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Shareholders — Brave New Tax World
In the last few years, there has been a series of tax changes that,

together, amount to a substantial overhaul of the fundamentals of how
Canadian-controlled private corporations (‘‘CCPCs’’) and their share-
holders are taxed. More specifically, changes in two areas have brought
this about. The first is a series of reductions in the general corporate rate Income Tax Technical
applicable to business income which is not eligible for the small business News No. 37: Safe

Income Calculation —deduction. In 2008, this rate reduction is 8.5%; however, it will climb to
Treatment of13% in 2012. The second is the eligible dividend rules. While these were
Non-Deductible

originally proposed in an attempt to stem the tide of income trusts Expenses . . . . . . . . . . . . . . . 4
(heavier artillery had to be brought in), the regime also has a fundamental
effect on the taxation of private companies. What’s New on the

2007 Personal Income
Tax and Benefit Return 5The following chart highlights the changes to the federal corporate

rates.
Recent Technical
InterpretationsYear 2008 2009 2010 2011 2012

Sale of Rental Property1 Federal tax rate net of abatement — % 28 28 28 28 28
to a Family Member . . . 5

2 Rate reduction for business income — % 8.5 9 10 11.5 13 Disposition of Life
Insurance Policy . . . . . . . . 63 Federal business rate (1-2) — % 19.5 19 18 16.5 15
Change in Use of

4 Additional tax on investment 15.17 15.67 16.67 18.17 19.67 Condo . . . . . . . . . . . . . . . . . 6
income — %

Payments from
5 Federal tax on investment 34.67 34.67 34.67 34.67 34.67 ‘‘Canadian Farm

income (3+4) — % Families Options
Program’’ . . . . . . . . . . . . . . 66 Small business deduction — % 17 17 17 17 17
Capital Dividends —

7 Small business rate (1–6) — % 11 11 11 11 11 Election to Treat Excess
as Separate Dividend . . 78 Advantage of small business rate over 8.5 8 7 5.5 4

general business rate (3–7) — %

1
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a 13-point difference. This discrepancy will grow to
Of course, provincial corporate taxes are added to fed- 19.67% by 2012, when corporate business tax rates

eral taxes. Using Ontario as an example, the following are will be more than 40% less than rates on invest-
the tax rates applicable to investment income, business ment income.
income, and income qualifying for the small business (3) There is also a significant difference between the
deduction: top individual tax rate and the general corporate

Year 2008 2009 2010 2011 2012 business rate. Using Ontario as an example, the
discrepancy is currently 12.9% (ignoring EmployerInvestment Income — % 48.67 48.67 48.67 48.67 48.67
Heath Tax); it will grow to 17.4% by 2012. In thatBusiness income — Full rate — % 33.5 33 32 30.5 29
year, there will be a nearly 40% deferral by earningSmall business rate — % 16.5 16.5 16.5 16.6 16.5
and retaining business income at the corporate

As noted previously, income eligible for the general level.
business rate, if earned by a CCPC, will enable the payment What does all of this mean when it comes to tax plan-
of eligible dividends,1 which are taxed considerably more ning? Here are the highlights:
favourably than ineligible dividends (the exact rate

(1) Even if business income is taxed at the general,depends on the province).
rather than the small business rate, there will be a

The main features of the system are as follows: significant deferral by retaining earnings at the cor-
(1) There is integration (more or less) for all three types porate level rather than distributing it as a bonus.

of income. In other words, the combined per- Moreover, there may be little to fear from
sonal/corporate rate when corporate income is under-integration (i.e., more tax than were the
distributed as dividends will approximate the per- income earned directly or bonused out) when the
sonal rate that would apply had the individual income is distributed as eligible dividends. There-
earned the income directly, or if the income were fore, in the relatively near future, it may be advis-
bonused out to the individual. Of course, the big able to retain profits  (not needed for personal and
change is that integration will occur for general rate living expenses) at the corporate level. However,
income. Whether or not there is over or t h i s  m a y  d e p e n d  o n  t h e  d e g r e e  o f
under-integration will depend on the province.2 under-integration in the particular province and

the period earnings can be retained at the corpo-(2) There is a significant difference between income
rate level. 3 (One piece of bad news: the retentiontaxed at the general business rate and investment
of profits at the corporate level could mean theincome. In Ontario, for example, there is currently
loss of refundable investment tax credits.)

(2) Because corporate tax on investment income will
TAX NOTES attract a tax rate that is significantly higher than

business income, if investment income can bePublished monthly by CCH Canadian Limited. For subscription
information, see your CCH Account Manager or call restructured to qualify for the general business rate,1-800-268-4522 or (416) 224-2248 (Toronto).

this will result in substantial tax deferral. (This will
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of under-integration, if profits are paid out as divi- to this attitude if the profits stem from investment income,
dends. business income is quite another matter. 4 Those who con-

tinue to desire a distribution of business profits just to ‘‘get(4) If earnings are retained at the corporate level, this
it out’’ will pay a heavy tax penalty for their attitude.will tend to result in the continual increase in the

value of the shares of the corporation. If so, the Special Note to Ontario Taxpayers 
deferral will largely end when the shares pass to For Ontario taxpayers, there is some good news and
the next generation — usually on the death of the bad news. The bad news is from the Ontario clawback. As a
surviving spouse — due to the ‘‘deemed sale’’ rules. result of Ontario’s Economic Outlook and Fiscal Review in
Accordingly, estate freezes will become increas- December, the additional tax due to the Ontario clawback
ingly important as they will push-off the deferral to of the small business deduction is now 4.25%, and will
the next generation —  in my book that’s pretty well apply between income levels of $500,000 and $1.5 million.
forever. Because of this, the advantages of deferral by virtue of tax at

(5) When the corporate rate reductions are fully general business rates will decrease, and there will be a
phased-in, capital gains will still be taxable in significant element of double taxation: in 2008, the general
Ontario at 24.3% at the corporate level (23.2% for a business rate in the ‘‘clawback zone’’ is 37.75%, and the
capital gain at the personal level). However, amount of under-integration is in excess of 6%. As profit
ignoring the small business deduction, the sale of increases over the $1.5 million clawback ceiling, this will be
goodwill and other eligible capital will attract an less of a factor.
Ontario corporate tax rate of only 14.5% (i.e., 50% The December announcement also raised the Ontario
of 29%). Thus, on the sale of a business, there will small business limit from $400,000 to $500,000. Income in
be a substantial reduction of corporate tax, this range will not qualify for the federal small business
vis-à-vis capital gains, leading to a significant bias in deduction. However, because full federal rates will apply, it
favour of asset sales —  at least where there is a will allow eligible dividends to be paid.5 Because of this,
substantial sale price. While both capital gains and the results are surprisingly beneficial. In 2008, the corporate
eligible capital potentially generate a capital divi- rate in this range will be 25%6 (rather than 16.5% where the
dend account in respect of the untaxed 50% of federal small business deduction also applies). If the profits
proceeds — so that this amount can be distributed are distributed as eligible dividends, the overall rate will be
to Canadian residents free of tax — a sale of eligible 42.97%. Based on the foregoing, clients should retain
capital does not result in refundable tax balances $500,000 of income in their corporations, rather than
in respect of the taxable portion. However, as pre- $400,000, if possible.
v i o u s l y  m e n t i o n e d ,  t h e  d e g r e e  o f
under-integration may be greatly reduced, due to

— David Louis, B.Com., J.D., C.A., tax partner Mindenthe recent changes pertaining to eligible dividends.
Gross LLP, a member of MERITAS Law Firms Worldwide

(6) For the next few years, it will be advantageous to
attempt to defer the recognition of general-rate

Notes:business income, as the tax rates will be decreasing
1 Via the generation of the ‘‘GRIP’’ account.over the next few years.
2 For 2008, there is a slight degree of under-integration in British Columbia

(7) The so-called ‘‘personal services business’’ rules, (.5%), but in Alberta, Ontario and Quebec the under-integration is greater
(2.8%, 3.1% and 3.2%, respectively). In Alberta and Ontario, tax reductionswhich potentially apply to ‘‘incorporated execu-
on eligible dividends are still being phased in. The 2008 federal Budgettives’’, for example, should be revisited. Originally,
proposes to reduce benefits of eligible dividends as the decrease in cor-

these rules were designed to be punitive, by porate tax rates phases in.  The eligible dividend gross-up will be
decreased from its current level of 45% to 44% effective January 1, 2010,denying the small business deduction, and
41% effective January 1, 2011, and 38% effective January 1, 2012. Theseverely limiting the deductions that can be
enhanced dividend tax credit rate will also change on the same schedule,

claimed by such a business. While the latter still moving from 11/18 of the gross-up amount to 10/17, 13/23 and 6/11.  The
degree of under/over-integration during the phase-in period will dependapplies, personal services business tax rates are no
on whether the provinces make similar adjustments to the dividend taxlonger punitive, because they attract the general
credit calculation.

business corporate tax rate. 3 The changes to eligible dividends noted previously may result in a modest
bias to realize corporate surplus in the form of a capital gain rather than aPerhaps most fundamentally, individuals and their
dividend, e.g., pursuant to a deemed disposition when shares pass toadvisors should ‘‘rethink’’ their attitude toward corporate
another generation, where the increased cost base can be used as a

deferral. From time to time, one encounters clients — and ‘‘pipeline’’ to extract corporate-level cash and other liquid assets.
even professional advisors — who are of the mindset that 4 Where profits are not needed for personal and living costs.
corporate business profits really don’t ‘‘belong to them’’ 5 I.e., GRIP will be generated.
until they are distributed from the corporation — in the 6  Of course, the clawback will not apply where income does not exceed
form of dividends or bonuses. While there may be no harm $500,000.
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The Federal Court of Appeal has indicated in theIncome Tax Technical News Kruco case that an amount will generally only be
included in a corporation’s safe income to the extentNo. 37: Safe Income Calculation
that it has been included in the determination of its net

— Treatment of Non-Deductible income for tax purposes or is an adjustment specifically
set out in paragraph 55(5)(b) or (c). Similarly, an amountExpenses that has been deducted in computing a corporation’s
net income for tax purposes will reduce the corpora-

The CRA released Income Tax Technical News No. 37, tion’s safe income. Otherwise, safe income will generally
dated February 15, 2008. This Technical News discusses only be reduced by those cash outflows that occur after
only one topic — the treatment of non-deductible the determination of net income, but before the divi-
expenses in the calculation of safe income for purposes of dend is paid (such as taxes and dividends) to the extent
subsection 55(2). The CRA has reconsidered its position that such disbursements reduce the income to which
with respect to certain adjustments in the calculation of the capital gain may be attributable. The CRA will follow
safe income, previously described in Technical News Nos. the approach mandated by the Federal Court of Appeal
33 and 34. In Technical News No. 37, the CRA states that: in the Kruco case.

[I]t is the CRA’s position that non-deductible expenses At the Roundtable at the Canadian Tax Foundation’s
must be deducted in computing the safe income on 2005 Annual Conference (as published in Technical News
hand attributable to the shares on which the dividend is No. 34, dated April 27, 2006), the CRA stated that it would

‘‘follow the approach to the calculation of safe incomepaid, as computed before the safe-income determina-
mandated by the Federal Court of Appeal in the Krucotion time for a particular transaction.
case’’. For dividends received after 2006, this would be the
only method used for the calculation. For dividendsThe background to the question of whether or not
received prior to 2007, the taxpayer could use either thesuch expenses should be deducted in the calculation of
approach taken in the Kruco decision, or that set out insafe income stems from the Federal Court of Appeal deci-
previously published CRA guidelines. (The CRA guidelinession in The Queen v. Kruco Inc., 2003 DTC 5506, which
were more beneficial for some taxpayers, such as those inaffirmed 2001 DTC 668 (TCC). In Kruco, the Tax Court had
the resource industry, than the method set out in Kruco.)decided that in the calculation of safe income, two nega-

tive adjustments by the Minister relating to so-called
In Technical News No. 37, the CRA reviewed the Tax‘‘phantom income’’ (in this case, resulting from reductions

Court decision in Kruco regarding the adjustment for theof undepreciated capital cost and income inclusion from
non-deductible expense (which was not specificallyinvestment tax credits) were not justified, and one negative
addressed in the Federal Court of Appeal decision) and theadjustment from a non-deductible amount relating to debt
general principles of the calculation of safe income thatwas justified. The Minister appealed the Tax Court decision
were set out in the Federal Court of Appeal decision. Thewith respect to the two phantom income amounts that
CRA noted that paragraph 38 of the Federal Court ofwere disallowed in the calculation, and the Federal Court
Appeal decision, which stated, ‘‘[i]t follows, for instance,of Appeal upheld the Tax Court decision. The taxpayer did
that taxes or dividends paid out of this income must benot appeal with respect to the non-deductible expense
extracted from safe income’’, was only listing taxes andadjustment.
dividends as two examples of items that reduce safe
income on hand because those funds are no longer avail-

Prior to the Kruco decision, the CRA’s position with able to fund the dividend being paid. The CRA also cited
respect to the calculation of safe income (as set out in paragraph 41 of that decision as support for its conclusion
Technical News No. 33) was that: that non-deductible expenses that reduce a corporation’s

disposable after-tax income should be deducted in the
[T]he safe income of a corporation should be reduced calculation of safe income on hand:
by the amount of any actual or potential disbursement
or outlay arising in the relevant holding period that had Reducing this income by reference to cash outflows,
not otherwise been deducted in the calculation of the which take place after it has been computed in con-
corporation’s net income and which would reduce the formity with paragraph 55(5)(c), but before the dividend
gain inherent in the particular shares of the corporation. is paid, does no violence to the deeming provision
In addition, it was the CRA’s position that safe income on since the deemed amount is accepted as the starting
hand should be reduced by the amount of any phantom point and modified only by reference to subsequent
income (i.e. income not represented by any actual events which are relevant to the subsection 55(2) com-
receipt of funds). putation, i.e., cash outflows which take place after the

income has been determined — in conformity with the
However, following the Federal Court of Appeal deci- deeming provision — and which reduce the income to

sion in Kruco, the CRA revised its position. In Technical which the capital gain can be ‘‘reasonably . . . attribu-
News No. 33, dated September 16, 2005, the CRA stated: table’’. [Emphasis added.]
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As a result, for dividends paid after February 15, 2008 user to unlimited travel for an uninterrupted period of
(other than dividends that are paid as part of a transaction at least five days and the user purchases enough of
or series of transactions that were substantially advanced these passes so that they are entitled to unlimited
on that date), the CRA’s position is that non-deductible travel for at least 20 days in any 28-day period. Individ-
expenses must be deducted in the computation of safe uals can also claim the cost of electronic payment
income on hand. The CRA will not adjust safe income bal- cards when used to make at least 32 one-way trips
ances in respect of non-deductible expenses for dividends during an uninterrupted period not exceeding 31
paid on or before February 15, 2008. days.

Pension income splitting — Eligible individuals may
be able to allocate up to half of their pension income
that qualifies for the pension income tax credit to theirWhat’s New on the 2007
lower- income [or  h igher- income]  spouse or
common-law partner.Personal Income Tax and

Benefit Return Meal and beverage expenses for long-haul truck
drivers — The deductible part of certain meal and bev-

Reproduced is a CRA Fact Sheet, dated February 18, erage expenses for long-haul truck drivers, incurred
2008, listing some of the changes to the 2007 personal tax during an eligible travel period after March 18, 2007, has
and benefit return. increased.

Lowest tax rate — The lowest tax rate has been Registered retirement savings plan (RRSP) — The age
reduced to 15% for 2007. This rate also applies when limit for contributing to an RRSP has increased from 69 to
calculating federal non-refundable tax credits. 71.

Federal non-refundable tax credits — The following Working Income Tax Benefit (WITB) — Individuals
changes have been made to the amounts used in calcu- and families with low incomes may be able to claim the
lating your federal non-refundable tax credits: WITB, which includes a supplement for individuals who

are entitled to the disability tax credit. Eligible individuals
● Basic personal amount — The basic personal amount and families can also apply for advance payment of up

has increased to $9,600. Individuals with taxable to one half of their estimated 2008 WITB using Form
income in 2007 up to this amount will not have to pay RC201, Working Income Tax Benefit Advance Payments
federal income tax. Application for 2008.

● Spouse or common-law partner amount — You may For a full list of tax changes, visit What’s new for 2007
be able to claim this amount if, at any time in the year, on the CRA Web site or see your General Income Tax
you supported your spouse or common-law partner and Benefit Guide for 2007.
and his or her net income for 2007 was less than
$9,600.

● Amount for an eligible dependant — You may be able Recent Technical Interpretationsto claim this amount if, at any time in the year, you
supported an eligible dependant whose net income

Sale of Rental Property to Family Member for 2007 was less than $9,600.

In a situation the CRA was asked to comment on, the● Amount for children born in 1990 or later — You may
taxpayer’s daughter occupied, under a ‘‘rent to own’’be able to claim $2,000 for each of your or your
arrangement, a rental property owned by the taxpayer.spouse’s or common-law partner’s children if they
Under the arrangement, the daughter’s monthly paymentslived with you throughout 2007 and were under the
would be accumulated and applied toward the down pay-age of 18 at the end of the year.
ment on the property; the balance of the purchase price

● Children’s fitness amount — You may be able to claim would be financed by the daughter. The concerns were
eligible fees, paid in 2007, of up to $500 per child for whether the taxpayer could continue to deduct expenses
registering each of your or your spouse’s or related to the rental property and whether the rental pay-
common-law partner’s children in a prescribed pro- ments made by the daughter would be included in the
gram of physical activity. proceeds of disposition of the property.

● Public transit amount — Individuals can claim the cost Whether or not the daughter was paying rent, which
of monthly or longer duration public transit passes for would allow the taxpayer to continue to deduct expenses,
travel within Canada. The cost of shorter duration depends on the nature of the arrangement between the
passes can also be claimed if each pass entitles the taxpayer and his daughter. Providing the rental payments



Tax Notes 6

were non-refundable and represented fair market value, tion 45(3)  to defer the taxation of the capital gain to the
expenses incurred by the taxpayer would be deductible date of the actual sale of the property. The CRA was also
until the property is disposed of. Otherwise, there would asked if its opinion would be different if the unit was
be a change in use of the property at the time the arrange- rented to other tenants 100% of the time. The CRA con-
ment was entered into. Once there was a change in use, firmed that the above election was only available in a case
and subject to an election under subsection 45(3), the tax- where the property was used solely for the purpose of
payer would be deemed to have disposed of the property, earning income and then ceased to be used for that pur-
triggering any capital gain and recapture. pose to become a taxpayer’s principal residence. The CRA

clearly states in paragraph 30 of IT-120R6 that the election
If the payments made by the daughter were consid- cannot be made in the case of a partial change in use of

ered rent, these would also be included in the proceeds of the property. In this particular case, when the owner would
disposition of the property as it forms part of the down start using 100% of the condo as his principal residence for
payment on the property. the full year, the portion of the property used for personal

purposes would increase from 20% to 100%. This would
Document No. 2007-0244941E5, October 22, 2007 trigger a deemed disposition under clause 45(1)(c)(i)(A)  of

the portion of the condo (80%) now used for non-income
producing purposes. The disposition could produce a tax-
able capital gain in respect of the period during which theDisposition of Life Insurance Policy —
condo was partially used to earn income. The ownerReturn of Premiums 
would be deemed to dispose of the property for proceeds
equal to its fair market value times the proportion of theIn a situation the CRA was asked to comment on, the
personal use of the property to its total use (i.e., 80% in thistaxpayer was entitled to a refund of premiums as a result of
case). Regarding the second question, the CRA confirmedthe cancellation of a life insurance policy. Because the net
that, if the owner had used the condo exclusively to earncost of pure insurance exceeded the premiums under the
income and subsequently started using it exclusively forpolicy, the adjusted cost basis of the policy was nil. To
personal purposes as his principal residence, he could fileeliminate the gain on the policy, the taxpayer wanted to
the election under subsection 45(3)  to avoid the applica-reduce the proceeds by the net cost of pure insurance
tion of subparagraphs 45(1)(a)(ii) and 45(1)(a)(iii). No elec-under the policy.
tion could be made under subsection 45(3)  if a capital cost
allowance was claimed under paragraph 20(1)(a) after 1984Under subsection 148(9) a disposition of a life insur-
in respect of the property.ance policy occurs where the policy is surrendered or, sub-

ject to certain exceptions, there is a payment by the
Document No. 2007-0224761E5, December 18, 2007insurer. The taxpayer’s gain on the policy, determined

under subsection 148(1), is included in income under para-
graph 56(1)(j).

Taxation of Payments Received under the
The gain on the policy is the proceeds of disposition ‘‘Canadian Farm Families Optionsless the adjusted cost basis of the policy. The ‘‘proceeds of

Program’’disposition’’, as defined in subsection 148(9), would
include any return of premiums received by the taxpayer.

The issue considered by the CRA involved farmersThe adjusted cost basis of the policy is essentially the pre-
receiving payments under the Canadian Farm Familiesmiums paid by the taxpayer plus any income earned on
Options Program (‘‘Program’’). The Program provides themthe policy less the net cost of pure insurance under the
with immediate financial assistance and access to profes-policy.
sional services for the purpose of improving their income
but only if all the following conditions are met:Document Nos. 2007-0230321E5 and 2007-0257601E5,

May 1, 2007 and November 6, 2007 respectively
● The total income must be below $15,000 for a sole

farmer and $25,000 for a farm family.

Change in Use of a Condo — Principal
● The farm operator must report a gross farm income of at

Residence Election under Subsection 45(3) least $50,000 for the year 2005 and must carry on regular
farming activities in the year during which a claim for

The issue reviewed by the CRA involved the owner of a financial assistance is made under the program.
condominium unit held in a rental pool and administered
by a hotel which was responsible for finding tenants for the ● If the farm business is carried on as a corporation, the
unit during the year. The unit was inhabited by the owner farmer or his family must hold at least 20% of all out-
20% of the time and rented to other tenants the rest of the standing common shares.
time. The owner subsequently decided to inhabit the unit
as his principal residence 100% of the time. The CRA was The CRA was asked to confirm the tax treatment of
asked if the owner could file an election under subsec- amounts received under the Program by beneficiaries with
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farm business income and by those without such income. Capital Dividends — Election under
It was also asked if those amounts would be subject to Subsection 184(3) To Treat Excess as
Canada Pension Plan (CPP) and Quebec Pension Plan (QPP) Separate Dividend 
contributions. It was finally asked if the amounts would be
included in ‘‘earned income’’ within the meaning of this The situation reviewed by the CRA involved a private

corporation other than a large corporation (‘‘ACO’’) thatterm in subsection 146(1)  for the purpose of calculating
realized a capital gain on the disposition of a property inthe beneficiaries’ RRSP contribution room.
Year 1 and included the corresponding taxable capital gain
in its capital dividend account (‘‘CDA’’). No other amountThe CRA confirmed that the amounts paid under the
was included in its CDA. ACO paid a dividend equal to the

Program to beneficiaries with farm business income would CDA to its individual shareholder and filed the election
be included in their income in accordance with subsec- under subsection 83(2)  to treat the dividend as a capital
tion 9(1)  if they used the accrual method and subsec- dividend. Following an audit, the CRA recharacterized the

capital gain as business income, reassessed ACO for Year 1tion 28(1) if they used the cash method. Agriculture and
tax return and reduced its CDA by the same amount, whichAgri-Food Canada must report the amounts on Form
caused an excessive election and a Part III Tax within the

AGR-1 prepared in the name of the beneficiaries in accor-
meaning of subsection 184(2). ACO filed on the same date

dance with Regulation 234. The definition of the expression a notice of objection in respect of both Part I and Part III Tax
‘‘farm support payment’’ is broad enough to include the notices of assessments. ACO could have filed an election

under subsection 184(3)  to treat the excess as a separateamounts received under the Program (see Regula-
taxable dividend payable to its shareholder and avoidtion 234(2)). The amounts paid under the Program to the
paying the Part III tax but decided not to do so and simplyshareholders, the farmers’ spouses and other persons
objected to the CRA assessment. Assuming that ACO

without a farm business income would be included in their would lose its appeal to the tribunal for questions 1 and 2
income by virtue of proposed subparagraph 56(1)(r)(iv) below and win it for questions 3 and 4, the CRA was asked
(see new Bill C-10) applicable after 2002. Agriculture and the following questions:
Agri-Food Canada is also required, in accordance with Reg-

1. Whether the CRA would automatically grant a timeulation 200(2)(c), to report the amounts as other income in
extension to ACO to file the election under subsec-

Box 28 of Form T4A prepared in the name of the benefi-
tion 184(3)  if it applied for it under subsec-

ciaries. CPP contributions are withheld from an employee’s tion 220(3.2) ?
remuneration if he or she is over 17 but under 70, if he or

The CRA confirmed that it was not its administrativeshe has an employment entitling him or her to receive a
policy to automatically grant an extension to file this typepension, and if he or she does not receive a CPP pension.
of election even if the request was valid under subsec-To the extent a beneficiary is not employed nor entitled to
tion 220(3.2) . For additional information on this topic, see

receive a pension from Agriculture and Agri-Food Canada, Information Circular 07-1.
the second condition is not met and no CPP contributions

2. Whether ACO could file both the notice of objec-are required unless the beneficiary is self-employed and
tion in respect of the assessment of Part I and Part IIIdecided to make voluntary contributions to the plan.
Tax, and the election under subsection 184(3)  atAmounts received under the Program may be included in
the same time, and then ask the CRA to defer the

the beneficiary’s earned income (see subparagraph (a)(ii) of processing of the election until the tribunal had
the definition of that expression in subsection 146(1) ) if all dismissed ACO’s appeal?
the following conditions were met: (1) The beneficiary was

The CRA confirmed that it could not defer thea resident of Canada during the whole year; (2) The benefi-
processing of a validly filed election until the appeal isciary earned income from a farm business in which he or
dismissed by the tribunal. Instead, the CRA Assessment andshe was actively engaged; and (3) The amounts received
Benefit Services Branch (‘‘ABSB’’) should authorize the elec-

from the Program were included in his or her farm business tion immediately and the CRA Appeals Branch (‘‘AB’’)
income by virtue of subsection 9(1) or 28(1). Amounts should cancel the Part III Tax assessment as per subsec-
received under the Program by other beneficiaries and tion 165(3) . The decisions by ACO to (1) object to the CRA

assessment to treat the gain as business income instead ofincluded in their income by virtue of subpara-
capital gain; and (2) file an election under subsec-graph 56(1)(r)(iv)  would not qualify as earned income to
tion 184(3)  as if it agreed there was an excessive electioncalculate their RRSP contribution room. The CRA referred
under subsection 184(2) appeared to be contradictory.

the taxpayer to Revenue Quebec for the question con- When an election form required by the Act is filed by a
cerning QPP contributions. taxpayer, the CRA processes it immediately to determine if

it is valid. The AB would have to consider that election
Document No. 2007-0228241E5, January 2, 2008 before reviewing ACO’s notice of objection and deciding
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whether to cancel, modify or confirm the Part III Tax assess- Tax if: (1) ACO objected only to the assessment of
ment. Part I Tax and elected under subsection 184(3) , and

(2) the shareholder was taxed on the resulting tax-
3. Whether the CRA would accept the deferral of the able dividend and decided to file a waiver on

processing of the shareholder’s notice of objection Form T2029 instead of a notice of objection in
in respect of a taxable dividend included in his respect of the taxation of the dividend?
income and the payment of the associated tax and
interest until the tribunal allows ACO’s objection,

The CRA confirmed that the shareholder’s waiver of hisassuming ACO would object only to the Part I Tax
‘‘normal reassessment period’’ (within the meaning of thatportion of the assessment and file an election
expression in subsection 152(3.1) ) before the expiration ofunder subsection 184(3) ?
that period would be considered inadmissible because of
the contradiction between the shareholder’s decisions to:The AB would not defer the processing of the share-
(1) agree with the inclusion of a taxable dividend in hisholder’s notice of objection until the tribunal had rendered
income to allow ACO to file the subsection 184(3) election,its decision on ACO’s appeal on the Part I Tax assessment
and (2) file a waiver to enable the CRA to issue a reassess-but instead confirm that assessment in accordance with

subsection 165(3). Again, the CRA noted the contradiction ment to cancel the taxation of the dividend.
between the shareholder’s decision to be part of the elec-
tion under subsection 184(3) causing the inclusion of a 5. Whether the CRA’s answers would be different if a
taxable dividend in his income and his decision to file a management company (‘‘BCO’’) holding all the
notice of objection in respect of that same inclusion. The shares of ACO was placed between ACO and its
CRA also noted the absence of any connection between shareholder, if then a capital dividend was paid by
the Part I Tax assessment payable by the shareholder in to BCO and included in its CDA, and if finally the
respect of which he filed a notice of objection and the dividend was paid to BCO’s shareholder before the
Part I Tax assessment payable by ACO in respect of which it CRA audit took place?
filed a notice of objection. The former was caused by the
election filed by ACO and the latter was caused by the

The CRA confirmed that the answers to questions 1 totreatment of a capital gain as business income.
4 would not be different in this modified situation.

4. Whether the CRA would accept a waiver from the
Document No. 2007-0221211I7, December 5, 2007shareholder and automatically reassess his Part I


