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LETTER OF TRANSMITTAL

CoNGRESS OF THE UNITED STATES,
Joint CoMMITTEE ON INTERNAL REVENUE TAXATION,
Washington, June 19, 1934.
To Members of the Joint Commitiee on Internal Revenve Taxation:
There is transmitted herewith a report on ““Income Tax in Canada”,
as prepared by Mr. André Bernard, of the Legislative Reference Service,
Library of Congress, with the cooperation of our staff.
The report covers not only the income tax of Canada but contains
a description of other Dominion taxes and of the principal provincial
taxes. It is believed that a study of this report will be helpful in
considering the possibilities of improving our own system of taxation.
Very truly yours,
R. L. DougHuroNn, Chairman.
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LETTER OF SUBMITTAL

CoNGRESS OF THE UNITED STATES,
JoINT ComMMITTEE ON INTERNAL REVENUE TAXATION,
Washington, June 19, 1934.
Hon. RoserT L. DouGHTON,
Chairman Joint Committee on Internal Revenue Taxation,
Washington, D.C.

My DEear CuatemMAN: There is transmitted herewith a manu-
script entitled “Income Tax in Canada,’” submitted by Mr. H. H. B.
Meyer, Director of the Legislative Reference Service, Library of Con-
gress, and prepared by Mr. André Bernard of the staff of that service,

On July 12, 1928, there was transmitted to the chairman of this
committee a manuscript entitled ‘“Income Tax in Great Britain.”
This manuscript was also prepared by Mr. André Bernard and was
printed in accordance with House Resolution 195, Seventieth Con-
gress, first session (H. Doc. No. 332).

Pursuant to the instructions of the committee, this office is con-
tinually engaged in studying foreign tax systems and comparing
them with our own in the hope of discovering helpful ideas which
might be applicable to our system. It is recommended that the
manuscript on the Canadian taxes transmitted herewith be printed
as a report to this committee, thus forming a second volume of a
foreign-tax series by Mr. Bernard. The manuscript contains a com-
plete and up-to-date discussion of the income tax imposed by the
Dominion of Canada and also a description of the other principal
taxes imposed by the Dominion and its provinces. The work should
be valuable not only to this committee and its staff but also to all
students of taxation who desire a knowledge of Canadian taxes. It
contains many statistics of income reported and taxes collected.

In order that this letter may serve as a brief introduction to this
manuscript, an attempt will be made to state some of the more im-
portant facts in connection with the Canadian tax system, from the
point of view of a resident of this country who desires to compare the
Federal system with the Canadian system.

INCOME TAX

The first fact that will impress the reader is that the Canadian
income tax has much greater similarity to the Federal income tax
than to the British income tax in respect to the burden on the indi-
vidual taxpayer. This is plainly shown by the following table,

XI



XII LETTER OF SUBMITTAL

computed for a married person with no dependents, whose income is
all derived from salary:

Comparison of income-tax burden on individual

[Married man, no dependents, all earned income]

) ; . . .
Net income be- Total incomme tax Nethincomaie Total income tax

for? deducn‘(lm lor(; deducu‘?n
of persona . : of persona i ;
exemption United Canada _United exemption U uue(‘j Canada United
States Kingdom ! States Kingdom !
$1,000- - = $7.99 (| $20,000-- $1,589 | $2,173.50 $4, 839. 96
$2,000. - . - - 10, 069. 50 18, 469. 91
,000. 16, 390. 50 29, 019. 91
$4,000._ _ 19, 866. 00 34, 490. 16
$5,000. - - 27, 447. 00 45, 667. 16

1,677.64 || $1,000,000__..| 571,304 | 527,131.50 | 614,225, 16

! Conversion unit £1=$4.86.

It will be observed from the above table that the income-tax bur-
den in Great Britain is much greater than in either the United States
or Canada. This is especially true in cases of smaller income, where
the tax burden in Great Britain is many times the burden upon
individuals with equal incomes in the United States and Canada.
It will be noted that there is no great disparity in the tax burden when
we compare the United States and Canada. In Canada the taxes
are slightly higher on net incomes up to $70,000 and somewhat
lower 1n the case oi net incomes larger in amount. The personal
exemption allowed a single man in Canada is $1,000, as in the United
States. In the case of a married man, the personal exemption is
$2,000, compared with $2,500 in the United States. The credit for
dependents in both countries is $400, but in Canada children are
allowed the exemption up to the age of 21, while in the United States
no credit is allowed for children over 18.

The outstanding difference between the income tax of Canada and
the income tax of the United States isin regard to the treatment of cap-
ital gains and losses. These are taken into account in the computation
of net income in the United States, while in Canada the English system
is followed and such capital gains and losses are disregarded. It is
believed that the English and Canadian system, disregarding these
gains and losses, gives their income tax more stability than is the
case with our own system. This can be readily seen in the following
comparison of Federal, Canadian, and British income-tax receipts:

[Millions of dollars]
Fiscal year %&iz:g Canada B?i{:ea?ztx . Fiscal year Iéfa‘::g Canada B?i{g?rg .

72.7 1,936 2,331 59.9 1,436
59.0 1,724 2, 410 69.2 1,443
59.0 1,746 1, 860 1] 1, 583
56. 7 1, 652 1,057 61.3 1,782
48.1 1, 482 747 62.0 1,528
57.5 11521

t Conversion unit £1=4§4.86.
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While the above figures show on their face the instability of our
income-tax revenues and the stability of the British and Canadian
revenues irom the same source, it may be interesting to analyze the
results in terms of percentages, as follows:

(1) The minimum British income-tax revenue in the last 11 years
was collected in 1929, when it amounted to $1,436,000,000; the maxi-
mum revenue was collected in 1923, when it amounted to $1,936,-
000,000. Thus, the maximum annual revenue from income tax was
only 35 percent "above the minimum revenue.

(2) The minimum Canadian income-tax revenue in the last 11
years was collected in 1927, when it amounted to $48,100,000; the
maximum revenue was collected in 1923, when 1t amounted to
$72,700,000. Thus, the maximum annual revenue from income tax
was only 51 percent above the minimum revenue.

(3) The mmimum Federal income-tax revenue in the last 11 years
was collected in 1933, when it amounted to $747,000,000; the maxi-
mum revenue was collected in 1924, when it amounted to $2,842,-
000,000. Thus, the maximum annual revenue from income tax was
280 percent above the minimum revenue.

It is true that the Canadian revenues from income tax fluctuate
somewhat more than the British revenues. This is undoubtedly be-
cause in Great Britain a greater proportion of tax is collected from the
small-salaried man. Great weight should be given to the stability of
the Canadian revenue over our own inasmuch as the personal exemp-
tions are approximately the same in both countries. The fact that
capital gains and losses are not taken account of in Canada must be
one of the principal causes of the greater stability observed in the
Canadian income-tax receipts.

The tax burden on corporations is practically the same in Canada
as in the United States. In Canada a flat-tax rate of 12} percent is
imposed, while in the United States a flat-tax rate of 13% per cent is
imposed. Canada permits the filing of consolidated returns but in
such a case imposes a rate of 13} percent. The United States per-
mits consolidated returns onlv in the case of railroad companies and
in that case 1mposes a rate of 15% percent.

The descriptions of the customs dutles the sales tax, and the special
taxes of the Dominion as given in the report are all worthy of note.
It should be observed that the Dominion levies no inheritance tax
and that this field of taxation is left to the Provinces. From the
description of the provincial taxes given in the report, it is obvious
that there is some duplication of taxation between the Dominion
Government and that of the Provinces. However, it appears that
there is less of such duplication in Canada than is the case in the
United States.

On the whole, Canada seems to have a well balanced tax system,
and it is believed that the report submitted by Mr. Bernard gives
important data for consideration in connection with tax legislation in
this country.

Very respectiully,
1.. H. PArkER, Chief of Staff.
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Lisrary oF CONGRESS,
Washington, June 11, 1934.
Mr. L. H. PARKER,
Chief Division of Investigation, Joint Committee on
Internal Revenue Taxation, House Office Building,
Washington, D.C.
Dear Mr. Parker: I take pleasure in forwarding to you here-
with, for the use of the Joint Committee on Internal Revenue Taxa-
tion, the study on income tax in Canada, prepared by Mr. André
Bernard, a member of the Legislative Reference Service staff, at the
request of the joint comiittee.

Very truly yours,
H. H. B. MEYER,

Director Legislative Reference Service.



NOTE BY THE AUTHOR

Grateful acknowledgment is herewith made to the Dominion
Minister of National Revenue and to the Dominion Commissioners
of Income Tax, Customs, and Excise, for their kindness in supplying
material and in reading the manuscript. The cooperation of the
Provincial tax authorities, who supplied specific material, is likewise
acknowledged.

The services of Mr. Robert C. Lowe, formerly of the staff of the
Legislative Reference Service, who assisted in the preparation of
the manuscript, deserve special mention. An expression of thanks
is also due to other members of the Legislative Reference Service

staff for their helpful suggestions.
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PART I.—HISTORY OF DOMINION TAXATION ‘!

Both under the French regime and in the earlier part of the British,
the territorial or casual revenues of Canada, consisting of certain
seignorial dues and the proceeds of the sale of Government timber
and land, were reserved to the Crown, while the right of levying
taxes and of regulating the trade and commerce of the colony was,
after 1763, deemed to be vested in the British Parliament.

By the Quebec Act of 1774, certain duties on spirits and molasses
were imposed, to be expended by the Crown in order to provide a
revenue ‘‘toward defraying the expenses of the administration of
justice and the support of the civil government of the Province.”
A little later, in 1778, the British Government, by the Declaratory
Act (18 Geo. III, c. 12), renounced forever the right of taxing the
colonies to provide imperial revenue, but maintained its claim to
impose duties considered necessary for the regulation of trade, the
proceeds to go toward defraying the expenditures of the colonial
administration. After the Constitutional Act of 1791, the customs
duties remained under the control of the Imperial Government, their
revenue, as well as the territorial revenue above mentioned, coming
in to the executive administration independently of the legislative
assembly and thus making the executive power largely independent
of the legislature. In case these revenues proved insufficient, re-
course could generally be had to the grant made by the Imperial
Government for the support of the Army. As time went on, how-
ever, the Crown revenues became more and more inadequate to meet
the increasing expenditure, while the wave of economy in Great
Britain after 1815, made 1t impossible any longer to supplement
these revenues from military sources. On the other hand, the purely
provincial revenues collected under the authorization of the provin-
cial legislature showed an increased surplus. The power of the purse
thus began to pass into the hands of the legislatures; further, in
1831, the British Parliament passed an act placing the customs duties
at the disposal of the legislatures.

Under the Act of Union,? a consolidated revenue fund was estab-
lished. All appropriation bills were required to originate in the
legislative assembly, which was forbidden to pass any vote, resolu-
tion, or bill involving the expenditure of public money unless the
same had first been recommended by a written message of the Gov-
ernor General. The British Government surrendered all control of
the hereditary or casual revenues, which were thenceforth paid into
’r(,il}e treasury of the province to be disposed of as its legislature should

rect.

At the interprovincial conferences which took place prior to con-
federation, it was decided that the new Dominion Government,
which was to take over permanently, as its chief source of revenue,
the customs and excise duties that had yielded the greater part of

1 Source: The Canada Year Book, 1933, p. 821-825.
2 British North America Act, 1867.



2 INCOME TAX IN CANADA

the revenues of the separate provinces (direct taxation being as un-
popular in British North America as in other new countries), was
also to assume the provincial debts and to provide out of Dominion
revenues definite cash subsidies for the support of the provincial
governments. Until the World War, which made other taxes nee-
essary, the customs and excise revenue constituted the chief resource
of the Dominion Government for general purposes—the post-office
revenues and the government railway receipts, which are not taxes
at all, being mainly or entirely absorbed by the expenses of adminis-
tering those services. Indeed, for many years preceding the war,
customs and excise duties, together with the revenue from the head
tax on Chinese immigrants, were the only items of receipts which
were classified as taxes by the Department of Finance; miscellaneous
revenue, largely fees, constituted a comparatively small fraction of
the total revenue. As both customs and excise were indirect, the
average Canadian felt but little the pressure of taxation for Dominion
purposes.

The World War enormously increased the expenditure, and this
increase had in the main to be met by loans. It is, however, a car-
dinal maxim of public finance that, where loans are contracted, suf-
ficient new taxation should be imposed to meet the interest charge
upon the loans and to provide a sinking fund for their ultimate
extinction. This war taxation was begun in Canada within the first
weeks of the war when, in the short session of August 1914, increases
were made in the customs and excise duties on various commodities,
including coffee, sugar, spirituous liquors, and tobacco. In 1915
special additional duties of 5 percent ad valorem wereimposed on
commodities imported under the British preferential tariff ® and 7%
percent ad valorem on commodities imported under the intermediate
and general tariffs, certain commodities being excepted. New in-
ternal taxes were also imposed on bank circulation, on the income
of trust and loan companies, on insurance in other than life and
marine companies, on telegrams and cablegrams, railway tickets,
sleeping-car berths, etc., also on checks, postal notes, money orders,
letters, and post cards. In 1916 the business profits war tax* was
introduced, and in 1917 an income tax was imposed. In 1918 both
of these taxes were increased and their application widened, and in
1919 the income tax was again increased, and still further augmented
in 1920 by a surtax of 5 percent of the tax on incomes of $5,000 and
over; the sales tax was also introduced in that year. The cumula-
tive result of these war taxes was that between 1921 and 1927 these
taxes yielded more than the customs and excise taxes. However,
since 1928 the situation has been reversed; the customs and excise
taxes bring in more revenue than the so-called ‘‘war taxes.”

3 For a historical sketch of tariff preference in Canada, see Tariff Preference in Gre at Britain and British
Possessions (71st Cong., Ist sess., S. Doec. No. 31), 1929; Gilchrist, Empire Tariff Preferences on Canadian

(Goods, 2d ed., Ottawa, 1930,
¢ Repealed in 1921.
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PART II.—INCOME TAX

1. HISTORY!

In the 1917 session of Parliament the Income War Tax Act (ch. 28)
imposed a tax of 4 percent on incomes exceeding $1,500 in the case of
unmarried men and widows and widowers without children, and on
incomes exceeding $3,000 in the case of other persons. A supertax
was also imposed, progressing from 2 percent on the amount by which
an income exceeded $6,000 but did not exceed $10,000 up to 25 percent
on the amount by which an income exceeded $100,000. These provi-
sions applied to 1917 income.

In the session of 1918, the Income War Tax Act, as amended by
chapter 25, lowered the limit of exemption to $1,000 for unmarried
persons and childless widows and widowers, and to $2,000 for other
persons, thé former paying 2 percent on incomes between $1,000 and
$1,500, the latter 2 percent on incomes between $2,000 and $3,000;
an additional $200 exemption was granted for each child under 16,*
dependent on the taxpayer for support. The normal tax remained at 4
percent, but the supertax was increased on incomes exceeding $200,000
being graduated up to 50 percent on incomes exceeding $1,000,000.
A surtax was also introduced, ranging from an additional 5 percent of
the combined normal tax and supertax on incomes between $6,000
and $10,000 to an additional 35 percent of the normal and supertax
on incomes exceeding $200,000, corporations to pay a tax of 6 percent
on incomes exceeding $3,000, but no supertax or surtax. These
provisions applied to 1918 income.

In the 1919 session, the Income War Tax was amended by chapter
55, which increased the general rate of taxation. All corporations paid
10 percent of their net income in excess of $2,000 as against 6 percent
under the former act. In respect of individuals, the normal rate of
4 percent was to be levied on all incomes exceeding $1,000, but not
exceeding $6,000, in the case of unmarried persons and widows or
widowers without dependent children, and upon all incomes exceeding
$2,000 but not exceeding $6,000 in the case of all other persons, the
respective minima of $1,000 and $2,000 being exempt from taxation;
an additional exemption of $200 was allowed for each child under 18
years, dependent upon the taxpayer for support. A normal tax of
8 percent was levied on the excess of all incomes over $6,000. The
surtax was imposed on a progressive scale on all incomes of over $5,000,
applying first at the rate of 1 percent on the amount by which the
income exceeded $5,000 and did not exceed $6,000; then at the rate of
2 percent on the amount by which the income exceeded $6,000 and
did not exceed $8,000; then at a rate increasing by 1 percent for each
$2,000 increase of income up to $100,000, so that 48 percent was
levied on the amount by which the income exceeded $100,000 and did
not exceed $150,000; 56 percent on the excess between $150,000 and
$200,000; 60 percent on the excess between $200,000 and $300,000;
1911 78_0315%& The Canada Year Book, 1926, pp. 756-759; 1927-28, p. 808; 1933, pp. 823-824; Statutes of Canada,

2 In 1919 the age limit was raised to 18 and made to apply to the year 1918. 7
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63 percent on the excess between $300,000 and $500,000; 64 percent
on the excess between $500,000 and $1,000,000; 65 percent on the
excess income over $1,000,000. These provisions applied to 1919
income.

In the session of 1920, chapter 49 amended the Income War Tax Act
in the following particulars: (1) Empowered the Minister of Finance
to determine deficits and losses, with retroactive effect to 1917; (2)
taxing dividends or sharcholders’ bonuses; (3) taxing income from an
estate or accumulating in trust, with retroactive cffect to 1917;
(4) increasing (as from 1919) by an additional 5 pereent on the com-
bined amount of the normal tax and surtax on incomes of $5,000 or
more; (5) requiring that one-quarter tax be forwarded with return,
the balance being payable, if desired, in three bimonthly installments
with interest at 6 percent; (6) imposing severe penalties for default.

In 1921 no changes occurred. In 1922 the Income War Tax Act was
amended by chapter 25. The normal rate was to be 4 percent on
incomes of from $2,000 to $6,000 in the case of a married person or
one having dependent upon him any of the following: A parent or
grandparent, daughter or sister, or a son or brother under 21 and
physically or mentally incapable of self-support; the' additional
exemption for each child under 18 dependent upon the taxpayer for
support was increased from $200 to $300. For all other persons the
normal tax was 4 percent on incomes from $1,000 to $6,000. These
provisions applied to 1922 income.

In 1923, by chapter 52, the Income War Tax Act of 1917 was
amended to provide (with retroactive effect to 1917) that a taxpayer’s
income should be deemed to be not less than his income from his chief
occupation; that a reasonable rate of interest on borrowed capital
might be deducted from his income, this provision applying to 1921
and subsequent income; that the incomes of consuls, consuls-general,
and officials of other countries whose duties require them to reside in
Canada, should be exempted from taxation if such countries grant
reciprocal privileges to resident Canadian officials; other amendments
deal with notices of appeals and the recovery of moneysduein taxation.

In 1924, chapter 46 amended the Income War Tax Act of 1917 by
increasing the additional exemption allowed for each child from $300
to $500; another amendment aimed at the prevention of evasion of the
tax by intercompany purchases or sales at more or less than fair
prices where the companies concerned are associated in business;
provisions were also made with regard to incomes of nonresidents
carrying on business in Canada, effective in 1923 and subsequent
years, to incomes of partnerships, with retroactive effect to 1921
income, and liens for income tax, effective in 1924.

In 1925, by chapter 46, the lien for income tax enacted in 1924 was
repealed.

In 1926, chapter 10, amending the income tax, raised the exemption
limit from $2,000 to $3,000 in the case of married persons or those
with dependents, and from $1,000 to $1,500 in the case of other
persons. The rates of taxation were also reduced all along the line,
those with incomes of $5,000 or less paying only 2 percent instead of
4 percent or more of their taxable income, the income tax of a married
person without dependents being reduced from $619.50 to $290 on an
mcome of $10,000 and from $3,024 to $2,530 on an income of $25,000.
The rate of taxation of corporate incomes was reduced from 10 to 9
percent. These provisions were applicable to 1925 income.
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In the session of 1927 the rate of the graduated income tax was
reduced by 10 percent. The $500 exemption for children was ex-
tended to meclude those under 21 (instead of 18) years of age depend-
ent upon the taxpayer for support. These provisions applied to
1926 income.

In 1928 the rate of the graduated income tax on individuals was
reduced by a further 10 percent of the 1926 tax, so that an individual
paid only 80 percent of what he would have paid on the same income
2 years before. Similarly, the rate of taxation on the income of
corporations and joint-stock companies, which had been 10 percent
2 years before and 9 percent in 1927, was reduced to 8 percent on
incomes in excess of $2,000. The $500 exemption for children was
further extended to include this exemption for sons and daughters
over 21 dependent upon the taxpayer for support on account of
mental or physical infirmity. These provisions applied to income of
1927.

In 1929 no changes occurred in the income tax. In 1930 bona
fide cooperative organizations, government or like annuities (to the
extent of $5,000), and donations to churches, schools, and hospitals
(to a maximum of 10 percent of the net income of the taxpayer) were
exempted {from income tax, and the $500 exemption for children was
extended to cover certain dependent relatives suffering from mental
or physical infirmity. These provisions applied to 1929 income.

In 1931 the rate of income tax applicable to corporations and
joint-stock companies on amounts in excess of $2,000 was increased
from 8 to 10 percent. This provision applied to 1930 income.

In April 1932 the income tax was raised to 11 percent on corpora-
tions and joint-stock companies. In the case of personal incomes,
the deduction of 20 percent formerly allowed from the tax payable
under the established schedule of rates was repealed; a surcharge of
5 percent was made on tax paid on net incomes over $5,000 and the
exemptions were reduced from $3,000 to $2,400 for married persons,
and from $1,500 to $1,200 for single persons. These changes applied
to 1931 incomes.

In the session of 1932-33 the income-tax rates were increased
throughout. The graduated rates of tax applicable to individuals
were increased to 3 percent on the first $1,000 up to 56 percent on
income over $500,000, and the 5-percent surtax on incomes over
$5,000 was continued. The rate of tax applicable to corporations
and joint-stock companies on amounts in excess of $2,000 was re-
pealed, and such corporations and companies are now liable to a tax
of 12% percent, except when they file a consolidated return, in which
case the rate of tax i1s 13% percent. A special surtax of 5 percent on
resident debtors and nonresident creditors was levied, while on
royalties paid to nonresidents paying no tax in Canada there was
assessed (as from 1933) a tax of 12% percent. The exemption of war
pensions was repealed, and the exemptions for married persons
were reduced from $2,400 to $2,000, and for single persons from
$1,200 to $1,000. The exemption for children and dependent rela-
tives was reduced from $500 to $400. These provisions applied to
income of 1932 and subsequent years.

In 1934 no changes were made in the schedules of income  tax
rates and exemptions. The 5 percent tax on interest and dividends
was retained for another year. Minor amendments adopted dealt
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with rents, royalties, annuities or other like periodical receipts;
operations outside Canada; interest on succession duties; interest
received by a nonresident parent company ; nonresident beneficiaries;
the exemption of dividends to a nonresident parent company; income
from cstates and trusts; premiums on shares redeemed; the taxation
of surplus distribution; the taxation of personal corporations on non-
resident shareholder’s interest; advances to nonresident corporations;
nonresidents carrying on business in Canada; and transfers to minors.
Most of these provisions were made to apply to income of 1933.

2. SCOPE OF THE TAX

. . b
Income defined.—For the purpose of income tax the term ‘“income’

means ‘‘ the annual® net profit or gain or gratuity, whether ascertained
and capable of computation as being wages, salary, or other fixed
amount, or unascertained as being fees or emoluments, or as being
profits from a trade or commercial or financial or other business or
calling, directly or indirectly received by a person from any office
or employment, or from any profession or calling, or from any trade,
manufacture, or business, as the case may be, whether derived
from sources within Canada or elsewhere, and shall include the
interest, dividends,® or profits directly or indirectly received from
money at interest upon any security or without security, or from
stocks, or from any other investment,” and whether such gains or
profits are divided or distributed or not, and also the annual profit
or gain from any other source, including the income from but not
the value of property acquired by gift, bequest, devise, or descent;
and including the income from but not the proceeds of life insurance
policies paid upon the death of the person insured, or payments
made or credited to the insured on life insurance endowment or
annuity contracts upon the maturity of the term mentioned in the
contract or upon the surrender of the contract,® and any payment to
any employee out of any employees’ superannuation or pension fund
or plan, and including the salaries, indemnities, or other remunera-
tion of members of the Senate and House of Commons of Canada
and officers thereof, members of provincial legislative councils and
assemblies and muncipal councils, commissions, or boards of manage-
ment, any judges of any Dominion or provincial court appointed
after the passing of this act,” and of all other persons whatsoever,
whether the said salaries, indemnities, or other remuneration are

3 The word ““annual” in section 3 of the act is used to mean all profits during the year. The seven differ-
ent classes of subjects mentioned in the said section, following the definition of income, as ‘‘the annual net
profit or gain or gratuity,’’ are not exhaustive, but are only there by way of illustration and not as limiting
the foregoing language of the act, as these provisions are further supplemented by the words ‘“and also the
annual profit or gain from any other sources.” (Aforrison v. Min. of Nat. Rev., 1928 Ex.C.R. 75.)

An amount received by the insured on a policy of use and occupany insurance in respect of loss on net
profits is taxable as income, and the amount received on the same policy, covering fixed charges, should be
applied to reduce the deduction made for the fixed charges actually disbursed (B.C. Fir, Ltd. v. Min. of
Nat, Re, 1930 Ex.C.R. 59).

{4 Dividends include stock dividends (bonus shares).

5 In determining the question of liability of profits realized by trust, loan, and mortgage companies from
the purchase and sale of all stocks, the Commissioner of Income Tax has ruled as follows:

‘“Sach companies, being primarily companies designed and organized to secure an habitual revenue from
bonds and mortgages and services, the income derived from such sources will be taxable, including the
effective rate of revenue from the purchase of bonds or mortgages at a discount, presuming always that the
investment of such companies would always be 51 percent in revenue-bearing securities, and that conse-
quently the acquirement of preferred and common stock and the profit or loss derived from the purchase
and sale thereof shall not be regarded as income to this company but rather as capital loss or gain as the
case may be.” (Income tax ruling of Dec. 9, 1929, Canadian Chartered Accountant, Jan. 1930, p. 252).

6 On the liability of group insurance, see ruling of the Commissioner of Income Tax, Appendix I, p. 93.
7 Sept. 20, 1917,
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paid out of the revenue of His Majesty in respect of his Government
of Canada, or of any Province thereof, or by any person.’’ 8

Income includes also “rents, royalties, annuities, or other like peri-
odical receipts which depend upon the production or use of any real
or personal property, notwithstanding that the same are payable on
account of the use or sale of any such property.” °

In cases in which personal and living expenses form part of the
profit, gain, or remuneration of the taxpayer they are assessed as
income.!*

Income from an illegal source has been held not taxable.

Persons taxable.—Income tax is payable on the income of any
person—

(i) Residing or ordinarily residing in Canada; or

(1) Who remains in Canada during any calendar year for a period
or periods equal to 183 days; or

(i) Who is employed in Canada; or

(iv) Who, not being a resident of Canada, is carrying on business in
Canada; or

(v) Who, not being a resident of Canada, derives income for
services rendered in Canada otherwise than in the course of regular
or continuous employment, for any person resident or carrying on
business in Canada.!?

‘“Person” includes any body corporate and politic and any associa-
tion or other body, and the heirs, executors, administrators, and
curators, or other legal representatives of such person, according to
the law of that part of Canada to which the context extends.®

‘““Employed in Canada’ means regularly or continuously employed
to perform personal services, any part of which is performed in Canada,
for salary, wages, commissions, fees, or other remuneration, whether
directly or indirectly received, derived from sources within Canada.!*

Persons residing or having their head office or principal place of
business outside of Canada, but carrying on business in Canada,
either directly or through or in the name of any person, are liable in
respect of the net profit arising from business in Canada.'

Where a nonresident person in whole or in part produces, grows,
mines, creates, manufactures, fabricates, improves, packs, preserves,
or constructs anything within Canada and exports the same without
sale prior to the export thereof, he shall be deemed to be carrying on
business in Canada and to earn within Canada a proportional part
of any profit ultimately derived from the sale thereof outside of
Canada. The Minister of Finance shall have full discretion as to the
manner of determining such proportionate part.'®

Any nonresident soliciting orders or offering anything for sale in
Canada through an agent or employee, and whether any contract or
transaction which may result therefrom is completed within Canada
or without Canada, or partly within and partly without Canada, or
any nonresident who lets or leases anything used in Canada, or who

8 R.S. 1927, sec. 3 The reservation of royalty, operating as an exception, in favor of the vendor is not
taxable income (Spooner v. Min. of Nat. Rev., 1931 S.C.R. 399).

9 R. 8. 1927, sec. 3, as amended by ch. 55, 1934. This amendment to the definition of income is merely
for the purpose of clarification. The courts have held that where a person sells his property for a share of the
profits of 2 business, such share of the profits bears the character of income in the vendor’s hands.

10 R.8. 1927, sec. 3.

11 Smith v. Att. Gen., 1925 S.C.R. 405.

12 R.S. 1927, sec. 9.

13 R.S. 1927, sec. 2.

14 R.S. 1927, sec. 2.

15 R.S. 1927, sec. 24.

18 R.S. 1927, sec. 26.
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receives a royalty or other similar payment for anything used or sold
in Canada, shall be deemed to be carrying on business in Canada and
to earn a proportionate part of the income derived therefrom in
Canada. The Minister of Finance shall have full discretion as to the
manner of determining such proportional part.'?

Assessment.—The tax is payable on the income of the preceding
calendar year. Thus the tax assessable and payable in 1918, the
first year in which the tax was payable, was in respect of the income
for the year ended December 31, 1917. In the notices of assessment,
however, the only year referred to is the income year, and it is under-
stood that the assessment is regarded as being for the income year,
and not for the year in which the tax is payable.’®

3. RATES *

A. Rates applicable to persons other than corporations and joint-stock companies
(normal tax)

Net income or any por- | Rate of tax AT;?% of || Net income or any por- | Rate of tax Alg;?{u‘:zrlz of
tion thereof in excess |percent per A hrhm tion thereof in excess of | percent per maximum
exemptions bracket ShGoTra exemptions bracket income

First $1,000. o= 20rC 3 $30 || $55,000 to $60,000--- . _____ 30 $13, 100

1,000 to $2,000._____._____ 4 70 (| $60,000 to $65,000- 31 14, 650
2 000 to $3,000- - _______ 5 120 65, 000 to $70,000- 32 16, 250
3, 000 t0 $4,000__ . ____.___ 6 180 70, 000 to $75,000- 33 17,900
4,000 to $5,000-__.________ 7 2560 75,000 to $80,000- 34 19, 600
59 000 10/$6,000.-_ti- - -n 8 330 || $80,000 to $85,000- 35 21, 350
6,000 to $7,000-.__________ 9 420 || $85,000 to $90,000- 36 23,150
$7,000 to $8,000-- 10 520 || $90,000 to $95,000- 37 25,000
$8,000 to $9,000._ 11 630 || $95,000 to $100,000 38 26, 900
9,000 to $10,000-__ 12 750 100, 000 to $110,000- 39 30, 800
$10,000 to $11,000_- 13 880 110, 000 to $120,000- 40 34, 800
11,000 to $12,000.- 14 1,020 120, 000 to $130,000-- 41 38,900

$12,000 to $13,000-- 15 l, 170 130, 000 to $140,000- 42 43, 100

$13,000 to $14,000-- 16 1,330 140, 000 to $150,000-- 43 47,400

$14,000 to $15,000._ 17 ], 500 150,000 to $175,000-- 44 58, 400

$15,000 to $16,000-- 18 1, 680 175,000 to $200,000-- 45 69, 650

16,000 to $17,000-- 19 1, 870 200,000 to $225,000. 46 81, 150
17,000 to $18,000.- 20 2,070 [} $225,000 to $250,000-- 47 92, 900

$18,000 to $19,000-_ 21 2, 280 250,000 to $275,000-- 48 104, 900

$19,000 to $20,000-- 22 2, 500 275,000 to $300,000._ 49 117,150

$20,000 to $25,000-_ 23 3, 650 300,000 to $325,000- - 50 129, 650

$25,000 to $30,000-- 24 4, 850 325,000 to $350,000-- 51 142, 400

$30,000 to $35,000-- 25 6,100 || $350,000 to $375,000.- 52 155, 400

35,000 to $40,000-- 26 7,400 375,000 to $400.000-_ 53 168, 650

$40,000 to $45,000-- 20 8,759 || $400,000 to $450,000__ 54 195, 650

$45,0C0 to $50,000-- 28 10, 156 $~l50 000 to $500,000-- 55 223, 150

$50,000 to $55,000.-__ 29 11, 600 Over $500,000. . __________ OO SEEE T

B. Normal tax applicable to nonresidents who are not British sub-

jects: 20 On all income over $1,000_________________________ 8 percent.

C. Surtax applicable to individuals in receipt of income in exeess of

$5,000

In respect of such excess income (excluding income exempt

as hereinafter stated 2t)

17 R.§

. 1927, sec. 27, as amended by ch. 55, 1934, sec. 14.

5 percent of

normal tax.

The Governor in Council may exempt non-

residents where reciprocal arrangements have been entered into between Canada and any other country.
18 Income Taxes in the British Dominions (2d ed., p. 107)

1 RS, 1927, schedule 1, as amended by ch, 41, 1932-33.

see table 6, p. 3

For the rates since the inception of the tax,

20 Income War Tax Act, 1917, office consolidation 1933, sec. 20. This tax ‘“shall come into operation at a
day to be named by prochmanon of the Governor in councﬂ and the Govenor in council may name in the

said proclamation the taxation periods to which the said subsection shall apply.”’

provided for by ch, 25, 1922, sec. 4, has not yet been levied.

21 See p. 13.

This tax, which was
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D. Corporations and joint-stock companies, except as next herein-
after provided 2___ ____ . __ e 123 percent.
E. Corporations and joint-stock companies which file a return con-
solidating their profit or loss with that of their subsidiaries: 22
On the consolidated income of such corporation or com-
pany and its subsidiaries_ . ________________________ 131 percent.
F. Special surtax on resident debtors (except municipalities or
municipal or public bodies performing a function of Govern-
ment 2):
In respect of all interest and dividends paid by Canadian
debtors, directly or indirectly, to persons resident in
Canada, in a currency which is at a premium in terms of
@anadiantiundci T T 5 percent.
G. Special surtax on nonresident ereditors: 2
In addition to any other tax, in respect of—
(a) Dividends received from Canadian debtors irrespective
of the currency in which payment is made, and
(b) Interest received from Canadian debtors if payable
solely in Canadian funds (except interest from war
bonds of, or guaranteed by, the Dominion);
(¢) Interest received by a nonresident parent company
from a Canadian subsidiary company; #
(d) Income received from any Canadian estafe or trust by
nonresidents_ _ ___ _____________________________ 5 percent.
H. Payments or royalties paid to nonresidents not paying taxes
in Canada for anything not used or sold in Canada: 2
On the amount of such royalties_ _ ____________________ 1214 percent.

4. EXEMPTIONS AND ABATEMENTS *
(A) TOTAL EXEMPTIONS

The following incomes are not liable to taxation:

Governor General of Canada.—(a¢) The income of the Governor
General of Canada.”

Foreign and British officials in Canada.—(6) The income of consuls
and other officials of a foreign country, Great Britain, or any of its
self-governing dominions, if their duties require them to reside in
Canada and they are not engaged in any other calling, provided
such officials are citizens of the country they represent, and that that
country grants a similar exemption to officials of the Government of
Canada.®

Provincial or municipal undertakings.—(¢) The income of any
company, commission, or association of which at least 90 percent of
the stock or capital is owned by a province or municipality.®

Trade, agricultural, educational, etc., organizations.—(d) The
income of boards of trade, chambers of commerce, labor organizations,

22 Prior to 1932, corporations were exempt on the first $2,000 of their income.

2 R.S. 1927, sec. 9 B( 2), asenacted by ch. 41, 1932-33, and amended by ch. 55, 1934, secs.5and 6. Exemp-
tion from the special 5 percent surtax on nonresidents is allowed in the case of dividends paid by Canadian
commercial companies whose shares are wholly owned by a nonresident parent company, irrespective of
whether the shares of the Canadian commercial company are owned direct by the nonresident parent
company or through the intermediary of a wholly owned Canadian subsidiary holding company.

2 The interest paid by a Canadian subsidiary to a nonresident parent company was, until 1934, allowed
as an expense of the Canadian company. Since the 5-percent tax on interest payable solely in Canadian
funds but payable to nonresidents wasimposed, nonresident parent companies in control of Canadian sub-
sidiaries were avoiding payment of the 5 percent tax by stipulating that the interest should be payable by
the wholly owned Canadian subsidiary in a currency other than Canadian. Thelaw was amended in 1934
to correct this method of avoiding the tax.

25 R.S. 1927, sec. 27, as amended by ch. 41, 1932-33,sec. 12. This tax is ‘“applicable toincome of the 1933
taxation period and fiscal periods ending therein and of all subsequent periods.””

2% The onus of proving that an incomes is exempt from taxation under the act is upon the one claiming such
exemption (Kennedy v. Min. of Nat. Rev., 1928 Ex.C.R. 36). For the principal exemptions applicable from
1917 to 1934, see table 6, p. 33 N

27 R.S. 1927, sec. 4 (a).

28 R.S. 1927, sec. 4 (b) and (c).

20 R.S. 1927, sec. 4 (d).
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religious, charitable, agricultural, and educational institutions, and
benevolent and fraternal beneficiary societies.®

Mutual corporations.—(¢) The income of mutual corporations not
having a capital represented by shares where no part of the i income
inures to the profit of any member, and of life-insurance companies
except such amount as is credited to shareholders’ accounts.!

Clubs.—(f) The income of clubs and social-welfare societies
organized for nonprofitable purposes, no part of the income of which
inures to the benefit of any stockholder or member.®

Farmers’ associations.—(g) The income of such insurance, mort-
gage, or loan associations operated solely for the benefit of farmers as
approved by the Minister.®

Dominion tax-exempt securities.—(h) The income derived from
any bonds or securities of the Dominion issued exempt from any
income tax imposed by the Parliament of Canada.*

Foreign corporations.—(%) The income of incorporated companies
(except personal corporations), whose business is not only carried on
but whose assets, also, are situate entirely outside of Canada. In
order to determine those companies which qualify for the exemption,
an annual return must be filed, and a filing fee of $100 paid.?

War pensions.—Exemption of disability and other pensions arising
from the World War, was repealed by chapter 41, section 3, 1932-33.

Municipal assessments.—Assessments for municipal improvements
are exempt from income tax.3

Foreign shipping profits.—Exemption from tax extends to profits
from operating ships owned or operated by a nonresident (individual
or corporation), if the country where such nonresident resides grants
an exemption to profits earned therein from operating ships owned or
operated by an individual or corporation resident in Canada which in
the Minister’s opinion is ‘“fairly reciprocal’” to this Canadian ex-
emption.*

Dividends received by a corporation from a Canadian or foreign
corporation.—Exemption from tax is extended to dividends paid to
an incorporated company (a) by a company incorporated in Canada
the profits of which have already been taxed; (b) from a company
incorporated outside Canada to the extent that the latter has earned

30 R.S. 1927, sec. 4 (e) and (f).

31 R.8. 1927, sec. 4 (g).

32 R.8. 1927, sec. 4 (h).

;: %g 11%%7 Ssee% 44(1()) The term 7 Minister’8 as used in the law, means the Minister of National Revenue.

35 Ch. 55, i§34 sec. "2, substituted for and repealing R.S. 1927, sec. 4 (k). Canadian incorporated com-
panies whose busmess is not only carried on but whose assets, also, are situate outside of Canada are exempt
from the rate imposed on corporations. In order to determine those companies for the exemption it is
necessary that a return should be filed. .

30 Income tax ruling, Jan. 4, 1929 (Canadian Chartered Accountant, Mar. 1929, p. 317).

7 I2.8. 1927, sec. 4 (m), as amended by ch. 12, 1928, sec. 3. Agreements have been concluded with the

following countries: United States, Greece, Sweden, Germany, Great Britain, Denmark, Norway, Japan,
Netherlands, and Italy.
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income within Canada and actually paid a tax in respect of such
income in Canada.*®

Cooperative organizations.—Exemption from income tax is granted
to all cooperative organizations, both agricultural and commercial,
whether with or without share capital, which market the products of,
or purchase supplies for, their members.®

Cooperative provincial banks.—Banking institutions organized
under cooperative provincial legislation to do business exclusively
within the province and deriving their revenues from loans made
primarily to members residing within the province are not assessable
to tax on their income.*

(B) REDUCTION OF AMOUNT TO BE TAXED

Personal allowance.—A personal abatement of $1,000 is granted to
every individual (other than a married person) having no one
dependent upon him. .

The abatement is increased to $2,000 in the case of (i) a married
person; * (ii) a widow or widower with dependents under 21, or if over

38 R.8. 1927, secs. 4 (n) and (0), 19, as amended by ch. 24, 1930, sec. 4, and by ch. 41, 1932-33, sec. 11.
However, “on the winding-up, discontinuance, or reorganization of the business of any incorporated
company, the distribution of any form of the property of the company shall be deemed to be the pay-
ment of a dividend to the extent that the company has on hand undistributed income earned in the taxa-
tion period 1930 and subsequent periods’’; but such surplus distribution is not taxable in the case of ““‘the
distribution of the property of a private investment-holding company to the extent that its undistributed-
income is made up of income from British and foreign securities and interest-bearing securities of Cana-
dian debtors when the business of such holding company is and has been carried on in Canada and all of
its shares (less directors’ qualifying shares) are and have been beneficially owned since its incorporation
by a nonresident individual or by such an individual and his wife or any member of his family or by any
combination of them.” “In determining the extent to which the undistributed income of any such pri-
vate investment holding company on hand at the date of winding up is made up of income received by way
of dividends from Canadian companies, all dividends or dishursements of such holding company which
have been paid or made prior to the date of winding up shall be deemed to have been paid out of income
received from British and foreign securities and interest-bearing securities of Canadian debtors” (Ch.
55, 1934, sec. 10). Where the recipient of the dividend is a company incorporated outside Canada and not
carrying on business in Canada the distributing company must deduct and account for tax thereon at the
rate in force for corporations in the year in which the dividend is paid.

Where the value of a share is fixed by agreement, and where a portion of the value of such share is reserve
coming to each shareholder, it was held that by the mere setting up of the share value the company could
not change the fact of the existence of a fund which under its bylaws could and would have been distributed
as dividend, and that a shareholder receiving this sum must pay income tax on that portion of the sum
\{gl%éc% re(r\)r}e{sents)the distribution of the reserve or accumulated profits (George Hope v. Min. of Nat. Rev.

1x.C.R. 158).

A company, though not actively engaged in the business mentioned in its charter, is not by reason of
that fact necessarily exempt from taxation, and, if it has income, such income is liable to taxation (North
Pacific Lumber, Ltd., v. Min. of Nat. Rev., 1928 Ex.C.R. 68). 1 .

“In determining what portion of the surplus shall be deemed to be taxable on the winding up, discon-
tinuance, or reorganization of the business of any incorporated company, according to the provisions of
the above section [R.S. 1927, sec. 19, as amended by ch. 24, 1930], it has been decided that dividends paid
in the fiseal year in which the company winds up shall be considered as being paid first from the current
earnings of such fiseal period and the balance, if any, against the surplus existing at the commencement of
such fiseal period. ‘Dividends’ means and includes those actually paid on declaration in the usual manner,
as well as those deemed to be a dividend by virtue of sec. 19 itself, on the winding up of the company.”
(Income tax ruling no. 72 (1930-31), Canadian Chartered Accountant, Mar. 1931, p. 300.)

Where goodwill is written off by a company the following regulations apply: -

1. Where it is charged to operation the amount will be added back for the purpose of arriving at the
company’s taxable income. el

2. The amount charged to operation or to surplus will not be allowed in determining the amount taxable
against the shareholders in the winding up, discontinuance, or reorganization of a company, in accordance
with sec. 3 (9) of the act, and for this purpose due record must be kept of any items of goodwill written off.

3. The amount written off in this regard cannot be considered as a dividend to shareholders at the time
of such writing off, but can only be subject to taxation as and when the company is wound up or reor-
ganized. (Income tax ruling no. 21, Canadian Chartered Accountant, Nov. 1928, p. 186.) )

3 R.S. 1927, sec. 4, as amended by ch. 24, 1930, sec. 2. These organizations include farmers, dairymen’s,
livestockmen’s, fruit-growers’, pouitrymen’s, fishermen’s, and other like cooperative organizations. Such
organizations may benefit nonmembers provided such bencfits do not exceed 20 percent of the value of the
commodity marketed or purchased. The exemption extends to companies owned or controled by such
cooperative organizations and organized for the purpose of financing their operations. -

It has been held that the deductions for elevator and commercial reserve by a voluntary association,
organized to enable its members to market their wheat or grain crops and which are but loans or advances
under contract made by the farmers out of the price of their grain to the association for carrying on the
business and acquiring elevators and are repayable tc the grower, are not gains or profits of the association
within the meaning of the income-tax act, and are not taxable as such (Saskatchewan Co-Operative Wheat
Producers, Ltd., v. Min. of Nat. Rev., 1930 S.C.R. 402).

40 R.S. 1927, sec. 4, as amended by ch. 24 1930, sec. 2. .

41 Where a hushand and wife have each a separate income in excess of $1,000, whether taxable or not
each receives an exemption of $1,000 in lieu of the exemption of $2,000. (Ch. 41, 1932-33, sec. 5.)

75261—34—3
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21, dependent because of mental or physical infirmity; (iii) an indi-
vidual who maintains a domestic establishment and actually supports
one or more persons related to him by blood, marriage, or adoption.

For each child or grandchild (other than a ¢child or grandchild ex-
empted under the provisions of the preceding p&lfl‘"ld])h) under 21
and dependent for support upon the taxpayer or over 21 and likewise
dependent on account of mental or physical infirmity, there is granted
an allowance of $400.

An abatement of $400 is granted as amount actually expended by
a taxpayer for the support of each of the following persons (except
such persons as come under the provisions of no. i above):

(@) A parent or grandparent dependent on account of mental or
physical infirmity;

(b) A brother or sister under 21 or over 21 and dependent on account
of mental or physical infirmity.*

Election for pension fund.—In the case of a trust cstablished in
connection with, or a corporation incorporated for the administration
of, an employees’ superannuation or pension fund, exemption from
tax accrucs to the income from investment of, or certain payments
{from, the superannuation or pension funds (from a date at the min-
ister’s discretion), if the trustee or corporation so elects.*

Donations to charity in Canada.—An abatement of not over 10 per-
cent of the net taxable income of a taxpayer is granted for donations,
receipted as such, to any charitable organization in Canada operated
exclusively as such, and not operated for the benefit or private gain
or profit of any person, member, or shareholder thereof.*

Annuity contracts.—Exemption from tax accrues to the income up
to $1,200 only from annuity contracts with the Dominion or provin-
cial governments or any Canadian company effecting such contracts.*

Traveling expenses.—Traveling expenses (including the entire
amount expended for meals and lodging) while away from home in
pursuit of a trade or business are deductible from the taxable income.*

Succession duty interest.—No tax is leviable on interest paid in
respect 10 succession duties or inheritance taxes.*

42 R.S. 1927, sec. SE as amended by ch. 41, 1932-33, sec. 4.

43 R.S. 1927, sec. 51) (h), as amended by ch. 12, 1928, sec. 6.

4 R.S. 1927, sec. 5(1) (j), as amended by ch. 24, 1930, sec. 3. Donations made to public, social, charitable,
or ecclesiastical institutions, at the request of the [riends of such institutions, as well as amounts paid in
the office to casual visitors for tickets to performances, lotteries, etc., under an alleged commercial practice,
with the object of benefiting appellant’s business, and not for charitable purposes, are not disbursements
or expenses “wholly, exclusively, and necessarily made out or expended for the purposes of earning the
income’’, and cannot be deducted from the profits and gains of the company in arriving at its taxable income
(o’ Rezlly & Belanger, Ltd. v. Min. of Nat. Rev., 1928 Ex.C.R. 6

45 R.S. 1927, sec. 5(1) (k), as amended by ch. 24 1930, sec. 3, and by ch. 43, 1932, sec. 6. Any annuity in
excess of $1, 200 purchased by husband for wife or vice versa is taxable as income to the purchaser. Where

each spouse has an annuity, the $1,200 exemption may be taken by either or shared between them. An-
nuity income must, however, be included as income in determining the exemptions provided for by the

w.
4 R.S. 1927, sec. 5(1) (f).
47 R.S. 1927, sec. 5(i), as amended by ch. 55, 1934, sec. 4. Where the estate of a deceased person is not in
a sufficiently liquid position to enable the e\ecutors to pay the succession duties or inheritance taxes within
the very short time during which such duties may be paid free of interest, this provision enables the exec-
utors to obtain a deduction on account of the interest paxd on such succession duties when determining
the income of the estate which is liable for taxation either in the hands of the executors or of the beneficiaries.
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Superannuation or pension fund.—A deduction is allowed of
amounts deducted from remuneration for superannuation or pension
fund.*

Interest on loans.—Interest on borrowed capital is allowed as a
deduction only at such a rate (not greater than the rate actually
payable) as is allowed by the Minister.*®

Depreciation—The Minister allows, in his discretion, a reasonable
amount for depreciation. In determining the income derived from
mining and from oil and gas wells and timber limits he must make
such an allowance for the exhaustion of the mines, wells, and timber
limits as he may deem just and fair.***

Set-off of other taxes paid in Canada.—Except in the case of banks,
a deduction is allowed from the income tax which would be otherwise
payable of sums paid for taxes for corresponding accounting periods
under the Special War Revenue Act, 1915 No deduction of the
taxes so set off is allowed in computing the taxable income.!

Provisions regarding double taxation.—Deduction from the tax is
allowed of the amount paid to Great Britain or of any of its self-
governing colonies or dependencies for income tax in respcet of income
derived from sources therein, and the amount similarly paid to any
foreign country, if such foreign country treats Canada reciprocally,
provided that such amount does not exceed the Canadian tax which
would otherwise have been payable on the income in question.®

Partnerships.—Persons carrying on business in partnership are
liable for income tax only in their individual capacity. The income

48 R.8. 1927, sec. 5(1) (g). Where a company retains a certain portion of the salary of an employee and
itself contributes certain moneys, then the amount may be taken as deduction by both the employee and
the company, provided the amounts contributed by the company are set apart and entirely severed from
the company, which, to state it another way, means that the contributions of the company cannot be set
up by the company itself in the nature of a reserve out of which pensions may be paid and hope to get such
reserve as a deduction. The company in this latter case should not be allowed the deduction. Income
arising to the trust fund from investment of its funds constitutes taxable income and should be maintained
in aseparate account. The Crown hasno control over the trustees wherein it may require them, in effecting
payment to beneficiaries, to pay so much out of its capital account and so much out of its accrued income.
Amounts contributed to pension funds by companies and employees do not constitute taxable income of
the trustee in charge of the fund. Sums paid out of trust funds are taxable as against the recipient. The con-
tributions by employers and employees are admissible deductions in determining the income of the
employers and employees, althoughf they do not constitute taxable income of the fund. The interest earned
and the dividends received by the fund are returnable for taxation purposes by the fund and taxed as against
the trustees or company controlling the fund. The cost and expenses of administering the fund and pay-
ments to employees by way of pension are allowed as a charge against the income of the fund. (Income
tax rulings nos. 10 and 10A, 1927-28, (Canadian Chartered Accountant, Jan. 1929, p. 242.)

4 R.S. 1927, sec. 5(1) (b). Dividends paid on the fixed cumulative 8-percent redeemable preferred shares
of a company are not held to be interest on borrowed capital and therefore are not an allowable deduction.
(Dupuis Fréres v. Min. of Customs and Ezcise, 1927 Ex.C.R. 207.)

92 R.S. 1927, sec. 5 (1) (a). The scale of depreciation is on the following basis: Frame buildings, 5 percent;
brick buildings, 215 percent; concrete or steel buildings, 2 percent; machinery, 10 percent; motor cars,
25 percent for the first year and 20 percent for each subsequent year up to 85 percent. Where a fleet of motor
cars is maintained, however, they may be treated on an inventory basis like merchandise. The deduction
of an allowance for depreciation does not in practice preclude the taxpayer from claiming to deduct expen-
ditures made on account of repairs. The allowance for depreciation is by way of statutory relief while
the allowance for repairs is deducted by commercial practice. But the Minister may disallow an allow-
ance for depreciation where it is shown that repairs have kept the property in as good condition at the end
as at the beginning of the years. In connection with mines, the following allowances for exhaustion are
granted: Gold and silver mines, 50 percent of net profits taxable and furthermore, dividends paid are
treated as exempt in the hands of the shareholders to the extent of 50 percent; copper, nickel, lead, zine,
and tin mines, 3314 percent if combined with gold or silver; if not so combined the rate of depreciation is
25 percent; coal mines, 10 cents per ton. In the case of oil wells, each case is treated on its own merits.
The maximum rate of depreciation on buildings, plants, and equipment which may be claimable by oper-
ating mining companies is 15 percent per annum. There is no fixed practice for the allowance of depletion
of timber limits (Plaxton and Varcoe, A Treatise on the Dominion Income Tax Law, 2d ed., Toronto,
1930, pp. 232-238; Canadian Chartered Accountant, Nov. 1933, p. 365).

For a fuller account of the principles of depreciation, see Appendix II, pp. 93-96.

i Part T of the Special Revenue Act, 1915, imposed a quarterly tax on banks of one-fourth of 1 percent on
the average amount of the notes of the bank in circulation during the quarter. Part 1I of the same act
imposed a tax, levied quarterly, on trusts and loan companies of 1 percent on the gross amount of interest
on loans and investments in Canada,.and of income other than interest on business transacted in Canada
received by such companies. Part III imposed a tax, levied quarterly, of 1 percent on net premiums re-
ceived in Canada by insurance companies other than life or marine insurance companies or iraternal
benefit societies.

6 R.S. 1927, sec. 7.

82 R.8. 1917, sec. 8. See ruling of Commissioner of Income Tax, Appendix III, p. 96.
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from the business must be returned on the basis of the business year
of account. Tusband and wife carrying on business together are not
deemed to be partuners for any purpose under income tax. The busi-
ness income under such circumstances is treated as income of one of
the spouses. Where the husband of a partner in a business receives
a salary or other remuneration therefrom, so much of any such pay-
ment as bears a similar proportion to the wife’s interest in the part-
nership is added to and taxable with the wife’s income, or vice versa
if the wife is employed by a partnership which includes her husband.?

(C) NONALLOWABLE DEDUCTIONS

In computing the amount of thie profits or gains to be assessed no
deduction is allowed in respect of—

(@) Disbursements or expenses not wholly, exclusively, and neces-
sarily laid out or expended for the purpose of earning the income;®

(b) Any outlay, loss, or replacement of capital or any payment on
account of capital or any depreciation, depletion, or obsolescence,
except as otherwise provided in the Income War Tax Act;

(¢) The annual value of property, real 5 or personal, except rent
actually paid for the use of such property used in connection with the
business to earn the income subject to taxation; :

(d) Amounts transferred or credited to a reserve, a contingent
account, or sinking fund, except such an amount for bad debts as the
Minister may allow;

(e) Carrying charges or expenses of unproductive property or
assets not acquired for the purpose of a trade, business, or calling or
ofna liability not incurred in connection with a trade, business, or
calling;

(f) Personal and living expenses;

(9) Taxes paid under the Special War Revenue Act, 1915;

(h) Carrying charges of property the income from which is exempt,
except to the extent that such carrying charges exceed the exempt
income.*

(1) Provincial income tax.®

(7) Costs and fines imposed for carrying on business contrary
to the law.%®

5. SPECIAL PROVISIONS RELATING TO THE INCIDENCE
OF THE TAX

Income from chief business.—Deficits or losses sustained in trans-
actions entered into for profit but not connected with the chief busi-
ness, trade, profession, or occupation of the taxpayer are not deducted
from income derived from the chief business, trade, profession, or
occupation of the taxpayer in determining his taxable income. The

83 R.S. 1927, secs. 30, 31.

5 On appeal from a lientenant governor of a Canadian Province claiming a deduction from his income
of amount expended for social entertainment on the ground that such amount was properly deductible
as having becn necessarily laid out for the purpose of earning the income, the Exchequer Court held that
the expenscs claimed as a deduction herein were not ‘“ wholly, exclusively, and necessarily laid out or ex-
pended for the purpose of earning the income”” within the meaning of the Income Tax Act, but were wholly
voluntary and the failure to entertain could not be a cause for removal or dismissal. (In the matter of the
Income War Tax Act, 1917, and amendments, in re salary of lieutenant governors, 1931 Ex.C.R. 232.)

55 Productive and unproductive real-estate revenue and expenses will be regarded as a whole, that is to
say, the rent from productive property may be reduced hy the carrying charges of unproductive property,
but the excess, if there he any, of carrying charges will not be allowed in reduction of other income of the
taxpayer, such as interest and dividends including interest from mortgages. (Income tax ruling no. 12,
Canadian Chartered Accountant, Nov. 1 28, p. 185.)

56 R.S. 1927, sec. 6, as amended by ch. 4!, 1932-33, sec. 6.

87 Roenisch v. Min. of Nat. Rev., 1931, Ex. C.R. 1.

5 Income-tax ruling no. 24, Canadian Chartered Accountant, Nov. 1928, p. 187
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Minister has power to determine what deficits or losses sustained in
transactions entered into for profit are connected with the chief
business, trade, profession, or occupation of the taxpayer, and his
decision is final and conclusive.*®

Incomes from estates and trusts.—The income, for any taxation
period, of a beneficiary of any estate or trust ® of whatsoever nature is
deemed to include all income accruing to the credit of the taxpayer
whether received by him or not during such taxation period. Income
accumulating ¢ in trust for the benefit of unascertained persons or of
persons with contingent interests is taxable in the hands of the trustee
or other like person'acting in a fiduciary capacity, as if such income
were the income of a person other than a corporation.®

Dividends taxable in year paid.—Dividends or shareholders’
bonuses are taxable income of the taxpayer in the year in which they
are paid or distributed.

Undistributed profits of corporations.—In the case of any cor-
poration which has undivided or undistributed profits, if the Minister
deems that the accumulation of such profits is in excess of what is
reasonably required for the purpose of the business, he may notify
the corporation by registered letter of the amount of such accumula-
tion which he considers excessive, and if such amount is not dis-
tributed during the fiscal period of the corporation in which notice
is given, the shareholders are deemed to have received such amount of
profits as a dividend on the last day of the said fiscal period and are
taxable accordingly.®

Indirect distribution of surplus.—If a person owning shares in a
corporation transfers any of them to a second corporation acting as his
agent, trustee, or attorney or promoted at his instance or controlled
by him, and the second corporation then receives a dividend from the
first corporation and applies any of it, directly or indirectly (a) to pay
for the shares purchased by it from such person, or (b) to discharge any
liability incurred by such person by reason of the purchase of those
shares, or (¢) to repay a loan raised by the second corporation to pay
for those shares, such person is taxable for such dividend as if he
received it in the year that the first corporation declared it.%

Capitalization of undistributed income.—Where any undistributed
income of a corporation is capitalized, through reorganization or
through readjustment of its capital stock, the capitalized amount is
deemed distributed as a dividend in the year of reorganization or

8 R.S. 1927, sec. 10.

8 The word ““trust”’, defined in the act, must be interpreted to mean a corporation or other body, a trust
association or merger, or a combination of companies or interests created for the purpose of carrying on trust
business. The income from a trust deed of donation executed in favor of a Canadian trust company for
the benefit of persons residing in the United States is income ‘‘accumulating in trust for the benefit of unas-
cerfained persons or of persons with contingent interests’” and taxable in the trust company’s hands.
(Min. of Net. Rev. v. Royal Trust Co., 1931 S.C.R. 485; cf. Min. of Nat. Rev, v, Holden, 1932 S.C.R. 655).

61 Held that the word “accumulating’’ used with the word ‘‘income” in the act is there used gerundially;
that isas a verbal noun rather thanasa verb; it is used just to earmark it as a fund for unascertained persons
or persons with contingent interest and which is taxable in the hands of the trustee. (James Barber McLeod
v. Min. of Nai. Rev., 1932 Ex. C.R. 1).

62 R.S. 1927, sec. 11, as amended by ch. 55, 1934, sec. 7. Under the amending act: (1) The exemption of
$1,000 formerly afforded a trustee accumulating incorne in trust was abolished; (2) the following were deemed
to be taxable income: (z) accruals to date of death, to be taxed as income of the deceased, and dividends
received by an estate or trust and capitalized, to be taxable income of the estate or trust; the purpose of
these amendments was to remove any doubt as to the person against whom such income is to be taxed;
and (b) any amount paid by an estate or trust for the upkeep, maintenance, and taxes of any property
which, under the will or trust, is required to be maintained for the use of any tenant for life, such
amount to be deemed taxable income received by the tenant for life. The purpose of the new provision is to
remove any doubt as to the taxation of the income described and is in conformity with the decisions given
by the courts.

6 R.S. 1927, sec. 12.

0 R.S. 1927, sec. 13, as amended by ch. 41, 1932-33, sec. 10.
6 R.S. 1927, sec. 14,
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readjustment, and the sharcholders are decmed to receive the dividend
in proportion to their interest in the capital stoek concerned.®

Capital stock reductions or redemptions.—Where a corporation
Laving undistributed income on hand reduces or redeems any class
of the capital stock or shares thereof, the amount received by any
sharcholder by virtue of the reduction is, to the extent to which such
sharcholder would be entitled to participate in such undistributed
income on a total distribution thercof at the time of such reduetion,
deecmed to be a dividend and to be income received by such share-
holder.%

Redemption of shares at premium.—When a corporation redeems
its shares at a premium, the premium is deemed to be a dividend and
to be part of the sharcholder’s income.%®

Loans to shareholders.—Any loan or advance {rom a corporation
to any of its sharcholders, other than a loan or advance incidental to
the corporation’s business, is (unless the corporation is legally em-
powered to make such loans) deemed to be a dividend to the extent
that corporation has on hand undistributed income, and such dividend
1s deemed to be income of that shareholder for the year in which the
loan was made.®

Personal corporations.—(a) Definition: A “personal corporation’
is defined as being ““a corporation or joint-stock company (no matter
when or where created) controlled directly or indirectly by one
person who resides in Canada, or by one such person and his wife or
any member of his family, or by any combination of them, or by any
other person or corporation on his or their behalf, whether through
holding a majority of the stocks of such corporation, or in any manner
whatsoever, the gross revenue (i.e., ‘“the sum of the net profits from
each source” of revenue) of which is to the extent of one-quarter or
more derived from one or more of the following sources, namely:
(1) from the ownership of or the trading or dealing in bonds, stocks,
or shares, debentures, mortgages, hypothecs, bills, notes, or other
similar property, or (i) from the lending of money with or without
security or by way of rent, annuity, royalty, interest, or dividend, or
(111) from or by virtue of any right, title, or interest in or to any estate
or trust.”’™

(b) Income distributed: The income of such personal corporation,
in lieu of being charged at the flat rate of tax applicable to corpora-
tions,” is, no matter whether it is actually distributed as dividend or
not, deemed to be so distributed on the last day of each year to the
shareholders, and is assessable in their hands, each shareholder’s
taxable portion being deemed to be such percentage of the corpora-
tion’s income as the ‘“‘fair value’’ (as at the date of transfer) of all
property transferred or loaned by him (or by his predecessor in title)
to the corporation is of the total value (as at the date of the acquisi-
tion thercof) of all property of the corporation acquired from the
shareholders.

(¢) Personal corporation succeeding another: YWhere one personal
corporation is succeeded by, or transfers its property to, another

6 R.S. 1927, sec. 15.

07 R.S. 1927, sec. 16 (1). 'The provisions of this section do not apply to any class of stock which, by the
instrument authorizing the issue of such class, is not entitled on being reduced or redeemed to participate
in the assets of the corporation beyond the amount paid up thereon plus any fixed premium and a definite
rate of dividend nor to a reduction of capital effected before Apr. 16, 1926 (sec. 16 (2)).

68 R.S. 1927, sec. 17 as amended by ch. 55, 1934, sec. 9.

69 R.S. 1927, sec. 18.

0 R.8. 1927, sec. 2 (i).
1 Supra, p. 13.



INCOME TAX IN CANADA 2

personal corporation, the shareholders of the first corporation are
deemed to have transferred to the second or succeeding corporation
the property which they transferred to the corpmatlon first men-
tioned and where any person. acquires the control of a personal cor-
poration, he is deemed to have transferred to such corporation the
property transferred thereto by its vendor.

(d) Dividends: Dividends declared by a personal corporation
after December 31, 1924, are deemed to be paid out of income earned
thereafter, so far as available, and are ignored in the method of
assessment described above.”

(e) Rates of tax payable: The rates of tax applicable to corpora-
tions are payable by a personal corporation on that portion only of
its income which is deemed to be distributed to nonresidents.™

Intercompany transacticns.—Where any corporation carrying on
business in Canada purchases any commodity from a parent, sub-
sidiary, or associated corporation at a price in excess of the fair
market price, or where it sells any commodity to such corporation
at a price less than the fair market price, the Minister may, for the
purpose of determining the income of such corporation, determine
the fair price at which such purchase or sale shall be taken into the
accounts of such corporation.

Companies advancing money to nonresident parent companies
are deemed to have received a reasonable rate of interest for the use
of the money so advanced.™

Transfers to evade taxation.—Where a person transfers property to
a minor 18 years of age or under in any manner whatever, such person
is nevertheless liable during the period of minority of the transferee
(and after that period, unless the Minister otherwise decides) to be
taxed on the income derived from such property or from property
substituted therefor as if such transfer had not been made, unless the
Minister is satisfied that such transfer was not made for the purpose
of evading the income tax.

Where a husband transfers property to his wife, or vice versa, the
husband or the wife, as the case may be, is nevertheless liable to be
taxed on the income derived from such property or from property
substituted therefor as if such transfer had not been made.”

6. ADMINISTRATION
1. ORGANIZATION

The Minister of National Revenue.—The Minister of National
Revenue has the administration of the income-tax acts and the con-

7 R.S.1927, sec. 21. Held that this section dealing with personal corporations is to be construed as mean-
ing that shareholders are to be assessed upon the company's income according to their several interests
therein, and that shareholders of personal corporations thus assessed are entitled to any statutory exemptions
or deductlons to which ordinarily the corporatxon or the shareholder would be entitled (William Allan
Black v. Min. of Nat. Rev., 1932 Ex.C.R

73 Ch. 55, 1934, see. 11. Formerly the persona] corporation paid no tax on any of its income and a non-
resident shareholder was not liable on his proportion of such income. The law as amended provides that
the personal corporation is liable at the rates of tax applicable to corporations on the interest of any non-
resident shareholder.

4 R.S. 1927, sec. 23, as amended by ch. 55, 1934, sec. 12. The reason for this amendment is that Cana-
dian companies were advancing monies to nonresident parent companies and made no provision for pay-
ment of interest on the advances.

5 R.S. 1927, sec. 32 (1), as amended by ch. 55, 1934, sec. 16. It was found that many taxpayers were
transferring securities to children even a very few months of age. As such children cannot personally
supervise or control the income from the securities transferred, or spend such income for their own 1ain-
tenance, the transfers were quite evidently made for the purpose of reducing the income tax that would
otherwise be payable by the transferors.
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trol and management of the collection of the taxes imposed thereby,
and of all matters incident thereto, as well as of the officers and per-
sons employed in that service.

Commissioner of income tax.—The Minister may make any regu-
lations deemed necessary for carrying the income-tax acts into effect,
and may thereby authorize the Commissioner of Income Tax to exer-
cise such of the powers conferred by these acts upon the Minister as
may, in the opinion of the Minister, be conveniently exercised by the
Commissioner of Income Tax.™

Income-tax officers.—Appointment of officers and other persons to
carry out the income-tax acts or any order in council or regulations
made hereunder is by the governor general in council, who is em-
powered to assign the names of office of such officers and other per-
sons, and prescribe their salaries.”

Administrative organization.—The central administration of income
tax is located at Ottawa. The Dominion was divided in 1933 into
19 taxation districts. At the head of each district is .an inspector of
taxes, assisted by assessors. On March 31, 1932, the income-tax
division of the Department of National Revenue employed 1,200

persons.
; 2. RETURNS

Taxpayers must include in their returns the amount taxable as
computed by them.

Personal returns.—Persons in receipt of gross income in excess of
the statutory exemption are required to file returns, also all other
persons who are requested to do so by the department. Every per-
son liable to income tax must, on or before April 30, without any
notice or demand, send to the local inspector of taxation a return
showing the exact amount of income tax due. Return must be made
whether any tax is payable or not by persons in receipt of income over
the statutory exemptions.” Forms are supplied on application to the
local inspector of taxation and must be prepared in triplicate, two
copies being forwarded and one retained by the taxpayer.®

Corporation returns.—In addition to the income-tax return, corpo-
rations are required to furnish returns of dividends showing particulars
of dividends paid or credited during the year and the names and ad-
dresses of shareholders. This return is due on or before March 31.

A company which owns or controls all of the capital stock (less
directors” qualifying shares) of subsidiary companies which cairy on
the same class of business, may elect to file a return in which its profit
or loss is consolidated with that of its subsidiaries, in which case the
tax under letter D of the schedule of rates® applies.®

Returns of trustees and other fiduciaries.—Trustees, liquidators,
etc., who are dealing with the property of a person who has not made

8 R.S. 1927, sec. 75, as amended by ch. 34, 1927, sec. 6.

7 R.8. 1927, sec. 76.

78 The Minister may at any time extend the time for making any return (R.S. 1927, sec. 40). If for any
reason a taxpayer cannot file his return within the prescribed time, a tentative return is made. The tax-
payer is required to file within 30 days thereafter a definitive return to be substituted for the tentative
return submitted. In case of inability to file a return owing to illness or absence from the country, the
department will accept a return of the taxpayer signed by some person as agent who is sufficiently familiar
with the affairs to permit a discussion if necessary. (Note by Income Tax Division, in National Revenue
Review, Apr. 1932, p. 4).

“ Supra, p. 15.

8 R.S. 1927, sec. 33.

81 Supra, p. 13. )

8 R,S. 1927, sec. 35 (as amended by ch. 41, 1932-33, sec. 13, 39(2)). The returns of corporations must be

signed by the president, vice president, secretary, treasurer, or a director, or in the absence of these the
signature of any responsible official such as the head bookkeeper or assistant bookkeeper is accepted.
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a return must make this return and pay the tax due before making
any distribution of the assets. Trustees must make a return of the
net income of every estate or trust showing the amount of income ac-
cruing to, and the names of each beneficiary.®

Returns by agents, etc., for nonresidents.—Every agent, trustee, or
person who collects or receives, or is in any way in possession or con-
trol of income for or on behalf of a person residing outside Canada is
required to make a return of such income.?*

Information returns.—Information returns are required to be made
to the Minister on or befere March 31 in each year, without notice
or demand being made therefor, by the following persons or corporate
bodies:

(@) By all employers: A return of all persons in their employ re-
ceiving any salary or other remuneration in excess of such amount
as the Minister may prescribe.

(b) By all persons in whatever capacity acting, having the control,
receipt, disposal, or payment of fixed or determinable, or periodical
gains, profits, or income of any taxpayer: A separate and distinct
return to the Minister of such gains, etc., containing the name and
address of each taxpayer.

(¢) By all corporations and associations: A return of all dividends
and bonuses paid to shareholders and members; and by all debtors
paying interest on any fully registered bonds or debentures: a return
of all interest so paid.

(d) By all persons in whatever capacity acting, making payment of
interest, royalties, rents, annuities, compensation, remuneration or
other fixed and determinable amounts (such as interest on bonds,
mortgages, deeds of trust, or other similar obligations, and also pay-
ments under contracts, whether written or verbal, relating to the buy-
ing and selling and otherwise dealing in stocks, bonds, debentures,
mortgages, hypothecs, and other similar securities): A true and accu-
rate return of the amounts paid in excess of such sums as the Minister
decides, together with the names and addresses of the recipients. For
the purposes of the law, payment shall include amounts credited to
the creditor during the fiscal period of the debtor.?

Demand for additional information.—The Minister may request any
additional information, including documentary evidence (such as
letters, financial statements, books of account, etc.) necessary to en-
able him to make an assessment or for any other purpose.®®

Change of fiscal periods.—To insure uniformity the Commis-
sioner of Income Tax has made the following ruling: *

1. A return which involves a change of fiscal period must not be
reported for assessment purposes until the matter has been referred
to the Department, and the Department’s ruling given as to whether
or not a change will be permitted.

8 R.8. 1927, sec. 37. .

8 R.S. 1927, sec. 38. )

8 R.S. 1927, sec. 39, as amended by ch. 12, 1928, sec. 7, and by ch. 41, 1932-33, sec. 14. ““For the purposes
of ensuing the due collection and payment of taxes imposed by this act, before any bearer coupon or warrant
representing either interest or dividends payable by Canadian, British, or foreign debtors, or check rep-
resenting dividends or interest payable by British or foreign debtors, is negotiated by or on behalf of a resi-
dent of Canada, there shall be completed by or on behalf of such resident an ownership certificate in the
form preseribed by the Minister. Such ownership certificate shall be delivered in such manner, at such
time, and at such place as the Minister may prescribe. If not so delivered, the person in default shall be
liable to a penalty of not less than $10 for such day of default, with a maximum penalty of $50. The Min-
ister may by regulations extend the operation of this section to bearer coupon or warrants negotiated by or
on behalf of nonresidents”” (ch. 41, 1932-33, sec. 15, amending R.S. 1927, sec. 39).

86 R.8. 1927, secs. 41-43.

87 National Revenue Review, Sept. 1931, p. 4.



24 INCOME TAX IN CANADA

2. Generally speaking, a change of fiscal period will be permitted
where the new accounting period ends within the same calendar year
as the old accounting period, unless the Department is of opinion that
the change has been made for the purpose of evasion of tax.

3. Where a taxpayer extends his fiscal period so that there is no
accounting in the calendar year immediately following that in respect
of which the taxpayer has filed a return, the Department will require
a return for that year for a 12-month period, and in arriving at the
amount of profits taxable for such period will apportion the income
according to the length of the period involved, or use such other
method of determining profits as circumstances may warrant. In no
case will a taxpayer be permitted to defer the payment of tax by ex-
tending his accounting period.

3. COLLECTION

Notice of assessment.—After examination of the taxpayer’s return
the Minister sends a notice of assessment to the taxpayer verifying or
altering the amount of the tax as estimated by him in his return.
Any additional amount found due is payable within one month of
mailing the notice of assessment.®®

Date of payment of tax.—Taxpayers must pay not less than one-
fourth of the computed tax at time of filing their returns. The bal-
ance due may be paid in not more than three equal bimonthly install-
ments, with interest at 6 percent. If less than one-fourth of tax is
paid, an additional interest of 4 percent is payable on the amount
withheld.®

4. PENALTIES

Offenses and penalties.—The failure to make a return within the
time limited therefor is punishable by a fine of 5 percent of the tax,
not exceeding $500.

The failure to file a return in time is punishable by a fine of $10 for
each day of default not to exceed $50.

The penalty for failure by an employer to file an information return
is a fine amounting to 10 percent (not less than $2) of the aggregate
amount of the tax payable by the employees who should be reported
on such return.

For every default in complying with the demand for additional
information, the production of documents, and other obligations
required of taxpayers,” the penalty is on saummary conviction a fine
of not less than $25 for each day during which the default continues.

Any person making a false statement in any retarn or in any infor-
mation required by the Minister is liable on summary conviction to
a penalty of not exceeding $10,000 or to 6 months’ imprisonment, or
to both fine and imprisonment.®!

No person employed in the service of His Majesty may communi-
cate or allow to be communicated to any person not legally entitled
to any information obtained under the provisions of the Income Tax
Act, or allow any such person to inspect or have access to any written

RS, 1927, sec. 54.

8 R.S. 1927, secs. 48 and 49.

9% Under sees. 41-46 of R.S. 1927,

®l Any information or complaint with respect to any offense against the provisions of this paragraph,
whenever the prosecution, suit, or proceeding isinstituted under the provisions of the criminal eode relating
to summary convictions may be lead or made within 3 years from the time when the matter of the informa-

tion or complaint arose. (R.S. 1927, sec. 80, as amended by ch. 30, 1928, secs. 1 and 2.) These new pro-
visions came into force with retroaetive effect from Jan. 1, 1926.
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statement under the provisions of the said act. Any person violating
any of the provisions relative to secrecy is liable on summary convic-
tion to a fine of not over $200.

The penalty for failure to collect or withhold any sum of moncy as
required by law is a sum equal to the amount which should have been
collected or withheld, plus interest thereon at 10 percent.

Failure to remit any such sum of money, or at such times as the
Minister may in special cases prescribe, is, in addition to the penalty
referred to in the preceding paragraph, punishable by a fine of 10
percent of the said sum, plus interest at 10 percent.

A resident of Canada who fails to issue and deliver an ownership
certificate as required by law or by regulations thereunder, and any
encashing agent or debtor who cashes a coupon or a warrant for which
an ownership certificate has not been completed, is liable to a penalty
of $5 or more for each offense.®

5. APPEALS

Notice of appeal.—Any person who objects to the amount at which
he is assessed, or who considers that he is not liable to income tax, may
personally or by his solicitor, within one month after the date of mail-
ing of the notice of asséssment,” serve a registered written notice of
appeal upon the Minister, setting out clearly the reasons for appeal
and all facts relative thereto.

Review of assessment.—Upon receipt of the said notice, the Minis-
ter affirms or amends the assessment appealed against and notifies
the appellant of his decision by registered mail.

Notice of dissatisfaction.—If the appellant, after receipt of such
decision, is dissatisfied therewith, he, may within one month from the
date of mailing such decision, mail a registered notice stating that he
desires his appeal to be set down for trial, together with a final state-
ment of further facts, etc., for submission to thé court in support of
the appeal, or a recapitulation of all facts, ete., contained in the notice
of appeal, together with such further facts as he intends to submit to
the court in support of the appeal.

Security for costs.—The party appealing is required to give security
for the costs of the appeal in a sum of at least $400. Unless such
security is furnished by the party appealing within 1 month from
the mailing of the notice of dissatisfaction the appeal and all pro-
ceedings thereunder become null and void.

Reply of Minister.—Upon receipt of such notice of dissatisfaction
and statement of facts, the Minister replies thereto by registered
mail admitting or denying the facts alleged and confirming or amend-
ing the assessment or any amended, additional, or subsequent
assessment.

Proceedings in Exchequer Court.—Within two months from the
date of mailing such reply, the Minister transmits to the Registrar
of the Exchequer Court of Canada, to be filed in the said court,
typewritten copies of the following documents:

(¢) The income-tax return of the appellant, if any, for the period
under review;

(b) The notice of assessment appealed;

(¢) The notice of appeal;

92 R.S. 1927, secs. 77-87, as amended by ch. 30, 1928, and ch. 4], 1932-33.
9 Supra, p. 24.
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(d) The decision of the Minister;

(e) The notice of dissatisfaction;

(f) The reply of the Minister; and

@) 1All other documents and papers relative to the assessment under
appeal.

The matter thereupon is deemed to be an action in the said court
reading for trial or hearing.®

Notice and copies of all further proceedings are served upon the
Commissioner of Income Tax personally or other responsible officer of
the Department of National Revenue.

The Exchequer Court has, under the provisions of the income tax,
exclusive jurisdiction to hear and determine all questions relative to
any assessment and in delivering judgment may issue any order as to
payment of any tax, interest, or penalty, or as to costs as to the said
court may seem right and proper.

An assessment may not be varied or disallowed because of any
irregularity, informality, omission, or error on the part of any person
in the observation of any directory provision up to the date of issuing
the notice of assessment.

Proceedings before the Exchequer Court may be held in camera
upon request made to the court by any party to the proceedings.

Right of appeal barred.—If a notice of appeal is not served or a
notice of dissatisfaction is not mailed within the time limited therefor,
the right of the person assessed to appeal ceases and the assessment
is valid and binding notwithstanding any error, defect, or omission
therein or in any proceedings required by the income-tax act.*

6. REMEDIES OF CROWN TO RECOVER TAXES

Taxes, etc., a debt due the Crown.—All taxes, interest, penalties,
and costs assessed or imposed or ordered to be paid under the pro-
visions of the income-tax law are deemed to be a debt due to His
Majesty and are recoverable as such in the Exchequer Court of Canada
or in any other court of competent jurisdiction in the name of His
Majesty or in any such other manner as is provided in the income-tax
act.

Certification of tax by commissioner.—All such taxes, etc., payable
under the said act remaining unpaid, whether in whole or in part,
after two months from date of mailing the notice of assessment may be
certified by the Commissioner of Income Tax.

Recovery in Exchequer Court.—On the production to the Exchequer
Court of Canada, the certificate is registered in the said court and has,
from the date of such registration, the same force and effect, and all
proceedings may be taken thereon, as if the certificate were a judg-
ment obtained in the said court for the recovery of a debt of the
amount specified in the certificate including interest to date of pay-
ment as provided for by the income-tax act and entered upon the date
of such registration.

Costs recoverable.—All reasonable costs and charges attendant
upon the registration of such certificates is recoverable in like manner
as if they were part of such judgment.

9 However, should the court or a judge deem it advisable that pleadings be filed, an order may be

issued directing the parties to file pleadings.
% R.S. 1927, secs. 63 to 69.
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Collection of tax from third party.—Where it is known or suspected
that a person is, or is about to become, indebted to a taxpayer, the
Minister may demand that the moneys be in whole or in part paid over
to the Receiver General of Canada on account of said taxpayer’s
liability. The receipt of the Minister constitutes a good and sufficient
discharge of the taxpayer’s liability.

Distress.—Upon refusal or neglect to pay any tax, interest, or
penalty due, the Minister may on 10 days’ notice distrain the goods
and chattels of the person in default. The distress levied is kept 10
days at the cost of the defaulter and then sold by public auction.

Collection from taxpayer leaving Canada.—If the Minister suspects
that a taxpayer is about to leave Canada he may demand that the
taxes due be paid within 10 days. Nonpayment of such taxes renders
the taxpayer’s property liable to seizure and sale.*

7. REFUNDS

Where overpayment has been made the Minister may—

(a) At or prior to the issue of the notice of assessment, refund such
overpayment without application therefor.

(b) After the issue of the notice of assessment, refund such overpay-
ment upon a written application of the taxpayer made within 12
months of payment of the tax.*

7. STATISTICS *

TaBLE 1.—Income-tax receipts, 1919-34

Income tax
. Total income
3 y g usiness tax and
Flscall\dsgerarsﬁnded Individuals Corporations ron b
i Total, net | war tax? profits
Net Num- Net amount ! piagias

.
Number amount ! ber amount !

$9, 349, 720 $32, 970, 062 $42, 313, 481
20, 263, 740 | 44, 145,184 64, 409, 604
__________________________________________ 46, 381, 824 | 48, 841, 401 87, 223, 225
290, 584 |$39, 820, 597 | 8, 286 ($38, 863, 758 78, 684, 351 | 22,815, 667 101, 500, 018
281,182 | 31,689,417 | 6,010 | 28,022, 146 89, 711, 564 | 13, 031, 461 72,746, 025
239,036 | 25,657,336 | 5,569 | 28, 546, 692 54,204,028 | 4,752,681 58, 956, 709
225,514 | 25,156,768 | 6,236 | 31,091, 274 56,248,043 | 2,704,427 58, 952, 470
209, 539 | 23,849,474 | 5,538 | 31,722,487 55,571,962 | 1,173,449 56, 745, 411
116,029 | 18,043,261 | 5,577 | 29, 343, 048 47, 386, 309 710, 102 48, 096, 411
122,026 | 23,222,891 | 6,121 | 33,348,157 56, 571, 047 956, 031 57, 527,079
129, 663 | 24,793,398 | 7,438 | 34,628,875 59, 422, 323 455, 232 59, 877, 504
142,154 | 27,237,502 | 7,957 | 41, 783,224 69, 020, 726 173, 300 69, 194, 027

143,601 | 26,624,181 [ 7,603 | 44,423,841 71, 048, 022 34,430 71,082,452
133, 621 | 24,772,846 | 6,010 | 36,481, 554 61, 254, 400 3,000 61, 257, 400
__________________________________________ 362,000,000 |---~occ2-"1888 62,000, 000
__________________________________________ 461,399, 000M==TTT ISR 8161, 399,000

1 Less refunds. For refunds, see table 5, p. 32.

2 The Business Profits War T'ax Act, 1916, levied a graduated tax commencing at 25 percent of the amount
by which the profits earned in any business exceeded, in the case of an incorporated company, the rate of
7 percent per annum, and, in the case of a business owned by any other person, the rate of 10 percent per
annum upon the capital employed in such business. The tax was levied against and paid by the person
owning such business for each and every accounting period ending after the 31st day of December 1914.
The business profits war tax, which has ceased to be assessed since Dec. 31, 1920, remained, however, until
rece}yﬂ.\t years adn important source of revenue, due to its collection being greatly in arrears.

3 Estimated.

% R.S. 1927, sec. 74.
9 R.8. 1927, secs. 53 and 56.
98 Sources: The Canada Year Book, 1919-33; House of Commons, Debates, Apr. 18, 1934, p. 2460.
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TaBLE 2.—Amounts of income asscssed for the purpose of income tax, by indi-
viduals and corporations, 1921-32

Individuals Corporations
Fiscal year ended Mar. 31 a;?)'{frln
Number Amount Number | Amount
190,560 § - .. = L e $912, 410, 429
290, 584 ($1,058,577,617 8,286 | $103, 951,553 | 1,462, 529, 170
281,182 [ 823, 100, 878 6,010 | 269,307,047 | 1,092, 407, 925
239,036 | 802, 617,497 £, 669 | 305,410,374 | 1,108, 027,871
225,514 | 701,892, 820 6,236 | 297,267,428 999, 160, 248
209, 539 | 697, 016, 473 5,738 | 306,093, 673 | 1,003, 110, 646
116,029 | 465, 689, 900 5,777 | 278,494,991 | 1744, 184, 891
122,025 | 604,736,116 6,121 | 435,496, 832 | 1, 040, 232, 948
129, 663 | 668, 687, 536 7,438 | 526,714,731 | 1,195,402, 267
142,154 | 781,174, 030 7,957 | 544,019,414 | 1,325,193, 444
143,601 | 815,714, 684 7,603 | 555,763,956 | 1,371,478, 640
133,621 | 660, 107, 257 6,010 | 332,498, 693 992, 606, 220

1 In 1927 the exemption limit was raised from $2,000 to $3,000 for married, and from $1,000 to $1,500 for

single persons.
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TAX IN CANADA

TAaBLE 8.—/ncome tax payable by corporations on tncomes from $1,000 to $2,000,000,
inclusive— Tazxable years 1925 to 1934

1925-26 | 1927-30 1930 1931 1932-34
| Rate: 11 | Corpora- tg%‘;p&?:‘-
Net income percent, | tions filing | consolig
Rate: 9 | Rate:8 | Rate: 10 | plus 5 per- | a separate dated re-
Percent | percent | percent cent on return, turn
income rate: 12.5 | 405 s
over $5,000 | percent per éeni
$90 $80 $100 $111 $125 $135
180 160 200 220 250 270
270 240 300 330 375 405
360 320 400 440 500 540
450 400 500 550 625 675
540 480 600 710 750 810
630 560 700 870 875 945
720 640 800 1, 030 1, 000 1, 080
810 720 900 1,190 1,125 1,215
900 800 1, 000 1, 350 1, 250 1,350
990 880 1, 100 1, 510 1,375 1,485
1,080 960 1, 200 1,670 1,500 1,620
1, 170 1,040 1, 300 1,830 1, 625 1,755
1, 260 1,120 1,400 1, 990 1,750 1, 890
1,350 1, 200 1, 500 2,150 1,875 2,025
1,440 1, 280 1, 600 2,310 2,000 2, 160
1, 530 1, 360 1, 700 2,470 2,195 2, 295
1, 620 1,440 1,800 2,630 2, 250 2,430
1,710 1, 520 1,900 2,790 2,375 2, 565
1, 800 1, 600 2, 000 2,950 2, 500 2, 700
2, 250 2, 000 2, 500 3,750 3,125 3,375
2,790 2,400 3,000 4, 550 3,750 4, 050
3, 150 2, 800 3, 500 5,350 4,375 4,725
3, 600 3, 200 4, 000 6, 150 5,000 5, 400
4, 050 3, 600 4, 500 6, 950 5,625 6, 075
4, 500 4,000 5,000 7,750 6, 250 6, 750
4,950 4,400 5, 500 8, 550 6, 875 7,425
5,400 4, 800 6, 000 9,350 7,500 8,100
5, 850 5, 200 6, 500 10, 150 8,125 8,775
6, 300 5, 600 7, 000 10, 950 8, 750 9, 450
6, 750 6, 000 7, 500 11, 750 9,375 10, 125
7,200 6, 400 8, 000 12, 550 10, 000 10, 800
7, 650 6, 800 8, 500 13,350 10, 625 11,475
8, 100 7,200 9, 000 14, 150 11, 250 12, 150
8, 550 7,600 9, 500 14, 950 11,875 12, 825
9, 000 8, 000 10, 000 15 750 12, 500 13, 500
9, 900 8, 800 11, 000 17, 350 13, 750 14, 850
10, 800 9, 600 12, 000 18, 950 15, 000 16, 200
11, 700 10, 400 13, 000 20, 550 16, 250 17, 550
12, 600 11, 200 14, 000 22, 150 17, 500 18, 900
13,500 | 12,000 | 15,000 23, 750 18,750 20, 250
14, 400 12, 900 16, 000 25, 350 20, 000 21, 600
15, 300 13, 700 17, 000 26, 950 21, 250 22,950
16, 200 14, 500 18, 000 28, 550 22, 500 -
17,100 15, 300 19, 000 30, 150 23, 750 25, 650
18, 000 16, 200 20, 000 31, 750 25, 000 27, 000
20, 250 18, 000 22, 500 35, 750 27,125 30,375
22, 500 20, 200 25, 000 39, 750 31, 250 33, 750
24, 750 22, 000 27, 500 43, 750 34, 375 37,125
27, 000 24, 000 30, 000 47,750 37, 500 40, 500
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