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DRAFT AMENDMENTS TO THE INCOME TAX ACT,
THE CANADA BUSINESS CORPORATIONS ACT;.
THE UNEMPLOYMENT INSURANCE ACT o
AND A RELATED ACT 4

1. ) Subsectmn 4(2.) of the Income Tax Act is repealed and
the following substituted therefor: : _

Idem - : I 3':-.\

(2) Subject to subsectlon (3), in applymg subsectlon (1) for the o

purposes of this Part, no deductions permitted by sections 60 to 64

apply either  wholly or in part to a partlcular source or to- sources 1n~ '

a particular place

' substltuted therefor

- (2) Subsectlon 4(3) of the said Act is repealed and the followmg’

Deducttans apphcable

" (3)In applying. subsection (1) for the purposes ‘_df o

subsections 104(22) and (22.1) and sections 115 and- 126,

- (a) subject to paragraph (b), all deductions permitted in computmg_
_the income of a taxpayer for a taxation year for the purposes of ‘this

“" Part, except any deduction permitted by any of paragraphs 60(b) to
(0), (p), (1) and (v) to (w), shall apply either wholly or in part to
a particular source or to sources in a particular place; and

(b) any deduction permitted by subsection 104(6) or ( 12),5l1a11 not .
apply either wholly of in part'- to a source in a countr'v other than :'} .

- Canada

(3) Subsectlon (1) applles to the 1989 and subsequent taxation-

years.

4) Subsectron (2) applles to taxatlon years endmg after

November 12, 1981, except that for taxation years commencing

before 1993, subsectlon 4(3) of the said Act, as enacted by .

subsection (2), shall be read as follows

(3) The followmg rules apply for the purposes of th1s Act

(a) in applymg paragraph (1)(b) for the- purposes of-. sectlons 115'-

. and 126, subject. to. paragraph (b), all deductions “permitted in

.- computing the income of a taxpayer for a taxation year-: for the -

purposes of this Part shall apply either wholly or in part to a
particular source or to sources in a particular place,. as the case may
be; and
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2.

(b) in applying - suhsecti(')n (1) for the purposes - of
subsections 104(22) and (22.1) and sections 115 and 126,

(i) any deduction permitted by any .of paragraphs 60(b) to (o),

(), (r) and (v) to*(w) shall not apply either wholly or in part to -

a particular source or to sources in a particular place, and

(11) any deduction permitted by subsection 104(6) or (12) shall
not apply either wholly or in part to a source in a country other
than Canada

2. (1) All that portron of subsectron 7(1. 5) of the. sald Act
immediately preceding paragraph (a) thereof is repealed and the
followmg substltuted therefor: o

Rules where shares exchanged

(1.5) For the. purpose of this section and paragraph 110(1)(d.1),
where _

(2) Subsectlon (§)) apphes to the 1992 and subsequent taxation
. years.

3.Q1) Subsectron 8(1) of the said Act is amended by addlng
thereto, 1mmed1ately after paragraph. (0) thereof the . followmg
paragraph: - .

Idem

(o. 1) an amount that is: deductible in ‘computing the taxpayer §

income for the year because of subsection 144(9),

years.

- 4, (1) Subsection 11(2) of the said Act is repealed and the
following substrtuted therefor: - ,

Reference to "taxation year" i

(2) Where an 1nd1v1dua1’s income for a taxatlon year 1nc1udes
income from a business the fiscal period of which does not coincide
with the calendar year, unless tEe context otherwise requlres, a
reference in this subdivision or section 80.3 to .a "taxation year" or

"year" shall, in respect of the bus1ness, be read as a reference toa -

fiscal perrod of the busmess end1ng 1n the year.

' years.

(2) Subsection (1) apphes to the 1992 and subsequent taxatlon

) Subsectlon (1) applies to the- 1988 and subsequent taxation -
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5. (1) All that portlon ‘of paragraph 12(1)(m) of the said Act

preceding subparagraph (i) thereof is repealed ‘and the followmg s

substltuted therefor:

Benefi ts from trusts

......

(m) any amount requlred by subd1V1s1on kor subsectlon 132 1g1) to-- o

be 1ncluded in computing the axpayer income for the year, except

) Subsectlon 12(3) of the sald Act 1s repealed and the~

following substltuted therefor Lo o

Interest income .

3) Notw1thstand1ng paragraph (1)(c) -in computing the income for

a taxation year: of :a corporation, partnershlp, unit trust or ‘any trust of

which a corporation or a partnership is a beneficiary, there shall be-

included any interest on a debt obligation (other than interest in
respect of an income bond, an income debenture, a small -business
development bond, a small business bond, a net income stabilization
account or an:indexed debt obligation) that accrued to it to the end

of the year, or became receivable or was received by it before the end‘=

of the year, to the extent. that the interest -was not 1ncluded 1n
: computxng its' income for a precedlng taxatlon year -

(3) Paragraph 12(11)(a) of the said Act is amended by strnkmg
out the word "and" at the end of subparagraph. (x) thereof and:
by repealing subparagraph (x1) thereof and substltutmg the .

following therefor:

(xi) an . indexed debt oblig‘ation, and

(xii) a prescrlbed contract

(4) Subsectlon (1) applles to the 1988 and subsequent taxatlon
years.

(5) Subsections (2) and (3) apply to debt obllgatlons 1ssued after

October 16, 1991.
6. (1) All that portion of subsection 13(7) of the said: Act

75
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- .90

preceding paragraph (a) thereof 1s repealed and the followmg h

substituted therefor

Rules applicable

(7) Subject to _ subsection 70(12), for the purposes *of

paragraphs 8(1)(7) and (p), this section, section 20 and any regulatlons
made for the purposes of paragraph 20(1)(a)
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© (2) All that portion of subparagraph 13(7)(¢) of the said Act -
.preceding subparagraph (i).thereof is repealed and the following .

. . substituted therefor: .

(e) notwithstanding ;.,'any other provision of this Act except -

subsection 70(12), where at a particular time a person or
.partnership (in this paragraph referred to as the "taxpayer") has,
directly of indirectly, in any -manner whatever, acquired
(otherwise than as a consequence of the death of the transferor)

- a depreciable property (other than-a timber resource }E)ro;t)lerty) }(:f .
whom ‘the

a prescribed class from a person or partnership wit
taxpayer did not deal at arm’s length (in this paragraph referred

. to as the "transferor") and the property was a capital property of ...

the transferor, '

(3) Section 13 of the said Act is further amended by adding
- thereto the‘, following subsection: ,
Consideration;giveﬁ for dé))recfable capital

(33) For grelater' certaint , where a person acquires a depreciable
property for consideration that can reasonably be considered to include
a transfer of property, the portion of the cost to the person of the

depreciable property attributable to the transfer shall not exceed the -

fair market value of the property so transferred.
C)) Subse’ctibrll_sA (l)and (2) apply after 1992. .
(5) Subsection (3) applies to property acquired after November

the following subsection: o

7. (1) Section 14 of jthe said Act is amended- By adding thereto -

Deemed residence in Canada

- (8) Where an individual was residént in Canada at any time in a
particular taxation year and throughout

(a) the imrriediatély pfece&iﬁ:g'ltvaxatidn yeér, or
(b) the irhmgdiately fbllowirig,taxation‘fyear,

for the purposes of parégraph (1)(a), the individual shail be deemed
to have been resident in Can_ada throughout' the particular year.

(2) Subsection (1) applies to the 1988 and subsequent taxation

years. '

8. (1) All that portion of subsection 16(3) of the said Act -

following paragraph (b) thereof is repealed and the following
substituted .therefor:
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the amount by which the principal amount of -the obligation exceeds

the amount for which the obligation was issued shall:be included in.

computing the income of the first owner of the obligation .
(©) who is resident in Canada, .

" (d) who is not a person exempt from tax under section 149 nor a
government, and . - . i ,

() of whom the dbligat_i_on is a capital property,
for the taxation year in which”_the_owner acquired the obligation. -

" (2) Subsection (1) applies to'“thé‘ '19§O‘fra1i§iz'3uiiséqueﬂt taxation
years. L T .

9. (1) Subsection 18(11) of the said Aéf’is a;lieiided by ati;iking

out the word "or" at the end of paragraph (e) thereof, by adding -

the word "or" at the end of paragraph (f) thereof, and by adding
- thereto, immediately after paragraph (f) thereof, the following
paragraph: D S -

(g) making a&étontribution ‘td»any account under a(.pr,ovincial
pension plan prescribed for the purposes of paragraph 60(v),.
) Subsec_ti,o.rvl" @ -'applies to the 1993 and -subsequent taxation
- years. - _ ' e B

10.-’(1j Paragraph 20(1)(e) of the said Act‘ is ‘amended by

striking out.the word "or" at the end of subparagraph (i) thereof, -

and by ' repealing all that portion: . thereof following

subparagraph (ii) and preceding. subparagraph (iii) -thereof and

by substituting .the. followihg therefor:

(ii.1) in respect of an amount payable for property acquired for

the purpose of gaining or producing income therefrom or for the

. purpose:of gaining income from a business (other than property-
the income from which would be exempt or property- that is an
interest in a life insurance policy), or - - - , RN

(ii.2) in the course of a rescheduling or restructuring of a deBt

obligation. of the taxpayer or an assumption of a debt obligation
by the taxpayer, where the debt obligation is - .

(A) in respect of a borrowing described in subparagrabh (i),
or . A

(B) in "respect of -an amount payable described in
subparagraph (ii.1), .

150 0

C 155

- 160

165

170

175

180




6

" and, in"the. case of a rescheduling or restructuring, the - 185
“rescheduling' or restructuring, as the case may be, provides for - '
the modification of the terms or conditions of the debt obligation
or the conversion or substitution of the debt obligation to or with
" a share or another debt obligation, -

(including a commission, fee ‘or other -amount paid or payable for 190
or on account of services rendered by a person as a salesperson,
agent or dealer in securities in the course of the issuance, sale or

- borrowing, but not including any ‘amount _that:is _a payment
described_in paragraph 18(9.1)(c) or (d) nor any amount paid or
payable as or on -account of the principal amount of the indebtness 195
or as or on account of interest) that is the lesser of

) Subparégfaph 20(1)(@1} O:f:tl.lé. saia Act is repealed and the
following substituted therefor:

Annual fees, etc

(e.1) an amount payable by the taxpayer (other than a payment that 200
is contingent or dependent on the use of, or production from, ’ '
property or is computed by reference to revenue, profit, cash flow,
commodity price or any other similar criterion or by reference to

dividends paid or payable to shareholders of any class of shares of

the capital stock of a corporation) as a standby charge, guarantee 205
fee, registrar fee, transfer agent fee, filing fee, service fee or any

similar fee, that can reasonably be considered to relate solely to the

year and that is incurred by the taxpayer

() for the purpose of ‘borrowing money to be used by the .
taxpayer for the purpose of earning income from a business or 210
property (other than” borrowed money used by the taxpayer for + = °
‘the purpose of acquiring property the income from which would

be exempt), . -

(ii) in respect of an amount payable for property acquired for the

purpose of gaining or producing income therefrom or for the - - 215
purpose of gaining or producing income from a businéss (other

than property the income from which would be exempt or

property that is an interest in a life insurance policy), or

“(iii) for'the‘-ﬁurﬁose -of rescheduling or restructuring a debt
obligation of the taxpayer or an dssumption of a debt obligation -~ 220
by the taxpayer, where the debt obligation is

(A) in respect of a bbrrowing described in subparagraph (i),or

(B) in respect of- an - amount - payablé described in
subparagraph (ii),




and, in the case of a reschedulmg or-. restructurmg, the

rescheduhng or restructuring, as the case may be, lprowdes for

the modification of the terms:or.conditions of the debt obligation

- or the conyersion or substitution of the debt obllgatlon to or w1th,

a share or.another debt- obhgatlon

» (3) All that portlon of subsectlon 20(3) of the sald Act follownng

“paragraph - (b) thereof is repealed and the followmg substttuted _

therefor:

the. borrowed money shall, . for the purposes of section 21 and
paragraphs - (1)(c), (e), (e.1; and (k), be deemed-to have been. used for

the purpose for Wth the money Erevnously borrowed was. used or .-

was deemed by this subsection to have been used, or to acquire the

property in. respect of which the said amount was so payable, as the -

case may- be.

@ Subsectlons (1) to (3) apply to expenses mcurred after 1987

11. (1) Paragraph 39(9)(b) of the said Act is amended by~

iaddmg thereto the following:

except that, where a particular amount has- been 1ncluded in the

taxpayer’s income under subparagraph 14(1)(a)(v) for ‘a.taxation -

year endmﬁ after., 1987 and before . 1990, the reference -
subparagraph (

.arnount be read as "4/3".

@ Paragraph 39(10)(b) of the. sald Act is amended by addlng .

thereto the followmg

except that “where a partlcular amount has been mcluded in the

trust’s "income under subparagraph 14(1)(a)(v) for a taxation: year .

ending after 1987 and before 1990, the _reference in
subparagraph (i.1) to "3/2" shall, in respect.of that portlon of any
amount deducted under section 110.6 in respect -of the particular
amount, be read as "4/3".

3 Subsectlons (1) and (2) apply to the 1988 and subsequent
taxation years.

-12. (1) Subparagraph 40(2)(1)(11) of the sald Act is repealed and '

the followmg substituted therefor:
(ii) the arnount if any, by whxch

(A) the amount of prescnbed ass1stance that the taxpayer (or
a person with whom the taxpayer was not dealing at arm’s
length) has received or is entltled to receive in. respect of the
share ‘

i.1).to "3/2" shall, in respect of that portion: of anyl
. amount deducted under section 1106 in respect of the partlcular‘ ¥
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exceeds

(B) the total of all amounts determlned under subparagraph @
in respect of any:disposition of the share or of the property
substituted for the share before the particular time by. the
taxpayer or by a person with whom the taxpayer was not
dealing at arm S length

2) Subsection (1) apphes to the 1991 and subsequent taxation
years. .

13. (1) Paragraph 44(2)(d) of the sald Act is repealed and thegv

followmg substltuted therefor.

(d) the time at which the taxpayer is deemed by section 70 ori"

128 128.1 to have dlsposed of the property, and

(2) All that portion of - subsection 44(6) ‘of the said Act

preceding paragraph (z) thereof is repealed and the following

. “v:substltuted therefor:

Deemed proceeds of disposition

(6) Where a taxpayer has dlSposed of property that was a former
business property-and was in part a buildin g and in part the land (or
an interest therein). subjacent to, or immediately contiguous to and
necessary for the use of, the bulldmg, for the purposes of thlS
subd1v181on, the amount if any, by which

(3) Subsection (1) ap lies after ‘1992 - except that, where a

corporation has. electe in accordance with subsection 87(4), -

subsection (1) apphes to the corporatlon from the corporation’s
time of contmuatlon (within * the meaning " assigned by
subsection 87(4)). -

@ Subsection (2) apphes to dlsposmons occurring after
ANNOUNCEMENT DATE

14. (1) Subsection 45(2) of the sald Act is repealed and the

following substituted therefor:

Election where change of use.

(2) For the purposes of thlS subd1v1s10n -and section 13, where‘

paragraph 13(7)(b) or subparagraph (1)(@)(® would otherwise apply to

any property of a taxpayer for a taxation year and the taxpayer so
elects in the taxpayer’s return of income for.the year under this Part,
the taxpayer shall be deemed not to have commenced to use the
propetty for the purpose of gaining or producing income except that,
if in the taxpayer’s return of income for a subsequent taxation year
under this Part the taxpayer rescinds the election in respect of the
property, the taxpayer shall be deemed to have commenced so to use
the property on the first day of that subsequent year.

265
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(2) Subsection (1) applies to the 1992 ‘and- subsequent taxatlon' :

years.
15 1) Sectlon 48 of the sald Actis repealed
)] Subsectlon (1) applies after 1992 except that, where

corporation has. elected in .accordance: with subsection 87(4), ‘
subsection (1) applies to the corporatlon from -the -corporation’s - .
time of . continuation (w1th1n the meanlng assngned by -

subsection 87(4)).

16. (1) Subsection: 51(1) of the said Act 1s repealed and the -

following -substituted therefor:

Convertible property

51. (1) Where a share of the capital .- stock of a corporat1on is o

acquired by a taxpayer in exchange for . ¢

“(a) a cap1ta1 property of the taxpayer that 1s another share ‘of the

corporation (in this section referred to as a "convertible property"),
or

b) a cap1ta1 property of the taxpayer that is a bond debenture or
note of the corporation the terms of which confer on ‘the holder the
r1ght to make the exchange (in this section referred to as a
"convertible property") .

and no consideration other than the share is received by the taxpayer.

for the convertlble property,

(¢) except for the puggoses of subsectlon 2021 Z: the exchange shall-‘

be deemed- not to be a disposition of the convertlble property,

(_4) the cost to the taxpayer of all the shares of a partlcular class E
acquired by the taxpayer on the exchange shall be deemed to be the

amount. determined by the formula

‘A xB/C -

where

A is the ad_]usted cost. base to -the. taxpayer of the convertlble_" o

" property immediately before the exchange,

B is the fair market value, immediately after the exchange, of all

" the shares of the partlcular class acquired. by the. taxpayer on the Coe ) ';40

: exchange and

© 320
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C_is the. fair market value, immediately after the exchange, of all .

the shares acquired by the taxpayer on the exchange,

(e) for the purposes of sections 74.4 and 74.5, the exchange shall

be deemed to be a transfer of the convertlble property by the

. taxpayer to the corporatlon, and

() where the convertlble property is- taxable Canadran property of

the taxpayer, the share acquired by the taxpayer on the exchange
shall be deemed to be taxable Canadian property of the taxpayer.

- (2) Sectlon 51 of the said Act is further amended by addmg
thereto the following subsections: -

Computation of paid-up capital

(3) Where subsection (1) applies to -the exchange of convertible - :

property described in paragraph (1)(@) (referred to in thls subsection
~as the "old shares"), in computing the paid-up capital in respect of a
particular class of shares of the capital stock of the corporatlon at any
particular time after the exchange .

(a) there shall be deducted the amount determined by the formula
- AxBIC -

“where

A is the amount, if any, by which
(1) the total of all amounts each of which is the amount of the
increase,"if any, 'as a result of the exchange, in the paid-up
capital in respect of a class. of shares of the capital stock of the
corporation, computed without reference to this subsectron as 1t
apphes to the exchange, .

exceeds

(i) . the paid-up capital immediately before the exchange in
respect of the old shares,

B is the increase, if any, as a result of the exchange, in the paid-up
capital: in respect. of the gartlcular class of shares, computed
wréhout reference to this subsection as it applies to the exchange,
an

C is the. amount 1f any, determined in subparagraph (1) of the
description of A in respect of the exchange; and .

345
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(b) there. sha11 be added an amount equal to the lesser of -

@) the amount 1f any, by whrch

(A). the total of all amounts deemed by subsectron 84(3), (4) :
or (4.1) to be a dividend on shares-of that class pa1d by the .

purchaser- before the pamcular time
exceeds -

(B) the total that would be determined under clause (A) if
this. Act were read without reference to: paragraph (a); and

(11) the total of all amounts required by paraﬁraph (a) to be

-deducted: in: respect of that partrcular class of s ares before the

pamcularr t1me

Appltcatwn oy

(4) Subsectlons (1) and (2) do not apply to any exchange to which |

subsection 85(1) or (2) or sectlon 86 appl1es

11

385

390

395

- (3) Subsection. (1) and subsection 51(4) of the . said Act, .as -

enacted by.. subsection - (2), apply. to exchanges -occurring, ’and
reorgamzatrons commencmg, after ANNOUNCEMENT DATE.

) Subsection 51(3) of "the said Act, as ‘enacted by -

subsection (2), applies to exchanges occurring after August 1992: - -

other than exchanges occurring after August 1992 and before
ANNOUNCEMENT DATE where the corporation issuing shares
on the exchange so elects in writing and files the election with the
Minister of National Revenue before the end -of the sixth month
after the end of the month in whlch this- Act rs assented to.-

17. (1) Sectlon 52-of the sard Act is'amended by addmg thereto,‘ L

the following subsection:

Cost of shares on. immigration

(8) Notw1thstand1ng -any-. other. provrsron of th1s Act where at.any .
time a corporation. becomes- resident. in Canada the cost to- any

shareholder that is not at that time resident in Canada of any share of
the capital stock of the corporation shall be deemed to be equal to the

400

- 405

410

415

3 0

lesser of that cost .otherwise-determined and: the paid-up capltal in P

respect of the share 1mmed1ate1y after that t1me

@2 Subsectlon 4} apphes to dlsposmons occurrmg after 1992

18. (1) Clause 53(2)(k)(1)(C) of the sald Act is repealed and the__- .

following substltuted therefor: .

425
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~ (C) the amount of prescribed assistance that the taxpayer has
received_or_is entitled to. receive in respect of, or for the

acquisition of, shares of the capital stock of a prescribed:

venture capital corporation or a prescribed labour-sponsored
venture capital .corporation or shares of the capital. stock of
a taxable Canadian corporation that are held in a prescribed
stock savings plan, or :

(2) Subsection (1) épplies to the 1991 and subsequent taxation
years.

19, (1) Subparagraph 54()(ii) of the said Act is repealed and
the following substituted therefor: '

(iii) was a disposition - deemed by paragraph 33.1(11)(a),
subsection 45(1),: section 48, as_it read in its application
before 1993, section 50 or 70, subsection-104(4), section 128.1
or subsection 138(11.3), 144(4.1) or (4.2) or 149(10) to have
been made, -

(2) Subsection .(1') applies after 1992 éxcepf that, where a
.corporation has elected in accordance with subsection 87(4),
subsection (1) applies to the corporation from the corporation’s

time of continuation (within the - meaning assigned by -

 subsection 87(4)).

~ 20. (1) Section 55 of the said Act is amended by adding thereto,
immediately at_‘ter subsection (3) thereof, the following subsection:

Idem

(3.1) Subsection (3) ‘does not exempt from the Abplication of -
subsection (2) a dividend received by a corporation as part of a series

of transactions or events in which property of a particular corporation.

is transferred, directly or indirectly, to one or more shareholders of the

particular corporation where

(a) .as part of the series of transactions. or events, a person or
partnership (in this subsection referred to as the "foreign vendor")
disposes of shares of the capital stock of the particular corporation,

or of property the fair market value of which is derived, directly or . |

~ indirectly, principally from such shares;.

- (b) the foreign vendor’s capital gain from the disposition is exempt
from tax under this Act because of a provision contained in a tax
convention or agreement with another country that has the force of
law in Canada; o e - ’

(c) the property. transferred from the particular corporation to a
shareholder. as part'of the series is such that, if the property had
been the only property of a taxable Canadian corporation all the
shares of the capital stock of which were owned by the foreign
vendor and not listed on a stock exchange, the tax convention or
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agreement. would - not ‘have exempted from tax under this ‘Act a-
capital gain of the forelgn vendor from a dlsposmon of-those . - .» - ~5
, 47

shares; and

13

(D) subsectlon 85(1) apphes to the dlsposmon by the partlcular;ff; —

corporatlon of any property Teferred to in paragraph (c)

-2 Subsectlon (1) .applies...to  dividends., recelved after R =
ANNOUNCEMENT DATE, other than a.dividend arising out of. . ...
a transaction or event occurring pursuant to a written agreement--

entered into on or before ANNO NCEMENT DATE

480

21. (1) Paragraph 56(1)(a) of the said Act is amended byilj o

adding the word "or" at the end-of subparagraph.(v).thereof and
by repealing subparagraphs (v1) and (vii) thereof and substituting,

the followxng therefor:

(vi) except to the extent otherw1se requlred to be 1ncluded in _
computing the taxpayer’s income, a prescrlbed beneﬁt under a

government assistance program;

@) Paragraph 56(1)(d 2) of the sald Act is repealed and thev

followxng substxtuted therefor-

Jdem -

d.2) any. amount rece1ved out of or under or as. ploceeds of.:‘ ‘

d1spos1t10n of, an annuity.the payment for whlch was -

(_) deductible in computing the tax;s)ayer s ‘income because of
- paragraph 60(1) or subsection 146(5.5), or. "

E -~

(i) made in mrcumstances to which subsectlon 146(21) apphed :

(3)- Subsectlon 56(4) of the said Act is repealed and the .

_ followmg substltuted therefor.

Transfer of rzghts to mcome

(4) Where a taxpayer has, at any t1me before the end of a taxatlon:‘

year, transferred or ass1gned to a person, with whom the taxpayer was.
not dealing at arm’s.length"the-right to an amount (other-than any
portlon of a_ retirement: pension a531gned ‘by - the taxpayer under
section 64.1 of the Canada Pension Plan or a comparable provision
of a provincial pension plan as defined in section 3 of that Act) that
would, if the right had not been so transferred or assigred, be
"included in- computing the :taxpayer’s income: for the taxation year,
such " part_of the amount that relates. to the period in_the. year
-throughout which the taxpayer is resident in Canada shall be. included
in the taxpayer’s income for the year unless:-the income is from
property and the taxpayer has also transferred or assigned the property.
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@) Subparagraph 56(4 1)(b)(ii) of the sald Act |s repealed and
the following substituted’ therefor :

(ii) property that the loan or 1ndebtedness enabled or ass1sted the
- particular-individual, or the trust-in which.- the’ parhcular" E

" individual is beneﬁ01a11y interested, to acquire, or

(5) Subsectron (1) applles ‘_t05 benefits ’recelved _after
vOctober 1991. . ' ,

(6) SubsectlonS (2) and (3) apply to- the 1992 and subsequent""
~ taxation years: . _

@) Subsectlon (4) applles w1th Tespect to income relatmg to

periods commencing: after. ANNOUNCEMENT DATE.

22. (1) Clause 60(] 2)(11)(C) of the sald Act is repealed and the_ |

-followmg substltuted therefor

- (©) the total of all amounts each of which is pa1d by the 3
taxpayer in “in the year. or within 60 days after the end of the-
- year as a premium (within- the meaning assigned by -

subsection 146(1)) under a registered retirement savings plan
under which- the taxpayer’s spouse (or, where the taxpayer

died in the year, an individual who was the taxpayer’s spouse

- immediately before the death), is the annuitant (within the ’

meaning -assigned by-subsection - 146(1)), to the extent that the'

amount was not deducted in computing the: taxpayer’s income
for a precedlng taxatlon year;:

| (2) All that portion of. clause 60()(v)(B.I) of the said Act
preceding subclause (I) thereof is repealed and the followmg

substltuted therefor
(B.1) the least of -
(3) Clause 60(J)(v)(B.1) of the said Act is further amended by

striking out the word "and" at the end of subclause (I)' théreof
and by repealing s_ubclause an. thereof and substltutmg the

following therefor

(II) the amount (other than any portron thereof 1ncluded -
in the amount determined under clause (B) or (B.2)) -
included in; computmg the taxpayer’s 1ncome for the year

as

1 a payment (other than a payment that is part of a

series. of periodic payments or that ‘relates to an .

* actuarial surplus) received ‘b 1y the taxpayer out of or
under a: reglstered pension -plan »
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2. a refund of premiums_out of under a. reglstered
tetirement sav1ngs plan, or

.-3. a designated  benefit. in respect of ‘a . registered:
- retirement  income fund (in this clause having the - 555
meaning assigned by paragraph 146.3(1)(b.01)) .

as a consequence of the death of an. individual: of whom
- the taxpaver is a child or grandchild, and

(HD) the amount if any, by which the amount deternuned : ‘ ,
‘under subclause (II) in respect. of the taxpayer for the year - 560
exceeds the amount, if any, by which B

1. the total of all designated benefits of the individual

for the year in respect of registered retirement income -
funds . . 565

' exceeds T

2 the total of all amounts that would be e11g1ble \
amounts of the individual for the year in respect of 570
those funds (within the meaning that 'would be assigned »
by - subsection 146.3(6.11) if the 1nd1v1dual were
described in paragraph b) thereof) and .

@ Clause 60(1)(v)(B 2) of the sald Act is repealed ‘and the o
following substxtuted ‘ 575

(B.2) all ehglble amounts of the taxpayer for the year in- respect of
registered retirement income funds (within the mean1ng ass1gned by
subsectlon 146.3(6.11)),

(5) Clause 60())(v)(D) of the. said Act s repealed and the -
following substltuted therefor: = E - : 580

D) the amount if any, bv Which

(D) the_amount t received by the taxpayer out of or under‘. B

a registered retirement income fund under which the
taxpayer is the annuitant and. included in computing the

taxpayers .income . for 'the: year. because . of ~ 585
subsectlon 146 3(5) S R S '

exceeds

(II) the amount if anv, by which the mmlmum amount .
- (within the meaning assigned by paragraph 146.3(1)(b.1))-. - . .
under the fund for- the year exceeds the total of -all - . 590
amounts received: out of or under the fund in the vear b - )

an individual who was an annuitant under the fund before . . -

. the taxpayer became the annuitant under the fund and. that




16

were included because of subsection :146.3(5) in computing
* that 1nd1v1dua1’s income for the vear, and -

6) Paragraph 60(n) of the said -Act ‘is amended’ by adding
thereto, 1mmed1ately after subparagraph @) thereof the following
subparagraph:

(i.01) any amount described in’ subparagraph 56(1)(a)(i),
(7) Subparagraph 60(n)(n 2) of the sald Act is repealed

)] Subsectlon a applles to the 1992 and subsequent taxatlon
years.

(9) Subsections (2), (3) and (5) apply to the 1993 and
subsequent taxation years.

(10) Subsection (4) applies to the 1993 and subsequent taxation
years and subparagraph 60(/)(v) of the said Act shall apply to'a
taxpayer for the 1992 taxation year as if it were read without
reference to clause (B.2) thereof unless-the taxpayer otherwise

'elects by notlfymg the Mxmster of Natxonal Revenue in writing.

(11) Subsectron (6) apphes to repayments made after 1990

(12)- Subsection (7) apphes to repayments A made after'

October 1991,

23. (1) Subsection 63 of the said Act is amended by addmg
thereto, the following subsectxon' C

Commuter’s child care expense

(4) Where, in a taxation year, a _person resides in- Canada near the

boundary between Canada and the United States and while so resident
incurs expenses for child care -services that would be chlld care
expenses if |
(» paragraph (3)(a) were. read w1thout reference to- the words
Canada", and :

(b) the reference in subparagraph (3)(a)(11) to re31dent of Canada"
were read-as a reference to person

those expenses (other than expenses paid for a child’s attendance at .
a boarding school or camp. outside Canada) shall be deemed to be -

. child care expenses for- the purposes of this section if the child care
services are provided at a place that is closer to the person’s principal

place of residence by a.reasonably: accessible route, having regard to’ |

the circumstances, than any place.in' Canada where such child care
services are ava11ab1e and, in respect of those eXpenses ‘subsection (1)
shall be read ‘without reference to the -wotds "and contains, where the
payee is an md1v1dual that individual’s Social Insurance Number
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2) Section ()] applies to the :-‘19'92 and subsequ‘e'nt taxation
years.

24. (1) Al that portlon of subparagraph 66 2(5)(b)(v) of the sald
Act following clause (A) thereot‘ is repealed and the-. followmg
substituted therefor:

exceeds o

(B) the amount if any, bv Wthh

: (I) the total of all amounts that would be determined-under B

paragraph 66.7(4)(a), immediately before the time (in this

17

clause referred -to as the "relevant time") at-which.such " . -

proceeds of disposition became receivable, in .respect.of = .-
the taxpayer and an original owner .of -the -particular-.

property'(or of any other property acqu1red by the taxpayer«
-with the particular property in circumstances in which:

subsection 66.7(4) .applied and in respect. of which .the "
proceeds of d1spos1tron became receivable by the taxpayel-;:-, o

at the relevant time) rf

1 amounts that became rece1vable at or: after the-: . )

relevant time Were not taken 1nto account,

\“;_2-'.‘ each des1gnat1on"made under‘

subparagraph 66.7(4)(a)(iii) in respect of an amountithat ..
became receivable before the relevant time were made o

“before : the relevant time, and.

3. p(;ragraph 66 7(4)(a) were read without reference to
) "3 f'

exceeds "t'he: total- of

1)) all .amounts .that would be. determmed under
" paragraph 66.7(4)(a) at the relevant time in respect of the
. taxpayer and an original. owner of the partrcular property
(or of. that other property) if B ,

1 amounts that became rece1vab1e after the relevant
time ‘were not taken mto account

.fj2 each desrgnatlon_ made scunder .

; subparagraph 66.7(4)(a)(iii) in respect of an-amount that

became receivable at or before the relevant trme were -

. made before the relevant time,
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3. paragraph 66. 7(4)(a)were read w1thout reference to

"30% of", and. -

4. amounts described in subparagraph 66.7(4)(a)(iii).

that became receivable at the relevant time were not
. taken into account, and :

- (IID such portion of the amount otherwise determlned
under this clause as has been otherwise applied to reduce
the ‘amount otherwise deterrmned under th1s subparagraph,

(2) Subparagraph 66. 2(5)()(x). of the sald Act is repealed and‘

the following substltuted therefor' .

" (x) the amount by which the total- of all amounts determined
‘under subsection 66.4(1)in respect of a taxation year of the

~‘taxpayer ending at or before that time exceeds the total of all
amounts each of which- 1s the least of

= '(A) the: amount that would be _determined undef
" paragraph .66. 7(4)(a), at a time (hereafter in this subparagraph
referred to only as the "particular time") that is the end of the
latest taxation year of the taxpayer ending at or before that
time; in respect of the taxpayer as successor in respect of a
disposition (in_this subparagraph referred to as the "original
d1spos1tlon"ﬂ)f Canadian resource property by a person who
1S an original owner of such property by reason of the
, orlgnal disposition, if -

o (I) that paragraph were read without‘ reference to' "30%
of",

(I1) where the taxpayer has d1sposed of all or part of such
property in circumstances in which subsection 66.7(4)
applied, that subsection continued to apply to the taxpayer
"in respect of the original disposition.as if subsequent
successors were ‘the same person as the taxpayer and

;(III) each desrgnatlon made under -

subparagraph 66.7(4)(a)(iii) in respect of an amount that
became receivable before the partlcular t1me were made
before - the partlcular time,

(B) the amount, if any, by wh1ch the total of all amounts
each of which became receivable at or before the particular
time and_before 1993 by the taxpayer and’ is_included in
computing  the  amount - determined under
subparagraph 66.7(5)(a)(ii) in respect of the original
disposition exceeds the amount, if any, by which

680
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-(I) where the taxpayer has disposed of all or part of such
-property before the particular time in circumstances to
which subsection 66.7(5) applied, the amount that would
be . ..determined - at .the particular time under

'subparagraph 66. 7(5)(a)(1) in respect . of. the :original -
disposition if that subparagraph continued to app1y to: the -

taxpayer ‘in respect of the original disposition as if
subsequent - successors were the same person. as : the
taxpayer, and

(II) in any other case, the amount determ‘ined'at the
particular time under’ subparagraph 66. 7(5)(a)(1) in respect
. of-the orlglnal disposition- ,

exceeds

<(III) the amount that would be. determlned at the partlcular
time -under: subparagraph 66.7(5)(a)(ii) in respect. of -the
_ original disposition if - that subparagraph were: -read without
refererice. to the words "or the:successor"; wherever they

appear therein, and if amounts that became recelvable after

1992 were not taken into account and
© where o B |

(I).after the - original . disposition and at or. before the

particular time, the. taxpayer has disposed of all or-part of

..such  property . -in ;- circumstances :: - which
subsection 66.7(4) applied; otherwise than by way of an
amalgamation or merger or by reason only of the
- application of paragraph 66.7(10)(c), and

(1) the winding-up of the taxpayer commenced at or
- before that time or the taxpayer’s disposition- referred to
in subclause (D) (other than a d1spos1t10n _pursuant to an

agreement .. in.  writing: - entered .. :into- before

ANNOUNCEMENT DATE .+ 1) occurred after
ANNOUNCEMENT DATE ‘ .

nil,

3 Subsection (1) applles to taxatlon years : endmg after»

February 17, 1987.

@ Subsectlon (2) applles to taxatlon years - endmg afterf»

~ANNOUNCEMENT DATE, except that where a taxpayer so. elects
by notice in writing filed with the Minister of National Revenue
before the end of the sixth month beginning after the end of the
taxpayer’s taxation year that includes the day on which this Act
is  assented to, subparagraph 66. 2(5)(b)(x) of the said Act, as
enacted by subsection (2 §rshall apply in respect of the taxpayer

to taxation years endmg after February 17, 1987 and, . -
notwithstanding subsections 152(4) to (5) of the sald Act, such o
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assessments of tax, interest and penaltles shall be made as are.

" necessary to glve effect to the election.

25. (1) Al that portion of subparagraph 66. 4(5)(b)(v) ot‘ the said
Act t‘ollowmg clause (A) thereot‘ is repealed and the t‘ol]owmg
substltuted therefor. ‘

exceeds the total of
(B) the amount if any, by wh1ch .
(D the total of all amounts that’ would be determlned under

paragraph 66.7(5)(a), immediately before the time (in this
clause and.clause (C) referred to as the "relevant time")

at which such proceeds of disposition became receivable, - -

in respect of the taxpayer and an original owner of the
particular ‘property (or of any other property acquired by
the taxpayer with the particular property in circumstances
in which - subsection 66.7(5) applied and ‘in" respect of
which the proceéds of disposition became receivable by the
taxpayer at the* relevant time) if - -

- 1. amounts that became rece1vable at or after the
relevant time were not taken into account, '

2. each - deSIgnatlon “made under
-subparagraph '66.7(4)(a)(iii) in respect of an'amount that
-became receivable before the relevant time were made

- before the relevant ‘time, ‘and

. '31 (;)c;\ragfraph 66 T(5)(a) were read without reference to

“exceeds the total of - ' oy
D all amounts that would be determmed under
paragraph: 66.7(5)(a) at the relevant time in respect of the
taxpayer dnd an original owner of the particular property
(or of that. other property descnbed in subclause (1)) if

1. amounts that became rece1vable after the relevant
-'tlme were not taken into account

2. each des1gnat10n made under

. .subparagraph:66.7(4)(a)(iii) in respect of an amount that-

' became receivable at or before the relevant time’ were
made before the relevant time, and

. 3 paragraph 66. 7(5)(a) were read w1thout reference- to " Ce

"10% -of", and

775

780

785"

790

795

800

805

810

815

820




(III) such" portion of the- amount determined - under this

clause as has been otherwise applied to reduce the amount
otherwise determmed under th1s subparagraph and

(C) the amount if. any, by which ‘
,(I) the total of all amounts that would be determmed under

. “paragraph 66.7(4)(a), immediately before the relevant time,
“in respect: of the taxpayer and an original owner of the

* particular property (or of any other property acquired by -

the taxpayer with the particular property in circumstances

in which subsection 66.7(4) applied and in ‘respect of °

which the proceeds of disposition became recelvable by the
taxpayer at the. relevant time) if . :

1 amounts that became rece1vable at or after the .

relevant time were not taken into account,

3. each desrgnatlon made under
subparagraph 66.7(4)(a)(iii) in respect of an amount that -

. - became receivable before the relevant time were made
: before ‘the relevant trme, and -

"”3 p;ragraph 66 T(4)(a) were read without reference to
“30 "

exceeds the total of

(ID) all -amounts that would be determined - under
paragraph 66.7(4)(a) at the relevant: time in respect of the
‘taxpayer and an original owner of the -particular property
(or of :that other property described in subclause (I)) if

1..amounts ‘ that became recervable after the relevant

time were not taken into account,

21

. 2. each designation made .;under . .
* subparagraph 66.7(4)(a)(iii) in respect of an arhount that =

became receivable at or before the relevant tlme were

) .made before the relevant t1me,

.3 “paragraph. 66 '7(4)(a) were read w1thout reference to
"30% of", and _

4 amounts descnbed in subparagraph 66. '7(4)(a)(n) that

became receivable at the relevant time were not taken B

. mto account, and -

" (III) such portion of the amount otherwnse deternnned
under this clause as has been otherwise applied to reduce
the amount otherwxse determined under this subparagraph
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(2) Subsection '.>(1) applies to taxation years ending after
February 17, 1987.- .-~ : e PR o

26. (1) Clause 66.7(2)(B)(i)(B) of the said Act is amended by
striking out the words "subparagraph (10)(h)(iv)" .therein and
substituting,the words "subparagraph (10)(A)(vi)" therefor..

(2) Al -thatjlidrt‘ibn'nbf, paragrapﬁ‘ 66.7(4)(@) of the said Act
- following subparagraph (i) thereof is repealed-and the: following
substituted therefor: R '

exceeds the 'tcv)t‘éi{'_o‘f :

(ii) all amounts each of which. is an amount (other than- any
portion' thereof that can reasonably be considered to result in a
reduction -of the amount -otherwise determined under this
-paragraph in respect of another original owner of a relevant
mining_property who either is not a predecessor owner of a
relevant mining property_or became a predecessor. owner of a
relevant’ mining property before the original owner: became a
predecessor- owner of a relevant mining property) that became
. receivable by a predecessor owner of the particular property or
the successor in the year.or a preceding taxation year and that

(A) was included by the predecessor owner or the successor
in  computing -an  amount determined under
clause 66.2(5)(b)(v)(A)A at the end of the year, and

(B) can .reasonably be regarded as attributable to the
disposition of a property- (in_this subparagraph referred to as
a_"relevant mining property™) that is the particular property
or_another Canadian resource property that was acquired from
the original owner with the particular property by the
successor or a _predecessor owner of the particular. property,
and - - .

(iii) all:amounts each of which is an amount (other than any
~'portion thereof that can reasonably be considered to result in a
reduction - of the amount otherwise determined under paragraph
(5)(@) in respect the original owner or-under this paragraph or
paragraph (5)(a) in respect of another original owner of a
relevant oil and gas property who either is not a predecessor
owner of a relevant oil and gas property or became a

predecessor owner of a relevant oil and gas property before the -

original owner became a predecessor owner of a relevant oil and
_ gas property) that became receivable by a predecessor owner of

the particular property or the successor after 1992 and in the
-year or a preceding taxation year and that :
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(A) is deslgnated in respect of the original owner by the
predecessor owner or the successor, as the case may in

prescribed form filed with: the Minister within 6 months after :
the end of the taxatlon year in wh1ch the amount became

recervable

(B) was mcluded by the predecessor owner or the successor

23

in  computing = an-- amount ° determined- under e

-clause 66 (5)(b)(v)(A) at the- end of the year, and

(C) can reasonably be regarded as attrlbutable to ‘the
d1spos1tlon of a property (in this subparagraph referred to-as-

a "relevant oil and gas property") that is the particular

property ‘or another Canadian- resource property that was -
acquired from the original owner with the particular property -

by the successor or a predecessor owner of the partlcular
property, and

"(3) Subparagraph 66.7(5)(a)(ii) ‘of the said Act 1s repealed and
the following substituted therefor: 4 ,

(u) the total of all amounts each of which is an amount gothe
‘than_any.: y- portion thereof that.can reasonably be considered to

Ie.

th

s paragraph _or paragraph (4)(a) in respect of another original

-owner_of a relevant oil _and gas. propéerty who either:is not a'

predecessor owner of a relevant:oil and sas property or became

a predecessor owner of a relevant oil arid gas property before the

original owner became-a predecessor owner of a relevant oil and

gas property) that became receivable by a predecessor owner of
the particular property or the successor in the year or a
preceding taxation- year and that

(A) was included by the predecessor owner or the successor

in computing an amount  determined under -

. - clause 66.4(5)(b)(v)(A) at the end of the year, ‘and

(B) can reasonably be regarded as attributable to the' '

d1spos1tlon of a property (in this subparagraph referred to as

‘a "relevant oil and gas property”) -that is the particular = " -
+ 212950

property or another Canadian resource property -that was
acquired from the original owner with the particular property

by the successor or a predecessor owner_of the partlcular, -

property, .and

sult in a reduction of the amount otherwise determined under
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(4) Subsections 66.7(14) and (15) of the said Act are repealed o
and the followmg substltuted therefor.

- 955
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Disposal of Canadian resource properties

* (14) Where in a taxation year a predecessor owner of Canadian
resource properties disposes of Canadian  resource properties to a
* corporation in circumstances in which subsection 29(25) of the Income

Tax Application Rules, 1971 or subsection (1), (3), (4) or (5) applies,

(a) for the purposes of applying any of -those. subsections to. the

predecessor owner in respect of its acquisition of any Canadian

resource_property owned by it immediately before the disposition,
.. 1t shall be deemed, after the disposition, never to have acquired any
- ~such properties except for the purposes of :

(i) determining an amount deductible under subsection (1) or (3)
for the year, o - o

(i) where the 'i)rededessor owner and the corporation dealt with

each other at arm’s length at the time of the disposition or the

- disposition was. by way . of an -amalgamation or merger,
determining an amount deductible under subsection (4) or (5) for
the year, and '

(iii) applying subparagraph 66.2(5)(b)(v), clauses 66.2(5)(b)(X)(A). -

and (B an ‘subparagraph 66.4(5)(b)(v); and

(b) where the corporation of another cér’p’oration acquired any of the

_ properties on or after the disposition in circumstances .in which

subsection (4) or (5) applies, amounts that became receivable by the -
-.predecessor owner after  the -disposition in respect of Canadian-

resource properties retained by it at the time of the disposition shall,
for the purposes of applying subsection (4) or (5) to the corporation
or the other corporation in respect of such acquisition, be deemed
not to have become receivable by the predecessor owner.

. Disposal of foreign resource properties

(15) Where after June 5, 1987 a predecessor owner of foreign
resource properties ‘disposes of all or substantially all of its foreign

© resource properties - to a corporation in circumstances in . which .

subsection (2)-applies, for the purposes of applying that subsection to

the predecessor owner in respect of its acquisition of any of those:

properties (or othgr foreign resource properties retained by it at the
time of the disposition which were acquired by it in_circumstances in
which subsection (2) applied), it shall be deemed, after the disposition,

never to have acquired the properties.

_ (5) Subsections (1) to (3) and subsection 66.7(15) .of . the: said -

Act, as enacted by subsection (4), apply to taxation years ending
after February 17, 1987 except that, where a taxpayer files a
form referred to in subparagraph 66.7(4)(a)(iii) of the said Act,
as enacted by ‘subsection (2), with the Minister of National
Revenue before the end of the sixth month beginning after the
end of the taxpayer’s taxation year that includes the day this Act
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is assented to, the taxpayer shall be deemed to have filed .the

form'on a timely. basis.

(6) Subsection 66.7(14) of the said. Act, as enacted by
Subsection (4), applies to dispositions occurring in taxation years
__‘ending after February 17, 1987. - e

27. (1) Subsection 69(4) of the said Act 'isA.i‘epéal.ed; and the

following substituted therefor:
Shareholder appropriations

(4) Where at-any ‘time property of -a corporation has been
appropriated in- any -manner whatever to -or for the benefit of a
shareholder of the.corporation for no consideration or for consideration
that is Jess than its fair market value and a sale thereof at its fair
market value would have increased the corporation’s income or
reduced a loss of the corporation, the corporation shall be deemed to
have disposed of the property,- and to have-received proceeds' of
disposition therefor equal:to the fair market value thereof, at that time.

(2) Subsection (1);‘ applieé ._t01 appropriai:ions oécurring after

ANNOUNCEMENT DATE.

- 28.(1) Stibsecfibn 70:(3;1) 6f fhe. said Act ls reﬁealed and the
following substituted therefor: S R

Exception

(3.1) For.the .purposes of this section, "rights or things" do -not
include an interest in a life insurance policy (other than an annuity
-contract of a taxpayer where the payment therefor was deductible in
computing the taxpayer’s income because of paragraph 60(/) or was
made in circumstances to- which subsection 146(21) applied), eligible

capital property, land included in the inventory of ‘a business, a - .

Canadian resource property or a foreign resource property.

) Subsection ’70t5) of the said Act is amended by stﬁking out
the word "and" at the end of paragraph (b) thereof and by
repealing paragraph (c¢) thereof and substituting the following
therefor: } -

(¢) where any depreciable property.of the taxpayer of a prescribed
class that is deemed by paragraph-(a) to have béen disposed of is
acquired by any. person as a consequence of the death (other than
where the taxpayer’s proceeds of disposition under paragraph (a)

were redetermined under subsection13(21.1)) and the amount that -
was the capital cost to the taxpayer of that groperty exceeds the .

amount determined under paragraph (b) to be the cost to that person

thereof, for the purposes of sections 13 and 20 and any regulations -

made for the purposes of paragraph 20(1)(a),
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(i) the capital cost to the person of the property shall be deemed

'to be the amount that was the capital cost to the taxpayer of the .

property, and :

(ii) the excess shall be deémed to have been allowed to that
person in respect of the property under regulations made for the

purposes of paragraph 20(1)(a) - in computing income for the
taxation years ending before the person acquired the property;
and’ ' ' o ‘

(d) where a property of the taxpayer that was deemed by

paragraph (@) to have been disposed of is acquired by any person -
as a consequence of the death and the taxpayer’s proceeds of -

disposition in respect of the property under paragraph (a) were

redetermined  under  subsection 13(21.1), notwithstanding

paragraph (b),

(i) where the property was depreciable property of a prescribed
class and the amount that was the capital cost to the taxpayer of
that property exceeds the. amount so redetermin’ecf

subsection 13(21.1), for the purposes of sections 13 and 20 and

_ any regulations made for the purposes of paragraph 20(1)(a),

(A) the capital cost to the person of the property shall be
deemed to be the amount that was the capital cost to the

taxpayer of the property, and '

(B) the excess shall be deemed to have been allowed to that
person in respect of the groperty under regulations made for
the purposes of paragraph 20(1)(a) in computing income for

and

(i1) where the “property ‘is land (othér than land to which -

-subparagraph (i) applies), the cost to the person of the property
shall be deemed to be the amount that was the taxpayer’s

proceeds of disposition of the property redetermined under -

_subsection 13(21.1).

3) Subparagraph .70(6)(d)(i‘) of the said Act iS repealed and the
following substituted therefor:

(@) ,wherel.the. property was dep:eci'able property of a prescribed
class, the lesser of the capital cost and the cost amount to the
taxpayer of the property immediately before the death, and

(4) All that porti'oii of subsection 70(9) of the said Act following
pl?ragfraph (@) thereof is repealed and the following substituted
therefor: g : .

under -

taxation years ending before the person acquired the property,
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(b) the taxpayer. shall- be- deemed.-to - have disposed, -immediately
before the death,.of the property and to- have rece1ved proceeds of
disposition therefor equal to, ,

®» where the property was depreciable- property of a prescnbed

class, the lesser of the capital -cost and the cost amount to the‘

paze r of the- property 1mmed1ately before - the death and

subparagraph (i) applies), its adjusted cost base to the taxpayer
immediately before the death; . R

and the child shall be deemed to have acqulred the property for an
‘amount equal to those proceeds, and- _

(c) where. the property was depreclable property of a prescrrbed

class, paragraph (5)(c) and (d) apply as if the references therein to

paragraph (a)" and to "paragraph (b)" were read as- references to

"paragraph (9)(b)" S . L
except that, where the‘ legal representative of the taxpayer so elects in
the taxpayer’s.return of income.under this Part for the year in which
the taxpayer died, paragraph (b) shall be read as follows

"(b) the tax ayer shall be deemed to have dlsposed 1mmed1ately

before the death, of the ropert?; and to. have received proceeds of. .
amount as the legal representative.

: dlsposmon therefor equal to suc

- elects in the taxpayer’s return of income under this Part for the year

. in_ which the taxpayer d1ed not greater than the greater of nor. less
than the lesser of .

(1) where the. property was deprecrable property of a prescrrbed -

class, :

(ii) where the property is land (other than land to which

1085
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(A) the fair market value of the property 1mmed1ately before' R

the death and

B) the lesser of the cap1ta1 cost and the cost amount to the
taxpayer of-the property 1mmed1ately before the death and

(ii) where the property is land (other than land to wh1ch
subparagraph @ a pphesz, '

(A) the fair- market value of the land 1mmed1ately before the
death, and

(B) the adjusted cost base to the taxpayer of the land,

1mmed1ately before the death,
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and the child shall be deemed to have acqu1red the property for an 1
amount equal to those proceeds, except that for the purposes of this ‘
paragraph, where the elected amount exceeds the greater- of the 1120
amounts determined under subparagraph (i) or (ii), as the case may
be, it shall be deemed to be equal to the greater thereof, and where
the elected amount is less-than the lesser of the amounts determined
under sub aragraph - ' (ii); as the case may be, it shall be

1125
(5) All that portlon of subsectlon 70(9.1)  of the said Act‘ '

following paragraph (@) thereof 1s repealed and the following
substituted therefor:. ,

(b) the trust shall be deemed to have dlsposed 1mmed1ately before -
the death, of the property and to have rece1ved proceeds of = 1130
d1spos1t1on the1efor equal to, , ’

. (i) where the proper“cy was deprec1ab1e pr0pe11y of a prescnbed '
class, the lesser of the capital cost and the cost amount to the -
- trust of the property 1mmed1ate1y before the death, and

(i) where the pr0perty is- land (other than. land to wh1ch 1135
‘subparagraph (i) applies),- its adjusted - cost- base to the trust
1mmed1ate1y before the death

_and the child shall be deemed to have acqulred the property for an |
amount equal to- those proceeds, "

(©) where any - deprec1ab1e property of a. prescnbed class that is 1140
" deemed by paragraph-(b) to have been disposed of by the trust is -
- acquired by a ch11dp of the taxpayer as a consequence of the death

(other than "where the ' trust’s proceeds of disposition - under

paragraph (b) were redetermined under subsection 13(21.1)) and the

amount that was the capital cost to the trust of that property 1145

exceeds the amount determined: under. paragraph (b) to be the cost

to the child of that property, for the purposes of sections 13 and 20

and any regulat1ons made for the purposes of paragraph 20(1)(a),

(i) the capital cost to the child of the property shall be deemed
to be the amount that was the cap1ta1 cost to the trust of the 1150
property, and .

|
(ii) the excess shall be deemed to have been allowed to the child |
in respect of- the’ pro perty under regulatmns made for the !
-purposes of paragraph 20(1)(a) in computing income for taxation |
years € ndmg before the person acgu1red the’ propeny, and 1155 |

(7)) where the cproperty of the trust that is deemed by paragraph (b) -
to have been disposed of is acquired by a child of the taxpayer as

a consequence of the death and the trust’s proceeds of disposition |
in respect of the property under paragraph (b) were redetermined |
under subsection 13(21.1), notw1thstandmg paragraph (b), 1160



(i) where the property was depreciable property of ‘a prescribed.

class and the amount that was. the capital cost to the trust of that
property  exceeds - the amount redetermined = under
subsection 13(21.1), for the purposes of sections 13 and 20 and

. any regulations made for-the purposes of paragraph 20(1)(a), L

(A) tﬁé 'capita.l-'cdst, to the éhild of the property shallvbé‘

29 -

1165

deemed to'be the amount that was the capital cost to the trust . -

of the property, and

: (B),the'eXCess shall be deemed to have been allowed to that:"- -
.child in respect of the property under regulations made for:

the purposes of paragraph 20(1)(a) in computing income for
ta):iation years ending before the child acquired the property,
an o . :

(ii)- where -the property is land (other -than land to which

subparagraph. (i) applies), the cost to the child of the property
shall be deemed to be the amount that was the trust’s: proceeds. -

of disposition redetermined under subsection -13(21.1)

- except that, where the trust so elects in its return of income under this -~ -

Part for its taxation year in which the -taxpayer’s spouse died,
paragraph (b) shall be read as follows:

"(b) the trust shall beACAleérr.led to have di(sposcd,.jfhmediétel‘y-before -
the death, of the property -and to have received proceeds of

- - disposition_therefor equal to such amount as the trust elects in its

1170
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. 1180

1185

return_of .ihcome under this Part for the -year .in which' the spouse _

died, not greater than the greater of nor less than the lesser: of
(i) where the property was dépré'ciable property of a préscﬁbed
class, *.0 o S SR

(A) the fair market value of the property immediéféiy before
the death, and. LT -

(B) the lesser of the capital cost and the cost amouht to wthie
trust of the property immediately before the death, and

1190

1195

(ii) where the . property iii_s--'land -(other' ‘than land - to_ which - '

subparagrgph (i) ap plies), ]
(A) the fair market value of the land immediately before the
death, and - .. : R

(B): the adjusted cost base to the trust of the land immédiately
before the -death, ‘ . »

© 1200
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and the child shall be deemed to have acquired the ‘property for
an amount equal to those Erocecds, except that for the purposes
of this paragraph, where the elected amount exceeds the greater

of the amounts determined under subparagraph ‘(i) or (ii), as the

case may. be, it shall be deemed to be equal to the: greater -

thereof, and where the elected amount is less than the lesser of
the amounts determined under subparagraph (i)- or' (ii), as the

" case_may. be, it shall be deemed to be equal to the lesser-
~tﬁere‘of,'f. i . o

~ (6) Section 70 of the said Act is further amended by adding..:

thereto the following subsections:- . ,

Capital cost of certain depreciable p}operty

(12) For the purposés of this section, and, where a provision of this
section (other than. this subsection) applies, for the purposes of-:

sections 13 and 20 (but not for the purposes of any regulations made

for the purposes of paragraph 20(1)(a)), T e
(a) the capital cost ‘t,o a takpayér.‘. of depreciable ﬁrbperty of a
prescribed class disposed of immediately before the death of the
taxpayer, or ‘. - . o

(b) the capital cost to a trust (to which subsection (9.1) applies) of
depreciable progertty? of a prescribed class,disgo,sed of immediately
- before the death of the spouse described in that subsection,

shall, in respect of 1$r_o" erty that had not been disi)oscd of by the
taxpayer or the.trust before that time, be the amount that it would be
if subsection 13(7) were read without reference to

- (¢) the expression "the lesser of" in paragfép‘h ®) and -

~ clause (d)(i)(A) thereof, and

(d) subparagraph (b)), subclause (@AY, clause (@)@(B) and
paragraph (e) :the;eof.

Order of dispo&dl of depreciable property-

-(13) Where 2 or more depreciable properties of a prescribed class
are disposed of at the same time as a consequence.of a taxpayer’s
death, this section and paragraph (a) of the definition "cost amount"
in subsection 248(1) apply .as if each- property so disposed of is
separately disposed of in the order designated by the taxpayer’s legal
representative or, in the case of a trust described in subsection (9.1),
by the trust and, where the taxpayer’s legal representative or the trust,
as: the case may be, does not designate an order, in the order
designated by the Minister, .
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years.

- (8) Subsections»(Z) to '(6) apply' to dispositions o¢curring ;~afterc :

1992. o \ e e <o 1250
29. (i) All that portion of . subsection 73(1.1) of the said- Act L

preceding ' paragraph (a) thereof lS repea]ed and the followmg-

substituted therefor: - .
Interpretation

(1.1) For greater certainty, where, under the laws of a provmce or
- because of a decree, order or judgment of a competent tribunal made

in accordance with such laws, a person referred to in subsection: (1) :

(2) Subsectlon (1) apphes to transfers occurrlng after July 13,

199

@ Subsectlon (1) applles to: the 1992 and subsequent taxatlon

31

30. (1) Paragraph 84(1)(c.3) of the sald Act is repealed and the. .

following substltuted therefor'

(c.3) where the corporatlon is nerther an: 1nsurance corporatlon nor
a bank, any action by which it converts into paid-up capital in
respect of a class of shares of its capital stock any of its
contnbuted surplus that arose after March 31, 1977 :

@) on the issuance of shares of that class or shares of another

class for which the shares of that class were. substituted (other..

than an issuance to which section 51, 66.3, 84.1, 85, 85.1, 86 or-
87, subsection 192(4 1) or 194(4 1) or section 212.1 applred), E

(ii) on the acqu1s1tlon of property by the corporatlon from a

person who at the time of the acquisition held any of the issued
shares of that class or shares of another class for which shares

of that class were ‘substituted for no consideration or. for -

consideration that did not include shares of the caprtal stock of
the corporation, or

(iii) as ‘a result of any action .by which the paid-up capltal in
respect Of that class of shares or in respect of.shares of another

class for which shares 'of that class were substituted was reduced -

by the corporation, to the extent of ithe reduction: in- pald-up
capital that resulted from such action,

2) Sectlon 84 of the said Act is further amended by addmg. .

thereto the followrng subsection:

Computation of contributed surplus

(11) For purposes of subparagraph (1)(c:3)(ii), where the property' o 1285

. acqulred by the corporation ("in this subsection referred to as the

"acquiring corporation") consists of shares (in this subsection referred.
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to as the "subject shares") .of any class of the capital stock of another
. corporation resident in Canada (in .this subsection referred to as the
"subject corporation”) and, immediately after the acquisition of the
subject shares-the ‘subject corporation would be connected (within the
meaning that would be assigned by subsection 186(4) if the references
. therein to "payer corporation” and "particular corporation" were read
as "subject corporation” and "acquiring corporation", respectively) with

the acquiring -corporation, the contributed -surplus of the acquiring -

corporation that arose on the acquisition of the subject shares shall be
deemed to be the lesser of o

(@) the amount added to the contributed surplus of the acquiring
.corporation on' the .acquisition of the subject shares, and . -

(b)'the amount, .if dny, by which the paidQup céﬁital in_respect of .

the subject shares at the time of the acquisition exceeded the fair
market value of any consideration given by the acquiring
corporation for the subject shares.

"% (3) Subsection (1) applies-to. actions occurring after July 13,
1990, except that ~ for such actions occurring. before
ANNOUNCEMENT DATE, subparagraph 84(1)(c.3)(iii) of the said
Act, as enacted by subsection (1),.shall be read as follows:

(1i1) on the reduction 'by the ,cbrporation of the paid-up capital.

in respect of that class of shares or in respect of shares of
another class for which shares of that class were substituted,

(4) Subsection (2) applies to actiohs occurring on or after
ANNOUNCEMENT ‘DATE. . . . .

31. (1) All that imrtion of Subséétion 85.1(2) of the said Act

preceding subparagraph (b)(i) ' thereof - is repealed and the -

following substituted therefor:

Where rollover-not to apply

(2) Subsection (1) does not apply where

(a) the vendor and purchaser - were, .immediately -before the-

- exchange, not dealing with each other at arm’s length. (otherwise

than because of a right referred to in paragraph 251(5)(b) that is a -

- right‘ of the purchascr to acquire the exchanged shares); -

(b) the vendor or persons with whom the vendor did not deal at
arm’s length, (otherwise than because of a right referred -to in
. paragraph 251(5)(b) that is a right of the purchaser to_acquire the
exchanged shares) or the vendor together with persons with whom
the vendor did not deal at arm’s length (otherwise than because of

-a_right referred to_in_paragraph 251(5)(b) that is a right of the
purchaser to acquire the exchanged shares),
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(2) Subsection (1) applies to exchanges occurring after
ANNOUNCEMENT DATE ; . ‘

32. (1) ‘Section 86 of the said Act is amended: by addm%thereto, :
sectmn. .

immediately after subsectlon ) thereof the followmg

Computation of patd-up capztal

(2.1) Where subsection (1) applles toa dlsposmon of shares of the -

,capltal stock of a-corporation (in this subsection referred to as the
“"exchange"), in computing the paid-up capital in respect of a particular
class of shares of the capital stock. ofp t

" time after the exchange,

(@) there shall be deducted the amount determined \by'the" formula ;

A x BIC
where “

A is amount, if any, by whlch

(i) the total of all- amounts each of Wthh is the 1ncrease if any, -

-as a result of the exchange, in the paid-up capital in respect of

a class of shares of. the ca;;lltal stock of. the .corporation, .
is subsection as-it applies to.the. .

© computed without reference to t
exchange, '

exceeds

(ii) the amount, if any, by which the paxd up capltal in respect:

of the old shares exceeds the ".fair market value of the
consxderatlon (other than_shares of the capital stock of the

oration) ngen by the . corporatlon for the old shares on. the
exc ange, S

B is the 1ncrease if any, as a result of the exchange in the pald—’

up capital in respect of the particular class of shares; computed -

without reference- to this subsectlon as it. apphes to- the exchange
and : R

C is the amount, if any, determlned in: subparagraph (1) of the

41370

description of ‘A in respect of the exchange and
.(b) there shall be added an amount equal to the lesser of
(i) the amount if any, by which: ,
(A) the total of all amounts deemed by subsectlon 84(3) @)

the corporation at any particular
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exceeds ‘-

(B) the total that would be determined under clause (A) if

thls Act were: read w1thout reference to paragraph (a) and- -

(ii) the total of all amounts requ1red by paragraph (a) to be

deducted in respect of that partlcular class of shares: before the
" particular time.

) Subsection 86(3) of the said . Act is . repealed and the
following substltuted therefor.

Apphcatwn

- "(3) Subsections - (1) and (2) do not apply in any . case .where
* subsection .85(1) or (2) applies.

(3) Subsection (1) applies to exchanges occurring after
August 1992, other than an exchange occurring after August 1992
and before ANNOUNCEMENT DATE where the corporation
issuing shares on the exchange so elects in writing and files the
election with the Minister of National Revenue before the end of
the sixth month after the end of the month in which this Act is
assented to.

(4) Subsection (2) apphes to reorgamzatlons commencmg after
ANNOUNCEMENT DATE. -

33. (1) Subsection 87(1.2) of the said Act is repealed and the
following substituted therefor:

" New corporauon contmuanon of a predecessor

(1.2) Where there has been an amalgamatlon of corporatlons '
described in paragraph (1.1)(a) ot of 2 or more corporations each.of -

which is a subsidiary ‘wholly-owned corporation of the same person,
the new corporation shall for the purposes of section 29 of the Income
Tax Application Rules, 1971, subsection 59(3.3) and sections 66,-66.1,
66.2, 66.4-and 66.7, be deemed to be the same ‘corporation as and a
continuation of- each .predecessor. corporation, except that this
subsection shall not affect the determination of an predecessor
corporation’ s fiscal p _period, taxable income or tax paya le

). Subsectlon 87(1.4) of the sald Act is repealed .and . the
followmg substituted therefor.

Def‘ nition of subsquzly wholly-owned corporatzon" ‘

(1.4) Notw1thstand1ng subsection 248(1) for the purposes of

subsections (1.1), (1 2) and (2.11) and this subsection, "subsidiary
: wholly—owned corporatlon of a person (in this subsection referred to
as the "parent”) means a corporation all the issued and outstanding
shares of the capital stock of which belong to

(a) the parent; -
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(b) a corporation that is a subsidiary wholly-owned corporation of
the parent; or . _ .

(c) any cormbination of

in paragraph’»'(a) or (b).

* (3) Paragraph 87(2)(7.3) of the said Act is repealed and- the
following substituted therefor:

Employee benefit plans, etc

(j.3) for the purposes of paragraphs 12(1)(n.1), (n.2) énd n3)and - -
og and (pp), section 32,1, paragraph 104(13)(b) -and

2000)(), (o
- Part XI.3, the new corporation shall be deemed to be the same

corporation as, and a continuation. of, each predecessor corporation;

(4) Subsections (1) and (2) aé)ply tb amalgamétions occurring
after ANNOUNCEMENT DATE. oo .

ANNOUNCEMENT DATE.
34, (1) Subclause 88(1)(e.3)(ii)(C)(I) -of -the said Actwi_sv;rep'ealed

(5) Subsection (3) applies ' to- ‘taxation years énding after

and the following substituted therefor:

(1) ‘where the subsidiary carried on a particular business in -

the course ‘of which ‘a property was acquired, or an
. .. expenditure was made, before that time in respect. of which

an’ amount - was included in computing the- subsidiary’s-

35 -

perséns _each of whicAh.-is a person désc‘:ribed Co

- 1425

investment tax credit for its taxation year in which it was =~
wound up, and the parent carried on the particular business - -

throughout the particular year, the amount, if any, by

which ‘the total of all amounts.each of which is the
. parent’s income for the particular year from the particular

- business, or the parent’s income for the particular year

from ' any - other. business substantially all the' income - of*
which was ‘derived from. the ‘sale, leasing, rental or -

~ development of properties or the rendering of services

similar to the properties:sold, leased, rented-or’'developed, -
or the services rendered, as the case may™”be, by -the:

subsidiary in carrying- on the particular business before
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that “time, exceeds thé total of the amounts, if .any; .

deducted by the. parent under paragraph 111(1)(a): or (d)‘“-v..‘
for the i{)a‘rticula'r year-in respect of a non-capital loss or *
loss; -as the case'may be, for a-taxation year in -

a farm :

respect: of the- particular- business - _ ’

) Subsé;:fion (1), a pliés to 'Wihdings-up‘ comiﬁe'ﬁéihg after
ANNOUNCEMENT DATE.
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35. (1) Section 88.1 of the said Act is repealed.
(2) Subsection (1) applies after 1992 except that, where a

corporation has elected in accordance with subsection 87(4), -

subsection (1) applies to the. corporation from the corporation’s
time of continuation (within the meaning assigned by
subsection 87(4)). : :

36. (1) Paragraph 89(1)(a) of the said Act is repealed and the
following substituted therefor:

"Canadian corporation" .
«corporation canadienne»

(a) "Canadian corporation” at aﬂy time means avcorporation that is
“resident in Canada at that time and was

() inc':orpbrdtéd in Canada, or

(ii) resident in Canada throughout the period commencing
June 18, 1971 and ending at that time, o ‘

and, for greater certainty, a corporation formed at any particular

time by the amalgamation or merger of, or by a plan of -

arrangement or other corporate reorganization in respect of, 2 or
more corporations (otherwise than as a result of the acquisition .of
property of one corporation by another corporation, pursuant.to the
purchase of such property by the other corporation or as a result of
the distribution of such property to the other corporation on - the
winding-up of the corporation) 1s a Canadian corporation because
of subparagraph (i) only if : , :

.~ (iii) that reorganizatibn took place under the laws of Canada or
a province, and ' '

(iv) each of those c'mg)orations was, immediately before the
particular time, a Canadi .

ian corporation;

(2) Clause 89(1)(&)(ii)(C),of the said Aét is repealed and the
’ following substituted therefor: - - e ~

(C) where the: particular time is after March:31, 1977, an
amount equal to the paid-up capital in respect of that class
_ of shares at the particular time, computed without reference
to the provisions of this Act except subsections 51(3) and
66.3(2) and (4), sections 84.1 and 84.2, subsections 85(2.1),

85.1(2.1), 86(2.1), 87(3), 87(9), 128.1(2) and (3), 138(11.7),
192(4.1) and 194(4.1) and section 212.1,
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(3) Subsection. (2) applles to determinations of paid-up capltal:
after August 1992, except that in applying clause 89(1)(c)(ii)}(C) of -

the said Act, as enacted by subsection (2), before 1993 it. shall be
read wrthout reference to "128. 1(2) and (3)" ‘

37. (1) Subparagraph 95(2)(h)(i) of the sald Act is repealed and A 1508

the following substltuted therefor:

(i) the redemption, cancellatlon or acquisition of a share of the

capital stock of, or the reduction of the capital of, -another
foreign afﬁhate of the taxpayer or

(2) Subsection (1) applies' to redemptions, cahcellatlons

acquisitions. and reductions occurrmg after ANNOUNCEMENT o

DATE.

38. (1) Section-96 of the said Act is amended by adding thereto
the following subsectlon.

Cost of assets on res:dent becommg partner

(8) For the. purposes of this Act, where at any time a person
resident in Canada becomes a member of a partnership’ and

immediately .before - that time no member: of -the . partnership was .

subject to tax under this Part in respect of the. income of the
partnership, the cost or cap1ta1 cost of each property that is inventory
or capital property at that time of the partnershxp shall be - deemed to
be equal to the lesser of -

(@ its fa1r market value at that time, and

(b) its cost or capxtal cost otherwise determined:

(2) Subsection (1) apphes to partnershlp mterests acqulred after -

ANNOUNCEMENT DATE.

39. (1) Paragraph 98. 1(1)(a) of the saxd Act is repealed and the
followmg substltuted therefor: .- -

) (a) until such time as all the taxpayer’s rights (other than a right to
a share of the income or loss of the partnership under an agreement
referréd to in subsectxon 96(1.1)) to receive any property of or from
the partnership in satisfaction of the taxpayer’s interest in the
partnership immediately before the time that the taxpayer ceased to
be a member of the: partnersh1p are satisfied in.full, such interest (in
this_section referred to'as a "residual -interest") shall, subject to
sections 70 and 128.1 but notwithstanding any other section of this
Act, be deemed not to have been disposed of by the taxpayer and
to continue to be an interest in the partnership;

37
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(2) Subsection (1) applies after 1992 except that, where a

corporation - has “elected. in -accordance. with subsection 87(4),

subsection (1) apphes to the corporation from the corporation’s
time of continuation (within . the meaning -assigned by
subsection 87(4)). ’

40. (1) Subeection 104(22) ofq the said Act is repealed and the
following substituted therefor:

Designation of foreign source-income by trust -

' (22) For the purposes of this subsection, subsection (22.1) and
section 126, such portion of the mcome of a trust for a taxation year
- (in_this subsection referred to_as "that year") -throughout which it is
resident in Canada from a source in a country other than Canada as

(a) can reasonably be considered (having regard ‘to all the
circumstances including the terms and conditions of the trust
arrangement) to .be part  of the income that, because of
subsection (13) or (14), was included in computing the income for
a particular taxation year of a particular beneﬁciary ‘under the trust,
and

(®) is not des1gnated by the trust in respect of any other beneﬁcrary :

thereunder _ ,
shall, if so desrgnated by the trust in respect of the particular
beneficiary in its return of income for that year under this Part, be
deemed to be income of the particular beneﬁciary for the Qartlcula
year from that source.
Foreign tax deemed paid by beneficiary

(22.1) Where a taxpayer is a beneﬁciary under a trust, for the

purposes of this subsection and section 126 the taxpayer shail be .

deemed to have paid as business-income tax or non-business-income
tax, as the case may be, for a particular taxation : ‘year | in respect of
a source the amount determmed by the formula

A x B/C

where

A1s the amount that, . but for subsectlon (22 3) would be the
business-income tax or non-business income tax, as the case may
be, paid by the trust in respect of the source for a taxation year (in
this subsection referred to as that year") of the trust that ends in
the particular year; .
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Bis the amount deemed because. of - a designation under -
. subsection (22) for that year by the trust, to be income of ‘the

taxpayer from the source; and °
Cis the*income of the trust for that yea’r from the source.

Recalculatwn of trust’s foretgn source income

(22.2) For the purposes of sectlon 126 there shall be deducted :

- in computing .the income of a trust from a source for a taxatxon year
the total of all amounts deemed, because  of - designations - under
subsection (22) by the trust for the yea.r to be income therefrom of
beneficiaries under the trust. . :

Recalculation of trust’s foreign tax

(22.3) For the purposes of section 126, there: shall be deducted

in computing the business-income tax or nou-busmess income tax paid

by a trust for a taxation year in respect of a source, the total of all-
amounts deemed, because of designations under subsection (22) by the .

39
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1595

trust for the.year, fo be paid by beneficiaries under :the trust as: -

business-income tax. or non- busmess -income tax, as the case may be
in respect of.the source. ;

Def initions

(22. 4) For the purposes of subsectlons (22). to (22 3), the

expressions "business-income tax" and "non-business income tax" have
the meanings assigned by subsection 126(7).

(2) Subsection (1) applies. to taxation years - ending after

November 12, 1981 except that, with respect-to. taxation years of -

trusts commencing before 1988, all that portion of

subsection 104(22). of the said Act preceding paragraph.(a) -

- thereof, as enacted by subsectlon (1), shall be read as- follows'

(22) For the purposes of this subsection, subsectlon (22 1) and
section 126, such: portion of the income of a trust for a taxation year
(in this subsectlon referred to as "that year“) from a source ina -

country other than Canada as

41. (1) Paragraph 107(1)(c). of the sald Act is repealed and

the followmg substituted therefor:

(c) where the taxpayer is a corporation ‘and the interest is not an

interest in a prescribed trust, its capital loss from the disposition at

any time of the interest or.part thereof shall be deemed to be the

amount, if any,” by which the amount of its loss otherwise
. determined exceeds. the amount, if any, by which
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(i) the total of all amounts received by the trust before that time
(and, where the trust is a unit _trust, after 1987) and designated 1620 .
by it in respect of the corporation under subsection 104(19) -
or (20)

exceeds

(ii) such portion of the total referred to in subparagraph (i) as
_can reasonably be considered to have resulted in a reduction - 1625
under this paragraph of its capital loss otherwise determined :
from the dispos‘ition before that time of an interest fin the trust,

(2) Subsectlon (]l) apphes to the 1988 and subsequent taxation -
years.

42 1) Subparagraph 110(1)(d)(iii) of the said Act 1s repealed‘ 1630
and the following substituted therefor:

(iii) the amount payable by the taxpayer to acquire the share
‘under the agreement (determined without reference to any change
“in the value of ‘a currency of a country other than Canada
relative to Canadian currency during the period between the time ©  — 1635

the agreement was made and the time the share was acquired)
is not less than the amount by which

(A) the fair market value of the share at the time the
agreement was made -

exceeds - : - 1640

(B) the amount, if any, paid by the taxpayer to acquire the
right to acquire the share,

or where the rights under the agreement were acqurred by the
taxpayer as a result of one or more" dispositions of rights in

“ respect of which subsection 7(1.4) applied, the amount payable 1645
by the taxpayer to acquire the old share under the original option
(determined without reference to any change in the value of a

. currency of ‘a country other than Canada relative to Canadian
currency during the period between the time the agreement was
made and the time the share was acquired) that was disposed of 1650
in consideration for a new option in the first such disposition
was not less than the amount by which '

(C) the fair market value of the old share at the time the -
agreement in respect of the original optlon was made




exceeds

) the amount 1f any, pard by the taxpayer to acqu1re the
old share, and

(2) Subparagraph 110(1)0‘)(11) of the sald Act lS repealed and
the followmg substituted therefor: - -

(ii) compensation received. under an employees or workers’
compensation law ‘of Canada or a province in respect of an
injury; disability or death, except any such compensation received

by .a person as the employer or former employer of the person:
1in respect.of whose injury, d1sab111ty or:death the compensatron )

was paid, or -

3) Subseetlon (1) apphes to the 1992 and subsequent taxatlon
years. t )

(4) Subsection (2) applles to the 1991 and subsequent taxatlon_

years.-.

43. 4y Subsection 110, 6(15) of the said Act is repealed and the ]ﬂ

followmg substituted therefor:

Value of assets of corporations
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(15) For the purposes of the definitions "quahfled small busmess -

corporatlon share" and "share of the capital stock of a family farm
corporation" in subsection (1) and the deﬁmtlon "small busmess
corporatlon" m subsection 248(1), ;

' (a) where a person (in this subsectlon referred to as the 1nsured") )

whose life was insured under an insurance policy owned by. a

particular corporation, owned shares of the capital stock (in this: -
subsection referred .to as the "subject shares") of the particular -

corporation, - any . corporation connected with = the particular
~ corporation or with which the particular corporation is connected or
any corporation connected with any such corporation or with which

any .such corporation is ‘connected (within the meaning .of

subsection: 186(4) on the assumption that the corporation referred to

herein was-a‘ payer corporation w1th1n the meanlng of that ;

subsection), - .

ey thie fair market value of the life insurance policy shall, at any

time before the death of the insured, be deemed to- be ‘its cash- - -
surrender :value'. ' (Wwithip- -the: meamng assrgned by

paragraph 148(9)(b)) at that trme and

(>i1) the total fair market value of assets (other than assets
descr1bed in subparagraph ©®, (i) or (111) of the definition
"qualified small

-'subparagraph (b)(i), (i) or (iii) of the deﬁnltlon "share- of the

. capital stock of a family farm corporation" in subsection (1) or" -

usiness corporatlon share" in- subsection (1), .
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| paragraph (a), (b) or (c¢) of the definition "small business -
corporation” in subsection 248(1), as the case may be) of any of
those corporations that are . o ' oo

(A) the procéeds, the right to receive the proceeds or
attributable to -the - proceeds of the life insurance policy of

.which the paiticular corporation was a beneficiary, and .- -

(B) used, directll); or-indirectly, within the 24-month period
commencing at the

written application - therefor -is ‘made by - the particular
corporation within that period, within such longer period as
the Minister considers reasonable in the circumstances, to
redeem, acquire or cancel the subject shares owned by the
insured immediately before the death of the insured,

not in excess of the fair market value of the assets immediately
after the death of the insured, shall, until the later of

© such redeémption, acquisition or cancellation, and

D) the date that is 60 days after the payment of the>proceeds
under the policy, S

be deemed not to exceed the cash surrender value (within the
meaning - assigned by paragraph 148(9)(b) of the policy
immediately: before the death of the insured; and -

" (b) the fair market value of an asset of a particular cbrporation that
is a share of the capital stock, or indebtedness  of another.
corporation with which the particular corporation is connected

(within the meaning of subsection 186(4) on the assumption that the. -

particular corporation was a payer’corporation within the meaning
of that subsection) is nil. : Co :

years.

44. (1) The definition "exempt share' in subsection 112(2.6) of -
the said Act is amended by striking out the word "or" at the end
of paragraph (a) thereof, by adding the word "or" at the end of
paragraph (b) thereof and by adding thereto the following
paragraph:

(c) a share that was, at the time.at which the dividend referred to
in subsection (2.4) was received; a share deseribed in paragraph (e)
of the definition "term preferred share" in subsection 248(1) during
the applicable time period referred to in that paragraph; :

time of the death of the insured or, where. .

(2) Subsection ¢} applies, to ihe 1992 -and siibsequent taxation -
o S , ' T - 1725
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(2) Subparagraph 112(4)(d)(ii)- of the said Act is repealed and '

the followmg substltuted therefor

43

o 1935

(ii) a d1v1dend other than a taxable d1v1dend or a capltal gam o

d1v1dend (w1th1n the meanlng ass1gned by subsectlon 131(1))

3 Subparagraph 112(4 1)(d)(11) of the sa1d Act is repealed and a

the followmg substltuted therefor'

(ii) a d1v1dend other than a taxable d1v1dend or a capltal gam

d1v1dend (w1th1n the meamng ass1gned bv subsectlon 131(1))

1740

) Subparagraph 112(4 2)(d)(ii) of the sald Act is repealed and K

the followmg substltuted therefor:

(11) a d1v1dend other than a taxable d1v1dend or a camtal gains

d1v1dend (w1th1n ‘the meanmg ass1gned by subsectlon 131(1))

5) Paragraph 112(7)(b)  of the sald Act is repealed- and the

following substltuted therefor

(b) that proportlon of the total of all amounts each of which is the
amount determined in_respect: of an-old ‘share exchanged by th
holder at the partlcular time equal to the lesser of

(i) the total - of all amounts each _of * which_is " received' :or-

1745

1750

designated by the holder in respect of a taxable dividend, a ~=* -~ =

capital dividend or a life insurance capital dividend on the old: ’

share, and

(ii) the adjusted cost base to the holder of the old share
immediately before tle part:cular tlme

that

@) the adjusted cost base to the holder of the new sharev |
- 1760

1mmed1ately after the exchange

is of

1755

(iv) the' adjusted cost base to the holder of all new shares o

immediately after the exchange

(6) Subsection (1)  applies  fo" shares issued ‘i‘*i’after- S 65
. o - 17

ANNOUNCEMENT DATE

(7) Subsectlons ¥)) and (4) apply to the determmatlon of losses

* arising in the 1990 and subsequent taxation' years and, where a
taxpayer has elected under subsection 84(6) of An Act to amend - .
the Income Tax "Act, the Canada Pension - Plan, the Cultural =
Property Export and Import Act, thé Income Tax “Conventions. - .
Interpretation Act, the Tax Court of Canada Act, the Unemployment .
Insurance Act, the Canada-Newfoundland Atlantic Accord

21770
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_ Implementation Act, the Canada-Nova Scotia Offshore Petroleum
Resources Accord Implementation Act and certain related Acts,,

being chapter 49 of the Statutes of Canada, 1991, to the

~ taxpayer’s - 1985 to 1989 taxation years, in  which case,

notwithstanding subsections 152(4) to (5) of the Income Tax Act,

such assessments of tax, interest and: penalties shall be made as
. are necessary to give effect to those amendments. .

* (8) Subsection (3) applies to the 1990 and subsequent taxation
years and, where a taxpayer has elected under subsection 84(7)
of An Act to amend the Income Tax Act, the Canada Pension Plan,
the Cultural Property Export and Import Act, the Income Tax
. Conventions Interpretation Act, the Tax Court of Canada Act, the
Unemployment Insurance Act, the Canada-Newfoundland - Atlantic
Accord Implementation Act, the Canada-Nova Scotia Offshore

Petroleum Resources Accord Implementation Act and certain related

Acts, being -chapter 49 of the Statutes of Canada, 1991, to the
taxpayer’s - 1985  to 1989 taxation years, in which case,
notwithstanding subsections 152(4) to-(5) of the Income Tax Act,
such assessments of tax, interest and penalties shall be made as
are necessary to give effect to that amendment. '

(9) Subsection (5) applies to losSés .arising in the 1992 and
subsequent taxation years. -~ - o ' ' o

45. (1) All that portion of section 114 .of the said Act preceding
paragraph (b) thereof is repealed and the following substituted
therefor: . . - . - ' : -

Individual resident in Canada Jor only part of year

114. Notwithstanding subsection 2(2), where . a,r‘i‘. individual is .

- resident in Canada during part of a taxation year, and during another
part of the year is non-resident, the individual’s taxable income for the
-year is the amount, if any, by which the total of

(@) the individual’s income for the period or -periods in the year
. throughout which the individual is resident in Canada, computed as
- though ;he period or periods were the whole taxation year, and

' (2) Subsection (1) applies to the 1992 and subsequent taxation
years. : . '

46. (1) All that portion of paragraph 118.3(2)(&) of the said Act
- following subparagraph (ii) thereof is repealed and the following
substituted therefor: .

or, where that. person is the individual’s parent, grandparent, child
or grandchild, could have claimed such a deduction if the individual
were not married and that person had no income for the year and
- had attained the age-of 18 years before the end of the vear, and
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2) Subsection (1) applies to the 1993 and. subsequent taxation
years.

47. (1) All that portlon of sectlon 118 91 of the sald Act
preceding paragraph () thereof is repealed and the followmg
substituted therefor' " _ B

Part-year restdeuts

118.91 Notw1thstandmg e provisions- ‘of sections 118 to 1189,

45

1815

......

where an individual -is resident in Canada during -part ‘of a:taxation -

year and during another part of the year is non-resident, for the
pﬁn‘pose of computmg the 1nd1v1dua1’s tax payable under thls Part for
the year, !

(2) All that portlon of paragraph 118. 91(b) of the sa1d Act
following subparagraph (ii) thereof is repealed and ‘the follow1ng
substltuted therefor: . .

71820

1825

to the period or periods in the year throughout which the individual -+ -~ *

is resident in Canada, computed.as though the perxod or penods
- were the whole taxatxon year, - :

3). Subsectlons (1) and (2) apply to the 1992 and subsequent

taxation years..

48. (1) All that portion of subsection 122. 5(3) of the sald Act
preceding paragraph (a) thereof. is- repealed and the followmg»

substituted therefor:
Deemed payment on account. of tax

3) Where a return of income (other than a retum of income fxled
under subsection 70(2), paragraph 104(23)(d) or 128(2)(e) or

subsection 150(4)) is filed -under this Part for:a taxation year in - -
respect of an eligible individual and the individual applies therefor in-

writing, 1/4 of the.amount, if any, by which the total’ of

(2) Paragraph 122. 5(5)(a) of the sald Act is repealed and the »

followmg substltuted therefor.

(@) where an. mdmdual isa quahﬁed relation of another 1nd1v1dual~

;.1835

for a taxation year, only one of them may- apply under that S

subsection for the year;

(3) Al that portion of - subsectlon 122 5(6) of the sald Act'J '

preceding paragraph (a) thereof is repealed and - the followmg
substituted therefor:
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Qualified relation of a deceased eligible individual
(6) Notwithstanding paragraph (5)(c), on written application made,

on_or before the day on or before which a retum of income gothe
than a return . of :income filed under  subsection 70(2)

paragraph 104(23)(d) or 128(2)(e) or subsection 150(4)) of a deceased °
person is required to be filed under this Part for the taxation year in

which the person died (or would be so required if the person ‘were

liable to pay tax under this Part for that year) bv an individual who

(4) Subsectlons (1) to (3) apply to the 1992 and subsequent
taxation years ' .

49, (1) All that portlon of subsectlon 126(2 2) of the said Act
_precedmg paragraph (a) thereof is repealed and the followmg
substituted therefor: . " o

Non-res:dent’s foreign tax deductwn

(2.2) Where at any ‘time in a ‘taxation year a taxpayer who is not
at that time resident in Canada disposes of property that'was deemed
by subsection 48(2) as it read in its application before 1993, or
paragraph 128.1(4)(e) to be taxable Canadian property of the taxpayer,
the taxpayer may deduct from the tax for the year otherwise payable
under th1s Part by the taxpayer an amount equal to

@) Paragraph 126(7)(0) of the -said Act is amended by adding

thereto immediately before . subparagraph (iv) thereof the

‘following subparagrap}h
1(iii.1) that is in respect of an amount deducted because: of

© subsection 104(22 3) in computlng the taxpayer s bus1ness-1ncome
tax

3 Subsectlon (1) applles after 1992

(4) Subsection (2) apphes to taxation ‘years endmg after
November 12, 1981

- 50. (1) The defimtlon "quahfied property" in subsectlon 127(9)
of the said Act is amended by striking out the word "or" at the

- end of paragraph (c) thereof and by adding thereto, 1mmed1ately :

after paragraph (c) thereof, the following paragraph:

(c 1) to be used by the taxpayer in Canada . pnmanly for the
purpose of producing or processmg electrlcal energy or steam in a
prescribed area,” where : t

(1) all or substantially all of the energy or steam
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(A) is used b'y the taxpa er for the purpbse of gaining-or

producing income from a-business (other than the business of

- selling the product, of the: particular property), or - -

(B) ,isr»'}s};:old di'rectly'I‘(of“‘intﬁli.réctly by way ‘of sale to-a

provincially. regulated power utility operating in the prescribed
. area) to a person related to the taxpayer, and

(i1) thé:enefgy or steam is used by the taxpayf:r or the person
related ;to -the taxpayer primarily for thé purpose of
ma{lufacturing or processing goods in the prescribed area for sale
-or lease; or

(2)'Paragf'éi)h' (@ of the defi‘nition,.;'\'dﬁaliﬁed property". in .

subsection 127(9) of the said Act is amended by striking out the

" word "or" -at the.end of subparagraph (ii) thereof, by adding the
word "'or" at the end of subparagraph (iii) thereof and by adding -

thereto, immediately after subparagraph (iii) thereof, the following
subparagraph: - N N SN

(iv) the -property .is a fishing: vessel, including:the furniture,
fittings, and equipment attached thereto, leased by an individual
‘(other than a trust) to a cotporation, controlled by the individual,
that carries on a fishing business in connection with one or more

- .commercial fishing licenses issued by the Government of Canada
to the-individual, '

3 Subsection @) applies to property acquired'aftgr 1991.

(4) Subsection (2) ;appliésto:t'h“e 1985"'an'd subsequent‘taxa'tionl.

years. .-

51. (1) The said Act is further amended by adding théreto, o
immediately after section 128 thereof, the following sections: ... .

Changes in Residence:... :
Immigration

a taxpayer becomes. resident in- Canada,

128.1 (1) For t_hé pufp;dscs of thls Aét; where atveany:par‘t:'i.cular time -

year-end

shall be deemed to have ended immediately before that time and a

new taxation year of the taxpayer shall be deemed to have' .

commenced at that time;
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deemed dtsposmon

(b) the taxpayer sha11 be deemed ‘to have d1sposed at the time (in
this subsection referred to as the "time of disposition”) that is
immediately before the time that is'immediately before the particular
time, of each pr0perty owned by the taxpayer, other than

(i) property that would have been taxable Canadlan property if
the tax payer had been resident in Canada at no time in the
taxpayer’s last taxation year commencing before the partlcular
trme :

(11) property that is described in the inventory of a business
carried on by the taxpayer in Canada at the trme of disposition,

| ~ (iii) elrgrble cap1tal property in: respect of a.business carried on
by the taxpayer m Canada at'the time of- drspos:tron, and

(iv) pr0perty in respect of whrch the taxpayer has elected under
paragraph 48(1)(c), as it read in-its application before 1993, or

subparagraph (4)(b)(iv) in respect of the last precedrng time the

' taxpayer ceased to be resldent i Canada -

for proceeds equal 'to rts fa1r market value at the time of ,

drsposmon
deemed acquisition

(c) the taxpayer shall be deemed to have acqu1red at the partrcular

time each property deemed. by paragraph (b) to have been disposed -

of by the taxpayer, at a cost equal to the proceeds of disposition of
that prOperty, and

forezgn afﬁltate

(d) where the taxpayer was immediately- before the partlcular time,
a foreign affiliate of another taxpayer that is resident in Canada,

(i) the affiliate shall be deemed to have been a controlled foreign
affiliate (within.the meaning assigned by paragraph 95(1)(a)) of
the other taxpayer immediately before the particular time, and

(i) such amount as is prescribed shall be included in the foreign
-accrual _property income (within the meaning assigned lg)y

paragraph 95(1)(b)) of the foreign affiliate for its taxation year

endlng 1mmed1ate1y before the partlcular trme
Idem paid-up capltal
(2) For the purposes of this Act, where at.any partrcular t1me a

corporation becomes resident in Canada, in computing the paid-up
cap1ta1 at any time after the particular time in respect of any particular

1935

1940

1945
1950
1955

© 1960

1965

1970

1975

1980




class of shares of the capital stock of:the corf)ération, there shall be

a;

deducted an:amount determined .by the formu
| ~A/Bx(C-D)
where S

Ais the paid-up capitall‘r determined without reference to this
subsection, of: the particular class:of shares at the particular time,

Bis the paid-._lip__ capital, determined -without reference to this
subsection; in respect of all of the shares of the corporation at the
particular time, and : ~ - :

C is the total of
(a) the paid-up capital, determined without reference to this

subsection, in respect of all of the shares of the corporation at the
particular time,

(b) all amo'.u'n‘t‘s, each 'Bf, which is the amount of any debt owing by.

the corporation, or any other obligation: of the corporation to pay an
amount, that is outstanding at the particular time, and

(c) any  amount claimed by - the . corporati(;n‘ under
paragraph 219(1)(h) for its last taxation year commencing before the

particular time, and :
" 'Dis the total of

(2)) aﬂ amounts each of which is deemed by paragraph (1)(c) to be

the cost to the corporation of -property -(other than property.

described in paragraph (g)) deemed under that paragraph to have
been acquired by the corporation at the particular time,

(e) all amounts each of which is the cost amount to the corporation,
immediately after the particular time, of property (other--than
_property described in paragraph (d) or (g) or Canadian resource
property), . '

() the total of

(i) all Canadian exploration and development expenses incurred
by the corporation before the particular time, except to the extent
that such expenses were deducted in computing the income of
any taxpayer for a taxation year.ending before the particular
time, .~ ... oo e .

© (ii) the éorporation"s“cu_mulative Canadian exploraiiéﬁ-».'éxpen,sc

at the particular time (within the meaning assigned. by -

paragraph 66.1(6)(b)),
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(iii) the corporation’s cumulative Canadian development expense
at the particular - time (within the meaning. assigned by
paragraph 66. 2(5)(b)), and

(iv) the corporation’s cumulative Canadian oil and ‘gas property
expense at the particular time (within the meamng assigned by
paragraph 66.4 )(b)), and

(g) the total of all amounts each of whleh is the pald-up capltal in
respect of a share of the capital stock of another corporation
“ resident in Canada and connected with the corporation (within the
_meaning assigned by subsection 186(4) on the assumption that the
- references therein to "payer corporation” and "particular corporatlon
~ were read as references to the other corporation and the corporation,
respectively) immediately after the particular time, owned by the
corporation at the particular t1me

Idem

(3) In computing the paid-up cai)(ltal at any time in respect of any
class of shares of the capital stock of a corporatlon there shall be
added an amount equal to the lesser of

(a) the amount, if any, by which

(i) the total of all amounté deemed by subsection 84(3), (4)‘or e

(4.1) to be a dividend on shares of the class paid before that
time by the corporation

exceeds

(ii) . the total that would be’ determmed under subparagraph (i) if
this Act were read w1thout reference to subsection (2), and -

(b) the total of all amounts requlred by subsection (2) to be
deducted in computing the paid-up capital in respect of that class
of shares before that time.

Emigration

(4) For the purposes of this Act, where at any partlcular time a
taxpayer ceases to be resxdent in Canada,

year-end

(a) where the taxpayer is a corporatlon or a trust, its taxation year
- that would otherwise have included the partlcular time shall be
- deemed to have ended immediately before that time and a new

taxation _year of the taxpayer shall e deemed to have commenced
at that time;
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deemed disposition

(b) the taxpayer shall be. deemed to have d1sposed at_the time (in
this paragraph and . para raph (d) referred to. as the "time, of

disposition"), that is immediately before the time; that is immediately

before ‘the particular’ tlme, of each property owned. by the taxpayer,
other than } ,

(i) where the taxpayer is an individual, property that would have

been taxable Canadian property if the taxpayer had been resident

in Canada at no time in the taxpayer’s last taxation year
commencmg before the partlcular time, _

(ii) whefes * the taxpayer is "an individual, property that is

described- in_the. inventory of a business carried. on by the
taxpayer. 1n Canada at the particular time, .

(iii) where the taxpayer is an 1nd1v1dua1 a nght to receive. a-

payment described in any of paragraphs 212(1)(h) and (j) to (q)
or a right to receive any payment of a benefit under the Canada

Pension Plan or a provmc1a1 pensron plan as defined in -

sectlon 3 of that Act

- (iv) where the taxpayer is an 1nd1v1dua1 other than a trust each
.capltal property not described in any of subparagraphs (i) to (iii)

in respect of which- the taxpayer has elected .in prescribed -

manner, on or before the taxpayer’s balance-due day for the

taxation year. in which the taxpayer ceased to be resident in.

Canada, and has furnished to the Minister security acceptable to

the Minister for the payment of the additional tax that would
have been payable by the taxpayer under this Part had .the .

taxpayer not so elected, and

A w) where the taxpayer is an individual other than a trust and

was, during the 10 years immediately preceding. the particular -
Cy ada for a period or- penods totallmg.

time, resident in
60 months or less, property that was .

(A) owned by the taxpayer at. the time the taxpayer last
became resident in Canada, or °

(B) acquired by the taxpayer by mhentance or bequest after

~ the taxpayer last became resident in Canada

for proceeds equal to its fair market value at the time of
disposition, which -proceeds shall be deemed to have become
receivable and to have been received by the taxpayer at the:time of
dlsposmon,
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reacquisition

(c) the taxpayer shall be deemed to have reacquired, at the
__particular time, each property deemed by paragraph (b) to have been

~disposed of by the taxpayer, at a cost equal to’ the proceeds of .

disposition of that property;
mdtvrdual

(@) notw1thstand1ng paragraphs (b) and (c), where a taxpayer who

- is an individual other than a trust so elects in prescribed manner,
on or before the taxpayer’s balance-due day for the taxation year -

that 1ncludes the particular time, in respect of any property

"f described in subparagraph (b)(i) or (ii), the taxpayer shall be -

deemed to have disposed of that property at the time of disposition
for proceeds equal to its fair market value at that time, and to have
reacquired that property at the particular time at a cost equal to
those proceeds :

deemed property "

(e) any cap1ta1 property in respect of which a taxpayer has elécted.

. under subparagraph (b)(iv) shall be deemed to be taxable Canadian

, property of the taxpayer from the partlcular t1me until the earher ‘of

(i) the time at wh1ch the taxpayer disposes of the property, and

(ii) the time at Wthh the taxpayer next becomes re51dent in
Canada, and”

. losses on electmn

(/) where a taxpayer has elected under subparagraph (b)(iv) or
paragraph (a’), . o

(i) the taxpayer s income for the taxation year that 1nc1udes the
particular time shall be deemed to be the ‘greater of

(A) that income otherwise determined, and
(B) the lesser of

- () that income determined without reference to -this
subsection, and .

(II). that income = determined without referen'ce o

subparagraph (b)(iv) and paragraph (d), and

~ (i) the amount of each of the taxpayer’s non-capital loss, net capital
loss, restricted farm loss; farm loss and limited partnership loss for
the taxation year that mcludes the particular time shall be deemed
to be the lesser of :
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(A) that amount otherwise determined, and

~ (B) the’ greater of

53

) that amount determmed w1thout reference to thlS‘A -

subsectron and

(II) that * amount determined:® without >refer;ence "to
subparagraph (b)(iv) and paragraph-(d). . '

* Cross-border mergers

128.2 (1) Where a corporation formed ata partlcular trme by the

RN

amalgamation or merger of, or by a plan of arrangement or’ other -*

corporate reorganization in respect of, 2 or more corporations (each

of which is referred:to in this section' as a "predecessor") -is at the
particular time resident in Canada, any predecessor .that was not’

immediately before the particular time resident in Canada- shall be
deemed to have become resident m Canada 1mmedrate1y before the
particular time,"

Idem

(2) Where "a corporatlon formed at a partlcular time - by the '

amalgamation or merger of, or by a plan of arrangement or-other
corporate reorgamzatxon in respect .of, 2 or more corporations is at the
particular time not resident in Canada any predecessor that was
immediately before- the particular time re31dent in Canada shall be

deemed to have ceased to be resident in Canada 1mmed1ately before_*

the particular tlme

Windings-up excluded

(3) For greater certalnty, subsect1ons (1) and (2) do not apply to
reorganizations occurring solely-as'a result- of the acquisition .of

property of one corporation by another corporation, pursuant to the

purchase of such property by the other corporation or ‘as a result of - "~
the distribution of such” property to the other corporatlon on the-‘

w1nd1ng-up of the corporation.

(2) Subsection (1) applies after 1992 except that where a

corporatlon has ‘elected in accordance with subsection 87(4)),
subsection (1) apphes to. the corporation from the corporatlon’

time of continuation (within -the meamng assngned by‘x L

subsectlon 87(4)).
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repealed and the followmg substltuted therefor'



54
Payments in respect of shares

(4.1). Notwithstanding any other provision of this Act, any amount
‘paid or payable by a credit union to a member thereof in respect of
a share of a class of the capital stock .of the credit union (other. than
any such amount paid or payable as or on account of a reduction-of
the paid-up capital; redemption, acquisition or cancellation of the share
. by the credit union to. the extent of the paid-up capital of the share)
shall, where the share is not listed on a prescribed stock exchange, be
deemed to have been paid or payable, as the case may be, by the
credit union as interest and, to have been received or recelvable as
the case may be, by the member as mterest

Deemed mterest not a dmdend

4.2) Notwrthstandmuny otHer provision  of this' Act, an_amount
that is deemed under subsection (4.1) to .be interest shall be deemed
not to be a dividend. : .

(2) Subsection (1) applles to transactlons occurrmg after
ANNOUNCEMENT DATE.

53 (1) All that portion of subSectlon 137.1(5.1) of the said Act

- preceding paragraph (¢) thereof is repealed and the following

substituted therefor:
Deemmg provtswn .

(5 1) For ‘the purposes of this sectlon other than subsectlon ),

paragraph (3)(d), subparagraph (3)(e)(1) subsection (9) and .

paragraph 11(a), a subsidiary wholly-owned corporation of a particular
corporation described in paragraph (5)(a) shall be deemed to be a
deposit insurance corporation, and any member institution of the
particular corporation shall be deemed to.be a member institution of
the subsidiary, where all or substantlally all of the property of the

subsidiary has at all times since the sub31d1ary was 1ncorporated

consisted of

~ (2) Subsection (1) applies to the 1992 and subsequent taxation
years. '

54. (1) Subsectmn 143(1) of the said Act is amended by strrkmg
out the word "and" at the end of paragraph (i). thereof, by
adding the word "and" at.the end of paragraph (j) thereof and
by addmg thereto the following paragraph:

(9] where the congregatlon or one of the busmess agencies is. a
corporation, section 15.1 shall, except for the . purposes of
paragraphs (2)(a) = and (2)(c) thereof (other than
subparagraphs (2)(c)(i) and (ii) thereof), apply as if thlS subsection
were read without reference to paragraphs (d% and (g
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(2) Subsection (1) applies to the 1992 and subsequent taxation -

years.

55 1) Subsectlons 144(1) and (2) of the sard Act are repealed

and the following substituted therefor:

. "Employees proﬁt sharmg plan" defi ned

- 144. (1) In this Act, an employees proﬁt sharmg plan t any -
partlcular time means an arrangement under wh1ch payments-computed -

by reference to

a the roﬁts of an employer from the emplover S busmess
€ pr

(_) the proﬁts from the busmess of a corporat1on with - wh1ch the -

employer does not deal at arm’s length, or

(Z) any cornbmatron of the amounts described in para,qraphs (a) and‘

are’ egu1red to_be made by the employer to a trustee under the

arrangement for the benefit of employees of the employer or .of a’

corporation with which the employer does not deal at arm’s length,

provided that the trustee has, since the.later of the commencement of ~

the arrangement and the end of 1949 allocated either contmgently or
absolutely, to -such employees ~

(d) in each year endmg at or before the particular time, all amounts

received -in the year by the trustee .from the e aployer or from a -

corporatlon with which the employer does not deal at arm s length

regar to any capital gain made by the trust or cap1ta1 loss sustained
by it at any time after 1955),

(f) in_each year endmg after 1971 and at or before the part1cu1ar: ‘

time, all capital- gams and capltal losses of the trust for the year,

- (g)_in each year endm after 1971 before 1993 and at or before the

particular time, 100/15 of the total of all amounts each of which is '

deemed by subsection (9) to be.paid -on account of tax under this
Part in respect of an employee because the employee ceased to be
a beneficiary under the plan in the year, and

(h) in each year endmg after 1991 and at .or before the pamcular

time, the - total of all amounts each of which is an amount that an

emplovee is entitled to deduct -under subsection (9) in computing

income because the employee ceased to ae’ a beneficiary under the -

plan in the year.

(¢) in each year endmg at or before the partlcular tlme all profits =
for the year from the property of the trust (determined without -
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‘No tax while trust governed by plan

(2) No tax is payable under this Part by a trust on the taxable

income of the trust for a taxation year throughout which the trust is.

govemed by an employees profit sharing plan.

.(2) Subsection 144(3) of the said Act is amended by adding the_
word "or" at the end of paragraph (d) thereof, by striking out

the word '"or" . at ‘the end of paragraph (e) thereof and by
repealmg paragraph () thereof. -

3 Subsectlon 144(8.2) of the sald Act is repealed.

(4) Subsections 144(9) and (10) of the sald Act are repealed and
the followmg substituted. therefor:. '

Deduction for forfeited amounts

(9) Where

- () an employee ceases at any time in a taxation year to be a

. beneficiary under an employees profit sharing plan,

) there has been included in computlng the employee’s income for

the year or a preceding taxation year a_particular amount because
of any allocation made to the employee contingently by the trustee
under the plan before_that tlme, and

(c) the employee has not, at or before that time, recelved theA

particular amount from the trustee under the plan and is not, under
the plan, entitled at that time to receive the particular amount,

the particular amount may be deducted in computmg the employee e

income for the year.
Payments out of prof its

(10 Where the tertiis of an arrangement under which an employer
makes payments to a trustee specifically provide that the payments
shall be made "out of profits", such arrangement shall, if the employer
has so elected in presciibed manner, be deemed, for the purposes of
‘subsection (1), to be an-arrangement under which payments computed
by reference to the profits of the employer are required.

(5) Subsection 144(1) of the sald Act, as enacted by
subsectlon (1), and subsection 144(10) of the Sald Act, as enacted
by subsection (4), apply to the 1992 and subsequent’ taxatlon years

and, where an amount was paid to a person before 1993 without -

' filst having been allocated to that person, it shall be deemed for

the purposes of subsection 144(1) of the said Act, as enacted by

- subsection (1), to have been allocated to that person.
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(6) Subsection 144(2) of the said Act, as enacted by

subsectlon (1), applies to the 1993 and subsequent taxation years.:.

(7) Subsections (2) and (3) apply to the 1992 and subsequent
taxation years, except that a taxpayer may elect- that those
subsections not apply to the taxpayer s 1992 taxation year by -so
notifying the Minister of National Revenue i in writing -before .the
end of the sixth month after the month in which this Act s
assented to. x

(8) Subsectmn 144(9) of the. saxd Act, as enacted by .-

subsection (4), applies to the 1992 and subsequent taxation years,
except that a taxpayer may elect that subsection 144(9) of the said
Act, as. enacted. by. subsection (4), not apply to’ the taxpayer’s
1992 taxation year by so notifying the Minister of National
Revenue in writing before the end of the sixth month after the
month in whlch this Act is assented to. - ,

56. (1) Subparagraphs 146(1)(h)(1) and- (u) of the sald Act are
repealed and the followmg substltuted therefor: - :

(@) any beneflt\(m this paragraph havmg the meaning that would . .

be assigned by paragraph (b) if that paragraph were read without - -

reference to_subparagraph (i) thereof) paid to a spouse of the
annuitant out-of or-under a.registered retirement savings plan of

the annuitant, where the annuitant died before the maturity of the.

plan and that benefit was paid as a consequence of the death, or

(ii) if the annuitant had no spouse at the time of the annuitant’s

death any benefit paid out of-or under a registered retirement

savings. plan of .the annuitant after the death to a- child or
: -grandchl (in this paragralph referred to.as a "dependant") of the
_annuitant, who was,. at t

dependent on the annuitant for support,

2) Paragraph 146(4)(c) of the said Act is repealed and the
followmg substltuted therefor:

(o if the last annuitant under the plan has died, tax is payable
under this Part by the trust on its taxable income for each. :year after

the year 1mmed1ately fol]owmg the year in Wthh the last annultant- '

died.

.(3) All that pOl'thll of ;)aragraph 146(5 1)(a) of the sald Act

preceding subparagraph (i) thereof is repealed and the t‘ollowmg
substltuted therefor: RN

(a) the total of all amounts each of which is a premium paid by
the taxpayer after 1990 and on or before the. day that is 60.days
after the end of the year under a registered retitement savings
plan under which the taxpayer’s spouse (or, where the taxpayer
d1ed in_the year, an individual who was the taxpayer’s spouse

e time of the the death, fmancmlly ?
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immediately before the death) was the annuitant at'the time the

premium was paid, other than the portion, if any of the premium

(4) Paragraph 146(8.2)(b) of the said Act is amended by striking' -

out the word "and'" at the end of subparagraph (i) thereof, by
adding the word "and" at the end of subparagraph (ii) thereof
and by adding thereto the followmg subparagraph

(iif) was not paid by way of a transfer of an amount from a

provincial pension plan. prescribed . for the purposes of
paragraph 60(v) to a. registered ' retirement savmgs plan in
cxrcumstances to which subsectlon (21) applled '

5) Paragraph 146(8. 8)(b) of the said Act is repealed and the-

followmg substltuted therefor

) where the annuitant died after the matunty of the plan; the fa1r -

market value at the time of the annuitant’s death of the portion of
the property described in paragraph (a) that, as a consequence of
the annuitant’s death, becomes receivable by a person who was the
annuitant’s spouse 1mmed1ate1y before the death, or would become
so receivable should that person survive throughout all guaranteed
terms contained 1n the -plan. ’ :

(6) Subsection 146(8 9) of the sald Act is repealed and the

following substltuted therefor
Idem

8.9) There may be deducted  from the amount deemed by
subsection (8.8) to have been received by an annuitant as a benefit out
]c;f o;} unfder a reglstered retxrement savmgs plan the amount determmed

y the formula .

Ax[l-(B+C D)]
B +C)

where

Als the total of all’ refunds of premlums in respect of the plan

time that is the later of

B is the faxr market value of the property of the plan at the particular

(a) the end of the ﬁrst calendar year commencmg after the- death
of the annuitant, and

(b) the t1me immediately after the- last txme that any refund of
premiums in respect of the plan is pa1d out of or: -under the ‘plan;
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Cis the total of all amounts paid out of or under the plan after the
death of the annuitant and before the partlcular time;- and

D is the lesser of

the annuitant’s. death and"

(b) the sum. of the values of B and C in respect of the plan .

=(T) Subsectlon 146(20) of the: said- Act is repealed and the A‘

followmg substltuted therefor.

Credited or added amount deemed not recezved

(20)- Where

(a) an amount is credited or added to a deposit with a depos1ta1'yf"
referred to in. clause (1)(1)(11)(C) as. mterest or income in respect of »

the deposit, SO B

(b) the deposit is-a registered retirement savings plan at the tlme the

amount is credited -or; added to the deposit, and

(_) during the. calendar year in which the amount is credited or
- added .or during.the precedlngr calendar year, the annu1tant under the
" plan ‘was alive : .

the amount shall be deemed not to be received by the annu1tant or

any other person solelv because of such crediting or adding. -

(8) Section 146 of the sald Act is further amended by addmg
thereto. the following subsection:

Prescrtbed provmcial peusmn plans

1) Where an amount (other than an amount that is part of a series
of periodic payments) is transferred on behalf of a particular
individual directly from a provincial: pension plan prescribed for the
purposes of paragraph 60(v)

(@) to a registered retirement savings plan or a registered retirement -
income fund under which the patticular individual is the annuitant, .

() to a reg1stered retlrement savings-plan or registered retirement
income fund under which the spouse or former spouse - of the
-particular individual is the-annuitant, where the particular individual
and the spouse or former spouse are living separate and apart and

the * transfer is made under a decree, order or judgment of a

competent tribunal, or under a written separation agreement, relating
to a division of property between the particular individual and the
spouse or former spouse in settlement of rights arising.out of, or on
the breakdown of, their marriage,
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(¢) to acquire, from a person licensed or otherwise authorized under
the laws of Canada or a province to carry on in Canada an

annuities business, an annuity that would - be described in-

- subparagraph 60(/)(ii) if the particular individual were the taxpayer
referred’ to therein -and - if that subparagraph were read without
- reference to clause (B) thereof, or L C

(d) to acquire, from a person licensed or otherwise authorized under

the laws of Canada or a province to carry on in Canada an
. "annuities -business,. an. annuity that ‘would be described in
subparagraph 60(/)(ii) if the particular individual’s spouse or former
spouse ‘were the  taxpayer referred to therein and if that

subparagraph were read without reference to- clause (B) thereof,

where the particular individual and the spouse or former spouse are
living separate and apart and the transfer is made under a decree,
order or judgment of a competent tribunal, or under a written
separation agreement, relating to a division of property between the
individual and the spouse or former spouse in settlement of rights
arising out of, or on the breakdown of, their marriage,

- except where the amount arose as a consequence of the death of an
individual (other than the particular individual or a spouse or former
spouse of the particular individual), the following rules apply:

(e) the amount shall not, solely because of that transfer, be“'i,ncluded A
because of subparagraph 56(1)(a)(i) in computing the income of any -

taxpayer, and - ‘
(f) tio deduction 'may be made under any provisibn of ‘this ‘Act in
respect of the transfer in computing the income of any taxpayer.

() Subsections §)) and >(5)’to (7) apply to déathé occurring
after 1992, o K

(10) Subsection '(2).‘,applies to the 1993 and subsequent taxation
years. SRR : c

. (11) Subsections (3) and (4) apply to the 1992 and subsequent
taxation years.

‘(12) Subsection (8) applies to transfers occurring. after 1991,

except that

(@) where. a taxpayer .has  made -an - election. wunder
subsection 22(10) of this Act, subsection 146(21) of the said Act,
as enacted by subsection (8), does not apply in respect of
transfers made on behalf of the taxpayer in 1992; and

2470

2475

2480

2485

2490

. ‘2495

2500

2505

-2510




(b) wrth respect to transfers made in 1992,

(i) the word "'spouse" . wherever it appears in -

subsection 146(21) the said Act, as enacted by subsection (8),

shall have the meanrng assrgned by subsectlon 146(1 1) of the

said Act; and

. (ii) the word "marriage' in paragraphs 146(21)(b) and (d)-
of the said Act, as enacted: by subsection (8); shall be read

as "marriage or other conjugal relationship", . -

57. (1) Paragraph (b) of the definition "excluded premium" in
subsection 146.01(1) of the said Act is repealed and the followlng
substrtuted therefor -

(b) was an amount transferred d1rect1y from a reglstered ret1rement
savings plan, registered pension plan, registered retirement income
fund, deferred profit sharing plan or_a provincial pension plan
prescribed for the purposes of paragraph 60(v), -

@) Subsectron m) apphes to the 1992 and subsequent taxatlon
years.

58, (1) Subsection 146. 3(1) of the said Act is amended by
adding thereto, immediately after paragraph (b) thereof the
following paragraph'

”des:gnated benefit"

. 01) "designated benefit" of an 1nd1v1dual in respect of a
reglstered retirement income fund means the total of

@) such amounts paid out of or under the fund after the death

. of the last annuitant thereunder to the legal representatlve of that )

* annuitant,

" (A):as would, had they been paid under the fund to the
individual, have been refunds of premiums (in:this paragraph
having the meaning assigned by paragraph 146(1)(h)) if the

. -fund:were a registered retirement savings - plan that had not

" matured before the death, and -

. (B) as are de31gnated Jointly by the legal representatlve and

the 1nd1v1dual in prescrlbed form ﬁled with the Mlmster, and

(i) amounts paid out of or under the fund after the death of the

last annuitant thereunder to the individual that would be refunds

of premiums had the fund been a registered retirement ‘savings

plan that had not matured before the death;
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(2) Paragraph 146.3(2)(f) of the said Act is amended by striking
~ out the word "or" at the end of subparagraph (v) thereof, by
adding the word "or". at the end of subparagraph (vi)- thereof
and by adding thereto the followmg subparagraph

(vil) a prov1nc1al pens1on plan in ‘circumstances to whlch
subsectxon 146(21) apphes, ,

3) Subsectlon 146 3(3 1) of the said Act is repealed and the

followmg substituted therefor:
Exception

3.1 Notw1thstandmg subsectlon 3), if the last annu1tant under a
registered retirement income fund has died, tax is payable under this
Part by the trust governed by the fund on its taxable income for each
year after the year immediately following the year in whlch the last
annuitant under the fund died.

(4) Subsections 146.3(6) to (6.2) of the sald Act are repealed
and the following substltuted therefor:

Where last annuitant dles

(6) Where- the last annuitant under a:- registered retirement -income
fund dies, -that annuitant shall be deemed to have received,
immediately before death, an amount out of or under a reglstered
retirement income fund equal to the fair market value of the property
of the fund at the time of death

Des:gnated benef t deemed received
(6.1) A de51gnated benefit, of an: individual in respect of a registered

retirement income fund that is réceived by the legal representative of
the last annuitant under the fund shall be deemed

(a) to be received by the individual out of or under the fund at the

time it is received by the legal- representatlve and

(b) except for the purposes of IE)) agraph (D(b.01), not- to be
received out of or under the fund by any other person. -

Transfer of des:gnated benef t :

(6.11) For the purposes of subparagraph 60(D(V), the e11g1b1e
-amount of a particular individual for a taxation year in respect of a

registered retirement 1ncome -fund is nil unless the particular 1nd1v1dua1
was : .
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(a) a spouse of the last annuitant under the fund, or

(b) the child or grandchild of that annuitant who was dependenf by
reason of physical or mental infirmity on that annuitant, .-

in which case the eligible amount shall be determined by thelfomiﬁla

Ax|[t -(Bt;(31: -

where .

A is such portion of the designated benefit of the particular individual
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in respect of the fund as is included because of subsection (5)in

computing the ineome of the particular individual for the year, -

B is the minimum .amour;t under the fund for the year,

C s the lesser of
(a) the ‘total amounts included because of sﬁbsec‘ti'on B in
computing the income of an annuitant under the fund for the year
in respect of amounts received by the annuitant out of or under the
fund, and _
(b) the minimum amount under the fund for the year, and

Dis the total of all amounts each of which is such portion of a
designated benefit of an individual in respect of the fund as is
included because of subsection (5) in computing the income ‘of the
individual for the year.

Amount deductible
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(6.2) There may be deducted from the -amount deemed by

subsection (6) to be received: by~ an annuitant out of or under a
registered retirement income fund the amount determined -by the

formula _
A-[1-B+C-D)
B +C '

where

A is the total of all designated benefits of individuals in respect of the

fund;

B is the fair market value of the property‘ of the fund at the particular
time that is the later of : '
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(a) the end of the first calendar year commencing after the death
~of the annuitant, and

(b) the tlme immediately after the last time that any . des1gnated
beneﬁt in respect of the fund is recelved by an 1nd1v1dua1

C is the total of all amounts paid out of ‘or under the fund after the
death of the last annuitant thereunder and before the particular time;
and

Di 1s the lesser of

(a) the fair market value of the property -of the fund. at the time of
the death of the last annultant thereunder; and

(b) the sum of the values of B and C in respect of the fund.

(5) Subsection 146. 3(15) “of the said Act is repealed and the
following substituted therefor.

Credtted or added amount deemed not received
(15) Where
(@) an amount is credited or added to a deposit with a depositary

referred to in subparagraph (1)(b)(iv) as interest or: income in
respect of the deposit,

(b) the depos1t is a reglstered retlrement income fund at the t1me.

the amount is credited or added to the deposit, and

- (¢) during the calendar year in which the amount is credited' or

added or during the preceding calendar year, the annuitant under the
fund was alive

the amount- shall be deemed not to be received by the annuitant or
any. other person solelv because of such crediting or adding,

(6) Subsections (1), (4) and (5) apply to deaths occurring after

(7) Subsection (2) applies after 1991.

(8) Subsection (3) apphes to the 1993 and subsequent taxatlon
years,

59. (1) Paragraph 148(1)(e) of -the sald Act is repealed and the
following substituted therefor: . -
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- (e) an annuity contract where

(1) the payment for the annuity contract was deductible in
computing the income of the policyholder because of
paragraph 60()), or

(ii) the polics"holder ‘acquired. . the annuity contract " in
circumstance‘s to which SUbsection 146(21) applied,

(2) Subsection (1) apphes to dxsposmons occurring after
August 1992,

60. (1) Paragraph 149 1(1)(e) of the said Act is amended by
adding thereto, immediately after subparagraph (i) thereof, the .

following subparagraph

(i.1) 80% of ‘the: total of all amounts each of which is an amount
~ of a gift received in a preceding taxatlon year, to the extent that
_the amount of the glft .

(A) was excluded from the d1sbursement quota of the‘ ‘

foundation for a preceding taxation year because of
clause (i)(A) or (B), and

(B) is expended in the taxation year,

(2) Clause 149.1(1)(e)(iv)(B) of the sald Act is repealed and the

following substltuted therefor:

(B) 5/4 of the total of the amounts determmed in respect of

the foundation under subparagraphs (i) and (i.1) for the year,

(3) Paragraph 149.1(2)(b) of the said Act is repealed and the
following substrtuted therefor ‘

(b) fails to- expend in any taxatlon year, on charltable activities
carried on by itself and by way of gifts made by it'to qualified

donees, amounts that, in total, are at least equal to the total of*the

amounts ° that would be determined for the .year under

subparagraphs (1)(e)(i) and (i.1) in respect of the orgamzatlon if 1t ,

were a charltable foundatlon

(4) Subsection 149 1(8) of the saxd Act is repealed and the o

following substltuted therefor°
Accumulation of property

(8) A registered charity may, with the approval in writing of ‘the

Minister, accumulate property for a particular purpose,-on terms'and

condmons and over such period of time, as is specified by the

Minister in the approval, and any property accumulated after réceipt -
of such an approval and in accordance therewith, including any
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income earned in respect of the property so accumulated, shall be
deemed

(a) to have been exPended on “charitable. actrvrtles carried on by the
charity in the taxation year in which it was so accumulated; and

(b) not to have been expended 1n anv other vear

',(5) Paragraph 149, 1(21)(c) of the sald Act is repealed and the
following substituted therefor: -

(¢) in the case of a charitable organization, the total of the amounts

that would be determined for the year under subparagraphs (1)(e)(i)
and (i.1) in respect of the organization if it were. a charitable

foundation. , '

(6) Subsections (1) to (5) apply to taxation -years commencmg
after 1992. . . : _

61. (1) Paragraph 152(1)(b) of the said Act is repealed and the
following substituted therefor: ,

(b) the amount of tax, if any, deemed by subsection 120(2),
120.1(4), 122.5(3), '127.1(1) or 210.2(3) or (4) to be paid on
account of the taxpayer’s tax under this Part for the year or deemed
by subsection 119(2) to be an overpayment

2) Subsection 152(1 2) of the said Act is -repealed and the

following substituted therefor:
Provisions appltcable ‘

(1.2) Paragraphs 56(1)(l) and 60(0) this Division and Division J, as

- they relate to an assessment or a reassessment and to assessmg or

reassessing tax, apply .with such modifications as the circumstances
require to a determination or a redetermination of, and to determining
or redetermining, an amount under this Division or an amount deemed
by _section 122.61 to be. an: overpayment of tax, except that
subsections (1) and (2) do not apply to determinations made under
subsections (1.1) .and (1.11) and, for greater certainty, an original

determination of a taxpayer’s non-capital loss, net capital loss,"

restricted farm loss, farm loss or limited partnershrp loss for a taxation
year may be made by the Minister only at the request of the taxpayer.

3 Paragraph 152(4.-2)(d) of the said Act is repealed and the"

following substituted therefor:

@) redetermme the, amount of tax, if any, deemed by
subsection 120(2), 120.1(4), 122.5(3), 127. 1(1) or 210.2(3) or (4) to
have been paid on account of the taxpayer’s tax under this Part for
the year or deemed by subsection 119(2) or 122.61(1) to be an
overpayment on account of the taxpayer’s liability under this Part
for the year.
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4) 'Subseetton (1) applies to the 1993 and subsequent taxation
years.

(S)ISubsectlon (2) applies to . determinatiqrrs_ and

redetermmatlons made after 1992

(6) Subsectlon (3) apphes to redetermmatlons made in respect,

of the 1993 and subsequent taxation years.
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62. (1) Paragraphs 153(1)(;mz) and (m.1) of the sald Act are '_

repealed and the following: substituted- therefor:.
(m) a prescrrbed benefit under a govemment ass1stance program
(2) Subsection (1) applies to payments made after October 1991.

63. (1) Subsection 159(4) ‘of - the said Act is repealed and the
following substltuted therefor: . - -

Election on engratwn

@) Where an 1nd1v1dual to whom subsectlon 128. 1(4) apphes

(@) so elects in_prescribed manner on or before the individual’s

balance-due day for the taxation year in which the individual ceased-

to be resident in Canada, and

(b) furnishes to: the Minister security acceptable to the Mmlster for

payment of any:tax under th1s Act the payment of Wthh is deferred o

by the election,

all or any portion of such part of that tax as is equal to the amodnt,
if any, by which that tax exceeds the amount that would be that tax

if this Act were read without reference to subsection 128.1(2) may;"
- subject to subsection (4.1), be paid in such number of equal annual

instalments as is specified by the individual in the election.

Idem

4.1) Where an mdmdual to whom subsection 128 1(4) apphes -

~elects under subsection (4),

(a) the number of e% ual annual instalments prov1ded in the electron
shall be deemed to
specrﬁed by the 1nd1v1dual m the- electlon,

.. (D) the ﬁrst mstalment shall be paid on or before the 1nd1V1dual’
balance due day for the taxation year; and

e the lesser of 6 and such other number as lS"
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(c) each subsequent instalment shall be paid on or before the next
following anniversary of the day:.déscribed in paragraph (b).

(2) Subsection (1) apphes after 1992, '

64. All that portlon of subsectlon 162(7) of the said: Act
preceding paragraph (a) thereof is repealed and the following
substituted therefor: .

Failure to comply wzth regulatum

(7) Every person (other than a reglstered charity) who fails

65. Section 164 -of the said Act is amended by adding thereto
1mmed1ately after subsectlon (1.5) thereof the followmg subsection:

Limitation of repayment on objections and appeals

(1.6) Subsection (1. 1) does not apply in respect of an amount paid
or security furnished under section 116 by a non-resident person.

66. (1) The definition "long-term debt' in subsection 181(1) of
the said Act is repealed and the following substituted therefor:

"long-term debt"’ ,
« passif a long terme »

"long-term debt" means,

(@) in the case of a bank. its subordinated 1ndebtednessl(v:v:1.thm the .
" -meaning assigned by the Bank Act) evidenced by obligations issued

for a term of not less than 5 years,

(b) in the case ofi an insurance corporation, its subordinated

mdebtedness (within _the meaning assigned- bv ‘the Insurance

Companies Act) evidenced by obhgatlons issued for a term of not .

less than 5 years, and

() in the case of any other corporation, its subordinated
indebtedness (within the meaning that would be assigned by the
Bank Act if that definition were applied with such modification as
the circumstances require) evidenced by obligations issued for a
term of not less than 5 years,

~ but.does not include, where the corporation is a prescribed federal

Crown corporation for the purposes of section 27, any indebtedness

‘evidenced by obligations issued to and held by Her Majesty in right

of Canada; -

2800

2805

2810-

2815

2820

2825

2830




(2) Subsection (1) app]ies after May 31, 1992.

67. (1) Subsectlons 188(1) and (2) of the said Act are repealed.

and. the. followmg substituted therefor

Revocation tax

188 €)) Whére the registration of -a charity is revoked the char1ty
shall, on or before the day (in this subsection referred_to_as_the

"pavment day") in a taxation.year that is one year after the day on

which such revocatlon is effective -

(a) pay a tax under this Part for the year equal to the amount
determlned by the formula .

A+B-C-D-E-F

where

A

Juu

IO

k:

e8]

iy

18 the total of all amounts each of which is the fair market value

of an asset of the charity on the day (in this section referred to
as the "valuation.day") that is 120 days before the day on. which

notice of the Minister’s intention to revoke its registration is
mailed,

is the total of all amounts each of which is the amount. of a gift
for which it issued a’receipt described in subsection 110.1(2) or

'118 1(2) -in_the period (in. this section referred to- as the

w1nd1ng-up period™) commencing on the valuation day and
ending immediately before the payment day, or an amount

- received by it in the winding-up period from a registered charity, .

is the total of all amounts each of which is the fair. market

value, at the time of the transfer, of an asset transferred by it in:
.the winding-up period to a qualified “donee,

is the total of all amounts each of which is expended by it in

the winding-up period on charitable activities carried on by i,

is_the total of all amounts each . of_which is paid by it in the .
“winding-up period in respect of its debts that were outstanding

on the valuation day and not. 1ncluded in determmmg the value

"of D, and.

is the total of all amounts each of which is a reasonable expense
incurred by it in the winding-up period and not included in
determmmg the value of D; and

(b) file with the Minister a return in prescribed form and containing

prescribed information, without notice or demand therefor.,
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. Idem

(2) A person (other than a qualified donee) who, after the valuation
day of a charity, receives any amount from the charity is jointly and
severally liable with the charity for the tax payable under

subsection (1) by the charity in an amount not exceeding the amount -

by which the total of all such amounts so received by the p_erson
exceeds the total of alI amounts each of Wthh is.

(a) a QOI"[IOI] of such_an amount that is 1ncluded in determmmg an
.amount in the description C, D, E or F 1n subsection (1) in respect
of the chanty, or

(b) the consideration given by t he person in respect of such an
amount. _

(2) Subsections (1) and (2) apply to cases where the registration
of a charity is revoked pursuant to a notice of intention to revoke
its registration that 1s malled after 1992

68. (1) All that portlon of subsection 189(6) of the sald Act -

preceding paragraph (a) thereof is repealed and the followmg
- substituted therefor: -

Taxpayer to fi le return and pay tax

(6) Every taxpayer who is liable to pay tax unider thlS Part gexcep

a_charity that is liable to pay tax under section:188(1)) for a taxation
year shall, on or before the day on or before which the. taxpayer s,

or would be if tax were payable by the taxpavyer under Part T, requ1red
‘to file a return of income or an information return under Palt I for the °

year,

2) Paragraph 189(6)(0) of the said Act is repealed and the

' followmg substituted therefor:

() pay to the Receiver General the amount of tax payable by the
taxpayer under this Part for the year. -

(2) Subsections (1) and (2) apply after 1992

69. (1) The definition "long-term debt" in subsectlon 190(1) of

‘the said Act is repealedl and the following substituted therefor:
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"Iong-term debt"
« passif a Iong terme »

"long- term debt" means, i
(a) in. the case of a bank its subordrnated 1ndebtedness (within the

meaning assigned by ‘the Bank Act) evidenced by obligations issued
for_a term of not less than 5 years,

- (b) in the ¢case of an insurance corporation, its _subordinated

indebtedness (within the meaning assigned by the Insurance

~ Companies Act) evidenced by obligations issued for a term of not
' less than 5 years, and

() in the - case, of any other corporatlon its. subordinated

indebtedness (within the meaning that would be assigned by the

Bank Act if that definition were applied with such modification as

the circumstances. require) evidenced by obligations issued for a.

term of not less than 5 years;

(2) Subsection 190(1) of the said Act is further amended . by
adding - thereto, in alphabetical order, the following defimtlon A

"reserves' .
« re’serves »

"reserves", in respect of a financial institution for a taxation year,
means the amount at the end of the year of all of the institution’s

reserves, provisions and allowances (other than allowances in respect
of deprec1atron .or depletion) and, for greater certainty, 1ncludes any

provision in respect of deferred taxes.

(3) Subsection 190(2) of the said Act is repealed and the
followmg substituted therefor: -

Application of ss. 181(3) and (4)

(2) Subsections 181(3) and (4) apply to this. Part with such
modifications as the circumstances require.

“@ Subséction (1) applles after May 31, 1992

(5) Subsections (2) and (3) apply to the 1992 and subsequent
taxation years.

70. (1) All that portlon of paragraph 190.13(a) of the said Act

preceding subparagraph (l) thereof is repealed and the followmg

substituted therefor:
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(a) in the case of a financial institution other than a life msurance
corporation, the amount, if any, by which the total of

(2) All that portion of paragraph 190.13(z) of the said Act .
following subparagraph (ii) thereof and  preceding
- subparagraph (iv) thereof'is repealed and the followmg substltuted‘

therefor

(iii) the amount of its reserves, except to the' extent that they

were deducted in computing its income under Part I for the year,

exceeds the total of

(3) All that portion of paragraph 190. 13(b) ‘of the said Act

preceding subparagraph (i) thereof is- repealed and the following

substituted therefor: :

(b) in the case of a life insurance corporatlon that was res1dent in
Canada at any time in the year, the amount if any, by which the o

_total of

(4) All that portlon of - paragraph 190. 13(b) of the said Act-

following  subparagraph (ii) thereof and  preceding
subparagraph (iii) thereof is repealed and the following substituted
therefor:

exceeds the total of
(5) All that ‘portion of paragraph" 190. 13(c) of the Sald Act

- preceding subparagraph (i) thereof is repealed and the followmg
substituted therefor:

~ (¢) in the case of a life insurance corporation that- was throughout -

-the year not resident in Canada, the total of

(6) Subsections (1) to (5) apply to the 1992 and subsequent

taxation years.

71. (1) All that portlon of subparagraph 190. 14(a)(1) of the sald

Act preceding clause (B) thereof is repealed and the t‘ollowmg
substituted therefor:

" (i) all_ amounts each of which is_the carrying value of

(A) any share of the cap1ta1 stock of the financial institution,
or

(2) Subsection (1) applies to the 1992 and subsequent taxation

years.
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Tax -

72. (1) Subparagraph (a)(m) -of the descrlptlon ‘of I in
subsection 204.2(1.2) of the sard Act is repealed and the followmg
substituted therefor:

(ii1) an amount transferred to the plan on.behalf of the 1nd1v1dual
in -accordance with any of ‘subsections 146(16); 147(19) and
1473(1) and (4) to (7) or 1n cucumstances to which
subsectlon 146(21) apphes .

(@) Subsectlon (1) apphes to the 1992 and subsequent taxation
years.

73. ) Subsectron 206(2 1) of the sald Act 1s repealed and the
followmg substltuted therefor"

Exemption

2.1 Notw1thstand1ng section 205 subsection 206(2) does not

apply to a trust described in paragraph 149(1)(0.4) or a corporation
described in paragraph 149(1)(0.2) in respect of any month that falls
within a Eerrod for which the trustee or the corporation, as the case

‘may be, as elected in accordance with subsectlons 259(1) and (3).

73

- 2970

- 2975

2) Subsectron @ apphes to- the 1992 and' subsequent taxatlon

years.

 74. (1) Subsection 209(2) of the sald Act 1s repealed and the
following substltuted therefor: ~ -

2). Every person shall pay a tax under th1s Part for each taxatlon
year equal to 45% of the total of the person’s carved-out incomes for

-the year from “carved-out propertles

years.

75. (1) Clause 212(1)(]1)(111 1)(A) of the sald Act is repealed and
the followmg substltuted therefor

A) because of subsectlon 147 3(9) or 146!211 would not 1f
- the non-resident person had been resident in Canada

throughout the taxation year in which the payment was made,

be 1ncluded in computmg the non-resident person s 1ncome,
or - : :

2) Paragraph 212(1)(]1) of the sald Act is further amended by
striking out the word "or" at the .end of subparagraph (iii.2)
thereof, by adding the word "or" at the end of subparagraph (iv)
thereof and by adding thereto, immediately after
subparagraph (iv) thereof, the following subparagraph:

2) Subsectron (@)) apphes to the 1992 and subsequent taxatlon
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(iv.1) that portion thereof that is transferred by the payer on
behalf of the non-resident person,.pursuant to an authorization
in prescribed form, to acquire an annuity contract in
circumstances to which subsection 146(21) applies,

‘ (3) Subsections (15 ahd (2)apply to 'pa'ymeii_ts made affer
~ August 1992. - . , o :

76. (1) Paragraph; 214(3)(&) of the s;_aid Act is rei)ealed and the

following substituted therefor:

(c) where, because of subsection 146(8.1), (8.8), (8.91), (9), (10) or

(12), and amount would, if Part I were applicable, be required to
be included in computing a taxpayer’s income, that amount shall be
deemed to have been paid to the taxpayer as a payment under a
registered retirement savings plan or an amended plan (within the
meaning assigned by subsection 146(12)), as the case may be;

(2). Paragraph 214(3)(i) of the said Act is ‘repealed and the

following substituted therefor:

(1) where, because .of subsection-146.3(4), (6), (6.1), (7) or (11), an
amount would, if Part I were applicable, be required to be included
in computing a taxpayer’s income, that amount shall be deemed to
have been paid to -the taxpayer as a payment under a registered
retirement income fund; and :

(3) Subsections (1) and (2) applji to pay'mént;s made after 1992,

77. (1) Section 219.1 of the said Act is repealed and the
following substituted therefor:

Corporate meﬁhﬁon

219.1 Where a taxation .year of a corporation is deemed by
‘paragraph 128.1(4)(a) to have ended, the .corporation shall, on or
before the day on or before which it is required to file a return of
income under Part I for the year, pay a tax under this Part for that
year equal to 25% of.the amount, if any, by which

(a) the  total proceeds  of disposiﬁon ‘de.er"ned under
paragraph 128.1(4)(b) to have been received by the corporation

exceeds the total of

(b) the paid-up cépi:tal in resp'ect of all the issued and outstanding
shares of the capital stock of the corporation immediately before the
end of the year, and - . L o
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- (¢) all amounts, other:than amourits payable by the qbrpo'ration‘ini' ’

respect of dividends and amounts payable under this section, each
of which is the amount of any debt owing by the corporation, or
‘any other obligation of the corporation to pay an amount, that ‘was
~ outstanding-at the end of the year.: : N T

.(.2) Subsection (1) applies after 1992 except that, where a

corporation -has - elected in accordance with subsection 87(4);
subsection (1) applies to the corporation from the corporation’s

time of continuation . (within - the meaning assigned * by

subsection 87(4)). - | N
78. (1) Paragraph 219.2(b) of the-said Act is repealed and the

“ following substituted therefor:

(b) provides that where a dividend is paid by-a corporation resident -
in Canada to a person resident in the other country who owns -all

-of the shares of the capital stock of the corporation, the rate of tax
-imposed thereon shall not exceed the rate specified therein,

years.

79. (1) The sald Act is further amendéd by adding thereto

“immediately after section 219.2 thereof 'the!followi_ng section:

Tax convention or agreement

219.3 For the' purpose -of section 2192 ‘as it 5ppli'es» to

section 219.1, where a tax convention or agreement referred to in:

section 219.2 does not otherwise apply to a corporation on the last
day of a particular taxation year of the corporation for which it is
required to pay a tax under section 219.1 but applies to the

corporation on-the first day of the following taxation year, that tax -
convention or agreement shall -be deemed to apply to the corporation

on the last day of the particular taxation year.

(2) Subsection (1) applies to the 1985 and subsequent taxation -

75

(2) Subsection (1) api)lies to the 1985 and subsequent taxation -

years. -

80. (1) Subsection 224(1) of the said Act is repealed'énd “the

following substituted therefor:

.

Garnishment

.224.(1) Where the Minister has knowledge or suspects that a person
is, or will be within one year, liable to make a payment to another
person who is liable to make a payment under this Act (in this
subsection and subsections (1.1) and (3) referred to as the "tax
debtor"), the Minister may require the person to pay forthwith, where
the moneys are immediately payable, and in any other case, as and

when the moneys become payable, the: moneys otherwise payable to -
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~the tax debtor in whole or in part to the Receiver General on account
of the tax debtor’s liability under this Act.

: (2) All tvh'a't.'po.r.t.i_on of subsection 224(1.1) of - the said,A‘ct"
following paragraph (b) thereof is repealed and the following -

substituted therefor:

the Minister may require the institution or person, as the case may be,

to pay in whole or in part to the Receiver General on. account of the
tax debtor’s liability under this Act the moneys that would otherwise

be so loaned, advanced or paid and any moneys so paid to the -
Receiver General shall be deemed to have been loaned, advanced or

paid, as the case may be, to the tax debtor. . .

(3) Al that portion of subsection 224(1.2) of the said Act
preceding paragraph (a) thereof is repealed and the following
substituted therefor:: - ' o ~

~ Idem

(1.2) Notwithstanding any other provision of this Act, the
Bankruptcy and Insolvency Act, any other enactment of Canada, any
enactment of a province or -any-law, but subject to_subsections 69(1)
and 69.1(1) of the Bankruptcy and Insolvency Act, where.the Minister
has knowledge or suspects that a particular person is, or will become
within one vear, liable to make a payment

.(4) All thaf portion of subsection 224(1.2) of the said Act
following paragraph (b) thereof is repealed and the following
substituted therefor: : : o

the Minister may require the particular person to pay forthwith, where

the moneys are immediately payable, and in any other case, as and
when the moneys become payable, the moneys otherwise payable to
the tax debtor or the secured creditor in whole. or in part to the
Receiver General on account of the tax debtor’s liability under
subsection 227(10.1) or the similar provision, and on receipt of that
requirement by the particular person,.the amount of those moneys that
is so required to be paid to the Receiver General shall,
notwithstanding any security interest in those moneys, become the
property of Her Majesty to the extent of that liability as assessed by
the Minister and shall be paid to the Receiver General.in priority to
any such security interest.

(5) Section 224 of the said Act is amended by adding therefo,
immediately . -after -subsection (1.3) - thereof, the following
subsection: , : ,

Idem
(1.4) Provisions of this Act that provide that a person who has been

required to do so by the Minister must pay to the Receiver General
.an amount which would otherwise be loaned, advanced or paid to a
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ztaxpayer who is liable to make a payment under this Act, or to- that
taxpayer’s secured creditor, apply to Her Majesty .in right of Canada
or a province. : v

(6) Subsection 224(3) of the said Act is rebealed and - the -.

following substituted therefor:
Idem ‘ )

3) Where«t:h.c Mihi_ster has, under this section, required a person to
pay to the Receiver General on account of a liability under this Act

of ‘a tax debtor moneys otherwise payable by the person to the tax

debtor as interest, rent, remuneration, ‘a dividend, an annuity or other
periodic payment, the reéquirement applies to.all such payments to be

- made by the person to the tax debtor until the Tiability-under this Act
is satisfied-and operates to require payments to the Receiver General -

out of each such payment of such amou

nt as .may be stipulated by the
Minister in the requirement. ' . '

Y Subsections .22"4(5) and (63 of the said Act are repealed and ? / 45
S )|

the following substituted therefor:
Service: of garnishee
(5) Where a person carries on business under a name or style other

than -the person’s:own name, notification to the -person of- a
requirement under subsection (1), (1.1) or (1.2) may be addressed to

the name or style under. which the person carries on business and, in -

the case.of personal service, shall be deemed to have been validly

served if it has been left with an adult person employed at ‘the place .

of business of the addressee.

Idem

" (6) Where persons carry on busingss in. partnership, notification to

the persons of a requirement under subsection (1), (1.1) or (1.2) may

be addressed to the partnership name and, in the case of personal:

service, shall be deemed to have been validly. served if it .has been
served on one of the partners or left with an adult person employed

at the place of business of the. partnership..

t)) Subséétfoﬁs f(l_), ), @, (6) and i7)‘ apply to requirements

and notifications . made after 1992, except that, in. applying.
subsection 224(1) of the said Act, as enacted by subsection:(1), to:

requirements and notifications . made on or before the day.this Act

is assented. to,the reference in that subsection to "one year" shall ,

‘be read as a reference to '"90 days'.

(9) Subsection .'(3) applies. to requirements and notificatiops :

 made after the day this Act is assented to.
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81. (1) Subsection 224.3(1) of the sald Act is ‘repealed and the
following substltuted therefor:

Payment of moneys seized from tax debtor

224.3 (1) Where the Minister has knowledge or suspects that a

particular person is holding moneys that were seized by a police
officer in the course of administering or enforcing the criminal law of
Canada from another person (in- this section referred to as the tax
debtor) who is liable to make a ‘payment under this’ Act or under an

Act of a province with which the Minister of Finance has entered into -
an agreement for the collection of taxes payable to the’ province under

that Act and that aré restorable to the tax debtor, thé Minister may

require the. particular person: to turn over the moneys- otherwise =
restorable to the tax debtor in whole or in part to the Receiver

General on account of the tax debfoi’s liability under this Act or
under the Act of the province, as the case may be.

) Subsectlon (1) ‘applies to requlrements made after 1992

82. (1) Subsectlons 227(4) and 227(5) of the said Act are

repealed and the following substituted therefor:

' Idem

(4) Every person who deducts or. w1thholds any amount under this

Act shall be deemed to hold the amount SO deducted or withheld in-.
trust, separate and apart' from the person’s own moneys, for -Her:
in the manner and:at the

Majesty and_for payment to Her Majest
time provided under this Act, and Her Majesty has a lien‘and charge

on the property and assets . of the person_whether or not the person

has kept the amount separate and apart or 1s in receivership,
bankruptcy, or liquidation or has made an assignment.

Amount in trust not. part of estate

(5) Notwithstanding any provision of the Bankruptcy nd Insolvency‘

Act, in the eévent of any liquidation, assignment, receivership or
bankruptcy of or by a person, an amount equal to any : amount
deducted or withheld under an Act of a province with which the
Minister of Finance has entered into an agreement for the collection
of taxes payable to the province under that Act that is deemed under

that Act to be held in trust for Her Majesty in right of the province -
shall be deémed to be separate from and form no part of the estate

in liquidation, assignment, receivership or bankruptcy, whether or not

that amount has in fact been kept separate and apart from the person’s '

own moneys or from the assets of the estate.

(2) Subsection 227(6) of the sald Act is repealed and the =

following substituted therefor:
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Withholding taxes

(6) Where a person on whose behalf an -amount has been. paid to
the Receiver General under Part XIII was not liable to pay tax under
that Part or where the amount so paid is in excess of the amount that
that person was liable to pay, the Minister shall, upon application in
writing made no later than 2 years after the end of the calendar year
in which the amount was paid, pay.to that person.the amount:so paid
or such part thereof as that person was not liable to pay, unless that
person is or is about to become liable to make any payment to Her
Majesty in right-of Canada, in which case the Minister may -apply the
amount . otherwise payable under this. subsection to that liability and
notify that person of that: action. . R ‘

Repayment of non-resident-shareholder loan

6.1 Where, ,'i'n-'.’fé»spect' of a loan from or indebtedness to .a

corporation, a non-resident person on whose behalf an amount was
paid to the Receiver General under Part XIII- because ~ of
- subsection 15(2) - and  paragraph 214(3)(@) repays ‘that .loan. or
indebtedness or a portion thereof and it is established by subsequent
events or otherwise that the repayment was not made as part of a

series of loans ‘or other transactions and repayments, the Minister.

shall, upon application in writing made no later than.2 years after the
end of the calendar year in which that repayment is made, pay to that
person the amount so paid to the Receiver General in respect of the
-loan or indebtedness or portion thereof, as the case may be, unless
that person is or is about to-become liable to make any payment to
Her Majesty in right of Canada, in-which case the Minister may apply

the amount otherwise. payable under .this subsection to. that liability -

and notify that person of that action.

(3) Section 227.of the safd,Act is further amended by aduding'
thereto, immediately after ‘subsection (7) thereof, the following .

subsection:

Idem
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‘ (7.1) Where, upon application by or on behalf of a pérsc;ﬁ.:to the_
Minister pursuant to subsection.(6.1) in respect of. an amount paid to -

the Receiver General under Part XIII, the Minister is not satisfied that -

the person is entitled to the amount claimed, the Minister shall, at that

person’s request, -determine, with all due patch, the amount, if any, -

payable under subsection (6.1) and shall dissent a notice. of

-determination’ to that person,. and sections 150 to 167 (except -

“subsections 164(1.1) to (1.3)) and Division J of Part I are applicable
with such modifications as the circumstances require. . s

(4) Subsection 227(1'0.1) of the said Act is repealédh .ai‘.ld >the1

following substituted therefor: .
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80
Idem

(10.1) The Minister may at any time assess

(@) any person for any amount payable by that person ‘under

_section 116 or subsectlon (9) 9.2), (9.3) or (9.4), and

(b) any non—res1dent person for any amount payable by that person -

- under Part XIII, -

and, where the M1n1ster sends a notlce of assessment to that person,

sections 150 to 167" (except subsections 164(1.1)' to (1.3)) - and

Division J of Part I apply with such modifications as the
circumstances require.

(5) Subsections 227(6.1) and (7.1) of the said Act, as enacted by
subser:ltlons ) and 3) respectlve]y, apply to repayments made
after 1992 : _ :

years.

83. (1) -Subsection 230(2) of. the sald Act is repealed and the
following substltuted therefor i

Idem

2 Every registered charit and reglstered Canadran amateur ath1etlc
association shall keep records and books of account at an address in
Canada recorded with the Minister or des1gnated by the M1n1ster
_ ontamlng

(@) information " in - - such form as will enable the Minister to

determine whether there are any grounds for thé revocation of its

- registration under this Act;

(b) a duplicate of each receipt containing prescr1bed information for
.a donatlon recelved by 1t and

(o) other 1nformat10n in such form as ‘will enable the Minister to
“verify the donatlons to it that are deductible under this Act.

2 Subsectlon @ apphes after ANNOUNC]EMENT DATE
84. Subsectmns 230 1(4) and (5) of the said Act are repealed

. -85. (1) The definition "minerals'" in subsection 248(1) of the

sa1d Act is repealed and the followmg substltuted therefor:

©) Subsectlon @ applles to the 1991 and subsequent taxatlon )

3255

3260

3265

3270

- 3275

3280

3285




"mineral" o

"mineral” means

(a) a naturally-occurring homogenous crystalline substance with a
definite chemical composmon and an ordered atomic alrangement
and ) . o i

[(2) bltll]nlllOUS sands, calcrum chloride, coal, kaohn, oil sands 011._

shale and s1hca,

2) Subparagraph (d)(u) of the deﬁmtlon "'mineral resource in

subsection 248(1) of .the said Act is repealed and the following
substituted therefor:

(11) the pr1nc1pa1 mineral extracted is calcmm chlorlde, gypsum

' halite, kaolin or sylvite, or..

(3) All that. portion of the defimtlon "taxable Canadlan

‘property" . in subsection 248(1) of the said Act precedmg .

paragraph (@) thereof is repealed and the followmg substltute
therefor: - A A -~ .

"taxable Canadian property" « bien canadten zmposable »

"taxable Canadian property has the meanmg assrgned by,

subsection 115(1) except that for the purposes only of sections 2
and 128.1, the expression " "taxable Canadian property includes.

(4) The defimtlon "dlsclalmer" in subsection 248(9) of the said
Act is repealed . and the following substituted therefor

"disclaimer"
«répudiation»

"disclaimer" includes a renunciation of a succession made under the
laws of the Province of Quebec that is not -made in fayour of any

person and that is made within the period ending 36 months after. .
the death of the taxpayer or, where written apphcatron therefor has -

been made to the Minister by the- taxpayer’s legal representative
- within that. period, within such longer period as the Minister
considers. reasonable in the cncumstances, ‘

(5) Subsectlon 248(23) of the sald Act is repealed and the_ :

following substltuted therefor:
Dissolution of a matrzmomal regime -

~ (23) Where the owner, . 1mmed1ately after the dissolution of a
" matrimonial regime (other than a dissolution occurring as. a
consequence of death), of a property that was subject to that regime
is not the person, or the estate of the person, who pursuant to
subsection (22), was the owner of the property immediately before the
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dissolution, that person shall be deemed, for the purposes of this Act,

to have transferred. that property to that person’s spouse immediately

before the dissolution.
Transfers after death

(23.1) Where, as a consequence of the laws of a province relating
to spouses’ interests in respect of property as a result of marriage,
property is transferred after the death of a taxpayer ‘

. '(a) to the person who was the taxpay_er’s spouse at. the time of the
‘taxpayer’s death, -the property shall ‘be deemed to have been
disposed of as a consequence of the taxpayer’s death; and

(b) from the person who was the taxpayer’s spouse at the time of
the taxpayer’s death to the taxpayer’s estate, the property. shall be
deemed to have been so transferred immediately before the time that
is immediately before the death of the taxpayer.

. (6) Subsections (1) and (2) apply to taxation years commencihg'

after 1984, except that paragraph (b) of the definition ''mineral”
in subsection 248(1) of the said Act, as enacted by subsection (1),
‘and subparagraph (d)(ii) of the definition "mineral resource' in
subsection 248(1) of the said Act, as enacted by subsection (2),
shall be read without reference to the word "kaolin" in respect

of taxation. years ending before 1988. _

(7) Subsection (3) apglies after 1992 except that; where a
corporation has elected in accordance with subsection 87(4),
subsection (3) applies to the corporation from the corporation’s
time of continuation (within the meaning assigned - by
subsection 87(4)).

(8) Subsection (5) applies to dissolutions and deaths occurring
after ANNOUNCEMENT DATE."

. 86. (1) Paragraph 249(4)(c) of the said Act is repealed and the

following substituted . therefor:

(c¢) subject to aragraph 128(1)(d),  section 128.1 and
paragraph 149(10)(a) and notwithstanding subsections (1) and (3),
where the taxation year of the corporation that would, but for this
- subsection, have been its last taxation year ending before that time
would, but for this paragraph, have ended within the 7-day period
ending immediately before that time, that taxation year shall, except
where control of the corporation has been acquired by a person or
group of persons within the 7-day period ending immediately before
that time, be deemed to end immediately before that time where the
corporation so elects in its return of income under Part I for that
taxation year; and
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(2) Subsection (1) applies after 1992 except that, where
corporation has elected in accordance with subsection. 87(4),

subsectlon D apphes to the corporatlon from the corporatlon’s

time ~of continuation (within the meanmg assigned by
subsection 87(4)).

87. (1) Paragraph 250(1)(f) of the sald Act 1s repealed and the
following substltuted therefor' Sl

() at any time in the year the person was™a- ch11d of and and was..

dependent for support on, .an 1nd1v1dual described in any Tany of

paragraphs (b)-to (d.1) and the person’s income for the year did not .

exceed the amount used under paragraph- 1\18(1)(0’) for the vear.

(2) Section 250 of the said Act is amended by adding -thereto,
1mmedlately after subsectlon (5) thereof, the following subsectlon'

,Contmued cozporatwn B
;.01 Where a corporatlon has at any t1me (in th1s subsectlon

referred to as the "time of continuation") been granted ‘articles of
continuance -(or similar constitutional - documents) in- a_ particular

jurisdiction, the corporation shall, for the. purposes .of applying this -

Act in respect of all times from-the time of -continuation until the
time, if any, of contmuatlon in a different jurisdiction, be deemed to
have been incorporated in the particular-jurisdiction and not to have
been 1ncorporated in any other jurisdiction.

years.

(4) Subsection (2) applies after 1992, and where a corporatlon

that has at any .time before 1993 been granted articles of:

continuance (or similar - constitutional documents). in any

Jurisdiction so_ elects - by notifying the Minister of -National . 3
Revenue in writing before the end of the sixth month after. the» .

month in which this Act is assented to,

(a) subsectlon (2) applles with respect to that corporatlon from
the time (in this -subsection referred to as the '"time of
continuation") -at which the corporation was first ‘granted
articles of continuation (or similar constitutional documents) in
any jurisdiction; and

(b) notwithstanding subsections 152(4) to (5) of the Income Tax
Act, such assessment or reassessment of the corporation’s tax,
interest and penalties under the said Act for any taxation year
shall be made as is necessary to give effect to the election.

(3) Subsection (1) apphes to the 1993 and subsequent taxatxon_'
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88, (1) All that portion of subsection 256(7). of the said ‘Act
precedmg paragraph: (b) thereof is repealed and the followmg
“substituted therefor. "

Acquiring control

.-(7) For the purposes of - subsection 13(24), - section 37,
- subsections 66(11), (11.4) and (11.5), 66.5(3), 66.7(10) and (11),

85(1.2), 87(2.1) and (2.11), 88(1. 1) and (1 2) and 89(1.1), sections 111

and 127 and subsectlon 249(4)

(a) control of a pamcular corporatlon shall be deemed not to ‘have
been acquired solely because of

(i) the acquis1tion at any time of shares of any corporation by _

(_) a partlcular person who acquired the shares from a person
to_whom the particular_person was related (otherwise than
because of a right referred to in paragraph 251(5)(b))
immediately before that time t1me

in paragraph’ 251(5)(b)) 1mmed1ately before that time,
a person, or

that arose on the death of another person to whom the
partlcular person was related or

(ii) the redemptlon or cancellatlon at any time of shares of the
particular corporation or of a corporation controlling the
particular corporation, where the person or each member of the

that time was related to the corporation (otherwise than because

of a right referred to in paragraph 251(5)(b)) 1mmed1ate1y before
* that time; and

) Subsectlon @ apphes to acquisitions, redemptlons and s

cancellations occurring after 1992.

substltuted therefor

" 89. (1) Section 259: of the said Act is repealed and the followmg.

Propomonal holdmgs in trust property

259. (1) For the purposes of subsectlons 146(6), (10) and (10. 1),
146.3(7), (8) and (9) and Parts X, X.2, XI and XL1, where at any
time a taxpayer described in section 205 acquires, holds or disposes
of a particular unit in a qualified trust and the trust elects for any

B)a partlcular person who was related to the’ partlcular"
corporation (otherwise than by reason of a right referred to .

. (C) an estate that acquired the shares because of the death of

(D) a particular person that acquired the shares from an estate -

group of persons that controls the corporation lmmedlately after:
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- period that includes that time ‘to. have the provisions of this

subsection apply,

* (a) the taxpaycf shall be deémc:d not to acquire; hold or disposé'

" of at that time, as the ‘case may be, the particular unit;-

(b) where the téxpayer holds the particular unit at that tirﬁe, the

* taxpayer shall be deemed to hold at that time that proportion ° .
(referred to in this subsection as the "specified portion™) of each™

property (in this subsection referred to as a "relevant. property™)
held by the trust at that-time that one (or, where the particular

unit is a fraction of a whole: unit, that fraction) is of the number-

of units of the trust outstanding at that time; -

(¢) the cost amount to the taxpayer at that time of thé specified

- portion of a relevant property shall be deemed to be equal to the:

specified portion of the cost. amount at that time to the trust of
the relevant property; ' N T

(d) whete that tinie is the later of
(i) the time the trust acquires the relevant property, and
(ii) the time the taxpayer acquires the particular unit,”

the taxpayer shall be deemed to acquire the specified portion of
a relevant property at that time;

(e) where that time is the time at which the épeciﬁed portion of
~ a relevant property is deemed by paragraph (d) to have been

acquired, the fair market value of the specified portion of the :

relevant property at-that time shall be deemed to be the specified
portion of the fair market value of the relevant property at’'the
-time of. it,s'a.cquisitior} by the trust; B

(). where that time is the time immediately before the- time that

the trust disposes of a particular relevant {n‘operty, the taxpayer
shall be deemed to-dispose of, immediate

the trust of the particular relevant property;

y aftér that time, the
specified portion of the -particular relevant property for proceeds .
equal to the specified portion of the proceeds of disposition to -
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_ the taxpayer disposes of the particular unit, the taxpayer shall be

deemed to dispose of, immediately after that time, the specified -

-portion of each relevant property for proceeds equal to the

specified ‘portion of the fair ‘market value of  that relevant

property at that time; and
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(k) where the taxpayer is deemed because of this subsection

(i).t'o’ have écquired a_portion of a relevant property' as a

~ consequence of the acquisition of the particular unit by the - -
taxpayer and the acquisition of the relevant property by the .

trust, and

(ii) subsequently to have disposed. of t,he.;'spéciﬁed portion of

the relevant property, - -

the spe,éiﬁedf ﬁdﬁi'oﬁ of the relevant ﬁnoperty shall, for the -

purposes-.of determining the consequences under this Act of the
disposition and without affecting the proceeds of disposition of
the specified portion of the relevant property, be deemed to be

the portion of -the relevant property referred to in -

subparagraph (i).-
Pfoportional holdings in carporaté pi‘operty -

('2f) Subsection (1) applies to an election by a qualified, corporation
as 1 :

(a) the reference to "a quaiiﬁed trust" were read as "the capital
stock of a qualified corporation";

(b) the references to "unit" were read as "share"; and
" (¢) the references to "the trust" were read as "the corporation”.

Election

(3) The election by a trust or a corporation (in this subsection

referred to_as the "elector”) under subsection (1) shall be made by the
elector filing.a prescribed form with the Minister and shall apply for
_the period commencing 15 months before the day of filing thereof (or
such later time as the elector designates in.its election) and ending at
such time as the election is revoked: by- the elector filing with the
" Minister a notice .of revocation (or at such earlier .time within the
15 month period immediately. preceding the day on which the notice
of revocation is filed with the Minister as the elector designates in its
notice of revocation). . : '

Requirement to provide information
(4) Where a trust or a corporation has elected under subsection_ (1)

(@) it shall, not more than 30 days after. making the election, notify
each person who, before the election is made and during the period
for which the election is made, held a unit in the trust or a share
in the capital stock of the corporation, as the case may be, of the
election; and ' '
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b) where any person who holds such a unit or share dunng the”

period for which the election is made makes a written request to the
- trust or the corporation for information which is necessary for the

purposes of determining the consequences under this Act of -the
- election for that person, the trust or the corporation shall, not-more
~ than 30 days after the recelpt of the request provide that person
> w1th such 1nformatlon
Definitions :

(5) In this section,
"qualified corporatzon" « corpora:wn admxsszble »

"qualified corporatron“ at any time means a corporatron descnbed in
paragraph 149(1)(0.2) where at that trme X

(a) all the issued and outstandmg shares of the capltal stock of the
corporatlon are 1dent1cal to each other, or.

(b) all the 1ssued and outstandrng shares of the capltal stock of the
corporation’ are held by one person; L

"qualified trust" «ﬁducte. admissible»

"qualified trust” at any time means a trast (other than a registered

investment or a trust that is prescrrbed to be ‘a small business

© investment trust) where at that time

(@) each trustee thereof is a corporatron that is hcensed or otherwrse
authorized under the laws of Canada or a province to cairy on in

Canada the business of offering to' the public ‘its services as a =~

trustee or a person who is a trustee of a trust govemed by a
registered pension plan,

) all the units thereof are identical to each other, ’
(c) it has never borrowed money except where the borrowmg was

for a term not exceeding 90 days and-the borrowing was not part
of a ser1es of loans or other transactlons and repayments, and

\ (d)/ff has never accepted deposits.

-(2) Subsections 259(1), (3) and (5) of the sald Act, as enacted.

by subsection (1), apply to perlods occurrlng after 1085

3) Subsectlon 259(2) of the said Act as enacted by
subsection (1), applies to periods occurring after 1991.

87
3545

3550
3555
3560

- 3565

3570

3575

3580

3585




88
) Subsectlon 259(4) of the said Act, as enacted by
subsection (1), applles to electlons made after ANNOUNCEMENT
DATE. »
_ PART 11 .
INCOME TAX APPLICATION RULES 1971

90. (1) Subsection 26(10) of the Income Tax Application Rules,
1971 is repealed and the following substituted therefor:

Application where paragraph 128.1(1)(b) applies

(10) Where subsection 48(3) of the amended Act, as it read in its
application before 1993, or paragraph 128.1(1)(b) of the amended Act
applies for the purpose of determining the cost to a taxpayer of any
property, this sectlon does not a pply for that purpose

2) Subsection (1) ap lies after 1992 except that, where a
corporation has _elected in accordance with subsectnon 87(4),
subsection (1) applles to the corporation from the corporation’s
time of continuation (within the meaning assigned by
subsection 87(4)). .

PART III
CANADA BUSINESS CORPORATIONS ACT
91. (1) Subsection 174(1) of the Canada Business Corporatioﬁs
Act is amended by striking out the word "or". at the end of
paragraph (c) thereof, by adding the word "or" at the end of
" paragraph (d) thereof and by addmg thereto the following
paragraph:
(e) the issue, transfer or ownership of shares of any class or series
to enable the corporation to be a registered labour-sponsored venture
: cap1ta1 corporation under Part X 3 of the Income Tax Act.
(2) Subsectlon (1) applles after 1988
PART IV

UNEMPLOYMENT IN SURANCE ACT

92. (1 Subsectlon 53(1) of the Unemployment Insurance Act lS'

' repealed and the following substltuted therefor
: Deductwn and payment of premiums. -

-53. (1) Every employer paying remuneration to a person employed
by the employer in insurable employment shall deduct from that
remuneration as or on account of the employee’s premium payable by
that insured person under section-51 for any week or weeks in respect
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of which that remuneration is paid such. amount as is determined in
accordance with prescribed rules and shall remit that amount, together
with the employer’s premium payable by the employer under that
section for such week or weeks, to the Receiver General at such time
and in such manner as is prescribed and, where at that prescribed time
the employer is a prescribed person, the remittance shall be made to
the account of the Receiver General at a financial institution (within
the meaning that would be assigned by ‘the definition "financial
institution" in subsection 190(1) of the Income Tax Act if that
definition were read without reference to paragraphs (d) and (e)
thereof).

(2) Subsection (1) applies after 1993.. _ _
93. (1) Paragraph 75(1)@)‘ of the said Act is repealed.

(2) Subsection 75(5)"- of the said Act is repealed and the
following substituted therefor:

(5) A regulation made under paragraph (1)(r) prescribing rules
referred to in subsection 53(1) shall have effect from the day it is
published in the Canada Gazette or from such later or earlier day, if
any, specified in the regulation. ,

(3) Subsections (1) and (2) apply after 1993.
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PREFACE

The legislation to which these explanatory notes relate contains
draft technical amendments to the Income Tax Act, the Income Tax
Application Rules, 1971, the Canada Business Corporations Act and
the Unemployment Insurance Act. These amendmernts are designed
to clarify, and in some cases correct, the application of the Income
Tax Act and associated statutes.

These ‘explanatory notes describe amendments, clause by clause, for
- the-assistance of Members of Parliament, taxpayers and their
professional advisors, '

Draft amendments to the Income Tax Regulations, with
accompanying explanatory notes, are also included in this
document.

The Honourable Don Mazankowski
Minister of Finance

These explanatory notes are provided to assist in an understanding
of amendments to the Income Tax Act, the Income Tax Application
Rules, 1971, the Canada Business Corporations Act and the

.. Unemployment Insurance Act. These notes are intended for
information purposes only and should not be construed as an
official interpretation of the provisions they describe. :

Cette publication est également offerte en frangais.
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Claﬁse 1

Source of Income or Loss

ITA
4

Section 4 of the Act provides general rules for determmmg a
taxpayer’s income or loss from a particular source or from a source
in a particular place.

Subclause }(1)

ITA
42)

Subsection 4(2) of the Act provides that deductions permitted by
sections 60 to 63 of the Act are not applicable to a particular
source or to sources in a particular place, except as provided by
subsection 4(3). This amendment to subsection 4(2) adds a
reference ‘to section 64 of the Act, under which an individual may
deduct attendant, care expenses. This amendment apphes to 1989
(the first year for which attendant care expenses were deductible in
computing 1ncome) and subsequent’ years.,

Subclause 1(2)

ITA
43 .
Subsectlon 4(3) of the Act applles to a source of income or loss of
a taxpayer that is an office, employment or business carried ‘on or -
performed by the taxpayer in more than one place. With a few
exceptlons, it provides that, for the purposes of determining the
taxpayer’s foreign. tax credit and the taxpayer’s taxable income
earned in Canada, all deductions allowed in computing the income -
of the taxpayer are considered to be-applicable to a particular
source or to sources in a particular place. The, exceptions are for
deductions permitted by paragraphs 60(b) (alimony payments),

60(c) (maintenance payments), 60(d) (interest on death duties) and
"60(1) (RRSP deductions).

Subsection 4(3) is amended so that it applies to all sources of
income, ‘whether or- not the source of income relates to more than
- one place '

Subsectlon 4(3) 1is also amended to expand the list of deductions
under section 60 which are not allocable to any source of income.
The expanded list includes deductions in respect of Canadlan :
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deferred income plans, payments from which will ultimately be
taxable in Canada. This is intended to allow an individual who
pays foreign tax in respect of a transfer to such a plan access to
the foreign tax credit under subsection 126(1)-of the Act for the
year of the transfer. More specifically, all deductions permitted by
section 60 are now on this list, other than deductions permitted by
paragraph 60(a) (capital element of annuity payment),

paragraph 60(0.1) (legal expenses), paragraph 60(q) (repayment -of
scholarships, bursaries and research grants), paragraph 60(s) .
(repayment of policy loan) and paragraphs 60(t) to (u) (retlrement
compensation arrangement payments).

Subsection 4(3) of the Act is also amended to ensure that it applies
for the purposes of the "flow-through" of foreign source income -
from a trust to its beneficiaries. This is achieved by a reference to
subsection 104(22) and new subsection 104(22.1) of the Act, under
which the flow-through mechanism formerly contamed excluswely
in subsection 104(22) w111 now be provided.

Fmally, subsection 4(3) is amended to ensure that. déductions made .
by a trust under subsection 104(6) (amounts’ paid or payable. to
" beneficiaries) and subsection 104(12) (amounts allocated to. B
preferred beneficiaries) are not considered to be applicable to
sources in a foreign country. However, if a trust designates such
amounts in favour of its beneficiaries under subsection 104(22),
new subsection 104(22.2) (formerly paragraph 104(22)(c)) requires

~that the trust’s foreign source income be reduced in a correspondmg
manner.

These amendments apply to taxation years commencing after 1992,
except that the relieving aspects of the amendments to
subsection 4(3) dpply to taxation years ending’ after

~ November 12, 1981. )

Clause 2

Employee Stock ‘Options

ITA
7(1.5)

Subsection 7(1) of the Act prov1des for the. inclusion of stock
option benefits in employment income. ~ The benefit is included in .
the employee’s income at the time the employee exercises the
option and is measured as the excess of the fair market value of
the shares at that time over the price paid for them.

Subsection 7(1.1) of the Act provides that, in the case of shares of
the capital stock of a Canadian-controlled private corporation issued
under an employee stock option plan, the employment benefit
determined under paragraph 7(1)(a) is, under certain conditions, to
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:be included in the: employee’s income only-in the taxation year in

whlch the employee disposes of .or exchanges the- shaIes

.Pursuant to paragraph 110(1)(d.1) of the Act, an amount equal to

one quarter-of the amount of :the benefit deemed to’ have ‘been

* received is deductible. where the taxpayer disposed:- of a ‘share

acquired:after May- 22, 1985 as a result.of exercising a' stock option-
granted by.a Canadian-controlled private corporation and:the shale
has not been disposed or.exchanged, otherwise than:as a .
consequence of a-death, w1th1n two years from the date of -

. -acqu1s1t10n

Subsectlon 7(1 5) of the Act prov1des that certain share d1spos1t10ns
or exchanges ‘will not be considered dispositions or exchanges-in -

certain circumstances for the purposes of the rules in

subsection 7(1.1) and paragraph 110(1)(d.1). Subsection 7(1. 5) of
the Act is amended, applicable to 1992 and subsequent taxation
years, to ensure that it applies in multiple share exchanges

Clause 3

Deductions From Employment Income

ITA. .

8(1)(0.1)

Subsectlon 8(1) of the Act pr0v1des a number of deductlons that
may be made by an individual in computing income from an office

or employment. New paragraph 8(1)(0.1) provides that amounts
deductible under amended subsection 144(9) of the Act, relating to-

forfeitures under an employees profit sharing plan, may be deducted

in computing an individual’s income from an office or employment.
This treatment is parallel to paragraph 6(1)(d) of the ‘Act, under

which allocations under employees profit sharing plans are ‘included
in computing an individual’s income from an-office or employment

This amendment applies to 1992 and subsequent taxation years.
Clause 4

Taxatlon Years of Proprletorshlps :

ITA

1)

Subsection 11(2) of.the Act provides that, with respect to

- businesses of proprietors having fiscal periods that do not coincide
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with the calendar year, a reference to "taxation:year" or "year" shall
be read as a reference to a fiscal period of the business ending 1n
the calendar year.

Subsectlon 11(2) is amended to clarlfy that this ﬁscal penod
treatment of business income of a proprietor does not apply to
capital gains or -capital losses of the proprietor, even though the:
capital property ‘that gave rise to the gain or loss may have been
used in the proprietor’s business. Accordingly, while '
subsection 11(2) applies to section 80.3 of the Act, which provxdes
for a deferral to a subsequent. taxation year for income received in
the year from the forced destruction of livestock or drought-induced
sales of breeding livestock herds,: capital gains. or capital losses of a
proprietor are to be computed on.a calendar year bas1s

This amendment apphes to 1988 and subsequent taxation years

Clause 5 \

Income From Business or Property

ITA

Section 12 of the Act requires the inclusion of various amounts in
computing the income of a taxpayer for a year from a business or
property.

Subclause 5(1)

ITA .
12(1)(m)

Paragraph 12(1)(m) of the Act requires a taxpayer’s income from a
trust or estate to be included in computing the. taxpayer s income’
from a business or property..-

Paragraph 12(1)(m) of the Act is amended to clarify that amounts
included in computing a taxpayer’s income under

subsection 132.1(1) of the Act are to be included in computing the
taxpayer’s income from a business or property

~ Subsection 132.1(1) provides that a mutual fund trust. may des1gnate

- a specified amount for its taxation year in respect of a trust unit,

. which generally results in a deduction of the specified amount in
computing the income of the trust and a corresponding income -
inclusion for the taxpayer owning the unit during the year.

This amendment applies' to the 1988 and subsequent taxation years.




. Subclause 5(2)

ITA
12(3)

Subsectron 12(3) .of the Act requlres corporations, partnershlps and
certain trusts to use the accrual method for computing interest -.
income in respect.of debt obligations. Certain. debt obhgatxons are
excluded. from -this. accrual rule. Subsection 12(3) is amended to
also exclude indexed debt obligations .issued after- .

October 16, 1991. Interest-in respect of.indexed: obligations w111 be
included in income by paragraph 12(1)(c) or subsection 16(6) of the
Act.

Subclause 5(3)

ITA
12(1 1)(a)

Paragraph 12(11)(a) of the Act defines the term "investment
contract™ for the purposes of the rule in subsection 12(4) requiring
the-periodic reporting-of accrued interest. This definition is -
amended, with respect to debt.obligations. issued after October 16, -
1991, to exclude indexed debt obligations.  Interest in respect of
indexed obligations will be included in income- by

paragraph . 12(1)(c) or subsection.16(6) of the Act.

Clause 6

Depreciable Property

ITA"
13

Section 13 provides a number of special rules relating to the tax
treatment-of depreciable property. - Generally, these rules apply for
the purposes of sections 13 and 20 of the Act and the capital cost
allowance regulatlons

Subclauses 6(1) and (2) ‘
ITA o |
13(7)

Subsection 13(7) of the Act prov1des rules relating to capital cost
that apply where there has been a change of use of depreciable

~ property, where depreciable property is used partly for gaining or -

producmg income and partly for some other purpose and where :
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depre01able property is transferred between persons not dealmg at -
arm’s length.

The preambles to subsection 13(7) and paragraph 13(7)(e) of the:
Act are amended to ensure that the adjustments provided therein are
subject to-.new -subsection 70(12) of the Act. Generally, new
subsection :70(12) provides that certain adjustments made to.the .
_capital cost of depreciable property-.of a prescribed class do not
apply -for the purposes of section 70, and, where. a provision of:
section 70 (other than subsection (12)) applies, for the purposes of :
sections 13 and 20:(but not for the purposes of any regulatlons
made for the purposes of paragraph 20(1)(a)). _

These amendments apply after 1992,
Subclause 6(3)

ITA
13(33)

New subsection 13(33) of the Act provides that, for greater - .
certainty, where depreciable. property is acqulred for consideration -
that includes the transfer of another property (for example, a -
trade-in), the portion of the cost of tﬁe,depreciable property that is’
reflective of the .transferred property shall not exceed the fair -
market value of the property so transferred. This new subsection:
applies to depreciable property acquired after November 1992.

Clause 7

Eligible Capital Property

ITA
14(8)

Subsection 14(1) of the Act provides that where, at the end of a
taxation year, ‘the -amounts required to be deducted from a
taxpayer’s cumulative eligible capital exceed the amounts requlred
to be added to that amount, the excess (referred to as the ' 'negative
balance" for the purposes. of this commentary) must be included in
the taxpayer’s income for the year as business income or as a
taxable capital gain.

Subparagraph 14(1)(@)(v) of the Act provides that, in the case of a
taxpayer that is an individual. who-was resident in Capada
throughout the- year, the amount of the negative balance in excess-:
of the portion that relates to the recapture: of previous deductions
taken. under paragraph 20()(b). of the Act in respect:of - eligible-
capital property. is deemed to be a taxable capital gain of the
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»1nd1v1dua1 from the disposition of property and 1s, therefore ehgrble
- for the Irfetrme cap1tal garns exemptron K

Th1s amendment adds new subsectron 14(8) to the Act whrch is a.
special relieving provision aimed at individuals who either become,
or cease:to be, resident in Canada, during a taxation year.. New
subsection 14(8) of the Act’provides that, for. the purposes of -
subsection 14(1), an: .individual who was resident in Canada at any ..
time. in a-particular year will be:treated as being resident in- Canada
throughout the year if the individual was a resident of Canada .
throughout either the immediately preceding or immediately
following taxatron year,

New subsection 14(8) of the Act applres to 1988 and subsequent

taxatlon years -

Clause 8

Obligation Issued at Discount S
ITA- . . "

16(3)

Subsection 16(3) of the Act provides rules relating to the taxatlon B
of deep discount debt obligations issued by persons that are not - :
subject to tax under Part I of the Act. Under this subsection, the

" difference between the principal amount of such a debt obhgatron
" and its issue price (i.e., the discount) is included in the -income of
 the first Canadian resident to- acquire the obligation who is_not

exempt from tax under Part.I.: The object of this rule is to- prevent
taxpayers. from converting amounts that are substitutes for interest
into capital gains. Subsection 16(3) is amended: to: provide -that it
will apply -only to the first taxpayer that acquires a ‘particular
obligation as a capital property.. This: amendment 1is apphcable to
1990 and subsequent taxation years. - :

Clause s

Prohibited ‘l'),eductions - Business and Propertyslnc'omev“ :

ITA
18(1 1)

Paragraphs 20(1)(c), (@), (e) (e 1) and.(f) of the Act perrmt
deductions for interest and certain- other financing expenses relatmg
to borrowed money used by a taxpayer for-the -purpose . of earmng
income-: from a busmess ‘o1 property These provrsrons are, :
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however, subject to- subsection 18(11) of the Act which prohibits
the deduction of such expenses in respect of indebtedness incurred :
for the purposes of making a contribution to an RRSP or certain
other deferred income plans. = : -

Subsection 18(11) is amended to prohibit the deduction of interest .
in respect of indebtedness incurred for the purposes of making a
contribution to any account under a prescribed :provincial pension. -
plan (i.e., the Saskatchewan Pension Plan). This amendment - '
applies to 1993 and subsequent taxation years.

Clause 10

‘Deductions in Computing Income From Business or Property

ITA
- 20.

Section 20 of the Act provides rules relating to the deductibility- of
certain outlays, expenses and other amounts in computing a
taxpayer’s income for a taxation year from a business or property.

Subclause 10(1)
ITA
20(1)(e)

Paragraph 20(1)(e) of the Act provides for the deduction over a.
five-year period of expenses incurred in issuing securities or in
borrowing money. These expenses are-deductible in equal ‘portions
over the five-year period starting with the year in which the
expenses are incurred. If there is a short taxation year, the
otherwise deductible portion is subject to a pro-rata adjustment. As
well, if the borrowing for which the expenses were incurred is
repaid in-a year, the undeducted balance of the expenses will be
deductible in that year. . ,

Paragraph 20(1)(e) is amended to allow for the similar deduction of
expenses incurred, after 1987, in respect of an amount payable by
the taxpayer for property acquired for the purpose of earning
business income (excluding property the income from which is :
exempt or a life insurance policy). The amendment also allows for
the deduction of expenses incurred in the rescheduling or
restructuring of a debt obligation or in the assumption of a debt

- obligation where the debt obligation arises from borrowings used
for the purpose of earning business income or is in respect of an
amount payable for property (other than property the income from .
which is tax exempt or a life insurance policy) acquired for the
purpose of earning business income. In the case of a rescheduling
or restructuring, the rescheduled or restructuring must provide for
either the modification of the terms or conditions of the debt
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obligation or.the conversion or substitution of the debt obhgatlon to
or for a share or another debt obligation.

Subclause 10(2)
ITA :
20(1)(e 1)

‘ Paragraph 20(1)(e 1) of the Act prov1des that, notw1thstandmg L
paragraph.20(1)(e), certain financing expenses that relate only to the
year-they are incurred are deductible in that year.. This paragraph -

- 1s ‘amended to provide a similar deduction for such expenses
incurred, after 1987, in respect of an amount payable for property
acquired to earn busmess income, or the rescheduling, restructuring
or assumption of a debt obligation.

Subclause 10(3) -

ITA
20(3)

Subsection 20(3) of the Act ensures continuity of purpose in respect
of money-borrowed to. répay money previously borrowed... Where a
taxpayer uses borrowed money to- repay money previously -
borrowed,:or to repay an amount for previously -acquired property .
described in subparagraph 20(1)(c)(i1), the borrowed money will be
treated, for the purposes of section 21 and paragraphs. 20(1)(c) or
(k), as having been used for the same purposes-as the- original
borrowing, or as having been used to acquire the same property, as
the case may be. A

Subsection 20(3) is amended as a consequence:of the introduction
of the amendments to paragraphs 20(1)(e) and (e.1) of the Act .
dealing with the treatment of certain refinancing fees: These. -
amendments apply to expenses incurred after 1987... =~ =

Clause 11

Capital Gains and Losses

ITA -
39(9) and (10)

Section 39 of the Act sets out the meaning of. capital gain, capital
loss and business investment loss and provides a number of spec1a1 -
rules relating to capital gains. :

In determining a business investment loss, a taxpayer is required to
deduct from the amount of the ‘business investment loss otherwise-
determined, the lesser of the amount of the business investment loss
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and the taxpayer’s net capital gains for which a deduction was
claimed under section 110.6 of the Act, to the extent that such-
gains have not been used to reduce other business investment ‘
losses. In calculating the net capital gains for which a deduction -
was claimed under section 110.6 of the Act, deductions taken under
section 110.6 for taxable capital gains are grossed up by the -
applicable inclusion rate. These amendments to subsections 39(9)
‘and (10): of: the ‘Act, which apply to 1988 and subsequent taxation -
years, adjust-the apphcable inclusion rate for deemed capital galns
1ncluded in, 1ncome under subparagraph . 14(1)(c)(v) of the Act

Clausé 12

Capital Gains - Special Rules

ITA
40(2)(1)Gi)

Paragraph 40(2)(i) of the Act requires that a capital loss on the
disposition of shares of a prescribed venture capital corporation, a
prescribed labour-sponsored venture capital corporation or shares of"
a taxable Canadian corporation that were held in a prescribed stock
savings plan be reduced by the amount of any . prescribed assistance
received in respect of the shares. For this purpose, certain-
government: assistance that does not cause a reduction in the
adjusted cost base of such shares is prescribed in- section 6702 of
the Income Tax Regulations.

Subparagraph’ 40(2)(@)(i) of the Act is s amended to provide ‘that
prescribed assistance -receivable in respect of a share also will result
in a reduction of any capital loss on the disposition of the share.

A parallel amendment to clause 53(2)(k)I)C) of the ‘Act provides -
that such assistance does not result in a reduction of the adjusted
cost base of a share

This amendment applies to 1991 and subsequent taxation years.

Clause 13

Exchanges of Property

ITA.
44

'Section 44 of the Act allows a taxpayer.to defer the recognition of
- a cap1ta1 galn in respect of property under certam cxrcumstances
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Subclause 13(1)-

ITA .
442)(d)

‘Subsection 44(2) of the Act provides.rules for determining the time

at which a taxpayer will be considered to have disposed of:a .
property which was the subject of an involuntary disposition (e.g.
theft, destruction or expropriation). This subsection is amended to
replaCe a reference to section 48 of the Act, which deems certain
property to have been disposed of where a taxpayer has ceased to
be a resident of Canada, with a reference to new section 128.1 of
the Act. New section 128.1 forms part of a set of améndments ..
concerning taxpayers’ residence and certain related matters. Thus
where property has been involuntarily disposed of and section 128.1
subsequently applies to the taxpayer, the involuntary disposition will
be cons1dered to have occurred no later than that subsequent t1me

ThlS amendment generally applies after 1992, although it may also
apply before that time to. corporations electlng to be'subject to new
subsection 250(5.1) of the ‘Act. For further information, reference

may be made to the commentary on that pl'OVlSlon

Subclause 13(2)

ITA .
44(6)

Subsectlon 44(1) of the Act allows a taxpayer who incurs a’ capltal
gain on the disposition of certain property ‘to defer tax on the gain-
to the extent that the taxpayer:reinvests the proceeds of: d1spos1t10n
in a replacement property within a certain period of time. . »

Subsection 44(6) of the Act: prov1des a special.rule for a taxpayer’
who has disposed of a former business propertF ‘where the property
consists:in part of a building and in' part of related land: In such
circumstances, the taxpayer may elect, for purposes of the rule
provided under subsection 44(1), to- treat any excess of the proceeds
of disposition' of such part of the property. over the replacement

-cost of that part as:proceeds of disposition of the other part.- This

would allow for:a complete:rollover where a taxpayer has moved

_from one location to another location and replaced the old building..

and land. with a new. building and land having a .combined cost™ :
equal to the proceeds.of sale.of the old property, even:though the
new land is less expensive than the old land and the new bu1ld1ng
is more expensive than the old bu1ld1ng : .

Subsect1on 44(6) of the Act is amended to provide’ that -any -
reallocated proceeds of disposition under that subsection apply for
the purposes of subdivision c, rather than ‘only for the purposes’ of
subsectlon 44(1) -For example, the reallocated proceeds of
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disposition in respect of the land and buﬂdlng apply for the
purposes of both subsection 44(1) and subsection 40(1) of the Act.
Subsection 40(1) provides general rules for determining a taxpayer ]
capital gain or cap1ta1 loss for a taxation year.

This amendment applies to d1spos1tlons occurrmg ;after
ANNOUNCEMENT DATE

Clause 14

Property wnth More Than One Use

ITA

45(2). '

Subsectlon 45(1) of the Act prov1des for a deemed dlSpOSltlon and
reacquisition of property where its use, or-a. proportion of’ its use,’is
altered -from personal use to income-earning or- producmg use, or
vice-versa. .

Subparagraph 45(1)(a)(i) of the Act prov1des that, where there is a
change of use of property acqulred for some other purpose to a use
that is for the purpose of gaining or producing income, a taxpayer
will be deemed to have disposed of the property for proceeds of
disposition equal to the fair market value of the property and to-
have reacquired it immediately thereafter at a cost equal to that fair
market value. Paragraph 13(7)(b) of the Act provides a similar rule
for determining the capital cost of property where a taxpayer,
having. acquired -the property for some:other. purpose, commences to
use the property for the purpose of gaining or producing income.

Subsection 45(2) of the Act provides that for the purposes of
subdivision ¢ andsection 13 of the Act, a taxpayer may file an
election in respect of. property to treat it as if a change of use does
not occur. The election is required to.be filed with the taxpayer’s
return of income-under Part I for the year that the change of use
occurs.- A taxpayer may rescind the election in a return of income
under Part I for a subsequent year with the changed use
commencing on the first day of that subsequent year.

Subsectlon 45(2) of the Act is amended to clarlfy that an electlon
may be made in respect of non-depreciable capital:property. For
example, a taxpayer may-file an election in respect of
non-depreciable capital property that is'land, the use of which
would otherwise be considered to have changed to gaining or
producing. income. ‘

Subsection 45(2) is also- amended to delete the words ,"therefrom or
for the purpose of gaining or producing income from a business”.
This change is consistent with the amendments made to the Act by




|
|

13
the enactment of Bill' C-139-which, . among other things, changed
the application of the’ change- of-use rules so that the: rules do not .

appl%' where the change is among earning income from busmess,
emp oyment or property N .

;Thls amendment apphes to 1992 and subsequent taxatnon years

C'lause" 15.

Changes in Resndence

'ITA

48

Sectlon 48 of the Act prov1des rules that . apply when a taxpayer
becomes:or ceases to be resident in Canada.. In general, section 48
deems certain property to have been disposed of when-a taxpayer
ceases to reside in Canada;- and to have been acquired when a -
taxpayer becomes a Canadian resident, for purposes of computing -
the taxpayer’s capital gains and losses. New section 128.1 of- the
Act adopts an amended version of these rules for all purposes of .
the Act, and thus makes section 48 redundant.

Section 48 is repealed effective after 1992, but the repeal comes .
into force earlier in respect of corporations electing to-be subject to
new _subsection 250(5.1). of the Act.. For further information,
reference may be made to the commentary on that. provision. - -

Clause 16

éonvertible ‘Property

ITA
51

Section 51 of the Act generally permits a tax-deferred transfer 'of .
property where a taxpayer, pursuant to a right of conversion,
exchanges capital property that is a share, bond,- debenture or note
of a corporation for. capital- property that is another share of the
capltal stock of the corporatlon ) . : .

Subsectlon 51(1) of the Act-is amended effectlve for exchanges
occurring after ANNOUNCEMENT. DATE to provide that where
shares of a corporation are exchanged for other shares of the same
corporation; a rollover will -be- available even though the terms and
conditions of the exchanged shares do ‘not provide a right of
exchange or conversion. :
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Although subsection 51(1) of the Act. is intended to provide -
rollover treatment for certain :share-for-share: exchanges, a e
shareholder could be deemed by section.84 to have received a = -
dividend where the stated capital of the old shares exceeds the .-
paid-up capital of the old shares for tax purposes. Such a pald-up
capital  deficiency could arise, for example, where subsection 85(2.1)
of the Act applies to reduce the paid-up capital of a class of shares
as a consequence of a previous transfer of property to which
subsection 85(1) applied.” New subsection 51(3) of the Act reduces
the paid-up capital of the classes of shares received on the
exchange. The effect of the reduction is to permit the paid-up
capital deficiency of the old shares to flow through to the new -

- shares received on the exchange, thereby ensuring that the exchange :
will not result in any increase in paid-up capital to which
subsection 84(1) of the Act could apply and that the amount
received for the old shares for purposes of subsection 84(3), having
regard -to- subsection 84(5), -will be equal to the paid-up capital ‘of
the old shares. A similar-provision-is being added to section 86
of the Act in'resgect of share exchanges to which subsection 86(1)
applies. New subsection 51(3) applies to. share exchanges occurring
after: ANNOUNCEMENT DATE and, unless the- corporation elects -
within -a certain. time limit not to have it -apply, to share exchanges
occurring before ANNOUNCEMENT ‘DATE and after

August 1992.

New: subsectlon 51(4) of the Act, applicable in respect of exchanges
occurring and reorganizations commencing after ' .
ANNOUNCEMENT DATE, provides . that section 51 will only
apply where neither section 86 nor subsection .85(1) or (2) applies.
Consequential to this amendment, subsection 86(3) of the Act is
amended to delete the reference to section 51.

Clause 17

" Cost of Shares on Immigration

ITA
52(8)

Section 52 .of the Act sets out rules for determining the cost to a
taxpayer of various types.of property. New subsection 52(8)
provides that the cost to a non-resident taxpayer of shares -of a
corporation that has become resident in Canada shall be deemed to
be the. lesser: of that cost- otherwise determined and the paid-up
capital in respect-of the share immediately after the corporation
became resident. - This new prov1s1on which forms part of :a set of
- amendments concerning taxpayers’ residence and certain related
matters, ensures the appropriate measurement of -any gain or loss on
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‘the. sale of a. share of -an: 1mmlgrant corporatlon by a non-res1dent
shareholder 2 t,

New subsectlon 52(8) apphes after 1992

g

Clause 18

Adjustments to Cost of Property |

ITA
53(2)(k)

Section 53 of the Act sets .out rules for determining the adjusted
cost base of capital property for the purposes of calculating any
gain or loss on its disposition.

Paragraph 53(2)(k) of the Act provides that the adjusted cost base
of a property is reduced by the amount of government: assistance
received or receivable. However, clause 53(2)(k)(i)(C) provides that
this reduction does not apply to-prescribed assistance received for
shares -of a prescribed venture- capital -corporation, or a prescribed
labour-sponsored venture capitdl corporation or to. shares of a - -
taxable Canadian corporation that are held in a prescribed stock -
savings ‘plan. ‘ For this purpose, certain government assistance is
prescnbed in sectron 6702 of the Income Tax Regulattons .

Clause 53(2)(k)(1)(C) of the Act is amended to prov1de that -
prescribed assistance receivable.in respect of a-share-does not result
in a reduction of the adjusted cost base: of the share. ‘A parallel -
amendment to. paragraph- 40(2)(i)- of the Act provides that such-
assistance will result in a reduction of any capltal loss on the
d1spos1t10n of such a share. A ;

Th1s amendment apphes to 1991 and subsequent taxatron years
' Clause 19

Cha‘nges in Residence

ITA - ‘

- 54@i)3ii) .
Section 54 of the Act deﬁnes various terms for the purposes of -
subdivision ¢ of Division B of the Act (Taxable Capital Gains and
Allowable Caprtal Losses). Paragraph 54(i) defines the term

"superficial loss", and:is' amended- to add to its reference to..
section 48 of the Act Wthh deems a disposition where the -
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taxpayer has ceased to be a resident of Canada, a reference to new
section 128.1- of the Act. New section 128.1 forms part of a set of
amendments concerning taxpayers’ reSIdence and certam related
matters. :

This amendment generally applies after 1992, although it may also
apply before that time to corporations electing to be subject to new
subsection 250(5.1) of the Act. For further mformation, reference

may be made to the commentary on that provision.

Clause 20

Divisive Reorganization - Treaty-Exempt Gain

ITA
55(3.1)

Section 55 of the Act deals w1th certam avoidance. transactions
1nvolv1ng capital gains and losses

Subsection 55(2) of the Act is an antl-av01dance prov1s1on directed
against certain arrangements designed to convert a capital gain on a
current or future disposition of shares into a tax-free inter-corporate
dividend. It treats a dividend received in these circumstances either
as proceeds from the sale of the shares or as a capital gain.
Subsection 55(3) of the Act provides two exemptions from this
rule. The first applies to a dividend received as part of a series of
transactions that does not include either an arm’s length disposition.
of property or a significant increase in the interest of an arm’s
length person in.a' corporation. The second exemption applies to a
dividend received in the course.of a reorgamzation — commonly
referred to as "butterfly” reorganization. - in which property of a -
particular corporation is transferred on a pro—rata bas1s to one or
more shareholder corporations.

New subsection 55(3.1) of the Act provides that the exemption in
subsection 55(3) is not applicable in certain situations where a -
dividend is received in the course of a series of transactions that
includes the realization of a gain that is exempt from income tax
by virtue of a tax treaty. The provisions of new subsection- 55(3.1)
are intended to prevent a Canadian corporation with a non-resident
shareholder from disposing of real estate and certain other assets on
a tax-free basis where this is achieved by virtue of preliminary -
transactions that give rise to a gain that is treaty-exempt.
Specifically, new subsection 55(3.1) . of the. Act excludes a d1v1dend
from the savmg prov151ons -of subsection 55(3) where:

* the dividend was received as part of a ‘seties of transactions
* that included the transfer of property from'a particular
corporation to a shareholder on a tax-deferred basis,
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as part of the series of transactions, a non-resident person

disposed of shares of the particular corporation (or of property
that derived its value principally from such. shares) and
realized a gain'that is-exempt from mcome tax by virtue of a
treaty, and -

_if the property that was transferred to the shareholder of the

particular corporation had been property of a taxable Canadian
corporation and if all the shares of that corporation had been

“owned by the non-resident ‘person, any gain realized ona’-

disposition -of the shares by the non-resxdent person would not
have been exempt from income tax. ,




Subsection 55(3.1) of the Act is applicable to dividends received
after ANNOUNCEMENT: DATE, other than a dividend arising -out
of a transaction or event occurring pursuant to a written agreement
entered into on or before ANNOUNCEMENT DATE.




19

Clause 21 ' _ S P

Amounts to be Included in Income

‘Section 56 of -the- Act lists certain types of income that are requlred
to be included in computing income for a-taxation year from a: - .
source other than: property, business or employment and other than
from the : d1spos1tlon of caprtal propertres Ca :

Subclause 21(1)

ITA
56(1)(a)(v1) and (vn)

- Under subparagraphs 56(1)(a)(v1) and (vii). of the. Act beneﬁts
received under the, Labour Adjustment Benefits Act (whlch prov1des
for the payment of benefits to laid-off workers) and income

assistance: payments made pursuant to-an-agreement under sectlon 5
of the Department of Labour Act (which provides for income.- .

- assistance benefits under the Program for Older Worker Ad_]ustment)

are included in. lncome S

This amendment to paragraph 56(1)(a) of the Act replaces -
subparagraphs 56(1)(a)(vi) ‘and (vii) with new

subparagraph 56(1)(a)(vi). This new subparagraph provides that,.
except to the extent otherwise required to be included in a :
taxpayer's income under the Act, prescribed benefits received under
‘government assistance programs are.included in income under. - -
paragraph. 56(1)(a). The Inconie Tax Regulations will .be amended
to: prescribe benefits received: under the Labour Adjustment Benefi s -
Act and under. section-5 of the Department of Labour. Act for. -
purposes. of new.subparagraph 56(1)(a)(vi), so-that the.tax treatment
of such -payments remains unchanged. - N

Payments under two additional government ass1stance programs w111
also be prescribed for purposes-of new subparagraph 56(1)(a)(vi) of
the Act. -These are income assistance payments received. under the -
Plant ‘Workers Adjustmént Program (as a.result of an agreement
under section 5 of the Department of Fisheries and Oceans Act)
and income assistancepayments under the Northern Cod
Compensation and Adjustment Program. This recognizes the
existing treatment of payments under these two programs, under -
which such payments are subject to tax.

This amendment applies to benefits received after October 1991.
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~ Subclause 21(2)

ITA :
56(1)(d.2)

Paragraph -56(1)(d.2) of the Act provides for the inclusion in
income of ‘any amount received from -an annuity, where the
payment for the annuity -was deductible in computing income by
reason of paragraph 60(1) or former subsection 146(5.5) (which -
dealt with the acquisition of annuities described in paragraph 60(1)
by individuals who realized capital gains with respect to the’
disposition of farm property in 1984).

Paragraph 56(1)(d.2) is amended also to provide an inclusion in
income of any amount received from an annuity, where the.
payment for the.annuity was made in'circumstances to which new
subsectlon 146(21) applies.- As further” described below, this new
provision allows lump sum amounts to be transferred from
prescribed prov1n01a1 pension plans to acquu'e an annu1ty descrlbed
m paragraph 60(1)

This amendment applies to 1992 and subsequent taxatlon years.-
Subclause 21(3) |

ITA

56(4)

Subsectlon 56(4) of the Act prowdes that where a nght to receive
income is transferred to a person with whom the transferor ‘does not
deal at ‘arms length, income received under that right is income of -
the transferor-except in specified circumstances. Subsection 56(4)
is amended to provide -that only -such income relating to a period in
a taxation year throughout which the transferor is resident in  *
Canada will be included in computing the transferor’s income by
reason of this subsection. In addition; subsection 56(4) is amended‘
to delete the phrases "(whether before or-after the end ‘of 1971)"

and "because -the amount would have been rece1ved or- rece1vable
by him in respect of the year : :

These amendments apply to 1992 and subsequent taxation years '
Subclause 21(4)

ITA
56(4.1)

Subsection 56(4.1) of the Act applies in certain cases to attribute
income from one individual ("the transferee") to another individual
("the transferor") with whom the transferee does not deal at arm’s
length. The rules do not apply unless the transferee, or a trust in
which the transferee is beneficially interested, receives a loan from,
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or becomes indebted to, the transferor; -In addition,the. rules do -
not apply unless it is reasonable to consider that one of the main
reasons for making the. loan or incurring the indebtedness was to
reduce: or-avoid tax by causing income from the loaned property,

- property that the loaned property enabled or assisted the transferee

to acquire or property substituted for such property to be included
in the income of the transferee.

Subsection 56(4.1) is amended so that it may also apply where one
of the main purposes of making a loan or incurring indebtedness
was to reduce or avoid tax by -causing income from _property that
the -loan, or; indebtedness enabled or assisted a trust in which a -
transferee is beneficially 1nterested to acqulre to be mcluded in. the
income of the fransferee. .. -

This amendment applies with respect to income, relatmg to perlods
commencmg after ANNOUNCEMENT DATE ‘
Clause 2 »

Deductlons in Computmg Income |

ITA
60

Section 60 of the Act proyides for a ‘variety of deductions in

~ computing income, many of which relate to certain income

1nc1us1ons requlred -under section 56 of the Act
Subclause 22(1) | o

W
60(j.2)

Paragreph 60@.2) of the Act allows a taxpayer a deduction for a
taxation year in respect of periodic payments received out of a -

-registered -pension plan or a deferred profit sharing plan that are -

paid in the year or not more than 60 days after the end- of the year
to a registered retirement savings :plan under which the taxpayer’s
spouse is the ‘annuitant. - The.deduction is limited to a maximum of
$6,000 per year and 1s no longer available after the 1994 taxatlon
year,

Paragraph 60(j.2) is amended so that, where an individual dies in a

-taxation:year, a deduction under the paragraph may be claimed on .-

behalf of the individual for the: year with respect to:RRSP . ‘
prémiums paid on behalf of:the individual to an.RRSP under which
the individual's widow. or widower is the annuitant. This:is K
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consistent with- a sumlar amendment to subsectlon 146(5) of the
Act. - . e . : :

This amendment applles to 1992 and subsequent taxatlon years
Subclauses 22(2) and (3) L ‘

ITA
60((vX(B.1) -

Paragraph- 60(1) of the Act prov1des a minor w1th a deductlon for
the cost of acquiring an annuity where the term'of theannuity ‘does
not exceed 18 years minus' the age. of the minor at the time of the -
acquisition of the annuity. The cost of acquisition cannot exceed-
such portion of the sum (such portion referred to below as the
"limit") of the total refunds of premiums under registered retirement
savings plans (RRSPs) and registered retirement income funds
(RRIFs) and the total lump sum payments from registered pension
plans paid as a consequence of the death of a parent or grandparent
of ‘the minor as is included in computing the minor’s income. - (An
income inclusion for a minor in this respect would generally arise
only from the application of the "flow-through" rules in

subsection 104(27), 146(8.1) and subsection 146.3(6.1).) Where the
minor was dependent by reason of physical or mental infirmity on
the deceased, paragraph 60(1) also allows the minor to transfer
refunds of premiums referred to above to an RRSP, RRIF, life
annuity or a term annu1ty up to age 90.

Subclause 60(1)(v)(B 1D of the Act which restncts the deductlon
for a minor to the limit .described above, is amended so that- = -
"designated benefits" of a minor in respect of RRIFs are also
included in computing the limit. This change is consequential to
amendments to subsections 146.3(6.1) and (6.2) of the Act under
which amounts which were formerly treated as "refunds of
premiums" under RRIFs are now "designated benefits". For further
detail, see the eommentary on the amendments to those subsections.

Subclause 60(1)(v)(B.1)(II) is also amended to add a reference . to
new clause 60(1)(v)(B.2) of the Act.- This amendment ensures that -
a physical or mentally -infirm minor is not entitled to a ‘deduction :
under paragraph 60(1). of an amount in excess the minor’s transfers -
to RRSPs, RRIFs and annuities under paragraph 60(1). This
amendment is strictly consequential on the addltlon of new

clause 60(1)(v)(B 2).

Clause 60(1)(v)(B‘.1) is amended so that-the above limit of a minor
“is reduced to the extent that "designated benefits" of the minor in
respect of RRIFs exceed "eligible amounts” of the minor in respect
of those funds, computed on the assumption that the formula for
the computation of an "eligible amount” in new °

subsection 146.3(6.11) of the Act applied. As discussed in the
commentary to subsection 146.3(6.11), such an excess would arise
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. for'a taxation year only to.‘the. extent that ‘minimum amounts in .

respect of RRIFs for the year were not w1thdrawn pl‘lOl‘ to the
death of the last annuitant under the RRIFs.

These amendments apply to 1993 and subsequent taxation years.

‘Subclause 22(4)

ITA
60((v)(B.2)

Paragraph 60(1) of the ‘Act allows a deductlon to an 1nd1v1dual who ,
receives specrﬁed amounts - of .retirement income and transfers a’ -
designated portion of such:income to a registered retirement savings
plan, a reglstered retirement income fund or.to acquire a specified -
annulty : Such income: includes, under clause 60(1)(v)(B.2), amounts
received by an individual out of or under a prescribed provincial
pension plan (i.e. the Saskatchewan Pension Plan) as’a consequence-
of ‘the death of the individual’s spouse. - Transfers.of* such death -
benefits may be indirect (i.e. actually received by a taxpayer and
subsequently transferred by the taxpayer not more- than 60 days :
after the taxatlon year of rece1pt) or direct. .

Clause 60(1)(v)(B 2) of the Act is-repealed to d1sallow the transfer
of such death benefits under paragraph 60(1). Instead,. a.measure
allowing for the direct tax-free transfer of lump sum :amounts from
prescribed :provincial pension plans is introduced in new :
subsection 146(21) of the Act. A new clause’ 60(1)(v)(B-.2) is
mtroduced as dlscussed below

New clause 60(1)(v)(B 2). of the Act is added to, allow an mdxvxdual
a deduction with respect to funds transferred by the individual to
RRSPs or RRIFs or to acquire life annuities described in-
subparagraph 60(I)(ii). - The additional deduction permitted-as a
consequence of this clause cannot exceed the "eligible- amounts" " of
the individual in respect of RRIFs. This amendment is' necessary
because amounts from RRIFs will no longer be treated as: "refunds
of premiums" by virtue of amended subsections 146:3(6.1). and
(6.2), and thus are no longer included under clause 60(1)(v)(A) or
(B). - The computation of “eligible amounts" in respect.of RRIFs.is
described in the commentary to new subsectron 146. 3(6 11) of the
Act. "

These amendments apply to the 1993 and subsequent taxation_ years.
However, the restriction on the transfer of death benefits from the
Saskatchewan Pension Plan also applies to the 1992 taxation year
unless the taxpayer elects otherwise by notifying the Minister- of
National Revenue ‘in writing. It is intended.that a desrgnatron made
under paragraph 60(1) in respect of a-death benefit from a.:

prescribed provincial pension plan may: be regarded as an electlon

for th1s purpose "The puxpose of this transmonal rule is to
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facilitate the- indirect transfer of such death benefits with respect to
the 1992 taxation year. . Where such an election is made by a
taxpayer, new subsection 146(21) will not apply to transfers of such
death beneﬁts in 1992

Subclause 22(5)

ITA
60(1)(v)(D)

Paragraph 60(l) of the Act also allows an individual a deduction
with respect to funds transferred by the individual to RRSPs or
RRIFs or the issuer of a qualifying annuity on the basis of
payments from a RRIF to the individual in excess of the minimum
amount under the RRIF. To qualify for the-deduction, :

clause 60(1)(v)(D) requ1res that the transfer must be made dlrectly

Clause 60(1)(v)(D) is. amended $0 that where a taxpayer has
become an annuitant under a reglstered retirement: income fund as a
consequence of the death of the taxpayer’s spouse, amounts
received by.the deceased spouse out of or under the fund are taken
into account in determining the amount which may be transferred
pursuant to clause 60(1)(v)(D). For example, if an individual
receives the minimum amount under a registered retirement income
fund in a taxation year and dies. later in that year, the surviving
spouse of-the individual who becomes the annuitant under the fund
will be able to transfer -the full balance under the fund later in that
year under paragraph 60(1).

Clause 60(1)(v)(D) is also amended to ensure that an amount from a
RRIF is included thereunder in-respect of an individual only where
the individual is the annuitant under the RRIF, However, where
the individual is.the spouse or a mentally or physically infirm child
of the last  annuitant under the RRIF, transfers under

paragraph 60(l) are still allowed to the extent permitted under
clause 60(1)(v)(B.2). (In addition, if the individual is under

18 years of age, a term annuity to’age 18 may in some cases. be
acquired pursuant to clause 60(1)(v)(B 1).)

These amendments apply to 1993 and subsequent taxatlon years
Subclause 22(6) ‘

ITA o
60(n)(1 01).

Paragraph . 60(n) of the Act allows a. deductlon to an individual
where the individual repays an overpayment of certain amounts
received and included in the income of the individual for the year
or a preceding year. New subparagraph. 60(n)(i.01) adds
repayments of retiring allowances included in income under
subparagraph 56(1)(a)(ii) of the Act to the list of such deductible
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repayments. Thls amendment applies to repayments of retmng
allowances made after 1990. .

Subclause 22(7)

ITA
60(n)(ii. 2)

Subparagraph 60(n)(11 2) of the Act provrdes that repayments of
amounts described in subparagraph 56(1(a)(vii) of the Act (income
assistance payments made pursuant to an agreement under section 35
of the Department of Labour Act) may be deductible from income.
Subparagraph 60(n)(ii.2) is-repealed as a-consequence of the.
amendments to paragraph 56(1)(a) of the Act. Those amendments
replace subparagraphs 56(1)(a)(vi) and (vii) with new

subparagraph 56(1)(a)(vi), under which a prescribed benefit under a
government assistance program is included in an individual’s
income. As a result, repayments of such prescribed benefits (which
will include income assistance payments made pursuant to an
agreement under section 5 of the Department of Labour Act) may
be deducted from income under ex1st1ng subparagraph 60(n)(ii.1) of
the . Act. .

The repeal of subparagraph 60(n)(ii.2). applies'to repayments made
after October 1991, the same time at which the amendments to .
-subparagraphs 56(1)(a)(v1) ‘and (vii) take effect.. For further
information, - reference :may be made to.the commentary on those
subparagraphs : 7

Clause 23 o

Child Care Expenses

- ITA
63 (4)

' Sectlon 63 of the Act prov1des rules concemmg the deductrblhty of
child care expenses.

The deﬁnltlon of Chlld care expense in. paragraph 63(3)(a) of the

_ Act requires that the related child care services be.provided in
Canada by a person resident in Canada. New: subsection 63(4)
provides. an-exception to recognize as eligible child care expenses,
in certain circumstances, amounts paid for child care services
provided in the U.S. to persons who reside near the:Canada-U.S.
boundary and commute to work in the U.S. or who must travel
through the U.S. from their residences in Canada to work in other
locatlons 1n Canada that can only be reached by access routes .
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through the U.S. This amendment- applres to 1992 and subsequent
taxation years.

Clause 24

Canadian Development Expense

ITA
66.2

Section 66.2 of the Act provides. rules relating to the deduction of
"Canadian development expense” as defined in- paragraph 66.2(5)(a).

Subclause 24(1) - -

ITA -
66.2(5)(b)(v)

o Paragraph 66. 2(5)(b) of the Act sets out the deﬁnrtron of
"cumulative Canadian development expense" (CCDE). A taxpayer’s
CCDE includes the taxpayer’s undeducted pool of Canadian
development expenses. It is reduced by a number of amounts,
including the total set out in subparagraph 66.2(5)(b)(v). A
taxpayer is pemutted ‘a deduction under subsection 66.2(2) with -
respect to a positive CCDE. A "negative" CCDE is 1ncluded in a
taxpayer’s income under subsection 66.2(1).

If a taxpayer disposes of a Canadian resource property described in
subparagraph 66(15)(c)(ii), (v) or (vi) ("Canadian mining property"),
the deduction in computing the taxpayer’s CCDE under
subparagraph 66.2(5)(b)(v) is generally equal to the taxpayer’s
proceeds of disposition (net of otherwise non-deductible outlays
made for the purposes of making the disposition). In the event that
Canadian mining property was acquired by the taxpayer in
circumstances in which the successor rules under section 66.7 of
the Act apply, there may be CCDE or cumulative Canadian oil and
gas property expense (CCOGPE) relating to expenditures originally
incurred by an original owner that are available for deduction under
subsection 66.7(4) or (5) by the taxpayer. (These amounts are
referred to as a taxpayer’s successored CCDE "balance or

- successored CCOGPE balance: in respect of an original owner.) A
taxpayer’s successored CCDE balances under paragraph 66.7(4)(a)
in respect of original owners. of Canadian mining property are used
to offset the reduction in the taxpayer’s CCDE otherwise arising, by
virtue of subparagraph 66. 2(5)(b)(v) from the- drsposrtron of such
property. :

Subparagraph 66. 2(5)(b)(v) is amended S0 that the offset referred to
above in respect of a disposition of Canadian mining property by a
taxpayer is not determined with reference to the current amounts of

!
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the taxpayer’s successored CCDE balances. Rather, the offset is to
be- determined with reference to the amounts of a taxpayer’s
successored CCDE balances immediately before the proceeds
became receivable. In effect, the proceeds of disposition of - -
Canadian mining property acquired on a succession are intended to
be applied first to .reduce any -successored CCDE. balances before
any unapplied portion of the proceeds is applied to reduce the . .-
taxpayer's own CCDE. This. amendment is .consistent. with the - .
schi:me of the successor. rules: prior to the enactment of Bill C-64
in 1987. - ' L - W

More specifically, amended subparagraph 66.2(5)(b)(v): provides that
the total offsets referred to above that may be provided with respect
- to the disposition of Canadian mining property at a particular time
cannot exceed a specified amount. The specified amount is equal .
to the ‘total reductions in the taxpayer’s.successored CCDE balances:
by virtue ‘of .the:disposition in respect of all persons. who are
original owners with respect-to all:or part of such. property.

Subparagraph 66.2(5)(b)(v) is also. amended to ensure that, in
determining -a taxpayer’s successored CCDE balance as of any
particular time, amounts receivable by the taxpayer after that time
are not taken into account.- ‘This amendment is necessary because
ordinarily amounts receivable.up to the end of a taxation year are
relevant in determining a taxpayer’s successored-CCDE balance at

any time in the year.

Subparagraph 66.2(5)(b)(v) is also amendedto.make reference. to
new subparagraph 66.7(4)(a)(iii) of the Act, which is taken into
“account in computing a taxpayer’s successored CCDE balances after
" 1992. . This subparagraph applies only to the:extent that the
taxpayer designates amounts in prescribed form on a timely basis.
For the purposes of computing the reduction.of a taxpayer’s -
successored CCDE balances. under subparagraph 66.2(5)(b)(v), it is:
assumed . that the reductions.in successor CCDE- balances ultimately
arising as a consequence of the designation of proceeds under
subgaral;glraph 66.7(4)(a)(iii) occur at-the time. the proceeds become
receivable.. . . - . R

Exdihp_les of fh‘é intended effect of tAhesé;'améndmént‘s.are Acorvltained
‘in the commentary on the amendment to subparagraph 66.7(4)(a)(ii)
of the Act. S

These amendments’ apbly to taxation Smars endingf after

February 17, 1987. . S
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Subclause 24(2)

ITA
66.2(5)(b)(x) -

Paragraph 66. 4(5)(b) of the Act sets out the definition of CCOGPE.
A taxpayer’s CCOGPE includes the taxpayer’s undeducted pool of
Canadian oil and gas. property:-expenses. A taxpayer is permitted a
deduction under subsection 66. 4(2) of the Act with respect to-a
positive CCOGPE. A taxpayer’s CCOGPE is reduced by virtue of
the disposition of Canadian resource property referred to in
subparagraph 66(15)(c)(i), (iii) or (iv) ("Canadlan oil and gas. -
property”). - :

A "negatlve" CCOGPE (determmed at the end of a taxation: year)

" reduces a taxpayer’s CCDE pursuant.to subparagraph 66.2(5)(b)(x)

- of the Act. However, this reduction is offset by the lesser of two
amounts. The first amount (as determined under

clause 66.2(5)(b)(x)(A)) is the taxpayer’s successored CCDE balance
in respect of an original owner. The second amount (as determined
under clause 66.2(5)(b)(x)(B)). is the ‘proceeds of disposition that
have previously :become receivable by the taxpayer with respect to
"successoted" Canadian oil .and gas property acquired by the
taxpayer from' that original owner (or a successor to that original
owner) minus the amount that would be the taxpayer’s successored
CCOGPE balance in respect of the original owner if amounts: that
became receivable with respect to Canadlan oil and gas prOpertles
were not taken’ mto account.

Subparagraph 66.2(5)(b)(x) is amended so that amounts that become
receivable after 1992:with respect to. "successored" Canadian oil and
gas property in respect of an original owner will no longer i increase
the second amount referred ‘to' above. As.provided in new S
subparagraph 66.7(4)(a)(iii) of the Act, such proceeds can be .
designated by a successor to reduce a successor CCDE balance in
respect of an original owner’to the extent that there is no successor
CCOGPE balance in respect of the original owner against which -
such proceeds may be applied. A designation under new
subparagraph 66.7(4)(a)(ii1). has the advantage of reducing, by virtue
of new clause 66. 4(5)(b)(v)(C), the amount: required to be deducted
in computing the successor’s-own CCOGPE.. ,

Subparagraph 66.2(5)(b)(x) is also amended so that the offset is the
least of three amounts (rather than the lesser of the two amounts.
described above). As provided in new clause 66. 2(5)(D)(x)(C), the ‘
third amount is'nil. The new clause applies only in respect of a
taxpayer who has acquired property as a successor where the
taxpayer subsequently disposes of property in circumstances in
which the successor rules apply. However, it does not apply where
the successor rules apply because of an amalgamation or merger or
by reason of the change of control rules in subsection 66.7(10) of
the Act. It also does not apply as a result of successor transactions
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by a taxpayer before [ANNOUNCEMENT DATE +-1],"or successor
© transactions pursuant to.agreements in writing entered into before
that time, unless the w1nd1ng-up of the taxpayer has commenced

The addltlon of new clause 66 2(5)(b)(x)(C) s approprlate because;
where there has been a disposition to" another corporation by a -
_ taxpayer in circumstances in which the successor rules apply; a
taxpayer’s. successored CCDE balances (on which the first amount
used in determining the offset.is based) become available to the
other corporation. . While the first amount is required-to be reduced
on an on-going basis to reflect deductions claimed by successors
and dispositions. of successored Canadian resource property, serious
practical difficulties arise if the taxpayer has wound-up before . -
successored CCDE' balances are fully deducted or where the..
taxpayer does not have sufficient information for the purposes of
the on- gomg calculatlon of the successored CCDE balances

The above. amendments w1ll reduce the s1gn1ﬁcance of N
subparagraph 66.2(5)(b)(x) with respect to future transactions. The
amendments described below correct.minor technical deficiencies.
with- respect to the existing wordlng of the provision.

Subparagraph 66.2(5)(b)(x) is amended so that the first and second
amounts relevant for the computation of the offset described above
are determined on a year-end basis, in order to be consistent with .
the inclusion of a "negative" CCOGPE balance at the end of a
taxation year.

“Clause 66. 2(5)(b)(x)(A) is amended to clarify that the ﬁrst amount
relevant in computing the offset is based on the taxpayer’s
successored CCDE balance in respect of a particular d1spos1t10n of
Canadian resource property by an original owner. It is possible
that the same person may have disposed of different. Canadian
resource ‘properties to a taxpayer in two. separate:transactions in
which the successor rules applied, in. which.case- the taxpayer would
have two-relevant successored-CCDE. balances in respect of that
person for: the. purposes of this clause ’ oo

Clause: 66. 2(5)(b)(x)(A) is also amended in con_]unct1on W1th an
amendment to subsection 66.7(14) descr1bed below, to ensure that a
taxpayer’s successored CCDE balance is maintained for the
purposes of computing the first amount after the taxpayer transfers
property in circumstances.in-which the successor rules apply.
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Clause 66.2(5)(b)(x)(B) is amended to modify the second amount
relevant in computing the offset. As discussed above, the first
amount is based on the taxpayer’s successored CCDE balance in
respect of the original disposition of Canadian resource property by
an original -owner. Clause 66.2(5)(b)(x)(B) is amended so that the
second amount.is not reduced by. virtue ‘of proceeds of disposition
that became receivable before 1993 by a predecessor owner that
reduced ‘the successored CCOGPE -balance in respect:of the original
owner that is available to the successor. This relieving amendment
is consistent with the ‘application -of ‘this clause prlor to the ‘
enactment of Bill C-64 1n 1987.

These amendments apply to taxat1on years’ endmg after
ANNOUNCEMENT DATE, except that a taxpayer may elect to
have the amendments apply to taxation years ending after

February 17, 1987 by filing a notice in ‘writing. with the Minister of
National Revenue. The notice must be filed by the end of the
sixth month after the end of the taxation year of the taxpayer in
which Royal Assent to these amendments occurs. If the notice is -
given by-a taxpayer ‘the Minister of National Revenue .can reassess
the taxpayer’s statute—barred taxation. years to take into .account the "
electlon

Cla’use 25 _

Canadian Oll and Gas Property Expense

ITA
66. 4(5)(b)(V)

The amendments to subparagraph 66. 4(5)(b)(v) of the -Act, relating
to the calculation of a taxpayer’s CCOGPE are parallel to the
amendments to subparagraph 66.2(5)(b)(v), relating to the :
calculation of a taxpayer’s CCDE. Except for the introduction of
new clause 66. 4(5)(b)(v)(C) the only difference between the two
subparagraphs is that subparagraph 66.4(5)(b)(v) deals with
Canadian oil and gas properties, whereas subparagraph 66 2(5)(b)(v)
deals with Canadian mmmg properties.

Clause 66. 4(5)(b)(v)(C) is introduced so that decreases in a :
taxpayer’s successor CCDE balances arising from: the disposition of
Canadian oil and gas propertles correspondingly decrease the -
reduction in the taxpayer’'s CCOGPE which otherwise arises as a
result of the disposition. This offset is consequential on the
introduction of subparagraph 66.7(4)(a)(iii) of the Act.

These amendments apply to taxation years ending after
Februalg 17, 1987. However, the introduction of
clause 66. 4(5)(b)(v)(C) is relevant only with respect to amounts that
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become receivable. after 1992. . For further detail in th1s respect see
the commentary on new: subparagraph 66 7(4)(a)(111)

Clause 26

Successor. Rules

ITA
66.7°

Sectlon 66.7 of the Act. prov1des rules relatmg to- the deductlon, by
a "successor ‘corporation”, of unused resource expenses of another:
person in respect of resource properties acqulred by the successor -
corporation, .

Subclause 26(1)

ITA
66. 7(2)(b)(11)(B)

‘ Subsectlon 66 7(2) of the Act prov1des a successor. deductlon for
corporations in respect of foreign exploration and development
expenses (FEDE) incurred by other taxpayers. -This subsection. is
amended -to correct a reference which was included -when
subsection. 66.7(2) was.extended to allow an election (similar. to the
election formerly -provided: in paragraph 66.7(10)(f)) to: use specified
Canadian- resource income as streamed income agamst Wthh FEDE
could be clalmed by a successor. . :

Thls amendment applles to taxatlon years endmg after February 17,
1987. , o

Subclause 26(2)

~ITA . -
66. 7(4)(a)(11) and. (111)

Subsection. 66.7(4) of the Act provides a deduction for a taxpayer
“in respect of the taxpayer’s successored CCDE balances in respect
of original owners. Deductions under this subsection are
determined on a property-by-property basis. A deduction with
respect to a particular property may be claimed by a taxpayer equal
to the total specified amounts determined with respect to -original
owners of that particular property. The specified amount in. respect
of an orxgmal owner and a particular property is, in general terms
the lesser of: :

- 30% of the taxpayer S successored CCDE balance in respect
* of the ongmal owner (or,” more specrﬁcally, 30% of the .
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amount by which the undeducted CCDE in respect of the

. original owner exceeds, where the particular. property is

. Canadian mining. property, proceeds of disposition for the
particular property that had become receivable by the taxpayer
or a predecessor owner), and

- income from the productlon of the particular property
(commonly referred to as "streamed income"), computed
- without reference to resource deduction provisions in the Act.

In determmmg the above amounts, no part of a successor CCDE
balance may be deducted more than once

(subclauses 66. 7(4)(a)(i)(A)T) to (I)), nor can particular amounts' of
streamed income be used more than once as the basis for deduction
under section 66.7 (subparagraph 66.7(4)(b)(i1) and parallel
provisions in subsections 66.7(1), (3) and (5)).

Subparagraph 66.7(4)(a)(ii) is amended to ensure that, in computing
a successor CCDE balance of an original owner in respect of a
particular property, there is deducted other proceeds of disposition:
with respect to other Canadian mining property owned by the :
original owner before being acquired with the particular property by
a successor to the ongmal owner.

Subparagraph 66. 7(4)(a)(11) is also amended 8o that, where there is
more than one original owner of a particular Canadian mining
property, the proceeds' of disposition .with respect to’ that property
are applied to.reduce the successored CCDE balance in respect of -
the first original owner before any unapplied portion of the -
proceeds are used to reduce the successored CCDE balances in
respect of subsequent original owners. (If any portion of the
proceeds still remains unapplied, such portion effectively reduces
the taxpayer’s own CCDE pursuant to amended .

subparagraph 66. 2(5)(b)(v) of the Act.)

Subparagraph 66. 7(4)(a)(111) of the Act is introduced so that, in
computing a taxpayer’s successor CCDE balance in respect of an
original owner, there is deducted a portion of designated proceeds
that become receivable after 1992 from the disposition of Canadian
oil and gas property formerly owned by the original owner. The
amount' so deducted does not include amounts deducted in
computing a successor CCOGPE balance in respect of the original
. owner or amounts deducted in computing a successor CCOGPE: or
CCDE balance in- respect of a prior original owner. The :
* designation of the proceeds must be made in prescribed form by
the taxpayer (or. the predecessor owner who received such proceeds)
within 6 months after the end of the taxation year in which the
proceeds become receivable or by the end of the sixth month after
the end of the taxpayer’s taxation year in which Royal Assent to
this amendment occurs, whichever is later. A taxpayer: may ﬁnd it
-advantageous to desxgnate an amount under new = -
subparagraph 66.7(4)(a)(iii) in order to avoid, by vxrtue of new
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clause 66.4(5)(b)(v)'(C), a reduction of the taxpayer’s own
COGPE. \ | .

These amendmients apply to taxation years ending. after February 17,
-1987. - The examples below illustrate the operation of the .
amendments to subparagraphs 66.2(5)(b)(v) and 66.7(4)(a)(i1). -
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Subclause 26(3)

ITA
66.7(5)(a)(i1)

Subsection 66.7(5) of the Act provides a deduction for a taxpayer
in respect of the taxpayer’s successored CCOGPE balances in
respect of original owners. Deductions under this subsection are
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- determined on a property-by-property basis. A deduction with:
respect to a particular property may be claimed by a taxpayer equal
- to the total specified amouits, determined with respect to original
owners.of the particular property A specrﬁed amount determined
in respect of an original owner and a: partlcular property is, 1n
general terms, the lesser of

-10% of the taxpayer s successored CCOGPE balance in:
respect of the original owner (or; more specifically, 10% of
the.amount, -if any, by which the undeducted CCOGPE in
respect of the. original owner exceeds, where. the particular
_ property is. Canadian oil and gas property, proceeds of
disposition, for the particular property that had become
' Arecelvable by the taxpayer or a prec ecessor owner) and

- income from the productron of the partlcular property,
: computed w1thout reference to resource deductlon prov1s10ns
in the Act :

In determmmg the above amounts no, part of a successor CCOGPE
balance may be deducted more than once

(subclauses- 66.7(5)(a)())(A) to (A.1)), nor can pamcular amounts of
~ streamed income be used more than once as the basis for deduction
“under. section 66.7 (subparagraph 66.7(5)(b)(ii) and parallel
prov1slons in subsectrons 66 7(1) ). and (4)) ,

Subparagraph 66. 7(5)(a)(u) 18 amended to ensure that in computmg
a-successor CCOGPE balance in respect of an original owner in
respect of a particular. property, there are deducted other proceeds
of disposition with respect to other Canadian oil or ‘gas property
owned by the original owner before being acquired with the -
particular property by -a successor to the original owner.

Subparagraph 66. 7(5)(a)(u) is also amended so that the roceeds of
disposition with respect to successored Canadian oil and gas
property are apphedp to reduce the ‘successored-CCOGPE.balance in
.. respect of the first original owner of that property before any
unapplied portion of the: proceeds are used (to the extent provided
in new subparagraph 66.7(4)(b)(iii)) to reduce:successor CCDE
balance in respect of the first original owner. If any unapplied
proceeds remain, the successor CCOGPE and CCDE balances -in
respect of any other onglnal owners are likewise adjusted in the
order that they become predecessor owners in respect of .the
successor. . (If any portion of the proceeds still remains unapplied,
such portion effectively reduces the taxpayer’s own CCOGPE
pursuant to amended subparagraph 66:4(5)(b)(v).) -

These amendments apply o taxation years -ending after. February 17,
1987. The example below illustrates the effect of the amendments
to this subparagraph and subparagraphs 66.2(5)(b)(v) and (x) and
the introduction of subparagraph 66. 7(4)(a)(111)
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Subclause 26(4)

ITA
66.7(14)

Subsection 66.7(14) of the Act applies to a successor corporation
which disposes of Canadian resource properties to.a subsequent
successor. :For the purposes of determining the first successor’s
deductions under section 66.7 (or subsection 29(25) of the Income.
Tax Application Rules, 1971) with respect to its -acquisition of any .
of those properties, it is generally deemed never to have acquired
those properties. However, it is entitled to claim deductions under
subsection 66.7(1) (dealing with an original owner’s Canadian
exploration and development expenses) and subsection 66.7(3) -

- (dealing with an original owner’s Canadian exploration expenses)
for:the taxation year. of the disposition. In the case of arm’s length
dispositions or dispositions by way of amalgamation or merger, it is
also allowed to:.claim deductions under subsections 66.7(4) and (5)
(dealing with an original owner’s Canadian development expenses
and Canadian oil and gas property expenses, respectively) for the
taxation year of the disposition. S :

Subsection 66.7(14) is amended to clarify that it applies for the .
purposes of determining successor deductions with respect to
Canadian resource property retained by a successor corporation at
the time of a disposition to which the successor rules apply. This
ensures that no successor deductions under the above-referenced
subsections may be.claimed in respect of such retained property for
taxation years commencing after the successor has disposed of
substantially all of its Canadian resource property in circumstances
to which the. successor rules apply. :

Subsection 66.7(14) is also amended to clarify that it does not
apply for the purposes of amended subparagraph 66.2(5)(b)(v),
amended clauses 66.2(5)(b)(x)(A) and (B).and amended

. ‘subparagraph 66.4(5)(b)(v). These provisions require that a = -
taxpayer’'s CCDE or CCOGPE be determined at specified times
with reference to. subsections. 66.7(4)-and (5). In the absence of
this measure, it is arguable that the benefit provided to a taxpayer
by virtue of those provisions would be automatically eliminated
after a succession. oo o o

Subsection 66.7(14) is also amended to ensure that, where a
successor corporation retains Canadian resource property on a ..
disposition of other Canadian:resource properties in circumstances
to which the successor rules apply, the corporation which acquires
the other property (or subsequent successors) will not be required to
reduce its successored CCDE or CCOGPE balances by virtue of a
disposition of the retained property by the first successor_
corporation. . R :
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These amendments apply to dispositions occurring in taxation years
ending after February 17, 1987.

ITA
66.7(15)

Subsection 66. 7(15) of the Act apphes to a successor corporatlon

which disposes of foreign resource properties to a subsequent

successor. For the purposes of determining the first successor’s

deductions under subsection 66.7(2) with respect to its acquisition

of any -of those properties, it is deemed never to have acqulred
those properties.

- Subsection 66. 7(15) is amended to clanfy that it appltes for the
purposes of determining successor deductions with: respect 0.
foreign resource 'property retained by a successor corporation at the
time of a disposition to which the successor rules apply. This
ensures that no successor deductions under subsection 66.7(2) may
be claimed in respect of such retained property -for taxation years
ending after the successor has disposed of foreign resource’ property
- in circumstances to which the successor rules apply. ‘

' This amendment appltes to taxation years endmg after February 17,
1987

Clause-27 -

Shareholder Appropriattons

ITA
69(4) -

Subsectlon 69(4) of the Act provrdes that, where property of a
corporation has been appropriated by ‘a shareholder for no
consideration or for consideration below its fair market value and a
sale of the. Jproperty ‘at fair market value would have increased the
corporation’s income for the year, the corporation will be” -
considered to have sold the property during the year and recelved
proceeds equal to the property’s fa1r market value.

Subsection 69(4) is amended to also apply where property of a .
corporation is appropriated by a shareholder of the corporation for

" no consideration or for consideration below its fair market value-
and a sale of the property would have reduced a loss of the
-corporation. In such circumstances, the corporation will be
considered to have disposed of the approprlated property and to
have received proceeds of disposition equal to the fair market value
of the property.




39

_ This. amendment applies to. appropnatlons occurrmg after
ANNOUNCEMENT DATE.

» Clause 28 -

- Death of a Ta)tpayet‘

ITA
70

Section 70 of the Act prov1des certaln rules that apply upon the
.death of a taxpayer

Subclause 28(1)

ITA
70(3.1)

. Under subsection 70(2) of the Act, the value of certain "rights or
things" owned-by a taxpayer at death is required to be included in
the taxpayer’s income for the year of death. Subsection 70(3)
prov1des that this rule does not apply in connection with "rights or
things" transferred to beneficiaries of the deceased within a
specified time. Subsection 70(3.1) provides that certain property, .
including an interest in a life insurance policy (other than an .
annuity. contract, where the. payment.for the contract was deductible
under paragraph 60(1) of the Act) does not constltute a "right or
thing". for this purpose -

Subsectlon 70(3 1) is amended so that a nght or thlng" 1ncludes an
annuity. contract acquired in circumstances to-which new ; :
" subsection ‘146(21) of :the Act applies.. As.described below, the
latter subsection allows the transfer of amounts from prescribed -
provincial pension plans to acquire-annuities descnbed in

paragraph 60(1). :

Th1s amendment applies to 1992 and subsequent taxation years.
Subclause 28(2)

ITA
7065)

Paragraph 70(5)(c) of the Act (as amended by Bill C-92) sets out
special rules that may apply to a taxpayer acquiring a depreciable
property of a prescribed class as a consequence of the death of
another person. In the event that the capital cost of the deceased

~ person’s property exceeds the cost (as determined under -

paragraph 70(5)(b)) of the property to the taxpayer acquiring it, for-
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the purposes of the capital cost allowance regulations and the rules
concerning recapture and terminal loss, the capital cost of the '
property to the taxpayer .is deemed to be the amount that was the
capital cost to the deceased person of the property. Further, the
amount by which that capital cost exceeds the cost to the taxpayer
is considered to have been deducted by the taxpayer as capital
allowance- in respect of the property in prevrous taxatlon years.

Paragraph 70(5)(c) is amended to exclude flom 1ts appllcatlon
circumstances in which the deceased person’s proceeds of
disposition under paragraph 70(5)(a) are redetermined under
subsection 13(21.1) of the Act. Subsection 13(21.1) provides that,
where. a building and land on which it.is located are disposed of,-a
terminal loss on the sale of the bulldmg is reduced to the extent of .
any gain on the sale of the land. This is achieved by increasing '
the proceeds of disposition in respect of the building by the lesser
of the amount of the terminal loss on the building and the gain on
the sale of the land. The capital gain on the disposition of the
land is then reduced by a corresponding amount. In such
crrcumstances, new paragraph 70(5)(d) of the Act app11es

Under new paragraph 70(5)(d) separate rules apply where the
amount that was a deceased person’s proceeds of disposition in
respect of a property are redetermined under subsection 13(21.1).
Where a building had a capital cost to the deceased person that
exceeds the amount determined under subsection 13(21.1) to be the
deceased person’s proceeds of disposition, the capital cost of the
building to the taxpayer is treated as being the amount that was the
capital cost of the bu11d1ng to the deceased person. ‘The amount by
which the deceased person’s capital cost of the building exceeds the
deceased person’s proceeds of disposition, rather than the taxpayer’s
cost of the building, is deemed to have been deducted by the -
taxpayer as capital cost allowance on the building in' computing
income for previous.taxation years. Finally, the cost to the -
taxpayer of the land is deemed to be the amount: that was the
.deceased person’s proceeds of disposition in respect of the land
under subsection 13(21 1).




This amendment applies to dis;iositions occurring ;ifter 1992
Subclause 28(3) . .. ... T

ITA I
06X A

Subsection 70(6) of the Act provides that, among other matters, -
where depreciable property is transferred or-distributed as a
consequence of the death-of.a taxpayer to certain individuals, the .
proceeds of disposition are treated as being equal to an amount that
is intended to ensure that the property is transferred .on a - -
tax-deferred ("rollover") basis. - : ~

\
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Previously, the deceased person’s proceeds of disposition ‘in respect
of a particular depreciable property were computed under
subparagraph 70(6)(d)(i) to be equal to the product of multiplying
the undepreciated capital cost of the class of property by the
fraction that is the fair market value of the particular property over
the fair market value of all of the property in the class.

Subparagraph 70(6)(d)(i) is amended to provide that, with respect to
depreciable property of a prescribed class, a deceased person’s
proceeds of disposition are equal to the lesser of the "capital cost"
and the "cost amount” to the person of the property immediately
before 'the person’s death. - .

Notwithstanding an intended "rollover" treatment, the application of
the former formula in subparagraph 70(6)(d)(i) to the disposition of
depreciable property of a prescribed class could result in unintended
capital gains and terminal losses. The use of "capital cost" in
amended subparagraph 70(6)(d)(i) ensures that the proceeds of -
disposition in respect of a.depreciable property of a prescribed class
do not create a capital gain to the deceased by exceeding the
"capital cost" of the transferred property. This result could -
otherwise occur, for example, where the undepreciated: capital cost
(UCC) of the class of property exceeds the capital cost of the

_ property remaining in the class immediately before the time of
‘death. - Similarly, the reécipient of a property cannot acquire the
property at a "cost" that may-otherwise exceed its capital cost to
the deceased. Further, it should be noted that new

subsection 70(12) provides-that the capital cost of a deceased
person’s depreciable property equals the amount that would be the
capital cost to the person of the property immediately before the .
time of death if certain-limitations in subsection 13(7) of the Act
did not apply to the property. Generally, these limitations lower
the capital cost of certain property for capital cost allowance (CCA)
pul%poses, rather than for capital gains or capital loss purposes.
Reference should also be made to new subsection 70(13) of the
Act, which contains an ordering provision that applies to the
dlisposition of two or more properties held in the same prescribed
class. .. . C - C , e

With respect to the "cost amount" of depreciable property, .
subsection 248(1) provides, generally, that it is to be computed by
multiplying the UCC of the class by the proportion that is the
capital cost of the transferred property divided by the capital cost -
of all of the property of the class not disposed of before the time
of computation. : C o '

The effect of this amendment is that capital gains and, generally,
terminal losses, are deferred where subparagraph 70(6)(d)(i) applies
to property of-a deceased person.’ However, terminal: losses will
arise with respect to the amount by which, immediately before the
death of the person, the UCC of the class of property exceeds the
capital cost of all of the property in the class at that time.
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lThis amendment applies to dispositions occurring after  1992.
-Subclause 28(4)

ITA
70(9)

Subsection 70(9) provides for a tax-deferred ("rollover") on
intergenerational transfers of certain farm property from a taxpayer
to a child' of the taxpayer as.a result of the death of the taxpayer. -
In-this regard, the deceased taxpayer’s proceeds. of- disposition are -
treated as being equal to an amount that is intended to ensure that
the property is transferred on a rollover basis to:a- child of the
deceased taxpayer.. An election is, however, provided that allows
the legal representatrve of the taxpayer to. elect out of the rollover
prov131on - S S :

, Subsectron 70(9) is. amended in three respects. Frrét the formula
used in subparagraph 70(9)(b)(i) to determine-a deceased taxpayer’s

- proceeds. of disposition, with respect to the rollover of depreciable-.

- property of a prescribed class, is amended to provide that the
‘proceeds of dlsposrtlon of such. depreciable property will be the . -
lesser of the "capital cost" and the "cost. amount" to the taxpayer of
the property immediately before the taxpayer’s death:- For L
additional details, see the commentary accompanying the ..
amendment to subparagraph 70(6)(b)(i).: Also; see related

amendments to subsection 70(9 1) ‘and new subsectlons 70(12) and

(13).

. Second, subparagraph 70(9)(b)(ii) is amended to ensure that’ only
subparagraph 70(9)(b)(i) applies to land that is deprecrable property '

of a prescribed class (e.g., land. that is described.-in - .-

subsectlon 13(5.2) of the Act)

Third, paragraph 70(9)(c) is amended to add a reference to new : = ~
paragraph 70(5)(d). This amendment ensures that the rule described
in paragraph 70(5)(c) or (d) applies where the. legal. representative
of the -deceased taxpayer elects to recognize proceeds of disposition
that do not provide for a rollover of property. In such A
circumstances, subsection 13(21.1) may apply to redetermine the
proceeds of disposition. . For additional details, see the'commentary
accompanying the amendment of subsection 70(5) of the Act. '

This amendment applies to dispositions occurring after 1992.
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: Subclause 28(5) -

ITA
70(9.1)

Subsection 70(9.1) of the Act provides rules for allowing a
tax-deferred transfer ("roll-out") on intergenerational transfers of
farm property from certain trusts to a child of a taxpayer-as.a -
consequence of the death of the taxpayer’s spouse. The trust’s

roceeds of disposition are treated as being equal to an amount that
1s intended to ensure that the property is transferred on a rollover
basis to the child. An election is, however, provided that allows -
the trust to elect out of the rollover provision. : '

Subsection 70(9.1) is amended in three respects.. First, the formula
‘in subparagraph:70(9.1)(b)(i), which determines the trust’s proceeds
of* disposition with respect to depreciable property of a prescribed
class, is amended to énsure that a rollover to a child of the
taxpayer results ‘on the death of the taxpayer’s spouse unless an
election is filed by the trust. In particular, that subparagraph is
amended to provide that the trust’s proceeds of disposition with

. respect to depreciable property of a prescribed class are the lesser
.. of the "capital cost" and the "cost amount” to the trust of the

. property immediately before the spouse’s death. A corresponding
amendment is also made with respect to the replacement paragraph
for paragraph 70(9.1)(b), which applies when an election 1s made -
by the trust. For additional details, see the commentary on the

- amendment to subsection 70(6).

" Second, subﬁ)aragra h 70(9.1)(b)(ii) is amended to ensure that only
subparagraph 70(9.1)(b)(i) applies to land that is depreciable
property of a prescribed class(e.g., land that is described in -
subsection 13(5.2) of the Act).

. Third, paragraph:70(9.1)(c) is amended so that new

. paragraph 70(9.1)(d) applies where the trust’s proceeds of
disposition under paragraph 70(9.1)(b) are redetermined under
subsection 13(21.1% -of the Act. For further information, reference
may be made to the commentary in subclause 28(2).

‘This amendmeﬁt‘applies'to dispositions occurring after 1992.
Subclau'sve 28(6)

ITA
70(12)

New subsection 70(12) of the Act provides that certain adjustments
previously made to the capital cost of depreciable property of a
prescribed class under subsection 13(7) o? the Act do not apply for
the purposes of section 70. Therefore, the capital cost to a
deceased person of such depreciable property is to be readjusted for
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the purposes of determining the proceeds of disposition of that
property in amended paragraphs 70(6)(d), (9)(b) and (9.1)(b). This
readjusted capital cost is to used for the purposes of determining
both the undepreciated capital cost (UCC) of the class and the
amount by which the UCC is to be reduced as a result of a
-disposition, but is not to be used for the purposes of determining
any claim for capital cost allowance made on behalf of a deceased
person. ... . : : '

This amendment applies to dispositions occurring after 1992,
ITA

70(13)

New subsection 70(13) of the Act, which applies to dispositions
occurring after 1992,: generally provides that, where two or more
depreciable properties of a prescribed class are disposed of as a
consequence of the death of a taxpayer, section 70 and
paragraph (a) of the definition of "cost amount” in,.. .
subsection 248(1) of the Act apply as if each property ‘were -
disposed of in the order designated by the taxpayer’s legal .
representative or, in the case of -a trust to which subsection (9.1)
- applies, by the trust. Where no such designation is filed in the --

appropriate tax return, the order designated.by the Minister of .
National Revenue will apply. . - R

Clause .29

Inter vivos Transfers of Provpe'r_t‘).', .

ITA
73(1.1)

Subsection 73(1.1) of the Act provides greater certainty that the -
rollover rules in subsection 73(1) of the Act apply on the transfer
by a taxpayer of property to the taxpayer’s spouse or former spouse
or to a trust established on that person’s behalf by operation of
certain- prescribed provincial laws or court orders made in- _
.accordance with such laws. Subsection 73(1.1) is amended to refer
to transfers made under the laws of a province.in order to conform
with the language in subsection 73(1) of the Act. This amendment.
applies to transfers that occur.after July 13, 1990.
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Clause 30°

Deerhed Divitlends_‘ :
ITA 84 o

Sectlon 84 of the Act prov1des that certain transactions' involving
the shares of a corporatlon w111 be treated as producmg dividends
for tax purposes. .

Subclause 30(1)

ITA
B4(1)(c3)

Subsection 84(1) of the Act treats a d1v1dend as havmg been paid
by a corporation on the shares of ‘a class. of its capital stock where
the paid-up capital of the class is increased by the corporation in
circumstances other than those set out in that subsection.

- Subparagraph 84(1)(c.3)(iii) of the Act enables a corporation to’
convert to paid-up capital,” without triggering a deemed dividend,
contributed surplus that arose on a previous reduction of paid-up -
capital. This provision is amended to clarify that the amount of
contributed surplus that can be so converted cannot exceed the
amount by which the paid-up capital, as defined in

paragraph 89(1)(c) of the Act, was previously reduced. This
amendment applies to actions taken on or after ANNOUNCEMENT
DATE to convert contributed surplus to paid-up capital. In
addition, subclause 30(3) clarifies the date of the coming-into-force
of a previous amendment to paragraph 84(1)(c.3).

Subclause 30(2)°

ITA
84(11)

Subparagraph 84(1)(c 3)(11) of the Act enables a corporatlon to
convert to-paid-up capital, without triggering a' deemed dividend,
contributed surplus that arose in' circumstances where a shareholder
transferred property to a corporatlon for no consideration or -for
consideration that did not include shares of the corporation. New
subsection 84(11) of the Act limits, for the purposes of
subparagraph 84(1)(c.3)(ii), the amount of contributed surplus that
can be considered to have arisen on a contribution of shares to a
corporation in certain circumstances. This limitation is intended to
ensure that a person cannot circumvent the anti-surplus stripping
rules in sections 84.1 and 212.1 of the Act.. Where shares of a
corporation resident in Canada are contributed to the corporation
and, immediately thereafter, the two corporations are connected
_w1th1n the meaning of subsection 186(4) of the Act, the contributed
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surplus that, for the purposes of subparagraph 84(1)(c.3)(ii); could
be considered to have arisen on the acquisition of the contributed
shares will be the lesser of

- the amount actually added to contributed surplus, and o

- the paid-up capital of the contributed shares less the value of any
conslderatlon glven for the contnbuted shares.

New subsectlon 84(11) of the Act applies to actlons after

ANNOUNCEMENT DATE to convert contnbuted surplus into~ -\
pa1d-up capltal .

Clause 3_1~
Share-for-Share Exchanges -

ITA
85.1(2)

~ Section 85.1 of the Act provides a tax defeired rollover for

shareholders who exchange shares of a corporation (the ‘acquired

_corporation") for shares of the purchasing Canadian corporatlon in

the course of an arm’s- length sale of the acqulred corporatlons
shares. x S

Paragraph 251(5)(b) of the Act prov1des that a taxpayer who has a’

_tight under a contract to acquire shares of a corporation will-be

consideréd to be in the same -position in relation: to the:control of -
the corporation as if the taxpayer owned the shares. Because a. .
share-for-share exchange agreement is a contract to acquire shares- .
within the meaning of paragraph 251(5)(b), both parties to the - - .
agreement -could be considered to control the acquired corporation

- immediately before the share. exchange, ‘and therefore:-would not be -

considered to be dealing at-arm’s length with-each other.. As a
result, the tax deferred rollover prov1ded by subsectlon 85.1(1) of .

,the Act would not apply.

ThlS amendment to subsectlon 85.1(2) of the Act Wthh applles to-
exchanges occurring after ANNOUNCEMENT DATE provides that
for the purposes of the rollover provided in subsection 85. 1(1) a-
share-for-share exchange agreement will not create a non-arm’s
length relationship between the parties to the agreement
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Clause 32

Reduction in Paid-Up Capital

ITA
86

Section 86 of the Act provides a deferral of tax for a shareholder
‘who, in the course of a reorganization of the capital of a o
. corporation, disposes of all of the shareholder’s shares of a class
for consideration that includes other shares of the corporation.

Such an exchange of shares may, however, result in the shareholder
being deemed by section 84 of the Act to have received a dividend
where the stated capital of the old shares exceeds their paid-up =
capital for tax purposes. Such a paid-up capital deficiency could
arise, for example, where subsection 85(2.1) of the Act applies to
reduce the paid-up capital of a class of shares as a consequence of -
a previous transfer of property to which subsection 85(1) applied.

, Subclause 32(1)

ITA
86(2.1)

New subsection 86(2.1) of the Act reduces the paid-up capital of
the classes of shares received on an exchange described above. - -
The effect of the reduction is to permit the paid-up capital
deficiency of the old shares to flow through to the new shares
received on the exchange, thereby ensuring that the exchange will -
not result in any increase.in paid-up capital to which

subsection -84(1) of the- Act could apply and that the amount
received for the old shares for purposes of subsection 84(3), having
regard to ‘subsection 84(5), will be equal to-the paid-up capital of
the old shares plus the amount of the non-share consideration
received on the exchange in excess of the paid-up capital of the old
shares. New subsection 86(2.1) applies to share exchanges
occurring after ANNOUNCEMENT DATE and, unless the
corporation elects within a certain time limit not to have it apply,
to share exchanges occurring before ANNOUNCEMENT DATE and
after August 1992. o '

| Subclause 32(2) -

ITA
86(3)

Subsection 86(3) of the Act is amended, as a consequence of the
amendments to section 51 of the Act, to change the ordering of the
application of the rollover provisions in sections 51 and 86. Under
the existing rules, section 86 of the Act does not apply if
_section 51 could apply.. Under the amended rules, section 51 will
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not apply where section 86 applies. The amendment to
subsection 86(3) applies to reorganizations of capital commencing
after ANNOUNCEMENT DATE. ‘ '

Clause 33 ‘ . oo

'Amalgamations -

ITA
87

Section 87 of the Act provides rules that-apply on the _
amalgamation of two or.more taxable Canadian corporations.

Subclauses 33(1) and (2)

ITA
87(1.2) and (1.4)

Where there has been an amalgamation of two or more
corporations, the successor rules in section 66.7 of the Act
generally provide that unclaimed resource expenditures of a

. predecessor corporation may be deducted by the new corporation
only within the limitations -of the successor rules (i.e., against
"streamed income" related to the predecessor corporation’s resource
properties). - However, under - subsection 87(1.2) the successor rules-
.do not apply where there has been an.amalgamation of a
corporation -and one or more of its "subsidiary wholly-owned
corporations" or an amalgamation of :two or more corporations
which are "subsidiary wholly-owned corporations”  of the same - -
corporation.” Under subsection: 87(1.4) -of the existing Act; a
"subsidiary wholly-owned corporation” of another corporation is a: .
corporation all the issued and outstanding shares of which belong to
the other corporation (or to another' "subsidiary wholly-owned .

corporation” of the other corporation).

Subsection -87(1.2) is extended so that the amalgamation of two or
-more subsidiary-wholly owned corporations ‘of the same individual
also does.not result in the application of the successor rules.

- Amended subsection 87(1.4) provides that a-"subsidiary :
wholly-owned corporation" of an individual is a corporation all the
issued and outstanding shares of which belong to the individual (or
to another "subsidiary wholly-owned corporation" of that - -
individual).: . e Co e
This-amendment applies to-amalgamations occurring after’
ANNOUNCEMENT DATE. © - : T
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Subclause 33(3)

ITA
87(2)(-3)

Paragraph 87(2)(j.3) of the Act provides that a corporation formed
as the result of an amalgamation is considered to be a continuation
of its predecessor corporations for the purposes of a number of
provisions in the Act relating to employee benefit plans (EBPs), -
salary deferral arrangements (SDAs) and retlrement compensation
arrangements (RCAS% Paragraph 87(2)(j.3) is amended by adding
references to paragraph 12(1)(n.1) (income inclusion for amounts
received by an employer from an EBP) and paragraph 104(13)(b)
(income inclusion for income distributed by a trust governed by an
. EBP)." This amendment is applicable with respect to taxation years
that end after ANNOUNCEMENT DATE.

Clause 34

Winding-Up of -a Corporation

ITA ,
88(1)e. 3)(11)(C)(I)

Paragraph 88(1)(e 3) of the Act prov1des for the ﬂow—through of
investment tax credits (ITCs) from. a subsidiary corporation to a -
parent corporation on a winding-up of the subsidiary. Generally, -
clause 88(1)(e.3)(ii)(C) allows the. parent corporation to reinstate
ITCs that have been restricted as-a result.of a change of control of
the subsidiary, to the extent that the parent has a tax liability under
Part T of the Act in respect of income arising from the same :
business or a business similar to that in which the subsidiary earned
- the ITCs. The flow-through of ITCs on a change of control of a
corporation is subject to the corporation satisfying the condltlons
contained in subparagraph 127(9.1)(d)(i) of the Act.
Subsection 127(9.1) of the Act sets out the rules for determlmng
the amount by which a corporation’s carryforward of unused ITCs
earned .before a change. in control is limited, under paragraph (j) of
the definition "investment tax credit", for claims against taxes
payable in respect of income earned ‘after the change of control

' Subclause 88(1)(e 3)(11)(C)(I) of the Act is amended to. provide - that
the ‘flow-through: of otherwise restricted ITCs of a subsidiary to its -
parent corporation is conditional on the parent carrying on the
business of the subs1d1ary throughout the year in which the
flowed-through ITC is claimed. This change is intended to ensure
. that the treatment of ITCs of corporations experiencing a change of

~ control is subject to the same limitations, regardless of whether the
ITC claim is being made by the corporation or its parent (after
winding-up the corporation).
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This amendment applies to windings-up commencing after
ANNOUNCEMENT DATE.

Clause 35

Corporate Migration

ITA
88.1

In many. jurisdictions, a company incorporated elsewhere may :
become naturalized by submlttlng itself to the corporate law of 1ts '
new home, Such an. action is often described as a corporate
"continuance" ‘or "continuation". Section 88.1 of the Act prov1des -
certain tax consequences where a corporatlon incorporated in =
Canada has been granted articles of continuance (or similar
constitutional documents) outside Canada, As part of a set of
amendments concernitig taxpayers’ residence and certain related
matters, section 88.1'is to be repealed. \

For a- full descrlptlon of ‘the new rules in this area, readers should
consult the relevant amendments and. the accompanying explanatory
notes. Briefly, new subsection. 250(5.1) of the Act provides that
~ after continuing into a jurisdiction, a corporation will be treated as
having been incorporated there. As a result, a corporation that has
been continued abroad will no longer be treated as a Canadian
resident simply because it was incorporated here. Similarly, a
corporation continued into Canada may become a "Canadian
corporation” within the meaning of paragraph 89(1)(a) of the Act.
In both cases, the migrating corporation will, to the extent that its
place of incorporation affects its status as resident or non- -resident,
- be subject to the rules in new section 128. 1 of the Act regardmg
changes in residence.

Ex1st1ng sectlon 88.1 also apphes where a corporatlon has, in effect
-ceased to.be resident here because of a tax treaty. . In. hght of the
interaction of subsection 250(5) of the Act and new section 128 1,
section 88.1 is; superfluous in these cases as well '

Section . 88 1is repealed after 1992 but the repeal w111 come into
force earlier in respect of corporations electing to be subject to new
subsection 250(5.1) of the Act. For further information, reference
may be made to the commentary on that prov131on
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Clause 36

Definitions Relating to Corporations

Section 89 of the Act defines certain terms that apply in relation to
corporations and their shareholders.

Subclause 36(1)

ITA
89(1)(2)

Paragraph 89(1)(a) of theAct defines "Canadian- corporation”, a
term which is relevant for many purposes under the Act. A
corporation is a Canadian corporation at a given time if it is
resident in Canada at that time and was either ‘incorporated in -
Canada or has been resident here since June 18, 1971. This
definition is amended to clarify the status of a corporation formed
through an amalgamation, merger or other reorganization of two or
more other corporations. As a result of this amendment, it will
remain the case that such a reorganized corporation will be a
Canadian corporation if it was resident in Canada since 1971;

- otherwise, the reorganized corporation will have that status only if
two conditions are met. The corporation' must ‘have been formed
under the laws of Canada or a province, and each of the
corporation’s predecessors must itself have been a Canadian
corporation. : s ‘

The amendment. applies after Royal Assent.
Subclause 36(2) -

ITA
89(()G)(C)

Subparagraph 89(1)(c)(ii) of the Act defines "paid-up capital” in
respect of a class of shares of the capital stock of a corporation.
Clause 89(1)(c)(ii)(C) provides that after March 31, 1977 paid-up
capital is to be calculated without reference to-the provisions of the
Act other than those specified therein. This amendment to
clause: 89(1)(c)(ii)(C) adds references to new subsections 51(3),
86(2.1) ‘and 128.1(2) and (3) of the Act and is consequential on the
~‘addition of those provisions. New subsections 51(3).and 86(2.1)
ensure that, where shares of a class of the capital stock of a
corporation in respect of which the paid-up capital for tax purposes
is less than their stated capital are exchanged for shares of another
class of the capital stock of the corporation and either of these
subsections applies to the exchange, the paid-up capital deficiency
will flow through to the class of shares received on the exchange.
New subsections 128.1(2) and (3) of the Act apply in certain cases
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to adjust: the. pald-up capital of shares of a corporatron Wthh has
become resrdent in Canada . S T

The addition of the references to new subsecttons 51(3) and 86(2 1)
applies- after August, 1992, while the addition of the reference to
new’ subsection 128.1(2) apphes after. 1992. -

" Clause 37

Foreign Affiliates

ITA
95(2)(h)()

Paragraph 95(2)(h). of the Act provides that any foreign exchange

“gains or losses realized by a foreign affiliate of a taxpayer as‘a

result of the redemption, cancellation or acquisition of a.share of. -
the capital stock of, or the reduction of the capital -of; either that .-
affiliate or any other foreign affiliate of the .taxpayer. shall for ‘the. -
purposes of determining the affiliate’s taxable caprtal gains or :
allowable capital losses, be deemed to be nil.- -

Subparagrap 95(2)(h)(1) of the Act is amended. to" clarlfy that a
corporation that is a foreign affiliate of a taxpayer cannot realize a
foreign exchange gain or loss on the redemption, cancellation or
acquisition of a share of its’ own: captta] stock or on the reductron
of its own. capltal P

This amendment applies to redemptlons cancellatlons acqu1s1t10ns
and -reductions occurring after ANNOUNCEMENT DATE. -

“Clause 38

Foreign Partnerships

ITA

96(8)

New subsectlon 96(8) of the Act applies where at any t1me a .

" person resident in Canada becomes a member of -a partnership and

immediately before that time no member of the partnership “was
subject to tax under Part I.of the Act in-respect of the income of
the partnership. In sich cases the cost or. capital. cost of the .
inventory and capital property of the partnership is to be: treated as
being equal to the lesser of its fair market value at that time and:
its:cost or capital cost otherwise determined. For example, where

- the historical cost of a partnership’s depreciable capital property

exceeds the fair market value of the property at the time a person
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resident in Canada becomes a member of the partnership, the
undepreciated capital cost of the property is to be computed as if
its cap1ta1 cost equals its fair market value at that time.

New subsect1on 98(8) of the Act applies to partnership 1nterests
~ acquired after ANNOUNCEMENT DATE.

Clause 39 ‘.

Disposition of Partnership Interest

ITA
98.1(1)(a)

Section. 98.1.0f the Act provides rules alln)pllcable ‘to a taxpayer who
ceases.to be a -member of a partnership but continues to have a.
residual interest in the partnership. Paragraph 98.1(1)(a) is °
amended to replace a reference to section 48 of the Act, which
deems .a disposition of certain property to occur where a taxpayer
has ceased to be .a resident of Canada, with a reference to new
section 128.1 of the Act.- New section 128.1 forms part of a set of
amendments concernlng taxpayers’ res1dence and certaln related
matters.. . , ,

This amendment generally apphes after 1992, although it may also
apply before that time to corporations e1ect1ng to be subject-to new
subsection 250(5.1) of the Act. For further information, reference

may be made to the commentary ‘on that provision.

Clause 40

Trusts and Their Beneﬁciaries

ITA .
104(22)

. Subsect1on 104(22) of the Act enables a Canad1an-res1dent trust to
designate trust income included in a beneficiary’s income as foreign
income of the beneficiary, to the extent that the trust income is
derived from foreign sources. As a consequence of the designation,
a beneficiary of a trust is treated as having paid.a pro-rata share of
any foreign income tax paid by the trust and is intended to qualify
for a foreign tax credit under section 126 of the Act. Where such -
a designation is made by a trust, any amount treated by virtue of -
the designation- as foreign source income or foreign income tax of a
beneficiary is. treated as. not- being foreign source income or forelgn
income tax of the trust. ‘The existing wording of
subsection 104(22) does not distinguish between ' busmess-mcome




55

tax" and "non-business-income tax" paid by a trust This is-a -
technical deficiency as the rules in section 126 of the Act apply
differently to the two different types of taxes.

Subsection 104(22) is amended by dividing the exrstmg subsectron
into five new subsections. Former paragraphs 104(22)(a) to (d)
correspond to new subsections 104(22) to (22.3). New .
subsection 104(22.4) defines "business-income tax" and
"non-business-income tax" by reference to the deﬁnltlons of those
express1ons 1n section 126. : :

The new subsectlons are structured SO that a. des1gnat10n of forergn
source income by a trust and the consequences of that: des1gnatron
are described on a source-by-source basis. This structure-allows a
d1st1nct10n to be made between "business-income tax“ and e
"non-business income tax" paid by a trust. New - i s
subsection 104(22:1) of the Act treats a beneficiary under a trust as
a consequence of the trust’s designation under ‘subsection 104(22)
as having paid.-a pro-rata share of business-income taxor
non-business-income tax paid.by: the trust.. The pro-rata. share for a
beneficiary under a trust is equal to the proportion of the trust’s

- income giving rise to.such tax that was des1gnated by the trust in -
favour of- the beneficiary. - .- ey ,

New subsectlons 104(22) and (22. 1) also allow a trust to’ ﬂow—out
to its beneficiaries the portion of its business- income-tax paid to a
foreign country in respect of a businéss. carried on in-another -~ -
forelgn country

The new subsections also clanfy the apphcatlon of the ﬂow—through
rules where a beneficiary of a trust is another trust. - In these .
circumstances, the lower tier trust may designate. foreign source
“income to the beneficiary trust, which itself may designate such .
amounts to its- own beneﬁc1ar1es The new wording in
subsection 104(22.2) clarifies that the beneficiary trust’s foreign
~ source income takes into account the foreign source income
designated to it. New subsection 104(22.3), dealing with the
recalculation of a trust s foreign tax, has been amended in a4 similar -
manner.

These amendments apply to taxation years ending after s
November 12, 1981, Since subsection '104(22) applied in respect of
trusts resident outside Canada for taxation years commencing before
1988, the amendments also apply with respect to those trusts for
taxation years ending after November 12, 1981 and commencrng :
before 1988
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Clause 41 .

Capltal Interest in a Trust

ITA ,
107(1)(0)

Paragraph 107(1)(c) of the Act is a:"stop-loss" ‘rule which applies
where a capital loss would otherwise be realized by a corporation
on the disposition of the corporation’s interest in a trust. The
existing rule provides that the capital loss is reduced by dividends
- Teceived ‘by ‘the: trust before the disposition and.flowed-through to
“the corporation under subsection 104(19) or (20) of the Act. The
reason for this rule is that the capital loss from the disposition of .
an interest in a; trust by a corporation is assumed to increase as a
result of the- payment of such dividends, without any corresponding
increase in taxable income.of the corporation because of the -
- non-taxable treatment of capital dividends and the mtercorporate
dividend deductlon for taxable dividends.

Paragraph 107(1)(c) is amended so that, where a trust is a Umt
trust”, dividends received by it before 1988 are disregarded for the
purposes of this rule. This amendment is appropriate because,
before 1988, losses with respect to the disposition of interests in
units trust were not within the scope of paragraph 107(1)(c) because
of the restrictive definition of "trust" in paragraph 108(1)(j).

Paragraph 107(1)(c) is also amended to ensure that a reduction in
computing the taxpayer’s capital loss from the disposition of a trust
interest is not applied more than once. This amendment is relevant
where a taxpayer makes part1a1 dispositions of an interest in a trust
at different tlmes

These amendments apply to the 1988 and subsequent taxation‘yea’rs.
Clause 42
Deductions in Computing Taxable Income

ITA
110

Section 110 of the Act prov1des various deductlons that may be-
claimed in computing a taxpayer’s taxable income for a year.
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Subclaose_ 42(1) '
ITA

: 110(1)(&)(11;)

Paragraph 110(1)(d) of the Act provides a special deduction in
computing -an employee’s income in respect of certain. stock option-

 benefits... This deduction is: equal to- one-quarter of the amount of -

the beneﬁt included in an employee s income-under subsection -7(1)
of the Act.. :

Subparagraph 110(1)(d)(111) of the Act requlres that, in order to L
qualify for the deduction, the ‘option- price in. respect. of: the shares

~ must-not' be.less than the -excess of the fair market value of the
- share.at the time:the option was. acqulred over the cost of the ,
. optlon to ‘the employee. :

. Subparagraph 110(1)(d)(iii) is amended, effectwe for 1992 and
- subsequent taxation years, to eliminate ‘the effect of foreign -

exchange gains and losses when determining eligibility for the

" 'deduction.
‘Subclause 42(2)

ITA
' 110(1)(f)(11)

Paragraph 110(1)(f) of the Act allows_certain items of income to be
deducted in computing a taxpayer’s taxablé income.

Subparagraph 110(1)(f)(ii) allows the deduction of certain .
compensation. amounts received -under.an employers’. or workers’
compensation law for injury, disability or death.” This amendment
merely clarifies the date on which a previous amendment to
subparagraph 110((1)(f)(ii) came into force.

= _Clalise 43 :

Capltal Gams Exemptlon
ITA |

_1106(15) L

In order to qualify for the enhanced lifetime capital gains

exemption on-the disposi_tion .of a."qualified small business -
corporatlon share™ or a "share of the capital stock of a family farm’
corporation, a number of tests relating to the fair market value of -
the assets of the corporation .whose share is.being disposed of must
be met. .In partlcular, a.certain percentage- of the fair market value
of the corporatlon s assets. must be. attributable either to assets used :
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principally in an active business carried on by the corporation or a
related corporation, or to shares or indebtedness of a connected
corporation (within the meaning assigned by subsection 186(4) of
_ the Act), the shares of which would themselves qualify for the -
enhanced exemption

Where a corporatlon (Parentco) owns shares or- mdebtedness of a
subsidiary (Subco) to which it is connected, and Subco in turn
owns shares or indebtedness of Parentco, there is a potential for
circularity in the existing rules relating to the determination of
whether or not a particular share qualifies for the enhanced capital
gains exemption. New paragraph 110.6(15)(b) of the Act eliminates
this c1rcu1ar1ty by providing-that, for the purposes of applying the
definitions of "qualified small business corporatlon share”, "share of
the capital stock of a family farm corporation” and -' 'small business
corporation”, the fair market value of any shares or- indebtedness of- -
Parentco, owned by Subco, is nil. '

This amendment applies to 1992 and subsequent taxation years.

. Cla'use 44

Taxable Dividends Received by Corporations

ITA
112

Section 112 of the Act is one of the prm01pa1 prov1s1ons of the Act
dealing w1th the treatment of dividends received by a corporatxon

Subclause 44(1)

ITA
112(2.6)

Subsectlon 112(2.6) of the Act defines several . terms mcludmg :
"exempt share", for the purposes of subsection- 112(2 4). . The latter
provision may operate to deny the intercorporate dividend-deduction
provided under subsection 112(1) or-(2) for dividends received on
shares generally referred to as collateralized preferred shares.
Exempt shares are excluded from the operation of

subsection 1 12(2 4).

The definition "exempt share" is amended applicable to shares
issues after ANNOUNCEMENT DATE, to include a share .
described in paragraph (e) of the definition "term’ preferred share”

in subsection 248(1) of the Act (commonly referred to as a
"distress preferred” or "financial difficulty” share). This amendment
ensures that the collateralized preferred share provisions will not
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~ operate .to deny the-intercorporate dividend deduction.for dividends .

rece_ived on such shares.
Subclauses: 44(2), (3) and (4)
A o

‘ 112(4)(d)(i), (4.1)(d)(i), (4.2)(d)(ii)

Subsection 112(4) of the Act provides that the amount that aA

- .. taxpayer may claim in respect of a loss -arising on a share held as
* inventoryis reduced by: certain dividends received by the taxpayer
-on the share, unless the taxpayer satisfies the conditions set out in

paragraphs 112(4)(a) and (b). Subsection 112(4.2) -of the ‘Act . -
provides. a similar rule for a taxpayer who is a member of a

partnership that holds inventory shares. -Similarly, - - =
subsection 112(4.1) of the Act may -operate to.increase, for the

‘purposes -of inventory valuation, the fair market value of an

inventory, share.on which dividends have been received.

Paragraphs 112(4)(d), (4.1)(d) and (4.2)(d) of the Act apply to
corporate taxpayers. Each of these provisions is amended to

- exclude from the operation of the stop-loss or inventory valuation: .

rule capital gains dividends received by a corporation. Capital
gains dividends are, by reason of paragraph 112(6)(a), not
deductible under subsection 112(1) in computing the taxable income
of the .corporate taxpayer.

The amendments to subparagraphs 112(4)(d)(ii) and (4.2)(d)(ii)
apply to the determination of losses arising in 1990 and subsequent -
taxation years, restoring the treatment in this regard:of capital gains
dividends received by a corporation to that which existed prior: to-
the enactment. of Bill. C-18 (S.C. 1991, c. 49, s. 84). --Since

~subsection 84(6)- of that statute provided that a taxpayer could elect

to have the relevant changes apply. to the 1985 to 1989 taxation. ..
years, these amendments also apply to losses -arising in the 1985 to
1989 taxation years if the taxpayer had so elected. Similarly, the
amendment to subparagraph 112(4.1)(d)(ii) applies to -1990.and
subsequent taxation years and to the 1985 to 1989 taxation years
where the taxpayer has made an election under subsection 84(7) of
Chapter 49 of the Statutes of Canada. : :

Subclause 44(5) ‘

ITA
112(7)

Subsection 112(7) of the Act provides special rules relating to the
application. of the "stop-loss" rules in subsections 112(3), (3.1) and
(3.2) of the Act to shares that have been exchanged in certain
corporate reorganizations. For the purpose of determining.the
amount by which a loss on a-disposition.of a-"new" share is to.be
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reduced: (over and above any reduction attributable to dividends
paid on the new share), subsection 112(7) provides, in general .-
terms, that taxable dividends, capital dividends and life insurance

~ capital dividends received or designated on all the "old"- shares’

exchanged by the holder are to be allocated to the new shares
issued on the exchange in proportion to the adjusted cost bases to
the holder of the new shares immediately after the exchange.

Paragraph 112(7)(b) of the Act is amended, applicable to losses
arising in the 1992 and subsequent taxation years, to limit the

. amount of the dividends received or credited on an old share that-
can be applied to reduce a loss realized on the disposition of a new
share to.the lesser of: the taxable dividends, capital dividends and
life insurance capital dividends received or‘designated on the old .:
share; and the adjusted cost base to the holder of the.old share
immediately before the time of the exchange. The amount that
"survives".the reorganization for these purposes will continue to-be -
allocated to the new shares in proportion to their adjusted cost:: -
bases to the holder immediately after the exchange.

Clause 45

Part-Year Residents

ITA
114

Section 114 of the Act provides rules for computing the taxable
income of an individual who was resident in Canada during part of
a taxation yéar. The séction is amended, for 1992 and subsequent
taxation years, to, apply to individuals who, while non-residents of
Canada for part of a year, were employed or carrying on business
here ‘at that time. " The amendment ensures that an individual who
becomes or ceases to be a-resident in a year is taxable, while a
non-resident, only on Canadian-source income. o

Clause 46

Disability Tax Credit Transfer

ITA
118.3(2)

Subsection 118.3(2) of the-Act provides criteria for determining the
_entitlement of a su%porting,individual of a disabled person to claim
that person’s unused disability tax credit. A parent is allowed to
claim the -unused portion of a child’s disability tax credit for'a year
for which the parent has claimed a dependant tax credit or an
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equivalent-to-married credit in respect of the child (or could have:
done so had the parent been unmarried and the child had no
income for the year). As a result of the introduction of the child
‘tax benefit which replaces, among other provisions, the dependant
tax credit for dependants under 18 years of age and the fact that a
supporting individual cannot claim more than one
equivalent-to-married credit for a year, subsection 118.3(2) is
amended to ensure that, where a parent supports two or more
disabled children, the parent will be entitled to benefit from the
transfer of the unused portion of -the disability tax credit of those
children. This amendment applies beginning in 1993. '

Clause 47

Tax Credits — Part-Year Residents

11891

Section 118.91 -of the Act provides rules with respect to : ~
non-refundable. tax credits allowed to individuals residing in Canada
for only part of a taxation year. In keeping with the amendment to
section 114 of the Act, this amendment to section 118.91 modifies
the treatment of periods during which a part-year resident was not
resident but was carrying on business in Canada or was émployed
here. For 1992 and subsequent taxation years, an individual’s
eligibility for the various credits listed in paragraph 118.91(b) will
be determined without reference to such periods.

siar
T
nco
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Clause 48 ’

Goods and Services Tax Credit

ITA
125

Section 122.5 of the Act provides the rules for determining the
goods and services tax (GST) credit for individuals.

Subclause 48(1)

ITA
122.5(3)

Under subsection 122.5(3) of the: Act, to receive a GST credit for a
taxation year, an eligible individual must complete a "prescribed
form" that must be filed with the individual’s income tax return.for
the year. This amendment, which applies beginning with the 1992
income tax return, removes the requirement that a form be filed for
the GST credit w1th the individual’s return. An individual will now
simply be requlred to apply for the credit on the income tax return
itself.

Subclause 48(2) -

ITA
122.5(5)(a)

Paragraph 122.5(5)(a) of the Act provides that, where an individual -
is a qualified relation of another individual, only one individual

may claim the GST credit. This amendment which applies
beginning with the 1992 income tax return and is strictly
consequential on the amendment to subsection 122.5(3) of the Act,
removes .the requirement that a form be filed for the GST credit.

Subclause 48(3)

ITA
122.5(6)

Subsection 122.5(6) of the Act enables_(the vsurviving spouse of a
deceased individual to file an application in "prescribed form" to
receive the remaining GST credit payments that would otherwise
have been made to the individual. This amendment, which applies
to payments determined on the basis of an income tax return filed.
for 1992 or a subsequent year, removes the requirement that such
an application be made in prescribed form. As well, this
" amendment further extends the period during which the application
may be made from 60 days after the date of the individual’s death
- to the due date of the individual’s tax return for the year of death.
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As in the past, app11cat10ns made after the. deadlme may be,
accepted under certam crrcumstances.

-cnaﬁse o

. Foreign Tax Credit

ITA
126

Section 126 of the Act permrts a taxpayer to claim a foreign tax.
credlt .

- Subclause 49(1) -

ITA
126(2 2)

Subsection 126(2 2) ‘of the: Act provrdes a spec1al rule for
determining the foreign tax credit of a taxpayer who disposes of ...
property, treated by subsection. 48(2) of the Act as.taxable Canadran
property -of the taxpayer — that is, property in respect of .which the
‘taxpayer chose to defer a deemed disposition on ceasing to be: -
resident in Canada. Subsection 126(2.2) is amended to add to the
reference to subsection 48(2) a reference to new

paragraph 128.1(4)(e) of the Act. Paragraph 128.1(4)(e), which :
forms part of a set of amendments concerning- taxpayers’ residence .
and certain related matters, is generally analogous to, and replaces,
subsection 48(2) _

This amendment apphes after 1992.:
Subclause 49(2) L

ITA .
126(7)(0)

Paragraph 126(7)(0) of the Act defines the "non-business-income

" paid by a taxpayer for a taxation year for the purposes of
detenmnmg the taxpayer’s foreign tax credit. It is defined, subject
*"to’ a number of exceptions, as income or.profits tax pald by a
taxpayer to a foreign government. One of the exceptions-is that
tax included in a taxpayer’s business-income tax is not 1nc1uded in
the taxpayer’s non—busmess -income tax. -

Subparagraph 126(7)(0)(111 1) is mtroduced to also except from
non-business-income tax an amount that is“in -respect of an amount
deducted under subsectlon 104(22.3) of the Act in computing the
taxpayer’s busrness -income tax. - This- amendment is relevant where
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a trust pays an amount that apart from the rule in new :
subsection 104(22.3), would have been its business-income tax.’ If
the trust designates foreign source income to beneficiaries and, as a
consequence, reduces its business-income tax under new
subsection 104(22.3), the trust cannot rely. on. o

subparagraph 126(7)(c)(1) to re-characterize the amount as 1ts
non-business-i -income tax.

. This amendment applies to taxation years endmg after
November 12, 1981.

Clause 50

Investment Tax Credits

ITA
127(9)(c.1) and (d)

The def1n1tlon quahﬁed property" in subsection:127(9) of the Act,
which applies for the ‘purposes of investment tax credits (ITCs),
‘includes certain prescnbed buildings, machinéry and eqaipment that
is used primarily for-activities that are descrlbed thereln ~ That
deﬁmtlon is amended in two respects

Flrst new paragraph 127(9)(c 1) is added to extend the deﬁnltlon
' quahﬁed property” to property used in Canada primarily for the -
purpose of producmg or processing electrical energy or steam in a
rescribed area.  This treatment is conditional on certain conditions
eing satisfied in respect of the energy or steam. In particular, all
or substantially all of the energy or steam is to be: a) used by the
taxpayer for the purpose of producing income ffom a business
(other than the business of selling the product of the particular
property), or b) sold directly (or 1nd1rect1y by way of sale to a
provincially regulated power utility operating in the prescribed area)
to a related person. Further; the energy or steam is to-be used by
the taxpayer or a person related to the taxpayer primarily for the
purpose of manufacturing or processing goods in the prescribed area
for sale or lease. The areas that are to be préscribed are the
provinces of Newfoundland, Nova Scotia, New Brunswick and
Prince Edward Island and the Gaspé Peninsula. - This amendment
applies to property acqulred after 1991 :

Second, paragraph (d) of the def1n1tlon quahﬁed property”
describes certain property that is leased by a’‘taxpayer to a lessee
who may reasonably be expected to use the property in Canada
primarily for any of the purposes referred to in subparagraphs ©)@)
to'(xii1) (e.g., fishing). However, this tréatment does-not apply to -
leased property of the taxpayer unless, among other things, the
property is leased in the ordinary course of carrying on a business




- 65

in Canada by a corporatlon whose principal business is leasing
property.

Paragraph (d) of the definition "qualified property" is amended to."

“add new subparagraph (iv). Subparagraph, (iv) extends eligibility of

leased property-for ITC treatment to property-that is a fishing

vessel (including its furniture, fittings and- equipment) leased by an
individual . (other than a trust) to a corporatlon controlled by: the
individual that carries on a fishing business in connection-with one
or more commercial- fishing licenses issued by ‘the Government of
Canada to the individual. This amendment ensures that those -

fishermen who are required by government fishing policy to hold

their-licenses and vessels personally, but for commercial reasons
carry -on_their fishing activities through a controlled corporation,
may qualify for ITCs in respect of their fishing vessels. This

- amendment applies to 1985 and subsequent taxation years.

Clause 51

Changes in ReSIdence N

ITA

128.1 and 1282

New sectlon 1281 of the Act sets out the income tax effects of
becommg or .ceasing to be resident in Canada. For the most part,
section 128.1: simply consolidates and clarifies the rules in existing

_sections. 48 -and 88.1 of the Act, both of which are to be repealed .

with the enactment of the new section. There are, nonétheless,
some respects in which section 128.1 differs from its predecessors.

. Both the new.features of section 128.1 and its correspondence:to

the existing provisions are described in the detailed commentary -
below.

' New sectlon 128 2 of the -Act ensures that appropnate tax results

obtain where two or more corporations residing in different -
countries are- merged or otherw1se reorgamzed to form a smgle
corporatlon < .

Sections 128.1 and 128.2 apply after 1992 although they may also
apply before that time to.corporations electmg to-be subject to new
subsection 250(5.1) of the Act. For further information, reference

'may be made to the commentary on that prov1s1on
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Immigration

ITA
128.1(1)

New subsection 128 1(1) of the Act provrdes rules that apply when.
a taxpayer becomes resident in-Canada. The time at -which
residence is adopted is referred to in subsection 128.1(1).as "the
particular time", and the events deemed under this subsection to
take place.on the acqu1s1t10n of res1dence are t1med by reference to
that moment. :

The first event trrggered by a taxpayer’s immigration is the deemed
year-end described in paragraph 128.1(1)(a). The taxation year of
an immigrating corporation or trust is'deemed to have ended -
immediately before the taxpayer becomes resident in Canada (that
is, immediately before the particular time), and a new year is
deemed to have commenced at the particular time. No year—end is
prov1ded for individuals other than trusts.

Secondly, paragraph- 128.1(1)(b) treats the taxpayer as having
disposed of each property owned by the taxpayer, other than certain
specified properties, for proceeds equal to the property’s fair market
value. This disposition is deemed to have taken place immediately
before the time immediately before the taxpayer becomes resident
in Canada. Corporations and trusts, whose taxation year is deemed
under paragraph 128.1(1)(a) to have ended, will therefore realize .
any gain or loss in'a year during which they were non-tesident. It
should be noted that subsection. 128.1(1) applies for the  purposes of
the Act; as a result, this deemed disposition and the accompanying
deemed reacquisition may later affect the valuation of the
immigrating taxpayer’s property for capital cost allowance and
inventory purposes, as well as for purposes of computrng any

: capital gain or loss.

~ The properties exempt from a deemed disposition on immigration
under paragraph 128.1(1)(b) are essentially those properties which -
were, ignoring -any relevant tax treaty, already subject to tax in this
country. :In this category are taxable Canadian property, Canadian
business inventory; and eligible capital property in respect of a
Canadian business. In addition, a taxpayer who elected on an
earlier emigration not to be deemed to have.disposed of a given:
-property will not-be deemed to have disposed of that- property on .
moving back to Canada :

Third, paragraph 128. 1(1)(d) provrdes that where the 1mmlgrat1ng

taxpayer was a foreign affiliate of a taxpayer resident in Canada,

- that affiliate is deemed to have been a controlled foreign affiliate of
that other taxpayer immediately before the partrcular time, and a

~ prescribed amount is included in the affiliate’s foreign accrual
property income for the year deemed to have ended at that time.
This provision is comparable to the existing subsection 48(5) of the
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Act, ‘and.-it is intended that consequential changes be. made to
sibsection 5907(13) of the Regulations to reflect the replacement of
subsectron 48(5) w1th paragraph 128. 1(1)(d) .

Fmally, subsectlon 128 1(1). treats an. 1mrmgratmg taxpayer as’
having reacquired each of the properties deemed to have been
disposed of. Paragraph 128.1(1)(c) treats each of those propertres
as having been acquired, at a cost-equal to its proceeds of L
disposition,. at. the particular time. :

.Imrmgratlon - pard-up capltal

ITA . -
128, 1(2) and (3) .

Subsections 128. 1(2) -and (3) of the Act estabhsh certaJn limits. on
the paid-up capital in respect of any class. of the shares of .a
corporation that has immigrated to Canada. In general,” -
subsection 128.1(2) is designed to ensure that an immigrating
corporation’s paid-up capital will not exceed the difference between
the cost of its assets (as .determined for Canadian tax purposes) and
~its_ outstanding liabilities. Subsection 128.1(3) restores any
reduction in paid-up capital under subsection 128.1(2) to the extent
that that reduction has previously been recognized as a deemed
drvrdend on the shares in questron S

Subsectron 128 1(2) prov1des for a deductlon from the pald-up
capital in respect of any particular class. of a corporation’s shares
.The: deduction is computed, according to:a formula, as a proportion
of the.difference -between two. amounts. The first-amount is the
total of:. o - T e e

* the. corporatlon s total paid-up 'caprt'al (determined without
. reference to subsection 128.1(2));

. 'the corporatlon s habrhtres, and

. any Part XIV investment allowance clalmed by the -
corporatlon for its last taxatron year

The second amount is the total of:

e the corporatlon s deemed cost of propertres under
paragraph 128.1(1)(c);. : 4

. the cost amount of rts other propertres,

. the amount of what are commonly referred to as resource
pools";:and . .
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o the paid-up.capital in respect of its shares of connected
Canadian COrpOratlonS _ :

Where the first amount exceeds the second amount, a pro-rata
portion ‘of the difference is deducted from the pald-up capital in
respect of any partlcular class of the- corporatlon s .shares.

-New subsectlon 128.1(3) of the Act ensures that . :
subsection 128.1(2)’s adjustments to the paid-up capital of a class
of shares do not provide an. inappropriate result where, because of a
share redemption or reduction in paid-up capital, subsection-84(3),
(4) or (4.1) of the Act subsequently treats the corporanon as having
paid a dividend .on those shares. Where a deemed dividend arises
on, for example, the redemption of some of the shares of a
corporation subject to the subsection 128.1(2) adjustment,
subsection 128.1(3) will provide for an addition to paid-up capital,
such that the effect of the adjustment will remain constant in -
respect of the paid-up capital of the shares still outstanding.

Emig’ration

W
128.1(4)

New subsection 128.1(4) of the Act-establishes.a set of rules that-
apply to a taxpayer who ceases to be resident in Canada. These
rules are largely symmetrical to the rules applied in new
subsectlon 128.1(1) of the Act on becoming re31dent

The time at Wthh the taxpayer ceases-to be res1dent in Canada is -
referred to, both in subsection 128.1(4) itself and in these notes, as
* the "particular time": the timing of other events provided for in
subsection 128.1(4) is- established by reference to that moment.

As is the case of one who becomes resident in Canada, a taxpayer
who ceases to be resident in Canada is: treated as having disposed
of property at the time immediately before the time 1mmed1ate1y
before the particular time, for proceeds equal to the property’s fair
market value. This deemed disposition, provided for by -
paragraph 128.1(4)(b), parallels the existing rule in section 88.1 in
that it extends to all property where the taxpayer is not an-
individual. Where the taxpayer is an individual, certain types of
property are exempted from the deemed dlsposmon These are,
broadly speaking, types of property in respect of which Canada can
expect to tax any gain realized on a later actual disposition. More
specifically, the property. not subject to the paragraph 128.1(b)
deemed disposition where an individual becomes non-resident
includes taxable Canadian property, property used-in a Canadian
business, and rights to receive pension or similar payments.

Where the emigrant taxpayer is an individual other than a trust, the
taxpayer may choose to vary the deemed disposition provided under
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paragraph 128 1(4)(b). . First; under subparagraph 128.1(1)(b)(iv) the
taxpayer may elect not to be treated as ‘having dlsposed of any of
the taxpayer’s.capital property, provided the taxpayer gives the.
Minister-of National Revenue. adequate security for any tax . -

- foregone as a result. Such property is, under paragraph.128.1(4)(e),
treated as.taxable Canadian property until it is disposed of or the
taxpayer again ‘becomes resident in-Canada. ‘This election parallels
the one in existing paragraph 48(1)(c) of the Act. Secondly, the
taxpayer may -elect under paragraph 128.1(4)(d) to be treated as

- having disposed of any. property that would otherwise be exempt

from the deemed disposition.- This optlonal disposition may be .

compared to the result provided in existing paragraph 48(1)(a).

- Each of these new elections must be made in prescribed manner on

or before the taxpayer’s- balance-due day for the- taxation year that
includes the particular time. - It should also be noted that -

- ~ paragraph 128.1(4)(), which is described more -fully below, limits

the extent to which losses ‘may be created using the. elections.

A further exception to the general rule that treats an emigrating
taxpayer as having disposed of all the taxpayer’s property is found
in subparagraph 128.1(4)(b)(v).” Where an individual other than a °
trust was resident in Canada. for a total of no more than 60 months
over the past 10 years, that individual is not treated as having

- disposed of ‘any property owned: when the individual last became
resident . he1e or acqulred by 1nher1tance or bequest

Immedlately after the deemed dlspos1tlon of the emlgratmg s
taxpayer’s property —and thus immediately before the particular ...
time — paragraph 128.1(4)(a).treats the taxpayer’s taxation year: as
having ended, where the taxpayer is a corporation or a trust. A ..
new year is deemed to: have commenced at the particular time. :
This provision duplicates the result of existing section 88.1, and
applies-that result to trusts. as well as to all corporat1ons

The final event deemed by new subsection 128. 1(4) is- the
reacquisition by the. taxpayer; at the particular time, of the propelty
the taxpayer was deemed. to have disposed of.

Paragraph 128.1(4)(c) prov1des that the taxpayer will be treated as.
having reacquired that property at a cost: equal to 1ts proceeds of
d1spos1tlon :

As mentloned above paragraph 128. 1(4)(f) 1mposes 11m1ts on the
use that-may be made of -the-elective dispositions (and s
non-dispositions) of property made available to emigrant individuals
other than trusts. These limits are designed to. ensure that neither
the optional exemption of a property under .

.subparagraph 128.1(4)(b)(iv) nor its optional d1spos1tlon under :
paragraph 128: 1(4)(d) may be used to realize a loss exceeding any
* income or gain realized by the taxpayer on the d1spos1tlon deemed
to occur. .
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~ Where a taxpayer has elected under subparagraph 128.1(4)(b)(iv) or
paragraph 128. 1(4)(d), subparagraph 128.1(4)(f)(1) ﬁxes a floor
under the taxpayer’s income for the taxation year in which the °
taxpayer ceased to be resident in Canada The taxpayer’s ‘income is
deemed to be the greater of (1) that income otherwise determined;
and (2) the lesser of two amounts. The first amount is what the
taxpayer’s ‘income would have been in the absence of '
subsection: 128.1(4); the second amount is what the taxpayer's =

- income would have been if the taxpayer had not chosen to vary the
disposition by making an election. A similar rule in-
subparagraph 128.1(4)(f)(ii) limits the amount of ‘thé taxpayer s
losses for that taxation year.. Under-this rule, the amount of -any-
loss will be restricted to the lesser of: (A) the amount of the loss -
otherwise- determined; and (B) the greater of: (I) the amount that
the loss would be if subsect1on 128.1(4) did not apply; and (II) the
amount that it would be if subsection 128. 1(4) did apply, but the

: taxpayer had made no elections.

Cross-border ‘mergers

ITA
128.2 -

Some corporate law systems allow the reorgamzatlon of
corporations resident. in different jurisdictions to form a smgle
corporation. The tax’ consequences of such a reorganization may be
uncertain, since the new corporation may be treated as a
continuation of both a predecessor: corporation resident in Canada,
and. a-non-resident predp cessor corporation.. To-clarify this '
situation, new section 128.2 of the Act treats all- predecessor -

~ corporations-as having had — or having adopted the same

- residency status as the amalgamated corporation.
Subsection 128.2(1) provides that where a. corporation formed by
any reorgamzatxon in respect of two or more predecessors is
resident in Canada, any predecessor that was not, before the
reorganization, 1tse1f resident in Canada is deemed to have become’

- resident here immediately before the reorganization. Similarly,
subsection 128.2(2) provides that a Canadian-resident predecessor is

- deemed to have become non-resident immediately before its

reorganization into a new non-resident corporation.

Subsection 128. 2(3), meanwhile, ensures that these rules do not
apply to reorganizations occurring solely as a result of the

‘acquisition by one -corporation of another corporation’s property, -
whether by way. of purchase oron.a wmdmg-up of that other o

" corporation. .
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Clause 52

Credit Uhions

ITA
137(4.1) and (4.2)

Subsections-137(4.1) and (4. 2) of the Act provide rules relating to
the treatment of -amounts paid.or payable by a credit-union in- .-
respect of a-share of its.capital stock. Subsection: 137(4.1) provides
that where such an'amount (or in the case of an-amount paid on:

the redemption, acquisition or cancellation of -a share,.the -amount in
excess of the paid-up capital of the share) is paid to a. member of
the credit-union, the amount is treated as interest, rather than a .

- dividend. Subsection 137(4.2) -provides that subsectlons 84(2), (3)
and (4) of the Act do not apply to-deem an amount paid.by a
plorporagon that is a credit union, to any of its shareholders, to be a
- dividen:

Subsection’ 137(4.1) is amended to provide that an arﬁounf- paid or

. :payable by a credit union in respect of a share of its capital stock

" (or in the case of an amount paid on the redemption, acquisition or

-~ cancellation of the share, the amount in excess of the paid-up.

capital of the share), to a member of the credit union, will be .

- deemed to be_ interest only where the share is not. listed on a
prescribed stock exchange Consequential to this change,
subsection 137(4 2) is amended to provide that notwnhstandmg any
other provision of the Act, an amount that is deemed to be interest
under subsection 137(4.1) is deemed not to be a dividend.
Accordingly, where, for example, a credit union redeems a share

- from a non-member, or redeems a share that is listed on a -
prescribed stock exchange from a member, subsection 84(4) will -
now apply to the redemption. However, subsectlon 84(4) will not

. apply to a payment that is made by a credit union, to a member of
the credit union, in respect of a share of its capital Stock that is not
listed on a prescnbed stock exchange. It is proposed that those
stock exchanges listed in section 3200 of the Income Tax
Regulations be prescrlbed for the purposes of subsectlon 137(4 1) of
the Act, - , -

These amendments apply to transactlons occumng after
.ANNOUNCEMENT DATE: - :
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Clause 53

Subsidiary of Deposit Insurance Corporation

ITA
137.1(5.1)

Section 137.1 of the Act sets out rules relating to-the taxation of -
~deposit insurance corporations and their member institutions.
Subsection 137.1(5.1) treats subsidiary wholly-owned corporations
of dep051t insurance corporations as being deposit insurance
corporations for the purposes of that section,.-subject to certain
enumerated exceptions, such as subsection 137.1(11). -
Paragraph 137.1(11)(b) provides that a member. institution may :
deduct, in computing its income for a taxation year in which it
repays to a deposn 1insurance corporation assistance. received by it -
ina previous yedr, the amount of any such repayment, to the extent
. that the member institution has not chosen to exclude the repaid -
assistance from its income for that previous year by. filing an
. amended retuin under subsectlon 137.1(12) of the Act.

'Subsectlon 137. 1(5 1) is- amended applicable to 1992 and
subsequent taxation years, to change the reference therein to
subsection. (11) to a reference to paragraph (11)(a). This
amendment ensures that the deduction provided under :
paragraph 137.1(11)(b) will be available where assistance is- repald
by a member institution to a subsidiary wholly- owned corporatlon
of a deposit insurance corporatlon

Clause 54

Communal Organizations

ITA -
143(1)(k)

" Section 143 of the Act govems the taxatlon of comrmunal -
organizations that do not permit members to own property in the1r
own right. Subsection 143(1) provides that, where such'a -
communal organization or one or more businiess agencies.
(corporations, trusts or other persons) that it manages or controls
carries on business in support of its members, an inter vivos trust is-
deemed to exist. Paragraph 143(1)(d) deems the property of the
communal organization and all its business agencies to be the
property -of the trust.  Paragraph 143(1)(g) deems the communal
organization and all its business agencies to act as agents for the
trust in all matters relating to their business and other activities.
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Paragraph 143(1)(k) of the Act:is;introduced to ensure that, where a
communal organization (or .one-. of -its business agencies) is a
corporation, the rules in paragraph 143(1)(d) and. (g) will not
Ereclude the corporat1on from. issuing "small business development
onds" ‘under section 15:1 of ‘the:Act.: ‘However,:if ‘the corporat1on
is not an “eligible small business :corporation" ‘(as’ defined ‘in‘
subsection 15.1(3)) or fails to use proceeds from the: issue of a
bond in the manner described in. subparagraph 15.1(1)(c)(ii), a trust
deemed to.exist pursuant to subsection 143(1) will be: requlred to -
report -additional amounts of income pursuant:to . :
paragraph 15 l(l)(c) and subsectron 15 1(5)

This amendment apphes to 1992 and subsequent taxat1on years
Clause.SS' ‘. A

Employees Profit Sharmg Plans |

ITA -
144 -

- Section 144 of the Act provrdes rules applicable- to "employees - -

i profit  sharing plans" (EPSPs).:: An. EPSP is defined in

subsection- 144(1). --Under subsectlon l44(2), no: tax is payable by
an EPSP. L

_Subclause 55(1)

ITA .5 .0
144(1) and (2)

An EPSP is deﬁned in subsection 144(1) of -the Act as an
arrangement under which- payments computed by reference to an -
employer’s profit. (or the profit from the busrness of a corporatron a
with which the employer does not deal at arm’s length) are made
by the .employer toa trustee under. the arrangement. In addition,
subsectlon 144(1) requires the trustee contmgently or absolutely

- to allocate to employees all amounts recerved by the trustee
from the employer (or a corporation with which the employer
does not deal at arm s length), .

- to allocate to employees all profits from trust property
(computed Wlthout reference to cap1ta1 galns or losses)

- <10 allocate to employees all cap1ta1 galns and losses of ‘the
trust and . ,
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- to reallocate to employees all -amounts previously included -in
a former beneficiary’s income. by reason of a-contingent
allocation to the former beneficiary, where the former

_ beneficiary has forfeited his or her. right to the amount
contingently allocated and,: as a consequence, is deemed by
subsection -144(9) to have ‘paid- an amount ‘on account of tax
under Part I of the Act Lo

Subsectlon 144(1) is. amended to clanfy that such- allocations and -
reallocations are required to be made-on an ongoing annual bas1s :

Subsection 144(1) is also amended to clarify that an individual who
ceases to be an employee of an employer is not required to forfeit
any amount under the employer’ s EPSP by reason of ceasing to be
an employee. This clarification is achieved by ehmmatmg the
present closing words to subsection 144(1).

Amended subsection 144(1) provides that the rule concerning the
reallocation referred to above makes ‘a reference-to amende

- subsection 144(9), which provides a former beneficiary who fOI‘fCltS

an amount under an EPSP with a deduction rather than a deemed
payment of tax.

Finally, subsectlon 144(1) is amended to eliminate specific
reference_s_ to "officers". This amendment is appropriate because
"officers" are considered to be "employees” for the purposes of the
Act.) (See the deﬁmtlon of "employee" in subsection 248(1) of the
Act.

Subsection 144(2) of the Act is amended so that no tax is payable
by a trust governed by an-EPSP on' the taxable income of the trust
for a taxation year only if the trust was governed by the EPSP

throughout the year.

The amendments to subsectlon 144(1) apply to 1992 and subsequent
taxation years. However, because the existing definition might be.
construed so that profits and gains:need not be allocated before
paid out, a transitional rule will treat such amounts paid out before-
1993 as having been allocated. The amendment to .
subsectlon 144(2) applies to 1993 and subsequent taxatlon years

Subclauses 55(2) and (3)-

ITA
144(3) and (8. 2)

Under subsection 144(1) of the Act, the trustee of an EPSP is
required to allocate profits from. trust: property -(including interest) to
employees. Subsection 144(8.2) (read in conjunction with
paragraph 144(3)(f)) provides that interest included in computing
the income of a trust governed by an EPSP for a year is treated as
interest income of a beneficiary under the trust, to the extent that
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the trust allocates such interest income in favour of that beneficiary. -
The flow-through of interest income was relevant for the purposes- .
of the $1,000 investment income deduction, which was prov1ded
under former sectlon 110.1. of the Act ,

Subsect1on 144(8 2) and paragraph 144(3)(f) are repealed As a.
consequence, interest income of a trust allocated to a beneﬁmary is
included in the beneficiary’s income pursuant to subsection -144(3)
- without any flow-through of the character of that income. -

These amendments apply to 1992 and subsequent taxation years,
except that a beneficiary may. elect that these amendmeénts not apply
to the 1992 taxation year by notifying the Minister of National
Revenue by the end of the sixth month after the month in which
Royal Assent to these amendments occurs.

- Subclause 55(4) .

ITA
- 144(9) and (10)

" Subsection 144(9). of the Act applies where an employee ceases . to
‘be a- beneficiary under a trust governed by an EPSP and, as a-
consequence, forfeits his or her entitlement to amounts prev1ous1y
.allocated: by. the trustee of the trust and-included in computing the -
. employeels income. In these: circumstances, the employee. is v
- deemed under the existing Act to have paid 15% of the forferted
amount: on account of federal income tax under Part I :

Subsection 144(9) is amended to ehmlnate the 15% deemed
payment. Instead, amended subsection 144(9) provides that an-
employee is . entitled to deduct i in; computlng income the full
forfeited amount in these circumstances...-Under - A
paragraph. 8(1)(0.1),: this deduction is taken in comput1ng the
employee’s income from employment d

This amendment apphes to: 1992 and subsequent taxatron years,
except that a beneﬁcrary may elect that the amendment not apply to -
the 1992 taxation year by notifying the Minister of National.
Revenue by the end: of the- sixth month after the: month in which .
Royal Assent to this' amendment occurs. (It.is not: anticipated that
the election will be widely used, as .amended:subsection 144(9) w1ll
provide s1gmﬁcantly greater relief.than the exrstmg subsectmn in -
most cases ) \ .

Subsectlon 144(10) of the Act allows an employer to e1ect to have
an arrangement under which payments are stipulated to be made
"out of profits" ‘to ‘be treated, :for the purposes of the EPSP rules, as
an arrangement under which payments are computed :by reference to
the proﬁts of. the employer Thus such an arrangement ‘may
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- qualify as an EPSP provided the allocation and reallocation
requirements set out in.subsection 144(1) are satisfied.

- .Subsectlon 144(10) is amended SO that its wording corresponds to -
‘amended subsection 144(1). This amendment applies to 1992 and
subsequent taxatlon years.

Clause 56 , (
Registered' Retirement Saving's” Ptans

ITA .
146

Section 146 of the Act provides rules govemlng the treatment. of
registered retirement savings plans (RRSPs).

Subclause 56(1)

ITA e
146(1)(h) TR

' Paragraph 146(1)(h) of the Act deflnes "refund of premlums", e
which is relevant in determ1n1ng the amount that, on the death of -
.an annuitant under an RRSP, is included in computing a qualifying-
» 1nd1v1dua1’s income rather than the annuitant’s income. -In certain
- cases, the "refund of premiums" may be transferred by the
. quahfylng individual under paragraph 60(I) to acquire a qualifying
-annuity, or-to an' RRSP or a RRIF:- A “refund of premiums" under
an RRSP in respect of a qualifying:individual is an amount paid to
the qualifying individual out of the. RRSP as a consequence of the
death of the RRSP annuitant. A spouse of the deceased annuitant
is-a qualifying individual unless the deceased annuitant died after
the maturity of the plan. FmanCIally dependent children and
grandchildren of the deceased annuitant:are qualifying individuals if
- the. deceased annuxtant had no . spouse at the time of death.

Paragraph 146(1)(h) is amended to ensure that .a "refund of
premiums” does not include an" amount previously taxed as a
"benefit". under an RRSP.- (Paragraph: 146(1)(b) defines "benefit"
for this purpose.)’ Th1s could occur,for example, if the. payment of

"refund of premiums" under a trust governed by an RRSP is - -
S1gn1ﬁcantly delayed and as a consequence, the trust is taxed on
“trust income:

Paragraph 146(1)(h) 1s also amended to clanfy the computatlon of a
"refund of premiums" where an. annuitant under an:RRSP dies prior

to its maturity, but the payment. under the RRSP to a spouse of the
annuitant is made after the ‘date that the RRSP would otherwise

. have converted into an annuity. In these circumstances, amended
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paragraph 146(1)(h) ensures that such payments are not d1squa11f1ed
as a "refund of premiums" to the surviving spouse.

Paragraph 146(1)(h) is further amended to clarify that an amount
will qualify as a "refund of premiums" in respect of an RRSP only
when the: amount is paid out of the RRSP after the death of an
-annuitant under the RRSP :

These amendments apply w1th respect to deaths occurnng after
1992. “

~ Subclause. 56(2)

ITA
146(4)(c)

Paragraph 146(4)(c) of the Act provides that tax is payable by a
trust governed by an RRSP for taxation years after the taxation -
year'in which the last annuitant under the RRSP dies.

Paragraph 146(4)(c) is amended so that tax is no longer payable byt
a trust governed by an RRSP for the taxation year immediately
following the taxation year in which the last annuitant dies.

Instead tax wrll become payable in the second followmg taxatron
year.i o .
o . f - . . .
_“Thls amendment apphes to 1993 and subsequent taxatlon years

Subclause 56(3)

ITA -
' 146(5 1)

Subsection: 146(5 1) of the Act ‘'sets -out the rules governing the
deductibility of premrums paid by a taxpayer to an RRSP under

** which the taxpayer’s spouse is the annuitant. -The deduction:

'permrtted for a taxation-year is the undeducted portion of the
taxpayer’s post:1990° RRSP premiums, up to the portion of the
taxpayer’s RRSP- deduction limit for the year that has not been :
used as the basis for the deduction of RRSP premiums paid by the
taxpayer to RRSPs under which the taxpayer is the. annurtant o

Subsection 146(5.1) is amended so that, where an 1nd1v1dual d1es in
a-taxation year, a deduction under the subsection may be claimed
on behalf of the individual. for the year for RRSP premiums pa1d
on behalf of the individual to an RRSP under which the  :
individual’s widow -or widower is the annurtant

This amendment apphes to 1992 and subsequent taxatlon years
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Subclause 56(4)

ITA
146(8 2)(b)

Subsectlon 146(8 2) of the Act is a relieving measure Wthh
provides a deduction for RRSP or RRIF ‘distributions included in
computing an individual’s income that are in respect of certain
non-deducted RRSP premiums paid by the individual to the
individual’s own RRSP or to a spousal RRSP.

Paragraph 146(8.2)(b) is amended to ensure that such non-deducted
RRSP premiums do not include RRSP premiums paid by way of a
- transfer from prescribed provincial pension plans (i.e. the
Saskatchewan Pension Plan) in circumstances to which new
subsection 146(21) applies.

This amendineng -applies to 1992 and subsequent taxation years.
Subclause s6(5) | '

ITA
- 146(8. 8)(b)

Subsectlon 146(8 8) of the Act provxdes that, where an individual
dies, there is included in computing the individual’s income the fair
market value of the individual’s RRSP assets at the time of the
death minus "the portion thereof" that becomes receivable by the
individual’s spouse. If the RRSP has been converted into an
annuity, the latter amount is determined on the assumption that the
surviving spouse lives throughout any guaranteed terms contained in
the annuity. The income inclusion determined under-

subsection 146(8.8) may, in certain cases, be reduced by the
operation of - subsectxon 146(8.9) of. the Act (dxscussed below).

Paragraph 146(8.8)(b) is. amended SO that an amount is deducted
thereunder: in respect of an amount receivable by an RRSP
annuitant’s spouse only where the annuitant dies after the RRSP has
matured into an.annuity. Instead, amended subséction 146(8.9) .
provides for a reduction of the amount determined under

subsection 146(8.8) where the annuitant dies before the RRSP
matures into an annuity.

Subsection 146(8.8) is -also amended-to clarify that, in determining
the income inclusion for a deceased annuitant, the amount deducted
under that subsection is equal to the fair market. value at the time
of the annuitant’s death of the portion of the RRSP property that
becomes receivable by the individual’s spouse.

These amendments apply with respect to deaths occurring after
1992.
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Subclause 56(6) -

ITA .
146(8.9) .-

Subsectlon 146(8 9) of the Act provides a reduct1on of the amount
otherwise included in a deceased RRSP annuitant’s. income for the
'year of death under subsection 146(8.8). Subsection 146(8.9) of the
Act currently applies only in two cases. The first case is where'an
amount is paid out of an RRSP to the annuitant’s estate that is
deemed to be.a "refund of premiums" because -of a joint election
under subsection 146(8.1) by the legal representative of the.-

- deceased annuitant and a qualifying beneficiary of the estate. The
second case is where a child or grandchlld is paid an amount that
qualifies as a "refund of premiums". In these cases, such payments
gre deducted in computlng the annuitant’s 1ncome for the 'year of
‘death. - :

Subsection 146(8. 9) is amended SO that 1t also appl1es in a third
case, namely where a spouse of a deceased annurtant receives an
amount that qualifies as a "refund of premiums". This amendment
is strictly consequential on the first amendment to

‘subsection 146(8.8) of the Act, described above. As a'consequence,”
it is no longer necessary to dlstlngulsh in subsection 146(8.9)
between "refunds of premiums" and deemed "refunds of premiums",
as they are treated in the same manner under subsectlon 146(8.9).

Subsect1on 146(8.9) is also amended in-.order to minimize the effect
of the growth of RRSP assets after the’ death.of an: RRSP -annuitant
on the calculation of the RRSP annuitant’s income for the year of
death. This amendment effectively provides that the amount
deducted under this subsection in computing such income is
reduced by post-death growth attributable to refunds of premiums.
For this purpose, the total growth in RRSP assets after the death of
an RRSP annurtant is cons1dered to the amount, 1f positive, equal
to: v .

- the total payments (referred to below as the relevant
- payments") out of orunder the RRSP after the:annuitant’s -
death and before the.later of the end of the first calendar year
commencing after the death and the time immediately after
the distribution of all refunds of premiums,

- PLL the fair market value of property of the RRSP at the
later of the two times described above (referred to' below as
the "residual value", this amount will almost always be nil),

- minus the.fair market value of all the property of the RRSP
at the time of the annuitant’s death.



The proportion of the total growth of an RRSP attributable to
refunds. of premiums in respect of the RRSP is considered to be
that proportion that the total of such refunds under the RRSP is of
the sum of the RRSP’s residual value and the relevant payments
under the RRSP. The example below 1llustrates the operation of
this amendment o

'glge;e amendments apply w1th respect to deaths occumng after
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Subclause :56(7)".- - |

ITA
146(20) .

Subsectron 146(20) of the Act applres in the case- of an RRSP that
is a deposit .with.a financial institution. It provides that the mere

_c1ed1t1ng of interest in respect.of. that’ deposit does not constitute - .
the receipt of .that interest by the RRSP annuitant, provided that the _
annuitant is alive in‘the- ‘year in whrch the 1nterest is credrted _

Subsection 146(20).is amended in two respects Frrst it-is .«

- .amended so'that it also applies: to the year following the year in
which the annuitant died. "Second, amended subsection 146(20)
prevents an income inclusion by such crediting for a person other

- than the RRSP annuitant (i.e., the RRSP annuitant’s estate or heirs).

" The amendments to subsection 146(20) are consistent with the
amendments on death with respect to trusteed RRSPs in
paragraph 146(4)(c) of the Act and with amended

subSection 7000(6) of the Income Tax Regulations.

These amendments apply with respect to deaths occurring after
1992. .

* Subclause 56(8)

ITA =
146(21)

New subsectlon 146(21) of the .Act allows lump sum amounts from‘
prescribed -provincial pension plans (i.e. the Saskatchewan Pension -
Plan) to be transferred directly: from such a plan on- behalf of an-
individual to RRSPs or RRIFs under which the individual is an
annuitant. Such amounts may also be transferred to RRSPs or
RRIFs under which the individual’s spouse or former spouse is the
annuitant, if thé two individuals.are living separate and-apart and
- the payment or transfer is made under a judicial ‘order of decree or
a written separation. agreement relating to a division of property
. between the two. individuals on the breakdown of their relationship.
In addition, such amounts may be transferred to acquire-an annuity .
described in paragraph 60(l) of the Act for the benefit of the
individual or, where the annuity is acquired in connection with a
~ division of property described above, the individual’s spouse or |

. former spouse.

In these crrcumstances new: subsectlon 146(21) genera]ly pr0v1des
that the transferred amount is not included in an individual’s

income and no deduction in computing the individual’s income may
‘be made with respect to the transferred amount. However, new
subsection 146(21) does not apply in respect of the transfer of
benefits arising as a consequence of the death of any.individual :
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'(otlller than the individual on whose behalf the transfer-is made; or
the spouse or former spouse of such individual).

For the purposes of new- subsection 146(21), a spouse includes a
common-law spouse. After 1992, this is a result of the application
of subsection 252(4) of the Act. 'In 1992, this is a result of the
application of subsection 146(1.1) of the Act, which is being . -
repealed as a consequence of the 1ntroduct10n of subsectlon 252(4)

This amendment applies to transfers occurring . after 1991.

However, where -a taxpayer- has -elected to have existing

paragraph 60(1) apply in respect of a transfer in 1992, the =
‘amendment applies in respect of transfers made on behalf of the -
taxpayer after 1992 :

Clause 57 ,

Home Buyers’ Plan

ITA
. 146.01(1)

Subsection 146. OI(I) of the Act sets out defrnltlons which apply for '
the purposes of the Home Buyers’ Plan. An "excluded premium"
is a specified type of RRSP contribution. Under

subsection 146.01(3), an excluded premium is not allowed to. be
treated as a repayment of an amount withdrawn under the Home
Buyers™ Plan. " Under subsection 146.01(9), this type of RRSP
contribution-may be made by an individual without resulting in an
income inclusion for an individual who has made an RRSP
withdrawal under the Home Buyers’ Plan. -

The definrtron of "excluded premium” is amendedso that amounts
transferred directly from a prescribed provincial pension plan (i.e.
the Saskatchewan Pension Plan) to an RRSP are included within the
definition.

Th1s amendment applles to 1992 and subsequent taxatron years.
Clause 58

Regis'teredv Retirement Income Funds o

ITA
146.3

Section 146.3 of the Act contains the rules for regrstered retirement
income funds (RRIFs)
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Subclause 58(1)

ITA
146 3(1)(b. 01)

The mtroductlon of the new definition “des1gnated beneﬁt -
paragraph 146.3(1)(b) of the Act is-discussed in the commentary on
the ‘amendments. to subsections 146.3(6.1) and (6 11): - :

Subclause 58(2)

ITA :
146 3(2)(f)

Subsection .146. 3(2) of the Act sets out- the condltlons that must be
satisfied. by a retirement income fund for it to be registered.

Paragraph 146.3(2)(f) prohibits.such a fund. from receiving property,
other than property transferred from sources listed in that- paragraph

‘ Paragraph 146. 3(2)(f) is-amended, applicable after 1991; so that a
‘retirement income fund of which an individual is the annuitant may
receive property transferred directly from a prescribed provincial
pension plan (i.e. the Saskatchewan Pension Plan) in circumstances
to which new subsection 146(21) apphes :

Subclause 58(3)

ITA .
146.3(3. 1)

Subsectlon 146 3(3. I) of the Act prov1des that the income tax
exemption for:trusts governed by RRIFs ends. after the year in
which: the last annuitant under the RRIF d1es

Subsection 146. 3(3. 1) is amended SO that the exemptlon is extended
until the end of the year immediately following the year in which
the last annuitant under- the.RRIF dies. -This is consistent’ with a:
similar amendment to paragraph 146(4)(c), dealing w1th the income
tax exemption for trusts governed by RRSPs.

Th1s amendment apphes to 1993 and subsequent ‘taxation years ‘
Subclause 58(4) . |

ITA -
- 146.3(6)

Subsection 146. 3(6) of the Act prov1des that where an 1nd1v1dua1
. who is the last annuitant under a RRIF dies, there is:included in
computing the individual’s income the fair market value of the
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1nd1v1dual s RRIF assets at the time of the death minus "the.portion
thereof” . that becomes receivable by the individual’s spouse.- The
income inclusion otherwise determined under subsection 146.3(6)
may, in certain cases, be reduced by the operation of

subsection 146.3(6.2) of the Act (discussed below). In addltlon
subsection 146.3(6) has no application should the deceased
individual’s spouse become-the annuitant under the RRIF as

contemplated in;the deﬁmtlon of ‘annuitant” in subsection 146:3(1)
of the Act.

Subsection 146.3(6) is amended so that no amount is deducted
under that subsection in respect of an amount receivable by a
spouse of the last annuitant under a RRIF. Instead, amended
subsection 146.3(6.2) provides for a reduction of the amount
otherwise determinéd under: subsection 146.3(6) where an amount
becomes receivable by the annuitant’s spouse. . These amendments
are. parallel to: amendments to subsectlons 146. 3(6) and (8.9) of the
Act. . . .

This ‘amendment, applies with respect to deaths occurring after 1992.

ITA -
146. 3(6 1). and (6 11)

Subsection 146.3(6.1) of the Act provides that an amount paid out
of a RRIF to the last annuitant’s legal representative after the death
of the RRIF-annuitant will, as a consequence of a joint election by
the legal representative and the beneficiary, be treated in the hands'
of the beneficiary as a "benefit" that is a "refund of premiums”
under an RRSP provided that the amount so paid out would have -
qualified as a "refund of premiums" if the RRIF had been an
RRSP. - As a result, such deémed "refunds of premlums are
included under the existing rules in-a, beneficiary’s income pursuant
to subsection 146(8) and, in certain cases, may be transferred by
the beneficiary pursuant to paragraph 60(1) of the Act. The:
reference to the "refund of premiums” rule ensures that children and
grandchildren of the last: annuitant will be the subject of an election
under subsection 146.3(6.1) only if they were ﬁnanmally dependent
on the last annuitant and the last annuitant had no spouse at the
time of death.

Paragraph 146 3(1)(b 01) of the Act 1ntroduces the deﬁnltlon of -
"designated benefit". A "designated benefit" of an individual is one
of two types of RRIF distributions. The first type of distribution is
the type of distribution currently described in subsection 146.3(6.1)
that is the subject of a joint election made by the individual and .
the legal representative of the last annuitant under a RRIF, except
that the new definition ensures that such an’election is available to
-a surviving spouse. in-the event that such spouse does not become -
an annuitant under the RRIF. The second type of distribution is a
distribution from the RRIF made directly to a spouse, child or
grandchild of the last annuitant that would have qualified as a
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"refund: of premlums" if the RRIF had been an RRSP which had o
not yet matured R

Subsectron 146. 3(6 1) is amended so that the frrst ‘type of
"designated benefit" of a beneficiary is treated.as:a RRIF

~ distribution. made drrectly to the beneficiary, ‘rather than as a’

"refund of premiums”. -As a consequence, the designated benefit -

- would generally be inicluded in the beneficiary’s income under-

subsection 146.3(5) of the Act-rather than in the income of the"
deceased’s estate. (However;: paragraph '146.3(5)(b) prevents double
taxation in‘the unusual case:that a trust- governed by a: RRIF makes
a dlstnbutlon of already-taxed income.)

.Subsectxon 146 3(6. 11) of the Act is mtroduced to allow part of a

designated benefit (referred to below as an "eligible amount") of. an
individual in respect of a RRIF to be transferred by the’ individual,
directly or indirectly, to an RRSP, RRIF-or annuity issuer under :.
paragraph 60(l). This amendment is, in part, consequential on
amendments- to subsections. 146.1(6.1) and. (6 2)-under which RRIF
distributions-are no longer characterized as "refunds of premiums".
The amendment also ensures that the eligible amount. must be

* determined -with reference to the minimum amount under the RRIF
- for the year..-In addition, the amendment also ensures that the

spouse of the last annuitant is able to transfer RRIF distributions
(whether-or not such- distributions -are: transferred drrectly to. another
RRIF an RRSP or an annuity 1ssuer) :

More spec1f1ca11y, new subsectlon 146.3(6.11) prov1des that an -
"eligible:amount’ of an individual in respect of a RRIF for the
purposes of paragraph 60(l) for a taxation year is nil;-unless’ the -

individual is the spouse-of the last annuitant under the -fund ‘or is'a

child or grandchild of,the last annuitant who=was dependent on the

_ annuitant by reason of physical or mental infirmity. (The infirmity

requirement  is ‘consistent with -existing. clause 60(1)(v)(B).): In the
latter two cases, the eligible amount of the individual-in respect of
the fund for a taxation year is the "designated ‘benefit" of the
individual in respect. of the'RRIF for -the year minus a specified
proportion of the "designated-benefit". The specified proportion is
equal to the minimum amount under the fund for the year (other
than any portion thereof included in computing the:income of an
annuitant under the fund for the year) divided by the total :-
"designated beneﬁts in respect of the fund for the year. -

These amendments apply w1th respect to deaths occumng after
1992,

ITA .
146.3(6:2)

Subsectron 146.3(6:2) of. the Act: provrdes a reductlon of the
amount mcluded in a deceased RRIF annurtant’ mcome for the




86

year of death under subsection 146.3(6). The reduction provided
under subsection 146.3(6.2) currently applies only in two cases.
The first case is where an amount is paid out of a RRIF to the
annuitant’s estate that, because of a joint-election by the legal
representative of the deceased annuitant -and a qualifying beneficiary
of the estate, is-deemed to be paid to the qualifying beneficiary.
The second case is where a child or grandchild -is-paid-an amount
that would qualify as a "refund of premiums" if the RRIF had been
an RRSP. In these cases, such payments are deducted in
computing the annuitant’s income for the year of death. :
Subsection 146.3(6.2) also. currently provides that. the latter amount -
paid to a Chlld or grandchild is deemed to be a "refund of -
premiums” under an RRSP, thus allowing a transfer of such amount
under paragraph. 60(1) by the chrld or grandchlld in 'some cases.

Subsectlon 146. 3(6.2) is amended (m con_]unctlon w1th the
introduction of the definition "designated benefit" in -

subsection 146.3(1) of the Act) so that it applies to a RRIF .
annuitant in all cases where there is a"designated benefit" ‘of an -
individual in respect of the RRIF. In particular, the amended
subsection now also applies where a-spouse of a deceased annuitant
receives a RRIF distribution:- This amendment is consequential on
the first amendment to subsectlon 146 3(6), descnbed above,

Subsection 146. 3(6.2) is also amended in order to. minimize the. .
effect of the growth of RRIF assets after the death of last,annuitant
on the calculation of the last annuitant’s income for the year of -
death. This amendment effectively provides that the amount -
deducted under this subsection in computing such income is -
reduced by post-death growth. attributable to "designated benefits"..
For this purpose, the total growth in RRIF assets after the death of.
the last annu1tant is cons1dered to the amount, if positive, equal to:

- the total payments (referred to below as the "relevant

. payments") out of the RRIF after the last annuitant’s death
and before the later of the time immediately. after the
distribution of all "designated benefits" and the end of the
first calendar year commencmg after the last annuitant’s death,

- pl_u_ the fair market value of property of the RRIF at the later
of the two times described above (referred to below as the
"residual value", this amount will almost always be nil),

- minus the fair market value of all the property of the RRIF at
the time of the annuitant’s death.

The proportion of the total growth of a RRIF attributable to
designated benefit is consideted to be the proportion that designated
benefits in respect of the RRIF is of the sum of the RRIF’s

residual value and the relevant payments under the RRIF. The -
operation of a similar amendment to the RRSP rules is illustrated in
the commentary to amended subsection 146(8.9) of the Act.
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Subsection 146.3(6.2) is. also- amended so-that RRIF distributions to-
children and grandchildren are not deemed to- be. "refunds: of .
premiums". Such amounts will, :instead, be treated as' RRIF -
distributions which are generally included in income under- = .-
subsection 146.3(5). However, new subsection 146.3(6.11) of the*.
Act does allow all or part of such amounts to be transferred under
paragraph 60(I) ‘in cases.of physical or mental -infirmity.

These amendments apply in respect of deaths occurring aftef_ 1992, .
Subclause 58(5) |

ITA
146.3(15)

Subsection 146.3(15) of the Act apphes‘m the case of an RRIF that
is a deposit with a financial institution. It provides that the mere"
crediting of interest in respect of that deposit does not constitute
-the receipt of that interest by the RRIF annuitant, ‘provided that the
annuitant is alive in the year in which the interest is: credited.” =

Subsection 146.3(15) is amended in two respects. First, it is
amended so that it also applies to the year following: the year-in
which the annuitant died. Second, amended subsection 146.3(15) -
~prevents an income inclusion by such crediting for a person other -
than the RRSP .annuitant (i.e. the RRSP annuitant’s ‘estate or he1rs)
The amendments to subsection 146.3(15) are consistent with the .

- amendments on:death with respect to trusteed RRSPs in

" subsection 146.3(3.1) of the' Act and with amended : -
subsection 7000(6)- of ‘the Income Tax Regulations. The - :
amendments are also-consistent with amendments to a similar. rule -
with respect to RRSPs in subsectlon 146(20) -

These amendments apply in respect of deaths occurrlng after 1992 ;
Clause 59

Life Insurance Policies

ITA -
148(1)(e)

Subsectlon 148(1) of the Act requlres the mclus1on i income of
. certain amounts from the disposition of a life insurance policy
(including annuities), with certain exceptions: Paragraph 148(1)(e) .
excepts. from this rule income. from the disposition of an annu1ty
the cost of Wthh was deductlble under paragraph 60(1)
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Paragraph 148(1)(e) is amended to extend this exception to
annuities acquired in circumstances to which subsection 146(21) of
the Act applies. - This subsection allows amounts to.be transferred

from prescribed provincial pension plans to acquire an annu1ty
descrrbed in’ paragraph 60(1) of the Act.

This amendmentf apphes to dlsposmons occurring after
August 1992.

~ Clause 60

Charities

ITA -
149.1 .

Section 149, 1 of the Income Tax Act sets out the rules. relatrng to
charities -that must be registered by the Minister of National
Revenue.

Subclauses 60(1); ), @) and (5)

ITA .
149.1(1), (2) and (21)

A Paragraph 149, 1(1)(e) of - the Act contains :the defimtron of .
" "disbursement quota"-that applies to charitable foundations. Parts'
of this definition also apply to charitable “organizations, as provided .
for in subsection 149.1(2) of the Act. The disbursement quota
rules require that both charitable foundations and organizations
annually spend a: specrﬁed proportion of the donations for which

. they issue tax receipts and;.in the case of foundations, a specified

- percentage ‘of the value of investment assets, on charitable activities
or gifts to other charities.

Certain types of donations to charities may not be available to be

. spent during the year in which they are donated. For this reason,
gifts of capital received through bequests or inheritances, and gifts
received subject to binding instructions that they: not be spent for at
least ten years are excluded from the disbursement quota calculation
in the year of receipt. However, such gifts may ultimately be spent
by a charity at a future time and it is appropriate that, at such a

. time, these glfts be included in the disbursement quota calculatlon

New subparagraph 149 1(1)(6)(1 1 of the Act ensures that g1fts that
have been -previously excluded from the disbursement quota-are
- added back into the calculation when they: are actually spent by a

~ charity. This subparagraph is effective for years begmmng
after 1992. .
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Consequent1a1 amendments are also being: made to
clause 149.1(1)(e)(iv)(B),:and paragraphs 149.1(2)(b) and (21)(c) of
the Act to include references to new subparagraph 149.1(1)(e)(. 1)

Subclause 60(4)

149. 1(8)

Subsection 149.1(8) of the Act allows a charity that obtains -
.approval from the Minister of National Revenue to accumulate
property for a particular purpose. Property so accumulated by a
charity in any year is deemed to have-been expended in that year -
on charitable activities carried on by the charity. This condition is
necessary -to ensure that a charity may still :meet the dlsbursement
quota that it is subject:to under the provisions of - :
paragraph 149, 1(1)(e) of the Act whlle 1t is accumulatmg such
property

This- amendment to subsectlon 149 1(8) prov1des that accllmulated
property . will be -deemed not to have ‘been expended by a charity in
any year other than the year:in which-the property is accumulated:
This amendment fecognizes' that, because accumulated property is
deemed to be expended in the-year it is accumulated, it"is not
appropriate to provide a subsequent. counting of the same property

in a-charity’s disbursement quota calculation in the- year - when the -
accumulated property is actually expended o . :

This amendment applies to years beginning after 1992, .-
| .Clause 61 ..

Assessments and Reassessments

ITA
152

~‘-Sect10n 152 of the Act contains rules relating to assessments and =~
“reassessments’ of tax; interest-and penalties payable: by a taxpayer
"and to determinations and redeterminations of tax deemed to have
been pald by a taxpayer

» Subclause 61(1)

ITA
152(1)(b)

Subsection 152(1) of the Act requires the Minister of National
: Revenue to assess a person’s income tax and to determine the
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“amount of tax deemed to have been paid by the person under
subsectlon 144(9) and other prov131ons of the Act on account of the
person’s -income’ tax. . :

Paragraph 152(1)(b) is amended to'delete the reference to
subsection 144(9), strictly as a consequence of the amendment to
that subsection. This amendment applies to 1993 and subsequent
-taxation years. .

_ Subclause 61(2)

ITA
152(1.2)

Subsection 152(1.2) of the Act contains rules that -apply where the
Minister of National Revenue makes a determination of a taxpayer’s
non-capital loss, net capital loss or restricted farm loss pursuant. to
subsection 152(1.1) of the Act or a determination with respect to
amounts, such as a modification to the adjusted cost base of a
property and the paid-up capital . of a share; as a consequence of the
application -of the general anti:avoidance rule in section 245 of the
Act. This amendment to subsection 152(1.2), which applies to
determinations. and redeterminations made -after 1992, is -
consequential on the amendments made previously to g
subsections 152(3 2), (3.3)-and (4.2) to allow the Minister to make
‘determinations. and .redeterminations of -tax overpayments for the
purposes of the ch11d tax benefit.

‘Subclause 61(3) -,

ITA
152(4. 2)(d)

Subsection 152(4.2) of the Act gives the Minister of National

Revenue discretion to make redeterminations beyond the normal

reassessment period of amounts deemed to have been paid by an

individual under subsection 144(9) and other provisions of the Act,
" when so requested by the individual.

Subsection 152(4.2).is amended to delete the reference to g
subsection 144(9), strictly as a consequence of the. amendment to
that subsection. - ,

This amendment applies to redeterminations made in respect of
1993 and subsequent taxation years.
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Clause 62 ° L

Withholding .

ITA '
153(1)(m) and- (m. 1)

Subsection 153(1) of the Act authorrzes the wrthholdrng of tax from
any of the payments- described in paragraphs 153(1)(a). to- (r).-
Paragraph 153(1)(m) describes payments -under the. Labour
Adjustment_Benefits Act and paragraph 153(1)(m.1) describes
payments made. pursuant to an agreement under section 5:of the - -
Department of Labour Act. The person making the. payment. is
‘required to remit. the. tax w1thhe1d to: the Receiver General on. .
behalf of the payee Dl -

Th1s amendment to subsectlon 153(1) of the Act replaces o
paragraphs 153(1)(m) .and' (m,1) with new paragraph . 153(1)(m)

This amendment is consequential on the amendments to
paragraph 56(1)(a) of the Act, which replace - CG
subparagraphs .56(1)(a)(vi). and (vii) with new. -

subparagraph. 56(1)(a)(v1) under which:a prescrrbed beneﬁt under a’
government ass1stance program is’ mcluded 1n an. 1nd1v1dual’ '
income. . . .. S O

The Income Tax Regulattons wrll be amended to prescrlbe those '
benefits currently described in paragraphs:153(1)(m). and:(m.1), as -
well as income assistance ‘payments under the Plant Workers
Adjustment Program and the Northern Cod Compensationand .
Adjustment Program for purposes: of new subparagraph 56(1)(a)(v1)
and new paragraph 153(1)(m) of the Act." This recognizes the
existing treatment of such benefits, under which persons makmg
‘these. payments are w1thhold1ng and rermttlng tax S L

New paragraph 153(1)(m) applies to payments inade after
October 1991, the same time at- which the amendments to
subparagraphs 56(1)(a)(vi) and(vii) take effect. For further
information, reference may be made to the commentary on, those
subparagraphs o : oA : ,
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Clause 63

Election on Emigration

ITA '
159(4) and (4. 1)

Subsection 159(4) of the Act allows a taxpayer who has ceased to
be resident in Canada to pay-any tax resulting from.the deemed
disposition’ of : property under section 48 of the Act in up to'six
annual instalments, provided the taxpayer gives the Minister of
National Revenue adequate security. Subsection 159(4) is replaced
by new. subsections 159(4) and (4. 1), which allow the same
privilege with respect to dispositions ‘under- new- subsection 128 1(4).
Because existing section 88.1 excludes the operation of section 48,
the election to pay instalments under existing subsection 159(4) is
unavailable to most-corporations; new subsection 159(4) confn‘ms
that the electlon is avallable only to md1v1duals

An election under new subsection 159(4) must be made in-
prescribed manner on or before the individual’s. balance-due day for
the year in which the individual ‘ceases to be resident in Canada,
Subsection 159(4 1): provides ‘that the first of the resulting -
instalments is due on that same day, with one subsequent instalment
due on each anmversary of that day.

This amex_)dment apphes after- 1992.
Clause . 64

Late Filing Penalty for Charities

ITA
162(7)

Subsectlon 162(7) of the Act prov1des for penaltles for fallure to
file an information return and for failure to comply with a duty or
obligation imposed under the Income Tax Act or a regulation. The
penalty for such a failure is the greater of $100 and $25 per day of
default to a maximum of 100 days ($2,500). The penalty provided
for under subsection 162(7) is only to apply in cases where no
other penalty is provided for under the Income Tax Act.

Subsection 162(7) of the Act is amended to exclude charities that
are registered under the. Act:from the application of this penalty. -
This amendment, which is effective on Royal Assent, is intended to
clarify that, because such charities may be subject to revocation of
. their regxstered status and to tax as ‘provided for under Part V of
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the Act, -it-is not intended that they also be sub_]ect to penalt1es :
under this subsection.

Clause 65..-.

Refund of Taxes _

ITA
164(1:6)

Subsect1on 164(1 1) of the Act provxdes that where . 120 days have
passed since the service of a notice of objection to an assessment
in respect of a taxpayer and the Minister of National Revenue has
not confirmed or varied the assessment or issued a reassessment in
respect of the objection, or where the taxpayer has appealed from
an assessment either to the Tax Court of Canada or directly to the
-Federal Court of Canada, the Minister must with all due dispatch -
refund the amount paid that is in dispute, or release the security
obtained relevant to the amount in dispute, where the taxpayer SO
requests in wr1t1ng !

Subsection 164(1. 6) is' being added to provide that. :
subsection 164(1.1) does not apply to non-resident persons in .
respect of security furnished or amounts paid pursuant to. -
section 116 of the Act. Section 116 contains procedures for

- ensuring the collection of tax from non-resident persons on the -
. disposition of particular types of taxable Canadian properties’ and

. ganadlan resource propertles ‘ThlS amendment apphes on Royal
- -Assent

Clause 66,‘ _
Large Corporatlons Tax —_ Long-Term Debt

ITA
- 181(1)

Subsectlon 181(1) of the Act” deﬁnes certam terms for the purposes ,
of the Pan 1.3 tax on the capltal of 1arge corporatlons :

_ The defm1t10n "long term debt" in- subsectlon 181(1) is- relevant i’

detérmining the'capital of financial institutions under Part 1.3 and 1n,. :

computing the investment allowance of other corporations. This .
definition is being amended as a-consequence of changes 1ntroduced
in the new. Bank Act and Insurance Companies. Act. -'The new
deﬁmtlon of long-term debt under subsect1on 181(1) apphes as. of
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June 1, 1992, the date. on which the new Bank Act and Insurance
Compames Act were proclaimed in force.- :

The former Bank Act set out a definition of bank debenture that
was adopted for the purposes of the long-term debt definition in
Part 1.3 of the Income Tax Act. The new Bank Act does not define
this term, and this amendment to subsection 181(1) adopts, in its
place, the Bank Act's definition of subordinated indebtedness for the
purpose of determining the long-term debt of banks as well as other
financial institutions that are not insurance companies. The new
Insurance Companies Act also provides a definition of subordinated
indebtedness, and this amendment incorporates that definition for
the purpose of applylng Part 1.3 of the - Income Tax Act to insurers,

Cl_ause- 67 _ |

Part V — C]harltcles

ITA
188(1) and (2)

Part V of the Act provides that special taxes be paid by charities
~ whose registration under. the Act has been revoked, and by persons
who engage in certain dealings with reglstered charities.

Subsection 188(1) of the Act imposes. a ‘tax on charities whose. -

. registration has been revoked by the Minister of National Revenue. ..
This tax is equal to the total of the value of the assets of the - = -
charity on the day notice of the Minister’s intention to revoke. its-
registration is mailed plus the amount of receipted donations and
intercharity gifts received by -the charity after that date. The
amount of this tax is reduced by the value of assets transferred to

“-registered charities, amounts expended on charitable activities and
-amounts used to pay outstanding debts and reasonable expenses.’

These amendments to subsection 188(1) of the Act change the date
on which the assets of a charity whose registration has been

- revoked will be valued. Instead of a valuation based on fair
market value at the day that the notice of intention to revoke is
mailed, -assets will be valued at their fair. market value-on the day. -

- that is 120 days before the.day that such a notice is mailed. The
provisions of subsection 188(1) that deal with the time frames for
the calculation of amounts that reduce any revocation tax otherwise

payable. by -a charity are also amended to reflect-this new valuation
date C ,

These amendments to subsectxon 188(1) also clarlfy that the tax
- payable by-a charity whose. registration is revoked is due on the
day that is one year after the day that the revocation is effective.
At that time, an information: return is also to be filed by the
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‘ charity, whether or not any tax is payable by it under this-
subsect1on

These amendments. to subsection 188(1) apply to charities whose
reg1strat10ns are revoked pursuant to notices of intention to revoke
their registrations mailed after 1992.

Subsection 188(2) of the Act i imposes a tax liability, jointly w1th a
deregistered charity, on persons, other than qualified donees, who-
receive property from the deregistered charity. These amendments
to subsection 188(2) are consequential on the amendments to
subsection :188(1) of the Act;. which change the date on which- such
a charity’s assets will be- valued. . Like the amendments to
subsection 188(1), these amendments apply with respect to charities
whose registrations are revoked pursuant to notices of- 1ntent10n to
revoke . therr reglstratrons malled after 1992 .

Clause 68

Part:V — Returnsﬂ

ITA
189(6)

Subsectron 189(6) of the Act requlres a taxpayer that is llable for
any tax under Part V to file a- return, without notice: or demand, to
estimate the tax due and, except in the case of ‘charities-liable to -
pay a tax on revocation, to pay-the tax due. In‘the case of -
charities, the Part V return is due at the time that the charity’s.
information return would otherwise be due. For other taxpayers,
the Part:'V return is due at the time the taxpayer s remm under
Part I is due. . :

Theses.amendmentsxto subsection 189(6) are consequential'on the
amendments- to subsection 188(1) of the. Act that provide that a”-
charity whose registration is. revoked must file a return and pay any
tax due under-that subsection.by the day that is one-year -after the
day the revocation is effective. These amendments to '
subsection 189(6), which apply after 1992, therefore pr0v1de that
the requirements of subsection 189(6) do not apply in the case of
charities that are liable to pay tax under subsection 188(1).
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Clause 69 -

Part VI Tax on the Capital of Financial Instltutlons :

ITA
190(1)

Subsectlon 190(1) of the Act defines- certam terms for the purposes
of :the Part VI tax _on the capital of - ﬁnanCIal 1nst1tut1ons :

The definition "long-term debt in subsectIOn 190(1) is relevant in
determining the capital of financial institutions under Part VI and in
computing the investment allowance of other financial institutions.
This definition is being amended. as a consequence of changes
introduced in the new Bank Act:and Insurance Companies Act.

The new definition of long-term ‘debt under subsection 190(1)
applies as of June 1, 1992, the date on which the new Bank Act
and Insurance Compames Act were proclaimed in force. - .

The former Bank Act set out a definition of "bank debenture" that
was adopted for the purposes of the long-term debt definition in
Part VI of the Income Tax Act. The new Bank Act does not define
this term, and this amendment to subsection 190(1) adopts, in its
place, the Bank Act’s definition of subordinated indebtedness for the
purpose of determining the long-term debt of banks as well as other
financial institutions that are not insurance companies. The new
Insurance Companies Act also provides a definition of subordinated
indebtedness, and this amendment incorporates that definition for
the purpose of applying Part VI of: the Income Tax Act to insurers.

Subsectlon 190 of the :Act is also amended for the 1992 and
subsequent taxation years to incorporate the definition of reserves
currently found in Part 13 of the Act, and to adopt —in -~
subsection 190(2) — certain rules of interpretation that have applled
under Part 1.3 since its introduction in 1989.  These .amendments
are ‘not. intended to -affect any- calculations required under Part VI,
and are being made simply to confirm. that, with respect to the.

matters they affect, Part 13 and. VI are to be interpreted in a
consistent manner. ’

Clauses 70 and 71

Rules in. Computing Part VI Tax

ITA
190.13 and 190.14

Sections 190.13 and 190.14 of the Act measure a financial
institution’s capital and investments in related institutions,
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respectively, for the purposes of Part VI of the Act. Each of the
amendments to these provisions is strictly consequential on the

- amendment to subsection 190(2), which, in adopting :
subsection 181(3) of the Act for the purposes.of Part VI, provides -
that the consolldatlon method of .accounting is not to be used and
applies the term “carrying value" for the .purposes of determining -
investments-in related financial institutions. Accordingly, the
‘prohibition against the consolidation method is deleted from

~ sections 190.13 and 190.14, and the term "cost" in

subparagraph 190 14(a)(1) is replaced with the term ' carrymg .,
“value". . . :

Subparagraph 190 13(a)(111) is also amended to delete .the inclusion
of deferred taxes as part of a corporation’s: reserves.- This reference
had been made only for greater certainty and is rendered
supt;lrﬂlx)us by the new deﬁnltlon of reserves 1n subsect1on 190(1)
of the Act : . :

These amendments apply to 1992 and subsequent _ta';(ation years.
- Clause . 72.

RRSPs —:”Cumulative. Excess Ampunt B

ITA . -
2042(12)

Subsection 204. 1(2 1) -of the ‘Act provides a penalty tax on an

- individual ‘who_has made excess RRSP contributions. This tax is

determined with reference to the individual’s "cumulative excess
amount”. Subsections 204.2(1.1) to (1.4) set out the method for -
~determining an individual’s cumulative excess amount.

Subsection 204.2(1.2) is amended so that RRSP contributions by
way of a transfer from a prescribed provincial pension plan in
circumstances to which new subsection 146(21) applies are not
included in determining -an individual’s cumulative excess amount.

This amendment applies to 1992 and subsequent taxat1qn years.: - -
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Clause 73 -

Foreign Property Tax .

ITA
206(2.1)

Under the ex1stmg law tax is payable under subsectlon 206(2) of
the Act by tax-exempt taxpayers referred. to in section 205 with
respect to their foreign property holdmgs in excess of a defined
limit. These taxpayers include a "master trust" referred to 1n
paragraph 149(1)(0.4) and corporations described in :
paragraph 149(1)(o. 2) (i.e., generally certain types of corporatxons
involved with pension fund administration the shares of which are
held by registered pension plans). However, where a master trust
has made an election for the "look-through™ rules in section 259 of
the Act to apply to its beneficiaries for a period,

subsection 206(2.1) provides that no tax is payable by the trust -
under subsection 206(2) for the period.

Subsection 206(2.1) is amended so that likewise no tax is payable
under subsection 206(2) by a corporation- described in

paragraph 149(1)(0.2) in respect of a period for which the
corporation makes an election that the look-through rules in
section 259 apply to its shareholders. This amendment is strictly
consequential on the introduction of new subsection 259(2) under
which these look-through rules are extended to such corporations.

This amendment applies to the 1992 and subsequent taxation years.
Clause 74

~ Carved-Out Property

ITA
209(2)

Subsection 209(2) of the Act imposes a special tax on a person for
a taxation year equal to 50% of the person s "carved-out income"
for the year from "carved-out properties". The purpose of this tax
is to discourage the use of tax- -exempt persons and loss corporations
in holding profitable resource property in.respect of which a
profitable taxpayer retains a substantial economic interest. The 50%
rate approximated the maximum combined federal/provincial
corporate income tax rate at the time the special tax was
introduced.

Subsection 209(2) is amended to reduce the 50% rate to 45%,
which approximates the maximum combined federal/provincial
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corporate income tax rate-at the present time. The purpose of this
amendment, in.conjunction’ with. existing subsection 66(14.6) which
provides a taxpayer with a deduction in computing income with
respect to the taxpayer’s carved-out income, is to allow profitable
corporations the opportunity to hold carved-out property on:a
tax-neutral basis.

This amendment applies to 1992 and subsequent taxation years.
Clause 75

Non-Resident .‘Wilthh‘olding Tax

ITA
212(1)(h)..:

Paragraph 212(1)(h) of the Act provides for. withholding tax in . - -
respect of the payment of pension benefits to: non-residents,-.
- Including pension benefits paid from.prescribed provincial pension -
plans (i.e., the Saskatchewan Pension Plan).- :This provision is
amended so that lump sum transfers ‘made, pursuant to an
authorization in prescribed form in circumstances to which new -
subsection 146(21) applies, are exempted from the.application-of .-
withholding tax. =~ . - L I

This amendment éppiies to'paym"énts‘ madg_aftef August 1992. -
Clause.76

Deemed Payments —_ ‘N.on-_Residehis

ITA
214(3)(c) and (i)

- Under subsections 214(3) and (3.1) of the Act, certain amounts are -
treated, for the purposes of the non-resident withholding tax, as
payments to a non-resident person. Paragraph 214(3)(c) applies to
amounts that are deemed by section 146 and subsection 146.3(6.1)
of the Act to be received from an RRSP.. Paragraph 214(3)(i) deals
‘with amounts that are deemed by section 146.3. to be received from
- a RRIF. : T L L e .

Subsection 214(3) is amended to delete the reference in

paragraph 214(3)(c) to subsection 146.3(6.1) and add that reference
to paragraph 214(3)(i). This is strictly consequential on the

- amendments to subsection. 146.3(6.1) which treat RRIF-distributions
as having been received under a-RRIF rather than an. RRSP.
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This, amendment applies to"pélyments'_made after 1992.
Clause 77 -

Corporate Emigration -

ITA
219.1

Section 219.1 of the Act imposes a tax under Part XIV of the Act
where a corporation’s taxation year is deemed by section 88.1 of

" the Act to have ended, that is, where a corporation either has been
continued abroad or is treated as a non-resident by virtue of having
become resident in a country whose tax treaty with Canada

provides that result. This tax is computed as 25% of the amount,

if any, by which the corporation’s deemed proceeds of disposition -
on emigration exceed the total immediately before the end of the
year-of the paid-up capital .of all. its shares and all of the

corporation’s -debts and obligations (other than dividend amounts *

payable). - :
Section 219.1 is amended, as part of a set of amendments
concerning taxpayers’ residence and certain related matters, to refer
to the corporate year-end deemed by new paragraph 128.1(4)(a) of
~ the Act, instead of the.year-end deemed by section 88.1, which is
repealed. In addition, the reference in paragraph 219.1(a) to the
- proceeds of disposition deemed to have been received by the
corporation is amended to refer to paragraph 128.1(4)(b), rather :
than paragraph  88.1(e). Section 219.1 is also amended, by a
change: to paragraph (c), to confirm that tax payable under

section 219.1 is not itself included in the amount subject to the tax.

These amendments generally apply after 1992, although they may
also apply before that time to. corporations electing to be subject to
new subsection 250(5.1) of the Act. For further information,
rreference may be made to the commentary on that provision. :

Cl:i_ﬁses’ 78 and 79

Limitation of Branch Tax on Corboréte Emigfafioh

ITA oo
219.2 and 219.3

Section 219.1 imposes a special branch tax under Part XIV of the
Act where’ a corporation becomes resident in a jurisdiction outside
Canada. This additional tax is at the rate of 25% on the amount
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by which the. total of the fair market value of all the assets exceeds
the paid-up capital of all the issued- and outstandlng shares and all
the debts of .the. corporatlon . o y

Sectlon 219.2 reduces the rate of the . speclal branch tax in cases
“where a tax treaty. does. not provide for a special branch tax rate
but does- provide for-a lower withholding tax-rate for dividends.
‘Some tax- treaties provide a two-level rate structure under which the
rate of dividend w1thh01d1ng tax is reduced where the non-resident.
holds more than a certain proportion of the shares in the
dividend-paying corporation. - This amendment clarifies. that .in such
cases it is th1s rate of tax Wthh is to apply under sect10n 219 1..

New section 219 3 corrects a; techmcal def1c1ency in. the apphcatlon
of sections 219.17and 219.2 :which arises when a.tax treaty. w1th
another country to which a'Canadian corporatlon has. emigrated. .
does not_apply on-the last day:of the year in-which the special’
branch tax is exigible. This amendment ensures that the treaty will
" be taken into account in determ1n1ng the appropnate rate of the tax

fThese amendments apply to the 1985 and subsequent taxatlon years.
Clause 80

Garnishment Rules ..

ITA
204

Subsectlons 224(1) and 1.1n contain the prlnclpal garmshment
provisions under the Act. These provisions empower the M1n1ster
of Natlonal Revenue to collect unpaid taxes and other amounts--
_owing under the Act by -a person (the "tax debtor") by serving a
garnishment letter on any person liable to make a payment to the
tax debtor or-on a financial institution or certain other persons
. intending to loan or advance money to the tax debtor. The .
garnishment letter requires: these amounts to be paid to the Recelver
General rather than to the tax debtor.

_ Subsect10n-224(1.2) ‘of the Act provides the Minister ‘of. National
-Revenue ‘with- an'enhanced garmishment power to intercept payments
that are owed to a tax debtor or to a secured creditor of the tax
debtor who has a security interest such as an assignment of.trade
receivables. - Upon receipt of an enhanced garnishment-letter by a
person-who-owes money to another person who has failed to remit
source deductions, the. garnished amount. becomes the property of
Her Majesty and must be paid to-'the Receiver. General 1n priority
over any secur1ty ‘interest 1n that money. -
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Subsection 224(3) of the Act provides for the garnishment of
periodic payments such as interest; rent, remuneration, dividends or
annuity payments. In the case of such penodlc payments, notice
served upon the garnishee regarding the taxpayer’s liability under
the Act automatically effects a continuing garnishment applicable =
against future payments to be made by the garnishee until the full -
liability of the taxpayer is satisfied.. The garnishee must make °
payment to the Receiver General out of each payment in the
amount spemﬁed in the Minister’s notice. .

The amendments in subclauses 80(1) and (3) prov1de that
garnishment orders issued after Royal Assent under
subsections 224(1) and (1.2) of the Act will be effective for one
year rather than 90 days. The ‘amendments in: subclause 80(1),
along with the amendments in subclauses 80(2),(4) and (6), also
" remove the requlrement in subsections 224(1), (1.1), (1.2) and (3)
of the Act that the Minister use- reglstered ma11 for garnishment
procedures begmmng in 1993 ‘ .

New subsection 224.1 is added to the Act by subclause 80(5) to
ensure that both the federal and provincial Crown are bound by -
garnishment letters sent by the Minister of National Revenue. This
new subsection i is effective on Royal Assent.

Subsection 224(5) and (6) of the Act provide that garnishment
requirements under subsection 224(10 or (1.2) may be addressed to
the name under which a business is carried on or to the name of a
partnership. The amendments in subclauses  80(7) extend these
procedural rules to apply to garnishments effected under
subsection 224(1.1) and also remove the references therein to

- service by registered mail. These amendments -apply after 1992.

Clause 81

Payments. of Meneys Seized From Tax Debtor .

ITA
224.3(1)

Subsection 224.3(1) of the Act enables the Minister of Natlonal
Revenue to issue a garnishment order in cases where moneys have
been seized from a taxpayer by the police in the course of
administering or enforcing the criminal law of Canada under -
circumstances. where. the moneys may be restored to the taxpayer. -
Such an order could not technically be made in the absence of this
provision due to:the absence of -a debtor-creditor relat10nsh1p
between the police and the taxpayer. This subsection is amended
applicable to garnishment requests made after 1992, to remove the
requirement that the Minister use reglstered mail for gamlshment
purposes.
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Clause 82 .

Repayment of Non-Resident Shareholder Loans

ITA
227 .

Sectron 227 of the Act provrdes specral rules relatmg to source
deductions and non-resident withholding tax under sections 153 and
215, respectively, and also deals with the. application of certain
Parts of .the Act to certain-persons and entities.

Subclause 82(1)

ITA . .
227(4) and (5)

Subsectlon 227(4) of the Act provides that amounts withheld from
payments made by a payer in respect of taxes payable by the
recipient aré deemed to be held in trust for her Majesty.- -
Subsection 227(4) is amended, effective.on Royal Assent, to clarrfy
that the deemed trust arising in respect of taxes withheld is--
1mpressed on the funds -at the time the amounts are. w1thheld

Subsectlon 227(5) of the Act prov1des that in the event of the

- liquidation, assignment, receivership or bankruptcy of or by a

~ person, such amounts held in trust are deemed not.to form part of
‘the estate of that person notwithstanding the provisions of the
Bankruptcy Act. - Because, of the amendment to subsection 227(4), .

. the reference to that subsection in subséction 227(5) is no .longer-

~ needed and therefore is deleted effective on Royal Assent.

Subclause 82(2)

ITA
227(6)

~Subsectlon 227(6) of the Act provides for a refund upon ..
application, ‘of Part XIII tax paid-to the Receiver General-on behalf
of a non-resident person where the non-resident was not liable to
pay that tax or where the amount paid exceeded the amount that
“the non-resident was liable to pay. Subsection 227(6) also .allows
the Minister to apply the amount of that refund to any payment‘
that the non-resident person is liable, or.is about to become llable,
to. pay under the Income Tax Act.

Subsection 227(6) is amended, applicable on Royal Assent, to-
authorlze the Minister to. apply the amount of that refund to any.
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other amount that is owed, or is about to become owed, by the
non-resident person to Her Majesty in right of Canada.

ITA
227(6.1)

Loans made by a corporation to a shareholder who is a resident of
Canada may be included in the shareholder’s income by reason of
subsection 15(2) of the Act. " When the loan is subsequently repa1d
the shareholder may be entitled to a deduction under - - - :
paragraph -20(1)(j) ‘of the” Act for the amount that had- prev1ous1y
been included in the shareholder’s income.” Where the shareholder

is not a resident of Canada, paragraph 214(3)(a) of the Act provides

that the amount of any such loan that would have been included in
the shareholder’s:income if Part I of the Act applied is to be
treated as a dividend for the purposes of Part XIII. Non-resident
~withholding tax will therefore be exigible on that amount. There.is
no provision in Part XIII, however, that prov1des for tax re11ef on
repayment of- the loan

New subsection 227(6 1) of the Act prov1des for a refund of

Part XIII' tax paid when that loan or indebtedness is repaid. In

- order to obtain the refund, it will be necessary to establish, by
subsequent events or otherwise, that the repayment was not -made as
part of a series of loans or other transactions and repayments.
Where only a portion of the loan has.been repaid, the amount of

the refund will be based on the tax that was pald on that portron of

- the loan or. 1ndebtedness

In order to obtam the refund, application must be made to the
Minister of>National - Revenue within 2 years of the end of the -
calendar year. in Wthh the repayment is made. - Where the- -
non-resident person is otherwise liable, or about to become liable,

to make a payment to Her Majesty in Right of Canada, new
subsection 227(6.1) permits the Minister.to apply the amount of the
refund to that payment and requires that the non-resident be notified
- of that action. These provisions are identical to the those of
amended subsection 227(6) of the Act WhICh deals with refunds of
overpayments of Part XHI tax

New subsectlon 227(6 1) of the Act apphes to repayments made
after 1992 -

Subclause 82(3)

ITA
227(7 D

New subsection 227(7 1) of the Act prov1des that where the
Minister of National Revenue is not satisfied that a person is
entitled to an-amount claimed under subsection 227(6.1), the
Minister shall, upon request, determine -the amount payable under
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that subsection and send a notice of determination to. that person.
Division I (relating to returns, assessments, payments and appeals)

- and ‘Division J (relating to appeals to the Tax Court of Canada and

the Federal Court) of Part I of the Act will apply with such
modifications as are necessary to enable the person to object to the.
determination and take advantage of the appeal procedures set out
in the ‘Act. The exception for subsections 164(1.1) to (1.3) of the

‘Act ensures that where a non-resident objects to -or appeals from

the determination, Part XIII tax need not be repaid by Revenue
Canada until such time as a final decision has been made on the
matter. ) L

New subsection 227(7 1) of the Act apphes to’ repayments made
after 1992.

Subclause 82(4)

ITA. . -
227(10. 1)

’ Subsectlon 227(10. 1) of the Act perm1ts the. Mlnlster of Natlonal-. :

Revenue to.assess a person in respect of :amounts payable under -
subsection 227(9) and amounts payable by -a non-resident person’"
under Part XIII of the Act. Subsection 227(10.1) is aménded ‘to
provide that the Minister may also-assess a person :in respect of an.
amount payable under section 116 -of the Act. Section 116 contains
procedures for collecting tax from non-resident persons on the
disposition of particular :types of taxable Canadian properties and .
Canadian resource properties.- This amendment applies to 1991 and
subsequent taxation years.

Clause 83

Maintenance of Books and Records by Charitie}s

" ITA
23002)

Subsectlon 230(2) of the Act requ1res that reglstered charltles and
registered Canadian amateur. athletic ‘associations keep books and -
records in order to enable donations that are deductlble to be
verified. : . .

Subsection- 230(2) is amended to enlarge the scope of this
record-keeping requirement, to provide that such an organization
also keep books and records containing information.that will.-enable
the Minister of National Revenue to determine whether there are

-grounds to revoke the registration of the organization. This
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~ amendment to. subsectlon 230(2) apphes after ANNOUNCEMENT
DATE. ;

Clause 84

Réports to Chief .Electoralv'.-()'ffivcei‘ ' !

CITA -
230.1(4) and (5)

Section 230.1 of the Act requires certain books and records to be
kept and returns to be filed in respect of contributions to political
parties and candidates.

Subsection 230.1(4) of the Act requlres the Minister of National
‘Revenue to forward reports to the Chief Electoral Officer based on

information in returns received by the Minister of National Revenue
" from agents of registéred political parties and candidates. These
reports become public records. : Subsection 230.1(5) ensures that -
.such reports- will not contain information that would identify a
partlcular contrxbutor to a pohtlcal party or candldate

Subsections 230.,1(4) and (5) are repealed,leffectlve as of the date
of Royal Assent to this-amendment. These reporting requirements
under the Income Tax Act are redundant, in view of the extensive
public reporting requirements imposed on political -parties and
candidates under the provisions of the Canada Elections Act.

Clause 85

Interpretation

ITA
248

Section 248. of the Act defines a number of terms used in the Act,
and also sets out various rules relating to the 1nterpretatlon -and
application of varlous prov1s1ons of. the Act,

Subclause 85(1) and (2)

ITA

248(1) C
"mineral resource_’.'

‘ mlnerals

. Subsectlon 248(1) of the Act includes deﬁnmons of "mmeral
resource” and ‘"minerals", which are used in the Act and the Income
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Tax Regulations for-the purposes -of determmrng a taxpayer’s
income from mining. A."mineral resource” is defined as deposit of
-any one of a number of specified substances. "Minerals" is defined
to exclude petroleum, natural gas or related. hydrocarbons (except
coal, brtumrnous sands, oil sands or oil shale).

Section 248(1) is amended to include as a "mineral resource" .a
“mineral deposit in respect of wh1ch the prrncrpal mlneral extracted
is calcmm chlorrde : . ,

The defmrtron "minerals" is replaced by a new deﬁmtron mmeral“
The new-definition has two parts. - The first part of the defrnrtron
includes substances that are minerals within the-
generally-understood scientific- meaning of the term. The second
part of the definition includes additional substances.:: ‘' As under the
previous definition of "minerals", the additional substances Ainclude:
bituminous sands, coal,.oil sands and oil shale. The. new: deﬁnrtron
adds calcrum chlor1de, kaohn and silica to its scope .

As a. consequence of these amendments, paragraphs 1104(6)(b) and
(7)(a) of the Income Tax Regulations will be amended to, make:
reference ‘to wells for the extraction:of calcium chloride. - It is
proposed that this amendment be effective for: acqursrtrons in
taxatron years commencrng after 1984 :

These amendments apply to taxatron years commenclng after 1984,, :
except that the reference to kaolin is effective only for 1988 and
subsequent taxation years.

Subclause 85(3) ,

ITA - , g gRe
248(1) .

taxable Canadran property

i Subsectron 248(1) of the Act 1ncludes both a narrow. meanrng of

“taxable Canadian property",  which ‘is’derived from the meaning
assigned in subsection 115(1) and a broader meaning.. That
broader meaning,: currently applied only for the purposes. of
section 2.of the Act, adds to-the scope of the term: Canadian -
resource: property, timber resource.property; income _interests in.
resident trusts; - retiring partners’ income. rrghts under. _ .

- paragraph 96(1.1)(a) agreements; and life insurance policies in. - .
Canada. - This. amendment to the definition. makes the broader.
meaning of "taxable .Canadian property" apply for the purposes:of
new section 128.1 of the Act. As a result, properties. of the types .
listed above, as well as those within the subsectron 115(1)
definition, ‘are excluded from the deemed d1spos1tron rules provrded
in paragraphs 128 1(1)(b) and 128. 1(4)(b) o

Thxs amendment app11es after 1992 although 1t will also’ apply
before that time: to corporatrons electlng to be subJect to new .
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subsection. 250(5.1) of the Act. For.further information, reference
may be ‘made to the commentary on that provision. .
Subclause 85(4) -

ITA

248(9)

Paragraph 248(8)(b) of the Act provides that the transfer,

- distribution or acquisition of a deceased taxpayer’s property .
resulting from a- disclaimer, release or surrender will be considered
to occur as a consequence of -that taxpayer’s death, thereby

~ allowing a tax-free rollover of the property in certain cases. While
a deadline for filing a release or surrender for these purposes is set
out in the definition of "release or surrender” in subsection 248(9)
of the Act,.no such deadline is set out for the filing of a =~ -~
disclaimer: - The definition of "disclaimer” in section 248 -of the Act
is amended -to specify the deadline for the production of a
disclaimer for the purposes of subsection 248(8). This deadline,
which is the same as the one -contained in the definition of "release
or surrender” in“subsection -248(9), is 36 months from the death of
the taxpayer or, where the taxpayer’s legal representative has
requested an extension of the deadline -within that period, such later
time as the Minister of National Revenue considers reasonable in

. the circumstances. This amendment to subsection 248 is effective
- on Royal Assent. o ‘ '

 Subclausé 85(5)

ITA A
248(23) and (23.1)

New subsection 248(23.1) of the Act applies to certain transfers of
. property occurring after the death of a taxpayer and resulting from
the laws of a province relating to the sharing of property as a °

result of a.marriage. ' New: subsection 248(23.1) .deems these
transfers of property to have occurred eithier as a consequence of
the death-of the taxpayer (in the case of property transferred to the
deceased taxpayer’s spouse) or immediately before-the time that is
immediately before the death of the taxpayer (in the case of
property transferred to the deceased taxpayer’s estate). * In this way
© such transfers may benefit either from the tax-free rollover of
property between spouses on death provided fot in subsection 70(6)
- of:the Act or from the tax-free rollover between living spouses
provided for in subsection 73(1) of the Act. =~

y

'The laws of a province referred to in new subsection 248(23.1) are
those that provide for:the sharing . of certain assets owned or' -
acquired by a spouse:during marriage. These laws include laws
dealing with matrimonial regimes and those that: provide -for the: -
sharing of property-used by spouses during a marriage. " The -
subsection applies to assets transferred from a deceased taxpayer to
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a spouse as well as to assets transferred from a deceased taxpayer’s
spouse to the deceased taxpayer’s estate.

FSubsectlon 248(23) is amended as a consequence of the introduction

of new subsection 248(23.1). Property transferred between spouses

- as a result of the dissolution of a-matrimonial regime as a
- consequence of. death will now be governed by

subsection 248(23 1).

This amendment applies to- d1ssolutlons and deaths occurrmg after

r ANN OUNCEMENT DATE.

Clause 86

'”'erar-End on Change of Control -

249(4)(c)

Where control of a corporatlon is. acqulred by a person or group of '
persons at any time, subsection 249(4) of the Act treats-the taxation
year of the corporation as having ended. 1mmed1ate1y before that
time and a new taxation year of the corporatlon as having

‘commenced at that time.  Where the taxation year deemed to have
“ended was riot more than seven days long, paragraph 249(4)(c)

allows the corporation to extend the previous year (provided it was

_longer than seven days) so that it ends immediately before the

* acquisition of control. This election to extend the previous year-is
‘not available in. certain. circumstances, 1nclud1ng where that year -
“itself ended. because of the corporation’s emigration. This -

amendment to. paragraph 249(4)(c), which_ forms -part of a set of
amendments concerning taxpayers™ residence :and: certain related

- matters,. replaces the. reference to paragraph 88. l(c) W1th a reference‘

to new sect1on 128 1.

This. amendment apphes after 1992 although it. w1ll also apply

" before that time .to corporations,electing to be. subject to new

subsection.250(5.1) of the Act. For.further: information; reference
may be. made to the commentary on that prov181on
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Clausé 87

Residence

ITA
250

Section 250 of the Act provides an expanded definition of a
resident of Canada for “purposes of the Act. ‘

Subclause 87(1)

ITA .
250(1)()

. 'Pursuant to paragraph 250(1)(f) of the Act, dependent children of

~certain persons deemed to be resident in Canada are also deemed to
be Canadian residents if the children’s income does not exceed the
basic personal amount ($6,456 for 1993). The amendment to
paragraph 250(1)(f), which applies beginning in 1993, ensures that .
only children dependent for support on persons deemed to be
resident in- Canada by reason of ‘any of paragraphs 250(1)(b) to
(d.1) -are deemed to be resident in Canada. -

Subclause 87(2) ' l._. ‘

ITA
250(5.1)

In many jurisdictions, a company incorporated elsewhere may be
naturalized by submitting to ‘the corporate-law of its new home.
Such an action is often described as a“corporate "continuance” or

~"continuation". - New subsection 250(5.1) of the Act, together with
certain concurrent amendments concerning taxpayers’ residence,

_ fixes the tax consequences of continuation into a different e
jurisdiction. The basic principle of subsection 250(5.1) is that the
continued corporation will be treated as having been'incorporated in
the jurisdiction ‘into which it has continued. A corporation, for
example, that was.originally. incorporated: in Canada but was
subsequently continued abroad will cease: to be treated as having -
been incorporated in Canada, and will therefore no longer for that
.reason be deemed ‘to be resident in Canada (although it may remain
resident by keeping its central management and control in this
country). Similarly, a corporation incorporated abroad — or
incorporated in Canada and earlier continued abroad — will become
resident in Canada on being continued here. It should be noted

- that the continued corporation is treated as having been incorporated
in its new home jurisdiction only for the purpose of applying the
Act from the time -of continuation (and only until continuation into
a different jurisdiction).
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This amendment applies after 1992. In addition, a corporation that
was continued at any time before 1993 may elect to have:this. -
amendment apgey .as of the time of its continuation. Such an-
election must be made by notifying the Minister of National
Revenue in writing before the end of the sixth:month- followmg the
month in which.this amendment receives Royal Assent. It should
be noted that because new subsection 250(5.1) forms part of a set
of amendments regarding residence and certain related matters, any
corporation making this election will be subject to those: provisions
as well, The following table lists all the relevant amendments. by.
Income Tax Act section numbers. Unless. otherwise noted, these:-
changes will apply, in the case of a corporation makmg th' ‘
described .above,. as of the time ‘of 1ts contmuatlon
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Clla'us‘e:.88'.,v S e

Acquisitions of Contirol -

ITA
256(7)

Subsectlon 256(7) of the Act descnbes circumstances in wh1ch
control-of a corporation will be treated as not having been acquired
- for the :purposes ‘of certain provisions of the Act. - The preamble to

“ subsection 256(7)-is amended to include among those -provisions
-new subsection 87(2.11), which allows a corporatlon formed
through a vertical amalgamation to apply its post-amalgamation
losses against the pre-amalgamatlon 1ncome of 1ts _predecessor
parent corporatlon

In addition, paragraph 256(7)(a) of the Act is amended to clanfy its
appllcatlon Subparagraph 256(7)(a)(1), as amended, prov1des that
the acquisition of-a particular corporation’s shares will not, in-
certain circumstances, by itself result in an acquisition of the
control of that or any other corporation. Those circumstances
include: the acquisition of shares by. any person from a related
person; the acquisition of shares, from any person, by a person
related to the particular corporation; the acquisition of shares by. an
estate; and the acquisition of shares by any person from the estate
of-a related person. . :As a result, amended subparagraph 256(7)(a)(i)
applies not only to- all the share acquisitions covered by the existing
paragraph 256(7)(a), but also to a number of other cases not
explicitly accommodated by the existing rule, such as the
acquisition of the shares of a corporation’by a group of persons
related to the corporatlon

Amended subparagraph 256(7)(a)(11) prov1des that control of a
particular corporation will not be considered to have been acquired
because of ‘the.tedemption or cancellation of shares of that ’
corporation or another corporation controlling it, provided the
corporation is controlled, after the redemption or cancellation, by a.
person or group related to the corporation before_that event.

These changes apply to acqu1s1t1ons, -redemptions and cancellations
aceurring after 1992,




~ paragraph 259(1)(b).

113

Clause 89

Qualified Trusts -

ITA
259

Section 259 of the Act provrdes a )"iook-through" rule-which. 5p§1'ies

‘where-one or more taxpayers described in section. 205, including .:

trusts governed by a registered' pension plans and: regrstered
retirement ‘$avings plans, acquire interests in a "qualified trust". If
the qualified trust so elects, such taxpayers will be:deemed to .

-acquire, hold and dispose of proportionate percentages of the

underlying trust property: for the purposes of the:rules relating to

-the “acquisition, holding and -disposition of non- quahﬁed investments
.and:the holdmg of forergn property

. xf:-..

Section 259 is amended so that it applies to each unit of a

.qualified ‘trust.: -As more specifically described below, this:.

amendment recognizes that taxpayers may increase or decrease their
uhits in:a:qualified:trust at-any: time. and. should,. accordingly, be-
considered to have- acquxred or drsposed of underlymg trust property

‘ "‘_at such t1me 5_.:. B

" The key deﬁmtlon in amended section 259 is "specified portton_ '

which under amended paragraph.259(1)(b) is determined with:
respect to-each unit in- a qualified:trust. The specified portron in

* respect of a unit-at*any particular time is 1~ ‘(assumingthe unit is a

whole unit) divided by ‘the’ number of units:in- the trust: outstanding -
at that time. Where the unit is a fraction of :a.whole- unit; the
specified portion is that fraction divided by the number: of
outstandmg 'units;- The: overall effect of ‘the néw rules.for -a.

- taxpayer ‘i’ ‘defermined. by “applying the new: fules below. to each.
.umt (or fractron of: a umt) held by | a taxpayer ) :

" Under amended . paragraph 259(1)(b), a taxpayer is- deemed t0 hold

at any time the specified ‘portion at' that time of each. property of a
qualified trust, - The cost.amount at that time of the taxpayer’s
"deemed". property is,*by- virtue: of amended paragraph 259(1)(c),
the specified portion ‘of the cost amount to the trust.of its property.
As paragraphs 259(1)(b) and (c) apply on a. unit-by-unit basis; their
overall effect is that the cost amount to such a taxpayer of the

.underlying trust. property is based on the taxpayer’s .total -uniits in

the trust. “These paragraphs are thus consrstent wrth ex1st1ng

s
Ny

- As a consequence of an. electron by a quahﬁed frust under —
. subsection 259(1),.a taxpayer holding:a. unit in the trust is-deemed

under amended paragraph 259(1)(d) to’ acqurre at a partrcular tlme
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the specified portion (determined at the particular time) of a trust = -
. property, provided that the particular time is the later of

- the time the trust acquired such property, and

- the time the taxpayer acquired the unit.

_ The fair market value of the specified portion of the underlyrng
trust property -at the time of -such deemed. acquisition is deemed by.

amended ' paragraph 259(1)(e) to be the specified portion-at. that
time of the fair market .value of the trust property at the time of its

 actual acquisition by the trust. Amended. paragraphs- 259(1)(d) and

(e) correspond to the ex1st1ng rules in: paragraph 259(1)(0)

New paragraphs 259(1)(f) and (g) provide rules Wthh deem a-
taxpayer -to dispose of trust property, where the trust disposes of -
any of its property or the taxpayer dlsposes of a unit in the trust.
“More specrﬁcally,

- where the trust dlsposes of a property at, any rtlme, the T
. taxpayer is deemed at that time to have disposed of the' . .-
specified - portion (determined immediately -before that: t1me):, of
~ that property for proceeds equal to such.portion of the
g proceeds of disposition of that property to the trust and

- i where the taxpayer disposes of a trust unit at- any time,-the 'r -

taxpayer is deemed at that time to-have disposed of the - _
- specified -portion (determined- immediately before that. time.
- ‘with. respect- to. that unit) of the underlying trust property. for .

... proceeds equal to such portlon of the farr market value of the

underlylng trust property

New paragraph 259(1)(h) is 1ntroduced to ensure: that property
deemed to be-acquired by a taxpayer under paragraph 259(1)(d)
retains its character when it is deemed to be disposed of by the- .
taxpayer under paragraph 259(1)(f) or (g), notwithstanding that the

taxpayer’s proportion of:the units in a trust may-have increased or '

decreased between the date of the deemed acquisition and the
deemed disposition. The purpose of-this rule is to ensure that
RRSP and RRIF annuitants may enjoy benefits resulting from the
application of subsection 146(6) or 146.3(8) or Part X of the Act to
the’ d1spos1tlon of a non—quallﬁed 1nvestment '

Subsectlon 259(2) of the Act is 1ntroduced s0 that the look-through
rule described above also applies, with all necessary changes, where

B . a taxpayer holds shares in-the capital stock of a "qualified ..

corporation” and the corporation so elects. * (Former

subsectlon 259(2):is renumbered as subsection 259(3).) A
"qualified corporation” is defined in -new subsection 259(5) as a
corporation described-in paragraph 149(1)(0.2) if-all its issued and
outstanding shares are 1dentlcal to each other.or are owned by one
person. .
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Subsection 259(4) of the Act is introduced to ensure that an

- electing trust or corporation is required to provide sufficient
information to its unit holders or shareholders for them to be able-
to determine the consequences of an election. More specifically,
‘the electing trust or corporation is required to notify unitholders or
shareholders-of the election not more than 30 days after making the
election. The electing trust or corporation must also prov1de

~ " unitholders or shareholders with:any additional requested -

- information necessary for them to determlne the consequences of
the electlon ‘ »

Except for the 1ntroductlon of subsectlons 259(2) and @), these .
amendments ap l1))ly after-1985. New subsection 259(2) applies after -
1991. New subsection 259(4). applles to elections made .after . -
ANNOUNCEMENT DATE

»Cla‘use~90>‘ i

* Changes in Residence

ITAR
26(10)

Subsectlon 26(10) of the Income Tax Appltcatzon Rules, 1971

~ provides that where subsection 48(3) of the Income Tax Act applies’
to.deem the cost to a taxpayer of any property, the rules in ’

- section 26 do not apply to determine -that cost to be any other
amount. This clause, which is consequent1al to a set of '
amendments. concerning taxpayers’ residence and certaln related

©-  matters,’amends subsection 26(10) to refer to new: - -

_paragraph 128.1(1)(b) of: the Income Tax Act, as well as

subsectlon 48(3). ,

- 'i;ThlS amendment apphes after 1992 although it may also apply
" . before that time- to corporations electing to be. subject:to new

" -subsection- 250(5.1) of the Act. For: further information, reference :
N may be made to the. commentary on that provision.: S



116
* Clause 91

Labour-Sponsored Venture Capltal Corporatlons

CBCA .
174

Subsection 49(9) -of the Canadian Business Corporations: -

Act (CBCA) provides that a corporation that issues shares to the
public is generally not permitted to have a restriction on theé issue; .
transfer or ownership of its shares except by way of a constraint
perrmtted under subsection 174(1) of the CBCA. Under

subsection -174(1), a corporation may by speCIal resolutlon amend
its articles to provide for such a- constramt :

Subsection 174(1) of the CBCA is amended to permit a corporatlon
to constrain the issue, transfer or ownership of its shares in order to
enable it to be a reglstered labour-sponsored venture capital
corporation under Part X.3 of the Income Tax Act.

ThlS amendment'applles after 1988. '
Clause 92

Remittances A

ur
53(1)

Subsection 53(1) of the Unemployment Insumnce Act authorlzes :
employers to :withhold required employee :U.I. premiums. The

- amount withheld is currently based on tables prepared by regulation.
This subsection is amended to provide that the amount to be
withheld is to.be determined in accordance with prescribed. rules.
This will allow regulatlons to be made on a more timely basis than'
is currently the case. : Revenue Canada, Taxation .will" contlnue to -
provide source deduction tables to employers.” : X

This amendment applies after 1993.
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) Clau__se 93 .

- . Premium Tables

ur
75

'Subclause 93(1)

Ul -

- 75(1)(p)

Subsection 75(1) of the Unemployment Insurance Act allows the
Minister of National Revenue, with the approval of the Governor in
Council, to make regulations necessary for the administration of that
Act.. Paragraph 75(1)(p) of the Act authorizes the making of
regulatlons to provide tables respecting the payment of. premiums.
As. a consequence of the amendment to subsection 53(1) of the Act

~ to-provide that the premiums to be withheld are to be determined

in accordance with prescribed rules, the authority to provide tables
by regulation.is no longer required and is therefore repealed

| _ effective after 1993,
' Subclause 93(2) '
U
- 75(5)

Subsection 75(5) of the Unemployment Insurance Act provides that
tables made under the authority of paragraph 75(1)(p). of the Act
may be effective retroactively. As a consequence of the. - . -

.amendment to subsection 53(1) of that Act to require that the

amount of the premiums to be withheld be determined in :
accordance with prescribed rules, this retroactive power is granted
to the annual amendment of the rules.

This amendmentapphes_af_ter 1993.
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DRAFT INCOME TAX REGULATIONS - .
ON MANUFACTURING AND PROCESSING

1 Paragraph 1100(1)(@) of the Income Tax Regulatzons is -
amended by adding thereto, immediately after subparagraph (xxviii)
thereof the following subparagraph .

: "(xx1x) of Class 43 30 per cent ".

2. (1) All that portion’.of subsectlon 1104(5) of the said '
- Regulations preceding paragraph (a) thereof is revoked and the
following substltuted therefor: -

"(5) For the purposes of paragraphs 1100(1)(w) to (ya),
subsections 1101(4a) to (4d) and Classes 10, 28, 41 and 43 in -
Schedule 1II, "income. from a mine", or any expression referring:
to income flom a m1ne, mcludes 1ncome reasonably attnbutable
to" e

(2) All that portion of paragraph 1104(5)(c) of the sa1d
Regulations. following subparagraph (iii) thereof is revoked and. the

- 1_‘ ,followmg substltuted therefor; ,

"to the extent that such transportatlon is effected through the use -
of property of the taxpayer that is included in Class 10 in
Schedule II because of paragraph (m) thereof or that would be so
included: if that paragraph were read without reference to
subparagraph- (v) thereof and Class 41 in Schedule II were read

- without the reference therein to that paragraph."

(3) All that.portion of. subsectlon 1104(6) of the sa1d Regulatrons
precedmg paragraph (a) thereof is revoked and the. followmg
substltuted therefor r

"(6) For the purposes of Class 10 paragraph (b) of Class 41
and Class 43 in. Schedule II" :

(4) All that portlon of. subsectlon 1104(7) -of . the said Regulatlons
preceding paragraph (a) thereof is revoked and the followmg
substituted therefor: , o :

)] For the purposes. of paragraphs 1100(1)(w)-to. (ya), . -
- subsections 1101(4a) to (4d) and 1102(8) and. € and. Classes 12
o and 28 and paragraph (a) of Class 41 and 43 in Schedule II "

(5) All that portlon of subsectlon 1104(9) of the sa1d Regulatlons
. preceding paragraph (@) thereof is revoked and the followmg
subst;tuted therefor:
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"(9) For the purposesof ‘Classes 29, 39 and 43 in
* Schedule-II, "manufacturmg or processing” does not. include"

3. Paragraph 4600(2)(k) of the said Regulatlons is revoked “and
the following- substltuted therefor: -+ -

"(k) a. property included in any of Classes 21 24, 27 29, 34, 39 -
40 and 43 in Schedule I o

4, Paragraph 4604(2)(]) of the sa1d Regulatlons 1s revoked and
“the followirig substituted therefor o

" a property included in any of Classes 21 24 27, 29 34, 39
40 and 43 1n Schedule IL;" .

5 Sectlon 5201 of the sa1d Regulatlons is amended by delet1ng
the word "and" at the end of paragraph (c) thereof and by adding
thereto, 1mmed1ate1y after paragraph c) thereof, the following
paragraphs ‘

(1) the corporatlon was not engaged in* the processing of ore .

(other than iron ore or tar sands) from a mineral resource located

outside Canada. to any stage that is not beyond the prlme metal
“stage or its equ1valent

(c.2) the corporatlon was not engaged in ‘the processing of iron
ore from'a mineral resource located outside Canada to any stage
_that is not beyond the pellet stage or-its equivalent; -~ -~

(c.3) the corporatlon was not engaged in the processing of tar
sands-located outside Canada to any stage- that is not beyond the
crude oil stage-or its equivalent; and" »

6. Section 5202 of the said Regulations is .amended by add1ng
thereto, in alphabetical order there1n, the followmg deﬁl’llthl’lS

""Canadian resource proﬁts ‘has the meaning that would be ass1gned
to the expression "resource: profits" by subsection 1204(1) if that
subsection’ were read without reference. to subparagraph (b)(iv)-

- thereof («bénéfices relatifs ' des ressources au Canada»);

"resource profits" has the meariing ass1gned by subsectlon 1204(1)
(«beneﬁces re1at1fs & des ressources»),

spec1ﬁed percentage for a taxatlon year means

(a) where the year commences after 1998 100%, and
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(b) in any other case,. the total of

- (i) that proportlon of 10% that the number of days in the year

-'that are in’ 1990 is, of the number of: days 1n the year

(11) that proportron of 20% that the number of days in- the

‘ year that are in 1991 IS of the number of days in the year :

(111) that proportlon of 30% that the: number of days in the
T year that are in 1992 lS of the number of days in the year,.

(1v) that proportron of 50% :that the number of days in the'”
year that are in 1993 is of the number of days in the year;:

(v) that proportlon of 64.3% that the number -of days in‘the

. 'year that are in 1994 is of the number of days in the year

(vi) that proportron of 71 4% that the number of days in the

year that are in: 1995 1s of the number of days in: the year,

o (v11) that proportron of 78. 6% that the number of days in the

. year that ‘are’ in 1996 is- of the number of days in the year,

: (vm) that proportlon of 85.7% that the number of days in the

~ year that are in 1997 is of the number of days in the year,

- (ix) that proportion of 92.9% that the number of days in the
. year that are 1n 1998 is of the number- of days in the year, -

. and -

A :ff«-“(x) that proportlon of 100% that the number of days in.the

..+ year that are in 1999 is of ‘the number ‘of days in the year -
(«pourcentage désrgné»)

7. (1) Subparagraph (b)(l) of the deﬁmtron cost of capltal“ in

subsectron 5203(1) of the said Regulations is. revoked and the
followrng substituted therefor: P .

"(i) in activities engaged in for the purpose of earnlng :
Canadran resource prof1ts of the corporation, or"

2) Subparagraph (b)(l) of the deﬁnrtlon "cost of labour in
subsection 5203(1) .of the said Regulatrons is revoked and ‘the

" following: substituted therefor

"(i) was related to the act1v1t1es engaged in for the purpose of

. earning Canadian -resource:.profits of .the corporation, or"
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(3) Paragraph 5203(2)(b) of the said Regulatlons is revoked and
the followmg substltuted therefor ’

"(b) the corporatlon was at any time durmg the year engaged in
activities for the purpose of earmng resource proflts of the
corporatlon or’": : . o

(4) Subsectlon 5203(3) of the sa1d Regulatrons is revoked and the
followrng substituted therefor '

| "(3) In subsection (1), net resource income" of a corporatlon
. for'a taxation  year means: the amount 1f any, by which the
* aggregate of : -

(a) the resource proﬁts of the corporatlon for the year, and
(b) the amount 1f any, by whrch ' |

: (1) the aggregate of. amounts mcluded in computmg the
income of the corporation, for the year, from an active
- <business carried on in-Canada, pursuant to section 59 of
_the Act (other than.amounts that ‘may reasonably be
regarded  as having been included in computing the
resource proﬁts of the corporatron for the year), .

exceeds

(n) the aggregate of amounts deducted- in computrng the
income of the corporation for the year: pursuant to.- -
section 64 of the Act, as that section applies with respect

- to dispositions occurring' before NovemEer 13, 1981: and to

. dispositions occurting after November 12, 1981 pursuant to
an agreement in writing made. or. entered into before -
November 13, 1981, except those amounts that may
“reasonably. be regarded as having been deducted in:
computing the resource proﬁts of the corporatlon for the
year,

- exceeds the aggregate of -

(c) the aggregate of amounts deducted in computrng the
.income.of the ‘corporation for the year- pursuant to sectron 65
of the Act (other than amounts that may reasonably be -
regarded -as having been deducted in computing the resource
profits of the corporatron for the year), and

(d) the spec1ﬁed percentage for the year of the amount, if
any, by whrch .
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(1) the corporat1on s resource proflts for the year:
exceeds the aggregate of - » ‘

‘ (n) the corporatlon s Canadxan resource proﬁts for the year,
and

(111) the eamed deplet1on base (thhm the meamng ass1gned
by subsection 1205(1)) of the corporation at the beginning of
its 1mmed1ately following taxation year."

8. (1) Paragraph () of the deﬁn1t10n 'cost of capital" in
section 5204 of the said Regulatxons is revoked and the followxng
substrtuted therefor , i

‘ (f) 1in actxvrtxes engaged in for. the purpose of eamrng Canadian
resource proﬁts of the corporatxon or the partnersh1p, as the case
may be or e ,

' (2) Paragraph (f) of the defmrtxon "cost of labour -in
sectron 5204 of the said Regulatxons i revoked and the following
substltuted therefor . .

(f) was related 1o the actxvrtles engaged in’ for the purpose of
earnmg Canadian resource’ proﬁts -of the corporatron or.the
partnershxp, as the «case may be, or':. .

9. All that portion of Class 10 in Schedule II to the said
Regulations following paragraph. (f.2) thereof and preceding
paragraph @ thereof is revoked and the followrng substltuted
therefor:..- =~ :- R

"and property (other than property 1ncluded in Class 41 or :
. 'paragraph-(b) of Class. 43) that would otherw1se be mcluded 1n
another class in this Schedule, that 1s" Co

10. Class 39 in Schedule II to the: sa1d Regulatlons is revoked
and the follow1ng substxtuted therefor: * -

"Class 39 .

Property acqu1red after 1987 and before -February 26 1992
that is not included in Class 29, but that would otherw1se be .
included ‘in that: class if that class were read without reference to
subparagraphs (b)(ii1) .and (v) and- paragraph (c) thereof v

_ 11 Subparagraph (b)(d) of Class 41 in Schedule II to the sa1d
- Regulations is revoked and the following substituted therefor:
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"(i) that would be included in.paragraph (f.1), (g), (), (&), (),

- (m), (r), ® or () of Class 10 if this Schedule were read
without reference to this paragraph and paragraph (b) of
Class 43, other than property 1ncluded in paragraph (b) of
Class 43,",

12. Schedule II to the said Regulations is further amended by
addrng thereto the following class: .

- "Class 43
- Property acquired after February 25 1992 that

(a) is not mcluded in Class 29 but that would otherwrse be
included in that class if that class were read without reference
. to subparagraphs (b)(111) and (v). and paragraph (c) thereof or

(b) would be 1ncluded in paragraph (k) of Class 10 if this
Schedule were read without reference to thrs paragraph and
paragraph (b) ‘of Class 41 and that o :

@) is not property in respect of whrch the taxpayer has
filed with the Minister an election in writing, on .or before
the date on which the taxpayer’s tax return- under- Part I of
-the- Act.for the taxation year in.which the- property -was.
acquired was required to:be ﬁled that the property be
included in Class 41 and

(11) at the time. of its acqu1s1tlon can reasonably be :
expected to be‘used entirely in- Canada and primarily for
the purposes of processing ore extracted from a mineral.
resource located in a country other than Canada

13. (1) Section. 1, subsectlons 2(1), 3) and (5) and sect1ons 3,4
and 9 to 12 are appl1cable with respect to property acqulred after
February 25, 1992, except that an election referred to in Class 43
to Schedule II of the said Regulations, as enacted by section 12,
shall be deemed to be filed on-a timely basis if it filed with the -
Minister of National Revenue within 180 days after the publication
of these Regulations in Part II of the Canada Gazette.

(2) Subsect1ons 2(2) and (4) apply to the 1988 and subsequent
taxatron years.

(3) Sections 5 to 8 apply to the 1990 and. subsequent taxation
years.
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'EXPLANATORY NOTES ON DRAFT INCOME TAX REGULATIONS.
ON MANUFACTURING AND PROCESSING =~

C1100()(@(xXiX) .- Lo

Subsection 1100(1) of the Income Tax Reguldtions sets out the
capital cost allowance rates that taxpayers may claim with respect
to specified classes of depreciable property. -

Subsection 1100(1) is amended to provide a 30% capital cost
allowance rate for property described in new Class 43, relating to
manufacturing and processing activities. As described-in greater
detail below, new.Class 43 consists. of certain manufacturing.and
processing-assets which were included in Classes 39 and 41, for
which.a.25% rate is provided. - The increase in the capital cost
allowance rates was announced in the federal budget of . . -
February 25, 1992, .. - L e

This amendment applies to. property acquired after February 25,
ITR
1104(5).to (7) ) BRI

Subsections 1104(5) to (7) of the Regulations contain a number of

rules of interpretation which apply for the purposes of determining .

whether. property is included in Class 41 for the purposes of the -

capital cost allowance rules. This class currently includes .

structures, machinery and equipment (referred to in paragraph (k) of

Class 10) acquired. for the. .purposes of gaining or producing income

. from a mine or the processing of ore to any stage that is not -.

- beyond the prime metal stage (or, in the case of iron ore and tar

- sands ore, the.pellet stage or crude oil stage respectively) or its = -
- equivalent. As described below, to the extent: this .property is - ...

acquired by a-taxpayer for the purposes of processing ore extracted
outside Canada, new Class 43.(in conjunction with amendments - to,
Class 41) provides that it is_ included: in Class 43 unless the .-
taxpayer-elects- otherwise. T : .

Subsections 1104(5). and (6) are amended, strictly as a consequence.

of the above changes, so that the definitions contained therein also

. -apply for the purposes of new Class 43..- This -amendment .applies -
-+ to property acquired after February 25, 1992. ' g

- Subsection 1104(5) is also -amended to update a reference. therein to

.. property;: in: paragraph-(m) of Class. 10 (which describes- certain
transportation equipment). _As property of. this nature acquired..after
1987 .is now included in Class 41; subsection 1104(5) is amended .
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accordingly. This re11ev1ng amendment applies to the 1988 and
. subsequent taxatlon years

Subsection 1104(7) is amended 50 that it does not apply for the
purpose -of paragraph (b) of Class 41, in order to avoid a conflict -
with subsection 1104(6). This relieving.amendment -applies to the
- 1988 and subsequent taxation years.

ITR
1104(9)

Subsection 1104(9) of the Regulations provides that the expression
"manufacturing and processing” doés not include -activities specified
therein for the purposes of the capital cost allowance rules
(specifically, Classes 29 and 39). The excluded activities generally
correspond to the list of excluded activities contained in. the -
definition of the same expression in section 125.1 of the Income
“Tax Act for the purposes of the manufacturing and processing tax
credit for corporations. (However, for the purposes of the
manufacturing. and processing tax credit, the processing of foreign
ore qualifies as a manufacturing and processing activity whereas
this activity does not qualify as a manufacturing and processing
activity for the purposes of the capital cost allowance rules.).

Subsection 1104(9) of the Regulations is amended so that the

definition therein also applies for the purposes of new class 43,

which includes propeity formerly included in class 39. Thiis

amendment ‘is strictly consequential on the introduction of new

]c;laiss 43 (together w1th related amendments to class- 39) descrlbed
elow. ¢ .

Th1s amendment -applies w1th respect to property acqu1red after

' _February 25 1992

ITR -
4600(2)(k) and 4604(2)(_])

Subsect1ons 4600(2) and’ 4604(2) of the Regulat1ons prescnbe
machmery and equ1pment for the’ purposes of the definitions -
"qualified property" and "approved project property" in ’
subsection 127(9) of the Act. Expenditures on such properties give
rise to an investment tax credit under subsection 127(5) of the Act,
where a number of conditions are met. ' The property so prescrlbed

mcguiles property  that falls within capltal cost allowance Classes 39
and 41 o

Subsections 4600(2) and- 4604(2) are amended so that Class 43
assets are also prescribed for these purposes.” This is strictly -
consequent1a1 on the introduction of Class 43, which includes " -
certain. assets that formerly ‘were included within Classes 39 and 41,
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: Th1s amendment app11es to: property acqu1red after. February 25
1992 : . ‘ o ‘

ITR ey
'Part 52 IR Sl
'Sectlon 125. 1 of the Act prov1des for a reduction of federal
corporate income tax where a corporation engages in :

. "manufacturing’ or’ process1ng“ as defined in paragraph 125. 1(3)(b)
The reduction for a taxation year .may- not exceed. a specified. - -
- percentage of a’ corporatlon s "Canadian manufacturing and :
~ processing profits” ("M. & P profits") for the year.. M & P proﬁts
are determined under Part 52 of the Income Tax. Regulatzons The.
spec1ﬁed percentage - 1s 5% for taxatlon years: end1ng before 1993.

Amendments to- paragraph 125. 1(3)(b) of the Act that were enacted
in 1991 extended "manufacturlng and ‘processing" for- these purposes’
to include the process1ng of foreign ore. (Domest1c ore processors
have the benefit of a !resource allowance" under .

paragraph 20(1)(v.1) . of the Act, which is not available to forergn
ore processors.) It was announced that the. credit provided under .
section 125.1 for forelgn ore processors would be phased-1n over’
ten years - . T

The 1992 federal budget ‘announced that the. M. & P tax cred1t rate
would be increased. to 6% after 1992 and to. 7% after - 1993 »

Part 52 of the Regulatlo,ns,ls amended, as described below, to
phase-in thé M & P tax credit for foreign ore processors. . The |

ten year phase-in still applies, but has been adjusted to allow

foreign ore processors immediate access to the increases in the -

. M & P credit announced.in the 1992 federal budget. (The. phase in
'is provided through the new definition of "specified percentage",

. which is described in the commentary on the amendments to

sectlon 5203.) o .

These amendments apply to the 1990 and subsequent taxatron years

" ITR

5201

A corporatron s'M & P profits for.a year is its- adJusted buslness
income" (ABI) for the .year. mu1t1p11ed by ‘a-pro-ration factor. (The.
_pro-ration factor is discussed below in the commentary on the
“amendments to, section 5203,) . However, pursuant to section 5201
of the Regulations, where certain condltlons are satisfied the. .

+M & P profits for a taxation year of a- corporation is s1mp1y equal
to-its adjusted business income for the year (generally, its active -
business, income). -- The key.. condition is. that the business income of
the corporation. (together with the business income of any assoc1ated
“corporations) does not exceed $200, 000.
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- Section 5201 of ‘the Regulations is amended so that it-does not
apply to a corporatron engaged in the processing of foreign ore.
This amendment is consequential on the amendments made in 1991
to paragraph 125. 1(3)(b) of the Act which included foreign ore

, process1ng as’a manufactur1ng and process1ng act1v1ty

ITR .. %o 0 dh
5202 . S I

Sect1on 5202 of the Regulatlons sets’ out a number of deﬁnltlons '

-used in Part 52 of the Regulations.” It is amended: to_introduce the-
definitions "resource proﬁts" "Canadlan resource proﬁts andv o
spec1ﬁed percentage : oo

"Resource profits" is deﬁned as the productlon, productlon and
processing, and processing income descrlbed 1n subsectlon 1204(1) :

. of the Regulatlons

. "Canadlan resource proﬁts is deﬁned in 't'he' same' manner as -
"resource’ profits”, except that process1ng income from the
process1ng of fore1gn ore is d1sregarded

The "spec1ﬁed percentage for a taxatlon year 1is the mechan1sm by
-which the- M & P credit for foreign ore processing is phased-in.
The relevant percentages are set out below. " The deﬁnltlon 1s:
“relevant for the purposes of computinig a corporatlon s adjusted

- " business income.

ITR
5203

A corporatlon ] M & P proﬁts for a taxatlon year is its adJusted -
- business income for the: year multiplied by a pro-ration factor equal
" to the sum of its "cost of manufacturing and process1ng capital”
. and "cost of manufactunng and processing labour” for the year
divided by the sum of its "cost of capital" and "cost of labour". A
corporation’s adjusted bus1ness income for a taxation year is equal
to its active bus1ness income for the year minus, where the

corporation has "resource activities" for the year its "net resource
income" for the year:.

Subsectlon 5203(3) currently prov1des that a corporatlon S net
resource 1ncome for a taxatlon year 'is equal to

~the corporatlon s fesource proﬁts for the year as deﬁned by
sectlon 1204 of the Regulatlons,

- plu amounts 1nc1uded in computing the corporatlon s income
* for:thé 'year under section 59 of the Act (generally result1ng
from the d1spos1tlon of resource propert1es) :
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- _..minus depletion deductions for the. year not taken into account
. in determining the corporatlon s resource proﬁts o

The deﬁnltlons "cost of capltal" and “cost of labour" in

section 5203 are .amended in order to reflect costs in respect of

. activities engaged in_for the: purposes of processing foreign ore:

Such costs are also reflected in the "cost of manufacturing and

processrng .capital’ and -the "cost of manufacturing' and processing
bour! because of the indirect references in those definitions to the

‘amended definition ' “manufacturing. and processing” in.125. 1(3)(b)

of the . Act. "As a consequence, this amendment will: result in a

- pro-ration, factor which: reflects the percentage. of costs attnbutable

" to foreign: ore processmg S L

Subsectlon 5203(3) is amended in. order to allow a. portlon of a.

corporation’s foreign-.ore, processing. income for a taxation. year (net
of its earned depletion base -at:the.beginning of the next year) o -
qualify as its adjusted business income for the year. More - -
specifically, in computing a corporation’s net resource income for a
taxation. year, there is subtracted the spec1ﬁed percentage of. the

amount by which . :
- the corporatlon s resource proﬁts for the. year: (as deﬁned ‘in
' subsectlon 1204(1)), » o L AL

,exceeds the sum of

- the corporatlon s "Canadlan resource proﬁts for theyear (as_ :‘ L
.- described above), and RRL Lt SRy

~-. the eamed depletlon base of the corporatlon (as deﬁned in "
- subsection: 1205(1)) at the. beglnnlng ‘of. the next year

The spec1ﬁed percentage for a taxation year is 100% for taxatlon
years commencing after 1998.: For-taxation years-éending -after 1989
_.and before 1999, the specrﬁed percentage for taxatron years o
COlnCIdmg w1th calendar years is as follows P R

Year ' Percentage
1990 . - 10.0%. - - - e
1991 ‘ 200% . -
‘1993 . - 500% . i
1994 . - 64.3%...
1995 A%
21996 O T86%. o e
C1997 L i8sa% . L
- 1998 0 e o .92.9%

71999 L 100.0%. |
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Where a taxation year straddlesvtwo-vc':aléndarryears,'the specified
~ percentage for the year is-determined by reference ‘tothe nuinber of
days in the taxation year that are in each calendar year.

5204

" Section’5204 of the Regulations provides special definitions ‘that
‘apply- where- a- corporation is a member-of a partnership. The -
definitions essentially require a portion of a partnership’s "cost of
capital” and "cost of labour"to flow through to*a corporate meinber
of the partnership for the purpose of determining the corporation’s
M & P-profits. (Likewise, a corporation’s "cost of manufacturing
and processing capital” and "cost of manufacturing and processing
labour"-also reflect costs at the partnership’level.) The portion of
such costs allocated to a corporation for this purpose for:a taxation
year equals the corporation’s share of ‘the income or loss of the:
partnership for its fiscal period ending in the year. ’ .

The definitions "cost of capital" and "cost“of labour" used for this
purpose are amended so costs in respect of activities engaged in for
the purposes of eaming income from foreign ore processing are
reflected therein. These amendments are parallel to similar -~
amendments to section 5203. - S

_Schgdule'.II — Class 10

,Clé_és 100f Schedulé 11 tlbﬂlthé'» Regulations -provides that: property
included in Class. 41 is not included in Class 10. :

- Class 10 is amended- so -that property included’ in-paragraph (b) of
new Class 43 is also not included in Class 10. This amendment is
consequential' on’ amendments- which include iri that paragraph
certain-property formerly included in Class 41, @ . in o -

- 1992.
ITR
Schedu

" This afnéridmen'tﬂlapplies to pf0peﬂy~ac':qUi'ré;I’E‘after Fébrﬁafy‘Z_S, o

le 11 — Classes 39, 41 and 43

'Class 39 of Scﬁédule ‘-II['to the Regulations ih‘pludes certain .

manufacturing and processing assets acquired-after 1987. Class 41,

- - when read in conjunction with subsections 1104(5) and (6) and

paragraph (k) of Class 10, includes manufacturing and processing
assets (referred to in-paragraph (k) of Class 10) acquired after 1987
for the purposes of processing foreign ore in Canada. The capital
cost allowance rate provided for both classes‘is 25%, although an
additional allowance undér paragraph 1100(1)(y) or (ya) is available

for Class 41 assets in some circumstances.:
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Class 39 is amended so that it does not apply to property acquired -
-after February 25, 1992. -Instead, this property is included in new
Class 43 for which a‘higher capital cost allowance rate, 30%, is -
provided. The increase in the rate for such property was

announced as part of the 1992 federal budget. ‘

Class 41 is amended so-that it no_longer applies to property<:
included in paragraph (b) of new Class 43. This paragraph applies =

to the assets acquired for the purposes of processing foreign ore '
referred to above, provided that ‘the taxpayer does not otherwise
‘elect in writing before the taxpayer’s tax return filing deadline for
the year in which the property is acquired. The taxpayer might -
wish to elect, for example, if the taxpayer owned the foreign =
‘mineral deposit from which the:processed ore is extracted and, as a

.. consequence, additional capital -allowance is available to the "
_taxpayer under paragraph 1100(1)(y). This amendment is - _
- _consequential on the increase in the capital cost allowance rate for

manufacturing and processing property formerly included in' .
Class 39 from 25% to 30%. As the processing of foreign ore is -
recognized as a manufacturing and processing activity for the
purposes of the manufacturing and processing tax credit under
section 125.1. of ‘the Act, it is appropriate that the higher capital
cost allowance for manufacturing and processing equipinent also -
apply in respect of similar ‘machinery and equipment for the
purposes of processing foreign ore. : .

- These amendments apply to property acquired after February 25,
1992, The election referred to above will be deemed to have been
~ made on a timely basis if it is made not more than 180 days after"
‘the publication of the amendments in Part II of the Canada
* Gazette.
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% DRAFT INCOME TAX REGULATION:
INTEREST ACCRUAL RULES

1. Subsection 7000(6) of the ‘said Regulatlons is revoked and
the followmg substituted therefor:

-{6) For the purposes: of paragraph 12(11)(a) of the Act, a
prescribed contract is,-at any time in a‘calendar year, a reglstered
-~ retirement savings plan or-a registered retirement income fund,
other than such a plan.or fund to which a trust is a ‘party, where
an' annuitant thereunder (within the meaning assigned:by
, paragraph 146(1)(a) or. 146:; 3(1)(a) of the Act, as the case may
--be) is al1ve in that calendar vear or_in the precedmg calendar

- year

2. Section 1 apphes to the 1993 and subsequent taxatlon 3
years, - .
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‘EXPLANATORY NOTE ON DRAFT INCOME TAX REGULATION
; INTEREST ACCRUAL RULES

IR
7000(6)

Subsection. 12(4) of the Act prov1des for the annual reportlng of
interest accrued on an "investmerit contract”, as defined in
paragraph, 12(11)(a) :An’ "investment contract is defined to |
exclude a "prescribed contract" descrlbed in_subsection. 7000(6). of
the Income Tax Regulations. -For this _purpose,”a-"prescribed .
contract" at any time is a deposit_ associated with an RRSP, RRIF
or registered home ownership savings plan, prov1ded the annu1tant
or beneﬁ01ary thereunder was alive at that tlme

. Subsectlon 7000(6) is amended to ellmlnate the reference to
registered home ownershlp plans, which were terminated in 1986.

Subsection 7000(6) is also amended so that the exemption from the
accrual rule applies in respect of an RRSP or RRIF in a calendar

~ year where any annuitant under the RRSP or RRIF was alive in
that year.
Finally, subsection 7000(6) is amended to extend the exemption
from the accrual rules where an annuitant under an RRSP or RRIF
has died. In this case, the accrual rules will not begin to apply
until the first calendar year beginning after the death of the
annuitant. This is consistent with proposed amendments to

- subsections 146(4) and 146.3(3.1) of the Act.

These amendments apply to 1993 and subsequent taxation years.







