DIGEST

I3

BUSINESS PROFITS WAR TAX
ACT, 1916

AN

AMENDMENT ACT, 1917
CANADA

With the Compliments of
"THE ROYAL BANK OF CANADA




DIGEST

OoF T.E

BUSINESS PROFITS WAR TAX
ACT, 1916

AND

AMENDMENT ACT, 1917
CANADA

With the Compliments of
THE RCYAL BANK OF CANADA







THE BUSINESS PROFITS WAR TAX ACT,
1916

6-7 Geo. V., Chap. 11, and AMENDMENT ACT, 1917,
7-8 Geo. V., Chap. 6

Definitions

“‘Minister”” means the Minister of Finance. (S:Ct-o’o

“Board"” means the Board of Referees appointed under
Section 9.

“Non-Canadian Company' means an incorporated com-
pany having its head office or principal place of business
outside Canada, but having assets in or carrying on business
in Canada, either directly or through or in the name of any
other person.

“Person” means any individual or person and any part-
nership, syndicate, tiust, association or other body and any
body corporate, and the heirs, executors, administrators,
curators and assigns or other legal representatives of such
person, according to the law of that part of Canada to which
the context extends.

“Tax" means the tax authorized by Section 3.

“Taxpayer’ means any person paying, liable to pay, or
believed by the Minister of Finance to be liable to pay, any
tax imposed by this Act.

Amount of Tax

In the case of a business owned by an incorporated com- g, 3
pany, profits earned in excess of 7% per annum are subject to
a tax of 25% of the amount by which such piofits exceed 7%,.
In the case of a business owned by any other person, a tax of
259% is levied on profits in excess of 10% per annum upon
the capital employed. (These taxes are payable for each and
every accounting period ending after December 31, 1914.)

Where profits in any business exceed 15% per annum the
above taxes are increased to 509, with respect to profits
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in excess of 159, but not exceeding 20%. Where profits
exceed 20% per annum the tax is incieased to 759 with
respect to all profits in excess of 20%,. (These taxes on excess
profits are payable for each and every accounting period
ending after December 31, 1916.)

Provided, however:

(a) That the amount payable by any person under the
provisions of Part I of the Special War Revenue Act,
1915, be deducted from the amount payable under
the provisions of this Act.

(b

~

That the dividends received from the stock of any
incorporated company which has paid a tax upon its
profits under the provisions of this Act shall not be
included when the profits of any business are being
determined.

(c) That the amount of any tax paid under the provisions
of the Finance Act (No. 2), 1915, ot the United Kingdom,
or under any legislation of the Government of India,
or of any British colony or dependency, or any allied
country or any other country that may become an ally
of Great Britain in the present war, or the colonies or
dependencies of any such countries, in respect of any
business liable to taxation hereunder shall be deducted
from the amount of the tax that would otherwise be
payable under this Act.

Accounting Period

The accounting period is the period for which the accounts
of any business have been made up. Where accounts have
not been made up for any definite period, or for the period
for which they have been usually made up, or if a year or
more has elapsed without accounts having been made up,
then the accounting period shall be taken to be such period
and ending on such date as the Minister may determine.
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Trades and Businesses to Which This Act Applies

This Act applies to all trades and businesses (including sec, 5
transpoitation) of any description carried on, or partly carried
on, in Canada, whether continuously or not, except:—

(a) The business of any person the capital employed in

which has been throughout the accounting period less
than $50,000, other than a business which, or 209,
or more of which, is or has been the manufacturin: or
dealing in munitions of war or in materials or su: plies
of any kind for war purposes.

(b) The business of life insurance.

(c) The business of farming and live stock rais

(d) The business of any company, commission or associa-

tion not less than 909, of the stock or capital of which
is owned by a province or municipality.

Examples:
I.—The Tax on Profits of an Incorporated Company

(a) Caprrar $80,000 (being not less than $50,000)
Profits $9,600, or 129, (being not more than 159%)

ProriTs Tax
$5,600, or up to 7% exempt. . ...t uunn.
4,000 at 25%. .. eveeureeeeenee... $1,000
$9,600 Total Tax........ $1,000

(b) CarrtAL $100,000 (being not less than $50,000)
Prorits $50,000, or 50% (being in excess of 15%)
ProrFITS Tax
$ 7000, orupto7%exempt. ... ..o covens
8,000, 25 % on piofits up to 15%.... $ 2,000

5,000, 509% on profits up to 20%. ... 2,500
30,000, 75% on profits in excess of

L g s e e 22,500

$50,000 Total Tax.. ... $27,000
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(c) CaritaL $40,000 (being less than $50,000)

Profits exempt from tax if the Company is not
making, or dealing in, Munitions or War sup-

plies. (Sec. 5(a)).

(d) CarrtaL $40,000, although less than $50,000, if the
Company is exclusively making, or dealing in,
Munitions or War supplies it is subject to tax.

(Sec. 5(a)).

Prorits $8,000, or 209,

PRrOFITS Tax
$2,800, or upto 7% exempt.......... ......
3,200, 259 on profits up to 15%. ... $ 800
2,000, 50% on profits up to 20%. ... 1,000
$8,000 Total Tax........ $1,800

(e).CarrTAL $40,000, although less than $50,000, if more
than 209, of profits are from the manufacture of,
or trading in, Munitions or War supplies, the
company'’s total profits are subject to the tax.

(Sec. 5(a)).
Prorits $10,800, or 27%
ProriTs Tax
$2,800, or upto 7% exempt............. ......
3,200, 25% on profits up to 15%. ...... $ 800
2,000, 50% on profits up to 20%. ...... 1,000
2,800, 759% on profits in excess of 20%.. 2,100
$10,800 ot ThE: 50550 $3,900
6
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IL.—The Tax on Profits of an Individual, Partnership,

Etc., Other than an Incorporated Company
(a) CarrTAL $80,000 (being not less than $50,000)
ProriTs $9,600, or 12%, (being not more than 15%)

ProriTs Tax
$8,000, or up to 10% exempt. .. ..... ......
U TR L B e $400
$9,600 TOMRL TRE. , oivvs $400

(b) CarrtaL $100,000 (being not less than $50,000)
ProriTs $50,000, or 509% (being in excess of 15%,)

ProrITS Tax
$10,000, or up to 10% exempt........... ......
5,000, 25% on profits up to 15%. ..... $ 1,250
5,000, 50% on profits up to 20%...... 2,500
30,000, 75% on profits in excess of
S T R 22,500
$50,000 Total Tax........ $26,250

(c) CaprTAL $40,000 (being less than $50,000)

Profits exempt from Tax if the Individual, Partner-
ship, etc., is not making, or dealing in, Munitions
or War supplies. (Sec. 5(a)).

(d) CarprraL $40,000, although less than $50,000, if In-
dividual, or Partnership, etc., is exclusively mak-
ing, or dealing in, Munitions or War supplies
it is subject to tax. (Sec. 5(a)).

Prorits $8,000, or 20%
Prorits Tax
$4,000, or up to 10% exempt......... ......
2,000, 25% on profits up to 15%.... $ 500
2,000, 50% on profits up to 20%. ... 1,000
$8,000 Total Tax........ $1,500
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(e) CarrTaL $40,000, although less than $50,000, if more
than 209, of profits are from the manufacture of,
or trading in, Munitions or War supplies, the
total profits are subject to the tax. (Sec. 5(a)).

Prorits $10,800, or 27%

PRrOFITS Tax
$4,000, or up to 10% exempt.......oovve cevnnn
2,000, 25% on profits up to 15%. ...... $ 500
2,000, 50% on profits up to 20%. ...... 1,000
2,800, 75% on profits in excess of 20%. . 2,100
$10,800 Total TEX...o0c0eaus $3,600

1II.—The Tax on Profits under the ‘‘Business Profits
War Tax Act” and the “Income War Tax Act”

NOTE—Taxpayers may deduct the Tax under the * Business
Profits War Tax Act” from the Income Tax. If the Business
Profits Tax is the greater, it is the only tax payable.

Examples

(a) AN INCORPORATED COMPANY

CariTAL $80,000, ProriTs $9,600, or 129,
Under *‘Business Profits Act”

Upto 7%, 0t 85,600, ..000esenvsvesnse Exempt
12%, or $4,000 at 25%.ossssv000. $1,000*
Under “Income Tax Act”
g e B e A e - R $9,600
BRBIBDE 00000 5105 0.0t s smswimmmenpibadihs 3,000
Taxable Income...........covvvuneenn. $6,600
TORPEL TR T ' o 42850 46 Buinredodals $264

*The Business Profits Tax, being the greater, is the only tax paid. If the
Business Profits Tax were less than the Income Tax, it would still be paid
in full, but the amount so paid would be deducted from the tax payable
under the Income Tax Act. 8
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(b) AN INDIVIDUALT
CaritaL $100,000, Prorits $43,000, or 439,

Under ‘' Business Profits Act”

Up to 10%, or $10,000. ..o cvvsssssssas Exempt
15%,0r 5000at25%.......... $1,250
20%,0r 5,000 at 80% .+« 00ie 2,500

Over ;20%,or 23,000at 75%.......... 17,250

$21,000*
Under ‘'Income Tax Act"”

RS o e T R Ve Ry W $43,000

X S S RS e e O T 3,000

TRRADIE ITOOMN - o o000 ok k00w 630 50 S0H 610 4 n $40,000

Normal Tax

and Super-Taxes} .................... $4,280

*The note to Example (a) also applies to this Example,

tIn the case of a Pammslli&the Partnership would pag the tax of
$21,000, but each partner would entitled to deduct from his perso:
Income Tax such proportion of the Business Profits Tax as may correspond
to his interest in the income of the partnership.

Computation of Profits

Profits are the net profits arising in the accounting period. g:c'b-gec_ 1

The profits of a non-Canadian company are the net profits Sec, 6
arising from its Canadian business including both domestic Sub-Sec. 2
and export business.

No deductions from gross profits for depreciation or forge% gec $
any expenditure of a capital nature for renewals, or for the
development of a business, are allowed, except such amount
as appears to the Minister to be reasonable and to be prop-
erly attributable to the accounting period. The Minister,
when determining profits derived from mining, shall make an
allowance for the exhaustion of the mines.

Any deduction made from gross profits for the remunera- Sec. 6

Sub-Sec. 4
tion of Directors, Managers and other persons concerned in
the management of a business may not, unless the Minister
otherwise directs, exceed the sums deducted for such purposes
in the last accounting period ending before January 1, 1915,
No deductions shall be allowed in respect of any transaction
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where it appears, or to the extent to which it appears, that
the transaction has improperly reduced the amount of the
profits for the purposes of this Act.

In the case of a contract extending beyond one accounting
period from the date of commencement to its completion and
only partially performed in any accounting period, there shall,
unless the Minister directs otherwise, be attributed to each
of the accounting periods in which such contract was partially
performed, such proportion of the entire profits or estimated
profits in respect of the complete performance of the contract
as shall be properly attributable to such accounting periods
respectively, having regard to the extent to which the contract
was performed in such periods.

Sec. 6 If any incorporated company conducts its business,

Sub-Sec. 6 g 'S
whether under agreement or otherwise, in such manner as to
benefit its shareholders, or other persons directly or indirectly
interested in such company, by selling its product at less than
the fair price which might have been obtained, the Minister
may determine the amount which shall be deemed to be the
profits of such company. In determining such profits the
Minister will have regard to the fair price which, but for any
agreement or understanding, could have!been obtained for
such product.

Sec. 6
Sub-Sec. 5

Capital

The capital employed in the business of an incorporated
company having its head office or principal place of business
in Canada is the amount paid up on its capital stock.

Su&&bgec' . The capital employed in the business of a non-Canadian
company is such portion of the amount paid up on its capital
stock as bears the same proportion to the amount paid up on
its entire capital stock as the value of its assets in Canada
bears to the value of its total assets.

S .3  The amount paid up on the capital stock of a company

" isthe amount paid in cash. If stock was issued before January

1, 1915, for any consideration other than cash, the fair value

Sec. 7
Sub-Sec. 1
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of such stock on such date is deemed to be the amount paid
up. If stock has been issued since January 1, 1915, for any
consideration other than cash, the fair value of the stock at
date of issue is deemed to be the amount paid up. In esti-
mating the value of stock issued for any consideration other
than cash, regard is had to the value of the assets and liabilities
of the company at the date at which such value is determined.
In no case will the value of the stock be fixed at an amount
exceeding the par value.

The actual unimpaired reserve, rest or accumulated profits Sﬁc,,;ec 4
held at the commencement of an accounting period by an
incorporated company is included as part of its capital as
long as it is held and used by the company as capital.

The Minister may determine the amount of capital of any Sec. 7

. R Sub-Sec. §
incorporated company issuing stock after February 15, 1916.
If, after that date, the capital stock of any incorporated
company is increased, or if the stock is in any way changed or
re-organized in such a manner as to increase the capital, the
Minister will decide whether or not it is fair and proper to
include such increasc when determining the amount of the
capital stock of such company. The decision of the Minister
is final.

Capital Other than that of an Incorporated
Company

The capital employed in any business other than that of gﬁggﬂ :
an incorporated company is taken to be the fair value of its ’
assets used in connection with the business during the ac-
counting period.

Accumulated profits employed in the business are deemed §f.°ss’.c. "
to be capital.

Any money borrowed or debts incurred in connection Sec. 8

. . . . b-Sec. 3
with the business are deducted in computing the amount of
capital.

11
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Board of Referees

The Governor-in-Council may appoint a Board, or Boards,
of Referees to act as a Court, or Courts, of Revision. (See
Secs. 15-21.)

Return Required

A return on Form “J " of the Schedule to this Act must be
delivered to the Minister of Finance, without notice or demand,
on or before the first day of July in each year. In this return
the taxpayer must state an address in Canada to which all
notices, etc., shall be mailed or sent,

In the case of a partnership, syndicate, association, etc.,
the return shall be prepared and signed by a member or officer
having a personal knowledge of the affairs of such partnership
or other body. In the case of an incorporated company the
return shall be prepared and signed by the president, secretary-
treasurer or chief agent having a personal knowledge of the
affairs of such corporation,

The Minister may at any time extend the time for making
the required return.

These sections empower the Minister to demand further
information if he deems it necessary, also the production on
oath of any books, letters, statements or other documents, in
default of which a taxpayer is liable to a penalty of $100 for
each day during which the default continues. Any person
making a false statement will be liable to a penalty not ex-
ceeding $10,000 or to six months' imprisonment, or to both
fine and imprisonment.

Assessment and Date of Payment of Tax

The Minister shall, on or before September 1st in each year,
or on or before such other date as he may in any case or cases
prescribe, determine the amounts payable under this Act and
shall send by registered mail a notice of assessment to each
taxpayer notifying him of the amount payable by him. The

12
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tax shall be paid each year within one month from the dale of
mailing of the notice of assessment. In default of payment,
interest at the rate of 7% per annum will be charged
Any person liable to the tax shall continue to be liable for gfx%—éic 5

the period of three years from the time at which such tax would ’
have been payable. In case any person so liable fails to make

a return, or shall make an incorrect or false return, and does

not pay the tax in whole or in part, the Minister may at any

time within the said three years assess such person for the tax,

or such portion as he may be liable to pay, and may prescribe

the time within which appeal may be made from the assess-

ment or from the decision of the Board of Referees.

Secrecy

No person employed in the service of His Majesty shall Sec. 14
communicate or allow to be communicated to any person not
legally entitled thereto any information obtained under the
provisions of this Act, or allow any such person to inspect
or have access to any written statement furnished under the
provisions of this Act. Any person violating any of the pro-
visions of this section shall be liable on summary conviction
to a penalty not exceeding $200.

Board of Referees as a Court of Revision -

Sections 15 to 18 provide for the appointment of a Board, or Secs. 15-18
Boards, of Referees as a Court of Revision to hear and de-
termine any appeal made by the taxpayer under this Act.

Appeal to Exchequer Court

Under these sections a taxpayer who is dissatisfied with Secs. 19-21
the decision of the Board may give written notice within
twenty days to the Minister of Finance of his desire to appeal.
The Minister will then refer the matter to the Exchequer Court
of Canada for hearing. The decision of the latter shall be
final,
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Taxes as Debts Due to Crown and a Lien upon
the Taxpayer's Property

Under Sections 22 to 25 taxes and interest and costs are
held to be recoverable as debts due to the Crown and a lien
and charge upon the property, real or personal, movable or
immovable, of the taxpayer.

Duration of Tax

The provisions of Section 3 of this Act shall not continue
in force after December 31, 1917, provided, however, that
with respect to every business liable to taxation the period
for which the 1eturns shall be made and during which it shall
be liable for assessment, shall be at least thirty-six months,
commencing with the beginning of the first accounting period
ending after December 31, 1914, or for such less period as
the business may have been cariied on from the beginning
of the said accounting period to the end of the period for
which the tax may be levied under this Act.

14
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FORM 1J.
Tue BusiNess ProrFirs War Tax Acr, 1916.
For Persons other than Incorporated Companies.
Money borrowed and
Name of Address in Canada Capital |debts due by taxpayer| Gross Net Accounting
Taxpayer Address to which notices, | employed in o1 n with |Profits| Profits Period
etc., may be sent Busi Busi
(Signature) .. .. ..
o For Incorporated Companies.
i Total of Paid Value | Value | Profits
Address| Bonds | “*Bid 5ok | Unimpaired [Up Stock, re- Ac- | of | of | of
Name of including reserve, rest | serve, rest | Gross | Net |count-|assets | Assets| Cana-
c of ggxd Debenture| p. | com.| OF accumu- audla - tProfits (Profits| ing Ciann o&uli‘de ;h:‘n
ompany ce | € 2 lated profits | accumulat - - usi-
ferred | mon profits aca* | ada* |.ness*
(Rank of Official)
*This information only required from having their head office or other place of business outside Canada.
Address in Canada to which}
SIS T R TR R R - o ac o+ 5 mieen i nns 5w o i aes S0 S0 o 20 5 05008 o PN 35 B S D S w S il B AT S e s
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FORM K.
THE BUSINESS PROFITS WAR TAX ACT, 1916

In the matter of the assessment of
To the Minister of Finance:—

I hereby give notice that I object to the amount at which
I am assessed for the following reasons:

(Here shortly describe reasons)

or I am not liable to taxation under the above Act for the
following reasons:

(Here skortly describe reasons)

DAL AN, + ;s ¢ (i o vansRr e L S 19..

FORM L.
THE BUSINESS PROFITS WAR TAX ACT, 1916

In the matter of the assessment of
To the Minister of Finance:—

I hereby give notice that I am dissatisfied with the decision

given by the Board of Referees in this matter for the following
reasons:

(Here shortly describe reasons)

and that I desire to appeal to the Exchequer Court of Canada.
DRMWRANIE: o ovvvinvsis s 9555 L NP, KL AD. 19..
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The Royal Bank of Canada
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