Liability for tax

Liability For Tax - Residence Issues

Charging Provisions

i-1.  The portion of any tax legislation that specifies who is liable to pay tax is called a
harging provision. Section 2 of the Income Tax Act contains two Subsections dealing with this
-_bject. ITA2(1), the more important of these Subsections, establishes that, in general, Cana-
i .an income taxation is based on residence. This Subsection states the following:

ITA2(1) Anincome tax shall be paid, as required by this Act, on the taxable income
for each taxation year of every person resident in Canada at any time in the year.

2. There are several terms used in this charging provision that require further
=xplanation:

Person Asusedinthe Income TaxAct, the term person refers not only to individuals,
hut to corporations and trusts as well. When a provision of the Act is directed at
human taxpayers, the term “individual” is generally used.

Resident While the concept of residence would seem to be self-evident, at least for
ndividuals, there are a number of difficulties associated with this term that are
-overed in detail in this Chapter.

Residence Vs. Citizenship Asisthe case in the United Kingdom, Canadian taxation
< based on the concept of residence. This differs from the situation in the United
States where U.S. citizens are subject to taxation regardless of their place of
residence.

Taxation Year - Corporations 1TA 249(1)(a) indicates that for a corporation, the
raxation year is a “fiscal period”. ITA 249.1 defines the fiscal period of a corporation
:< a period for which accounts are made up that does not exceed 53 weeks.

Taxation Year - Individuals And Trusts For most tax purposes, trusts are treated as
~dividuals. In this context, ITA 249(1)(b) indicates that, for individuals other than a
‘estamentary trust (a trust that arises as the result of the death of an individual), the
‘axation year is the calendar year. This means that an inter vivos trust (a trust other
than atestamentary trust) must use a calendar year as its taxation year. In contrast, ITA
24911)(c) allows a testamentary trust to use a taxation year other than a calendar year.
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