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Introduction

Canada is a federal state with a central govertiment and ten provincialgovernments. In 1867, the principal colonies of th British Crown in NorthAmerica united to form the nucleus of a new nation and the British North AmericaAct of that year became its written constitutin. This statut created a centralgovernment with certain powers twhile centinuinge exisenc o political sub-divisions called provinces with powers of their own.

Under thie gritish North America Act, the Parliament of Canadas has Áteright to raise "1money by any mode or system of taxation", while the provinciallegislatures are restricted to "direct taxation within the province in order tothe raising of a revenue for provincial purposes". Thus, the provinces have aright to share only in the field of direct taxation, while the Federal Govern-ment is not restricted in any way in matters of taxation. The British NorthAmerica Act also empowers the provincial legislatures to make laws regardin'imunicipal institutions in the province". This means that the municipalitiesderive their incorporation with its associated powers, fiscal and otherwise,from the provincial government concerned. Thus, municipalities are elso limitedto direct taxation.

A direct tax is generally recognized as one "which is demanded from the
ver t on who it is intended or desired should payit. Thisr conception haslimte te provincial governments to the imposition of income tax, retail saletax, succession duties and an assortment of other direct levies. In turn,muniipaiis, acting under the guidance of provincial legislt iontxelesttewaer onumption and places of business, The Federal Government eviesdirect taxes on income, on gifts, and on the states of deceased persons andindirect taxes such as excise taxes, excise and cuistoms dudiesadaslstx

The increasing use by both the Federal Government and the poicagovernments of their rights in the fedof dirc aatini h 90rsled in uneconomic duplication ad some severt xlveSar gi 91
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a series of federal-provincial tax agreements were concluded to promote the
orderly imposition of direct taxes. The duration of each agreement was
normally five years. Under the earlier agreements, the participating
provinces undertook in return for compensation not to use, or permit their
municipalities to use, certain of the direct taxes., Under the present
arrangements the federal income tax otherwise payable in all provinces and
the estate tax otherwise payable in three provinces are abated by certain
percentages to make room for provincial levies.

The current arrangements became operative on April 1, 1962, and were
originally scheduled to terminate on March 31, 1967; they have, however, been
extended to March 31, 1969. They amount to a partial federal withdrawal from
the field of direct taxation and a re-entry of all provinces in the vacated
area. The federal personal income tax otherwise payable on income earned in
a province and on income received by a resident of a province is reduced by the
following percentages.

16% for 1962 income
17% for 1963 income
18% for 1964 income
21% for 1965 income
24% for 1966 income
28% for 1967 and 1968 income.

The abatements in respect of income earned in Quebec or received by
a resident of Quebec are 44 per cent for 1965 income, 47 per cent for 1966
income and 50 per cent for 1967 and 1968 incomes. The additional points of
abatement in the case of Quebec is to allow that province to collect revenue
to pay for certain programmes that are paid for in whole or in part by the
Federal Government in other provinces.

The Federal Government also reduces its rate of corporation income
tax on taxable income of corporations earned in the provinces. The reduction
was 9 per cent of taxable income earned in any province except Quebec and

10 per cent of taxable income earned in Quebec for the years from 1962 to 1967.
The additional 1 percent reduction in respect of taxable income earned in
Quebec for these years'was to compensate for the additional tax levied by the
province during this period on corporation income to provide grants to
universities. These provincial grants replaced federal grants which, in other
provinces, were paid to the universities by the Federal Government through the
Canadian Universities Foundation. For 1967 and 1968, with the termination of
direct federal financial assistance to universities, the abatement of the

federal rate of corporation income tax is 10 per cent of taxable income in all
provinces.



The Federal Government also abates the federal estate tax otherwise
payable by 75 per cent in respect of property situated in a province that
levies its own death tax.* Only Ontario, Quebec and British Columbia now levy
death taxes ini the form of succession duties.

These reductions iii federal inconie tax and estate tax do flot apply
to the Yukon or the Northwest Territories or to income earned outside Canada.
l'he Yukon and Northwest Territories do not impose income taxes or death taxes.

The provincial tax rates are flot restricted to the extent of the
federal withdrawal. The constitutional position of the provinces permits them
uiilimited use of direct taxes for the raising of revenue for provincial purposes.
tlowever, in f ive provinces (Prince Edward Island, Nova Scotia, New Brunswick,
Alberta and British Columbia) the provincial rates of income tax do not exceed
the federal abatement.

As part of the 1962-69 fiscal arrangements, the Federal Government
lias entered into tax collection agreements under whieh it collects the
provincial personal income taxes for all provinces except Quebec and the
provincial corporation income taxes for ail provinces except Ontario and Quebec.

Federal Tlaxes

Itidividual Income Tax

Personal income taxation in Canada is on the basis of residence
rather than citizenship.

Every individual who is resident in Canrada at any time during a year
îs liable for the payment of income tax on ail hisý income. Every non-resident
individual who is employed or carnies on buiesin Canada during a year is
lhable for tax on his încome earned in Canaida, The term "residence" is difficuit
to define simply but, generally speaking, it is taken to be the place where a
person resides or where he maintains a dwelling ready at ail times for lis use.
There are also extensions of the meaning of Canadian resident to include a person
who has sojourned in Canada for an aggregate period of 183 days in a taxation
year, or a person who was, during the year, a member of the armed forces of
Ca'.nada, or an ambassador, a high commissioner, or an officer or servant of Canada
or of any one of its provinces, or the spouse or dependent child of any such
person . **,

* Thýe o-rigýinal agreeme-nt was for a 50 percent abatement. However, at the
conclusion of a federal provincial conference in late 1963, it was increased
to 75 per cent in respect of deaths occurring after March 31, 1964. Current-
ly, only the estates of domiciliaries of British Coluiubia quialify for the
full 7S percent abatement. Quebec. and Ontario estates are teiiporarî.ly
eligible for only 50 per cent becauise these two pronvinces have elected, for
the time being, to take a. payment fr-ow the Feder-al Governmient on accouint of
the additional 25 percent iibateiet rather- than to increasýe their sujccession
duty rates.

SSec also Section 139(3)(c), whichi extends residence to employees under
certain development- assistance programmes.
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The Canadian tax law uses theconceptions "income" and "'taxable
incomell. The income of a resident of Canada for a taxation year comprises his
revenues from ail sources inside or outside Canada and includes income for the
year from ail businesses, property, offices and employnxents. It does not
include capital gains unless they arise out of the conduct of a business or as
a result of an adventure in the nature of trade.

In computing his income for a taxation year, an individual must
include ail dividends, fees, annuities, pension benefits, allowances, interest,
alimony, maintenaince payments and other miscellaneous sources of income. On
the other hand, war service disabulity pensions paid by Canada or an ally of
Fier Majesty at the time of the war service, unemployinent insurance benefits,
compensation in respect of an injury or death paid under a workmen's compensa-
tion act of a province and family allowances do not have to be included tin the
computation of income.

In computing his income for a taxation year, an individual who is
carrying on business may deduct business expenses including depreciation
(called capital-cost allowances), interest on borrowed money, reserves for
doubtful debts, contributions to pension plans or deferred profit-sharing plans
for his employees, bad debts, and expenses incurred for scientific research,

In general, no deductions are allowed in computing income from salary
and wages,although there are exceptions. These exceptions include travelling
expenses of employees who have to travel as they perform their work (such as
ernployees on trains), union dues, alimony payments, and contributions to
registered pension plans. Individuals may deduct, within limits, amounts set
aside to provide a future income under registered retirement savings plans.
Students attending universities, colleges, high schools, public schools or
certain other certified educational institutions in Canada may deduct their
tuition fees if they exceed $25 £2r annuým. Students in fulli-time attendance
at universities outside Canada are also ailowed to deduct their tuition fees.

Hlaving computed his income, the individual then calculates his taxable

income by deducting certain exemptions and deductions. These exemptions and
deductions are as follows:

For single status. $1,000
For married status $2,000
For dependent children eligible to
receive family allowance * $ 300 a child

* -Family allowances are monthly welfare payments by the Federal Governinent to

the parents or guardians of children under 16 years of age. The allowance is
$6 for each child under 10 years of age and $8 for each child between the ages
of 10 and 16. These allowances are not subject to income tax. Payments are

also made in respect of children between the ages of 16 and 18 in full"tiine
attendance at educational institutions. Such payînents are ca.lled youth allow-
ances and amount to $10 a month. The right to dedtiet $550 for a dependent
child is flot affected hy the receipt of these youtth allowances.
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For other dependants (as defined
in the law) $ 550 a dependant

Where taxpayer is over 65 years
of age* additional $500

Where taxpayer is.blind or confined
for the whole of the taxation
year to a bed or a wheelchair additional $500

Chari table donations up to 10% of income

Medical expenses in excess of 3% of

income

In lieu of claiming deductions for charitable donations and medical expenses
an individual may dlaim a standard deduction of $100.

As already stated, an individual resident ini Canada is taxed on his
income from both inside and outside Canada. An individual not resident in
Canada at any time during the year but who carnies on business in Canada or
who earns salary or wages in Canada is taxed only on the income earned in
Canada. In computing taxable income earned in Canada such a non-resident is
allowed to deduct that part of the exemptions and deductions that may reason-
ably be attributed to the income earned in Canada. (A non-resident who derives
investment income from Canada is taxed in a different way described under a
separate heading). An individual who ceases to be a resident of Canada during
the year, or who becomes a resident during the year so that he is resident for
only part of the yearwill be subject to income tax in Canada on only that part
of his income for the year received while he is resident in Canada. Under
these circumstances, the deductions from income perznitted in determining taxable
income will be the ainount that may reasonably be considered as applicable to the
period during which he is resident in Canada.

A progressive schedule of rates is applied to taxable income. These
rates begin at Il per cent on the first $1,000 of taxable income and increase
to 80 per cent on taxable income in excess of $400,000. In addition, an old-age
security tax is levied on taxable income at the rate of 4 per centwith a
maximum of $240 reached at the level of $6,000.

After calculatîng income tax using this progressive schedule of rates,
an individual is allowed a deduction from such tax under four main headings:

a) Dividend tax credit:

In order to partially eliminate the double taxation of corporate
Profits and to encourage participation in the ownership of Canadian companies,
Canadian residents are allowed to deduct from their tax an amount equal to
20 per cent of the net dîidends they receive from Canadian taxable companies.

*This special deduction is not granted to taxpayers under 70 years of age
who receive an old-age security pension.



-6 -

b) Foreign tax credit:

Foreign taxes paid on income from foreign sources may be deducted
frorn Canadian income tax, but the deduction may flot exceed the proportion of
Canadian tax related to such income.

c) Abatement under federal-provincial arrangements:

In 1967, the fedéral personal income tax otherwise payable on income
of a resident of a province and on income earned in a province is reduced by
28 per cent.*

d) General tax reduction:

In 1967, ail persons may deduct froin their federal income tax an
amount equal to the lesser of 20 per cenit of "basic tax"I or $20. "Basic tax"I
is personal income tax excluding the old-age security tax after deduction of
the dividend tax crédit but before abatement for provincial income tax.

To a very large extent, individual income tax is payable as the
income is earned. Taxpayers; in receipt of salary or wages have tax deducted
f rom their pay by their employer and, in this way, pay nearly 100 per cent of
their tax liability during the calendar year. The balance of the tax, if any,
is payable at the time of fîing the tax return before April 30, in the
following year. People with more than 25 per cent of their income from sources
other than salary or wages must pay tax by quarterly instalments throughout the
year. Here again, returns must be filed before April 30 in the following
calendar year. Fariners and fishermen pay two-thirds of their tax on or before
December 31 each year and the remainder on or before April 30 in the following
year.

The following table shows what taxpayers pay at various levels of
incomfe:

*Except in the case of income earned in Québec or received by a resident
of Québecs where it is reduced by 50 per cent (see Introduction).
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TABLE

Canadian Personal Income
Tax in 1967

Inicome

Single taxpayer-
no dependants

Married taxpayer
no dependants

Married taxpayer
two chîldren
eligible for
family allowances

$ 1,200
1,500
2,000
2,500
3,000

50,000
10,000

50,*000
100,00o

2,200
2,500
3,000
5,000
10,000
20,000
50,000

100,000

2,800
3,(00
5,000

10,000
20,000
50,000

100),000

Income
Tax

9
35
79

146
216
571

1,820
5$1805

20,945

0,35

79

383
1,524
5,'35S

20,395
50,185

9
26

281
1,>368
5,085

20,065
49,795

O.A.S.
Tax

4
16
36
56
76

156
240
240
240
240

4
16
36

116
240
240
240
240

4
12
92

240
240
240
240

In calculating these taxes, it has been assumed that ail taxpayerstake the standard deduction of $100, No aiiowance has been made for the
20 percent dividend tax credit.

The income taxes shown above are the combined federal and provincialtaxes ini ail provinces where the provincial tax is the saine as the federalabatement (i.e. in ail provinces except Quebec, Manitoba and Saskatchewan). InQuebec the provincial tax aipproximates the federal abatement. In Manitoba andSaskatchewan the provincial tax exceeds the abateinent by S percentage points.

Tax in 1967
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Corporation Income Tax

The Income Tax Act levies a tax upon the income from everywhere in
the world of corporatio 'ns resident in Canada and upon the income attributable
to operations in Canada of non-resident corporations carrying on business in
Canada.

In computing their income, corporations may deduct operating expenses'
including municipal real-estate taxes, reserves for doubtful debts, bad debts,
and interest on borrowed money. They may not deduct provincial income taxes
other than provincial taxes on income, derived from mining operations. (For
this purpose "'income from mining operations" is specially defined.)

Regulations covering capital-cost allowances (depreciation) permit
taxpayers to deduct over a period of years the actual cost of all depreciable
property. The yearly deductions or no~rmal capital-cost allowances are computed
on the diminishing-balance principle., (Taxpayers engaged in farming and fishing
may choose between this and the straight-line method). Published regulations
establish a riumber of classes of property and maximum rates. There is provision
for recapture of any amount allowed in excess of the ultimate net capital cost
of any asset.

Accelerated depreciation is allowed in respect of property acquired in
the period April 27, 1965, to December 31, 1967, to prevent water pollution (full
write-off in two years).

Expenditur 'es on scientific research related to the business of the
taxpayer may be written off for tax purposes in the year when incurred.

>Taxpayers operating mines> oil-wells, gas-wells, and wells for
extracting potash by the solution method are a]lowed a depletion allowance,
usually computed as a percentage of profits derived from minerai, oul or gas
production, which continues as long as the mine or well is in operation. This
allowance is in addition to capital-cost allowances on buildings, machiner' and
similar depreciable assets used by the taxpayer and the deduction of his explora-
tion and drilling expenses. Taxpayers operating timber limits receive an annual
allowance sometimes called a depletion allowance. This is a rateable proportion
of the amount invested in the limi t aind is based on the amount of timber cut in
the year. When the amount invested in the limit has been recovered, no further
allowance is given.

In computing taxable income, corporations may deduct dividends received
from other Canadian taxpaying corporations and also from foreign corporations in
which the Canadian corporation has 'at least 25 percent stock-ownership. Business
losses may be carried back one year or forward five years and deducted in comput-
ing taxable income. Corporations may also deduct donations to charitable organi-
zations up to a maximum of 10 per cent of their income.

SThe general rates of tax on corporate taxable income are 18 per cent on
the first $35,0O0 of taxable income and 47 per cent on taxable income in excess
of $35,000. -Corporations deriving more than a haîf of their gross revenue from
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the sale of electrical eiiergy, gas, or steam, pay tax on their taxable income
from such sources at the rate of 18 per cent on the first $35,000 of taxable
income, plus 45 per cent on taxable incoine in excess of $35,000.* Corporations
that qualify as investment companies pay a tax of 18 per cent on their taxable
income. Jn addition to these rates, ail corporations pay an old-age security
tax of 3 per cent of taxable income, brînging their rates up to 21 per cent
and 50 per cent (21 per cent and 48 per cent for the public utility companies
and 21 per cent for investment conipanies).

In calculating the amount of their income tax, corporations are
allowed a deduction froni tax under three heidings:

(1) FOrCign tax credit - foreign taxes paid on income froni foreign sources
inay be deducted froni Canadian income tax, but the deduction may not
exceed the proportion of Canadian tax related to such income.

(2) Abatemient under federal -provincial arrangements - corporations may
deduct froni their federal tax otherwise payable a tax abatement
equal to a fixed percentage of their taxable income attributable to
operations in a Canadian province. This abatement is to make room
for- the provincial income tax levied by each Canadian province. The
amount of the abatement is 10 per cent of taxable income attritutable
to o1)erations in each province.

(3) Provincial logging tax - corporations may deduct froni their federal
tax otherwise payable an amiount equal to two-thirds of a provincial
tax on încomc fromn logging operations not exceeding two-thirds of
10 per cent of the corporation's incomne from logging operations in
the province. (At present only Ontario, Quebec and B3ritish Columbia
impose Iogging taxes.)

rncoie froni the operation of a new mine, including wells for extract-
ing potash by the solution method, is exempt froni income tax during the first
three years, of the productive life of these assets.

Corporations are required to pay their tax (combined income and old-age
security tax) in monthly instalments but the period during which they pay tax for
al taýxationi year does not coincide with that taxation year. In each of the last
eight months of their taxation year and in the following two, they pay a twelfth
of their estimaitedl tax for the year (such estimate is based on the taxable income
of the previous year or the estimated taxable income of the year in progress).
In each of the following two months, they pay a. haîf of the estimated balance of
the tax comiputed by reference to the income of the taxation year. In the sixth
month folJowing the end of their taxation year, the final return has to be filed.

Taxation of Non-Residents

A non-resident is IÎable for payment of income tax if he was employed

or was carrying on business in Canada during a taxation year. The expression

*95 per cent of the federal tax collected from these corporations îs remitted
to the provinces.
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ftcarrying on business in Canada" includes: (1) maintaining a permanent
establishment in Canada; (2) processIng goods even partially in Canada; and
(3) entering into contracts in Canada.

The taxable incoîne of a non-resident derived froîn carrying on business
ini Canada, or froîn enîpioyment, in Canada, is taxed under the same schedule of
rates as Canadian residents, and non-resident corporations deriving income froîn
carrying on business in Canada are taxed on their taxable income attrihutable
to operations in Canada at the saine rates as Canadian resident corporations.
(Tax treaties with some countries provide certain exemptions froîn tax for
remuneration for services performed in Canada by residents or employees of these
countries. They ilso prohibit Canada taxing profits of a non-resident enterprise
unless that enterprise has a permanent establishment in Canada.)

Profits earned in Canada by a non-resident corporation carrying on
business through a branch or permanent establishment in Canada are taxed at the
regular rates of corporation income tax and are also subject to an additio'nal
tax of 15 per cent. This additional tax is imposed on profits attributable to
the branch after deducting therefron Canadian federal and provincial income taxes
and an allowance in respect of the net increase in capital investinent in property
in Canada.

Furtherinore, the Income 'fax Act provides for a tax at the rate of
1$ per cent on certain forms of income going froîn Canada to non-resident persons.
It applie.s to interest (other than interest on governînent bonds issued after
April 15, l%6ù, interest on certain bonds issued before December 20, 1960, and
interest paid to certain exempt lenders), dividends, rentaIs, royalties, income
from a trust or estate, and alimony. This tax applies whether the income goes to
non-resident individuals or corporations. The rate on royalties fron motion
picture films is only 10 per cent. The standard rate of 15 per cent is also
reduiced to 10 per cent in the case of dividends paid by a corporation that has a
degree of Canadian ownership.* This non-resident tax is withheld at the source
by the Canadian payer. Non-resîdents who receive only this kind of income from
Canada do not file returns in Canada.

Gift Tax

The Income Tax Act levies a tax upon gifts. The rates range froîn
10 per cent on an aggregate taxable value of $5,000 or under to 28 per cent on
an aggregate taxable valuie of over $1 million. Exemptions include comiplete
exemption of gifts of $1.,000 or less a donee and a general deduction of $4,000**
from aggregate taxable value of gifts made in a year.

*For definition of "Idegree of Canadian ownership" see Section 139A of the
Income Tax Act. Generally speaking, a corporation is regarded as having a
degree of Canadian ownership where 25 per cent of its equity and voting shares
are owned by Canadians and/or corporations controlled in Canada, or where the
voting shares of the corporation are listed on a Canadian stock-exchange and no
more than 75 per cent of its issued outstanding voting shares are owned by a
non-resident alone or in combination with related persons.

*This $4,000-deduction from aggregate taxable value is in addition to the
complete exemption of gifts of $1,000) or less a donee.
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Estate Tax

This tax applies to property passing, or deemed to pass, at death.
Ail the property of persons who were domiciled in Canada before their death
must be taken into consideration no matter where that property is situated; for
persons dying domiciied outside of Canada only their property situated in Canada
is subject to tax.

[n computing the tax of a Canadian domiciliary the value of the whole
estate is first determined. Once the aggregate value of the estate has been
determined, estate debts and certain expenses may be deducted. From the
resulting l"aggregate net value", there may be deducted the amount of a basic
exemption, which is increased where the decedent leaves a widow or dependent
child, and also the amount of any charitable bequests to charitable organiza-
tions in Canada. After these deductions, the amount left is the "'aggregate
taxable valuell,to which is applied the tax rates. From the tax so calculated
may be deducted (1) a tax abatement in respect of property situated in a province
that 1levies a succession duty, (2) a credit for gift tax paid on gifts made
within three years of death (the value of which must be inciuded in the aggregate
net value of the estate), and (3) a credit for foreign taxes.

If an estate is vaiued at $50,000 or less, no tax is exacted. (This
figure of $50,O00 is not a deductible exemption but simply an amount at or below
which no tax is ievied.) If an estate is vaiued at more than $5O,000 it may or
miay not be taxable, depending on its size and the exemptions and deductions for
whîch it qualifies, but in no case must the tax reduce the value of the estate
after tax to less than $50,000. The deductible exemption is $60,O00 iii respect
of a deceased maie survived by a spouse, or in respect of a deceased female
survived by an incapacitated spouse and a dependent child. In both cases there
is an additional exemption of $10,000 for each surviving child who is dependent
(generaliy, under 21). In ail other cases the exemption is $40,000, but if the
decedent is survived by a dependent child (i.e. an orphan) there is an additional
exemption of $15,00 in respect of each orphan.

The tax on the estates of Canadian domiciliaries is calcuiated by
appiying a graduated scale of rates. Foi, an aggregate taxable value of $5,O0
or less, the rate is 10 per cent. For an aýgregate taxable value of $100,000
the tax îs $19,000 and anything between $100,000 and $150,000 is taxed at 24
per cent. At $2 million of taxable value, the tax is $816,500 and the excess
over $2 million is chargeable at the highest rate of 54 per cent. (For the
compiete ratc schedule see Section 8 of the Estate Tax Act.)

As stated above, there is an abatement from federal1 estate tax other-
wise payable, in respect of provincial succession duties. Generally, the
ahatement is a deduction of 7S per cent from the federal tax otherwise payable
in respect of properýity -,iitted- in a province that levies suiccession duties.
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The property situated in Canada of a decedent not domiciled in Canada

is subject to estate tax at a flat rate of 15 per cent. No deduction is allowed

against the assessed value of such property except for debts specifically

chargeable to it. However, there is a special provision that exempts all such

property of less than $5,000 value and also provides that the tax must 
not

reduce the value of the property to less than $5,000. (The Estate Tax Convention

between Canada and the United States increases this figure to $15,000.) Where

property is subject to provincial duties the 15 percent tax is abated by 
75 per

cent.*

Excise Taxes

The Excise Tax Act levies a general sales tax and special excise taxes.

Both the sales tax and the special excise taxes are levied on goods imported into

Canada and on goods produced in Canada. They are not levied on goods exported.

The sales tax, which is at the rate of 9 per cent, is levied on the

manufacturer's sale price of goods produced or manufactured in Canada or on the

duty-paid value of goods imported into Canada. For alcoholic beverages and

tobacco products the sale price for purposes of the sales tax includes excise

duties levied under the Excise Act referred to below. An old-age security tax of

3 per cent is levied on the same basis as the 9 percent sales tax, bringing 
the

total sales tax to 12 per cent.**

Many classes of goods are exempt from sales tax. Food-stuffs, drugs,

electricity, and fuels for lighting or heating are generally relieved of the levy',

as are articles and materials used by public hospitals and certain welfare 
insti-

tutions. The products of farms, forests, mines and fisheries are, to a large

extent, exempt, as well as most equipment used in farming and fishing. Production

machinery and equipment, together with materials consumed or expanded 
in

production, are also relieved of the impost. Finally, a variety of items are

exempt from sales tax when purchased by municipalities. 
These and other

exemptions are set forth in schedules to the Excise Tax Act.

The Excise Tax Act also Drovides for a number of snecial excise taxes

which are in addition to the sales tax. Where these are ad valorem taxes they

are levied on the same price or duty-paid value as the general sales 
tax.

* Quebec, Ontario and British Columbia are the provinces imposing succession

duties. At present, the abatement in respect of Quebec and Ontario estates

is 50 per cent. It will go up to 75 per cent when these two provinces

increase their succession duty rates. See Introduction Section.

** A comprehensive list of building materials bears sales tax at the reduced

rate of 11 per cent (8 percentage points for general revenue purposes and

3 percentage points for old-age security purposes).

The 1967 budget (brought down on June 1, 1967) announced that, effective

September 1, 1967, all drugs would be exempt from sales tax. It also

advanced the date of full sales-tax exemption for production machinery and

equipment from the April 1, 1968,provided for in 1966 to June 2, 1967.

These changes are still to be implemented by legislation.
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The special excise taxes levied at present are as follows:

Cigarettes ...................................... ...

Cigars ................ .............................

Jewellery, including dlocks, watches, articles of
ivory, amber, sheil, precious or semi-precious
stones, goldsmithsl and silversmiths' products,
except gold-plated or silver-plated ware for
the preparation or serving of food or drink ........

ILîghters ...........................................

Playing cards ......................................

Radios .............................................

Phonographs and television sets ....................

Tubes for radios, phonographs and television sets,
flot includiiig television picture tubes, priced
under $5 a tube ..................................

Television set picture tubes ........................

Siot machines - coin, disc or token-operated games
or amusement devices ....... .......................

Matches ......................................... ...

Tobacco - pipe tobacco, cut tobacco and snuff ........

Tobacco pipes, cigar and cigarette holders and

cigarette-rollîng devices .........................

Toilet articles, including cosmetics, perfumes,
shaving creams, antiseptics, etc ...................

Wines - *

Wines of ail kinds containing not more than 7%
absolute alcohol by volume ............ 1.........
Non-sparkling wines containing more than 7%

absolute alcohol by volume but flot more than
40% proof spirit ................................

Sparkl-ing wines ...................................

21 cents on 5 cigs.

15% ad valorem,

10% ad valorem

10 cents a lighter

20 cents a pack

the greater of $2
a radio or 15%
ad valoremn

15% ad valorem

10 cents a tube

15% ad valorem

10% ad valorem

10% ad valorem

80 cents a lb.

10% ad valorem

10% ad valorem

25 cents a gai.

50 cents a gal,
$2.50 a gal.

*These taxes appîy only to wines manufactured iii Canada. The customs
tariff on wines includes a levy to correspond to these taxes on domestic
production.
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Insurance premiums paid to British or foreign companies
not authorized to transact business in Canada or to
non-resident agents of authorized British or foreign

companies........................................ 10% of net premium
for property surety,
fidelity and liability
insurance. (Most
other kinds of insur-
ance are exempt.)

All the foregoing items, except the last one, are also subject to the

general sales tax of 9 per cent and the old-age security tax of 3 per cent.

Cigarettes, cigars and tobacco are subject to further taxes under the Excise

Act (referred to as excise duties).

Excise Duties

The Excise Act levies taxes (referred to as excise duties) on alcohol,

alcoholic beverages and tobacco products produced in Canada. These duties are

not levied on imported goods, but the customs tariff on these products includes

a levy to correspond to the duties levied on domestic production. These duties

are not levied on goods exported.

1. Spirits - The duties are on a gallon basis in proportion to the strength of

proof of the spirits. These duties do not apply to denatured alcohol intended

for use in the arts and industries, or for fuel, light or power, or any

mechanical purposes. The various duties are as follows:

(A) on every gallon of the strength of proof distilled in

Canada, $13.00;

(B) on every gallon of the strength of proof used in

manufacture of

(a) medicines, extracts, pharmaceutical preparations,
etc., $1.50 a gallon,

(b) approved chemical compositions, 15 cents a gallon,

(c) spirits sold to a druggist and used in the preparation
of prescriptions, $1.S0 a gallon,

(d) imported spirits when taken into a bonded manufactory
in addition to other duties, 30 cents a gallon.

2. Canadian Brandy - Canadian brandy, a spirit distilled exclusively from

juices of native fruits without the addition of sweetening materials, is subject
to a duty of $11,00 a gallon.
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3. Beer - All beer or other malt liquor is subject to a duty of 38 cents a
gallon.

4. Tobacco, Cigars and Cigarettes - The excise duties make up nearly as large
a part of the total tax on tobacco products as the special excise taxes which
have already been described. The rates of duty are as follows:

(A) on manufactured tobacco of all descriptions, except
cigarettes, 35 cents a pound;

(B) cigarettes weighing not more than three pounds a
thousand, $4 a thousand (nearly all the cigarettes
used in Canada are of this type);

(C) cigarettes weighing more than three pounds a thousand,
$5 a thousand;

(D) cigars, $2 a thousand

(E) Canadian raw leaf tobacco when sold for consumption, 10 cents
a pound.

Total taxes on tobacco products

Bringing together the taxes imposed on tobacco products under the
Excise Tax Act and the duties imposed under the Excise Act gives the following
total taxes:

Cigarettes $9 a thousand (or 18 cents a pack of
20 cigarettes) plus the 12 percent
sales tax on the manufacturer's sale
price.

Manufactured
Tobacco - $1.15 a pound plus the 12 percent

sales tax on the manufacturer's sale price.

Cigars - $2 a thousand plus the 15 percent special
excise tax and the 12 percent sales tax on
the manufacturer's sale price.

Customs Duties

Most goods imported into Canada are subject to customs duties at
various rates as provided by tariff schedules. Customs duties which once were
the chief source of revenue for the country have declined in importance as a
source of revenue to the point where they now provide less than 10 per cent
of the total. Quite apart from its revenue aspects, however, the tariff stilloccupies an important place as an instrument of economic policy.
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The Canadian tariff consists mainly of three sets of rates, namely,
British preferential, most-favoured-nation and general. The British
preferential rates are, with some exceptions, the lowest rates. They are
applied to imported dutiable commodities shipped directly to Canada from
countries within the Commonwealth. Special rates lower than the ordinary
preferential duty are applied on certain goods imported from designated
Commonwealth countries.

The most-favoured-nation rates apply to goods from countries that have
been accorded tariff treatment more favourable than the general tariff but which
are not entitled to the British preferential rate. Canada has most-favoured-
nation arrangements with almost every country outside the Commonwealth. The most
important agreement providing for the exchange of most-favoured-nation treatment
is the General Agreement on Tariffs and Trade.

The general tariff applies to imports from countries not entitled to
either the British preferential or most-favoured-nation treatment. Few countries
are in this category and in terms of trade coverage are negligible.

In all cases where the tariff applies, there are provisions for draw-
backs of duty on imports of materials used in the manufacture of products later
exported. The purpose of these drawbacks is to assist Canadian manufacturers to

compete with foreign manufacturers of similar goods. There is a second class of

drawbacks known as "home consumption" drawbacks. These apply to iinported
materials used in the production of specified classes of goods manufactured for
home consumption.

The tariff schedules are too lengthy and complicated to be summarized

here but the rates that apply on any particular item may be obtained from the

Department of National Revenuewhich is responsible for administering the
customs tariff.

Provincial Taxes

All Canada's ten provinces impose a wide variety of taxes to raise

the revenue necessary for provincial purposes. All provinces at present levy a

tax on the income of individuals and corporations resident within their boundaries

or deriving income from activities or operations carried out therein. Only Ontario

and Quebec impose special taxes on corporations in addition to income tax and only
British Columbia, Ontario and Quebec impose a tax on property passing at death.

Under the terms of the existing federal-provincial fiscal arrangement, the Federal

Government makes payments called "equalization payments" to some provinces in

recognition of the fact that the potential tax yield in those provinces, measured

on a per capita basis, is lower than the national per capita tax yield. For some

provinces these payments constitute a very important source of revenue.

Some of the more important provincial levies are reviewed briefly below:

Individual Income Tax

All provinces levy a tax on the income of individuals who reside within
their boundaries or who earn income therein. In nine of the ten provinces, these
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taxes are computed as a percentage of federal "basic tax". As previously
mentioned, "basic tax" is federal income tax (excluding old-age security tax)
otherwise payable at full federal rates before the abatement under the
federal-provincial arrangement and before allowance for any federal tax
reduction. These provincial taxes are collected by the Federal Government on
behalf of these provinces. In Quebec, provincial income tax is levied at
graduated rates that progress from 5.5 per cent on the first $1,000 of taxable
income to a maximum of 40.0 per cent on the excess over $400,000. The determi-
nation of taxable income for Quebec tax is based on exemptions and deductions
which, with the exception of deductions for dependent children eligible for
family allowances,* are similar to those for federal tax. Quebec taxpayers who,
if single, have an income which does not exceed $2,000 or who, if married, have
an income which does not exceed $4,000 are completely relieved of provincial
income tax. Quebec collects its own tax.

The following table shows the percentage that provincial income tax
liability is of federal "basic tax" for 1967:

Percentage of federal
Province "basic tax"

Newfoundland 28%
Prince Edward Island 28%
Nova Scotia 28%
New Brunswick 28%
Quebec approximately 50%
Ontario 28%
Manitoba 33%
Saskatchewan 33%
Alberta 28%
British Columbia 28%

Corporate Income Tax

All provinces levy a tax on the profits of corporations derived from
activities carried out within their boundaries. In all provinces except
Ontario and Quebec the provincial tax is imposed on taxable income in the
province determined on the same basis as for federal income tax. In Ontario
and Quebec the determination of taxable profits for purposes of provincial tax
follows closely the federal rules. The rates of tax levied by the various
provinces are as follows:

* Quebec has a family-allowance programme that supplements the federal
programme. The Quebec programme provides for allowances which increase from
$30 per annum for a first child to a maximum of $70 per annum for a sixth and
for each additional child. The Quebec programme is in lieu of exemptions for
provincial income tax purposes for children eligible for family allowances.
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Rate of tax on
Province taxable profits

Newfoundland 11%
Prince Edward Island 10%
Nova Scotia 10%
New Brunswick 10%
Quebec 12%
Ontario 12%
Manitoba 11%
Saskatchewan 11%
Alberta 10%
British Columbia 10%

Note: All provinces except Ontario and Quebec have signed agreements
for the collection of their income taxes by the Federal
Government. Five of the ten provinces levy corporate income
taxes at rates in excess of the abatement allowed by the
Federal Government. This abatement is equal to 10 per cent
of corporate profits.

Alcoholic Beverages

Generally speaking, the sale of spirits in all provinces is made
through provincial agencies operating as boards or commissions that exercise
monopolistic control over this commodity. The provincial mark-up over the
manufacturer's price is the effective means of taxation. Beer and wine may be
sold by retailers or government stores depending on the province, but in all
cases these sales contribute to provincial revenues.

Retail Sales Taxes

Nine provinces impose sales taxes on goods purchased by consumers or
users. Some of these provincial levies also cover certain services. The
provincial sales taxes are collected by retail vendors acting as agents of the
provinces. The provinces imposing sales tax and the rate of their levy are as
follows:

Newfoundland 6%
Prince Edward Island 5%
Nova Scotia 5%
New Brunswick 6%
Quebec 8%
Ontario 5%
Manitoba 5%
Saskatchewan 4%
British Columbia 5%
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The provincial sales taxes do not apply to goods sold for delivery
in the other provinces or to exported commodities. All provinces imposing
sales taxes provide comprehensive exemptions for foodstuffs and drugs.

Amusement Taxes

Each of the provinces, with the exception of Alberta and Saskatchewan,
has a tax on admission to places of entertainment. In addition, there is
generally a licence fee imposed on the operator or owner of these amusement
places. The tax on admissions is within the range of 5 per cent to 15 per cent.

Gasoline and Diesel Fuel il Taxes

Each of the ten provinces imposes a tax on the purchase of gasoline
and diesel fuel by motorists and truckers. The amount of tax borne by one
gallon of motor vehicle fuel in each province is as follows:

Gasoline Diesel Fuel

Newfoundland 20 cents 20 cents
Prince Edward Island 18 cents 18 cents
Nova Scotia 19 cents 27 cents
New Brunswick 18 cents 23 cents
Quebec 16 cents 22 cents
Ontario 16 cents 22 cents
Manitoba 17 cents 20 cents
Saskatchewan 15 cents 18 cents
Alberta 12 cents 14 cents
British Columbia 13 cents 15 cents

Motor Vehicle Licences and Fees

Each province also levies a fee on the annual registration of motor
vehicles. This registration is compulsory and each vehicle is issued with
licence plates for the year. The rates of this licence fee vary from province
to province. The amount to be paid may be assessed in relation to the weight
of the car, the number of cylinders of the engine, or at a flat rate. The
operator or the driver of a motor vehicle must also register periodically and
pay a fee for a new driver's licence; in Alberta and British Columbia, drivers'
licences must be renewed every five years at a cost of $5; in Quebec and
Manitoba, they must be renewed every two years at a cost of $5; in Ontario,
they must be renewed every three years at a cost of $6.

Taxes on Mining Operations

Al provinces except Prince Edward Island levy taxes of various
kinds on mining operations. All provinces except Prince Edward Island and
Alberta impose a tax on the income of firms engaged in nining operations in
general or in specific kinds of mining operations. British Columbia, Alberta,
Saskatchewan, Manitoba and Ontario impose a tax on the assessed value of
minerals or a flat rate an acre of mining property.
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Tax on Logging Operations

British Columbia, Ontario and Quebec levy a tax on the incoxhe from

logging operations of individuals, partnerships, associations or corporations

engaged in this activity. In British Columbia, the tax is 10 per cent on'

income in excess of '$25,000, In Ontario and Quebec the rate is 10 per cent on

income in excess of $10,000.

CapitalTaxes

Quebec imposes a tax of one-tenth of 1 per cent on paid-up capital

of corporations, while Ontario levies a similar tax at the rate of one-twentieth

of 1 per cent.

Place-of-Business Taxes

Quebec and Ontario have a place-of-business tax. In Quebec, the tax

ranges from $25 to $50 for each place of business with the higher amounts being

levied in the cities of Montreal and Quebec. In Ontario, the tax for each

permanent establishment is the lesser of $50 or one-twentieth of 1 per cent 
of

paid-up capital of the corporation involved, but the total of the capital 
tax

and the place-of-business tax cannot be less than $20. Ontario also imposes an

office tax of,$50 on every corporation that does not maintain a permanent

establishment in the province but merely maintains a buying office, 
or merely

holds certain provincial licences, or merely holds assets, or is represented by

a resident employee or agent who is not deemed to operate a permanent 
establish-

ment of the corporation.

Both provinces levy special taxes on certain kinds of companies such

as banks, railway companies, express companies, trust companies and 
sleeping-

car, parlour-car and dining-car companies. In Ontario, these special taxes and

the capital and place-of-business taxes mentioned above are payable 
only to the

extent that they exceed the corporate income tax otherwise payable.

Land Transfer Taxes

Alberta, Manitoba and Ontario levy a tax based on'the price at 
which

ownership of land is transferred. In Ontario, one-fifth of 1 per cent is

imposed on purchase price up to $25,000 and two-fifths of 1 per cent 
on anything

in excess of this ainount. In Manitoba, the rate is 1 per cent. In Alberta,

registration fees proportionate to the conveyancing services rendered 
are

charged and in the case of transfers and mortgages the fees are assessed 
on the

value of the land transferred as on the amount of the mortgage. In addition,

there is an assurance fund fee charged on transfers and mortgages, which

guarantees tities in certain circumstances. In Quebec, a tax of 2.5 per cent

of the purchase price is imposed only when property is transferred under 
the

Bankruptcy or Wînding-Up Act.
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British Columbia and Saskatchewan do flot have a land-transfer tax
but have an equivalent in the land-title fees which are based on land values.

Tax on Security Transfers

Ontario and Quebec levy a tax on the sale price of securities
transferred; the rates in each province are:

Share sold, transferred or assigned valued at:

Under 1 - 1/10 of 1% of value
at 1 to S - 1/4 cents a share

fi 5to 25 - 1lcent "f i
fi 25 to 50 - 2 cents il"

50Oto 75 - 3 cents "t f
75 to150 4 4cents " t

Over 150 -4 cents fi

plus 1/10 of 1% of
value in excess of $150

Bonds and debentures, 3 cents for every $100 or fraction
thereof of par value.

Preînium Income of Insurance Companies

Ail ten provinces impose a tax of 2 peu cent on the premium income
of insurance companies paid in respect of risks incurred in the province.

Succession Duties

Only British Columbia, Ontario and Quebec levy succession duties.
These are a tax upon the right to succeed to propeuty and are assessed upon
the interest or benefit passing at death to an heir or beneficiary.

The three provinces impose succession duties on ail puoperty
situated in the province belonging to the deceased and passing at his death
whether the deceased was domiciied in the province or elsewheue. Personal
propeuty, wherever situated, of a peuson dying domiciied within the province
is also hiable if passing to a successor resident or domiciled in the province.

The rates of succession duty are governed by the value of the estate,
the ueiationship of the beneficiary to the deceased and the amount going to any
one person. The rate of tax wil increase as the degree of relationship between
the decedent and his successor becomes more remote.

Provincial Property Taxes

In unorganized (non-municipal) areas, British Columbia levies property
taxes, at varying rates accouding to class, for provincial revenue. Improved
forest and tuee-farm lands are taxed at 1 peu cent of assessed value; farm land
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at .5 of 1 per cent; wild land at 3 per cent; coal land at 2 per cent non-

operating or 7 per cent operatlflg; and timber land at 1.5 per cent. In

unorganized (non-municipal) areas, Ontario levies a property tax of 1.5

per cent of assessed value; the minimum annual tax in respect of any land in

that province is $6. Nova Scotia and New Brunswick also have property taxes

of limited application.

Municipal Taxation

The municipalities in Canada levy taxes on the owners of property

situated wtthin their jurisdiction according to the assessed value of such

property. Methods of determining assessed value vary widely but,.for

taxation purposes, it is generally considered to be a percentage of the

actual value. The revenues from such taxes are used to pay for street mainten-

ance, schools, police and fire protection and other community services. Special

levies are sometimes made on the basis of street frontage to pay for local

improvements to the property such as sidewalks, roads, and sewers. Not only is

there a widespread difference in the bases used for property tax but there is

also a wide variety of rates applied depending on the municipality.

In addition to the taxes described above, municipalities usually

impose a charge for the water consumption of each property-holder or a water

tax hased upon the rental value of the property occupied. There are no

municipal income taxes though certain localities have retained the use of 
a

poll tax. In Newfoundland, Quebec and Saskatchewan municipalities are

empowered to levy a tax on the admission of persons to places of amusement.

This practice differs from that of the other provinces, where the amusement 
tax

îs generally a provincial preserve. Electricity and gas are taxed at the

consumer level in some Western municipalities, while coal and fuel oil for

heating purposes are chargualhle In urban areas of Newfoundland. Telephone

subscribers are subjeet to a special levy in Montreal, while certain Ontario

munîcipalities impose a tax on the gross receipts of telephone companies.

In most municipalities, a tax is levied dIîrectly on the tenant or the

operator of a business. In general, business tix rates are lower than those

applying to property. Three bases of assessment ire in use: a fraction of the

property assessment, the annutal rentai valuie of t1ue premises, or the area of

the premises. Certain municipalities may charge a licence fee instead of a

business tax, while othiers %vill chair5ge both a licence fee and business tax.

In Nova Scotia, all but one of the riiiiici.paiities tax personal property

(stocks in trade, equipment, etc.) thie same as rcal property.

Miscel 1] aneouis Levi es

These are not generallY referred to as taxes but they are similar

to taxes in many ways.

In 1966, a compulsory government-operated pension programme was

introduced in Canada whereby each contributor builds up a right to 
a graduated

pension the amount of which is related to his earnings up to a certain 
level.

EU02 554I
'i
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This graduated benefit will supplement the universal old-age security
pension which is paid out of tax revenues. This government-operated pension t
programme comprises the Canada P.ension Plan, which operates throughout the
country except in Quebec, and the Quebec Pension Plan, operated by the govern-
ment of Quebec. The two plans are similar. Both have disability and survivor
benefits. All employees who earn more than $600 a year and all self-employed
individuals whose annual income exceeds $800 must contribute to one of the two
plans on that part of their earnings between $600 and $5,000. The applicable
contribution rate for the employee is 1.8 per cent plus another 1.8 per cent
payable by the 'employer; the corresponding rate for the self-employed in 3.6
per cent. The ceiling for pensionable earnings on which contributions are
payab)le under the Canada and Quebec Pension Plans is $S,000 for 1967. For 1968
and subsequent years to 1976, this ceiling will be adjusted upward in multiples
of $100 by a pension index that wil reflect cumulative increases in the cost-
of-living (measured by the consumer price index) but by no more than 2 per cent
in any year. From 1976 onward, a long-term moving average of wages and
salaries, called the earnings index, will be used to adjust.the ceiling. The
$600 floor will also rise gradually by multiples of $100, maintaining a level
approximating 12 per cent of the ceiling.

U!nep1oyment Insurance

A national programme of unemployment insurance operates in Canada.
It provides relief to those qualified persons who temporarily find themselves
without work. It is administered by a federal commission appointed for this
purpose and financed by equal contributions from employers and employees,
plus a contribution from the Federal'Government. The amount paid into the
fund by employee and employer is directly proportional to the weekly wages of
the employee. The rates of contributions are as follows:

Range of Earnings Weekly Contributions

Employer' s Employee' s

less than $,9.00 10 cents 10 cents
$ 9.00 to $l5.00 20 cents 20 cents
$15.00 to $21.00 30 cents 30 cents
$21.00 to $27.00 38 cents 38 cents
$27.00 to $33.00 46 cents 46 cents
$33.00 to $39.00 54 cents 54 cents
$39.00 to $4S.00 60 cents 60 cents
$45-00 to $51.00 66 cents 66 cents
$Sî.00 te $S7.00 72 cents 72 cents
$57,00 to $63.00 78 cents 78 cents
$63.00 to $69.00 86 cents 86 cents
$69*.00 and over 94 cents 94 cents

The wage ceilirig for insurability if $5,460 a year.
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Workmen' s Compensation

Legisiation in force in ail provinces provides compensation for
personal injury suffered by workmen as a result of industrial accidents. In
general, these provincial statutes established an accident fund administered
by a board to which employers are required to contribute at a rate proportional
with the hazards of the industry.

Hospital Insurance

A government-subsidized hospital insurance plan is in operation in
each of the ten provinces. In ail provinces but Quebec, the programme is a
joint federal-provinci.al undertaking where approximately haif the cost of
hospitalization for patients who are participants under the plan is met by the
Federal Government and the other haîf by the province. In Quebec, the programme
is entireiy a provincial undertaking where the share of cost normally carried

by the Federal Government in the other provinces has been assumed by the
province in exchange for fiscal compensation by way of a larger occupation of
the field of personal income tax by that province. (See Introduction.) The

provincial share of the cost -of the programme is financed by various means.
Quebec has increased its personal and corporation income tax (i.e. quite
apart from its greater occupation of the field of 'personai income tax i

return for assuming the federal share of the cost of the programme). Certain
provinces require the deduction of a monthly premium from the wages of their

residents as a contribution or premium for the plan. In such provinces, self-

employed people must also pay the premium directly if they wish to be covered

by the plan. In some other provinces, the proceeds of a retaîl sales tax are

earmarked in whole or in part for the support of the hospital plan.

(This explanatory paper is flot an officiai interpretation of any of the taxing

statutes. The administration of federal taxing statute's is the responsibility

of the Minister of >National Revenue. The provincial. and municipal taxes are

adînnstered hy provincial and municipal government departments.)
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