued as part of a minimum $25 million issuance,
derives all or substantially all of its fair market value from debt obliga-
§ that are secured by a mortgage or hypothec on real or immovable
erty situated in Canada.

)
[110,375] Disposition of Non-Qualified Investment i

A Part X101 penalty tax of 50% applies to non-qualified RSP n
ments. For further information on Part X1.01 tax on RRS® non-qualif
and prohibited investments, see §13,515.1"3 '

[110,378] Meaning of “Qualified Investment”
Below is a list of the most common qualified investments:*

.{1) Cash, whether denominated in Canadian dollars or foreign curre
¢y, is a qualified investment, provided that its fair market value does
exceed its stated value as legal tender. Rare coins or money that is held for!
numismatic value is non-qualified, as are digital currencies, such as Bilcoil

(2) Deposits with a branch of a Canadian bank, Canadian trust comy

ny, including foreign-denominated deposits and deposits with a maturi

longer than 5 years. (8) Shares of a “specified small business corporation”, provided the

 is not a “prohibited investment” (essentially one where the_: ginnultant
not deal at arm’s length with the corporation or is a specified share-
ler of the corporation (generally a shareholder directly or indirectly
ing 10% or more of the shares of any class of the corporation)). A
ified small business corporation is basically a Canadian-controlled cor-
tion with all or substantially all of the fair market value of its assets

110,378

(3) Deposits with a credit union, provided that the credit union has#
granted or extended any privilege to a connected person under the plan a

" See page i for explanation of footnotes.
CCH 921207 Sec. 146(1) “non-qualified "' GCH 21209, 721341, §25540; Sec. 14

investment. “gualified Investment”, 146(11); Reg. 49
Income Tax Follo S3-F10-C1. y

110,375
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wing withdrawal. If the funds are returned under this mechanism,

allo

he or she will be deemed to have acquired the home before that date ;.
::?'* Buyers’ Plan is considered not to have been used.

sets of circumstances:43 _
(1) First, the individual will be considered to have met the ori

: a0 individual did not return the funds because he or she expected to
completion date deadline if the individual: P

b for an extension described at §10,395a, but failed to qualify solely
; : : PP, ) e or she did not eventually acquire the home by the extended
(@) tﬁf: Ofr]ilg?d lunder t}le.ternzjs of an agreement in writing in gfpy hthe individual can return the funds to the RRSP before January 1
= lacegmat CRIDLECON atef e gcq‘&“e_ the qualifying o 0% “he extended date. Thus, if an individual made a 2020 withdrawal,
placement property on or after that day, i _.1 original completion date of October 1, 2021, and qualified for an

(b) ultimately acquires such property by the day that is one ¢ 1 5 ed completion date of October 1, 2022, but still failed to complete the
year following the original completion date; and alen action by that date, he or she could return the funds by December 31,

il

(c) was resident in Canada throughout the period commencing g | ' 1% -
original completion date and ending on the day the Dr0pertn. if the ind1v1dj.la} has not acquired the home nor returned the funds
acquired. o the time limits, he or she will become taxable on the amounts
AR et , ; 't drawn in the year they were withdrawn, as if they had been ordinary
(2) Second, the individual will be considered to have met the origt e withdrawals from an RRSP.
completion date deadline if he or she has made payments tota_llin A
amounts withdrawn under the Home Buyers’ Plan to an arm’s-lenglh

son or company and the payments: @)5¢c] Repayments of Withdrawals Used to Acquire Qualifying

(a) were all made in the period beginning with his or her first y & . . ; s c . .
drawal under the Home Buyers' Plan and ending before the co. & If an individual acquires a qualifying home within the required time

tion date; he or she must repay to an RRSP, a Specified Pension Plan (“SPP”) or

oled Registered Pension Plan (“PRPP”) the money withdrawn over a

(b) were all made to persons (or companies) with whom the indjy® ar period, with the first payment being made no later than 60 days
was dealing at arm’s length; and ») ‘the end of the second year following the first withdrawal. Thus, if an

{ . . o idual withdrew funds under the plan in 2019, the repayment schedule

(c) were made in respect of the construction of the original qualifyj ‘ot start before 2021 but the individual has until March 1, 2022, to

home or a replacement property.  the first repayment.#s

The repayment required to avoid an income inclusion for any subse-

[10,395b] Return of Withdrawals Not Used to Acaaire' Qualifying t taxation year is a fraction of the individual’s “balance” under the

Home b je Buyers’ Plan at the beginning of the year. This balance, at the begin-

yf a particular year, is equal to the total of all eligible amounts received

individual minus the sum of repayments made before that time and
tfalls included in the individual’s income for previous years.

If an individual fails to acquire a qualifying home (or replaceme
property) before the applicable completion date and the extension rul
discussed at §10,395a do not apply, the amounts withdrawn must b
returned to the RRSPs with the same issuers from whom the funds wel

withdrawn.'* This return of withdrawals must be made no later tha ),395d] Where Individual Becomes a Non-Resident
December 31 following th; complet_mn date. Thus, if funds are ta!ienl outl If an individual withdraws funds from an RRSP under the Home Buy-
2020 so that the completion date is October 1, 2021, and the individu 1 : o e ;
: . e : : an and becomes a non-resident after acquiring a qualifying Canadian
failed to acquire a qualifying home before that date, he or she has ul i i h .
December 31, 2021, to return the funds to his or her RRSP ic, the 1nd1v1d1}al must repay the entire Wlthdra\yal (]e_ss any repayments
¥ : d idy made as discussed at 10,395Db) or income inclusion he or she may
If an individual fails to acquire the home set out on the origim €had under the rules discussed at §10,395¢ within 60 days of becoming a
withdrawal form, he or she is not required to delay the return of funds (o i resident.'#® To the extent that such an individual does not make the
Plan. The individual can return them at any time before December 31 of th yment within 60 days, the unrepaid balance will be included in the

12 See page Ii for explanation of footnotes. i 3 See page i for explonation of footnotes.
CCH 121,372; Sec. 146.01(2)(c). 144 CGH 121,374; Sec. 146.01(3) - CH 921,375; Sec. 146.01(4). 148 coH 921,380, Sec. 14601(5)

110,395b _ 110,395d



