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Taxable Entities – Income Tax
· Individuals
· Corporations
· Trusts
Economic Objectives
· Resource Allocation 
· Distribution Effects
· Stabilization Effects
· Fiscal Federalism
Taxation And Income Levels
· Progressive Systems: the more you earn, the higher tax you pay.
· Regressive Systems: flat rate. Charges you based off a flat % fee based on your income no matter how much it is
Taxation And Income Levels
· Evaluation
· Progressive Is Viewed As Fair (Ability To Pay)
· Flat Rate (Arguments For)
· Less Complex
· Doesn’t Kill Initiative
· Doesn’t Encourage Evasion
· Fairer If Income Fluctuates
· Fairer To One Income Families
· Less Pressure For Concessions
· Downside Is That Flat Rates Are Regressive
Tax Expenditures: various govt tax deductions that would normally be taxable income under line 260 but are not because they would contribute to taxpayers 
· Examples (2014 Estimates)
· Charitable Donations - $2.3 Billion
· Tax Credit For Spouse - $1.6 Billion
· RRSP Deductions - $8.1 Billion
· Capital Gains (1/2 Not Taxed) - $5.0 Billion
· Exempt Principal Residences – $4.8 Billion
Tax Expenditures
· Reasons For Use
· Less Costly To Administer
· Reduce Visibility
· Reduce Progressivity
Qualitative Characteristics
· Equity Or Fairness
· Neutrality
· Adequacy
· Elasticity
· Flexibility
· Simplicity – Ease of compliance
· Certainty
· Balance between sectors
· International competitiveness
Evaluation Of Canada
· Equity – High income individuals and corporation paying little tax.
· Balance Between Sectors – Heavy reliance on personal income tax.
· Complexity – Canada system is very complex and becomes more so every year.
· Dependability Of Revenues – Too much reliance on the resource sector.
· International Competitiveness – Good for corporations. Not so good for individuals, particularly compared to U.S.
Income Tax Act
· Parts I Through XVII
· Within Some Parts
· Divisions
· Within Some Divisions
· Subdivisions
Income Tax Act
· Within Parts, Divisions, Or Subdivisions
· Sections
· Subsections
· Paragraphs
· Subparagraphs
· Clauses
· Sub-Clauses
· ITA 84 (1) (a) (i) (I) (A)
Basic Charging Provision
· ITA 2(1)
· Tax payable by persons resident in Canada
· An income tax shall be paid, as required by this Act, on the taxable income for each taxation year of every person resident in Canada at any time in the year.
Basic Charging Provision
· Meaning Of Taxable Income
· Net Income
· Less Specified Deductions (e.g., loss carry overs)
Basic Charging Provision
· Taxation Year
· Individuals – Calendar
· Corporations – Fiscal
· Trusts
· Inter Vivos − Calendar
· Testamentary − Fiscal (This will change in 2016)
Basic Charging Provision
· Meaning Of Person
· Individual
· Corporation
· Trust
Concept Of Income
· Economist’s View
· Not Very Specific
· Based On Wealth Or Assets
· Accountant’s View
· Recognize Revenue
· Match Expenses
· GAAP Based
· CRA View
· Employment Income
· Business Income
· Property Income
· Net Taxable Capital Gains
· Other Inclusions And Deductions
Net Income For Tax Purposes: Components
· Business Income
· Division B, subdivision b
· Inclusions less deductions
· Individuals, corporations, and trusts
Net Income For Tax Purposes: Components
· Property income
· Division B, subdivision b
· Inclusions less deductions
· Individuals, corporations, and trusts
Net Income For Tax Purposes: Components
· Capital Gains and Losses (100%)
· Division B, subdivision c
· Taxable Capital Gains (50%)
· Allowable Capital Losses (50%)
· Losses only deductible against gains
· Individuals, corporations, and trusts
Net Income For Tax Purposes: Components
· Items That Don’t Fit Basic Categories
· Other sources of income
· Division B, subdivision d 
(e.g., pension income or spousal support received)
· Other deductions from income
· Division B, subdivision e 
(e.g., RRSP contributions or spousal support paid)

Net Income For Tax Purposes Calculation Rules - ITA Section 3
· ITA 3(a) Positive
· Sources Of Income
· Other than Capital Gains
· ITA 3(b) Excess Of Taxable
· Capital Gains
· Over Allowable Capital Losses
· ITA 3(c) Subtract Subdivision (e) Deductions
· From The Sum Of ITA 3(a) And 3(b)
ITA 3(d) Subtract Non-Capital Losses Net Income For Tax Purposes
ITA 3(a)
· Includes positive amounts of:
· Employment income
· Business income
· Property income
· Other positive inclusions
ITA 3(b)
· Includes
· Excess, if any*, of Taxable Capital Gains over Allowable Capital Losses
· If losses greater than gains in current year, this amount is nil
· Stated alternatively, allowable losses can only be deducted to the extent of taxable gains.
· *The phrase “if any” is used in tax work to indicated that negative balances are ignored
ITA 3(c)
· ITA 3(c) is equal to:
· the sum of ITA 3(a) plus ITA 3(b)
· less Division B, Subdivision e deductions
· Moving expenses
· Child care costs
· RRSP contributions
· Spousal support paid
· ITA 3(c) will be positive or nil – It cannot be negative
ITA 3(d)
· ITA 3(d) is equal to:
· The amount, “if any”, by which ITA 3(c) exceeds
· All current year losses other than Allowable Capital Losses
Net Income To Taxable Income
· Net Income For Tax Purposes Less:
· Loss carry overs
· Social assistance and worker’s compensation receipts
· Stock option deduction
· Home relocation deduction
· Lifetime capital gains deduction
· Northern residents deduction
Net Income Example
· Data for Marianne Nobel
· Employment Income $58,000
· Business Loss ( 23,000)
· Taxable Capital Gains 20,000
· Allowable Capital Losses ( 12,000)
· Subdivision e Deductions ( 3,000)
Example Solution
· Net Income For Tax Purposes
· ITA 3(a) – Employment Income $58,000
· ITA 3(b) – TCG Less ACL 8,000
· Subtotal $66,000
· Subdivision e Deductions ( 3,000)
· ITA 3(c) $63,000
· ITA 3(d) – Business Loss ( 23,000)
· Net Income For Tax Purposes $40,000

Tax Planning: tax avoidance, deferral, and income splitting
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International issues in taxation
Part I Tax On Non-Residents
· Types Of Income
· Employment In Canada
· Carried On Business In Canada
· Disposition Of Taxable Canadian Property
· Return required if Part I tax payable
· Taxable Income – most deductions are available
· Tax Payable – most credits are not available
· Available include donations, disability, tuition, EI, CPP, and interest on student loans
Subjects Covered
· Residence (See Chapter 1)
· Taxation Of Canadian Source Income Earned By Non-Residents
· Immigration And Emigration
· Taxation Of Foreign Source Income Earned By Residents
Non-Residents - Taxation Of Canadian Source Income Carrying on Business in Canada
· General Rules
· Producing, growing, etc.
· Soliciting orders
· Disposing of certain types of property
Non-Residents - Taxation Of Canadian Source Income Carrying on Business in Canada
· U.S./Canada Tax Convention
· Income taxable if a permanent establishment
· Excludes certain facilities (e.g., storage facility)
· An agent who can conclude contracts is viewed as a permanent establishment.
Non-Residents - Taxation Of Canadian Source Income Employment Income
· ITA 2(3) – Non-residents taxed on employment income earned in Canada
· ITA 115(2) – Deemed employment income
· Non-residents remunerated from a Canadian source
· Non-residents receiving signing bonuses for work to be performed in Canada
Non-Residents - Taxation Of Canadian Source Income Employment Income
· U.S. /Canada Tax Convention
· $10,000 rule – no tax if less than $10,000
· 183 day rule – no Canadian tax if less than 183 days and not deductible in Canada
Non-Residents - Taxation Of Canadian Source Income Dispositions – Taxable Canadian Property
· Importance
· ITA 2(3)
· Gains On Dispositions Taxed In Hands Of Non-Residents
Non-Residents - Taxation Of Canadian Source Income Dispositions – Taxable Canadian Property
· Taxable Canadian Property
· Real Property situated in Canada
· Partnership Or Trust Interest and Private Company Shares
· If, any time in preceding 60 months, > 50% of FMV from certain properties, including taxable Canadian property
· Public Company Shares – any time in the preceding 60 months
· At least 25% shares owned by non-resident and/or related non-arm’s length persons, and
· > 50% of shares FMV from certain properties, including taxable Canadian property
Non-Residents - Taxation Of Canadian Source Income Dispositions – Taxable Canadian Property
· U.S./Canada treaty limits to:
· Real property in Canada
· Property that is part of a permanent establishment
· Investments whose value is primarily attributed to real property in Canada
Part XIII Tax On Non-Residents
· Non-residents earning Canadian source employment income, business income, or capital gains on taxable Canadian property are taxed under Part I
· Property income (interest, rents, royalties, and dividends) are generally subject to tax under Part XIII
· General rate is 25 percent 
– However, usually modified by tax treaties.
· Assessed on gross amount of income received 
– generally with no deductions
Part XIII Tax - Interest
· Interest Income - General
· Part XIII is applicable only to
· Interest on participating debt
· Interest paid to non-arm’s length non-residents 
(unless exempt)
· Most arm’s length interest is exempt
Part XIII Tax - Interest
· Interest Income – to U.S. residents
· Part XIII not applicable

Part XIII Tax - Dividends
· Dividends
· In general, dividends are subject to Part XIII at 25 percent
· U.S./Canada tax treaty
· Rate to 5 percent if U.S. recipient is a corporation and owns 10 percent or more of payor
· Rate to 15 percent for other dividends to U.S. recipients
Part XIII Tax – Royalties
· Royalties
· In general, the Part XIII rate is 25 percent
· U.S./Canada Tax Treaty
· Reduces rate to 10 percent
· Reduces rate to nil for copyright and computer software royalties.
Part XIII Tax - Rents
· Rents
· If in rental business – Part I applies
· If not, Part XIII is assessed at 25%
· Problem: Part XIII is a flat tax on gross rents (no deductions)
· Solution: For real property rentals, non-resident can elect to be taxed under Part I (can deduct expenses)
· Cash Flow Problem
· Part XIII withholding required, even with election
· Solution in Form NR6
Part XIII Tax – Retirement Benefits
· Retirement related benefits
· In general, subject to Part XIII
· Some exceptions
· Can also elect to be taxed under Part I
· U.S./Canada tax treaty
· Rate reduced to 15 percent for periodic payments
· In general, OAS and CPP received by U.S. residents will only be taxed in the U.S.
Part XIII Tax – Shareholder Loans
· Shareholder loans to non-residents
· As non-residents don’t file Part I returns, no Part I tax
· However, ITA214(3)(a) requires an appropriate benefit to be taxed under Part XIII
Entering Canada - Immigration
· Deemed Disposition Immediately Prior To Arrival
· Deemed Reacquisition On Date Of Arrival
Departure from Canada – Emigration
· Deemed Disposition
· General Rule
· Exceptions
· Real Property
· Business Property
· Excluded Personal Property
· RPPs
· RRSPs
· DPSPs
· Stock Options
Departure from Canada - Emigration
· ITA 128.1(4)(d) Election
· Allows disposition to be elected when not required
Departure from Canada – Emigration
· Problems
· Consistency between jurisdictions
· Avoidance through tax treaties
Departure from Canada - Emigration
· Security For Tax
· Tax Could Be Burdensome
· Deemed for tax payable on the first $50,000 of Taxable Income (1/2 of a $100,000 capital gain)
· No Interest On Amounts Secured
Departure from Canada - Emigration
· Unwinding a disposition
· Maxine Howard leaves Canada on December 1, 2016. At that time, she owns shares of a private corporation with a FMV of $340,000 and an ACB of $220,000.
· As a result of the deemed disposition/reacquisition, she has a taxable capital gain of $60,000 [(1/2)($340,000 - $220,000). In 2017 she returns to live in Canada. She still owns the shares and they have a FMV of $430,000.
Departure from Canada – Emigration
· Unwinding A Disposition - At Departure
· POD $340,000
· ACB 220,000
· Capital Gain $120,000
Departure from Canada - Emigration
· Unwinding A Disposition - On Return
· Election Under ITA 128.1(6)
· Reverses Deemed Disposition On Departure
· Amended Return
· No Disposition On Departure – No Reacquisition On Return
· Taxable Canadian Property Only
Short-Term Residents
· 60 Months Or Less In Last Ten Years
· No Deemed Disposition On Property Owned Before Last Becoming Resident
· Still Applies To Property Acquired As A Resident
Foreign Source Income of Residents
· Will deal with
· Foreign Investment Reporting
· Foreign source employment income
· Foreign source income from unincorporated businesses
· Foreign source interest income
· Capital gains resulting from the disposition of foreign assets
· Dividends from non-resident corporations
Foreign Investment Reporting Requirements
· Required when total ACB > $100,000
· Includes
· Foreign bank accounts
· Shares of non-resident corporations
· Real property located outside of Canada
· Excluded
· Business property
· Personal use property
· Substantial penalties
Foreign Source Employment Income
· Canadian employment income is similar to the situation with non-resident earnings
· Canada/US Tax Treaty
· $10,000 rule
· 183 day rule
Foreign Source Business Income (Unincorporated Businesses Only)
· Taxation based on presence of permanent establishments
· If permanent establishment in source country, income will be taxed there
· If no permanent establishment, income will be taxed in Canada
· Tax Credits for foreign tax withheld
Foreign Source Interest
· Possible double taxation
· Solved by international treaties
· Under Canada/U.S. treaty – Interest is exempt
Foreign Source Capital Gains
· In general, the ITA rules apply without regard to the location of the property being sold
· U.S./Canada tax treaty gives the U.S. the right to tax gains on real property and property used in a permanent establishment
Foreign Source Dividends
· Problems
· The payor corporation will not have paid Canadian taxes
· In some cases (tax havens), the payor corporation will have paid no taxes
· The dividends do not reflect the type of income that was the corporation’s source of income

Foreign Source Dividends
· General Solution
· Foreign source dividends must be included in income
· Foreign source dividends are not eligible for 
the gross up and dividend tax credit procedures
· Foreign source dividends are not deductible by corporations
Foreign Source Dividends
· Received by individuals
· No withholding
· Will be included in income
· No gross up
· No dividend tax credit
· Withholding
· A tax credit for the 1st 15 percent withheld
· A deduction for any additional withholding
Foreign Source Dividends
· Received By Corporation From Non-Affiliate
· Included in Net Income
· No deduction for Taxable Income
· Tax credit for amounts withheld (no 15 percent limit)
Foreign Source Dividends
· Foreign affiliate
· Resident taxpayer has an equity percentage of at least 1 percent
· The taxpayer and all related persons must have an equity percentage of at least 10 percent
Foreign Source Dividends
· Foreign affiliate dividends – Basic concepts
· Not deductible under ITA 112(1)
· May be deductible under ITA 113(1)
· Depends on the country in which the foreign affiliate is located
· Depends on the income source from the which the dividend is being paid
Foreign Source Dividends
· Exempt Surplus
· For a foreign affiliate that is located in a country with which Canada has a tax treaty or a tax information exchange agreement (TIEA):
· Active business income
· The taxable one-half of capital gains on dispositions of property used in producing active business income.
Foreign Source Dividends
· Exempt Surplus continued
· For all foreign affiliates, without regard to the location of the foreign affiliate:
· The non-taxable one-half of capital gains on dispositions of all types of capital property.
Foreign Source Dividends
· Taxable Surplus
· For a foreign affiliate that is located in a country with which Canada does not have a tax treaty or a TIEA:
· Active business income
· The taxable one-half of capital gains on dispositions of property used in producing active business income.
Foreign Source Dividends
· Taxable Surplus continued
· For all foreign affiliates, without regard to the location of the foreign affiliate:
· The taxable one-half of capital gains on dispositions of capital property other than that used in producing active business income.
· Investment income, which includes income from property and from non-active businesses.
Foreign Source Dividends
· Dividends from exempt surplus of a foreign affiliate
· Canada cedes all taxation to the foreign jurisdiction
· This is implemented by allowing the full amount of the foreign affiliate dividend to be deducted under ITA 113(1) in calculating Taxable Income
Foreign Source Dividends
· Dividends from taxable surplus of a foreign affiliate
· The goal here is to apply ITA 113(1) in a manner that attempts to have the overall level of taxation (Canadian and foreign) equal to the equivalent amount of taxes that would be paid in Canada
· Uses a notional rate of 25% (38% - 13%)
· ITA 113(1)(b) adjusts Taxable Income to reflect the income taxes paid in the foreign jurisdiction (multiplies the foreign taxes paid by the foreign affiliate by 3)
· ITA 113(1)(c) adjusts Taxable Income to reflect taxes withheld by the foreign jurisdiction on payments to non-residents of that jurisdiction (multiples the taxes withheld by the foreign jurisdiction by 4)
Controlled Foreign Affiliate
· Controlled foreign affiliate defined
· Controlled by the Canadian resident on the basis of his own shareholdings; or
· Controlled by the Canadian resident, together with:
· persons (residents or non-residents) who are not at arm’s length with the Canadian resident;
· up to four Canadian residents who are not related to the taxpayer (referred to as “relevant” shareholders; and
· any other persons (residents or non-residents) who are related to the “relevant” Canadian shareholders.
Controlled Foreign Affiliate
· Foreign accrual property income (FAPI)
· Passive income of a controlled foreign affiliate
· Interest
· Portfolio dividends received
· Rental income
· Taxable one-half of capital gains on non-active assets
Controlled Foreign Affiliate
· Taxation of FAPI
· Must be accrued as it is earned
· 100 percent share if no foreign taxes paid
· If foreign taxes paid
· Canadian resident individuals deduct 1.9 times the foreign tax paid
· Canadian resident corporations deduct 4 times the foreign tax paid
· To the extent dividends are paid out of FAPI balances that have been taxed, they can be deducted in determining Taxable Income
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